AUDITING PRINCIPLES

SUMMARY OF SIGNIFICANT CONCEPTS

CHAPTERS 14 TO 26

CHAPTER 14 --

1. Functions, documents, records, flow of transactions and control techniques for the revenue cycle.

2. Typical tests of controls and substantive tests for the revenue style.

CHAPTER 15 --
1. Types of judgmental (nonprobabilistic) sampling.

2. Random sampling.

3. Steps in nonstatistical audit sampling

4. Concepts relating to attributes sampling.

5. Steps in performing attributes sampling.

6. Terminology of attributes sampling.

CHAPTER 16--

1. Typical substantive tests of balances of revenue cycle accounts.

2. Detailed steps used to check schedules prepared by the client.

3. Cutoff tests.

4. Confirmation of receivables process.

5. Relationship of specific tests to specific audit objectives.

CHAPTER  17 – (PRIMARILY FOR CPA EXAM)
1. Differences between attributes and variables sampling.

2. Differences between difference estimation and other variables methods.

3. Concepts of ARIA and ARIR.

4. Formulas for point estimate, standard deviation, computed precision interval, and upper/lower confidence limits.

5. Decision rule in variables testing.

6. Understanding of when variables sampling is appropriate and benefits and limitations of variables sampling.

7. Actions appropriate when a hypothesis (population) is rejected (pages 549 and 528).

8. Benefits and limitations of monetary unit sampling (MUS) (probability proportional to size [PPS]).

9. Do not bother to learn monetary unit sampling methodology or terminology for tests in this semester but you may want to learn it for CPA exam purposes.

CHAPTER 19 --

1. Functions in the expenditure (acquisition and payment) cycle.

2. Significant control techniques and related tests of controls.

3. Audit of year-end accounts payable and accrued expenses balances.

4. Search for unrecorded payables.

5. Cutoff tests.
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CHAPTER 20 --

1. Tests of fixed asset acquisitions, dispositions and depreciation.

2. Tests of prepaid expenses.

3. Investigations of variations in expense balances and analyses of expense account activity.

CHAPTER 21  --
1. Functions in the production (inventory and warehousing) cycle.

2. Significant control techniques and related tests of controls.

3. Significance of interface with other cycles.

4. Observation of physical inventory counts.

5. Testing of compilation (including pricing) of physical inventory count.

6. Analytical tests of inventory and cost of goods sold.

CHAPTER 23 --

1. Substantive tests of bank reconciliations.

2. Tests of interbank transfers.

3. Don’t worry about proofs of cash described in the textbook.
CHAPTER 24 --

1. Search for unrecorded liabilities and significant subsequent events.

2. Accumulating support for footnote disclosures.

3. Summarizing audit work and drawing conclusions.

4. Management representation letter. 

5. Working paper review process.

6. Final engagement memo.

7. Management letter (memorandum of suggestions for improvement in procedures and internal controls).

CHAPTER 3--

1. Be prepared to draft a standard auditors’ report using standard wording and conventions regarding addressing, dating and signing.

2. Conditions requiring departure from the standard auditors’ report.

3. Changes in scope and opinion paragraphs and other changes when there are scope restrictions or GAAP deviations.

CHAPTER 25 & 26 --

1. Read these chapters for your information, but there will be nothing on the final examination.
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