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1. (LO 1) When gaining an understanding of the client, the auditor will consider: 
a. related party identification. 
b. the appropriateness of the client's system of internal controls to mitigate identified business risks. 
c. controls over the technology used to process and store data electronically. 
d. All of these answer choices are correct.

 2. (LO 1) When gaining an understanding of the client, the auditor will identify the geographic location of the client because: 
a. more centralized clients are harder to control. 
b. the auditor will only visit one location to assess processes and procedures. 
c. the auditor may plan to use staff from affiliated offices to visit overseas locations. 
d. more decentralized clients are easier to control.

 3. (LO 1) When gaining an understanding of the client's sources of financing, the auditor: 
a. is not interested in debt covenants because most debt contracts are the same. 
b. ignores the relative reliance on debt versus equity funding because that is a management decision, not an audit issue.
c. determines if the client is meeting principal and interest payments when they are due. 
d. determines if the client is writing off uncollectible accounts receivable. 

4. (LO 1) When gaining an understanding of the client at the industry level, the auditor will: 
a. consider the level of demand for the goods provided by companies in the industry. 
b. determine if the client has centralized or decentralized operations. 
c. assess the amount of faulty goods the client returns to suppliers. 
d. determine if the client has a simple or complex capital structure. 

5. (LO 2) Companies use profitability measures to assess performance and to: 
a. assess their ability to compete. 
b. maintain consistency in operations each month. 
c. measure their ability to pay short term debts on time. 
d. measure their ability to pay long term debts on time. 

6. (LO 3) Common uses of analytical procedures include all of the following except: 
a. risk identification during the risk assessment stage. 
b. testing account balances derived from estimates during the risk response stage. 
c. overall assessment of financial statements at the final review stage of the audit. 
d. test of internal controls.

R4.3 (LO 1) When gaining an understanding of a client, an auditor will be interested in an entity's relationships with both its suppliers and customers. What aspects of these relationships will the auditor be interested in and how would they affect the assessment of audit risk? 
Answer:
If the client is able to retain customers it will lower the inherent risk, but if they are unable to retain customers and have complaints it will increase the inherent risk. If the client does not have reputable suppliers it will increase the inherent risk of the audit. If their supplier does not supply good quality goods then their product may be inferior to their competitors. The related lists that are above I list below this explanation as well for simplicity.
Major Customers - Is the client retaining or losing customers?
Major Suppliers - Are the suppliers reputable or not, are their goods high or low quality, and is the payment history good or bad?

R4.4 (LO 2) what is the difference between liquidity and solvency? Why does this difference matter to an auditor?
Answer:
Liquidity is the company’s ability to meet its short debt obligations while solvency is the company’s long-term viability. The difference matters to the auditor because the long-term focus of solvency indicate that the auditor is able to utilize a solvency analysis to alert the client on the concern issues in future.

R4.7 (LO 3) what is a time-series analysis? How could it be useful to an auditor? 
Answer:
This analysis is the process of reviewing regular transactions within the company to create a predictive future for accounts. Auditors are able to conduct this so they have the predicted future for the time period they will be auditing in. This will give them good estimated numbers for the clients’ accounts, and they can also allow the auditors to confidently explore any possibly accepted variations. An example of an acceptable variation could be a result of a seasonal item. 

R4.8 (LO 4) Why is it important to maintain professional skepticism when gaining an understanding of related party transactions?
Answer:
This is because, professional skepticism has been used always in the validation of information through critical assessment of the evidence, probing questions and the attention to the inconsistence and the red flags.

R4.9 (LO 5) Do only publicly traded companies have good corporate governance? Explain.
Answer:
Yes I will publicly trade such companies because a good corporate governance facilitates prudent, entrepreneurial and effective management which delivers long-term success of the company. Moreover, a good corporative governance has many benefits which includes encouragement of positive behavior, capital cost reduction, improves top level decision making, Assures internal controls, enables well strategic planning and also it attracts directors who are talented.
