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Auditing and Assurance Services:
An Integrated Approach, 11th Edition

Arens - Elder - Beasley

Highlignts of Sarbanes-Oxley and Section 404 Coverage

Extensive coverage of the Sarbanes-Oxley Act of 2002 and Section 404 audits is
integrated throughout the book.

Overview information about key components of the Act and factors leading to its
issuance are provided in the opening chapter.

Detailed coverage of the creation of the Public Company Accounting Oversight Board
(PCAOB) and its responsibilities for auditing, independence, quality control, and ethics
standards for audits of public companies are included in Chapter 2 on the CPA
Profession.

Coverage of changes to the profession resulting from the issuance of the Act,
including implications for the Auditing Standards Board of the AICPA, is provided.

Entire section of Chapter 3 on Audit Reports highlights the combined audit report for an
integrated audit of financial statements and internal control for a public company.

Chapter on Professional Ethics (Chapter 4) highlights independence requirements of the
PCAOB for audits of public companies, with emphasis on the prohibition of
specific non-audit services.

Completely re-written Chapter 10 on internal control emphasizes Section 404 audits of
internal control over financial reporting, with extensive coverage of the PCAOB Auditing
Standard 2 requirements.

Detailed descriptions of management’s and the auditor’s responsibilities for
documenting, testing, and reporting on internal control over financial reporting for
audits of public companies is provided in the internal control chapter.

Coverage is integrated throughout all transaction cycle chapters illustrating how auditor
tests of controls are combined to provide assurance in both the audit of
financial statements and audit of internal control over financial reporting.

New reporting and communication requirements for consideration of significant
deficiencies and material weaknesses in internal control are described throughout the
book and Section 404 implications for the management representation letter are pro-
vided in the Completing the Audit chapter (Chapter 24).
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PREFACE"

Auditing and Assurance Services: An Integrated Approach is an introduction to auditing and
other assurance services for students who have not had significant experience in providing
such services. It is intended for either a one-quarter or one-semester course at the under-
graduate or graduate level. This book is also appropriate for introductory professional
development courses for CPA firms, internal auditors, and government auditors.

The primary emphasis in this text is on the auditor’s decision-making process in both
an audit of financial statements and an audit of internal control over financial reporting.
We believe that the most fundamental concepts in auditing relate to determining the nature
and amount of evidence the auditor should accumulate after considering the unique cir-
cumstances of each engagement. If a student of auditing understands the objectives to be
accomplished in a given audit area, the circumstances of the engagement, and the decisions
to be made, he or she should be able to determine the appropriate evidence to gather and
how to evaluate the evidence obtained.

Thus, as the title of this book reflects, our purpose is to integrate the most important
concepts of auditing, including key provisions of the Sarbanes—Oxley Act and the related
Section 404 audits, in a logical manner to assist students in understanding audit decision
making and evidence accumulation in today’s complex auditing environment. For exam-
ple, internal control is integrated into each of the chapters dealing with a particular func-
tional area and is related to tests of controls and substantive tests of transactions that are
performed in both an audit of financial statements and an audit of internal control over
financial reporting; tests of controls and substantive tests of transactions are, in turn,
related to the tests of details of financial statement balances for the area; and audit sampling
is applied to the accumulation of audit evidence rather than treated as a separate topic.
Technology, e-commerce, fraud, and auditing on internal control issues are integrated
throughout the chapters.

OBJECTIVE

KEY FEATURES IN THE ELEVENTH EDITION

The requirements of the Sarbanes—Oxley Act, including Section 404 and PCAOB Auditing
Standard 2, are integrated throughout the text. The requirements for an integrated audit of
financial statements and an audit of internal control over financial reporting have had the
most significant effect on the auditing profession as anything in several decades. This edi-
tion provides extensive, integrated coverage of audits of internal control for public compa-
nies required by Section 404 of the Act and related auditor responsibilities as outlined in
PCAOB Auditing Standard 2. Chapter 10 has been entirely re-written to illustrate the audi-
tor’s consideration of internal control in an integrated audit. It outlines management’s and
the auditor’s separate responsibilities related to documentation and assessment of the
operating effectiveness of internal control, including identification of significant deficien-
cies and material weaknesses. All chapters in this edition include integrated discussions of
implications related to Section 404 audits of internal control. We believe our integrated
approach will help professors emphasize coverage of these important professional issues as

*HETRIANESAFER RO T EBREE, B MRE TR SRS, SRR
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Coverage of the
Sarbanes-Oxiey Act and
Section 404 Reporting



Chapter 11 on Fraud
Auditing and Expanded
Fraud Coverage

Hilisburg Hardware
Annual Report

Pinnacle Manufacturing
integrated Case .
Example

Internet Problems and
Margin Links

they cover the entire audit process. We hope our approach will ultimately improve student
understanding of these major professional issues.

In addition, Chapter 1 has been entirely restructured to emphasize the impact that the
Act is having on the auditing profession, particularly the requirements of the integrated
audit of financial statements and internal control. Chapter 2 emphasizes the lead role that
the PCAOB is taking in the regulation of the profession, including an entire section featur-
ing the Sarbanes—Oxley Act. A specific section of Chapter 3 illustrates requirements related
to issuing a combined report on the audit of the financial statements and audit of internal
control for public companies.

Chapter 11 on fraud auditing provides expanded coverage of the auditor’s responsibility
for assessing the risk of fraud and detecting material misstatements due to fraud based on
the fraud triangle in SAS 99. The chapter includes coverage of corporate governance and
other factors that reduce fraud risk. Specific fraud risk areas and procedures to detect fraud
are also discussed. Most other text chapters include new vignettes highlighting specific
examples of fraud.

The annual report for the Hillsburg Hardware Company is included as a four-color insert
to the text. Financial statements and other information included in the annual report are
used in examples throughout the text to illustrate chapter concepts. The annual report also
includes management’s report on internal control that is required by Section 404.

The Pinnacle Manufacturing integrated case has been modified to represent a larger, multi-
division company, and expanded from four to six parts. Each part of the case is included at the
end of the chapter to which that part relates. The parts of the case are connected so that stu-
dents will gain a better understanding of how the parts of the audit are interrelated and inte-
grated by the audit process.

All chapters include an Internet-based case/homework assignment that requires students to
use the Internet to research relevant auditing issues. New and updated Internet-based margin
links appear in every chapter, providing information on current events, companies, and pro-
fessional standards.

ORGANIZATION

X PREFACE

The text is divided into six parts.

Part 1, The Auditing Profession (Chapters 1-5) The book begins with an opening
vignette, featuring the WorldCom fraud, to help students begin to see the connection
between recent frauds and the new responsibilities for auditing internal control and other
requirements of the Sarbanes—Oxley Act. Chapter 1 introduces key provisions of the Act,
including the creation of the PCAOB and Section 404 internal control reporting require-
ments. Chapter 2 covers the CPA profession, with particular emphasis on the standards set-
ting responsibilities of the PCAOB and how those responsibilities differ from those of the
Auditing Standards Board (ASB) of the AICPA. Chapter 3 provides a detailed discussion of
audit reports, including a separate section on the combined report for the integrated audit
of financial statements and internal control for a public company. The chapter also empha-
sizes conditions affecting the type of report the auditor must issue and the type of audit
report applicable to each condition under varying levels of materiality. Chapter 4 explains
ethical dilemmas, professional ethics, independence, and the AICPA Code of Professional
Conduct. Chapter 5 ends this part with an investigation of auditors’ legal liability.

Part 2, The Audit Process (Chapters 6-13) The first two of these chapters deal with
auditors’ and managements’ responsibilities, audit objectives, general concepts of evidence
accumulation, and audit documentation. Chapter 8 deals with planning the engagement
and using analytical procedures as an audit tool. Chapter 9 introduces materiality and risk
and shows their effect on the audit. Chapter 10 shows how effective internal controls can
reduce planned audit evidence in the audit of financial statements. Most of the chapter
describes how public company auditors integrate evidence to provide a basis for their



report on the effectiveness of internal control over financial reporting with the assessment
of control risk in the financial statement audit. Fraud auditing is the focus of Chapter 11.
That chapter describes the auditor’s responsibility for assessing fraud risk and detecting
fraud. The chapter also includes specific examples of fraud and discusses warning signs and
procedures to detect fraud. Chapter 12 addresses the most important effects of information
technology on internal controls in businesses, risks the auditor must consider, and audit
evidence changes. Chapter 13 summarizes Chapters 6 through 12 and integrates them with
the remainder of the text.

Part 3, Application of the Audit Process to the Sales and Collection Cycle (Chapters
14-17) These chapters apply the concepts from Part 2 to the audit of sales, cash receipts,
and the related income statement and balance sheet accounts. The appropriate audit proce-
dures for accounts in the sales and collection cycle are related to internal control and audit
objectives for tests of controls, substantive tests of transactions, and tests of details of
balances in the context of both the audit of financial statements and audit of internal con-
trol over financial reporting. Students learn to apply audit sampling to the audit of sales,
cash receipts, and accounts receivable.

In response to an increased emphasis on nonstatistical sampling by practitioners,
Chapters 15 and 17 emphasize nonstatistical sampling rather than statistical methods.
Chapter 15 begins with a general discussion of audit sampling for tests of controls and
substantive tests of transactions. Similarly, Chapter 17 begins with general sampling concepts
for tests of details of balances. The next topic in each chapter is extensive coverage of nonsta-
tistical sampling. The last part of each chapter covers statistical sampling techniques.

Part 4, Application of the Audit Process to Other Cycles (Chapters 18-23) Each of
these chapters deals with a specific transaction cycle or part of a transaction cycle in much
the same manner as Chapters 14 through 17 cover the sales and collection cycle. Each
chapter in Part IV is meant to demonstrate the relationship of internal controls, tests of
controls, and substantive tests of transactions for each broad category of transactions to the
related balance sheet and income statement accounts. We have integrated discussion of
implications related to the audit of internal control throughout all these transaction cycle
chapters. Cash in the bank is studied late in the text to demonstrate how the audit of cash
balances is related to most other audit areas.

Part 5, Completing the Audit (Chapter 24) This part includes only one chapter, which
deals with summarizing all audit tests, reviewing audit documentation, obtaining manage-
ment representations in an integrated audit of financial statements and internal control,
and all other aspects of completing an audit.

Part 6, Other Assurance and Nonassurance Services (Chapters 25 and 26) The last two
chapters deal with various types of engagements and reports, other than the audit of finan-
cial statements using generally accepted accounting principles. Topics covered include
WebTrust, SysTrust, other assurance services, review and compilation services, agreed-upon
procedures engagements, attestation engagements, other audit engagements, internal
financial auditing, governmental financial auditing, and operational auditing.

Instructor’s Resource CD-ROM The Instructor CD contains print and technology (e.g.,
spreadsheets, videos) supplements on a single CD-ROM. Enjoy the freedom to transport
the entire package from office, to home, to classroom. The CD-ROM enabiles you to cus-
tomize any of the ancillaries, print only the chapters or materials you wish to use, or
access any item from the package within the classroom!

Electronic Art Log The Electronic Art Log contains every table, graph, and piece of art
from the book. Enjoy the freedom to create your own PowerPoint presentations or over-
head transparencies. Available online at www.prenhall.com and on the Instructor’s
Resource CD-ROM.
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Instructor's Manual Suggestions for each chapter include: Homework problems, how
learning objectives correlate with chapter problem material, and transparency masters.
Chapters have been designed so that their arrangement and selection provides maximum
flexibility in course design. Sample syllabi and suggested term projects are provided. The
Instructor’s Manual is also available to adopters on the Instructor’s Resource CD-ROM
and online at www.prenhall.com.

Solutions Manual Included are detailed solutions to all the end-of-chapter exercises,
problems, and cases. Guidelines for replies to review questions and discussion questions
are offered. The Solutions Manual is also available to adopters on the Instructor’s
Resource CD-ROM and online at www.prenhall.com.

Test Item File & TestGen The printed Test Item File includes multiple choice exercises,
true/false, essay questions, and questions related to the chapter vignettes. To assist the instruc-
tor in selecting questions for use in examinations and quizzes, each question has been assigned
one of three difficulty ratings—easy, medium, or challenging. In addition, questions that
uniquely relate to the integrated audits of public companies or to the provisions of the
Sarbanes—Oxley Act and Section 404 have been separately labeled for easy identification by the
professor. Formatted for easy copying, TestGen testing software is an easy-to-use computer-
ized testing program. It can create exams, evaluate, and track student results.

PowerPoint Slides PowerPoint presentations are available for each chapter of the text.
Instructors have the flexibility to add slides and/or modify the existing slides to meet the
courses’ needs. The PowerPoint Slides are also available to adopters on the Instructor’s
Resource CD-ROM and online at www.prenhall.com.

Videos featuring Al Arens Al Arens briefly introduces 1) auditing concepts and 2) video
clips of real companies facing auditing challenges via videos on the text web site at
www.prenhall.com/arens. Free upon adoption.

Enhanced Companion Web Site Prentice Hall’s Learning on the Internet Partnership
offers the most expansive Internet-based support available. Our Web site provides a
wealth of resources for students and faculty. Resources include:

* Twice a year, faculty will be able to access newsletter summaries of the most recent
changes to professional standards and summaries of major issues affecting the
auditing profession. This will help instructors to stay informed of emerging issues.

* “Internet Margin Links,” included in each chapter, encourage students to use the
Internet to learn more about issues, services, or organizations covered in the text.

* “Internet Problems,” end-of-chapter assignments available for most chapters, require
students to utilize the Internet to conduct research in order to develop a solution.

* “Faculty Web Links” provided for most chapters take interested instructors to
related Internet sites.

Free Online "Study Guide” Students receive immediate feedback on tests, including total
score, an explanation provided for each incorrect answer, and the ability to e-mail the
results to a faculty member. All questions are created specifically for the Study Guide and
there is no duplication of questions taken from the text or test bank.

CAST: Comprehensive Assurance and Systems Tool by Buckless/Ingraham/
Jenkins This integrated practice set enables students to complete accounting transactions
based on the day-to-day operations of a real winery. Three modules are available — assur-
ance, manual AIS, and computerized AIS. Appropriate for use in auditing, AIS, or inter-
mediate courses.

The Lakeside Company: Case Studies in Auditing, 10th ed., by Hoyle/Trussel This
practice set guides the student through the life cycle of an audit from beginning to end.
The cases are designed to create a realistic view of how an auditor organizes and carries
out an audit.



