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Mid-Term Examination 


	ADM 3349 M
	AUDITING THEORY

	February 14, 2017 

Professor:  B. Church



	INSTRUCTIONS

1.	Books and notes are not permitted.

2.	Calculators are permitted.

3.	Complete all questions.

4.	Write in pen.

5.	Answer all questions directly on the examination paper.

6.	Follow the suggested time frames for each question.




	Question 
	Marks
	Suggested Time
	Grade

	1
	10
	10 minutes

	

	2
	10
	10 minutes

	

	3

	20
	20 minutes
	

	4

	10
	10 minutes
	

	5

	10
	15 minutes
	

	6

	10
	15 minutes
	

	7

	20
	40 minutes
	

	Total

	90
	120 minutes
	





NAME:  __________________________________________


STUDENT #:  ________________________




   
	Statement of Academic Integrity
The School of Management does not condone academic fraud, an act by a student that may result in a false academic evaluation of that student or of another student. Without limiting the generality of this definition, academic fraud occurs when a student commits any of the following offences: plagiarism or cheating of any kind,  use of books, notes, mathematical tables, dictionaries or other study aid unless an explicit written note to the contrary appears on the exam, to have in his/her possession cameras, radios (radios with headsets), tape recorders, pagers, cell phones, or any other communication device which has not been previously authorized in writing. 

Statement to be signed by the student:
I have read the text on academic integrity and I pledge not to have committed or attempted to commit academic fraud in this examination.



Signed:______________________________________  

Note: an examination copy or booklet without that signed statement will not be graded and will receive a final exam grade of zero. 




QUESTION 1 (10 marks - 10 minutes)


A. What is the expectation gap in accounting? How does this relate to auditor liability / responsibility? (2 Marks)

	This would be the perfect answer:

‘The expectation gap’ refers to a difference between what users of audit reports expect - that auditors will always detect errors, fraud, theft, and illegal acts and report them publicly, and what auditors take responsibility for - detecting material misstatements. This gap can lead to lawsuits, particularly if a business fails. That is because even if auditors have performed well, the users may expect them to have done more to warn of the future business failure. If an audit fails to detect unethical reporting, and the third party believes that auditors have not met their professional responsibilities, auditors can face legal liability.

I don’t expect students to get this in depth, however, the core ideas need to be there in order to get full marks.



B. Explain direct and indirect effect illegal acts, and how each must be addressed by the financial statement auditor? (2 marks)

	· direct effect illegal acts – direct and material impact on financial statement amounts, through such things as known fines or penalties, or misstatements in the financial statements 
· Auditor needs to consider whether there is any evidence to indicate such acts in audit.
· indirect effect illegal acts – violations which are far removed from financial statement rules and regulations. May create need for a contingency
· auditor provides no assurance indirect effect illegal acts will be detected.
· Auditor should not search for indirect effect illegal acts unless there is reason to believe they exist;
· If reason to believe they exist, auditor should go to management at a level above where they might occur
· Consult with client’s lawyer
· Consider accumulating additional evidence
· Consider effect on F/S’s 
· consider what it says of corporate culture
· obtain representation from management about existence of illegal acts



C. Identify the three phases of the audit that analytical procedures may be used in, as well as the key purpose of the analytical procedures in each phase? (6 marks)

	· Planning phase - assist in determining nature, extent and timing of other audit procedures
· Testing phase -  as a source of audit evidence in conjunction with other procedures
· Completion phase: final review for material misstatements; final objective look






QUESTION 2 (10 marks - 10 minutes)

Required: Each of the following situations involve possible violations of the rules of conduct that apply to professional accountants. For each situation, state whether it violates the rules of conduct, and the nature of the violation. (2.5 marks per scenario).

	ITEM
	SCENARIO
	DISCUSSION
(2.5 marks each)
1 Mark for Yes / No 
1.5 Marks for Decent Discussion

	1
	Sandra, a public accountant, is providing audit services to MetalHeads, Inc. She and her audit team have been invited by the CFO of MetalHeads to the company’s annual summer picnic as a sign of goodwill towards the auditors.  The picnic is a casual, pot-luck affair, and often includes spouses, and other service providers as guests.

	No – this is a bit ambiguous, but there’s no indication that there would have been a cost to employees to attend the picnic, or that Sandra and her team would be getting a benefit not offered to other guests. Therefore, not a familiarity threat.


	2
	Eddie, a public accountant, has recently taken over as the partner on Financial Co., a publicly traded financial institution from the previous partner on a regular rotation schedule. He and his wife both own shares of Financial Co. Their combined ownership is 7% of the total shareholdings. 

	Yes - When a CPA has a direct financial investment, independence is impaired as it gives Eddie significant influence over the actions of the client. It also put him in a position similar to that of a member of management of the client.  His wife’s share ownership would be attributed to him.  This is a self-interest threat.

Students may comment on the rotation process, but for the purpose of this question it is not relevant.


	3
	Max, CPA, CA is asked to serve as an honorary member of the Board of Directors of New Age Glassblowing Ltd. (NAGL). NAGL is an audit client of Max’s public accounting firm. As part of his role as a member of the Board, Max will provide financial advice to the Board, but does not have a voting position, and has requested not to receive an honorarium that the other Board members receive.  His title is listed as honorary on NAGL’s website. The Director of Finance is a CPA.

	No – Max is truly acting in an honorary capacity, does not receive financial compensation.  He is also not a member of the audit team (subtle point) for this client. He does not have voting rights. 

This is likely not a familiarity risk.


	4
	Jenni, a CPA, CA is working on the audit of Credit Union Inc. as a junior auditor.  During a discussion on the collectability of loans, the CFO asks Jenni how her house hunting is going.  Jenni mentions she’s been having difficulty securing financing to purchase a home.  The CFO indicates that they are looking to take on a few more loans, and could give her a very good rate, as she’s very pleased with how the audit is going so far.  Jenni is very excited and says she’ll bring in her financial information next week once the audit is complete.

	Yes – this is a bit ambiguous, but the fact that the CFO says they’ll give her a very good rate should lead the student to conclude that this is not a permitted loan, even though it’s for a home mortgage. In order to be a permitted loan, it has to be offered under normal lending procedures, terms and requirements.  There’s also the issue that Jenni hasn’t been able to secure financing elsewhere.  Definitely a self-interest risk.



QUESTION 3 (20 marks - 20 minutes)


You are the Supervisor in charge of the audit of Canadian Lap Cats Kafe – a registered charity which runs a café where patrons can meet and play with several homeless cats that are available for adoption. The Kafe is self-sustaining, does not receive government funding and relies on sales of drinks and snack items at the café, as well as a dedicated corps of volunteers who fundraise both by going door to door soliciting donations, and via an annual cash-only ball tournament.  The Kafe is based in Sudbury, Ontario with a year end of December 31st. You have taken over the Supervisor role from another staff in your office, who left your firm suddenly, and without much notice. 

Before leaving the firm on February 28th, the other Supervisor had drafted the following audit report to be issued for Canadian Lap Cats Kafe. The audit has gone fine, though it was noted that donation receipts are being provided for cash donations that have been solicited by volunteers. The audit team was not able to perform sufficient audit procedures to support the completeness of donation revenues due to the nature of the donations brought in by the volunteers.
 
The Partner will be reviewing the audit file tomorrow, March 3rd, the day of completion of the audit. She has asked you to review the draft audit report, and to correct it for any errors or omissions before she arrives.

REQUIRED: Match each error or omission in the draft audit report for Canadian Lap Cats Kafe, in the first chart below with the most appropriate correction from the second chart so the Auditors’ Report will be revised in time for the Partner’s review.  Note: there are more corrections than errors/omissions. Select only 1 answer. Multiple responses will not be marked.


AUDITORS' REPORT
To the Controller of Canadian Lap Cats Kafe

We have audited the accompanying financial statements of Canadian Helpful Dogs for Everyone, which comprise the statement of financial position as at December 31, 2016, and the statement of operations, for the year then ended, and notes, comprising a summary of significant accounting policies and other explanatory information.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in accordance with Canadian accounting standards for not-for-profit organizations, and for such internal control as we determined is necessary to enable the preparation of financial statements that are free from material misstatement, whether due to fraud or error.
Auditors’ Responsibility
Our responsibility is to express an opinion on these financial statements based on our audit. Those standards require that we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance about whether the financial statements are free from material misstatement.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our qualified audit opinion.
Basis for Qualified Opinion
In common with many charitable organizations, the entity derives revenue from donations and fundraising, the completeness of which is not susceptible of satisfactory audit verification. Accordingly, our verification of this revenue was limited to the amounts recorded in the records of the entity and we were not able to determine whether any adjustments might be necessary to revenue, excess of revenue over expenses, assets and net assets.



Qualified Opinion
The financial statements present fairly, in all material respects, the financial position of Canadian Lap Cats Kafe as at December 31, 2016, and its results of operations, changes in net assets and its cash flows for the year then ended in accordance with Canadian accounting standards for private enterprises.


	Item
	Error or Omission
	Best letter response from Correction chart


	1
	The auditors’ report is addressed to the Controller. This is likely not the appropriate addressee for the audit report.
	L

	2
	The introductory paragraph doesn’t reference each of the financial statements audited.
	K

	3
	The section on management responsibility only refers to management responsibilities with respect to financial statement presentation, and not regarding internal controls.
	J

	4
	Title of report
	I

	5
	A description of the audit is not provided. As a result, it does not contain key references to Canadian Auditing Standards.
	H

	6
	The wording of the opinion given is for an unqualified opinion, not a qualified one. As a result, the opinion does not correspond with the basis for qualification presented above.
	F

	7
	The auditors’ responsibility section omits the following sentence: “We conducted our audit in accordance with Canadian generally accepted auditing standards.”
	C

	8
	The opinion paragraph references Canadian accounting standards for private enterprises, whereas the management responsibility section indicates the statements are prepared in accordance with Canadian accounting standards for not-for-profit organizations. Inconsistent.
	E

	9
	The auditors’ name and address is not shown.
	D

	10
	Name of entity being audited
	A






	Item
	Correction

	Letter

	1
	The name of the entity being audited is “Canadian Lap Cats Kafe”, not, “Canadian Helpful Dogs for Everyone".
	A

	2
	The auditors’ responsibility section should reference conduct in accordance with Canadian generally accepted accounting standards.
	B

	3
	The auditors’ responsibility section should reference conduct in accordance with Canadian generally accepted auditing standards.
	C

	4
	The auditor’s name, address/place of issue of the financial statements should be referenced in the signature line.
	D

	5
	The opinion paragraph and the section on management responsibility should be consistent in the reference to the basis of accounting – Canadian accounting standards for not-for-profit organizations as this is a charitable organization.
	E

	6
	The opinion paragraph should commence with, “In our opinion, except for the possible effects of the matter described in the Basis for Qualified Opinion paragraph…” to be consistent with the qualification.
	F

	7
	Each financial statement audited should never be referenced. 
	G

	8
	A description of what an audit is should be provided….such as “An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures selected depend on the auditor's judgment, including the assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity's preparation and fair presentation of the financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's internal control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made by management, as well as evaluating the overall presentation of the financial statements.”
	H

	9
	The title should contain the word “Independent”, as in independent auditor or independent accountant.
	I

	10
	The report should indicate management’s responsibility for internal control determined as necessary to enable the preparation of financial statements that are free from material misstatement, whether due to fraud or error.
	J

	11
	Each financial statement audited needs to be referenced. The balance sheet, statement of operations, statement of cash flows, etc.
	K

	12
	The report shall be addressed to the client, which occasionally may be different from the auditee. Often, those charged with governance i.e. board of directors or shareholders.
	L




QUESTION 4 (10 marks - 10 minutes)


The second examination standard requires that auditors obtain "a sufficient understanding of internal control  to plan the audit." This requirement encompasses obtaining an understanding of the control environment, the accounting system, and the control policies and procedures. 

Required:

A) What are some of the reasons for obtaining an understanding of an audit client's internal control? (3 marks)

	i. To assist the auditor in determining the nature, timing, and extent of substantive procedures.
ii. To obtain information about control weaknesses that should be reported to management, and the board of directors.
iii. To identify areas at risk of material misstatement.




B) What audit work is required for an auditor to be able to assess control risk below maximum?  (3 marks)

	i. Tests of controls to evaluate the actual effectiveness of control policies and procedures.
ii. Documentation of the results of tests of controls.
iii. Documentation of control risk assessment.




C) Should an auditor always try to obtain enough evidence to be able to assess control risk below maximum? Explain. (4 marks)

	i. Not necessarily – assessing control risk at maximum is acceptable and, in fact, may be the only option.
ii. The cost of performing the work should always be considered in light of the benefits to be obtained. It may be more efficient to assess control risk at maximum and perform expanded substantive procedures only.








QUESTION 5 (10 marks, 15 minutes)

Required: For each of the below questions determine if the statement is TRUE or FALSE.  Write your response in the RESPONSE column next to each question.

	Question
	Response

	Professional skepticism means that an auditor neither trusts nor distrusts claims made by management of the enterprise being audited.

	TRUE

	Critical thinking is a process of reasoning logically to assess whether evidence provides reliable reasons that support a particular claim.

	TRUE

	Good professional judgment in auditing does not involve applying relevant training, knowledge and experience, in the context provided by auditing, accounting and ethical standards, to make informed decisions about the most appropriate action to take in the circumstances of an audit engagement.

Correct answer: Good professional judgment in auditing does involve applying relevant training, knowledge and experience, in the context provided by auditing, accounting and ethical standards, to make informed decisions about the most appropriate action to take in the circumstances of an audit engagement.
	FALSE

	Auditors will always detect errors, fraud, theft, and illegal acts and report them publicly.

Correct answer: It is not the auditor’s responsibility to detect those items nor report them publicly.
	FALSE

	An auditor's defense in a liability law suit under common law is to show that one or more of the elements of negligence is missing.

	TRUE

	Inquiry involves the collection of oral evidence from the client and independent third parties.

	TRUE

	Auditors have three areas of responsibility to society: moral (ethical), professional and legal.

	TRUE

	The ethical theory that assumes that universal principles apply regardless of the specific facts, is referred to as pluralistic.

Correct answer: monistic
	FALSE

	Dual-purpose audit procedures are multi-step procedures that are designed to meet the purpose of a control test and the purpose of an analytical test.

Correct answer: substantive (analytical tests are part of substantive testing, but not exclusively)

	FALSE

	Client acceptance and retention procedures should include:
· Obtaining and reviewing financial information about prospective client.
· Evaluation of independence.
· Evaluation of competency and resources.

	TRUE







QUESTION 6 (20 marks - 15 minutes)

MC 1	The primary objective of compliance auditing is to:
	a.	give an opinion on financial statements.
	b.	develop a basis for a report on internal control.
	c.	perform a study of effective and efficient use of resources.
d.		determine whether auditee personnel are following laws, rules, regulations, and		policies.
MC 2 	During the response to assessed risks step of the overall audit process, the auditor:
a.	identifies the auditor's own risks from accepting the engagement
b.	develops the audit plan and detailed audit programs
c.	  reviews the overall evidence obtained from the audit
	d. performs substantive procedures
MC 3 	Auditors are not responsible for accounting estimates with respect to:
	a.	making the estimates
	b.	determining the reasonableness of estimates
	c.	determining that estimates are presented in conformity with GAAP
	d.	determining that estimates are adequately disclosed in the financial statements
MC 4 	Auditors perform analytical procedures in the planning stage of an audit for the purpose of:
	a.	deciding the matters to cover in an engagement letter
	b.	identifying unusual conditions that deserve more auditing effort
	c.	determining which of the financial statement balances are the most important for the auditee’s financial statements
	d.	determining the nature, timing, and extent of audit procedures for auditing the inventory
MC 5 	When a company that has $5 million current assets and $3 million current liabilities pays $1 million of its accounts payable, its current ratio will:
	a.	increase
	b.	decrease
	c. 	remain unchanged
	d.	not enough information is given to answer

MC 6 	Analytical procedures are generally used to produce evidence from:
	a.	confirmations mailed directly to the auditors by auditee customers.
	b.	physical observation of inventories.
	c.	relationships among current financial balances and prior balances, forecasts, and nonfinancial data.
	d.	detailed examination of external and internal documents.
MC 7 Business risk is related to business strategy because:
a.	auditors assess business risk so they can provide their auditees with a business strategy.
b.	business risks are events or actions that cause changes in technology.
c.	managers frequently change their business risks in response to changes in the business strategy.
d.	business risks are events or actions that may have a negative effect on the audit client’s ability to achieve its strategic objectives.
MC 8 The auditor assesses a business risk as high when:
a.	it is unlikely and moderate.
b.	it is likely and significant.
c.	it is possible and insignificant.
d.	it is likely and insignificant.
MC 9 What internal control could be tested by the auditors of Mohit Corp to support the objective of authorization for the cash account?
a. A bank reconciliation is performed by a senior accountant on a monthly basis.  
b. The bank reconciliation is reviewed by the controller on a monthly basis.
c. All foreign currency transactions are automatically adjusted to the local currency by the information system using the Bank of Canada rates. 
d. All cheques issued for an amount equal to or greater than $2,500 must have 2 signatures (CFO and Treasurer).

MC 10 Why does GAAS specifically require auditors to examine the adjusting entries made by management as part of the closing process at the end of the accounting period to prepare the financial statements?
a.	These should have been included with the routine, systematic journal entries made by accounting personnel.
b.	These entries can be used by management to implement fraudulent financial reporting.
c.	These entries often used to cover up employees’ misappropriation of assets during the period.
d.	These are non-routine, nonsystematic journal entries and always have the highest risk.

MC 11 Management’s responsibilities for internal control over financial reporting include:
a. ensuring the fair presentation of the financial statements
b. assessing material misstatements in the financial statements due to errors and fraud
c. designing and implementing effective internal controls
d. ensuring the costs of control exceed the risks they eliminate

MC 12 When performing an audit, the auditor must obtain an understanding of the internal controls relevant to the audit.  Which of the controls below would be considered the least relevant to an audit:
a. The front entrance of the building is always locked and can only be unlocked when employees scan their access cards.
b. The company performs monthly inventory counts to identify any missing items in a timely manner. 
c. The CFO must approve any disbursements above a $25,000 threshold.
d. The controller performs a review of the amortization computation on a quarterly basis.

MC 13 	Bosso Properties Inc. records its real estate investment properties at fair value under IFRS. Sidra is performing the following procedures as part of the audit program for the valuation assertion for this asset: (i) For investment property valued at fair value, examine and verify appraisal reports that Bosso’s CFO has obtained from an independent professional real estate valuator. (ii) Summarize the additions and disposals recorded in Bosso’s detailed investment property subsidiary records, and agree the balance to the general ledger control account. Which types of evidence-gathering procedures is Sidra using?
 a.	(i) Confirmation; (ii) inspection (scanning)
 b.	(i) Recalculation; (ii) analysis
 c.	(i) Inspection (vouching); (ii) recalculation
 d.	(i) Confirmation; (ii) recalculation


MC 14 An audit working paper that shows the detailed evidence and procedures regarding the balance in the accumulated depreciation account for the year under audit will be found in the:
a. current file evidence working papers.
b. permanent file working papers.
c. administrative working papers in the current file.
d. planning memorandum in the current file.

MC 15 Jones, PA, is planning the audit of Rhonda’s Company. Rhonda verbally asserts to Jones that all the expenses for the year have been recorded in the accounts. Rhonda’s representation in this regard:
a. is sufficient evidence for Jones to conclude that the completeness assertion is supported for the expenses.
b. can enable Jones to minimize his work on the assessment of control risk for the completeness of expenses.
c. should be disregarded because it is not in writing.
d. is not considered a sufficient basis for Jones to conclude that all expenses have been recorded.

MC 16 An audit program contains:
a. specifications of audit standards relevant to the financial statements being audited.
b. specifications of procedures the auditors believe appropriate for the financial statements under audit.
c. documentation of the assertions under audit, the evidence obtained, and the conclusions reached.
d. reconciliation of the account balances in the financial statements with the account balances in the auditee’s general ledger.

MC 17 Confirmations of accounts receivable provide evidence primarily about these two assertions:
a. Completeness and valuation
b. Valuation and ownership
c. Ownership and existence
d. Existence and completeness

MC 18 	François is the manager of a restaurant. He has been noticing that the inventory of wine is decreasing and bottles often go missing, as they frequently cannot reconcile the beginning inventory, sales, and ending inventory. What could be an indicator of a fraud opportunity?
a. His employees always work long hours on weekends and evenings.
b. The cellar contains many expensive and rare bottles.
c. Employees are allowed to purchase wine from the restaurant at a discounted price through their employee privilege program.
d. The cellar is located at the back of the restaurant and remains open during dinner service to allow efficient access for wait staff.


MC 19 	Buddiez is an increasingly popular social network platform, and Kristy, a junior auditor, is helping with the risk of fraud assessment for this year’s audit of the financial statements. She has been asked to identify possible indicators of management bias. What item below could be an indicator of management bias?
a. A new CFO was hired two months before year-end to turn the company around and increase profitability in the next three years.
b. A large variance in revenues was observed due to international sales and the decrease in the value of the local currency.
c. The Senior Financial Analyst computed the fair value of a derivative instrument incorrectly.
d. The VP Marketing’s performance rating is based on the increase in the number of users for the network.

MC 20 Company-level controls include:
a. systems input, processing, and output controls.
b. general controls, segregation controls, and application control procedures.
c. inherent, preventive, corrective, and detective controls.
d. control environment, management’s risk assessment processes, information systems, and monitoring.

MC 21 Which of the following best describes the main reason that independent auditors report on a company's financial statements?
A) Management fraud may exist within the company and it is likely that the independent auditors will detect it.
B) Managers who prepare the statements and the external users of those statements may have conflicting interests.
C) Misstated account balances may be corrected as the result of the independent audit work.
D) The accounting system from which the financial statements are derived may have a poorly designed system of internal control.

MC 22 The scope paragraph of the standard audit report does not include the statement
A) In accordance with generally accepted accounting principles.
B) An audit provides a reasonable basis for an opinion.
C) An audit includes assessing the accounting principles used.
D) Perform the audit to obtain reasonable assurance.

MC 23 According to the fourth reporting standard in the generally accepted auditing standards (GAAS), when the opinion contains a reservation the auditor must
A) withdraw from the engagement.
B) state the reason.
C) give an adverse opinion.
D) qualify the report.

MC 24 An external auditor is conducting an audit of the financial statements of Camden Corporation. The external auditor is expected to
A) Certify the correctness of Camden's financial statements.
B) Make a 100% examination of Camden's records.
C) Give an opinion on the fair presentation of Camden's financial statements in accordance with generally accepted accounting principles.
D) Give an opinion on the attractiveness of Camden for investment purposes and critique the wisdom and legality of its business decisions.

MC 25. Which of the following best explains practical materiality?
A) Materiality can be calculated precisely based on percentages applicable to each industry.
B) Materiality has both qualitative and quantitative aspects.
C) Materiality is calculated after risk is assessed.
D) Materiality should be carried forward from year to year to ensure consistency.

MC 26 When an auditor denies an opinion on audited financial statements the report would
A) modify the introductory paragraph
B) include an extra paragraph explaining the alternative procedures carried out
C) modify the standard scope paragraph.
D) include an extra paragraph explaining the departure from GAAP.

MC 27 "The company has not made an allowance for bad debts for an account deemed uncollectible in the amount of $250,000 as of the year ended December 31, 2001..." is an example of a
A) GAAP change requiring a qualified opinion.
B) scope limitation.
C) departure from GAAP.
D) report with a denial of opinion.

MC 28 When an auditor concludes there is substantial doubt about an entity's ability to continue as a going concern for a reasonable period of time, the auditor's responsibility is to
A) prepare prospective financial information to verify whether management's plans can be effectively implemented.
B) project future conditions and events for a period of time not to exceed one year following the date of the financial statements.
C) issue a qualified or adverse opinion, depending upon materiality, due to the possible effects on the financial statements.
D) consider the adequacy of disclosure about the entity's possible inability to continue as a going concern.


MC 29 Under which of the following circumstances would a denial of opinion be appropriate?
A) The client refuses to allow the auditor to review the minutes of the Board of Director's meetings.
B) The financial statements fail to contain adequate disclosure of related party transactions.
C) The auditor is engaged during the year and is unable to observe opening physical inventories which are material.
D) The auditor has identified illegal payments to foreign officials made by the client's management.

MC 30. Management has decided that the expected life estimate (for amortization purposes) of a piece of heavy equipment should be decreased from 15 years to 10 years, thus increasing the annual amortization expense. The auditor is of the opinion that the 10-year amortization period is more reflective of the true nature of the asset. The type of audit report that should be issued is:

A) Unqualified.
B) Qualified.
C) Adverse.
D) Denial.
































































END OF EXAM. GOOD LUCK!!

image1.jpeg
_

1|

uOttawa

Ecole de gestion
School of Management




