ACCT 460 – AUDIT

SUMMARY OF TOPICS FOR FINAL EXAM

SPRING 2005

1. Audit of cash 

A. Focus on MII #5 - not Chapter 23 in the textbook 

B. Audit of deposits in transit

C. Audit of outstanding checks

D. Audit of interbank transfers

E. Handling of exceptions noted

F. Set-up & organization of workpapers

2. Confirmation of accounts receivable 


A. Set-up & organization of workpapers


B. Purposes of including A/R aged trial balance in audit workpapers


C. Tests of aged trial balance


D. Selection of appropriate sample


E. Process of preparing & sending confirmation requests


F. Processing RPOs and replies and interpreting replies


G. Performing alternative procedures on nonreplies

H. Summarizing results & generalizing results of sample to entire population

3. Observation of physical inventory counts and related tests of the inventory valuation


A. Review of client’s count organization & plans & review of count instructions

1) Before count client procedures

a. Housecleaning

b. Disposal of damaged/obsolete goods 

c. Minimizing shipping & receiving around year-end

d. Preparing written count plan & instructions

e. Standard preprinted prenumbered count tags or lists

f.  Issue of blind v. prepared count media



2) During count client procedures




a. Assigning teams to achieve segregation of duties




b. Providing for recounters and supervisors




c. Maintaining count tag controls




d. Monitoring of counting




e. Procedures for resolving counting problems




f. Handling of shipping/receiving during count

g. Review for completeness




h. Collection of & accounting for all count tags




i. Completion of count tag control
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3) After count client procedures




a. Sort & accumulate count tags




b. Transcribe counts from tags to compilation




c. Adjust counts for in-transit items, if any (Clean cutoffs)




d. Price items in inventory using FIFO or LIFO prices




e. Apply lower-of-cost-or-market to prices




e. Extend and foot inventory




f. Record book-to-physical adjustments


B. Pre-count tour of facilities


C. Attend count team instruction meeting


D. Observe count teams counting inventory


E. Do test counts to assure accurate counting & compliance with count plan


F. Identify, count and record counts of sample of most valuable items in inventory


G. Observe handling of count problems


H. Observe count-tag control process


I.  Observe shipping/receiving areas


J. Obtain sample of shipping & receiving documents for last items before yr/end


K. Observe for rust, dust and dents (Obsolet or damaged goods)

L. Calculate a rough estimate of the total volume and value of inventory on hand


M. Review with client supervisors for completeness


N. Observe collection of count tags & process of accounting for all tags


O. Get copy of final count tag control sheets


P. After-count tests of compilation



1) All & only accuracy tests of count tags included in compilation



2) Tie in auditor counts of most-valuable-items sample to compilation



2) Check adjustments of counts for in-transit items



3) Perform shipping/receiving cutoff tests



4) Test pricing to most recent invoices (if FIFO)



5) Do lower-of-cost-or–market testing

6) Do extension tests of price times quantity and check footing of totals

7) Review totals for reasonableness 

8) Recalculate book-to-physical adjustments and trace J/Es to G/L

4. Shipping/receiving (Billing/Purchasing) cutoff tests


A. Select samples of last shipping & receiving documents before y/e


B. Select samples of first shipping & receiving documents after y/e


C. Trace shipments to sales recorded in sales journals


D. Trace receipts of goods to purchases journals


E. Consider effect of FOB shipping terms

F. Propose adjustment for any errors in cutoff
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5. Audit of fixed assets 

A. Focus on how this would differ from the audit of receivables &/or inventory

B. Focus on additions and disposals  -  not on entire balance

C. Vouching (examining evidence of cash disbursements) sample of additions

D. Depreciation (cost, salvage value, useful life and method)

E. Tax basis as well as book basis significant

F. Audit sample of disposals


1) Removing cost and accumulated depreciation from books


2) Examining cash receipts for proceeds of sale

3) Calculating gain/loss on disposal

4) Effect of trade-ins v. sales

5) Adjusting for differences in tax v. book basis of disposals


G. Tests of depreciation – detailed and overall reasonableness


H. Physical existence – periodic counts & unrecorded disposals

I.  Impairments in value

6. Search for unrecorded liabilities & significant subsequent events


A. Searching for unrecorded liabilities two kinds of subsequent events



1) Events confirming a liability/loss that already existed at year-end



2) Events distinctly related only to the subsequent period


B. Search covers period from year-end (12/31) to last day of fieldwork


C. Search consists of six audit procedures

1) Tests of subsequent cash disbursements




a. From year-end to last day of fieldwork




b. Scope is variable depending on time elapsed since year-end




c. List all cash disbursement within scope related to prior year




d. Trace to year-end accounts payable or accrued liabilities




e. If not recorded, summarize and propose adjusting entries



2) Obtain management representation letter




a. Letter from management to auditors 




b. Dated as of last day of fieldwork

c. Management documents in writing oral and implied representations made to auditors during the audit

d.  Management agreement that financial statements are fairly presented in conformity with GAAP

e. All information was provided and nothing was withheld



3) Obtain letters from attorneys regarding litigation



4) Review minutes of meetings and obtain minute representation letter



5) Review significant books of account (G/L, G/J, C/R, S/J & P/J)



6) Review most recent interim financial statements
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7. Summarizing & concluding on the results of the audit 

A. Adjusting journal entry schedule (AJE) for any material adjustments

B. Proposed journal entry schedule (PJE) for effect of immaterial errors

C. PJE includes “hard” adjustments & “soft “ adjustments

D. PJE summarizes effect of over(under)statements of major captions

D. Auditor must conclude that adjustments on PJE not made are immaterial individually and in the aggregate.  This makes PJE a major audit document with a direct impact on the kind of audit opinion issued.

8. Auditor's reports 

A. Be prepared to draft an appropriate auditor’s report from memory for an unqualified report or a report qualified as to compliance with GAAP or as to scope restriction.

B. Be familiar with situations requiring departure from the standard unqualified auditor’s report and how they affect the kinds of reports issued for possible multiple-choice questions.

9. Overall audit process

A. Know the names of the six phases of the typical audit process on the chart I provided at the beginning of the semester.

B. Know and understand the activities in each phase and how those activities affect the rest of the audit process &/or how the rest of the audit process affects each of those activities.

C. Understand the overall flow of the audit process, the significance of each phase and why the phases are in the order presented.

D. Know the products of each of the six phases and be able to explain which product in each phase is the most important and why.
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