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Chapter 1 Foundations of Auditing &
Attestation

Audit Environment & Professional Standards
Auditing is a critical part of the financial reporting and regulatory
landscape. In the context of the CPA Auditing and Attestation (AUD) Exam,
understanding the audit environment and professional standards is
foundational. This subtopic introduces candidates to the regulatory bodies,
frameworks, and expectations that guide the profession of auditing. It also
explains how standards are developed and enforced, ensuring public trust
in the financial statements of organizations.

Understanding the Audit Environment

The audit environment refers to the overall framework in which audits are
conducted. It encompasses the legal and regulatory infrastructure,
professional organizations, stakeholders, types of audits, and the
expectations of users of financial statements. It is shaped by the need for
transparency, reliability, and integrity in financial reporting.

One of the main objectives of the audit environment is to provide
independent assurance that the financial statements of an organization are
free from material misstatement, whether due to fraud or error. To achieve
this, auditors operate under a set of principles and rules designed to
maintain public confidence in the auditing profession.

Regulatory Bodies and Standard Setters

The audit environment is shaped by several regulatory bodies and
standard-setting organizations. These include:

American Institute of Certified Public Accountants (AICPA): The
AICPA is a professional organization that develops auditing standards
for non-public companies through its Auditing Standards Board
(ASB). The ASB issues Statements on Auditing Standards (SAS), which
are followed in audits of private entities.



Public Company Accounting Oversight Board (PCAOB): Created by
the Sarbanes-Oxley Act of 2002, the PCAOB oversees the audits of
public companies. It sets auditing and related professional standards
for registered public accounting firms. The PCAOB inspects audit
firms to ensure compliance with its standards.

Securities and Exchange Commission (SEC): The SEC is a federal
agency that regulates public companies and oversees the PCAOB. It
requires public companies to file financial statements and
disclosures, which are often audited.

Government Accountability Office (GAO): The GAO issues the
Generally Accepted Government Auditing Standards (GAGAS), also
known as the Yellow Book, which are used in audits of governmental
entities and programs.

International Auditing and Assurance Standards Board (IAASB): For
candidates working with multinational organizations, it's essential to
understand international auditing standards. The IAASB issues
International Standards on Auditing (ISAs).

Each of these bodies plays a distinct but interconnected role in shaping the
audit profession, promoting consistency, independence, and quality across
audits.

Key Players in the Audit Environment

Auditors: Certified Public Accountants (CPAs) who conduct the audit
and issue the opinion on financial statements.

Management: Responsible for preparing the financial statements
and maintaining internal control.

Audit Committees: Subcommittees of a company’s board of directors
that oversee the audit process and the relationship with the auditor.

Investors and Creditors: Users of financial statements who rely on
audited information for decision-making.

Professional Standards in Auditing



Professional standards serve as the framework within which auditors
perform their work. They ensure consistency, accuracy, and objectivity in
the audit process. These standards address everything from planning and
evidence collection to documentation and reporting.

The AICPA’s Generally Accepted Auditing Standards (GAAS) are categorized
into three main groups:

1. General Standards

These establish the foundational qualities auditors must possess:

Training and Proficiency: Auditors must have adequate technical
training and proficiency.

Independence: Auditors must maintain independence in mental
attitude throughout the audit.

Due Professional Care: Auditors must exercise professional
skepticism and diligence.

These standards emphasize the personal and professional integrity of the
auditor. Without them, the credibility of the audit would be compromised.

2. Standards of Field Work

These relate to the actual conduct of the audit:

Planning and Supervision: Audits must be adequately planned, and
assistants properly supervised.

Internal Controls: Auditors must gain a sufficient understanding of
the entity’s internal control to plan the audit.

Evidence: Auditors must obtain sufficient appropriate audit evidence
to form an opinion.

Fieldwork standards ensure that the audit process is thorough and rooted
in sufficient support.

3. Standards of Reporting

These guide how the results of the audit are communicated:



GAAP Compliance: The report must state whether the financial
statements are presented in accordance with Generally Accepted
Accounting Principles (GAAP).

Consistency: Any inconsistencies in application of accounting
principles must be identified.

Disclosure: Informative disclosures in the financial statements must
be reasonably adequate.

Opinion: The auditor must express an opinion or disclaim if one
cannot be expressed.

Reporting standards ensure that users of financial statements receive clear
and honest evaluations from the auditor.

PCAOB Standards vs. AICPA Standards

While the AICPA’s GAAS apply to audits of private companies, the PCAOB
standards apply to public companies. Although they share many
similarities, the PCAOB standards are often more stringent and include
additional requirements such as:

Enhanced documentation standards

More detailed auditor reporting requirements

Emphasis on audit firm quality control systems

For the CPA exam, candidates must be familiar with both sets of standards,
understanding when and how each applies.

Quality Control in the Audit Environment

Quality control refers to the policies and procedures that auditing firms
must establish to ensure compliance with professional standards and
regulatory requirements. The AICPA’s Statements on Quality Control
Standards (SQCS) guide firms in setting up these procedures.

Elements of a quality control system include:

Leadership responsibilities for quality

Ethical requirements



Acceptance and continuance of client relationships

Human resources management

Engagement performance

Monitoring
Auditing firms are expected to implement these measures to maintain the
reliability and integrity of their audit work. The PCAOB inspects audit firms
to verify their adherence to these principles, especially those auditing
public companies.

Ethical Standards in the Audit Environment

Ethics play a central role in auditing. Auditors must always act in the public
interest, even when it conflicts with the client’s preferences. The AICPA
Code of Professional Conduct outlines ethical responsibilities under the
following key principles:

Integrity: Be honest and candid.

Objectivity and Independence: Avoid conflicts of interest and remain
free from influence.

Due Care: Meet technical and ethical standards.

Scope and Nature of Services: Follow rules that limit the types of
services auditors can provide to avoid impairing independence.

Maintaining ethical behavior protects the public trust and upholds the
reputation of the accounting profession.

Sarbanes-Oxley Act (SOX) and Its Impact

The Sarbanes-Oxley Act of 2002 significantly changed the audit
environment, particularly for public companies. It was enacted in response
to major accounting scandals such as Enron and WorldCom. Key provisions
include:

Establishing the PCAOB

Requiring auditor independence and rotation of lead audit partners

Prohibiting certain non-audit services



Holding management accountable through certifications

Requiring stronger internal controls (Section 404)
SOX aimed to restore investor confidence by tightening regulations and
increasing accountability.

Importance for the CPA Exam

Understanding the audit environment and professional standards is
essential for passing the AUD section of the CPA exam. Questions may test:

The role of the PCAOB vs. the AICPA

Application of GAAS and reporting requirements

Ethical dilemmas and quality control principles

Regulatory compliance, including SOX provisions

Success on the exam requires not only memorization of standards but also
comprehension of how they are applied in real-world audit scenarios.

Conclusion

The audit environment and professional standards form the bedrock of
auditing practice. For the CPA candidate, mastering this area means
developing a deep appreciation for the purpose, structure, and ethical
responsibilities that govern auditing. From regulatory bodies like the
PCAOB and AICPA to the principles of GAAS and quality control, each
element supports the overarching goal of maintaining trust in the financial
system. A strong grasp of this foundational topic equips candidates for
both the CPA exam and future professional success.

Ethics, Independence & Quality Control
In the world of auditing, ethics, independence, and quality control are not
just abstract concepts—they are the core principles that protect public
trust and uphold the integrity of the profession. For candidates preparing
for the CPA Auditing and Attestation (AUD) Exam 2025/2026, a thorough
understanding of these principles is essential. They form the backbone of
every audit and guide the behavior, decision-making, and professional
responsibilities of auditors.



Understanding Ethics in Auditing

Ethics refers to the moral principles that govern a person’s behavior or the
conducting of an activity. In auditing, ethical conduct ensures that auditors
perform their duties with honesty, objectivity, and a commitment to
serving the public interest. Auditors are often faced with situations that
require them to make difficult decisions—sometimes even at the cost of
losing a client. Ethical standards provide a framework for making the right
choices.

The American Institute of Certified Public Accountants (AICPA) Code of
Professional Conduct outlines the ethical responsibilities of auditors. This
code is built around six key principles:

Responsibilities: Auditors should exercise sensitive professional and
moral judgment in all their activities.

Public Interest: Auditors should act in a way that serves the public
interest, honors the public trust, and demonstrates a commitment to
professionalism.

Integrity: Auditors must perform their duties with honesty and
fairness.

Objectivity and Independence: Auditors must remain free from
conflicts of interest and other influences that might compromise
their judgment.

Due Care: Auditors should continually strive to improve their
competence and quality of services.

Scope and Nature of Services: Auditors must observe the Code when
determining the scope and nature of services they provide.

These principles are not just theoretical—they have real-world
consequences. Ethical violations can result in disciplinary action, loss of
license, legal penalties, and severe damage to professional reputation.

Ethics in Practice

In practice, ethical issues may arise in many forms:



Pressure to alter or omit audit findings to satisfy management

Offering or accepting gifts from clients

Conflicts of interest with family members or business associates

Disclosing confidential information

To prevent ethical breaches, auditors must adopt a mindset of professional
skepticism and adhere to ethical standards in every engagement.

Understanding Independence

Independence is a specific and critical element of auditor ethics. It ensures
that auditors can make objective judgments without being influenced by
personal or financial relationships. Independence is essential for
maintaining the credibility of the audit.

There are two types of independence:

Independence in Fact: This is the auditor’s actual mental attitude of
impartiality and objectivity. It means the auditor is truly unbiased.

Independence in Appearance: This refers to how others perceive the
auditor’s objectivity. Even if the auditor is unbiased, they must avoid
situations that might cause others to question their independence.

Both forms are important. Even the appearance of a conflict can damage
the public’s trust in the auditor’s work.

Threats to Independence

Several common threats to auditor independence include:

Self-interest threat: Having a financial interest in the client, such as
owning stock or receiving performance bonuses.

Self-review threat: Auditing work that the auditor or their firm
performed previously.

Advocacy threat: Promoting the client’s interests, such as
representing them in a legal dispute.



Familiarity threat: Having a close personal relationship with the
client or its employees.

Intimidation threat: Being influenced by threats or pressure from the
client.

Auditors must identify these threats and apply appropriate safeguards to
eliminate or reduce them to an acceptable level. For example, rotating
audit partners regularly or assigning different teams for audit and
consulting work.

Rules to Maintain Independence

The AICPA Code and the Securities and Exchange Commission (SEC) have
set specific rules to protect independence:

Auditors must not have direct or material indirect financial interest in
the client.

Auditors must not act as management or employees of the client.

Auditors must not perform bookkeeping, financial systems design, or
valuation services for audit clients.

Lead audit partners must rotate every five years for public
companies.

These rules are reinforced by the Public Company Accounting Oversight
Board (PCAOB), which inspects firms for compliance.

Engagement Letters and Independence Confirmations

Before starting an audit, auditors must issue an engagement letter, which
outlines the scope, objective, and responsibilities of the audit. Along with
this, audit firms often obtain independence confirmations from all audit
team members to formally document that they meet independence
requirements.

Understanding Quality Control

While ethics and independence relate to individual behavior, quality
control refers to the systems and policies that firms implement to ensure



their audits meet professional standards. These systems help maintain
consistency, accuracy, and integrity across all engagements.

The AICPA’s Statements on Quality Control Standards (SQCS) provide
guidance on establishing a quality control system. The latest guidance
comes from SQCS No. 8, which outlines six elements of a firm’s quality
control system:

Leadership Responsibilities for Quality: The firm’s leadership must
create a culture where quality is a priority. Leaders should emphasize
ethics, independence, and compliance.

Relevant Ethical Requirements: The firm must ensure that all
personnel comply with relevant ethical standards, including
independence and integrity.

Acceptance and Continuance of Client Relationships and
Engagements: Firms should only accept clients and engagements
they can perform with competence and objectivity. Background
checks and risk assessments are part of this process.

Human Resources: The firm must hire qualified personnel and
provide ongoing training. Staff should be assigned engagements
based on skill level and experience.

Engagement Performance: Engagements must be planned and
executed in accordance with professional standards. Supervisory
review and documentation are essential.

Monitoring: The firm must monitor the effectiveness of its quality
control system. This includes peer reviews, internal inspections, and
periodic evaluations.

These elements form a comprehensive system that supports auditors in
delivering high-quality work.

PCAOB Quality Control Standards

For public companies, the PCAOB also sets expectations for audit firm
quality control. Although similar to the AICPA standards, the PCAOB places
additional emphasis on:



Tone at the top (leadership accountability)

Root cause analysis of audit deficiencies

Timely and effective remediation

Monitoring systems with enhanced documentation

Audit firms are subject to periodic PCAOB inspections, and deficiencies can
lead to enforcement actions.

Ethical Conflicts and How to Resolve Them

Sometimes auditors face ethical dilemmas where the right course of action
is not immediately clear. To resolve such conflicts, auditors can follow a
decision-making model:

Identify the problem: Determine what ethical principle is at stake.

Evaluate the facts: Gather relevant information.

Consider alternatives: Identify possible courses of action and their
consequences.

Consult: Seek advice from supervisors, legal counsel, or ethics
hotlines.

Make a decision: Choose the most ethical and professional option.

Document and act: Record the process and take the necessary
action.

Being proactive and methodical helps auditors resolve conflicts while
upholding the profession’s ethical standards.

Real-World Examples

Let’s consider a few examples that demonstrate these concepts:

An audit partner is offered an all-expense-paid vacation by a client.
Accepting the gift would compromise independence in appearance,
so it must be declined.

An auditor discovers that a client is manipulating revenue figures.
Due care and integrity require the auditor to investigate thoroughly



and, if necessary, modify the audit opinion.

A firm continues to serve a client with recurring audit deficiencies.
Monitoring and leadership responsibility require that the firm
reassess whether to continue the engagement.

These examples highlight the real-world importance of ethics,
independence, and quality control.

Exam Relevance

The CPA AUD exam frequently tests candidates on:

The AICPA Code of Professional Conduct

Independence rules and ethical conflicts

Components of a quality control system

PCAOB vs. AICPA requirements

Questions may be scenario-based, requiring candidates to analyze ethical
dilemmas and apply professional standards. Mastery of these topics helps
candidates navigate both the exam and their future roles as trusted
professionals.

Conclusion

Ethics, independence, and quality control are the foundation of the
auditing profession. They protect the credibility of financial reporting and
the integrity of auditors. For CPA candidates, these principles are not just
test material—they are essential tools for professional success. By
understanding the rules, recognizing threats, and implementing
safeguards, auditors can uphold public trust and fulfill their duties with
excellence and honor. In the evolving landscape of business and regulation,
these timeless principles remain as relevant as ever.

Engagement Acceptance & Risk Assessment
In auditing, the process of engagement acceptance and risk assessment is
crucial to ensuring that audits are properly planned and executed with
integrity, diligence, and professionalism. Before an auditor even begins
fieldwork, significant effort must be put into determining whether to



accept or continue an engagement, and if accepted, identifying the risks
associated with the client. This early phase lays the groundwork for the
entire audit process and directly impacts the auditor’s ability to issue a
sound opinion. For CPA Auditing and Attestation (AUD) Exam candidates,
mastering this topic is essential for both exam success and future auditing
practice.

Engagement Acceptance: The Starting Point

The engagement acceptance process is the auditor’s first formal step in
initiating a relationship with a client. It includes evaluating whether the
auditor can and should accept the engagement, and whether the audit
firm has the necessary competence, resources, and independence to
perform the audit.

There are several key considerations in this process:

1. Client Integrity

The auditor must assess whether the prospective client has a reputation
for honesty and ethical business practices. If a client has a history of
fraudulent behavior, weak internal controls, or legal troubles, these factors
may signal high risk. Information can be gathered through background
checks, inquiries with third parties, or reviewing prior audit reports (if
available).

2. Management’s Attitude

The auditor evaluates the attitude of the client’s management toward
financial reporting, internal controls, and the audit process. Management
that is overly aggressive with accounting estimates or evasive during
inquiries might signal red flags.

3. Audit Firm Capabilities

Before accepting an engagement, the firm must assess its own capabilities.
This includes:

Availability of competent staff with industry knowledge

Access to specialists, if required



Ability to meet deadlines and comply with legal or regulatory
requirements

4. Independence and Ethics

Independence in both fact and appearance must be ensured. If any real or
perceived conflict of interest exists—such as a close personal or financial
relationship with the client—the auditor must either resolve the issue or
decline the engagement.

5. Predecessor Auditor Communication

When the client has previously been audited by another firm, the current
auditor is required to communicate with the predecessor auditor, with the
client’s permission. This helps determine whether there were
disagreements or concerns about management, scope limitations, or fee
disputes.

6. Engagement Letter

Once the auditor decides to accept the engagement, an engagement letter
must be prepared. This formal contract outlines:

The objectives and scope of the audit

The auditor’s and management’s responsibilities

The expected form of the report

Access to records and cooperation

Fees and billing arrangements

This document helps manage expectations and protect both parties legally
and professionally.

Client Continuance

For ongoing clients, auditors conduct client continuance evaluations
before each new audit cycle. If significant changes have occurred—such as
new management, lawsuits, or major accounting issues—the auditor must
reassess whether it is appropriate to continue the engagement.

Risk Assessment: Planning the Audit



Once the engagement is accepted, the auditor begins the process of risk
assessment. This step is crucial in developing an audit strategy tailored to
the specific risks and characteristics of the client.

Understanding Audit Risk

Audit risk is the risk that the auditor may issue an unqualified opinion
when the financial statements are materially misstated. It is composed of
three elements:

Inherent Risk (IR) – The risk of material misstatement due to the
nature of the business or transaction, before considering controls.
Some industries, like banking or tech, have naturally higher inherent
risk due to complexity or rapid change.

Control Risk (CR) – The risk that the client’s internal controls will fail
to prevent or detect a material misstatement in a timely manner.

Detection Risk (DR) – The risk that the auditor’s procedures will not
detect a misstatement that exists.

Audit Risk = Inherent Risk × Control Risk × Detection Risk

Auditors can only control detection risk, so they must adjust their
procedures based on the assessed levels of inherent and control risks.

Risk Assessment Procedures

To identify and assess risks, auditors perform the following procedures:

1. Inquiries of Management and Others

The auditor talks to members of management, those charged with
governance (like the audit committee), and other employees to gain insight
into the entity’s operations, internal controls, and risk areas.

2. Analytical Procedures

These involve comparing financial and non-financial data to identify
unusual trends or inconsistencies. For example, a sudden drop in
receivables turnover might indicate potential revenue recognition issues.

3. Observation and Inspection



The auditor observes business operations and inspects documents such as
board minutes, budgets, and internal policies. This helps in understanding
how the entity operates and identifies any risks associated with specific
activities.

4. Understanding the Entity and Its Environment

Auditors must understand:

The entity’s nature, operations, and ownership

Industry conditions and regulatory environment

Objectives and strategies and how they might impact financial
reporting

The entity’s financial performance trends

This broad understanding supports better risk identification and audit
planning.

5. Understanding Internal Controls

An auditor needs to understand and evaluate the design and
implementation of the entity’s internal controls. This includes controls
over:

Financial reporting processes

Transaction approvals

Asset protection

Testing controls helps determine whether they can be relied upon to
reduce control risk, which affects how much substantive testing is needed.

Identifying and Assessing Risks of Material Misstatement

Once information is gathered, auditors assess the risk of material
misstatement at both:

The financial statement level: These risks affect the financial
statements as a whole, such as management override of controls or
poor tone at the top.



The assertion level: These risks affect specific assertions about
account balances or transactions. For example, the existence
assertion for inventory might be high risk if physical inventory
controls are weak.

The auditor must identify significant risks—those that require special audit
attention. Examples include:

Complex transactions

Related party transactions

Revenue recognition

Risk of fraud

For each identified risk, the auditor determines the appropriate response—
either by adjusting the nature, timing, or extent of audit procedures.

Documenting Risk Assessment

Auditors must document their findings and conclusions, including:

The understanding of the entity and its environment

The identified risks

The link between the risks and planned audit procedures

This documentation supports the audit plan and provides evidence of due
diligence.

Fraud Risk Consideration

Auditors have a responsibility to assess the risk of material misstatement
due to fraud. This involves:

Identifying fraud risk factors (e.g., incentives/pressures,
opportunities, rationalizations)

Discussing fraud risks with the engagement team

Performing journal entry testing and evaluating accounting estimates

Fraud risk requires a heightened level of professional skepticism. Even if no
fraud is found, auditors must demonstrate that they took active steps to



assess the possibility.

Tailoring the Audit Strategy

Based on the risk assessment, auditors develop an overall audit strategy
and a detailed audit plan. The strategy includes:

Scope and objectives of the audit

Timing and resource allocation

Assigning staff with appropriate skills

Need for specialists (e.g., actuaries, IT auditors)

The audit plan outlines specific procedures for each area of the financial
statements. For high-risk areas, auditors may increase sample sizes,
perform tests closer to year-end, or apply more rigorous substantive
procedures.

Communication and Coordination

Risk assessment is not a one-time activity. It is continuous throughout the
audit. New information or unexpected findings can lead to changes in audit
procedures. Auditors must communicate:

With management about the planned scope and timing

With those charged with governance about significant risks and
planned responses

Internally with team members to ensure alignment

Quality Control and Risk Assessment

Engagement risk—the risk of performing an audit that results in legal
liability or reputational damage—is also a consideration. As part of the
quality control system, firms often implement engagement quality reviews
for high-risk or public clients.

These reviews serve as a second layer of assurance, evaluating whether
significant risks were properly identified and addressed.

Importance for the CPA Exam



The AUD section of the CPA Exam will test candidates on:

Procedures for accepting and continuing engagements

Factors affecting audit risk

How to identify and assess risks of material misstatement

Designing audit responses to identified risks

Candidates should expect multiple-choice questions and simulations that
require evaluating scenarios and applying these concepts.

Conclusion

Engagement acceptance and risk assessment are foundational steps in the
audit process. They determine whether the audit should be performed and
how it should be planned. By thoroughly evaluating a prospective client
and systematically identifying risks, auditors can tailor their procedures to
provide a high level of assurance. For CPA candidates, understanding this
process in clear, simple terms is key to passing the exam and building a
strong professional foundation. The thoughtful application of these
principles not only helps auditors succeed but also upholds the credibility
of the entire profession.

Exam Format & Structure
The CPA Auditing and Attestation (AUD) Exam is one of the four sections of
the Uniform CPA Examination, a critical milestone for anyone pursuing a
Certified Public Accountant (CPA) license in the United States. The AUD
section specifically tests a candidate's knowledge and skills in auditing
procedures, understanding internal controls, evaluating evidence, and
adhering to professional standards and responsibilities. In order to
succeed, candidates must understand not only the content tested but also
the structure and format of the exam. This chapter focuses on providing a
clear and detailed explanation of the format and structure of the CPA AUD
Exam for the 2025/2026 testing cycle.

Understanding the AUD Exam: A General Overview

The AUD section evaluates the candidate's ability to perform audits and
attestation engagements in compliance with U.S. auditing standards. It also



assesses knowledge in areas such as ethics, professional responsibilities,
internal control, risk assessment, audit evidence, and reporting.

The exam is computer-based and administered by the American Institute of
Certified Public Accountants (AICPA). It is taken at Prometric testing centers
or through remote proctoring, depending on availability and eligibility. The
exam is designed to measure not only factual knowledge but also the
application, analysis, and evaluation of complex auditing tasks in real-world
scenarios.

Exam Duration and Structure

The CPA AUD exam is four hours long and is divided into five distinct
sections or "testlets." These testlets are composed of different types of
questions designed to assess both the breadth and depth of a candidate's
knowledge:

Multiple-Choice Questions (MCQs)

Task-Based Simulations (TBSs)

There are no written communication tasks in the AUD exam. Instead, a
greater emphasis is placed on simulation-based assessments that reflect
real-life audit scenarios.

Let’s break down the format:

Testlet 1: Multiple-Choice Questions (MCQs) – 36 questions

Testlet 2: Multiple-Choice Questions (MCQs) – 36 questions

Testlet 3: Task-Based Simulations (TBSs) – 2 simulations

Testlet 4: Task-Based Simulations (TBSs) – 3 simulations

Testlet 5: Task-Based Simulations (TBSs) – 3 simulations

Total Questions:

72 Multiple-Choice Questions

8 Task-Based Simulations



Candidates are allowed a 15-minute break after the third testlet (after
completing the first two MCQ testlets and the first TBS testlet), which does
not count toward the total exam time.

Types of Questions on the AUD Exam

1. Multiple-Choice Questions (MCQs)

These are traditional four-option questions with only one correct answer.
MCQs test both basic knowledge and the ability to apply concepts in
various auditing scenarios.

The questions cover all core areas of auditing and may include:

Ethical requirements and professional conduct

Risk assessment and planning

Internal control evaluation

Audit procedures

Communication and reporting

MCQs are presented in a progressive difficulty format. This means the
difficulty level of the second MCQ testlet is determined by how well the
candidate performed in the first testlet. If the candidate performs well on
the first testlet, the second will be more difficult and vice versa. Despite
the increase in difficulty, harder questions are worth more points, which
can balance out the score.

2. Task-Based Simulations (TBSs)

TBSs require candidates to apply their knowledge and judgment to solve
complex problems. They simulate real-world tasks that CPAs perform in
practice. Each simulation includes several questions or tasks based on a
single scenario or dataset.

For example, a TBS might include:

Reviewing and correcting an internal control deficiency

Analyzing a risk assessment matrix



Completing sections of an audit report

Interpreting audit evidence
TBSs may include exhibits such as emails, memos, spreadsheets, and
financial statements that candidates must use to complete the task. This
format allows the AICPA to assess how well a candidate understands the
audit process from start to finish, including judgment and critical thinking.

Content Allocation: What Is Tested?

The AUD exam content is based on the AICPA’s CPA Exam Blueprint, which
outlines the knowledge and skills expected of entry-level CPAs. The content
is divided into four major areas:

Ethics, Professional Responsibilities, and General Principles (15–
25%)

Assessing Risk and Developing a Planned Response (25–35%)

Performing Further Procedures and Obtaining Evidence (30–40%)

Forming Conclusions and Reporting (10–20%)

Let’s briefly explain each area:

Ethics, Professional Responsibilities, and General Principles

This area includes the AICPA Code of Professional Conduct,
independence requirements, terms of engagement, and an
understanding of the nature and scope of audit and non-audit
engagements. It sets the foundation for all audit work.

Assessing Risk and Developing a Planned Response

This section focuses on risk assessment procedures, understanding
the client’s business, identifying significant risks, and planning the
nature, timing, and extent of audit procedures accordingly.

Performing Further Procedures and Obtaining Evidence

This area assesses knowledge related to executing audit procedures,
testing internal controls, and gathering sufficient audit evidence. It



involves sampling techniques, analytical procedures, and substantive
testing.

Forming Conclusions and Reporting

Here, candidates are tested on evaluating audit results, forming an
opinion, and preparing appropriate reports. This includes
communicating with management and those charged with
governance.

Scoring and Grading

Each section of the exam contributes to the overall score. However, not all
questions are scored equally. The AICPA uses a weighted scoring model:

Multiple-Choice Questions (MCQs) account for 50% of the score.

Task-Based Simulations (TBSs) account for the remaining 50%.

The score range is from 0 to 99, and candidates need a minimum score of
75 to pass the AUD exam.

Importantly, some questions are considered pretest questions. These are
unscored and are used by the AICPA to test future exam items. Candidates
will not know which questions are pretest items, so it’s essential to
approach every question with equal seriousness.

Exam Interface and Navigation

Candidates take the AUD exam through the CPA Examination User Interface
(UI), a computer-based testing platform. Key features include:

Timer: A visible countdown to help manage the four-hour exam
window.

Flag Option: Allows candidates to flag questions they want to return
to later within the same testlet.

Calculator and Spreadsheet Tools: Useful for performing
computations and organizing data.

Authoritative Literature: Available for use during some simulations,
allowing candidates to reference audit standards and professional



guidance.
Becoming familiar with the testing interface through the AICPA’s sample
test and tutorials is essential. This ensures candidates can navigate the
tools confidently during the exam.

Exam Scheduling and Testing Windows

As of 2024, the CPA Exam follows a continuous testing model. This means
candidates can schedule and take the exam year-round without waiting for
specific testing windows. After receiving their Notice to Schedule (NTS),
candidates can book their exam through Prometric based on availability.

Candidates may only take each exam section once per calendar quarter,
and must pass all four sections of the CPA exam within an 18-month rolling
window.

Preparation Tips

Understanding the structure and format of the exam helps in building an
effective study plan. Here are a few tips:

Simulate the Exam Environment: Practice under timed conditions
using sample questions and full-length mock exams.

Focus on Simulations: Many candidates find TBSs more challenging,
so allocate ample time to understand and practice simulations.

Know the Blueprint: Refer to the AICPA Blueprint to guide your
studies and ensure you are covering all testable content areas.

Use Authoritative Literature: Learn how to use and search the
literature tool effectively—it can be a game-changer during
simulations.

Don’t Skip Ethics and Professional Standards: These are
foundational concepts and often make up a significant portion of the
exam.

Conclusion

The CPA Auditing and Attestation Exam is a rigorous assessment of a
candidate’s readiness to perform audit and attestation engagements



according to U.S. standards. By thoroughly understanding the exam’s
format, content areas, question types, and scoring model, candidates can
approach their preparation with clarity and confidence. While the exam is
challenging, strategic preparation and familiarity with the structure are key
components to success. The more comfortable you are with the exam’s
design, the better you can focus on demonstrating your knowledge and
skills as a future CPA auditor.
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