1) Which of the following best describes the relationship between assurance services and attest services? Both attest and assurance services require independence.

2) The most important benefit of having an annual audit by a public accounting firm is to: Provide assurance to investors and other outsiders that the financial statements are reliable.

The most important benefit of having an annual audit by a public accounting firm is to provide assurance to investors and other outsiders that the financial statements are dependable. The expansion of the securities markets has tremendously increased the need for verification of financial statements performed by competent, independent persons. Answer (2) is incorrect because management cannot avoid responsibility for the financial statements by retaining independent auditors. Answer (3) gives no recognition to the fact that many nonpublic corporations and other business entities have no obligation to file audited financial statements with governmental agencies. It also disregards the fact that large corporations which secure capital from the general public would continue to provide audited statements even though there were no such requirements by governmental agencies. Answer (4) is unacceptable because it implies that an audit is designed to detect illegal acts without regard to type or size.

3) Which of these organizations has the responsibility to perform inspections of auditors of public companies? Public Company Accounting Oversight Board.

The Public Company Accounting Oversight Board was given the authority by the Sarbanes-Oxley Act of 2002 to establish or adopt auditing standards for audits of public companies.

4) Which of the following organizations establishes accounting standards for U.S. government agencies? The Federal Accounting Standards Advisory Board.

The Federal Accounting Standards Advisory Board establishes accounting standards for United States governmental agencies. The Governmental Accounting Standards Board establishes accounting standards for state and local government entities.

5) What best describes the purpose of the auditors’ consideration of internal control in a financial statement audit for a nonpublic company? To determine the nature, timing, and extent of audit testing.

Because the auditors’ purposes for considering internal control are to (a) plan the audit and (b) to determine the nature, timing, and extent of the tests to be performed, answer (1) is correct.

6) Which of the following is an example of a compliance audit? An audit of a company’s policies and procedures for adhering to environmental laws and regulations.

A compliance audit measures the compliance of an organization with established criteria such as laws and regulations. Answer (2) is correct because it addresses policies and procedures on environmental laws and regulations.
7) The role of the auditor in the American economy has changed over the years in response to changes in our economic and political institutions. Consequently, the nature of an audit today is quite different from that of an audit performed in the year 1900. Classify the following phrases into two groups: (1) phrases more applicable to an audit performed in 1900 and (2) phrases more applicable to an audit performed today.

	a.
	Determination of fairness of financial statements.
	Audit performed today.

	b.
	Complete review of all transactions.
	Audit performed in 1900.

	c.
	Pressure for more disclosure.
	Audit performed today.

	d.
	Auditing for compliance with laws and regulations.
	Audit performed today.

	e.
	Generally accepted auditing standards.
	Audit performed today.

	f.
	Bankers and short-term creditors as principal users of audit reports.
	Audit performed in 1900.

	g.
	Registration statement.
	Audit performed today.



8) Auditors should be familiar with available professional literature from a variety of sources. Listed below are 5 publications in the fields of auditing and accounting. Identify the sponsoring organization for each of the 5 publications. (Sponsors can be used more than once.)

	Publication
	Sponsor

	1.
	Statements on Standards for Accounting and Review Services (SSARSs).
	American Institute of Certified Public Accountants (AICPA).

	2.
	The Tax Advisor.
	American Institute of Certified Public Accountants (AICPA).

	3.
	Auditing Standards
	Public Company Accounting Oversight Board (PCAOB).

	4.
	Audit Risk Alerts.
	American Institute of Certified Public Accountants (AICPA).

	5.
	The Journal of Accountancy.
	American Institute of Certified Public Accountants (AICPA).



9) Select the most closely related term with each auditing term (or organizational name).

	Column 1
	Column 2

	1.
	Operational audit
	Measurement of effectiveness and efficiency of a unit of an organization

	2.
	Government Accountability Office
	Auditing staff reporting to Congress

	3.
	Critical characteristic that must be maintained by the accounting profession
	Credibility

	4.
	Audited financial Statements
	Opinion

	5.
	Disclosure
	Material information



10) CPAs become involved in a variety of types of engagements. For each of the following statements, indicate whether it relates to an examination (E), review (R), or agreed-upon procedures (A) engagement. If the statement does not relate to examinations, reviews, or agreed-upon procedures, select None

	Statement
	Type of Engagement

	a.
	The report issued provides "absolute assurance".
	Noneselected answer correct

	b.
	The term "We are not aware of any material modifications that should be made" is often included in the report.
	Reviewsselected answer correct

	c.
	The report issued provides a summary of procedures performed (determined by the user) and findings.
	Agreed-upon proceduresselected answer correct

	d.
	When financial statements are involved, this is referred to as an audit.
	Examinationsselected answer correct

	e.
	The procedures followed are agreed upon with the specified user or users.
	Agreed-upon procedures



11) Select the appropriate service for each Definition (or Partial Definition). Each service may be used once or not at all.
	Definition (or Partial Definition)
	Service

	a.
	An attest engagement designed to provide the highest level of assurance that CPAs provide on an assertion.
	Examinationselected answer correct

	b.
	Professional services that enhance the quality of information, or its context, for decision makers.
	Assurance servicesselected answer correct

	c.
	An examination designed to provide an opinion that is the CPA's highest level of assurance that the financial statements follow generally accepted accounting principles, or another acceptable basis of accounting.
	Audit of financial statementsselected answer correct

	d.
	As required by the Sarbanes-Oxley Act and the Public Company Accounting Oversight Board, an audit that includes providing assurance on both the financial statements and internal control over financial reporting.
	Integrated audit



12) Select the appropriate service for each Definition (or Partial Definition). Each term may be used once or not at all.

	Definition (or Partial Definition)
	Service

	a.
	A set of reforms that toughened penalties for corporate fraud, restricted the kinds of consulting CPAs can perform for audit clients, and created the Public Company Accounting Oversight Board to oversee CPAs and public accounting firms.
	Sarbanes-Oxley Act of 2002

	b.
	The national professional organization of CPAs engaged in promoting high professional standards to ensure that CPAs serve the public interest.
	American Institute of Certified Public Accountant

	c.
	A series of statements issued by the Auditing Standards Board of the AICPA. Generally accepted auditing standards are developed and issued in the form of these statements.
	Statements on Auditing Standards

	d.
	A government agency authorized to regulate companies seeking approval to issue securities for sale to the public.
	Securities and Exchange Commission



13) Auditor Services for Financial Statements
Read the overview below and complete the activities that follow.
Companies can retain public accountants to perform three types of attest services related to their financial statements. These three are audits, reviews, and agreed-upon procedures.
CONCEPT REVIEW:
Accountants can provide different levels of assurance on financial statements. The levels vary with the amount of evidence or procedures needed and the amount of assurance provided. The most frequent types are audits, reviews, and agreed upon procedures.
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14) The Four Types of Auditors
Read the overview below and complete the activities that follow.
In addition to independent auditors that audit financial statements, there are several other types of auditors. Independent auditors generally perform financial statement audits; internal auditors perform operational audits; and governmental auditors (e.g. IRS auditors) generally perform compliance audits.
CONCEPT REVIEW:
As you review the different types of auditors that exist, think about their similarities and differences. Many think of auditors as simply "IRS auditors," but it's important to see how broad the spectrum really is.

[image: ]

15) The Four Types of Auditors
Read the overview below and complete the activities that follow.
In addition to independent auditors that audit financial statements, there are several other types of auditors. Independent auditors generally perform financial statement audits; internal auditors perform operational audits; and governmental auditors (e.g. IRS auditors) generally perform compliance audits.
CONCEPT REVIEW:
As you review the different types of auditors that exist, think about their similarities and differences. Many think of auditors as simply "IRS auditors," but it's important to see how broad the spectrum really is.

	1.
	Most large corporations typically have a large group of _______________.
	internal auditors

	2.
	Headed by the Auditor General, the work of _________includes compliance, operational, and financial audits.
	governmental auditors

	3.
	__________perform compliance audits of income tax returns of individuals and corporations to determine that income has been computed and taxes paid as required.
	IRS auditors

	4.
	______are the only auditors that work for the company that they are auditing.
	Internal auditors

	5.
	________ are required to be public accountants.
	External auditors



1. Internal auditors operate within large corporations to investigate the effectiveness and efficiency with which the organizational units are carrying out their assigned functions.

2.	The Government Accountability Office (GAO) audits government agencies to determine that spending programs follow their correct intent.

3.	The IRS is responsible for enforcement of tax laws, and their auditors peform reviews of returns to ensure taxes are paid as required by federal law.

4.	Internal auditors operate within large corporations to investigate the effectiveness and efficiency with which the organizational units are carrying out their assigned functions.

5.	External auditors are required to be CPAs to audit financial statements.
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