LEARNING MADE EASY

2nd Edition

CPA Exam

dummies

A Wiley Brand

Kenneth W. Boyd, CPA






AN

el NOR-R— 11— N

This book comes with access to more content online.

Quiz yourself, track your progress,
and study with digital flashcards!

Register your book or ebook at
www.dummies.com/go/getaccess.

Select your product, and then follow the prompts
to validate your purchase.

You'll receive an email with your PIN and instructions.


http://www.dummies.com/go/getaccess




CPA Exam

2nd Edition

by Kenneth W. Boyd, CPA

dummies

A Wiley Brand



CPA Exam For Dummies®, 2nd Edition

Published by: John Wiley & Sons, Inc., 111 River Street, Hoboken, NJ 07030-5774, www.wiley.com
Copyright © 2024 by John Wiley & Sons, Inc., Hoboken, New Jersey

Media and software compilation copyright © 2024 by John Wiley & Sons, Inc. All rights reserved.
Published simultaneously in Canada

No part of this publication may be reproduced, stored in a retrieval system or transmitted in any form or by any means,
electronic, mechanical, photocopying, recording, scanning or otherwise, except as permitted under Sections 107 or 108 of the
1976 United States Copyright Act, without the prior written permission of the Publisher. Requests to the Publisher for
permission should be addressed to the Permissions Department, John Wiley & Sons, Inc., 111 River Street, Hoboken, NJ 07030,
(201) 748-6011, fax (201) 748-6008, or online at http://www.wiley.com/go/permissions.

Trademarks: Wiley, For Dummies, the Dummies Man logo, Dummies . com, Making Everything Easier, and related trade dress are
trademarks or registered trademarks of John Wiley & Sons, Inc. and may not be used without written permission. All other
trademarks are the property of their respective owners. John Wiley & Sons, Inc. is not associated with any product or vendor
mentioned in this book.

LIMIT OF LIABILITY/DISCLAIMER OF WARRANTY: THE PUBLISHER AND THE AUTHOR MAKE NO REPRESENTATIONS OR
WARRANTIES WITH RESPECT TO THE ACCURACY OR COMPLETENESS OF THE CONTENTS OF THIS WORK AND SPECIFICALLY
DISCLAIM ALL WARRANTIES, INCLUDING WITHOUT LIMITATION WARRANTIES OF FITNESS FOR A PARTICULAR PURPOSE.
NO WARRANTY MAY BE CREATED OR EXTENDED BY SALES OR PROMOTIONAL MATERIALS. THE ADVICE AND STRATEGIES
CONTAINED HEREIN MAY NOT BE SUITABLE FOR EVERY SITUATION. THIS WORK IS SOLD WITH THE UNDERSTANDING THAT
THE PUBLISHER IS NOT ENGAGED IN RENDERING LEGAL, ACCOUNTING, OR OTHER PROFESSIONAL SERVICES. IF
PROFESSIONAL ASSISTANCE IS REQUIRED, THE SERVICES OF A COMPETENT PROFESSIONAL PERSON SHOULD BE SOUGHT.
NEITHER THE PUBLISHER NOR THE AUTHOR SHALL BE LIABLE FOR DAMAGES ARISING HEREFROM. THE FACT THAT AN
ORGANIZATION OR WEBSITE IS REFERRED TO IN THIS WORK AS A CITATION AND/OR A POTENTIAL SOURCE OF FURTHER
INFORMATION DOES NOT MEAN THAT THE AUTHOR OR THE PUBLISHER ENDORSES THE INFORMATION THE ORGANIZATION
OR WEBSITE MAY PROVIDE OR RECOMMENDATIONS IT MAY MAKE. FURTHER, READERS SHOULD BE AWARE THAT INTERNET
WEBSITES LISTED IN THIS WORK MAY HAVE CHANGED OR DISAPPEARED BETWEEN WHEN THIS WORK WAS WRITTEN AND
WHEN IT IS READ. FULFILLMENT OF EACH COUPON OFFER IS THE SOLE RESPONSIBILITY OF THE OFFEROR.

For general information on our other products and services, please contact our Customer Care Department within the U.S. at
877-762-2974, outside the U.S. at 317-572-3993, or fax 317-572-4002. For technical support, please visit https://hub.wiley.
com/community/support/dummies.

Wiley publishes in a variety of print and electronic formats and by print-on-demand. Some material included with standard
print versions of this book may not be included in e-books or in print-on-demand. If this book refers to media such as a CD or
DVD that is not included in the version you purchased, you may download this material at http: //booksupport.wiley.com.
For more information about Wiley products, visit www.wiley.com.

Library of Congress Control Number: 2024933553
ISBN 978-1-394-24599-4 (pbk); ISBN 978-1-394-24601-4 (ebk); ISBN 978-1-394-24600-7 (ebk)


http://www.wiley.com
http://www.wiley.com/go/permissions
http://Dummies.com
https://hub.wiley.com/community/support/dummies
https://hub.wiley.com/community/support/dummies
http://booksupport.wiley.com
http://www.wiley.com

Contents at a Glance

Introduction ........ ... 1
Part 1: Getting Started withthe CPAExam.................................. 5
cHAPTER1: SoYouWanttoBecomea CPA . ... ... 7
cHAPTER 22 Getting Acquainted with the CPAEXaM. ... e 15
cHAPTER 3: Applying, Scheduling, and Planning for Your ExamDay. ..., 25
cHAPTER 4: Implementing a Study Program ... ... e 33
cHapTer 5: Understanding the Types of CPA QUESLIONS. ... oot e 47
Part 2: DisciplineTests...... ... 53
capter 6: Understanding the Business Analysis and Reporting Test. . ..., 55
cHAPTER 7: Reviewing the Information Systems and Controls Test ...........oovviivennnn... 67
cHApTER 8: Going Over the Tax Compliance and Planning Test . ........ovviiiiiiiiiiinnn... 75
cHAPTER 9: Discipline Practice QUESLIONS . ... ..o e 89
cHAPTER 10: Answers and Explanations to Discipline Test Practice Questions. ................... 97
Part 3: Financial Accounting and Reporting............................... 101
cHAPTER 11: Taking a Closer Look at the Financial Accounting and Reporting Test............... 103
cHAPTER 12: Financial Accounting and Reporting Practice Questions ..., 135
cHAPTER 13: Answers and Explanations to Financial Accounting and Reporting

Practice QUESHIONS. . ..ottt i e e 145
Part 4: Auditing and Attestation .................................... 155
cHAPTER 14: Taking a Closer Look at the Auditing and Attestation Test ............. ...t 157
cHAPTER 15: Auditing and Attestation Practice QUeStIONS .. .....ovtiit it 185
cHAPTER 16: Answers and Explanations to Auditing and Attestation Practice Questions.......... 193
Part 5: Taxation and Regulation............................................. 197
cHAPTER 17: Taking a Closer Look at the Taxation and Regulation Test ........................ 199
CHAPTER 18: Taxation and Regulation Practice QUeSLIONS .. ......oviiiiiiiiiiiiiiiii e 223
cHAPTER 19: Answers and Explanations to Taxation and Regulation Practice Questions.......... 229
Part6:ThePartofTens........................... i, 233
cHAPTER 20: Ten Common Mistakes onthe CPAEXaM. ...ttt 235
cHAPTER 21: Ten Important Formulas to Understand. . ... 243
Glossary of AccountingTerms.......................coiiiiiiiiiiiiiinn. .. 253






Table of Contents

INTRODUCTION. ... e 1
ABOUL ThIS BOOK. . . oottt e e e e 1

Foolish ASSUMPLIONS . . . oottt e 2

lcons Used in ThIS BOOK . ..o v vt e e e e 2

Beyond the BOOK . .. ..ottt e 3
Whereto GofromHere ... ..o 3

PART 1: GETTING STARTED WITH THECPAEXAM......................... 5
carter: SO YOu Wantto Becomea CPA.......... ..., 7
Added Responsibilities with a CPA Designation ............. ... 7
Considering What @ CPA DOBS. . ..ttt e et e et et 8
Accounting work and controller positions. ............ oo i i i 8

Auditing, reviews, and compilations. ... i e 9

Preparing taxX retUINS . ..o e e e e et e 11

Branching outinto other careers ...ttt it 12

Comparing a CPAto Other Credentials . ... vi it i i i 12
Checking out the chartered financial analyst (CFA) credential ................. 12

Mulling over the certified valuation analyst (CVA) credential .................. 13
Understanding the CPA Licensing Requirements. ...........c.ooviiivineennenn.. 13

Going over education requUIreMeNtS. . . ..ottt i 13

Meeting the experience requiremMent. ... ...ovutit it n it 14

AdAressing ethics. . . ..ottt e e 14

Walking through CPA EXam TOPICS . ..ottt et i enn 14

caerer 2. Getting Acquainted with the CPAExam ........................... 15
Knowing What's onthe EXam . ... ..ot i 15

The three discipline tests . ...ttt e 16

Financial accounting and reporting ...ttt 16

Auditing and attestation. . ... ... e 17

Taxation and regulation . ... oot e 17
Understanding the Exam Format . ... oo i 18
Navigating the online tests. . ... ... e 18
Encountering different types of questions ........... ... . it 19

Looking at the structure of thetests. ...t 19

Going Over the Skills You Need to Succeed ontheExam........................ 20
Understanding How the Tests Are Weighted .......... ... . ... i it 22

How Did You Do? Knowing How the Exam IsGraded ........................... 23

cuaererz: Applying, Scheduling, and Planning for Your Exam Day ........ 25
Making Sure You've Met the Prerequisites .............coiiiiiiiiinnnn.. 25
Considering your amount of education............coouiiiiiiiiii i, 25

Adding iN YOUr @XPeIIENCE . . oo\ttt ettt et et 26

Reviewing the licensing requirements . ............ ..o i, 26

Applying to Take the EXam. ... ..ottt e 26
Applying for Special Accommodations. . ...ttt 27
Scheduling the EXam. .. ...t e e 27
Wheretotake thetest .. ...t i 28
Whentotake it . ..ot 28

Canceling and reschedulingyourtestdate............ccooiiiiiiinnn... 28

Table of Contents vii



viii

Considerations Before the EXam. .. ..o vttt e 29

Having a study plan. .. ... oo 29
Psyching yourself Up. .. ..o 30
Arriving atthe Test Center. ... ..ottt e 30
SItting @t the EXam. .« .o 30
Following therules ... ... . i e e 31
Helping to improve the exam forothers...... ... . ... . i it 32
caerera: IMmplementing a Study Program........................... 33
Reaching Your Goal of Passingthe Exam. ...........oo i, 33
Setting an Overall Study Schedule ....... ... i i 34
Scheduling factors to consider ...t i i e e 34
Using a study planner. ... e 35
Creating a Study Planfor Each Test .. ...t i e 36
Auditing and attestation study plan..........c . i i 36
Financial accounting and reporting studyplan.......... ... ... o it 37
Taxation and regulation study plan ... i 40
Adding in business ethics. . ... i 41
Discipline test study plan ... ..ottt e 41
Following Up after YoUr TeStS ..o v vttt i 44
CoNSIdering YOUr FeSUILS. o vttt et et et e et 44
APPEAlING YOUI SCOME . ittt ettt et e e e ettt 45
ciarrers: Understanding the Types of CPA Questions ...................... 47
Adopting a Useful Mindset for Takingthe Exam. ..., 47
Putting Together a Strategy for Multiple-Choice Questions . ..................... 48
Going over the structure of aquestion ......... ...ttt 438
Mulling over traits of a well-written question .. ....... ... ... o L. 48
Answering a multiple-choice question.......... ... i 49
Considering Task-Based Simulations ... ... i e 50
Auditing and attestation (AUD) simulation .......... ... i it 50
Financial accounting and reporting (FAR) simulation......................... 51
Reviewing Six Key Concepts to Improve Your Score ............covviinvennen.. 51
Emphasizing the balance sheetformula ........ ... ... . i it 52
Distinguishing between realized gains and recognized gains. .. ............... 52
Keeping total depreciationinmind. ......... .. ... i 52
Comparing depreciation and amortization.............cooi ... 52
Working with bond amortization. ............. .. i 52
Wrapping up with dilutive securities. . ... i 52
PART 2: DISCIPLINE TESTS . ... 53
ciarrere: Understanding the Business Analysis and Reporting Test . . ... 55
Using BUsiNess ANalysSis . . ..o oo u e 55
Understanding financial ratios ........... . i 55
Managing with a balanced scorecard............ ..o i 57
Applying cost accounting CONCEPLS. ...t n ettt 57
Working with Technical Accounting and Reporting .......... ..., 58
Thinking about the businesscycle ........ ... .. i i i, 58
Analyzing capital Structure. .. ... 59
Applying asset valuation methods ...t 60
Evaluating risk managementissues ....... ...ttt 61
Considering economic factors. ... ..ottt 63

CPA Exam For Dummies



CHAPTER 7:

CHAPTER 8:

CHAPTER 9:

CHAPTER 10:

Accounting for State and Local Governments. . ..., 64

Working with statement of net position. ............. ... o i il 65
Going over statement of activities ......... ... . i i 65
Reviewing the Information Systems and Controls Test......... 67
Going Over Information Systems and Data Management ....................... 67
Reviewing cloud computingand ERPS . ..., ..ot 68
Analyzing disaster recovery plans and business continuity ................... 68
Mulling over change management. . ...ttt ittt 69
Considering data management. . . ...ov it in i e 69
Evaluating Security, Confidentiality, and Privacy ............ ... .o it 70
Reviewing important regulatory bodies. . ...... ... i i i 70
Evaluating potential threatsand attacks . .......... .. o i, 71
Implementing mitigation strategies . .......cvuii i i i 72
TeStiNg CONTIOIS . .ttt e e e e e i 72
Understanding System and Organization Controls (SOC) Engagements ........ 72
Going Over the Tax Compliance and Planning Test.............. 75
Reviewing Tax Planning for Individuals ......... ... o i, 75
Calculating gross INCOMIE . ... i ettt e e e e i 76
Working with deductionsand payments. ...t 78
Addressing the gift tax and the estatetax. ...t 79
Considering the impact of taxesoninvestments.................oo i, 80
Thinking About Business Tax Compliance. . ..., 82
USINg @ C COrPOration .« oottt e e e e e e 82
Planning for S corporations . .. ...t e 84
Understanding partnership tax compliance ........ ... oo, 84
Analyzing taxation of trustsand estates ......... ... i 86
Discipline Practice Questions........................................ 89
Business Management . ... ...ttt e 89
T ISSUES. e 91
Financial Ratios and Metrics . ... e 92
Accounting TransSactions ... ...ttt 93
TaxXation .. o 94

Answers and Explanations to Discipline Test Practice

QUESLIONS ... .. 97

Business Management . ... ...t 97

T IS S UES. ettt e e e 98

Financial Ratios and MetriCs .. ......ouuit it e i 98

ACCOUNING TranSaCtioNS . ..o vttt e e e e e e 98

TaXat 0N Lt e 99

PART 3: FINANCIAL ACCOUNTING AND REPORTING................... 101
cuarrer 11: T@King a Closer Look at the Financial Accounting

andReportingTest ..................... i 103

Starting with Standards for Financial Statements .......... ... ... ... 103

Reviewing regulators and reporting methods. ............. ... .o, 104

Going over specific financial statements . . .........c i i 105

Choosing an accounting basis. . .....ov it e 109

Table of Contents  iX



X

CHAPTER 12:

CHAPTER 13:

Going through the ACCOUNTES . .. .ottt e e 110

Checking out @sset acCounts . ... ...ttt e 110
Catching up on liabilities and equity. ... ... 119
Posting gains and losses from stock options .......... .. ... i 124
Wrapping Up With revVenuUe. . . ...ttt 125
Considering Important Transactionsand Events .. ........... ..., 125
Correcting errors and reviewing accountingchanges . ...................... 125
Going over other income statement activity........... ..o, 127
Adding other required disclosures . ...t 130
Accounting for Government Entities. . ........ .. i 132
Checking out financial reports forageneralfund .......................... 132
Presenting appropriations, encumbrances, and expenditures ............... 132
Keeping Up with Not-for-Profits .......... ..o 133
Starting with the statement of financial position ............. .. ... ... .... 133
Moving on to the statement of activities . .......... .. ... .o il 134
Adding in the statement of cash flows and notes. . ......................... 134
Financial Accounting and Reporting Practice Questions....... 135
Business Combinations and Consolidations. . ......... ... oo, 135
BasSiC CONCEPS. o ottt e 136
Error Corretion. ..o vt e 136
ACCOUNTING Changes o vttt ettt e e et e e e e et 137
Financial Statements. ... ... 137
11 VZ=] o o P 138
FiXed ASSetS . oot 138
Monetary Current Assets and Liabilities ........ ... .. o i i 139
Present Value Fundamentals. ... ... o i e 139
PresentValue BONAS. .. ..ot 140
Present Value Debt Restructure .. ... ... ittt 140
Present Value Pension . ... .ot e 141
Present Value Leases .. ...ttt 141
Deferred TaXeS. . . oottt t ettt ettt 141
Stockholders EQUItY . ..o vt e 142
INVESTMENTS .ot e e e e 142
Statement of Cash FIOWS ... ... e 143
Personal Financial Statements .......... ... i e 143
INTEerim REePOITING . ottt e e e et e e 143
SegMENt REPOITING . . oottt e e 144
Partnership ACCOUNTING .. ..ottt e e e et 144

Answers and Explanations to Financial Accounting

and Reporting Practice Questions................................. 145
Business Combinations and Consolidations............ ... .. 145
BasiC QoM PES . .« vttt et e e e 145
Error COrmeCtioN. ..ottt e e e e 146
ACCOUNTING ChangeS . o oottt ettt et e et e e i 146
Financial StatementS. . .ottt e e e 147
INVENEONY. . ot 147
FIXEA ASSBES & oottt e e 148
Monetary Current Assets and Liabilities ............ ... i, 148
Present Value Fundamentals. . ... ...t e e e 149
Present Value BoONdS. . ...ttt e 149
Present Value Debt ReStrUCtUIe . ... oot e e e 150
Present Value PeNnSiON . ...t e e e 150

CPA Exam For Dummies



Present Value Leases .. ...c.vi ittt e e e 150

Deferred TaXes. . ..o vttt ittt 151
StoCKNOIErs EQUILY .« . v v v ettt e ettt e et e e e 151
INVESTMENTS . ..o 151
Statement of Cash FIOWS ... ..o i e 152
Personal Financial Statements .. ... ...ttt 152
INterim RePOItiNG ..ottt e e e e e 152
SeEMENT REPOITING .« . vttt ettt et e e e e 152
Partnership ACCOUNTING . . ..ottt e e e e 153
PART 4: AUDITING AND ATTESTATION ..o 155
cuarrer 12: Taking a Closer Look at the Auditing and Attestation Test .. .157
Understanding the Engagement. ... ...ttt i it 157
Defining an audit. . ....ooi i e 158
Gaining knowledge of theclient ... ... i i 159
Planningin moredetail. . ...t e 161
Assessing the Company and Internal Controls. ..., 165
Resolving materiality, risk assessment, andfraud .......................... 165
Reviewing an internal control environment ............... .. ... . ... 168
Performing Audit Procedures . ...... ..ottt i i e e 169
Deciding on procedures fortheaudit ......... ... .. i, 169
INtroducing Sampling ... ..ottt e 170
Considering the Results of Your AuditWork . . ........... .o, 174
Reading an unqualified auditopinion ............. .ot 174
Adding explanatory language to an unqualified report...................... 175
Going over other audit opinions: Qualified, adverse, or no opinion........... 177
Creating reports on internal controls and otherwork....................... 180
Going Over Accounting and Review Engagements. .............. .. ... . .o.... 180
Meeting minimum SSARS requirements . ...t 181
Working on a compilation engagement........ ... i i i 181
Going over areview engagement . ... oottt e 182
Moving through Professional Responsibilities .............. ... .. ... . ... 183
cuaerer 1s: Auditing and Attestation Practice Questions.................... 185
Auditing and ReVIeW ServiCes .. ... ..ottt e 185
Auditing with Technology . . . ...t e 186
AUdit SamMPIiNg. . . 187
Engagement Planning. .. ...t e 188
EVIdENCE . 189
Internal Control . ... oo 189
REPOITING . ottt e 190
Professional Responsibilities. ... ..o 191

CHAPTER 16:

Answers and Explanations to Auditing and Attestation

Practice Questions. ... 193
Auditing and ReVIEW ServiCes . ...t i e e e e 193
Auditing with Technology. .. ... oot e e e 194
AUt SamMPIING. o ot e 194
Engagement Planning. . ..ot e 194
EVIdeNCe .. 195
Internal Control . . ... e e e e e 195
REPOIING .ottt e e 195
Professional Responsibilities. ...... ..o 196

Table of Contents  Xi



PART 5: TAXATION AND REGULATION ... 197

cuarrer17: Taking a Closer Look at the Taxation and Regulation Test. .. .199

Addressing the CPA’'s Responsibilities ......... ... it 199
Understanding ethics requirements for a CPA practice ..................... 199
Considering your legal duties and responsibilities. ...................... ... 200

Mulling Over BUSIN@SS LaW ISSUES . ..o vttt ettt iiiee e e e 201
Presenting the concept of agency. ......covviiii i 201
Going over agency liability issues . ... oo 202
Addingin tortliability ... 203
Getting Up to speed ON CONTIaCES . ..o vttt ettt e e 204
Using the Uniform Commercial Code (UCC) and credit relationships.......... 208
Choosing a business structure and other regulations. ...................... 216
Taking on security regulation. . ... 218

Taxing Individuals .. ... 221
FiliNg a retUrn . . e 221
Going over filing status. .. ...ttt 221
Reviewing head of household status ......... ... . it 222

cuarer 13: Taxation and Regulation Practice Questions.................... 223

A NICY . e e ettt e e 223

BanKrUPECY . v et e 224

BUSINESS StrUCTUIE. . . . o e 224

CONErACES. o ottt e 224

Commercial Paper. ..ot e 225

Debtor-Creditor Relationships. . ... oo e i 225

Regulation of Employment. . ... ..ot e 226

Federal SecUrities ... ...ttt 227

Professional/Legal Responsibilities. .. ...... ... i 227

TaXation .. o 227

o 0 0= P 228

SalES. L 228

Secured TranSaCtioNS . . ..ottt e e 228

cuarrer 10: ANSWers and Explanations to Taxation and Regulation

PracticeQuestions................................... 229
A BNICY . o ettt e e 229
BaNKIUPICY o vttt et 229
BUSINESS STrUCTUIE. . o ot e e e et 230
CONtrACES. « ot ettt e 230
Commercial Paper. . ...ttt 230
Debtor-Creditor Relationships. .. ... e 231
Regulation of Employment. .. ... e 231
Federal SeCUNITIES .. ..ot e e e 231
Professional/Legal Responsibilities. . ...... ... 232
P O Y ot e 232
SIS, L 232
Secured TranSaCtioNS . .. v ottt ettt et et e e 232
PART 6: THE PART OF TENS ... e 233
cuarter 20. T@N Common Mistakesonthe CPAExam ........................ 235
Skipping Your Notes When You Review Your Answers .............ccooeveeenn.. 235
Not Knowing the Language in Audit Reports ...t iinennn. 236

Xii CPA Exam For Dummies



Not Understanding Segregating DUties . . ...ttt 236

Applying Accounting Policy Inconsistently. ...t 237
Not Reviewing Financial Ratios by Type. . ...ttt 239
Forgetting to Consider the Type of Taxation...........coviiiini .. 239
Not Memorizing the Tax Formaton Form 1040 ......... ... .o, 239
Confusing Present Value and FutureValue.......... ... ... i, 240
Failing to Keep the Big Four Type of Costs Straight ............ ... . ... ... 241
Not Considering Employer Responsibilities for Individual Contractors ........... 242
cuarrer2: T€N IMportant Formulas toUnderstand ......................... 243
Breakeven in Total Dollarsand UnitsSold. .......... ... oo, 243
Accrued Interest Paid byaBond Buyer ... e 244
Double-Declining Balance Depreciation. . .......covuieiin i, 245
Multi-Step Income Statement ... ..ottt e 246
INVENTOIY TUIMOVEL & . ettt et e et e e e ettt e 246
Receivable TUMMOVEN . . ... e e 247
Effective Interest Rate Method . ... ... o i 247
Special-Order Profitability ..o e 249
Individual Taxation Formula: Form 1040 . . ....... ... 249
Liquidity and Solvency Formulas. .. ... 250
GLOSSARY OF ACCOUNTING TERMS. ... 253
IN D X o 271

Table of Contents  Xiii






Introduction

o you're interested in becoming a CPA, huh? Good for you! A CPA certification opens all

kinds of doors for you professionally that are closed to accountants without this certifica-

tion. Let me warn you, though: The CPA exam is challenging. You’re going to need to organ-
ize and study an enormous amount of data. Lucky for you, CPA Exam For Dummies makes studying
for the exam easier.

About This Book

I took the CPA exam myself and passed it in the early ’90s. Passing all four sections took me mul-
tiple tries. I really struggled, and I now know why. I didn’t think through the process of creating
and implementing a plan of study. I just dove in with no real plan of attack. I wrote this book, in
part, to provide that attack plan for you.

I struggled for another reason, too. The test-prep material I used was comprehensive, covering
all the topics that were on the exam in detail. What I needed was a text that explained the most
frequently tested topics using examples that I could understand.

This book explains concepts by providing examples you may already understand. When my kids
learned to tie their shoes, a friend of ours explained that you take the two shoestrings and “make
them into elephant ears.” Because our kids could visualize an elephant’s big, floppy ears, the kids
could make the loops to tie their shoes. They understood elephant ears, and that helped them with
the shoe-tying concept. (At least two of our three children still know how to tie their shoes!)

When people ask me about test-preparation material, I explain that there are lots of great books,
videos, and online resources out there. You can find some great material on the web for free.
What’s missing, I believe, are tools to explain these complex ideas in a simple way. I hope that
you get that clear explanation out of reading this book.

I wrote this latest edition of CPA Exam For Dummies so that each chapter can stand on its own. If
you’re like me, you may glance at the table of contents of a book to find a specific topic. This book
allows you to find that topic, read about it, and come back to the book later.

This book is your tool to understand and successfully complete the CPA exam, so you’ll see
frequent references to “you” rather than “me.” Also, keep in mind that companies sell both
products and services. You’ll see examples using both throughout the book. Some companies are
manufacturers, and some are retailers. Instead of making a product, retailers typically buy inven-
tory and sell it.

Also note that in accounting, you’ll find situations in which two or more terms mean the same
thing. Here are some of the synonymous terms that you find in this book:

¥ Cost of sales has the same meaning as cost of goods sold.

¥ Sales and revenue mean the same thing.
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»
»
»
»

Indirect costs has the same meaning as overhead costs.
Predetermined, budgeted, and planned all mean the same thing.
Audit report and audit opinion are used interchangeably.

Net income is also profit, for the purposes of this book.

Foolish Assumptions

I had to make some assumptions about you, the reader. As I wrote the book, here’s what I assumed:

»

»

»

»

»

You're able to follow basic arithmetic and algebra. Some of the items you need to calculate
appear in the form of equations. The CPA exam often provides numbers that you need to plug
into a formula. One number in the formula isn't provided, so you use algebra to solve for the
missing value.

You have a beginner's level knowledge of how a business works. You understand that
sales less expenses equals profit. You're aware that a business needs to have capital (cash,
equipment, and so forth) to operate.

You're taking a serious look at studying for and taking the CPA exam. This book is
intended for the reader who has some interest in business or accounting and is considering
adding to their skills by taking the CPA exam.

You may have taken some of the tests for the exam and not passed. You may have
several test-preparation books and resources already. You need a method to plan your study,
and you need key exam concepts explained more clearly.

You're willing to read, pause, and assess what you've read. Learning the concepts for the
CPA exam takes some effort. It's not the sort of thing you can rush through. Although the text
makes it easy to find information, understanding what you read takes some effort. Given the
volume of information on the exam, you'll likely need to go over the concepts several times to
commit them to memory.

Icons Used in This Book

2

Q

TIP

REMEMBER

A

WARNING

To make this book easier to read and simpler to use, I include some icons that can help you find
and fathom key ideas and information.

This icon appears whenever an idea or item can help reinforce your understanding of a concept.
A Tip may make it easier to remember a topic.

Whenever you see this icon, you know the information that follows is so important that it’s worth

reading more than once.

Pay attention to the Warning icon to avoid pitfalls on the CPA exam.

CPA Exam For Dummies



Beyond the Book

In addition to what you’re reading right now, this book comes with a free access-anywhere Cheat
Sheet that includes tips to help you prepare for the CPA exam. To get this Cheat Sheet, simply go
to www.dummies. com and type CPA Exam For Dummies Cheat Sheet in the Search box.

You also get access to extra practice questions for each of the six possible tests on the CPA exam,
as well as dozens of flashcards to help you practice your CPA vocab. To gain access to the online
practice, all you have to do is register. Just follow these simple steps:

1. Register your book or ebook at Dummies.com to get your PIN. Go to www.dummies .com/go/
getaccess.

2. select your product from the dropdown list on that page.

3. Follow the prompts to validate your product and then check your email for a confirma-
tion message that includes your PIN and instructions for logging in.

If you do not receive this email within two hours, please check your spam folder before
contacting us through our Technical Support website athttp://support.wiley.com or by
phone at 877-762-2974.

Now you’re ready to go! You can come back to the practice material as often as you want — simply
log on with the username and password you created during your initial login. No need to enter the
access code a second time.

Your registration is good for one year from the day you activate your PIN.

Where to Go from Here

This book is organized so that you can go wherever you want to find complete information. Need
to know about the regulation test, for example? Head to Chapter 17. If you want to know about the
prerequisites for taking the CPA exam, start at Chapter 3. You can use the table of contents to find
broad categories of information or the index to look up more specific things.

If you’re not sure where you want to go, you may want to start with Part 1. It gives you all the

basic info you need to understand the CPA exam and points to places where you can find more-
detailed information.
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Getting Started
with the CPA

Exam



IN THIS PART . ..

Find out what it takes to become a CPA — and why all
the work is worth it.

Become familiar with the structure of the exam and
what types of skills it tests.

Find out how to register for the exam and what to
expect when you arrive on test day.

Put together a study plan that works around your
busy life to ensure that you're as successful as
possible on the exam.

Get to know the types of questions you'll see on the
exam so that you can answer them with confidence.



IN THIS CHAPTER

» Considering the benefits of a CPA
designation

» Mulling over what a CPA does

» Weighing the CPA credential with
other designations

Chapter 1

So You Want to Become
a CPA

certified public accountant, or CPA, is a valuable credential in the world of accounting and
finance. To gain the credential, a candidate must pass the CPA exam. Before you put in the
work to prepare for the exam, though, make sure you understand the CPA designation.

In this chapter, you discover the added responsibilities that may come with a CPA designation.
CPAs have a higher level of expertise and responsibility than non-CPA accounting professionals.
As a result, many senior-level accounting positions require a CPA. Next, you go over the type of
work that CPAs perform. The designation allows you to work in a variety of accounting positions.
Finally, you look at a comparison of the CPA credential to other designations in the accounting
profession.

Added Responsibilities with a CPA Designation

A CPA designation can allow you to advance your career beyond those people who simply earn an
undergraduate degree. That’s because the CPA exam tests you on a set of skills that are more
specific than you find in an undergraduate business program. Also, the sheer amount of informa-
tion tested makes passing the exam a real accomplishment. In this section, you see some of the
additional responsibilities that come with a job that requires a CPA credential.

Many successful people in business, government, and the not-for-profit world started out as
CPAs. That may be because CPAs understand how an entire entity works. An accountant has to
understand each process within an organization, because they’re responsible for posting the
accounting transactions for those processes.

CPAs also generate the financial statements for the entity. To put together the statements, an

accountant has to understand how the entire organization operates. It’s the CPA who often must
answer to stakeholders regarding the financial statements. Stakeholders include regulators,
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lenders, and investors, to name a few. Here are some typical issues that a stakeholder may bring
up with a CPA:

3 Balance sheet and debt: A potential lender to the company may want details on the amount
of debt a business already owes to creditors. Some lenders compare the company's total debt
to total assets. That ratio indicates the assets a company can sell to pay off debt, assuming that
the company can't make payments of principal and interest.

You can compare this situation to using a car as collateral for a loan. If the car buyer can't
make the payments, the lender can sell the car to recover some (or all) of the amount loaned.

3 Stockholders and earnings: A common-stock owner may look into the amount of earnings
an entity generates. One measurement of earnings is earnings per share (EPS). EPS is defined
as the company net profit divided by average common stock shares outstanding. This ratio
explains the dollar amount of earnings that a business generates for each common stock
share. Average common stock is defined as follows:

[ Beginning common stock balance for the periodj

+ Ending common stock balance for the period

Average common stock = 5

Many investors feel that EPS is an indication of a common stock'’s value.

3 Regulatory requirements: Regulators require many financial institutions to maintain a
certain amount of equity, which is defined as assets minus liabilities. To a regulator, equity
represents funds available for investors. If a financial institution violates a rule or regulation,
the business can repay investors using its equity.

You can understand equity using this example. Assume that a company sells all of the assets for
cash and uses the cash to pay all liabilities. Any amount of cash that is left over is equity.

Considering What a CPA Does

8

A big advantage of the CPA credential is that it increases the variety of tasks an accountant can
perform. Like many professionals, a CPA may specialize in a field or branch out into other areas
of the profession.

This section explains what a CPA does and specific types of positions that are staffed by CPAs.
Many of the jobs are useful in a variety of industries. Retailers and manufacturers, for example,
both need tax returns and financial statements prepared. Although specific industry knowledge is
important, CPAs have a set of skills that are largely transferrable.

Many businesses will hire accountants without a CPA to operate in accounting positions with less
responsibility. A staff accountant handling accounts receivable or accounts payable may not have
a CPA designation. Other positions with more responsibility will require a CPA. The company
controller and chief financial officer are typically CPAs.

Accounting work and controller positions

One big distinction between types of accounting work is accounting versus tax. Accounting is
thought of as posting transactions and generating financial statements. Tax, on the other hand,
refers to tax planning and filing tax returns. This section discusses accounting work.

PART 1 Getting Started with the CPA Exam



A chief executive officer (CEO) is responsible for hiring senior management, and one of those
positions is chief financial officer (CFO). The CFO has overall responsibility for all financial
matters of an organization. Here are some specific tasks that a CFO must manage:

»

»

»

Controllership: Controllership refers to maintaining control over the financial transactions of
a company. The CFO needs to ensure that the accounting transactions are posted correctly.
Controllership also refers to generating accurate and timely financial statements shortly after
the end of each month and year.

Treasury: Treasury refers to the cash needs of a company. Businesses use debt and equity
in some combination to raise capital, which refers to the cash and other assets the company
acquires to fund the business. The decision on how much debt or equity to raise is in the
hands of the CFO. The CFO plans for short-term cash needs to operate the company each
month. The CFO also plans for long-term financing needs, such as planning for an expensive
purchase (building, equipment, machinery, and the like).

Financial strategy: The CFO has overall responsibility for financial strategy. This includes
analyzing company profit by department or product line. A CFO is expected to recommend
how each department can make changes to improve profit. Because nearly every company
has a limited amount of capital, the CFO needs to analyze how that capital should be used to
maximize earnings. That may mean buying a new piece of equipment for Department A and
closing the operations of Department B. A CFO works closely with the company’s operations
managers to make processes more efficient.

The CFO is both an accountant and a manager. Here are some of the positions the CFO will hire
and manage:

»

Controller and treasurer: The CFO hires a controller to manage the accounting transactions
and financial-statement process. They also hire a treasurer to manage the treasury activities.

3 Accounting manager: A CFO, using input from the controller, may hire one or more account-

»

ing managers. These managers are responsible for certain areas of the controllership process.
One manager, for example, may handle the company’s accounts receivable process. That
manager processes sales, receivables, and bad-debt transactions. The position also includes
reporting financial results to the controller and CFO.

Staff accountant: Accounting managers, in turn, hire staff accountants. This type of position
is responsible for the day-to-day transactions of a company. If the staff accountant works with
accounts receivable, they review incoming customer payments and reduce accounts receiv-
able. That same person analyzes credit sales and posts accounts receivable. A staff accountant
position may be the first position you work in as a CPA.

Not all companies have all the accounting positions I explain here. A small company may have a
CFO, controller, and a few staff accountants; no accounting managers are needed to manage the
company’s accounting work.

Auditing, reviews, and compilations

CPAs fill the role of a third-party auditor. An auditor is a CPA who is independent of the company
under audit. Independence means that the only relationship that the CPA has with the business is
the fee paid for the audit. An audit occurs when an auditor performs procedures on the company’s
financial statements. The auditor uses the procedures to gather evidence about the financial
statements. After completing an audit, the CPA provides a written opinion on whether the finan-
cial statements are free of material misstatement.
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TIP

When discussing an audit, the word “material” refers to a misstatement (mistake) that is large
enough to impact the opinion of the financial statement reader. So how large? Well, materiality is
a matter of judgment. A $200 misstatement may not get the reader’s attention, but a $30,000
misstatement is reason to question the accuracy of the numbers.

Reviewing jobs in the field

CPA firms perform audits. These organizations are typically partnerships formed by CPAs. Here
are some of the positions you find in a CPA firm:

3 Partner: A partner has an investment in the partnership. The partner is responsible for the
management of a particular group of audit clients. Like a CFO, the partner selects an audit staff
and manages the audit. Audits involve layers of review. The audit partner is responsible for the
final review of the audit work.

3 Manager: A manager works for the partner. Each manager may be responsible for several
audits that are in process at the same time. The manager reviews the work of the audit staff
below them. The manager is the main contact for the audit client’s staff.

¥ Senior: A senior has day-to-day responsibility for the audit work performed. This individual is
present at the client's offices during the audit's fieldwork. Fieldwork refers to when the auditors
gather evidence at the client's offices. The auditor and the client agree on when and how long
fieldwork will take place.

¥ Staff accountant: Staff accountants perform the bulk of the audit procedures. This may
include testing accounting transactions using company documents or interviewing the client's
staff. If you join a CPA firm’s audit department, you'll probably start as a staff auditor.

Going over the audit process

When planning an audit, the CPA firm creates an audit program. An audit program documents the
procedures that will be performed for each area of the audit. An audit of cash, for example, will
include a review of the client’s bank account reconciliations. The auditor will use the bank state-
ment and the client’s cash activity to review the reconciliation of each bank account.

Everyone involved with the CPA firm’s audit will follow the steps in the audit program. After the
staff accountant or senior completes a step on the audit program, the manager and the audit
partner will review the work. The senior reviews the work of each staff accountant. The multiple
layers of review ensure that each step in the audit program is performed and that sufficient audit
evidence has been gathered.

After the audit evidence is gathered during fieldwork, the senior and manager work on the audited
financial statements. Each number in the financial statements is audited to some extent. The
auditors compare their audit results with the company’s financials. If differences exist, the audi-
tor may propose an adjustment.

An adjustment is a proposed accounting entry to correct the financial statements. That correction
may be to fix an error or to clarify an accounting issue. Adjustments are also posted based on
judgments and estimates. A bank, for example, estimates the dollar amount of loans that won’t
be repaid. The bank then posts an entry to account for bad debt expense. An auditor may propose
that the bad debt expense be increased or decreased.

The client can accept the adjustment and post the accounting entry. A client may also reject post-
ing the adjustment. If the client rejects the proposed adjustment, that decision may impact the
auditor’s decision on the audit opinion. For example, an auditor may feel that the dollar amount
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of the adjustment requires disclosure to the financial-statement reader. The auditor may add
language to the audit opinion about this area of concern.

CPA firms perform other projects that aren’t considered audits, such as reviews and compilations.
In these instances, the auditor isn’t giving an opinion as to whether the financial statements are
presented fairly. Instead, the CPA reviews the financials for proper formatting and reasonable-
ness. If you work for a CPA firm, you’ll probably work on several types of engagements.

Preparing tax returns

Besides auditing, the other large area of business for a CPA firm is tax preparation. You’ll find that
larger CPA firms provide both audit and tax services. Smaller firms may provide only tax services.
Given the complexity of the IRS tax code, many CPAs who specialize in tax issues work on tax
preparation and planning year-round.

Depending on the size of the firm, you may see the same partner, manager, senior, and staff struc-
ture that I discuss in the earlier section “Reviewing jobs in the field.” If you’re interested in pursu-
ing a CPA career by opening your own small business, preparing tax returns may be a way to start.

When you consider a career in either audit or tax, keep these thoughts in mind:

3 Seasonality of tax: Working in tax requires a tremendous number of hours between January
1 and April 15. That's because corporate and other business tax returns as well as personal tax
returns are due in the March and April timeframe. To succeed as a tax preparer, you need the
ability to maintain a focus on detail while working long hours.

Audit work includes heavy hours during the same timeframe. Most companies have a
December 31 year-end, so the first quarter of the following year is a busy time for organizing
and preparing year-end financial information. However, auditors can plan work and perform
some procedures before December 31. In addition, some companies have fiscal year-ends
that are at different points during the year. As a result, the work of an auditor can be more
spread out during the year than tax work.

¥ Less interaction: Generally, tax preparers spend more time in the office working on technical
issues. Audit, on the other hand, requires time at the client location. Fieldwork represents time
at the client’s offices performing work and talking to client personnel. If you're more outgoing
and prefer more human interaction, audit may be a better choice than a career in tax.

¥ Travel: Auditors need to travel to client locations. Sometimes that travel may be difficult to plan and
predict. If fieldwork takes longer than expected, an auditor may need to stay out of town longer.
Generally, auditors try to work heavy hours while out of town. This approach allows them to finish
the fieldwork as soon as possible. Tax accountants, on the other hand, generally travel much less.

Both audit and tax work require you to spend time on continuing education. As you see later in
this chapter, some continuing education is required by the CPA profession. You'll need to spend
even more time learning about your field. If you’re an auditor, you’ll learn about the industries of
the clients you audit. Tax specialists need to stay on top of changes in the tax code.

Larger CPA firms have auditors who specialize in particular industries. They might, for example,
develop an expertise in financial service audits. Most of the audits you work on will be in that
area. As you learn more, you’ll be able to complete audit procedures more quickly. You’ll also be
better prepared to ask the client intelligent questions.

Audit clients want the CPA firm to staff the audit with accountants who know their industry. That
knowledge means that the auditor can minimize the time that they need with client personnel.
The audit process goes more quickly, and the CPA firm can spend less time on fieldwork.
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Branching out into other careers

CPAs often become successful leaders in a variety of fields. One reason is that accountants work
with a company ’s entire operation. CPAs see how each department operates and how it contrib-
utes to company profit. It naturally follows that a CPA can move into company management,
because they know how everything works.

Given this concept, many people obtain their CPA credential with the intention of moving into a
non-accounting career. Here are just a few examples of careers that are staffed by CPAs:

3 Company management: Broad knowledge of a company’s business allows a CPA to move
into management positions. The controller of the furniture manufacturing division, for
example, may be a candidate for the vice president of operations. The controller must
understand operations to handle the division’s accounting properly.

3 Financial analyst: Financial analysts perform work for company senior management. Analysts
also work for investment companies that recommend stocks and bonds of other businesses
as investments for their clients. Many of the skills you learn and use as a CPA are transferrable
to this career.

3 Bankers and other lenders: Bankers and other lenders make decisions about a company’s
ability to generate sufficient earnings to make loan payments. Lenders analyze the balance
sheet to determine whether a business has sufficient assets to serve as collateral for a loan.
This work requires many of the skills used by CPAs.

Comparing a CPA to Other Credentials

12

Two credentials are similar to the CPA designation: chartered financial analyst (CFA) and
certified valuation analyst (CVA). As you move forward in your career, you may consider getting
one of these other credentials, along with your CPA designation. Many people who work in these
two fields have experience as CPAs.

Checking out the chartered financial
analyst (CFA) credential

A chartered financial analyst (CFA) uses several skill sets to perform analysis on both companies
and investment opportunities. You can find out details about the designation at www.cfainstitute.
org. To obtain this credential, an individual must pass three exams, which are referred to as
levels 1, 2, and 3. Here are some of the topics tested on the CFA exams:

3 Quantitative methods: Many of these concepts are taught in statistics classes, which you've
likely taken if you've completed an undergraduate business or accounting degree. Quantitative
methods include time value of money, probability, and other types of analysis.

3 Economics: This area includes the study of supply and demand, business cycles, inflation, and
foreign currency exchange rates.

¥ Corporate finance: Corporate finance goes over the decision-making process of raising
capital and investing capital in a business.

¥ Portfolio management: This area covers the concept of portfolio management and wealth
planning. These areas refer to decisions about the types of investments a money manager
selects. CFA exams cover many types of investments, including derivatives.
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@ If you’re more interested in analysis than generating financial statements, you may prefer
working as a CFA.

TIP

Mulling over the certified valuation
analyst (CVA) credential

A valuation places a dollar value on assets that may be difficult to value. A good example is an
intangible asset, such as a patent, customer list, or trademark. A CVA takes a set of financial
statements and performs additional work to compute company valuations.

A business may need to obtain a valuation in several circumstances. When a buyer and seller are
negotiating the sale of a company, the parties may hire a CVA to compute the company’s value.
The price paid for the business may be very different from the book value of the assets, which is
defined as assets minus liabilities.

Most industries have valuation benchmarks that drive the price paid for companies in that indus-
try. Say, for example, that clothing manufacturers typically have a sale price based on three times
the annual sales in dollars. In that case, the buyer and seller will compute three times sales and
include that amount in their negotiation of a price for the company. CVAs explain and provide this
type of analysis.

CVAs may also be involved when the value of a company must be determined in a legal matter. If
two partners are in a legal dispute over their share of the company’s value, a CVA may be retained
to determine the value of the partnership.

You can find out more on the CVA designation at www.nacva.com.

Understanding the CPA Licensing
Requirements

The Uniform CPA Examination is developed and graded by the American Institute of CPAs, or
AICPA, which is the world’s largest member association for the accounting profession. The AICPA
exists to set accounting standards and to support and expand the accounting profession. You can
find lots of great information at their website (www.aicpa.org).

The purpose of the CPA exam is to fulfill one of several requirements for a license to practice
public accounting. Passing the exam qualifies you to be certified by a state. Although the exam is
the same in every state, you obtain a license to practice from a State Board of Accountancy.

A certified public accountant is someone who has earned a license in their state. Check out

www . thiswaytocpa.com to find out the requirements for your state. Each state has requirements
that address three specific areas: education, experience, and ethics.

Going over education requirements

All states require a bachelor’s degree to meet the education requirement, and the degree does not
have to be in accounting. CPA candidates must also have 150 semester hours of college credit.
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TIP

States added the extra hours to the education requirement because they feel that a bachelor’s
degree doesn’t cover all the skills sets needed for the CPA profession. The accounting profession
adds rules and regulations each year. These added requirements mean that the CPA candidate
needs a larger body of knowledge. As technology becomes more complex, the CPA must learn
more to use technology effectively.

Meeting the experience requirement

Most states require at least two years of experience in the accounting profession. The type of
experience required also varies by state. In some cases, the work must be with a public accounting
firm. Many firms will hire accountants who are not yet CPAs. These accountants work lower level
accounting positions until they pass the CPA exam. At that point, they may be promoted into
positions with more responsibility.

Some companies will help an employee pay for the CPA exam and a review course. Ask potential
employers whether they offer this type of benefit.

Addressing ethics

State Boards view ethics as very important because CPAs have a great deal of responsibility. CPAs
fill most of the senior accounting positions at companies. One primary responsibility is to gener-
ate financial statements. If an unethical CPA produces financial statements that are intentionally
incorrect, the impact can be enormous.

Because the CPA’s potential impact on stakeholders is so great, nearly all State Boards of
Accountancy require an ethics exam, known as Rules of Professional Conduct. Many also require
continuing education for CPAs in the field of ethics.

Walking through CPA Exam Topics

14

To pass the CPA exam, you must pass four exams. Here are the first three:

¥ Auditing and attestation (AUD): This test covers the process of planning and implementing
an audit. The test requires you to know a great deal of the language that's used to write audit
opinions. Reviews, compilations, and other engagements are on the AUD test.

¥ Financial accounting and reporting (FAR): The FAR test covers the nuts and bolts of working
as an accountant. You need to know how to account for a variety of accounting transactions,
including accrual entries. This test also covers financial-statement presentation.

3 Regulation (REG): REG covers many issues you may see in a business law class, including
agency and sales law concepts. A large portion of the REG test addresses taxation of busi-
nesses, trusts, and estates as well as individual taxation.

CPA candidates choose the fourth exam based on their areas of interest and the work they prefer.
Candidates choose one of three discipline exams: Business Analysis and Reporting, Information
Systems and Controls, or Tax Compliance and Planning. Head over to Part 2 for more information
on the discipline exams.
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