BU477 Auditing Quiz Notes
Chapter 1 
Nature and Relevance of Auditing 
Auditing—the accumulation and evaluation of evidence regarding assertions about information to determine and report on the degree of correspondence between the assertions and established criteria. -> objective of an audit is to provide a conclusion (or assurance) by assessing the assertions made and the information provided by the preparer.
Auditors routinely perform audits of quantifiable information, including companies’ financial statements and individuals’ federal income tax returns following (IFRS, ASPE, ASNPO)
Evidence—any information used by the auditor to assess whether the information being audited is stated in accordance with established criteria.
· Electronic and documentary evidence about transactions
· Written and electronic communication from outsiders
· Observations by the auditor
· Oral testimony of the auditee (client)
Professional judgment—analytical, systematic, and objective judgment carried out with integrity and recognition of responsibility to those affected by its consequences.
Professional skepticism—an attitude that includes a questioning mind, a critical assessment of audit evidence, and the willingness to challenge the auditee’s assertions.
· Auditors strive to maintain a high level of independence in order to keep the confidence of users relying on their reports.
· Reports differ in form and can follow a standardized format, as in the case of the financial statements auditor’s report, or can be highly customized report
Audit Process of Corporate Tax Return 
1. Conducts risk assessment (past tax audit history, industry sector issues, unusual or complex transactions, corporate structure, participation in aggressive tax planning, and openness & transparency)
2. Accumulate & examine the relevant evidence (financial statements, books, & records, information from third parties that do business with the organization)
3. Establish Correspondence (income tax act and all interpretations)
4. Reports Results (audit report)
Distinction Between Auditing and Accounting 
Accounting—the recording, classifying, and summarizing of economic events in a logical manner for the purpose of providing financial information for decision making.
Auditing concerned with Materiality—amount of misstatements, individually or in the aggregate, that would likely influence the economic decisions of users taken on the basis of the financial statements.
Economic Demand for Auditing 
· Auditing can reduce information risk associated with financial statements (the risk that the financial statements 
are inaccurate).
· Financial information is prepared by an entity’s management—this leads to a natural conflict of interest between company managers and other parties.
· The independent audit provides assurance to users with respect to the reliability of the financial statements
Causes of Information Risk
· Remoteness of information: nearly impossible for a decision maker to have much firsthand knowledge about the organization with which it does business.(Info provided by others relied upon, likelihood of being intentionally or unintentionally misstated increases)
· Biases and Motives of the Provider: information is provided by someone whose goals are inconsistent with those of the decision maker, the information may be biased in favour of the provider.
· Voluminous Data: As organizations become larger, so does the volume of their exchange transactions. Increases likelihood that improperly recorded info is included in records—perhaps buried in a large amount of other information
· Complex Exchange Transactions: exchange transactions between organizations have become increasingly complex and therefore more difficult to record properly. Also resulted in increasingly complex accounting standards.

Reducing Information Risk
1. User verifies information. The user may go to the business premises to examine records and obtain information about the reliability of the statements. Normally, this is impractical because of cost.
2. User shares information risk with management. There is considerable legal precedent indicating that management is responsible for providing reliable information to users. If users rely on inaccurate financial statements and as a result incur a loss, they may have the basis for a lawsuit against management.
3. Audited financial statements are provided. The most common way for users to obtain reliable information is to have an independent audit.
Common Types of Audit
Financial statement audit—an audit conducted to determine whether the financial statements of an entity are presented fairly, in all material respects, in conformity with an applicable financial reporting framework. (Evidence: Documents, records, inquiries, and outside sources of evidence)
Compliance audit - an audit performed to determine whether an entity has complied with external criteria (i.e., specific laws, regulations, rules, or provisions of contracts or grant agreements) or internal criteria (i.e., organizational policies and procedures). (Evidence: Financial statements and calculations by the auditor)
Operational audit -  a review of any part of an organization’s operating procedures and methods for the purpose of evaluating economy, efficiency, and effectiveness.(Evidence: Error reports, payroll records, and payroll processing costs)
Types of Auditors
· Internal auditors work for individual companies, banks, hospitals, universities, and governments. An internal auditor must be independent of the line functions in an organization but will not be completely independent of the entity as long as an employer–employee relationship exists.
· Government auditors perform the audit function for government, they are organizationally independent of the government entities they audit
· CRA auditors responsible for the enforcement of the federal tax laws as they have been defined by Parliament and interpreted by the courts.
· Fraud Auditors investigate financial statement fraud, asset misappropriations, money laundering, bribery, theft of information via computer hacking, and a long list of other fraudulent activities.
· Public accountants provide accounting services to the public. Of those services, which include assurance services as well as accounting and tax advice, the most well-known service is the financial statement audit
Assurance and Non-assurance Services Offered by Public Accounting Firms
Assurance engagement—an engagement in which the practitioner obtains sufficient appropriate evidence to express a conclusion to users about the outcome of the measurement or evaluation of an underlying subject matter against criteria.
Any engagement that fulfills the following criteria is an assurance engagement:
· Existence of a three-party relationship
· Subject matter
· Criteria
· Gathering of sufficient appropriate evidence
· Expression of opinion or conclusion
Assurance Engagements for Financial Information 
· Audit of Historical Financial Statements- Many entities have audits done, often to support financing. Audits are required for public companies.
· Review of Historical Financial Statements- provides only moderate assurance, rather than high assurance as in the case of an audit engagement.
· Audit of Financial Information Other Than Financial Statements- These engagements are audits of specific income statement or balance sheet accounts (e.g., sales, receivables, inventory) or audits of a single financial statement.
Assurance Engagements for Non-Financial Information 
· Audit of Effectiveness of Internal Control Over Financial Reporting
· Audit of Controls of Service Organizations
· Compliance With an Agreement or Regulations
· Attestation Services on Information Technology
· Assurance Engagements on Greenhouse Gas Statements
Non-assurance services: compilations, tax services, management advisory services, accounting and bookkeeping services

Chapter 2
There are more than 5000 public accounting firms in Canada which are broken into 4 categories: big 4 international firms, national network firms, large local and regional firms, small local firms
Organizations Affecting the Canadian Public Accounting Profession
CPA Canada
· CPA Canada represents the CPA profession nationally and internationally
· CPA Canada is the new umbrella organization for the CPA designation and provincial accounting bodies
· CPA Canada standardizes uniform qualifications for admission of CPAs and developing the CPA Professional Education Program (CPA PEP) and the CPA Common Final Examination (CFE)
Provincial CPA Organizations
· maintain individual CPA memberships of CPAs
Principals Underlying the Financial Statement Audit 
1. Purpose of the Financial Statement Audit - provide users with an opinion issued by auditor on fair presentation of financial statements, in all material respects, in accordance with applicable financial reporting framework.
2. Auditors’ Personal Responsibilities
• Professional Competence and Due Care
· Formal education
· Adequate practical experience for work being performed
· Continuing professional education
• Compliance with Ethical and Independence Requirements: 
· Integrity, objectivity, confidentiality, professional behaviour
· Independence is key-accounting firms required to follow practices to increase independence likelihood on audit engagements
• Professional Skepticism and Professional Judgement
· Questioning mind, alert for possibility of misstatements
3. Auditors’ Performance Responsibilities
· Adequate Planning and Supervision
· Determining and Applying Materiality Levels
· Identify and Assess Risks of Material Misstatement
· Obtaining Sufficient and Appropriate Evidence
· Reporting
4. Reporting Responsibilities
· Express opinion in a written report and state whether F/N were presented in accordance with financial reporting framework 
Improving Audit Quality
The CPAB recommends that firms can improve audit quality by focusing on four key areas:
· Build the right teams (technical competence and industry experience)
· Provide the right support (open environment)
· Conduct in-process reviews (throughout audit, not when completed)
· Assign accountability for audit quality (to those who are specifically assigned this responsibility)
Metrics should be developed to measure audit quality
Quality Control
1. Leadership responsibilities for quality within the firm: an organizational culture that promotes audit quality.
2. General ethical requirements: independence in fact and appearance; integrity and objectivity in performance.
3. Independence: develop, communicate and monitor policies and procedures to ensure that the firm complies 
with the independence guidelines
4. Client acceptance and continuance: document annual risk assessment processes, including evaluation of a 
client’s management integrity and auditor competence and independence.
5. General human resource policies: have adequate hiring policies that ensure competence, appropriate training, continuing professional development and promotion subject to ability to fulfill assigned responsibilities
6. Engagement performance: have adequate policies and procedures to ensure that the work meets professional 
standards, regulatory requirements and firm quality standards
7. Monitoring of policies and procedures to ensure other quality control elements are being effectively applied.
External Inspection
· Practice inspections done by provincial CPA organizations to ensure adherence to professional standards in the 
CPA Canada Handbook
· Normally completed every three years.
· Beneficial both to profession (higher quality audits) and practitioner (improved firm practices).

Chapter 3
The five fundamental principles that guide the ethical behaviours of PAs are professional behaviour, integrity and due care, professional competence, confidentiality, and objectivity. 
Generic framework for the resolution of ethical dilemmas.
1. Obtain the relevant facts and identify issues;
2. Identify the ethical issues;
3. Identify who is affected and how each is affected;
4. Consider and evaluate courses of action;
5. Implement the course of action
Fundamental Principles
· For public accountants, the overriding responsibility is the protection of the public interest.
· The five fundamental principles that guide the ethical behaviours of public accountants (PAs) are:
· professional behaviour,
· integrity and due care,
· professional competence,
· confidentiality, and
· objectivity.
Professional Guidance on Ethical Conduct
Rule 201: Professional Behaviour
· Members should behave in the best interests of their profession and the public. 
· This means accountants should not take advantage of the trust placed in them. 
·  A member should not be publicly critical of a colleague without giving the colleague a chance to explain his or her actions first.
· Auditor should not voluntarily resign from an audit engagement that is underway without good and sufficient reason
Rule 202: Integrity, Due Care, and Objectivity
· The rules of conduct for professional accountants require members to act with integrity and due care. 
· Due care means the application by a professional of a level of care and skill in accordance with what would reasonably be expected of a person of his or her rank and training.
Rule 203: Competence
· The rules of conduct require practitioners to maintain competence.
· Professional accountants are required to attend a certain number of continuing professional education courses per year. 
· An auditor should not undertake an audit of a client unless that auditor has knowledge both of that client’s business and industry and of the technical aspects of the audit.
Rule 204: Independence
· Independence is probably the most critical of all principles when an auditor is engaged to perform an audit.
· The auditor must have both independence in fact and independence in appearance
· The auditor must be independent when conducting an audit or review level assurance engagement (independence is not required for a compilation).
·  Independence in fact exists when the auditor is actually able to maintain an unbiased attitude throughout the audit. Independence in appearance is the result of others’ interpretation of this independence.
Threats to Independence:
The auditor is required to consider five facets of independence before accepting or continuing an engagement.
· Self-interest: When the member has a financial interest in the client or in the financial results of the client.
· The firm or auditor owns shares in, or has a loan to, the client.
· The client’s fees are significant in relation to the total fee base of the PA or of the firm
· Advocacy: When the firm or member is perceived to promote (or actually does promote) the client’s position.
· The auditor is acting as an advocate in resolving a dispute with a major creditor of the client.
· The firm or auditor is promoting the sale of shares or other securities for the client, or is receiving a commission for such sales
· Intimidation: When the client intimidates the firm or staff with respect to the content of the financial statements or with respect to the conduct of the audit.
· The client threatens to replace the audit firm over a disclosure disagreement.
· The client places a maximum upon the audit fee that is unrealistic with respect to the amount of work that needs to be completed
· Self-review
· Familiarity: When it is difficult to behave with professional skepticism during the engagement.
· There is a long association of senior staff with the client (e.g., being on the engagement for ten years).
· A former partner of the firm is now the chief financial officer of the client.

· These threats must be documented and the threat eliminated or reduced to what is called an acceptably 
            low level
· If the threats cannot be eliminated or reduced to an acceptably low level, the auditor must decline or withdraw from the engagement.
Rule 205: Association with False and Misleading Information 
· No members, whether in public accounting or industry, can sign or associate with false or misleading information (this includes letters, reports, and written or oral statements) or fail to reveal material omissions from financial statements
Rule 206: Adherence to Professional Standards
· PAs are required to comply with professional standards when preparing and auditing financial statements—especially accounting standards and GAAS as set out in the CPA Handbook
Rule 208: Confidentiality
· The rules of conduct for PAs state that members shall not disclose any confidential client information or employer information without the specific consent of the client or employer. 
· The rules also prohibit using confidential or inside information to earn profits or benefits.
· Ordinarily, the public accounting firm’s working papers can be provided to someone else only with the express 
permission of the client
Rule 210: Conflicts of Interest
· If auditor is asked to provide assurance services for two or more clients who are competitors, then the auditor needs to obtain consent from each client and must also use procedures to protect confidential information
Rule 211: Duty to Report Breaches of the CPA Code
· Members who are aware of another members’ breach of the rules are required to report to the profession’s discipline committee after first advising the member of the intent to make a report.
Rule 214: Fee Quotations and Billings
· Must obtain adequate information (conduct appropriate assessment of the client’s accounting policies and internal controls) before providing a fee quotation.
Rule 215: Contingent Fees
· Charging of a fee based on the outcome of an audit is prohibited for audits, reviews, compilations, and any other 
engagements that requires the auditor to be objective
Rule 217: Advertising, Solicitation, and Endorsements
· Members should not solicit one another’s clients or engage in advertising that is overly aggressive, self-laudatory, or critical of other members or that makes claims that cannot be substantiated
Rule 302: Communication with Predecessor
· Prior to accepting an appointment as auditor, the successor auditor must communicate with the incumbent auditor to inquire if the incumbent is aware of any circumstances that might preclude the successor from accepting the engagement.
· Successor would ask the potential client to authorize the incumbent to provide the information requested.
· The incumbent should respond promptly to the successor’s request and be candid in responding
Rule 303: Provision of Client Information
· A predecessor should supply the successor with reasonable information about the client



Business and Audit Failure
• Business failure: happens when a business cannot repay its debts, perhaps due to poor management, a shift in demand, or economic factors.
• Audit failure: happens when the auditor issues an incorrect audit opinion (e.g., an unqualified opinion when it should be qualified).
• Users will often blame auditors when there is business failure even if there had been no audit failure.
Negligence Tests
1.The auditor owed a duty of care to the plaintiff
2.The auditor breached the duty of care
3.The plaintiff suffered a loss
4.The plaintiff’s loss resulted, in part or wholly, from the auditor’s breach of duty.
The Profession’s Response to Legal Liability 
• The profession as a whole can do a number of things to reduce practitioners’ exposure to lawsuits. Below are some 
specific activities:
· Standard setting
· Oppose lawsuits
· Educate users
· Sanction members for improper conduct and performance
· Public accountants may also take specific action to minimize their liability. Below are some of the key actions:
· Deal only with clients possessing integrity
· Maintain independence
· Understand the client’s business
· Perform quality audits
· Document the work properly
· Exercise and maintain professional skepticism
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