1) An audit should be designed to obtain reasonable assurance of detecting material misstatements due to: Errors, fraud, and noncompliance with laws with a direct effect on financial statement amounts and others.
2) When the auditors express an opinion on financial statements, their responsibilities extend to: Whether the results of their client's operating decisions are fairly presented in the financial statements
3) Joe Rezzo, a college student majoring in accounting, helped finance his education with a part-time job maintaining all accounting records for a small business, White Company, located near the campus. Upon graduation, Rezzo passed the CPA examination and joined the audit staff of a national CPA firm. However, he continued to perform all accounting work for White Company during his "leisure time." Two years later, Rezzo received his CPA certificate and decided to give up his part-time work with White Company. He notified White that he would no longer be available after preparing the year-end financial statements.

On January 7, Rezzo delivered the annual financial statements as his final act for White Company. The owner then made the following request: "Joe, I am applying for a substantial bank loan, and the bank loan officer insists upon getting audited financial statements to support my loan application. You are now a CPA, and you know everything that's happened in this company and everything that's included in these financial statements, and you know they give a fair picture. I would appreciate it if you would write out the standard audit report and attach it to the financial statements. Then I’ll be able to get some fast action on my loan application."

a. Would Rezzo be justified in complying with White’s request for an auditor’s opinion?
No, Rezzo would not be justified in complying with White's request. Although Rezzo is a CPA, he has not audited the financial statements of White Company in accordance with generally accepted auditing standards. Preparation of financial statements cannot be construed as synonymous with auditing the statements. Furthermore, because of Rezzo's deep involvement with White Company, it is questionable whether he could maintain an independence of mental attitude if he did audit the financial statements.


b. If you think Rezzo should issue the audit report, do you think he should first perform an audit of the company despite his detailed knowledge of the company’s affairs?

Yes. If Rezzo were justified in issuing a standard audit report on the financial statements of White Company, he should not do so until he has completed an audit of the financial statements. The auditor does not express an opinion on financial statements without first performing an audit.


c. If White had requested an audit by the national CPA firm for which Rezzo worked, would it have been reasonable for that firm to accept and to assign Rezzo to perform the audit?

 No, it would not be reasonable for the public accounting firm employing Rezzo to assign him to the audit of the White Company financial statements. Having himself prepared the financial statements, Rezzo would be in the position of attempting to independently evaluate the products of his own work. Independence of mental attitude in the appraisal of one's own work is extremely doubtful.

4) State whether you agree (A) or disagree (D) with each of the following statements concerning the auditors’ unqualified report of a public company.

	a.
	The report is ordinarily addressed to whom it may concern
	D
	It must be addressed to the shareholders and the board of directors or equivalents

	b.
	The report indicates that the auditor's responsibility is to obtain particular assurance about whether the financial statements are free of material misstatements
	D
	Reasonable assurance is obtained

	c.
	The report indicates that the auditor considers and provides an opinion on compliance with major laws and regulations
	D
	The report should indicate that the auditor provided an opinion on internal control

	d.
	The report indicates that the audit evidence obtained is sufficient and appropriate to provide a basis for the audit opinion
	A
	None



5) Select the necessary words from the list of possibilities to complete the following statements.
	1.
	The serially numbered pronouncements issued by the Auditing Standards Board of the AICPA as generally accepted auditing standards are known as __________.
	Statements on Auditing Standards

	2.
	Guidelines issued by the AICPA for the scope and application of the Code of Professional Conduct Rules of Conduct are called _________.
	interpretations

	3.
	The FASB __________ is the source of authoritative GAAP to be applied by nongovernmental entities.
	Codification

	4.
	Investors need to compare financial statements of different companies. The standards most frequently followed to prepare financial statements in the United States are __________.
	generally accepted accounting principles

	5.
	The purpose of an audit conducted in accordance with generally accepted auditing standards is to provide financial statement users with an opinion by the auditor on whether the financial statements are presented fairly, in all material respects, in accordance with the applicable __________.
	financial reporting framework



6) Errors versus Fraud
Read the overview below and complete the activities that follow.
Misstatements can be of two types. The first--an error--is deemed to be unintentional. The second type--fraud--is deemed to be an intentional act.
CONCEPT REVIEW:
Auditors have the responsibility to plan and perform an audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. Misstatements are classified as either unintentional (error) or intentional (fraud).

Error: Mistake in gathering data and Unreasonable estimates from misinterpretation of facts 
Fraud: Misappropriation of assets and Fraudulent financial reporting 

7) Errors versus Fraud
Read the overview below and complete the activities that follow.
Misstatements can be of two types. The first--an error--is deemed to be unintentional. The second type--fraud--is deemed to be an intentional act.
CONCEPT REVIEW:
Auditors have the responsibility to plan and perform an audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. Misstatements are classified as either unintentional (error) or intentional (fraud).

	1.
	Omissions of amounts or disclosures is considered a(n) ________.
	error

	2.
	In _______, the financial statements are intentionally misleading.
	frauds

	3.
	______is another term for misappropriation of assets.
	Fraud

	4.
	Mistakes in data processing can easily result in _______.
	errors

	5.
	Financial statements can be misstated due to errors, ______, or noncompliance with laws or regulations.
	fraud




1.Errors are mistakes; an erroneous omission is unintentional.
2.Fraud exists when financial statements are intentionally misrepresented.
3.Defalcation is a type of fraud, also known as misappropriation of assets.
4.Errors are mistakes; an erroneous omission is unintentional.
5.Misstatements result from errors, fraud, or noncompliance with regulations

8) Required information
AICPA Attestation Standards (Part 1 of 2)
Read the overview below and complete the activities that follow.
Generally accepted auditing standards were adopted by the AICPA to provide guidance for the performance of audits. As these standards expand, the profession has developed more general attestation standards, contained in SSAE No. 1.
In addition to the auditing standards, a CPA firm should establish adequate quality control policies and procedures to provide reasonable assurance that it follows professional standards on every engagement. To that end, the AICPA has issued six elements to quality control standards to provide CPA firms with guidance in establishing quality control policies.
 
CONCEPT REVIEW:
The attestation standards are meant to serve as a general framework and to set general boundaries for the attest function, while the quality control standards provide CPA firms with guidance in establishing quality control policies.
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9) Required information
AICPA Attestation Standards (Part 1 of 2)
Read the overview below and complete the activities that follow.
Generally accepted auditing standards were adopted by the AICPA to provide guidance for the performance of audits. As these standards expand, the profession has developed more general attestation standards, contained in SSAE No. 1.
In addition to the auditing standards, a CPA firm should establish adequate quality control policies and procedures to provide reasonable assurance that it follows professional standards on every engagement. To that end, the AICPA has issued six elements to quality control standards to provide CPA firms with guidance in establishing quality control policies.
CONCEPT REVIEW:
The attestation standards are meant to serve as a general framework and to set general boundaries for the attest function, while the quality control standards provide CPA firms with guidance in establishing quality control policies.

	1.
	Quality control procedures exist to provide reasonable assurance that the firm follows professional standards on _______engagement(s).
	every

	2.
	The AICPA _______ require(s) specific quality control procedures. 
	does not

	3.
	Statement of Quality Standards identify _____elements of quality control.
	six

	4.
	The PCAOB has adopted the AICPA standards as its _______ quality control standards.
	interim

	5.
	QC standards help to ensure that CPA firms meet their responsibilities to their clients and the ________.
	public



10) AICPA Attestation Standards (Part 2 of 2)
Read the overview below and complete the activities that follow.
Generally accepted auditing standards were adopted by the AICPA to provide guidance for the performance of audits. As these standards expand, the profession has developed more general attestation standards, contained in SSAE No. 1.
In addition to the auditing standards, a CPA firm should establish adequate quality control policies and procedures to provide reasonable assurance that it follows professional standards on every engagement. To that end, the AICPA has issued six elements to quality control standards to provide CPA firms with guidance in establishing quality control policies.
CONCEPT REVIEW:
The attestation standards are meant to serve as a general framework and to set general boundaries for the attest function, while the quality control standards provide CPA firms with guidance in establishing quality control policies.
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