Auditing chapter study questions.

Chapter 1

What is auditing? 
 Is the verification of information by someone other than the one providing that information. Auditors serve as independent intermediary who lend credibility to the financial information.
 
What is the three party accountability? 

              Users 
 

Conclusion      accountability 


Auditor         Accountable party 

What is the concept of the public interest?
The auditor is expected to act in the interest of the user of the information 

What creates demand for auditors? 
They lend credibility to information by reducing information risk, the risk that that information is materially misstated.

What creates a financial statement misstatement?
· Accidental errors 
· Lack of knowledge of accounting principles 
· Unintentional bias 
· Deliberate falsification 


What is professional judgment?
 Is when a professional is reaching a complex decision by incorporating standards and ethics in a coherent manner. You reach a well-reasoned conclusion. Everything needs to be documented when making a professional conclusion.   

What is professional scepticism?
Is an auditors tendency to not believes management assertions but, instead, to find sufficient support for the assertion through appropriate audit evidence  

What is attestation service?
To attest to information mean to provide assurance as to its liability.  Also there is direct reporting engagement: this is a type of assurance engagement in which the assertions are implied and not written down in some form

What is expectation gap?
 Is the term used to signify the difference in expectation of users of the financial statement and auditors expectation concerning audited financial statement

What is a business risk?
Business risk result from conditions, events, circumstances or actions that might adversely affect the entity’s ability to achieve it objectives and execute its strategies. 

What is information risk?
Financial statement will fail to appropriately reflect economic substance of business activities, including business ricks and uncertainties. 

What is audit risk?
Is the risk of insufficient evidence being gathered on the facts concerning the entity’s economic circumstances. 

What is accounting risk?
Is the risk that errors associated with forecasts used in GAAP accounting estimates are not properly disclosed.

What is internal auditing?
Internal auditing is an independent, objective assurance and consulting activity designed to add value and improve an organizations operations.
Thy need to be independent of line managers in an organization
 

What is operational auditing?
Refers to the study of business operations for the purpose of making recommendations about:
· The economic and efficient use of resources,
· The effective achievement of business objectives, and 
· Compliance with company policies 

What is the public sector auditing?
Used by the government

What is a regulatory auditor?
Used by the CRA: determine taxpayer’s correspondence with the standards found in the tax regulations. 

What is difference between fraud auditing and forensic accounting?
Fraud auditing: is a special in-depth investigation of suspected fraud
Forensic accounting: is the use of accounting and/or auditing skills in investigations involving legal issues. 



Chapter 2
What is GAAS?
Is the general accepted auditing standards identify the objectives and key principles of the financial statement audit. GAAS provides a framework under which all auditing standards are applied. 

What is the objective of the GAAS?
The overall objective of the audit is to enable the auditor to express an opinion on whether the financial statement are prepared, in all material respects, with an applicable (acceptable) financial reporting framework. 

What is the ethical requirement relating to audit engagement?
1) Competences: refers to adequate technical and on-the-job experience. 

Competences allows the auditor to:
· Recognize underlying assertions made by management
· Decide which evidence is relevant to support assertion
· Select and perform procedures for obtaining evidence
· Evaluate evidence for reality and conformity to GAAP

2) Objectivity and independence: auditors have to have the characteristics of intellectual honesty, unbiased and impartial. Its achieved by maintaining independence – independence is the mental attitude or state of mind of the auditor.

3) Due professional care: a prudent auditor is competent and independent, exercise proper care in planning and supervising the audit, understanding the auditee’s control structure, and obtaining sufficient appropriate evidence.

What are the examination standards?
These standards set quality criteria for conducting an audit
· Conduct an audit: they need to conduct an audit in accordance with Canadian audit standards 
· Scope of an audit: 
· Reasonable assurance: the auditor should obtain reasonable assurance that the financial statements taken as a whole are free from material misstatements due to fraud or error 
· Audit risk: the risk that an auditor expresses an inappropriate audit opinion when the financial statements are materially misstated. 
· Planning and supervision: the auditor should plan and perform an audit to reduce audit risk to an acceptably low level that is consistent with the objective of an audit.

What are the Reporting standards?
The report should identify the financial statements and distinguish between the responsibilities of management and the responsibilities of the auditor. It also should determine whether the financial reporting framework adopted by management in preparing the financial statement is acceptable. 
 

What is an unmodified opinion?
A report should have a standard unmodified opinion report- its good, as the auditor is not calling attention to anything that may be wrong in the statements; there are no reservations.

What is the standard report?  
1) Title—
2) Address—to the shareholders of….
3) Introductory paragraph in the opinion section—we have audited the accompanying financial statement of ABC Company…
4)  Opinion paragraph in the opinion section—in our opinion, the accompanying financial statement present fairly, in all material…
5) Basis for opinion—we conducted our audit in accordance with international standards on auditing…
6) Key audit matters—key audit matters are those matters that, in our professional judgment …
7) Management and corporate governance responsibilities—management is responsible for the preparation and fair presentation…
8) Auditors responsibilities and description of the audit—our objectives are to obtain reasonable assurance about whether the…
9) Signature, date and auditors address

What is a quality control standard?
Are actions taken to evaluate compliance with professional standards as defined in the CPA Canada Handbook and provincial rules of professional conduct. 

What are the elements of Quality Control?
Quality control framework have been developed by CPA Canada, the IFAC, and by the AICPA

How do you monitor quality control?
Practice inspection review and evaluate the audit files and documentation.




Chapter 3

What are the auditors 3 areas of responsibility to society?
1) Moral responsibilities: under the study of ethics 
2) Professional responsibilities: under the rule of conduct 
3) Legal responsibilities: under criminal and civil law

What are professional responsibilities (ethic)? 
Professional responsibilities are the rules and principles for the proper conduct of an auditor in his/her professional work.

What are the other roles of a professional accountant?
Spectator—observing colleagues
Advisor—counselling co-workers
Instructor—teaching accounting students 
Judge—serving on disciplinary committees
Critic—reviewing the ethical decisions of others 

What is professional judgment in auditing?
Is essentially critical thinking on accounting issues and the evidence related to them

What are the key steps in professional judgment?
1)  Identifying the crucial issues 
2) Gathering information on all the significant assertions 
3) Identifying possible alternative courses of actions
4) Evaluating the alternative the alternative courses of action 
5) Deciding on the best courses of action 

What are the 5 fundamental principles of the CPA handbook?
1) Professional behaviour: to serve the public interest and maintain the good reputation of the profession
2) Integrity and Due care: in performing professional service 
3) Professional competence: skills and training you must have, Including the importance of maintaining your competence over time through continuing professional education and experience
4) Confidentiality: of client information  
5) Objectivity: members of professional judgments must not be impaired or perceived to be impaired.
What is integrity?
Is the duty to be honest and conscientious in performing professional service

What is independence?
Independence applies to a person’s mental state. A person is deemed not to be independent if he or his partner beneficially owns or controls, directly or indirectly, a material interest in the securities of the corporation or an of its affiliates or has been a receiver-manager, liquidator or trustee in bankruptcy of the corporation or any of its affiliates with two years of his proposed appointment as auditor of the corporation. In terms of loan your home mortgages, immaterial loans, or
Secured loans made by financial institutions  to the accountant under normal lending procedures, terms and requirements will not deem you nondependent 

What are the 5 threats to independence?
1) Self-review- providing assurance on his or her won work 
2)  Self- interest- e.g. benefiting from a financial interest in a client 
3) Advocacy- promoting a clients position or opinion 
4) Familiarity – becoming too sympathetic to a clients interest 
5) Intimidation – being deterred from acting objectively by actual or perceived threats from a client 

What are the other issues related to independence?
· Direct or indirect financial interests in clients
· Permitted loans within a client’s normal lending terms
· Honorary positions in non-profit organizations
· Retired partners
· Accounting and other services (bookkeeping and assurance services)
· Rotation of partners and second partner review
· Actual or threatened litigation
· Investor or investee relationships
· Effect of family relationships

What are the auditor’s responsibilities?
Users of audit report expect auditors will detect fraud, theft and illegal acts and report them publicly
 
Chapter 4

What is association? 
Is a term used within the profession to indicate a public accountants involvement with an enterprise or with information issued by that enterprise 

How can association arise?
· Through action 
· Without your knowledge or consent 
· A third party assumption 

What are the levels of assurance?
Audit – high assurance –“in our opinion..”
Review- moderate assurance- “nothing has come to our attention..”
Compilation -No assurance – “No attempt to verify accuracy or completeness of information 
 
What does the standard unmodified report contain?
1) The opinion segment 
2) The basis for opinion segment
3) The key audit matters segment 
4) The management and governance responsibility segment
5) The auditor responsibility segment 

Chapter 5 
 
What are the 2 types of activities an auditor undertake before auditing?
1) Risk management: auditors try to reduce the risk (probability of something going wrong) by carefully managing the engagement.
2) Quality management: auditors manage audit in accordance with quality control standards.



What are the client acceptance and retention process? 
1) Obtaining and reviewing financial information about prospective client 
2) Evaluation of independence 
3) Evaluation of competency and resources 

What are 5 types of general analytical procedure?
1) Compare current- year account balance with one or more comparable periods
2) Compare current- year account balance and financial relationship with similar information for the auditee’s industry 
3) Compare current- year account balance with the company’s anticipated result
4) Evaluate the relationship of current- year balances to other current- year balance for conformity to predictable patterns
5) Study the relationships of current-year balances to relevant nonfinancial information 

What is materiality?
Is the largest amount of uncorrected misstatement that might exist in financial statements that still fairly present the company’s financial position and results of operation 
 




Chapter 6

What is the business Risk-based approach to Auditing?
This approach to auditing requires the auditor to understand the auditee’s business risks, management’s strategy for addressing those risks, and the business processes it use to strategy






What are the 2 parts of business analysis?
1) Strategic analysis: gain an understanding from senior client management about: business objective, key strategies employed to meet those objectives, and risks that threaten achievement of those objectives. 
2) Business process analysis: management will minimize risks through well-designed business processes.  Business process analysis deepens the auditor’s understanding of the client’s operations. Business processes should also be designed to ensure compliance with laws and regulations.

What is audit risk?
Is the probability that an auditor will fail to express a reservation that financial statements are materially misstated

What audit risk model (when will a audit risk occur)?
· A material misstatement has been made in the transactions or balances (inherent risk: is the probability of material misstatement occurring in transaction entering the accounting system or being in the account balance)
· And internal controls fail to detect or correct the misstatement       (control risk: is the risk that the client internal control system will not prevent or detect a material misstatement)
· Audit procedures also fail to detect the misstatement (detection risk: is the risk that any material misstatement that has not been corrected by the client’s internal control will not be detected by the auditor)

How can risk be managed?
· Avoided by not performing activities that cause the risk
· Reduced to acceptable levels through management control,
· Tolerated on a cost/benefit basis, or
· Transferred to another party by contract, as in insurance






Chapter 7

What is internal control?
Is defined as the process designed, implemented, and maintained by management to provide reasonable assurance about: the reliability of financial reporting, effectiveness and efficiency of operations , and compliance with applicable laws and regulations 

What is risk assessment process?
Is how management identifies risk related to misstatement in the financial statement.

What are control activities?
[bookmark: _GoBack]Controls are policies and procedures that ensure that s
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