TAKE HOME TEST 4
Select the best answer for each of the following items. Mark only one answer for each item. Answer all items. Your grade will be based on the total number of correct answers. 

1. According to the ethical standards of the profession, which of the following acts is generally prohibited? 

A. Purchasing a product from a third party and reselling it to a client. 

B. Writing a financial management news-letter promoted and sold by a publishing company. 

C. Accepting a commission for recommending a product to an audit client. 

D. Accepting engagements obtained through the efforts of third parties. 

2. According to the ethical standards of the profession, which of the following acts is generally prohibited? 

A. Issuing a modified report explaining a failure to follow a governmental regulatory agency's standards when conducting an attest service for a client. 

B. Revealing confidential client information during a quality review of a professional practice by a team from, the state CPA society. 

C. Accepting a contingent fee for representing a client in an examination of the client's federal tax return by an IRS agent. 

D. Retaining client records after an engagement is terminated prior to completion and the client has demanded their return. 

3. According to the standards of the profession, which of the following activities may be required in exercising due care? 
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4. According to the standards of the profession, which of the following activities would most likely not impair a CPA's independence? 

A. Providing extensive advisory services for a client. 

B. Contracting with a client to supervise the client's office personnel. 

C. Signing a client's checks in emergency situations. 

D. Accepting a luxurious gift from a client. 

5. Under the Statements on Standards for Consulting Services, which of the following statements best reflects a CPA's responsibility when undertaking a consulting services engagement? The CPA must 

A. Not seek to modify any agreement made with the client. 

B. Not perform any attest services for the client. 

C. Inform the client of significant reservations concerning the benefits of the engagement. 

D. Obtain a written understanding with the client concerning the time for completion of the engagement. 

6. According to the standards of the profession, which of the following sources of information should a CPA consider before signing a client's tax return? 

I. Information actually known to the CPA from the tax return of another client. 

II. Information provided by the client that appears to be correct based on the client's returns from prior years. 

A. I only. 

B. II only. 

C. Both I and II. 

D. Neither I nor II. 

7. According to the standards of the profession, which of the following statements is(are) correct regarding the action to be taken by a CPA who discovers an error in a client’s previously filed tax return? 

I. Advise the client of the error and recommend the measures to be taken. 

II. Withdraw from the professional relationship regardless of whether or not the client corrects the error. 

A. I only. 
B. II only. 

C. Both I and II. 

D. Neither I nor II. 

8. Under the "Ultramares" rule, to which of the following parties will an accountant be liable for negligence? 
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9. When performing an audit, a CPA will most likely be considered negligent when the CPA fails to 

A. Detect all of a client's fraudulent activities. 
B. Include a negligence disclaimer in the client engagement letter. 

C. Warn a client of known internal control weaknesses. 

D. Warn a client's customers of embezzlement by the client's employees. 

10. Which of the following is the best defense a CPA firm can assert in a suit for common law fraud based on its unqualified opinion on materially false financial statements? 

A. Contributory negligence on the part of the client. 

B. A disclaimer contained in the engagement letter. 

C. Lack of privity. 

D. Lack of scienter. 

11. Under the anti-fraud provisions of Section 10(b) of the Securities Exchange Act of 1934, a CPA may be liable if the CPA acted 

A. Negligently. 

B. With independence. 

C. Without due diligence. 
D. Without good faith. 

12. Under Section 11 of the Securities Act of 1933; which of the following standards may a CPA use as a defense? 
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13. Ocean and Associates, CPAs, audited the financial statements of Drain Corporation. As a result of Ocean's negligence in conducting the audit, the financial statements included material misstatements. Ocean was unaware of this fact. The financial statements and Ocean's unqualified opinion were included in a registration statement and prospectus for an original public offering of stock by Drain. Sharp purchased shares in the offering. Sharp received a copy of the prospectus prior to the purchase but did not read it. The shares declined in value as a result of the misstatements in Drain's financial statements becoming known. Under which of the following Acts is Sharp most likely to prevail in a lawsuit against Ocean? 
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14. Which of the following statements is correct regarding a CPA's working papers? The working papers must be 

A. Transferred to another accountant purchasing the CPA's practice even if the client hasn't given permission. 

B. Transferred permanently to the client if demanded. 

C. Turned over to any government agency that requests them. 

D. Turned over pursuant to a valid federal court subpoena. 

15. Thorp, CPA, was engaged to audit Ivor Co.'s financial statements. During the audit, Thorp discovered that Ivor's inventory contained stolen goods. Ivor was indicted, and Thorp was subpoenaed to testify at the criminal trial. Ivor claimed accountant-client privilege to prevent Thorp from testifying. Which of the following statements is correct regarding Ivor's claim? 

A. Ivor can claim an accountant-client privilege only in states that have enacted a statute creating such a privilege. 

B. Ivor can claim an accountant-client privilege only in federal courts.
C. The accountant-client privilege can be claimed only in civil suits. 

D. The accountant-client privilege can be claimed only to limit testimony to audit subject matter. 

16. Generally, under the Uniform Partnership Act, a partnership has which of the following characteristics? 
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17. Which of the following statements is (are) usually correct regarding general partners' liability? 
I. All general partners are jointly and severally liable for partnership torts. 

II. All general partners are liable only for those partnership obligations they actually authorized. 

A. I only. 

B. II only. 

C. Both I and II. 

D. Neither I nor II. 

18. Which of the following statements is correct regarding the division of profits in a general partnership when the written partnership agreement only provides that losses be divided equally among the partners? Profits are to be divided 

A. Based on the partners' ratio of contribution to the partnership. 

B. Based on the partners' participation in day to day management. 

C. Equally among the partners. 

D. Proportionately among the partners. 

19. Which of the following statements best describes the effect of the assignment of an interest in a general partnership? 

A. The assignee becomes a partner. 

B. The assignee is responsible for a proportionate share of past and future partnership debts. 

C. The assignment automatically dissolves the partnership. 

D. The assignment transfers the assignor's interest in partnership profits and surplus.
20. Park and Graham entered into a written partnership agreement to operate a retail store. Their agreement was silent as to the duration of the partnership. Park wishes to dissolve the partnership. Which of the following statements is correct? 

A. Park may dissolve the partnership at any time. 

B. Unless Graham consents to dissolution, Park must apply to a court and obtain a decree ordering the dissolution. 

C. Park may not dissolve the partnership unless Graham consents. 

D. Park may dissolve the partnership only after notice of the proposed dissolution is given to all partnership creditors. 

21. Which of the following facts is (are) generally included in a corporation's articles of incorporation? 
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22. Which of the following statements best describes an advantage of the corporate form of doing business? 

A. Day to day management is strictly the responsibility of the directors. 

B. Ownership is contractually restricted and is not transferable. 

C. The operation of the business may continue indefinitely. 

D. The business is free from state regulation.
23. To which of the following rights is a stockholder of a public corporation entitled? 

A. The right to have annual dividends declared and paid. 

B. The right to vote for the election of officers. 

C. The right to a reasonable inspection of corporate records. 

D. The right to have the corporation issue a new class of stock. 

24. Carr Corp. declared a 7% stock dividend on its common stock. The dividend 

A. Must be registered with the SEC pursuant to the Securities Act of 1933.
B. Is includable in the gross income of the recipient taxpayers in the year of receipt. 

C. Has no effect on Carr's earnings and profits for federal income tax purposes. 

D. Requires a vote of Carr's stockholders. 

25. Which of the following statements is a general requirement for the merger of two corporations?

A. The merger plan must be approved unanimously by the stockholders of both corporations.


B. The merger plan must be approved by the boards of both corporations.


C. The absorbed corporation must amend its articles of incorporation.

D. The stockholders of both corporations must be given due notice of a special meeting, including a copy or summary of the merger plan.

26. Which of the following statements is (are) correct regarding debtors' rights? 
I. State exemption statutes prevent all of a debtor's personal property from being sold to pay a federal tax lien. 
II. Federal social security benefits received by a debtor are exempt from garnishment by creditors. 

A. I only. 

B. II only. 

C. Both I and II. 

D. Neither I nor II. 

27. Which of the following liens generally require(s) the lienholder to give notice of legal action before selling the debtor's property to satisfy the debt? 
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28. Which of the following rights does one cosurety generally have against another cosurety? 

A. Exoneration. 
B. Subrogation. 

C. Reimbursement. 
D. Contribution. 

29. Which of the following acts always will result in the total release of a compensated surety? 

A. The creditor changes the manner of the principal debtor's payment. 

B. The creditor extends the principal debtor’s time to pay. 

C. The principal debtor's obligation is partially released. 

D. The principal debtor's performance is tendered.

30. When a principal debtor defaults and a surety pays the creditor the entire obligation, which of the following remedies gives the surety the best method of collecting from the debtor? 

A. Exoneration. 
B. Contribution. 
C. Subrogation.

D. Attachment. 

31. Under the Federal Insurance Contributions Act (FICA), which of the following acts will cause an employer to be liable for penalties? 
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32. Taxes payable under the Federal Unemployment Tax Act (FUTA) are 

A. Calculated as a fixed percentage of all compensation paid to an employee. 

B. Deductible by the employer as a business expense for federal income tax purposes. 

C. Payable by employers for all employees. 
D. Withheld from the wages of all covered employees. 

33. Which of the following claims is (are) generally covered under workers' compensation statutes? 
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34. Generally, which of the following statements concerning workers' compensation laws is correct?
A. The amount of damages recoverable is based on comparative negligence. 

B. Employers are strictly liable without regard to whether or not they are at fault. 

C. Workers' compensation benefits are not available if the employee is negligent. 

D. Workers' compensation awards are payable for life. 

35. Under the Age Discrimination in Employment Act, which of the following remedies is (are) available to a covered employee? 
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36. Which of the following Acts prohibit(s) an employer from discriminating among employees based on sex? 
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37. Under the Fair Labor Standards Act, which of the following pay bases may be used to pay covered nonexempt employees who earn, on average, the minimum hourly wage? 
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38. Under the Fair Labor Standards Act, if a covered, nonexempt employee works consecutive weeks of 45, 42, 38, and 33 hours, how many hours of overtime must be paid to the employee? 

A. 0 
B. 7 
C. 18 
D. 20 
39. Under the Employee Retirement Income Security Act of 1974 (ERISA), which of the following areas of private employer pension plans is (are) regulated? 
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40. Which of the following employee benefits is (are) exempt from the provisions of the National Labor Relations Act? 
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41. Under the Sales Article of the UCC, a firm offer will be created only if the 

A. Offer states the time period d1.lring which it will remain open. 

B. Offer is made by a merchant in a signed writing. 

C. Offeree gives some form of consideration. 
D. Offeree is a merchant. 

42. Under the Sales Article of the UCC, when a written offer has been made without specifying a means of acceptance but providing that the offer will only remain open for ten days, which of the following statements represent(s) a valid acceptance of the offer? 
I. An acceptance sent by regular mail the day before the ten-day period expires that reaches the offeror on the eleventh day. 

II. An acceptance faxed the day before the ten-day period expires that reaches the offeror on the eleventh day, due to a malfunction of the offeror's printer. 

A. I only. 

B. II only. 

C. Both I and II. 

D. Neither I nor II. 

43. Under the Sales Article of the UCC, the warranty of title 

A. Provides that the seller cannot disclaim the warranty if the sale is made to a bona fide purchaser for value. 

B. Provides that the seller deliver the goods free from any lien of which the buyer lacked knowledge when the contract was made. 

C. Applies only if it is in writing and signed by the seller. 

D. Applies only if the seller is a merchant. 

44. To establish a cause of action based on strict liability in tort for personal injuries that result from the use of a defective product, one of the elements the injured party must prove is that the seller 

A. Was aware of the defect in the product. 
B. Sold the product to the injured party. 
C. Failed to exercise due care. 

D. Sold the product in a defective condition. 

45. Under the Sales Article of the UCC, which of the following factors is most important in determining who bears the risk of loss in a sale of goods contract? 

A. The method of shipping the goods. 
B. The contract's shipping terms. 
C. Title to the goods. 

D. How the goods were lost. 

46. Under the Sales Article of the UCC, in an F.O.B. place of shipment contract, the risk of loss passes to the buyer when the goods 

A. Are identified to the contract. 

B. Are placed on the seller's loading dock. 
C. Are delivered to the carrier. 

D. Reach the buyer's loading dock. 

47. Under the Sales Article of the UCC, which of the following rights is (are) available to the buyer when a seller commits an anticipatory breach of contract? 
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48. Under the Sales Article of the UCC, and unless otherwise agreed to, the seller's obligation to the buyer is to 

A. Deliver the goods to the buyer's place of business. 

B. Bold conforming goods and give the buyer whatever notification is reasonably necessary to enable the buyer to take delivery. 

C. Deliver all goods called for in the contract to a common carrier. 

D. Set aside conforming goods for inspection by the buyer before delivery: 

49. Under the Sales Article of the UCC, which of the following statements regarding liquidated damages is (are) correct? 

I. The injured party may collect any amount of liquidated damages provided for in the contract. 

II. The seller may retain a deposit of up to $500 when a buyer defaults even if there is no liquidated damages provision in the contract. 

A. I only.

B. II only.

C. Both I and II.

D. Neither I nor II.

50. Under the Sales Article of the UCC, which of the following rights is available to a seller when a buyer materially breaches a sales contract? 
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51. Long, Fall, and Pear own a building as joint tenants with the right of survivorship. Long gave Long's interest in the building to Green by executing and delivering a deed to Green. Neither Fall nor Pear consented to this transfer. Fall and Pear subsequently died. After their deaths, Green's interest in the building would consist of 

A. A 1/3 interest as a joint tenant. 
B. A 1/3 interest as a tenant in common. 
C. No interest because Fall and Pear did not consent to the transfer. 

D. Total ownership due to the deaths of Fall and Pear. 

52. A method of transferring ownership of real property that most likely would be considered an arm's-length transaction is transfer by 

A. Inheritance. 

B. Eminent domain. 

C. Adverse possession. 
D. Sale. 

53. Which of the following provisions must be included to have an enforceable written residential lease? 
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54. Which of the following elements must be contained in a valid deed? 
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55. Rich purchased property from Sklar for $200,000. Rich obtained a $150,000 loan from Marsh Bank to finance the purchase, executing a promissory note and a mortgage. By recording the mortgage, Marsh protects its 

A. Rights against Rich under the promissory note. 

B. Rights against the claims of subsequent bona fide purchasers for value. 

C. Priority against a previously filed real estate tax lien on the property. 

D. Priority against all parties having earlier claims to the property. 

56. Which of the following factors help determine whether an item of personal property is a fixture? 

I. Degree of the item's attachment to the property. 

II. Intent of the person who had the item installed. 

A. I only. 

B. II only. 

C. Both I and II. 

D. Neither I nor II. 

57. Which of the following activities is (are) regulated under the Federal Water Pollution Control Act (Clean Water Act)? 
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58. Which of the following methods of obtaining personal properly will give the recipient ownership of the properly? 
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59. A common carrier bailee generally would avoid liability for loss of goods entrusted to its care if the goods are 

A. Stolen by an unknown person. 

B. Negligently destroyed by an employee. 

C. Destroyed by the derailment of the train carrying them due to railroad employee negligence. 

D. Improperly packed by the party shipping them. 

60. Which of the following statements correctly describes the requirement of insurable interest relating to property insurance? An insurable interest 

A. Must exist when any loss occurs. 

B. Must exist when the policy is issued and when any loss occurs. 

C. Is created only when the property is owned in fee simple. 

D. Is created only when the property is owned by an individual. 
