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1. What is the responsibility of a successor auditor (SA), who is from a different
CPA firm than a predecessor auditor (PA), with respect to communicating with
PA in connection with a prospective new client?

{A).The SA has no responsibility to contact the PA.

(B).The SA should contact the PA regardless of whether the prospective client
authorizes contact.

(C).The SA should obtain permission from the prospective client to contact the
PA.

(D).The SA need not contact the PA if the successor is aware of all available
relevant facts.

2. Which of the following is not an example of non-sampling risk?
{A).Failing to evaluate results properly.
(B).Use of an audit procedure inappropriate to achieve a given audit objective.
(C).Obtaining an unrepresentative sample.
(D).Failure to recognize an error.

3. In pursuing to fulfill a CPA firms' quality control objectives, a CPA firm
maintains records indicating which partners or employees of the CPA firm were
previously employed by the CPA firm's clients. Which quality control objective
would this be most likely to satisfy?

{A).Acceptance of client.
(B).Supervision.
(C).Monitoring.
(D).Independence.

4, Which of the following audit procedures would an auditor most likely perform
to test controls relating to management's assertion concerning the completeness
of sales transactions?

(A). Verify that extensions and footings on the entity's sales invoices and
monthly customer statements have been recomputed,

(B).Inspect the entity's reports of pre-numbered shipping documents that have
not been recorded in the journal,

(C).Compare the invoiced prices on pre-numbered sales invoices to the entity's
authorized price list.

(D).Inquire about the entity's credit granting policies and the consistent
application of credit checks.
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"5, Which of the following best describes the reason why an independent auditor

reports on financial statements?

(A).A management fraud exists and is more likely to be detected by independent
auditors.

(B).Different interests exist between the company preparing the staternents and
the persons using the statements.

(C).A misstatement of account balances exists and is generally corrected as the
result of the independent auditor's work.

(D).Internal control system is not without flaws .

6. An accounts receivable aging schedule was prepared on 400 pages with each
page containing the aging data for 50 accounts. The pages were numbered from
1 to 400 and the accounts listed on each were numbered from 1 to 50. Sunny, an
auditor, selected accounts receivable for confirmation using a table of numbers
as iilustrated.

Select column from separate 5 digits

02011 020-11x

85393 853-93 *

97265 972-65 *

61680 616-80 *

16656 166-56 *

42751 427-51 *

69994 699-94 *

07942 07942y

10231 102-31 z

53988 539-88 *

Procedures performed by Sunny:

x Mailed confirmation to account 11 listed on page 20
y Mailed confirmation to account 42 listed on page 79
* Rejected

This is an example of which of the following sampling methods?
{A).Acceptance sampling.

(B).Systematic sampling.

(C).Random sampling.

(D).Sequential sampling.

7. Which of the following is not a control that is designed to protect investment
securities?
{A).Access to securities should be vested in more than one individual.
(B).Custody over securities shounld be limited to individuals who have record
keeping responsibility over the securities.
(C).Securities should be registered in the name of the owner.
(D).Securities should be properiy controlled physically in order to prevent

unauthorized usage.
BkE
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8. To satisfy the valuation assertion when auditing an investment accounted for by
the equity method, an auditor most likely would
(A).Inspect the stock certificates evidencing the investment.
(B).Examine the audited financial statements of the investee company.
(C).Review the broker's advice or canceled check for the investment's
acquisition,
(D).Obtain market quotations from financial newspapers or pericdicals.

. 9. An auditor should trace bank fransfers of various bank accounts for the last part
of the audit period and first part of the subsequent period to detect whether
(A).The cash receipts journal was held open for a few days after the year end.
(B).The last checks recorded before the year-end were actually mailed by the

year end.
(C).Cash balances were overstated because of kiting,
(D).Any unusual paynients to or receipts from related parties occurred,
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" audit procedure in responding to each of four risks in planning the audit of T Co.
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Using the information provided and the FOUR distinct and critical ratios calculated
for both years, identify and describe audit risks and specify the auditor’s design of an

(B 23%)

Names of 2013 2012 . e .
Ratio Ratio number | Ratio number Audit Risk Audit Procedure
Other critical information identified Audit Risk Audit Procedure

You are the audit senior of a CPA firm and you are planning the audit of a LED Co.
T for the year ended 31 December 2013. T specializes in building LED lamps and
provides a five-ysar warranty to its customers. Your audit manager has held a
planning meeting with the CFO. He has provided you with the following notes of his
meeting and financial statement extracts:

T has had a difficult year; LED lamp prices have fallen and, as a result, revenue
has dropped. In order to address this, management has offered significantly extended
credit terms to their customers. However, competition has increased such that there
are some completed products in inventory where the selling price may be below cost.
In addition, during the year, while calculating depreciation, the management extended
the useful lives of some machinery from three years to five years. This reduced the
annual depreciation charge. ,

The management needs to meet a target profit before interest and taxation of $0.5
million in order to be paid their annual bonus. In addition, to try and improve profits,
T changed their main material supplier to a cheaper alternative. This has resulied in
some customers claiming on their warranties for extensive repairs. To help with
operating cash flow, the management borrowed $1 million from the bank during the
year. This is due for repayment at the end of 2013,
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Financial statement extracts for year ended 31 December

2013 2012
Revenue 12.5 15.0
Cost of sales (7.00) (8.0
Gross profit 5.5 7.0
Operating expenses 5.00 (5.0
EBIT 0.5 19
Inventory 1.9 1.4
Trade Receivables 31 2.0
Cash 08 - 1%
Trade payables 1.6 1.2
Loan 1.0
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