- M&E PROFESSIONAL STUDIES
AUDITING

EMILE WOOLF



M&E PROFESSIONAL STUDIES

AUDITING

by Emile Woolf

General Editors

Emile Woolf FCA FCCA FBIM
Suresh Tanna BSc(Hons) FCA
Karam Singh BTech MBA FCA

@ MACDONALD & EVANS



MEE Professional Studies titles currently available

Advanced Accounting Practice

Advanced Auditing and Investigations
Advanced Financial Accounting
Advanced Taxation

Auditing

Company Law

Costing

Economics

Executorship and Trust Law and Accounts
Financial Management

Foundation Accounting

Law

Management Accounting

Managerial Economics

Numerical Analysis and Data Processing
Organisation and Management
Quantitative Analysis

The Regulatory Framework of Accounting
Systems Analysis and Design

Taxation

Macdonald & Evans Ltd
Estover, Plymouth PL6 7PZ

First published 1985
© Emile Woolf 1985

British Library Cataloguing in Publication Data
Woolf, Emile

Auditing. (Professional studies,
ISSN 0266-8475)
1. Auditing

I. Title 11.. Series
657'.45 HF5667

ISBN 0-7121-0453-4

This book is copyright

and may not be reproduced in part

or in whole (except for purposes of review)

without the express permission of the publishers in writing.

Typeset by Latimer Trend & Company Ltd, Plymouth
Printed in Great Britain by
J. W. Arrowsmith Ltd, Bristol



M&E PROFESSIONAL STUDIES

Written by a team of practising lecturers and prepared under the General Editorship
of a leading partnership of London accountancy tutors, the M&FE Professional Studies
series has been specially designed to meet the course needs of professional students in
virtually all the examined subjects at appropriate professional, degree and diploma
levels. The titles cover many of the subjects offered by the ACCA, ICA, ICMA, AIA,
AAT, SCCA, ACEA, LCCI, RSA and numerous other bodies.

With carefully structured and thoroughly up-to-date contents, most titles include
end-of-chapter progress tests based on the text, a large number of practice examination
questions and suggested answers, a glossary of the more difficult key terms, and a very
comprehensive index. An extensive programme of classroom testing, student surveys
and independent assessment has been completed in relation to this series prior to
publication.

With twenty substantial texts in the series, M&E Professional Studies constitutes a
major contribution to business education, and will enable students throughout the
English-speaking world gain the syllabus-related depth of knowledge and practice
necessary to ensure a successful examination result.



GENERAL EDITORS

Emile Woolf

Emile Woolf first qualified in 1961 and joined the London Office of Deloitte
Haskins & Sells. Since 1964 he has played a major part in pioneering accountancy
education, first at Foulks Lynch and the London School of Accountancy, and then
as founder and Chairman of the Emile Woolf Colleges in London and overseas. In
1977 he also became a partner in Halpern & Woolf with special responsibility for
technical auditing standards. He is an established author, and a regular contributor
to numerous professional and student journals and magazines in the UK and
overseas. In 1980 he received the Distinguished Services Award for Authorship at
Hartford University, Connecticut, USA. Recently he was commissioned by the
ACCA to produce a series of audio cassettes and workbooks for students throughout
the world. Between 1973 and 1979 he was also an Examiner for the ACCA in
Advanced Auditing and Investigations. Emile Woolf lectures regularly on account-
ancy, financial and economic matters in Ireland, the UK, USA, Trinidad, Jamaica,
Singapore, Hong Kong, Malaysia, Nigeria, Ghana and elsewhere. He also conducts
seminars on financial management topics for industrial and commercial clients as
well as for professional accountancy firms.

Suresh Tanna

Suresh Tanna graduated in 1971 in chemical engineering from Edinburgh Univer-
sity. Following a career in business management he qualified as a chartered
accountant in 1978. In 1981 he joined Karam Singh in setting up the City
Accountancy Centre, which merged with the Emile Woolf Schools in March 1983,
and is now Director of Studies on ACCA courses, and Financial Director of the
enlarged FACT Group. He specialises in accounting, advanced accounting practice
and advanced financial accounting.

Karam Singh

After a period of project planning with Burmah Oil as a graduate chemical
engineer, Karam Singh obtained his MBA from the Liverpool Business School
whilst also engaged in part-time consultancy work for clothing manufacturers and
retailers and research at a P & O subsidiary. In 1971 he joined the London
accountancy firm of Harmood Banner and Company which later merged with
Deloittes. He qualified as a chartered accountant in 1974, and lectured for several
years at the London School of Accountancy and the North East London Polytech-
nic. In 1981 he joined Suresh Tanna in the formation of the City Accountancy
Centre, where he began to develop study material geared for in-school and home
studies students. At present he is Principal Lecturer for the FACT schools for Level
2 ACCA courses, specialising in quantitative analysis. He has contributed numerous
articles to the various professional and students’ journals.

Contributing authors

The titles in this series have been prepared under the General Editorship of Emile
Woolf, Suresh Tanna and Karam Singh in conjunction with the staff and tutors of
the FACT Organisation, 23 Hand Court, High Holborn, London WCIV 6]JF. All
contributors and authors are practising lecturers with many years’ experience of
teaching accountancy at all levels.




Preface

This new text fully reflects the requirements made by certified and chartered
examiners in recent years following the introduction of new (and more demanding)
examination syllabi.

The new legislation introduced in the Companies Acts 1980 and 1981 is far-reaching
in its consequences and its effect on auditors is more pervasive than is generally
appreciated. All these changes are analysed and thoroughly discussed in Chapter 7.

Recent years have seen the proliferation of new Auditing Guidelines, whose purpose
is to elucidate and explain the import of the original 1980 Standards. All of these
Guidelines have been included in this book in the appropriate chapters together with
appropriate commentaries and explanatory extracts from the APC publication True &
Fair. All major APC full and draft Guidelines issued in 1983 have also been included,
with special reference to going concern considerations; reliance on internal audit;
attendance at stocktaking, information issued with audited financial statements; and
representations by management.

Small company audits and the feasibility of introducing ‘“‘review assignments”,
analytical reviews of financial statements, and investigations under the Companies
Acts are also discussed in detail. The chapter on the use of statistical sampling
techniques (Chapter 9) reflects the increasing use made by auditors of monetary unit
sampling on audits of all sizes, and a concise yet comprehensive explanation is given of
the underlying mathematical principles. Chapter 10 (on auditors’ liability) takes into
account the recent dramatic extension of potential claims against auditors by third
parties.

The appendixes of selected examination questions and answers indicate the very
latest trends in setting examinations in auditing. As an aid to students seeking reference
to specific topics a detailed index is included at the end of the manual, whilst Chapter 4
(pages 104-12) contains a short but invaluable glossary explaining important auditing
concepts and terms.

I must take this opportunity to acknowledge the considerable assistance I have had
from the immensely authoritative yet practical Auditing & Accounting Newsletter, issued
internally by my “old firm” Deloitte, Haskins & Sells for the guidance of their
partners, managers and staff on mafters of current importance. I am similarly indebted
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to the Auditing Practices Committee of the CCAB for their kind permission to include
extracts from True & Fair and from the 1980 Auditing Standards and subsequent
guidelines; and to the Association of Certified Accountants for permission to include
past examination questions and published answers at the end of the text.

My final acknowledgment is to the vast (but unrecorded) number of students who
have attended my lectures, listened to my cassettes, and read my articles and texts over
the past twenty years in so many parts of the world, thereby forcing me to keep abreast
with auditing and related developments, as and when they arise. Long may this
practice continue (although, it is hoped, not always involving the same students)!

Emile Woolf



List of Abbreviations

Throughout the text reference is necessarily made to the official titles of professional
bodies, committees, government agencies, etc., and their official pronouncements.
Although these titles are spelt out in full on the first occasion they appear in the text, it
may nevertheless be useful to have an alphabetical glossary to which quick reference
may be made when required.

AICPA Anmerican Institute of Certified Public Accountants
AISG  Accountants International Study Group
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ICMA  Institute of Cost and Management Accountants

SE Stock Exchange

SEC Securities and Exchange Commission

SSAP Statement of Standard Accounting Practice
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