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2 A financial statement audit involves an examination of the financial statement for the purpose of
expressing an opinion on whether the financial statements are presented fairly in conformity
with established criteria — usually GAAP. The auditor's report gives credibility to the financial
statements. The auditors, as a group independent of management, have an objective view and
can report on a company's activities without bias or conflict of interest. Without a report from an
independent auditor, a company's financial statements would be meaningless, because the
public would have little faith in financial statements issued by the inherently biased company.
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3 The financial statements of an enterprise are prepared by the management of the enterprise, not

by the independent auditor. Further, the financial statements are the product and property of

the enterprise; the independent auditor merely audits and expresses an opinion on them.
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| 3. Generally Accepted Auditing Standards (GAAS)

(1) Generally Accepted Auditing Standards (GAAS)
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5 Public accounting firms must register with the PCAOB in order to audit a public company.
Registered firms are subject to Board inspection, disciplinary proceedings, and sanctions.
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(1) Which of the following has primary responsibility for the fairness of the representations made
in financial statements?

Client's management.
Independent auditor.
Audit committee.
AICPA.

a o oo

(2) The most important benefit of having an annual audit by a CPA firm is to:

a. Provide assurance to investors and other outsiders that the financial statements are
dependable.

b.  Enable officers and directors to avoid personal responsibility for any misstatements in
the financial statements.

Meet the requirements of government agencies.

Provide assurance that illegal acts, if any exist, will be brought to light.

(3) Which of the following provides the most authoritative guidance for an auditor of a
nonissuer?

a. An AICPA audit and accounting guide that provides specific guidance with respect to the
accounting practices in the client's industry.

b. A Journal of Accountancy article discussing implementation of a new standard.
General guidance provided by a Statement on Auditing Standards.

Specific guidance provided by an interpretation of a Statement on Auditing Standards.

(4) An auditor of a nonpublic company must conduct the audit in accordance with:

I ASB standards.
Il.  PCAOB standards.

.
Both I and II.

Either | or I, but not both.
Il

a0 oo
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