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INTRODUCTION
This audit case is designed to illustrate a typical audit and to enable students to reinforce their understanding of the audit process by actually performing some of the audit activities.  The case consists of a series of eight modules related to the 2003 audit of Mear Image Inc., a privately held company in the copy and printing industry.  The problems are integrated and build upon one another from the planning phase of the audit through the drafting of the audit report at the end of the audit.

The modules are as follows:

  #                                                 Description_________________

 1             Obtaining a general understanding of the client

 
 2             Risks & Materiality

 
 3             Assessing Internal Controls

  
4             Testing Internal Controls

  
5              Audit of cash

  
6              Audit of Revenues & Receivables

 
7              Audit of Expenses

 
8              Audit Report & Financial Statements
In performing the case problems, you should assume you are a senior accountant from the CPA firm of Morgan, Noonan, Abend & Co.  You are the staff accountant in charge of the fieldwork for the audit of Mear Image Inc. and, consequently, will have to make significant decisions regarding the audit.  However, due to your limited experience in the audit environment, you will have a program to guide you through each module similar to the audit programs used in auditing  to guide staff accountants through their work.

·   IMPORTANT POINT!!  In each problem, you should sign off on each program step ONLY AFTER YOU COMPLETE THE WORK and hand in the program as the first schedule of your workpapers.
1

In addition to the program, you will have appropriate portions of the audit workpapers from the prior year audit and the permanent files available.  You can use these workpapers as a source of information about the client and as a guide in documenting your audit work for the current audit.  

· IMPORTANT POINT!!  However, be careful about blindly following prior year documentation; use it as a guide only if it is still appropriate.
You should keep in mind the timing of the audit relative to the client’s fiscal year.  The planning of the audit will supposedly be in early August; preliminary audit work, in October and November; and the final audit work , in January and February of the subsequent year.  Although we will begin with the planning phase of the audit at the beginning of the school term, the remainder of the case will be broken down into various portions of the client’s activities.  As a result, you will have to make a mental shift from October to January as we work on the revenue cycle and then go back to October when we begin work on the expenditure cycle.
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The amount of data available for use in the audit case is relatively limited.  In an actual audit, an auditor has all the client’s records and documents and all the prior audit files available for his/her examination.  However, the volume of paper and computer files involved would be overwhelming for most auditing students and could not be provided to you economically.  To make the audit work comprehensible to you in a limited amount of time and to minimize routine repetitive procedures typical of audit work, I have minimized the amount of data in the case.  However, there is enough data provided for you to comprehend what is involved in a typical audit.

In many situations, you will actually perform audit procedures by examining documents, tracing data to the client’s books of account, etc.   However, because of the limitations in the data available and the amount of time it would take you to actually perform the procedures, you will frequently find program steps that ask you to perform an audit procedure followed by a parenthetical note indicating that, when you performed the procedure, you noted no exceptions.  For other program steps, the parenthetical note may describe an exception or refer you to another page where the results of your audit work are described in detail. 

· IMPORTANT POINT!!  In these cases, you need to document your audit work in the workpapers as though you had actually performed the procedures yourself.
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Another important thing you should know before you begin the audit case is that you maintain “TO DO point sheets” to keep track of unresolved items.  As you are performing the audit work, things may come to your attention that you want to follow up on later.  These things may involve an unusual situation you are unable to resolve immediately, questions you need to ask, a reminder to come back and finish something you left open temporarily or anything else that you need to keep track of until your work is complete. In this audit case, these notes are referred to as “TO DO points.”  

Using controlled listings of open items is absolutely essential during an audit  - not to mention during our own busy lives.  However, the risk inherent in overlooking some bit of audit work or not following up an exception situation properly can be enormous for a CPA firm.  Consequently, you should get in the habit of using a TO DO sheet.  A useful format for these sheets is at TO DO SHEET.  Four additional copies of that page are included.  In MII Module 1, you will set up your own personal TO DO SHEET file.  As you accumulate open points during the audit case, you can insert additional pages in your file from the TO DO SHEET location.
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