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Preface

In recent years, tremendous changes have affected the practice of public
accounting. Changes in technology, including the extraordinary growth of
electronic commerce, have increased the speed with which information is
transmitted within and between entities. This has allowed corporations to
more easily expand their activities globally. Two other issues have more di-
rectly affected the public accounting profession. First, there has been a
growing demand by various groups for auditors to assume more responsi-
bility as part of their role in society. The profession has responded to this
challenge by issuing an auditing standard that has increased the auditor’s
responsibility to detect fraud. Second, there is a growing emphasis for au-
ditors to provide assurance services, including assurance on information
system reliability, electronic commerce, and health care performance mea-
surement. These types of services build on the auditor’s traditional attrib-
utes of competence, objectivity, and independence. Although these new
services are likely to be a major source of revenues for public accounting
firms, it must be remembered that financial statement audits still repre-
sent a major, ongoing source of revenues for public accounting firms, and
many of our students will continue to be heavily involved in financial
statement audits. Such changes and events represent challenges for audi-
tors; they also offer significant opportunities for auditors to contribute to
the effective and efficient flow of information and capital in our society.

The changes impacting the profession require that students thoroughly
understand the audit process, broadly defined to include assurance services.
I believe that this is best accomplished by having students understand the
basic concepts that underlie the audit process and how to apply those con-
cepts to various audit and assurance services. The second edition of Audit-
ing and Assurance Services: A Systematic Approach contains a number of
significant changes and revisions that respond to this changing environ-
ment. First, Chapter 1 contains a more detailed overview of the relationship
between assurance, attestation, and auditing services, while Chapter 21 cov-
ers assurance and attestation engagements. Second, Chapter 3 has been re-
vised to include a much broader view of the auditor’s risk assessment
process consistent with current practice. The chapter includes detailed dis-
cussion of client business risk. Third, the book includes a new case for a
mail-order retailer, EarthWear Clothiers, that is used throughout the book
to demonstrate important concepts. There are Internet home pages for
EarthWear and its auditors. EarthWear’s home page has assurance provided
through a CPA WebTrustS™ engagement. Last, the book has a new design
format, more extensive learning objectives, and Internet problems.
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As the title indicates, the book takes a systematic approach to the audit
process by first introducing the three basic concepts that underlie the
audit process: materiality, audit risk, and evidence. These concepts are then
applied to each major accounting cycle and related account balances using
a risk-based approach. For example, each accounting cycle chapter starts
with an overview of the information system followed by a discussion of in-
herent risk factors that are relevant for the cycle and account balances.
The assessment of control risk is then described, followed by discussion of
the nature, timing, and extent of evidence necessary to reach the appropri-
ate level of detection risk.

In covering these important concepts and their applications, the book
focuses on the decision-making processes followed by auditors. Much of au-
diting practice involves the use of auditor judgment. If a student under-
stands these basic concepts and how to apply them on an audit engagement,
he or she will know how to practice in today’s dynamic audit environment.

The book can be used in a one-semester or one-quarter introductory au-
diting or assurance services course, or in a two-course sequence at the under-
graduate and graduate levels. It can also be used in introductory professional
development courses for CPAs, internal auditors, and government auditors.

Auditing and Assurance Services: A Systematic Approach is divided into
eight parts:

Part Description Chapters
| Introduction to Auditing and Assurance Services 1-2
Il Basic Auditing Concepts: Materiality, Audit Risk, and Evidence 3-4
1l Planning the Audit and Understanding Internal Control 5-7
1\ Statistical Tools for Auditing 8-9
v Auditing Accounting Applications and Related Accounts 10-16
Vi Completing the Audit and Reporting Responsibilities 17-18
Vil Professional Responsibilities 19-20
Vil Assurance, Attestation, and Other Forms of Services 21

This part of the textbook introduces auditing, attestation, and assurance
services. Chapter 1 covers auditing by discussing the demand for auditing
services; the relationship between auditing, attestation, and assurance ser-
vices; the types of audit engagements and types of auditors; the public
accounting profession; issues faced by the profession; organizations that
impact the profession; and auditing standards. Chapter 1 also describes
EarthWear Clothiers, a fictitious company based on a real-world entity.
This case is used throughout the text to demonstrate important concepts.
EarthWear and its auditors have home pages that can be used for various
case assignments. Chapter 2 provides a unique overview of financial state-
ment audits. It presents the management assertions contained in financial
statements and their relationship to audit objectives, the auditor’s respon-
sibility for errors and fraud, and the auditor as a business and industry ex-
pert; and it covers the three fundamental concepts that underlie the audit
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process: materiality, audit risk, and evidence. The chapter also includes a
brief overview of sampling, ethics and independence, and audit reporting.

Part II provides detailed coverage of the three basic concepts that underlie
the audit process. Chapter 3 discusses materiality and audit risk and their
role in the auditor’s decision-making process. The audit risk model is also
presented in this chapter, including a discussion of client business risk.
Chapter 4 provides detailed coverage of the concepts related to evidential
matter, including the various types of audit evidence used by auditors and
the basics of working paper documentation.

Part III is devoted to audit planning and understanding internal control.
Chapter 5 outlines an organized approach to audit planning and describes
the different types of audit tests, with detailed coverage of analytical pro-
cedures. Chapter 6 covers the auditor’s consideration of internal control
when planning and performing an audit, including the basic framework
for assessing control risk. Chapter 7 extends the coverage of internal con-
trol to include the effect of information technology on the audit and dis-
cusses the tools available to the auditor for auditing in an information
technology environment.

This part of the book presents the application of statistical and nonstatisti-
cal sampling techniques to auditing. Chapter 8 contains an overview of the
types of audit sampling, the requirements of auditing standards, and the
use of attribute sampling as applied to tests of controls. Chapter 9 applies
statistical sampling to testing account balances and focuses on the use of
monetary-unit sampling. Classical variable sampling techniques are cov-
ered in the appendix to Chapter 9.

Part V describes the application of internal control concepts and evidence-
gathering procedures to various accounting cycles. Chapters 10-16 discuss
inherent risk considerations, the assessment of control risk, and substan-
tive testing for each accounting cycle and its related account balances.

Part VI focuses on the steps followed at the end of the audit and provides
expanded coverage of audit reporting. Chapter 17 discusses contingent li-
abilities, commitments, and subsequent events, and also describes the
final evidential evaluation process followed by the auditor. Chapter 18
presents the details of audit reporting and covers a number of special re-
porting issues.
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Part VII is devoted to the auditor’s professional responsibilities. Chapter
19 reviews the Code of Professional Conduct and quality control stan-
dards. Chapter 20 discusses the legal environment that confronts the au-
diting profession.

Part VIII covers assurance services, including the demand for such ser-
vices. It also presents detailed examples of two assurance services. Chapter
21 introduces the attestation standards, describes two attestation services,
and discusses accounting and review services.

Distinguishing Features of This Text

Auditing and Assurance Services: A Systematic Approach has a number of
important features:

e The text takes a systematic approach to the audit process by building
on the basic concepts of materiality, audit risk, and evidential matter.

e The text follows a risk-based approach to auditing with materiality
and audit risk presented in a manner that is consistent with auditing
standards and current practice.

e A cycles approach is followed, with the components of the audit risk
model addressed in each cycle chapter.

e The discussion of internal control in each accounting cycle assumes
some level of computerization. As a result, the effect of computer
processing on the audit is introduced immediately after, and as an
extension of, the consideration of internal control. The use of IT
audit techniques is presented as a part of the discussion of auditing
each accounting cycle and account balance.

* An overview of sampling is presented at the beginning of Chapter 8
to give the student a frame of reference for studying statistical and
nonstatistical sampling techniques. The two chapters on sampling
also present the use of microcomputer software for statistical
sampling applications.

* The end-of-chapter materials contain review questions, multiple-
choice questions from CPA examinations, and problems. The
review questions allow students to quickly test their knowledge
of the learning objectives for each chapter. The multiple-choice
questions provide a sound basis for testing the chapter material
included on the CPA examination. The problems are drawn from
the CPA and CIA examinations and from problems developed by
the author.

e Most chapters also contain Internet assignments and discussion
cases. The Internet assignments involve solving problems related to
the EarthWear case and gathering various types of accounting and
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industry information. Many of the discussion cases were developed
from real-world examples and require the student to research the
answers using various information sources.

e The text can easily incorporate the use of the Simulated Case for
Audit Decision Making (SCAD).

Integrated Case

Supplements

The book contains a new integrated case company, EarthWear,

which is introduced in Chapter 1. This case is based on a real-world

company and is used to demonstrate important auditing concepts
throughout the book. A home page for the company contains extensive in-
formation on EarthWear, and a home page for the company’s auditors con-
tains extensive audit-related information. These pages can be accessed from
www.nmhhe.com/earthwear and www.mhhe.com/willisandadams. There are
also numerous problems and Internet assignments related to EarthWear
throughout the text. The Calabro Paging Services case that was included in
the first edition has been shortened and included as a discussion problem in
Chapter 3. It is also used in various chapters to demonstrate important con-
cepts with an alternative industry. A number of problems in the book are
based on the Calabro case.

e The Instructor’s Manual (0-07-290830-0) includes the author’s
suggestions on an approach to teaching the material in each chapter,
an outline of the topics, and other instructional aids.

» Ready Shows (0-07-233236-0) PowerPoint® slides are available
for each chapter. This allows the instructor to use the PowerPoint®
presentation in the classroom or use the slides as overheads.

 The Solutions Manual (0-07-290829-7) contains thorough, up-to-date
solutions to the book’s end-of-chapter materials.

» The Test Bank (0-07-290831-9) includes additional multiple-choice
questions adapted from professional examinations. All test questions
are available in a computerized format, Computest (0-07-231745-0).
Professors may use this software to create, edit, and print a variety
of tests. All of the instructor supplements are available on an
Instructor’s CD-ROM (0-07-231747-7).

e Ready Notes (0-07-290832-7), a new supplement for students,
contains PowerPoint® screen printouts to facilitate note-taking
during a PowerPoint® presentation.

e Communication for Accountants: Effective Strategies for Students
and Professionals (0-07-038390-1), authored by Maurice Hirsch of
Southern Illinois University—Carbondale and Susan Gabriel and Rob
Anderson, both of St. Louis University, is a brief and inexpensive
handbook that addresses the need for accountants to communicate
effectively through both writing and speaking.
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¢ The Web site (www.mhhe.com/messier) serves as an extension of
the text, and from it students and instructors can access regularly
undated materials that include applications of auditing practices, a
link to the EarthWear annual report, downloadable supplements,
and links to industry sites and information sources.
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