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QUESTION 1

Equipment acquisitions that are misclassified as maintenance expense most likely would be detected by an internal
control activity that provides for: 

A. Segregation of duties of employees in the accounts payable department. 

B. Independent verification of invoices for disbursements recorded as equipment acquisitions. 

C. Investigation of variances within a formal budgeting system. 

D. Authorization by the board of directors of significant equipment acquisitions. 

Correct Answer: C 

Explanation: 

Choice "c" is correct. Equipment acquisitions that are misclassified as maintenance expense most likely 

would be detected by internal control procedures that provide for investigation of variances within a formal 

budgeting system. 

Choice "a" is incorrect. Segregation of duties of employees in the accounts payable department would not 

prevent the misclassification of equipment acquisitions as maintenance expense. 

Choice "b" is incorrect. Verifying invoices for disbursements already recorded as equipment acquisitions 

would not include examining invoices for disbursements recorded as maintenance expense. 

Choice "d" is incorrect. Since the authorization by the board of directors occurs before the disbursement is 

recorded, this control would not prevent any misclassification. 

 

QUESTION 2

ABC Corp. failed to accrue warranty costs of $50,000 in its December 31, 1992, financial statements. In addition, a
$30,000 change from straight-line to accelerated depreciation was made at the beginning of 1993. Both the $50,000 and
the $30,000 are net of related income taxes. What amount should ABC report as prior period adjustments in 1993? 

A. $0 

B. $30,000 

C. $50,000 

D. $80,000 

Correct Answer: C 

Explanation: Choice "c" is correct. $50,000. The cumulative effect of a change in accounting principle is now shown on
the retained earnings statement as an adjustment to the beginning balance of retained earnings, assuming that the
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cumulative effect can be calculated. An exception is made however, for a change in depreciation method, since a
change in depreciation method is no longer considered to be a change in accounting principle. A change in depreciation
method is now considered to be both a change in method and a change in estimate. These changes should now be
accounted for as a change in estimate and handled prospectively. The new depreciation method should be used as of
the beginning of the year of change and should start with the current book value of the underlying asset. No retroactive
or retrospective calculations should be made, and no adjustment should be made to retained earnings. The correction of
the failure to accrue warranty costs is treated as a correction of an error and thus as a prior period adjustment. Choices
"a", "b", and "d" are incorrect, per the above explanation. 

 

QUESTION 3

Strategic planning activities normally involve which of the following efforts: 

I. Strategic Positioning. 

II. Value Chain Analysis. 

III.

 Balance Scorecard Development. 

A. 

I. 

B. 

I and II. 

C. 

I and III. 

D. 

I, II, and III. 

Correct Answer: D 

Explanation: 

Choice "d" is correct. Strategic planning activities are normally acknowledged to include each of three 

operations including: 

I. Strategic positioning. Strategic positioning includes the process of identifying mission, identifying overall strategy,
identifying factors critical to succeeding given the assumed strategy and identifying internal and external factors that
contribute or detract from achieving the strategy. 

II. Value chain analysis. Value chain analysis includes the process of identifying the functional characteristics of an
organization and the manner in which each one of those functions adds value to the firm\\'s customers. 

III. Balanced scorecard development. Development of a balanced scorecard identifies measurements of value that are
both financial and non-financial to be used to monitor and evaluate performance. 
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Choice "a" is incorrect. All three activities are integral to strategic planning. Choice "b" is incorrect. All three activities are
integral to strategic planning. Choice "c" is incorrect. All three activities are integral to strategic planning. 

 

QUESTION 4

For an entity\\'s financial statements to be presented fairly in conformity with generally accepted accounting principles,
the principles selected should: 

A. Be applied on a basis consistent with those followed in the prior year. 

B. Be approved by the Auditing Standards Board or the appropriate industry subcommittee. 

C. Reflect transactions in a manner that presents the financial statements within a range of acceptable limits. 

D. Match the principles used by most other entities within the entity\\'s particular industry. 

Correct Answer: C 

Explanation: 

Choice "c" is correct. Financial statements are presented fairly in conformity with GAAP when there are no 

material misstatements included therein. The fact that there may occasionally be immaterial misstatements 

means that the financial statements are correct "within a range of acceptable limits." 

Choice "a" is incorrect. Accounting principles may change from year to year. As long as such changes are 

properly accounted for, the financial statements are still in conformity with GAAP. 

Choice "b" is incorrect. The AICPA and the FASB determine GAAP, not the Auditing Standards Board. 

Choice "d" is incorrect. There is no requirement that an entity\\'s financial statements be prepared in 

accordance with prevalent industry practices in order to be in conformity with GAAP. 

 

QUESTION 5

Which of the following activities would most likely be considered an attestation engagement? 

A. Consulting with management representatives of a firm to provide advice. 

B. Issuing a report about a firm\\'s compliance with laws and regulations. 

C. Advocating a client\\'s position on tax matters that are being reviewed by the IRS. 

D. Preparing a client\\'s tax returns. 

Correct Answer: B 

Explanation: 

Choice "b" is correct. Attest engagements may result in reports related to compliance with laws and 
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regulations. 

Choices "a", "c", and "d" are incorrect. Attestation engagements specifically exclude consulting services, 

advocacy services, and return preparation. 

 

QUESTION 6

Which of the following statements regarding fair value is/are correct? 

I. The fair value of an asset or liability is specific to the entity making the fair value measurement. 

II. Fair value is the price to acquire an asset or assume a liability. 

III. Fair value includes transportation costs, but not transaction costs. 

IV.

 The price in the principal market for an asset or liability will be the fair value measurement. 

A. 

I and II 

B. 

I and IV 

C. 

II and III 

D. 

III and IV 

Correct Answer: D 

Explanation: 

Choice "d" is correct. Statements III and IV are correct. Statement I is incorrect because fair value is a 

market-specific measure, not an entity-specific measure. Statement II is incorrect because fair value is an 

exit price (the price to sell an asset or transfer a liability), not an entrance price. 

Choices "a", "b" and "c" are incorrect, per the above Explanation. 

 

QUESTION 7

An auditor determines that the entity is presenting certain supplementary financial disclosures of pension information
that are required by the GASB. Under these circumstances, the auditor should: 

CPA-TEST PDF Dumps | CPA-TEST Practice Test | CPA-TEST Braindumps                              5 / 13

https://www.lead4pass.com/cpa-test.html
https://www.lead4pass.com/cpa-test.html
https://www.lead4pass.com/cpa-test.html


https://www.lead4pass.com/cpa-test.html
2023 Latest lead4pass CPA-TEST PDF and VCE dumps Download

A. Add an explanatory paragraph to the auditor\\'s report that refers to the required supplementary information. 

B. State that the audit is not being performed in accordance with generally accepted auditing standards. 

C. Document in the working papers that the required supplementary information is presented, but should not apply any
procedures to the information. 

D. Compare the required supplementary information for consistency with the audited financial statements. 

Correct Answer: D 

Explanation: 

Choice "d" is correct. The auditor should perform certain limited procedures on supplementary information 

accompanying the financial statements, including evaluating whether the information is consistent with the 

audited financial statements. 

Choice "a" is incorrect. Generally, the auditor\\'s report on the financial statements would not include a 

reference to required supplementary information unless there were a problem with it (e.g., it was omitted, 

inappropriately prepared, or the auditor was unable to satisfactorily complete required procedures). 

Choice "b" is incorrect. An audit can and should be performed in accordance with generally accepted 

auditing standards even when required supplementary information is presented. 

Choice "c" is incorrect. The auditor should perform certain limited procedures on supplementary 

information accompanying the financial statements. 

 

QUESTION 8

During an audit an internal auditor may provide direct assistance to an independent CPA in: 

A. Option A 
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B. Option B 

C. Option C 

D. Option D 

Correct Answer: D 

Explanation: 

Choice "d" is correct. Internal auditors may assist the auditor in obtaining an understanding of internal 

control and in performing tests of controls and substantive tests. 

Choices "a", "b", and "c" are incorrect, based on the above explanation. 

 

QUESTION 9

ABC Co. manufactures and sells household products. ABC experienced losses associated with its small appliance
group. Operations and cash flows for this group can be clearly distinguished from the rest of ABC\\'s operations. ABC
plans to sell the small appliance group with its operations. What is the earliest point at which ABC should report the
small appliance group as a discontinued operation? 

A. When ABC classifies it as held for sale. 

B. When ABC receives an offer for the segment. 

C. When ABC first sells any of the assets of the segment. 

D. When ABC sells the majority of the assets of the segment. 

Correct Answer: A 

Explanation: 

Choice "a" is correct. The earliest period that a component of an entity can be reported in discontinued 

operations is when the component meets the following "held for sale" criteria: 

1.

 Management commits to a plan to sell the component. 

2.

 The component is available for immediate sale in its present condition. 

3.

 An active program to locate a buyer has been initiated. 

4.

 The sale of the component is probable and the sale is expected to be completed within one year. 
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5.

 The sale of the component is being actively marketed. 

6.

 It is unlikely that significant change to the plan to sell will be made or that the plan will be withdrawn. Choices "b", "c",
and "d" are incorrect, per the above. 

 

QUESTION 10

A client has a large and active investment portfolio that is kept in a bank safe deposit box. If the auditor is unable to
count the securities at the balance sheet date, the auditor most likely will: 

A. Request the bank to confirm to the auditor the contents of the safe deposit box at the balance sheet date. 

B. Examine supporting evidence for transactions occurring during the year. 

C. Count the securities at a subsequent date and confirm with the bank whether securities were added or removed
since the balance sheet date. 

D. Request the client to have the bank seal the safe deposit box until the auditor can count the securities at a
subsequent date. 

Correct Answer: D 

Explanation: Choice "d" is correct. If the auditor is unable to count the securities at the balance sheet date the auditor
should request the client to have the bank seal the safe deposit box until the auditor can count the securities. Choice "a"
is incorrect. Bank employees are not present when items are put into or taken from the safety deposit box and do not
keep records of safety deposit box contents. They would therefore be unable to provide any information to the auditors.
Choice "b" is incorrect. Examining supporting evidence for the transactions occurring during the year is inefficient, as
many of the securities purchased during the year may have been sold before the balance sheet date. Counting
securities is preferable as it provides direct external evidence of the securities on hand at year-end. Choice "c" is
incorrect. Bank employees are not present when items are put into or taken from the safety deposit box and do not keep
records of safety deposit box contents. They would therefore be unable to provide any information to the auditors. 

 

QUESTION 11

In competitive markets, an increase in demand for a product causes a(n): 

A. Increase in product supply. 

B. Reduction in purchases by consumers. 

C. Reduction in the number of buyers of the product. 

D. Increase in the price of the product. 

Correct Answer: D 

Explanation: 

Rule of economic reasoning: "Draw the graph!" 
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Choice "d" is correct. When demand increases and supply has not increased (as implied by the question), 

suppliers will raise the price of the product and more product will be bought (but the supply curve does not 

change). Because consumers are demanding more product than is available, they are "willing" to pay a 

higher price. 

Choice "a" is incorrect. Although buyers would pay higher prices and purchase more products, the supply 

"curve" has not changed. Therefore, the quantity supplied remains the same. 

Choice "b" is incorrect. Because consumer demand has increased (not decreased). 

Choice "c" is incorrect. An increase in demand has an indeterminate (and irrelevant) impact on the number of buyers.
For example, there could be the same number of buyers in the market, but that each demands a higher quality. 

 

QUESTION 12

ABC Company is quoted credit terms of 3/15, net 60 (using a 360-day year). The effective cost of not taking this
discount and paying on day 60 is (rounded to nearest hundredth): 

A. 24.74 percent. 

B. 24.00 percent. 

C. 18.56 percent. 

D. 18.00 percent. 

Correct Answer: A 

Explanation: 

Choice "a" is correct. The formula for computing the cost of credit discounts is: 
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Choices "b", "c", and "d" are incorrect, per the above calculation. 

 

QUESTION 13

A parent corporation owned more than 90% of each class of the outstanding stock issued by a subsidiary corporation
and decided to merge that subsidiary into itself. Under the Revised Model Business Corporation Act, which of the
following actions must be taken? 

A. The subsidiary corporation\\'s board of directors must pass a merger resolution. 

B. The subsidiary corporation\\'s dissenting stockholders must be given an appraisal remedy. 

C. The parent corporation\\'s stockholders must approve the merger. 

D. The parent corporation\\'s dissenting stockholders must be given an appraisal remedy. 

Correct Answer: B 

Explanation: 

Choice "b" is correct. In a short form merger (one between a parent and a subsidiary 90% of which is 

owned by the parent), the subsidiary\\'s shareholders have a right to dissent and take advantage of the 

appraisal remedy. 

Choice "a" is incorrect. The subsidiary\\'s board is not required to take any action in a short-form merger. 

Choice "c" is incorrect. The parent corporation\\'s shareholders have no right to approve or disapprove a 

short-form merger. 

Choice "d" is incorrect. The parent corporation\\'s shareholders have no right to dissent to a short-form 

merger. 

 

QUESTION 14
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An increase in the market supply of beef would result in a(n): 

A. Decrease in the quantity of beef demanded. 

B. Increase in the price of beef. 

C. Decrease in the demand for beef. 

D. Increase in the quantity of beef demanded. 

Correct Answer: D 

Explanation: Choice "d" is correct. As illustrated above, a shift outward (increase) in supply, increases quantity
demanded (Q2) at equilibrium, accompanied by a decline in price. Thus, an increase in the market supply of beef would
result in an increase in the quantity of beef demanded. Choices "a" and "b" are incorrect, as seen in the graph above.
There is an increase in the quantity of beef demanded and a decrease in the price of beef. Choice "c" is incorrect,
because there is no information in the question pertaining to any "shift" in the beef demand curve or in the demand for
any complimentary products (e.g., pork). 

 

QUESTION 15

To determine whether accounts payable are complete, an auditor performs a test to verify that all merchandise received
is recorded. The population of documents for this test consists of all: 

A. Payment vouchers. 

B. Receiving reports. 

C. Purchase requisitions. 

D. Vendor\\'s invoices. 

Correct Answer: B 

Explanation: Choice "b" is correct. To determine whether accounts payable are complete, an auditor performs a test to
verify that all merchandise received is recorded. This test consists of tracing from receiving reports for inventory

CPA-TEST PDF Dumps | CPA-TEST Practice Test | CPA-TEST Braindumps                             11 / 13

https://www.lead4pass.com/cpa-test.html
https://www.lead4pass.com/cpa-test.html
https://www.lead4pass.com/cpa-test.html


https://www.lead4pass.com/cpa-test.html
2023 Latest lead4pass CPA-TEST PDF and VCE dumps Download

received before year-end to the accounts payable trial balance to determine whether the purchase has been properly
recorded. Choice "a" is incorrect. In testing for completeness of payables, the auditor tries to determine whether there
are payables that have not been recorded. If the auditor selects from payment vouchers, he or she may be unlikely to
select an unrecorded payable, since unrecorded payables that have not yet been paid would not have corresponding
payment vouchers. Choice "c" is incorrect. Purchase requisitions do not indicate when the inventory was received, and
therefore they are not useful for testing the completeness of accounts payable. Choice "d" is incorrect. Vendor\\'s
invoices do not generally indicate when the inventory was received, and therefore they are not useful for testing the
completeness of accounts payable. 
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