AUDITING PRINCIPLES

SUMMARY OF SIGNIFICANT CONCEPTS

CHAPTERS 1 TO 13

CHAPTERS 1 & 2--

1. Ten overall generally accepted auditing standards (GAAS)(p. 34).

2. General understanding of the structure of the accounting profession, the

environment in which it operates, and, especially the attest function it

serves in our society.

CHAPTER 3 --
1. Seven parts of the standard auditors’ report.  (Memorize  auditors’ report on p. 47.)

2. Conditions requiring  modified wording (You should be able to draft auditors’ reports involving GAAP deviations and scope restrictions.).

3. Conditions under which qualified (“except for”), adverse or disclaimer opinions would be used.  (See summary on p.62.)

4. Concept of materiality as it relates to auditor’s opinion.

CHAPTER 4 --

1. Ethical standards, particularly independence, integrity, objectivity and confidentiality.

CHAPTER 5 --

1. General understanding of liability environment in which audits are performed.

CHAPTER 6 --
1. Segmenting the audit into cycles.  (See figure 6-5 on p.143.)

2. Overview of audit process.  (See figure 6-7 on p.151, summary inside front cover and on p. 396 and, especially, the handout of the audit process discussed in class and Mear Image Inc.)

3. Relationship between management’s assertions and audit objectives.

4. Auditors’ responsibility for finding fraud.

CHAPTER 7 --
1. Types of audit evidence and related advantages and limitations.

2. Analytical procedures in planning in textbook and in Mear Image Inc. material.

3. Definition and significance of key analytical measures used in planning.

4. Types of audit procedures.  (See table 7-6 on p.175.)

5. Functions and organization of audit workpapers, including indexing, documentation of work, etc. (particularly that described in the Mear Image case).

5. Different types of supporting schedules (p. 180). 
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CHAPTER 8 --
1. Key steps in the planning phase of the audit.

2. Key risk factors to consider in planning the audit.

3. Products of the planning phase.

4. Audit risk and audit cost as major concerns in the audit process as discussed in class and in Mear Image Inc.

CHAPTER 9 --

1. Factors affecting evaluation of materiality.

2. Concept of audit risk and factors affecting the evaluation of audit risk.

3. Difference between audit risk and business risk as discussed in class and Mear Image.

4. Don’t worry about the allocation of materiality to segments as discussed in the textbook.

CHAPTER 10 --
1. Concerns in establishing internal control systems. (See p. 271.)

2. Elements of the control environment.

3. Categories of control procedures (techniques).

4. Cycle approach as applied to evaluation of internal controls, as discussed in class and in Mear Image case.

5. Transaction flow review (TFR) process of evaluating controls and specific risks as discussed in class and in Mear Image case.

6. Use of control objectives in evaluating internal controls and identifying specific risks as discussed in class and in Mear Image case.

7. Relating specific risks identified in control evaluation to specific audit procedures in the audit program as discussed in class and in Mear Image case.

CHAPTER 11 --
1. Difference between fraudulent financial reporting and misappropriation of assets.

2. Conditions for fraud to be attempted.

3. Auditors’ responsibility for finding fraud and SAS 99 requirements in audits.

CHAPTER 12 –

1. Changes in internal control risks in a computer environment.

2. Organizational controls over computer operations.

3. Difference between operating systems and applications systems.

4. Control over software development and maintenance.

5. Controls over computer processing.

6. Physical access controls.

7. Impact of auditors’ review of computer controls on risk assessment.

8. Use of generalized audit software and personal computers in auditing.
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CHAPTER 13 –
1. Tests of controls (compliance tests) versus substantive testing.

2. Discussion and observation testing and tests of transactions in tests of controls. 3. Documentation of discussion and observation tests, for example on Discussion & Observation Worksheets (DOW), as discussed in class and in Mear Image case.

4. Tests of transactions and tests of balances in substantive testing.

5. Impact of results of tests of controls on the amount and type of substantive tests.

6. Reaching an appropriate balance between test of controls and substantive tests.

7. Overview of audit process.  (See figure 13-9 on p.396, summary inside front cover and, especially, the handout of the audit process discussed in class and Mear Image Inc.)
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