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1. This question contains two parts: bland fillings and inquiries. (32%)

1. Filling the blanks (Select the appropriate word for each blank that best complete the sentence and thus
the paragraph. Indicate your answers with alphabet place before each word. @2%, 22%)

(A) sequence (B) disagreement (C) performance (D) subsequent
(E) heterogeneity (F) institutional (G) systematized (H) formalized
(I) judgements (J) pluralistic (K) structured (L) workplace
(M) ditterential (N)homogeneity (O) sustainability (P) ratings

Because the information flow of ESG data is"ess.zfl). “than the flow of financial data, which is __(2)
by __(3) arrangements such as earnings.calls and investor presentations, it can lead to further increases
in __(4) . As analysts are more-likely to receive and evaluate ESG-anformation in a less __(5)  way,
analysts might seek and retricve different pieces of information at different points in time and in a different
(6) . This in turn leads to formation of __(7) _ expeciations abouta firm’s ESG'__ (8)  and therefore to
different interpretations of __(9)  information. In other words, analysts’ prior evaluations of specific ESG
data can influence their subsequent evaluations of other ESG data, leading to ___(10) __in judgements. For

example, a prior assessment of a firm’s _ (11). practices-might affect an analyst’s evaluation of product

safety.

2. Please explain succinctly what does ESG.stand for and the potential use(s) of ESG ratings. (10%)

II.. Please translate the following paragraph into English. (18%)
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IIL. Please translate the following two paragraphs into Chinese. (50%)

1. A 2017 PwC report describing IT workforce trends states that there is a chronic shortage of job
candidates with data science and analytics skills, and this will likely expand in the future. Of employers
surveyed, 59% stated that data science and analytics skills will be required by all managers by 2020.
However, only 23% of university leaders report that their graduates will have these skills. The PwC
report recommends all accounting programs include foundational knowledge of data analytics and the
data science process. This growing demand for professional accountants to have advanced IT knowledge
and skills is well acknowledged by the Associationte-Advance Collegiate Schools of Business (AACSB).
It is imperative that accounting degree programs integrate curient and emerging accounting and business

statistical techniques, data management, data analytics, and information technologies in the curricula.

2. The coronavirus pandemic in year 2020 has struck hard on the global| economy. One way or
another, 2021 is likely to be the year when the world transitions to the next normal. As executives take
stock of what’s just happened, and what’s to come, they won’t go far wrong by considering the effects of
certain trends on the global economy, business; and._society. First up in the next normal: “revenge
shopping” as many constumers open their wallets for goods and services they’ve done without recently.
Other trends to ponder—none traditionally associated with recessions—include startling growth in the
number of new businesses, an incredible rise-in productivity, permanent changes in consumer behavior,
and the “bio revolution,” which may soon create different mechanisms of production for 60 percent of

the global economy’s physical'inputs. One thing’s for sure: 2022 won t look anything like 2019.
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M BEE (12%)
1. ACC Company manufactures part BC101 used in several of its engine models. Monthly production costs for
1,090 units are as follows:

Direct materials $46,000
Direct labor 10,500
Variable overhead costs 32,500
Fixed overhead costs 22.000

Total costs $111.000

It is estimated that 6% of the fixed overhead costs assigned to BC101 will no longer be incurred if the company
purchases BC101 from the outside supplier. ACC Company.has the option of purchasing the part from an
outside supplier at $94.75 per unit. While the company accepts the offer from the outside supplier, what are
the monthly avoidable costs (costs that will no longer be incurred) total?

A) $90,320 B) $89,000 C) $111,000 D) $112,320

2. Jason Cleaners has been considering the purchase of an industrial dry-cleaning machine. The existing
machine is operable for three more years and will have a zero disposal price. If the machine is disposed now,
it may be sold for $170,000. The new machine will cost $360,000 and an additional cash investment in working
capital of $170,000 will be required. The new machine will reduce the average amount of time required to
wash clothing and will decrease labor costs. The investment is expected to net $130,000 in additional cash
inflows during the first year of acquisition and $290,000 each additional year of use. The new machine has a
three-year life, and zero disposal value. These cash flows will generally occur throughout the year and are
recognized at the end of each year. Income taxes-are.not-considered in this problem. The working capital
investment will not be recovered at the end of the asset's life.

Please answer the following questions. What is the net.present value of the investment, assuming the required
rate of return is 6%? Would the company Watit to purchase the'ni€éw machine?
A) $264,290; yes B) $243,489.592; yes  C) $($243,489.592); no D) $(5264,290); no

3. Materials used by SS Company in producing Division C's product are currently purchased from outside
suppliers at a cost of $10 per unit. However, the same materials are available from Division A. Division A has
unused capacity and can produce the materials needed by Division C at a variable cost of $8.50 per unit. A
transfer price of $9.50 per unit is negotiated and 30,000 units of material are transferred, with no reduction in
Division A's current sales. How much would SS's total income from operations increase?

A). $45,000 B) $120,000 C). $60,000 D). $150,000
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4. All of the following except one are examples of prevention costs
A). preventive maintenance B). operator training C). design engineering D). testing activities

%= (23%)

Sunbeam company purchases chairs from Sunnys, Inc., throughout the year. However, in anticipation of
late summer and early fall purchases, Sunbeam ramp up inventories from May through August. Sunbeam is
billed when chairs are ordered. Invoices are payable within 60 days. From past experience, Sunnys’
accountant projects 20% of invoices will be paid in the month invoiced, 50% will be paid in the following
month, and 30% of invoices will be paid two menths after the.month of invoice. The average selling price for

per chair is $450.

To meet demand, Sunnys increases production from April through-July, because the chairs are produced
a month prior to their projected. sale. Direct materials are purchased in the month of production and are paid
for during the following month (terms are payment in full within 30 days of the invoice date). During this

period there is no produgtion for inventory, and no materials are purchased for inventory.

Direct manufacturing labor and manufacturing overhead are paid monthly. Variable manufacturing
overhead is incurred at the rate of $7 per direct manufacturing labor-hour. Variable marketing costs are driven
by the number of sales visits, However, there are no sales visits during the months studied. Sunnys, Inc., also
incurs fixed manufacturing overhead costs of $5,500 per month and fixed nonmanufacturing overhead costs
of $2,500 per month.

Projected Sales

May 80 units August 100 unifs
June 120 units September. 60.units
July 200 units October 40 units

IDirect Materials and Direct Manufacturing Labor Utilization and Cost are listed in the following table:

Units Price
per chair per Unit Unit

Wood 5 $30 board feet
Synthetic leather 6 5 yard
Direct manufacturing labor 5 25 hour

The beginning cash balance for July 1, 2020, is $10,000. On October 1, 2019, Sunnys had a cash crunch and
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borrowed $30,000 on a 6% one-year note with interest payable monthly. The note is due October 1, 2020.
Using the information provided, you will need to determine whether Sunnys will be in a position to pay off
this short-term debt on October 1, 2020.

Required:
1. Prepare a cash budget for Sunnys for the months of July through September 2020. (1 8%)

2. Suppose Sunnys is interested in maintaining a minimum cash balance of $10,000. Will the company be able
to maintain such a balance during all three months analyzed? Following the above demand and cash budget,

what suggestion do you propose for Sunnys havingassuitable cash management strategy. (5%)

#=4 (35%)

Chihnan Public Clinic is a free outpatient clinic for public-assistance patients. Among other services, the clinic
provides visiting nurses for elderly patients in their homes. A homemaker who ¢leans and performs other
household tasks, accompanies each nurse. When the nurses are not, visiting clients, they work at the office

preparing for visits. When the homemakers complete their visits, they go home.

Each year, the clinic receives a budget allotment from the government. The govemment does not allow the
clinic to spend more than this.allotment and any unused budget after the fiscal year-end has lapsed cannot be
carried forward to the following year. The clinic, in turn, allocates its budget among its various programs. The
visiting nurse program was authorized (and spent) $2,503,960 02019 and $2,794,760 in 2020 as follows:

2019 2020
Nurses $1,353,781 $1,450,193
Homemakers 6004459 714,999
Medical supplies 181,973 214,018
Cleansing supplies 68,936 92,160
Transportation 90,678 111,438
Clinic general overhead 208.133 211,951
Total expenditure $2,503,960 $2.794,760
Home visits 4312 5,101
Average cost per home visit $580.7 $547.9

The nursing staff received a 5% increase in salary one-third of the way through 2020. The homemakers did

not receive an increase in wages in 2019 or in 2020. The prices of medical supplies increased about 2% during

2020 compared to 2019. The prices of cleaning supplies were relatively constant across the two years.
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Transportation is provided by the nurses, who are reimbursed $6 per kilometer. The clinic's general overhead

is allocated to programs on the basis of budgeted program salaries.
Required:

Andy Chen, the newly promoted general manager of the clinic, is going discuss the 2020 results with Betty
Young, the head of the visiting nurse program. Andy would like to have your insight into the following

respects:

(1) How to evaluate the performance of the vising nurse program in 2020 with the information provided
above? Provide a schedule showing youssevaltiation and comments on the 2020 results. How many
patients should have been served in 2020#for $2,794,760 if costs had been under control? (20%)

(2) The number of visits reduced.dramatically in the first quarter.of 2020 due to the COVID-19 outbreak.
Andy raised the question of why unused budget cannot be carryforward, to the next period. Explain to
Andy about the pros and cons of budget lapsing and what he can do to enjoy the benefits of the system

while avoiding the undesirable consequences. (6%)

(3) Andy just heard about participative budget and is evaluating the possibility of adopting such budgeting
process. Explain to,Andy what a participative budget is. What are the major advantages of participative

budgets? What caution must be exercised in their use? (9%)

Write a memo to Andy Chen in response to his request. Outline your response in bullet form or numbered

points.

F oA (30%)

As product diversity and indirect costs increases, traditional costing system leads to inaccurate product and
customer profit information. Activity-based costing (ABC) was introduced to refine the traditional costing

system. Please answer the following questions related to ABC system:

1. Explain the relationship between value chain analysis and ABC system? (5%)
2. Explain how ABC system refines traditional costing system? (5%)

Guam food company was established in 2000. Its product categories are quite diverse, including alcoholic
beverages, juices, pasta, and snacks, etc. After 10 years of stagnant growth and in order to solve the cost
problems, the ABC system was implemented in 2019. The information generated by ABC system was available
in 2020 as follows:




BYEe RS 110 SEFEALH TR AR I A A XA

%51

# A 8

RS TR RS

& A3

€ sHER R
Tita

£ R 5

2A48(m)E=6

= Operating income

Cumulative profitability for products in 2020

110.00%
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Top five products in operating , profit

Product Operating " Revenue Operating T Cumulative
income l income ratio | percentage of
’ operating
] ‘ income
C06 §70000, % || s320000 || S2188% | 18.42%
D04 150,000 5N 400000 i £1250%, 31.58%
C03 38,000 1950007 | 894% | 41.58%
Bl 37500 250,000 15.00 % 51.45%
D05 136,000 150,000 2400% | 60.92%
Bottom five products in operating profit
Product Operating Revenue Operating Cumulative
income income ratio percentage of
operating
income
D08 $2,000 $125,000 1.60 % 102.86%
Cl13 -2,000 115,000 -1.74 % 102.47%
B15 -3,000 100,000 -3.00 % 101.93%
C04 -3,500 80,000 -4.38 % 101.22%
BO8 -6,000 120,000 -30.00 % 100.00%
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Customer-profitability analysis for Guam Co., 2020
Customer Operating Revenue \ Operating Cumulative Salesman
income |..income ratio | percentage of
i operating
| 111 /A Yo
A2 $190,000 $78__7,5*O_0_ _ ’_ 2443 % 38.58% George
Al 147,450 900,000 ' 16.38% 68.51% Mary
A3 100,000, 390,000 25.64% 4 88.81% John
A4 45,000 ", 21755007 ay 20.69% - 97.95% Patricia
A7 30,000 1537000 19:61% 104.04% Robert
Al10 24,645 132,000 18.67% 109.04% Jennifer
A6 3,000 54,000 5.56% 109.65% Michael
AS -10,500 142,500 -7.37% 107.52% Elizabeth
A9 -16,050 72,000 -22.29% 104.26% James
A8 -21,000 78,000 -26.92% 100.00% Linda
Required:

You work in the management accounting department of Guam Co. The CEO asks you to analyze the

information above. Please provide the report to the CEO, including suggestions, reasons, and actions. (20%)
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1. Which of the following statements is correct concerning both an engagement to compile and an engagement to review
a nonissuer’s financial statements?
(A) The accountant expresses no assurance on the financial statements.
(B) The accountant should obtain a written management representation letter.

(C) The accountant need not obtain an understanding of internal control.

(D) The accountant must be independent in fact and appearance.

2. According to rules issued under the Sarbanes-Oxley Act, which of the following nonaudit services is an accounting
firm permitted to provide for an issuer audit client without impairing the accounting firm's independence?

(A) Providing an expert opinion in order to advocate the client's interest in litigation.
(B) Providing an expert opinion in order to advocate the client's position in.a regulatory investigation.

(©) Providing factual accounts in testimony explaining.positions taken during the performance of any services
provided to the client.

(D) Providing legal'services to the client in a foreign jurisdiction.

3. Before accepting an audit engagement, a CPA should evaluate whether conditions exist that raise questions as to the
integrity of management. Which of the following conditions most likely would raise such questions?

(A) There are significant differences between the entity's forecasted financial statements and the financial
statements to be audited.

The CPA will not be permitted.to have access to sensitive information regarding the salaries of senior
management.

(B)

(C) There have been substantial inventory writc-offsijust before the year end in each of the past four years.

(D) The CPA becomes aware of the existence of related party transactions while reading the draft financial
statements.

4. Which of the following factors most likehywould-be considered.an.inherent limitation to an entity's internal control?

(A) The ineffectiveness of the entity's audit committee.
(B) Collusion of employees in circumventing internal controls.
(C) The lack of resources to monitor internal controls.

(D) The complexity of the entity's electronic order processing system.

5. Which of the following activities is not an element of a CPA firm's quality control system to be considered in
establishing quality control policies and procedures?

(A) Deciding whether to accept or continue a client relationship.

(B) Selecting personnel for advancement who have the necessary qualifications.

(C) Assessing a client's ability to establish effective internal controls.
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(D)

Monitoring the effectiveness of professional development activities.

6. During an engagement to compile the financial statements of a nonissuer, an accountant becomes aware that
management had stated land at appraised value and that, if GAAP had been followed, both the land account and
stockholders' equity would have been decreased by $1 million, a material amount. The accountant decides to modify
the standard compilation report because management will not revise the financial statements. Under these
circumstances, the accountant should

(A)

(B)

(©)

D)

Issue either an adverse opinion or a qualified opinion, depending on materiality, because of the departure
from GAAP.

Add a separate paragraph to the accountant's report that restricts the distribution of the financial statements
to “internal use only.”

Add a separate paragraph to the aceountant's report that discloses the departure from GAAP and its effects
on the financial statements.

Add a separate paragraph to the accountant's report that explains the underlying purpose of recording assets
at historical cost.

7. Mill, CPA, was engaged by a group of royalty recipients to apply agreed-upon procedures to financial data supplied by
Modern Co. regarding Modern's written assertion about its compliance with contractual requirements to pay royalties.
Mill's report on these agreed-upon procedures should

(A)
(B)
©
D)

Disclaimer of opinion about the fair presentation of Modern's financial statements.
List of the procedures performed (or reference thereto) and Mill's findings.
Opinion about the effectiveness of Modern's internal control concerning royalty payments.

Acknowledgment that the sufficiency of the procedures is solely Mill's responsibility.

8. Which of the following procedures would an auditor. most likely perform to obtain evidence about the occurrence of
subsequent events?

(A)
(B)
©)
(D)

Verify inventory pledged under loan agreements by confirming the details with financial institutions.
[nquire about the current status.of transactions thatwere recorded on the basis of preliminary data.
Compare the financial statements being reported on with those of the prior year.

Trace information from shipping documents to sales invoices and sales journal transactions.

9. Insearching for unrecorded liabilities, an auditor most likely would examine the

(A)
(B)
©
(D)

Cutoff bank statement for deposits recorded in the books, but not by the bank.
Details of accounts receivable confirmations that are classified as "exceptions”.
Files of purchase requisitions for items ordered just before the year end.

Receiving reports for items received before year end, but not yet recorded.

10. An auditor is using statistical sampling in testing whether cash disbursements were properly authorized. The sample
results indicate that the sample rate of deviation plus the allowance for sampling risk exceeds the tolerable rate. Under

these circumstances, the auditor most likely would reduce the
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(A) Planned reliance on the prescribed internal control.
(B) Assessed level of control risk.

(C) Planned reliance on substantive tests.

(D) Tolerable rate of deviations.

11. In assessing the tolerable rate of exceptions of a test of controls that was performed using statistical sampling, an
auditor should consider that

(A) Deviations from pertinent controls do not affect the risk of material misstatement in the accounting records.

(B) Deviations from pertinent controls at a givenwrate.ordinarily result in misstatements at a lower rate.

(©) When the degree of assurance desiredsifi a sample. is high, the auditor should allow for a high level of
sampling risk.

(D) Increasing the number of-items selected for the test of comtrols usually increases the tolerable rate of
exceptions.

12. An auditor is selecting prenumbered purchase orders for testing an entity's intemal control activities related to their
proper approval before office equipment is ordered. The auditor is matching random numbers with the purchase order
numbers to determine which purchase orders to inspect. If a random number matches a voided purchase order, the
auditor ordinarily would replace the voided purchase order with another if the voided purchase order

(A) Represents office'equipment ordered and neverseceived.
(B) Has been properlywoided in the normal course of business.
(C) Represents office equipment ordered and canceled before being processed by the vendor.

(D) Has been electronically deleted frormthe purchase orderfile:

13. Which of the following factors most likely would heighten an auditor's concern about the risk of fraudulent financial
reporting?
(A) The audit committee's approvakef the initig! seleetion of accounting principles.
(B) A lack of competition in the entity's industry. accompanied by increasing profit margins.
(C) Management's disclosure of unresolved litigation and contingent liabilities.

(D) Year-end adjustments by the entity that significantly affect financial results.
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Casa Royale, Inc., a public company, retains Ying and Company CPA to audit its financial statements and internal

control. Howard Smythe, the partner in'eharge of the-audit; drafted the following unmodified audit report:
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Report of Independent Registered Public Accounting Firm (Comment a)
o the shareholders and the board of directors (Comment b) of Casa Royale, Inc.

Opinlon on the Financial Statements
We have audited the accompanying balance sheets of Casa Royale, inc. (the “Company”) as of Decem-
ber 31, 20X7 and 20X6, the related statements of income, comprehensive income, stockholders’ equity,
and cash flows, for each of the three years in the period ended December 31, 20X7, and the related
notes (collectively referred to as the “financial statements”). In our opinion, the financial statements
present fairly, in all respects {Comment ¢), the financial position of the Company as of December 31,
20X7 and 20X6, and the results of its operations and its cash flows for each of the three years in the
period ended December 31, 20X7, in conformity with accounting principles generally accepted in the
United States of America

We also have audited, in accordance with standards.of the Public Company Accounting Oversight
Board (United States) (“PCAOB") the Company’s internal control over financial reporting as of Decem-
ber 31, 20X7, based on Internal Control-integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO) and our report dated February 12, 20X8 expressed
an unqualified opinion.

Basis for Opinion (Comment d)

These financial statements are the responsibility of the Company's management. Our responsibifity is
to express reasonable assurance (Comment e) on the Company’s financial statements based on our
audits. We are a public accounting firm registered with the PCAOB and are required to be independent
with respect to the Company in accordance with the U.S. federal securities laws and the applicable rules
and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with generally accepted auditing standards (Comment .
Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of all (Comment g) misstatement, whether due to error or
fraud. Our audits included performing procedures to assess the fisks of material misstatement of the
financial statements, whether due to error or fraud, and performing procedures that respond to those
risks. Such procedures included examining, on a test basis, evidence regarding the amounts and dis-
closures in the financlal statements. Our audits aisorincluded evaluating the accounting principles used
and significant estimates made by management, as well as evaluating the overall presentation of the
financial statements. We believe that our audits provide a reasonable basis for our opinion.

Critical Audit Matters

The critical audit matters communicated-below are matters.arising from the current period audit of the
financial statements that were communicated or required to be communicated to the audit committee
and that: (1) relate to accounts that are material (Comment h) to the financial statements and
(2) involved our especially challenging, subjective, or complex judgments. The communication of
critical audit matters does not alter in any way our opinion on the financial statements, taken as a whole,
and we are not, by communicating the critical audit matters below, providing separate opinions on the
critical audit matters or on the accounts or disclosures to which they relate.

Ying and Company CPAs {Comment /)
Phoenix Arizona

{Comment )

Respond as to the accuracy of the following comments made by a QC review partner of the audit report:
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Commentlis
Reviewer's Comments Correct (yes or no)

The report should not include the word “Registered.”
The report must also be addressed to management.

a.
b.
¢. The report should say in “all material respects.”

d. The basis for opinion section should precede the opinion section.
e

f

“Reasonable assurance” should be replaced by “an opinion.”

*Generally accepted auditing standards” should be replaced by “the
standards of the PCAOB.”

g. “All" should be replaced by “material.”

h. "Accounts that are material” should be replaced by “accounts or disclo-
sures that are material”

i. “Ying and Company” should be replaced with “Howard Smytbe,” the
engagement pastner.

J. The report should include a statement of when the firm began serving as
the corporation’s auditor.

Which of the following responses is not correct?

(A) Comment a is correct becanse the term “registered” is not necessary.

(B) Comment b is correct because management determines the audit fees and makes auditor selection and retention
decisions.

(C) Comment d is not correct because opinion section should precede the opinion section.

(D) Comment e is correct because the terms “reasonable assurance” and “an opinion” are interchangeable in the audit
reports.

33. Thomas Gilbert and Susan Bradley formed a professional corporation called “Financial Services Inc. — A Professional

Corporation," each taking 50% of the authorized ordinary shares. Gilbert is a CPA and a member of the AICPA. Bradley
is a Chartered Property Casualty Underwriter (CPCU). The corporation performs auditing and tax services under
Gilbert’s direction and insurance services under Bradley's supervision.

One of the corporation's first audit clients was Grandtime Company. Grandtime had total assets of $600,000 and total
liabilities of $270,000. In the course of his examination, Gilbert found that Grandtime's building, with a carrying value
of $240,000, was pledged as collateral for a 10-year term note in the amount of $200,000. The client’s financial
statements did not mention that the building was pledged as collateral for the 10-year term note. However, as the failure
to disclose the lien did not affect either the value of the assets or the amount of the liabilities, and his examination was
satisfactory in all other respects, Gilbert rendered an unmodified opinion on Grandtime's financial statements. About
two months after the date of his opinion, Gilbert learned that an insurance company was planning to loan Grandtime
$150,000 in the form of a first-mortgage note on the building. Realizing that the insurance company was unaware of the
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existing lien on the building, Gilbert had Bradley notify the insurance company of the fact that Grandtime's building was
pledged as collateral for a term note.

Shortly after the events described above, Gilber was charged with several violations of professional ethics. Which of the
following is not an ethical implication of Gilbert’s acts that was in violation of the AICPA Code of Profess ional Conduct?

(A)

(B)

©

(D)

Gilbert may be in violation of the Integrity and Objectivity Rule which requires that a member be free of conflicts

"of interest in rendering professional services. The insurance aspects of the business might be considered
incompatible if Gilbert was making recommendations concerning insurance coverage and selling insurance to
the same firms. Also, the firm may be in violation of the Commissions and Referral Fees Rule.

Gilbert's expression of an unmodified opinion on Grandtime's financial statements which did not disclose a
material lien on the building asset is a violation of both Compliance with Standards Rule and the Accounting
Principles Rule. The Compliance with-Standards Rule provides that a member shall comply with appropriate
standards when performing professional services. The third standard of reporting for audits states that
ninformative disclosures are to be regarded as reasonably adequate unless otherwise stated in the report.” Since
there was no disclosure ofthe business lien in the financial statements, Gilbert should have qualified his opinion.
The Accounting Prineiples Rule requires that.a-member shall not express an.opinion that financial statements
are presented in conformity with generally accepted accounting principles if such statements contain any
departure from an'accounting principle promulgated by 2 body designed by Council to establish such principles.
Generally accepted accounting principles, published by a body designated by Council, require disclosure of
assets pledged as collateral for loans.

Having Bradley inform the insurance company of the prior lien on Grandtime's building is a violation by Gilbert
of the Confidential Client Information Rule of the Code, which enjoins a member from violating the confidential
relationship between himselfand his client without consent of the client. The'lien should have been disclosed in
Gilbert's report on Grandtime's statements, but it may not be disclosed by him independently to a third party
unless the client agrees to such disclosurc. However, the rule may be interpreted to preclude a CPA from
correcting a previous error—in this case cxpressing.an'opinion that the financial statements were prepared in
accordance with generally accepted accounting principles even though in fact they were not.

One major auditing concernis that an auditor has 2 financial interest in a commercial corporation which performs
insurance services. Under certain cireumstances this is allowed, provided such interest is not material to the
corporation's stockholders' equity, and the member's interest in and relation to the corporation is solely that of
an investor. Certainly Gilbert's 50% interest is material to Financial Services, Inc., and Gilbert's status is not that
of an investor. In this respect Gilbert is in violation of the Form of Organization and Name Rule.

34. Auditors often observe the counting of their clients' inventories. You are working in the area of inventory with a
new assistant on the audit of Jilco Inc. The assistant has the following questions concerning inventory and the
observation of inventory. Your reply to his questions can be either “Yes” or “No.”

a. With strong internal control, may Jilco Inc.'s inventory count be performed during the year rather than at year-end?

b. Jilco Inc. has inventory at many locations. Do we need to be present for the inventory count at all locations?

o

Should 1 document all my test counts in the working papers?

Am I correct that our observation of the counting of the inventory primarily addresses the existence of inventory,

but not the completeness of the count?
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Is it correct that, because Jilco Inc. manufactures one product, direct labor and overhead ordinarily become a part
of the inventory costs?
f  Should Jilco's inventory be valued at the lower of standard cost or net realizable value?
g Is it safe to assume that any inventory items present as "consigned in" should not be included in the client's ending
inventory?
When I take test counts of inventory items, do my test counts eliminate the need for Jilco Inc. personnel to count
those items again?
Do I need to count all items in Jilco Inc.'s ending inventory?
J. At the completion of the count, should I leave Jilco Inc. personnel with a copy of all my inventory test counts to
help assure inventory accuracy?
Suppose X = the number of “Yes” in your reply and Y = the number of “No” in your reply, then |X — Y| =?
(A)0
(B)2
©)4
D) 6
35. During your audit of Miles Company, you prepared the following bank transfer schedule:
A | | MILES coMPANY | :
Bank TransferSchedule
December 31, 20X1
Date Date
Check | BaPE Accounts Disbursed Deposited
Number From To Amount Books Bank Books Bank
2020 1st Natl. Suburban  $32,000 1/4 1/5 12/31 173
2021 1st Natl. Capital 21,000 12/31 1/4 12/31 1/3
3271 2nd State  Suburban 6,700 173 1/5 173 12/30
0659 Midtown  Suburban 5,500 12/30 1/5 12/30 13
Which checks involve a kiting?
(A) Check No. 2020 and No. 2021
(B) Check No. 3217 and No. 0659
(C) Check No. 2021 and No. 0659
(D) Check No. 2020 and No. 3217
36. Nancy Howe, your staff assistant on the April 30, 20X2, audit of Wilcox Company, was transferred to another

audit engagement before she could complete the audit of unrecorded accounts payable. Her working paper, which
you have reviewed and are satisfied is complete, appears below:
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What is your proposed adjusting entry for the unrecorded accounts payable of Wilcox Company at April 30, 20X2

(assuming these amounts are material and do not consider income tax)?

(A) Marketable Securities 2,125
Cost of Goods Sold 5,863
Insurance Expense 1,800
Professional Fees Expense 1,000

Accounts Payable

10,788
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(B) Marketable Securities 2,125
Inventory 5,863
Insurance Expense 1,800
Professional Fees Expense 1,000

Accounts Payable 10,788
(C) Marketable Securities 2,125
Purchase 5,863
Prepaid Insurance 1,650
Insurance Expense 150
Professional Fees Expense 1,000

Accounts Payable 10,788
(D) Marketable Securities 2,125
Cost of Goods Sold 5,863
Prepaid Insurance 1,650
Insurance Expense 150
Professional Fees Expense 1,000

Accounts Payable 10,788

Please use the following information to answer Questions 37-38:

You are the senior auditor-in-charge of the July 31, 20X0, audit of Reliable Auto Parts, Inc. Your newly hired staff assistant
reports to you that she is unable to complete the four-column proof of cash for the month of April 20XO, which you instructed
her to do as part of the consideration of internal control over cash. Your assistant shows you the working paper that she has
prepared. Your review of your assistant's work reveals that the dollar amounts of all the items in her working paper are
orrect. You learn that the accountant for Reliable Auto Parts, Inc., makes no journal entries for bank service charges or note
collections until the month following the bank's recording of the items: Tn.addition, Reliable's accountant makes no journal
ntries whatsoever for NSF checks that are redeposited and cleared. Your assistant's working paper appears below:

RELIABLE AUTO PARTS, INC.
Proof of Cash for April 20X0

July'31, 20X0
Balance Balance
3/31/X0 Deposits Chacks 4/30/X0
Per bank statement $71.68284 $61,488.19 $68,119.40 $ 65,051.63
Deposits in transit:
At 3/31/X0 2.118.18 @.118.18)
At 4/30/X0 4918.16 4918.16
Outstanding checks:
At 3/31/X0 (14,888.16) 14,888.16
At 4/30/X0 (22,914.70) 2291470
Bank service charges:
March 20X0 (22.18) 22.18
April 20X0 {19.14) 19.14
Note receivabte collected by bank 4/30/X0 18,180.00 18,180.00
NSF check of customer L. G. Watte, charged back by
bank 3/31/X0, redeposited and cleared 4/3/X0 {418.19) 418.19
Balances as computed 58.472.49 85,004.54 60,095.90 108,964.45
Balances per book 59,353.23 45,689.98 76,148.98 28,894.23
Unlocated difference $ (880.74) $39,314.56 $(16.053.08) $ 80,071.22

Suppose you have prepared a corrected four-column proof of cash (as shown below) for Reliable Auto Parts, Inc., for the
month of April 20XO.
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RELIABLE AUTO PARTS, INC.
Proof of Cash for April 20X0
Juty 31, 20X0
Balance Balance
3/31/X0 Deposits Checks 4/30/X0

Per bank statement $71,682.84 $61,488.19 $68,119.40 $ 65,051.63
Deposits in transit: d

At 3/31/X0 a b ¢

At 4/30/X0 4,918.16 4,818.16
Outstanding checks:

At 3/31/X0 (14,888.16) e f g

At 4/30/X0 h i o
Bank service charges:

March 20X0 (22.18) 22.18

April 20X0 (19.14) 19.14
Note receivable collected by bank 4/30/X0 k ! m n
NSF check of customer L. G. Waite, charged back by

bank 3/3¥/X0, redeposited and cleared 4/3/X0 (418.19) 418.19
Balances as computed 58,472.49 85,004.54 60,095.90 108,964.45
Balances per book 59,353.23 45,689.98 ., 76,148.98 28,894.23
Unlocated difference $ (880.74) $39,314.56 ${16,053.08) $ 80,071.22

37. What is the sum of g+ b + c +d?

(A)-$2,118.18
(B) $2,118.18

(C) $0

(D) $4,236.36

38. Whatisthe sumof f+g+i+j?

(A)-$22,914.70
(B) -$8,026.54
(C) $14,888.16
(D) $37,802.86

Ha M (20 o)

You are required to complete a standard unmodified opinion audit report issued for an audit of a private US
company for the fiscal year ended on December 31, 2020. Begin by specifying the eight parts of the report, and
then fill in the underlined empty contents of each part properly. (20 points)
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accepted in the United States of America (GAAS). . Our responsibilities under those
standards are further described in the Auditor's Responsibilities for the Audit of the
Financial Statements section of our report. We are -~ 4 of the company
and have fulfilled our'ether " responsibilities, in accordance with
the relevant ethical requirements related to our audit. We believe that the

- we have obtained is and
to provide a basis for our

L]

Management's Responsibility section.

Auditor's Responsibilities section.
- Signature and Address of Audit Firm.

* Audit Report Date.

(72 %197
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* Report title.
» Audit Report address.

To the
. section

(Heading)
We the financial statements of USA Corporation, which
comprise the balance sheet as of December 31, 2020 and the related statements of
income, changes in stockholders*equitysand.cash'flows for the year then ended, and
the related notes to the financial statements.

L , the accompanying financial.statements
o ,inall respecis, the financial

position of USA Corporation asof ,and the
results of its rg adis 00N for the year
then ended in accordance with
in the United States of America.
L. . L il _ section.

(Heading) ™%
We our audit in‘accordance with generally
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1. The main reason that CPAs are prohibited to charge professional fees based on the outcome of engagements
is to help CPAs maintain:

(A) independence

(B) technical standards
(C) objectivity

(D) confidentiality.

2. Which of the following is not a commonly used test'ofdetails of balances procedures for financial instruments

accounts?

(A) Physical inspection of the securities or derivative contracts
(B) confirmation with the broker-dealer
(C) verify proper classification in the footnotesas level 1,2, or 3 fair value estimates

(D) Review minutes and loan agreements for any restrictions on cash.
3. Which of the following audit procedures is not commonlyused to search for contingent liabilities?

(A) Inquire of management (orally and in writing) about the possibility of unrecorded contingencies.

(B) Review the minutes of directors' and stockholders' meetings for indications of lawsuits or other
contingencies.

(C) Review for contingent liabilities performed at the beginningand the end of the audit.

(D) Analyze legal expense for the period under audit;andréview invoices and statements from legal counsel

for indications of contingent liabilities.

4. Which of the following is an accurate statement regarding presentation and disclosure?

(A) Auditors generally set the risk as low that all required information may not be completely disclosed in
the footnotes.

(B) Audit tests performed in earlier audit phases provides sufficient appropriate evidence about contingent
liabilities and subsequent events.

(C) Auditors do not conduct tests of controls related to disclosures when the initial assessment of control risk
is below maximum.

(D) In completing the audit phase, auditors evaluate whether the overall presentation of the financial
statements and related footnotes complies with accounting standards.
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5. Regarding the reports on controls at service organizations (SOC Reports), which of the following statements
is not true?

(A) An SOC 1 report, Report on Controls at a Service Organization Relevant to User Entities’ Internal Control
Over Financial Reporting, is intended to meet the needs of user entities and their auditors.

(B) SOC 1 Reports are used to plan and perform audits of the user entity’s financial statements by user
auditors.

(C) The SOC 1 guidance for service auditors and the guidance for user auditors are both in the attestation
standards.

(D) SOC 2 Reports report about controls at a-sefvice organization that affect the security, availability, and
processing integrity of the systems' thé service organization uses to process users’ data and the

confidentiality and privacy of the information processed by these systems.
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