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Preface

D ESIGNED PRIMARILY for the first course in auditing at either the under-
graduate or graduate level, Modern Auditing offers a unique blend of the
contemporary and traditional approaches to the study of auditing. This
book recognizes the importance of transactions cycles in the study and
evaluation of internal control while retaining the time-honored balance
sheet approach in the verification of transaction cycle account balances.

Throughout the book, every effort is made to integrate auditing con-
cepts with auditing methodology, and auditing theory with auditing prac-
tice. In addition, emphasis is given to the professional responsibilities of
the independent auditor.

Organization

The organization of this book is designed to maximize the student’s
understanding of auditing theory and practice. This book is divided into
four parts:

Part Subject Chapters
I Fundamental Relationships 1-3

II Study and Evaluation of Internal Control 4-10

II1 Verification of Account Balances 11-15

v Reporting and Other Responsibilities 16-20

This arrangement reflects both sound pedagogy 2nd current auditing prac-
tices within the public accounting profession. Part I establishes basic
auditing concepts and relationships, Part II describes interim field work,
Part III explains year-end field work, and Part IV emphasizes the auditor’s
reporting and professional responsibilities.

Chapter 1 describes the audit function in our society, the form and
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content of the auditor’s standard report, and the organization of the public
accounting profession. Chapter 2 includes quality control, the first four
generally accepted auditing standards, and an overview of the auditing
process. Chapter 3 combines a conceptual explanation of audit evidence
with the practical importance of audit working papers. We recommend
that each of these chapters be assigned in sequence.

Part II contains concepts, methodology, and case studies relating to
the study and evaluation of internal control. Chapter 4 describes funda-
mental principles and audit procedures applicable to internal control, and
a campus theater is used to illustrate the basic relationships. Chapter 5
includes a basic introduction to statistical sampling and a case study to
illustrate the applicability of attribute sampling to the testing of internal
control systems. Chapter 6 considers electronic data processing systems
and their effects on the auditor’s study and evaluation of internal control.
The remaining four chapters discuss internal control principles and audit
methodology for testing controls for significant classes of transactions
within three transaction cycles: revenue, expenditure, and production.
Each chapter includes specific audit objectives, errors and irregularities,
audit programs for tests of transactions, and case studies of attribute
sampling and EDP applications. The authors believe that a full under-
standing of this phase of the audit process can be achieved by assigning
Chapters 4-8 in sequence. Chapters 9 and 10 are viewed as optional
chapters that may be assigned by those who wish to obtain complete
coverage of the transaction cycles.

The first of the five chapters in Part III of this book describes the
concepts of estimation sampling for variables and their application to the
verification of account balances. Chapters 12 and 13 explain the method-
ology for verifying accountt balances associated with the transaction cycles
included in Part II. In each of these chapters, consideration is given to
audit objectives, audit programs, and case studies of variables sampling
and electronic data processing applications. Chapter 14 focuses primarily
on the verification of investing and financing cycle account balances. The
final chapter in Part 1II covers the verification of income statement ac-
counts and the steps involved in completing an audit engagement. The
authors recommend, at a minimum, the assignment of Chapters 11-13 and
15. However, those who do not wish to emphasize statistical sampling can
omit Chapter 11 without significant consequence to the remaining chap-
ters.

The concluding part of this book relates to the auditor’s reporting and
professional responsibilities. There are two chapters on the reporting func-
tion. Chapter 16 considers audit reports in the typical engagement and
uses reports from actual practice to illustrate the various types of audit
reports that may be issued. Chapter 17 involves special reports associated
with audit engagements and other communications resulting from other
types of professional services rendered by a certified public accountant.
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Chapters 18-20 describe the auditor’s responsibilities in three areas:
(1) professional ethics, (2) legal liability, and (3) the Securities and Ex-
change Ccmmission. The authors believe Chapters 16, 18, and 19 are
essential to a basic course in auditing. In our combined experiences in the
teaching of auditing, we are convinced that students gain a much greater
understanding of the auditor’s ethical and legal responsibilities at the end
of the course than at the beginning. Consequently, we recommend that
these chapters be assigned in the indicated sequence. However, Chapters
18 and 19 are written as free-standing chapters.

Special Features
The following are among the special features of this book:

® Learning objectives for each chapter.

® Identification of functions, common documents, accounting rec-
ords, and data files for transaction cycles.

® Extensive coverage of the prevention and detection of errors and
irregularities.

® Manual and electronic data processing flowcharts for significant
classes of transactions within transaction cycles.

® Statistical sampling case studies for tests of transactions and tests
of balances.

® Electronic data processing case studies for transaction cycles and
computer-assisted techniques in the verification of account bal-
ances.

® Integration of authoritative auditing and professional literature
throughout the text.

® Full chapter coverage of SEC accounting and reporting require-
ments.

® Appendixes on flowcharting and significant legal cases.

End-of-Chapter Materials

This book contains an abundance of end-of-chapter materials that
have been carefully integrated with chapter content. Each chapter con-
tains a minimum of twenty review questions and twelve to eighteen com-
prehensive questions. In addition, sixteen of the chapters have a case study
drawn from actual practice. The comprehensive questions include ques-
tions and problems from uniform examinations given by four professional
organizations. These questions have been carefully edited and adapted to
the book. In total, there are over 700 questions and cases.
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Supplementary Materials

Supplementary materials to accompany this book consist of an in-
structor’'s manual and a student study guide.

In addition to answers to the questions and cases, the instructor’s
manual includes suggested course outlines, estimated solution times for
the comprehensive questions and cases, and specific date references on
uniform professional examination questions. The format of the solution
manual is readily adaptable to the use of transparencies in the classroom.

A study guide, co-authored with William C. Boynton, Associate Profes-
sor of Accounting at the University of Virginia, is available for use with
this book. For each chapter of the text, the study guide contains twenty to
twenty-five chapter highlights, fifteen to twenty true or false statements,
ten completion statements, and twelve to fifteen multiple choice questions
taken primarily from the AICPA examination. Solutions to the statements
and questions are included at the end of the study guide.

The authors are happy to note that both men and women are active
and successful in the auditing profession. It is gratifying to note that
women are entering the field in increasing numbers. However, if every
sentence in this book used ‘“he/she,” ‘“him/her,” and “‘his/hers”’ when refer-
ring to the auditor, the book would become difficult to read. Therefore, for
ease of expression, “he,” “his,” and “him’’ are used in this book in their
grammatical sense and refer to the female as well as male auditor.

ACKNOWLEDGMENTS

Many acknowledgments need to be made to those who have made
significant contributions to this book. First and foremost is the invaluable
assistance provided by David B. Pearson, partner in Arthur Young &
Company, who read every draft of every chapter and made countless
suggestions to improve the book.

The authors also wish to express appreciation to William C. Boynton,
who was engaged as a consultant during the course of this project. In
addition to rendering helpful editorial assistance on the entire manu-
script, he made major contributions to the statistical sampling chapters
and provided significant input to the flowcharts and exhibits throughout
the book.

Another consultant was Richard W. Andrews, Associate Professor of
Statistics and Management Sciences at The University of Michigan, who
assisted materially in the development of the statistical sampling chap-
ters.



PREFACE ix

Individuals who have reviewed the entire manuscript are Fred
Everett, Western Michigan University; Joe R. Fritzemeyer, Arizona State
University; James A. Heintz, Indiana University; Corine T. Norgaard,
University of Connecticut; Robert W. Scharff, Peat, Marwick, Mitchell &
Co.; and Paul H. Walgenbach, University of Wisconsin at Madison. We are
indeed grateful for their many constructive suggestions.

We also express our thanks to the following individuals who have
made helpful suggestions to one or more specific chapters: Donald C.
Adams, AICPA; Richard E. Czarnecki, The University of Michigan (Dear-
born); Gordon L. Duke, The University of Michigan; Mary Finan, Arthur
Young & Company; James T. Godfrey, The University of Michigan; Carter
D. Hicks, Peat, Marwick, Mitchell & Co.; George J. Siedel, The University
of Michigan; and Daniel L. Sweeney, AICPA.

We also wish to acknowledge with deep appreciation the permission
of three firms to use selected cases from their files and training programs
for our end-of-chapter material. The firms are Arthur Young & Company,
Ernst & Whinney, and Peat, Marwick, Mitchell & Co. These cases are
identified by an asterisk.

Appreciation is sif¥arly expressed to the AICPA for permission to
quote and reproduce materials from their publications and to use ques-
tions from the uniform CPA examination. Thanks are also expressed to the
Institute of Management Accounting, the Institute of Internal Auditors,
and the Canadian Institute of Chartered Accountants for permission to use
questions from their uniform examinations for our end-of-chapter mate-
rial. These questions are respectively designated as CMA, IIA, and CICA.

We also wish to express our sincere appreciation to Linda Kopec Kell
for her expert typing of the final draft of the manuscript and to Jill M.
Kruse for her assistance in the typing of early drafts.

Finally, we wish to thank our editor, Marie C. Orsini, and our produc-
tion manager, Anthony Gigante, for their indispensable help in the editing
and production of this book.

WALTER G. KELL
RicHARD E. ZIEGLER

January 1980



Contents

I Fundamental Relationships

1 Auditing and the Public Accounting Profession 3

Auditing Defined. Types of Auditors. Need for Financial
Statement Audits. Responsibilities of the Independent Auditor
in Financial Statement Audits. Management Responsibility for
Financial Statements. Verifiability of Financial Statement
Data. Auditor Relationships in Financial Statement Audits.
Relationship Between Accounting and Auditing. Auditor’s
Standard Report. Revising the Auditor’s Standard Report.
Public Accounting as a Profession. Organization of the
Profession. Other Types of CPA Services.

2 Quality Control and the Audit Process 36

QuALITY CONTROL. Nature of the General Standards. AICPA
Quality Control Review Division. Quality Control
Considerations for a CPA Firm. AICPA Division for CPA Firms.
Independent Peer Review. OVERVIEW OF THE AUDIT PROCESS.
Planning the Audit. Executing the Audit Program. Reporting
the Findings. AUDIT PLANNING. Essential Planning
Information. Audit Programs. Timing of the Work.
Assignment of Professional Staff. Audit Supervision.

3 Evidential Matter/Audit Working Papers 67

AupIT EVIDENCE. Nature of Evidential Matter. Evidential
Matter and Financial Statement Assertions. Statement and
Purpose of the Third Standard of Field Work. Types of
Corroborating Information. Substantive Tests. Nature and
Typesof Auditing Procedures. Illustration of Audit Evidence and
Audit Procedures in Verification of Account Balances. Evaluation
of Evidential Matter. Effects on Auditor’s Report. AUDIT
WORKING PAPERS. Nature and Purpose of Audit Working
Papers. Working Papers and Auditing Standards. Types of
Audit Working Papers. Preparing Audit Working Papers.
Reviewing Audit Working Papers. Working Paper Files.
Ownership and Custody of Working Papers.

xi



xii

CONTENTS

II Study and Evaluation of Internal
Control

Internal Control Principles and Review Concepts

Nature and Importance of Internal Control. Basic
CONSIDERATIONS. Administrative and Accounting Control.
Clarifying Accounting Control. Basic Concepts. Internal
Accounting Control Environment. Basic Principles. The
Second Standard of Field Work. METHODOLOGY FOR MEETING
SECOND STANDARD OF FIELD WORK. Reviewing the System.
Testing the System. Evaluating the System. Schematic
Presentation. Relationship of Second and Third Standards of
Field Work. OTHER CONSIDERATIONS. Required
Communication of Material Weaknesses. Using the Work of an
Internal Auditor. Reporting on Internal Control.

APPENDIX 4A: Flowcharting, 137

Sampling for Attributes

Need for Sampling. Audit Tests and Uncertainty. Judgmental
versus Statistical Sampling. Applicability of GAAS. Basic
STATISTICAL RELATIONSHIPS. Statistical Concepts. Statistical
Selection.  Statistical Sampling Techniques. ATTRIBUTE
SAMPLING PrLaN. Deciding the Objectives and Nature of the
Test. Determining Sample Size. Selecting and Examining the
Sample. Statistically Evaluating and Interpreting the Sample
Results. ILLUSTRATION OF SAMPLING FOR ATTRIBUTES.
DI1SCOVERY SAMPLING.

Auditing Electronic Data Processing Systems

ELEMENTS OF AN EDP SysTEM. Computer Hardware.
Computer Software. Documentation. Personnel. Data.
Operating Procedures. EDP AcCOUNTING CONTROLS.

Organization and Operating Controls. Systems Development and

Documentation Controls. Hardware Controls. Access
Controls. Data and Procedural Controls. Input

Controls. Processing Controls. Output Controls. STUDY AND
EvALUATION oF INTERNAL CONTROL. Applicability of Generally
Accepted Auditing Standards. Basic Differences. Reviewing
the System. Testing the System. Evaluating the System.
OTHER CONSIDERATIONS. Online Realtime Systems.
Computer Service Centers. Using the Computer for Substantive
Testing.

Tests of Revenue Cycle: Sales Transactions

Cycle Approach. Nature of the Revenue Cycle. Internal Control
Environment. Internal Control Objectives. INTERNAL
CoNTROL OVER SALES TRANSACTIONS. Basic Considerations.
Materiality and Audit Risk. Sales Transactions Are Properly
Executed. Sales Transactions Are Properly Recorded. Custody
of Assets Is Properly Maintained. STUDY AND EVALUATION OF
INTERNAL CONTROL. Reviewing the System. Testing the
System. Evaluating the System. Correlating With Other

105

150

187

233



10

CONTENTS xiii

Auditing Procedures. ATTRIBUTE SAMPLING OF SALES
TRANSACTIONS. Deciding the Objectives and Nature of Test.
Determining Sample Size. Selecting and Examining the
Sample. Statistically Evaluating and Interpreting Sample
Results. ELECTRONIC DATA PROCESSING OF SALES
TRANSACTIONS. Description of the System.  Study and
Evaluation of EPD Controls.

Tests of Revenue Cycle: Cash Receipts and Sales
Adjustments Transactions 273

INTERNAL CONTROL OVER CASH RECEIPTS AND SALES
ADJUSTMENTS TRANSACTIONS. Basic Considerations. Internal
Control Environment. Materiality and Audit Risk. Cash
Receipts and Sales Adjustments Transactions Are Properly
Exccuted. Cash Receipts and Sales Adjustment Transactions Are
Properly Recorded. Custody of Assets Is Properly Maintained.
STUDY AND EVALUATION OF INTERNAL CONTROL. Reviewing the
System. Testing the System. Evaluating the System and
Correlating With Other Procedures. ATTRIBUTE SAMPLING OF
CasH RECEIP15s TRANSACTIONS. Deciding the Objectives and
Nature of the Test. Determining Sample Size. Selecting and
Examining Sample. Statistically Evaluating and Interpreting
Sample Results. ELECTRONIC DATA PROCESSING SYSTEM OF
CasH RECEIPTS TRANSACTIONS. Description of the System.
Study and Evaluation of EDP Controls.

Tests of Expenditure Cycle: Purchases and Cash
Disbursements Transactions 310

Nature of the Expenditure Cycle. Internal Control
Environment. Internal Control Objectives. INTERNAL
CoNTROL OVER PURCHASES AND CASH DISBURSEMENTS
TRANSACTIONS. Basic Considerations. Materiality and Audit
Risk. Purchases and Cash Disbursements Transactions Are
Properiy Executed. Purchases and Cash Disbursements
Transactions Are Properly Recorded. Custody of Assets Is
Properly Maintained. STUDY AND EVALUATION OF INTERNAL
CoNTROL.  Reviewing the System. Testing the System.
Evaluating the System. Correlating With Other Auditing
Procedures. ATTRIBUTE SAMPLING OF PURCHASES AND CASH
Di1SBURSEMENTS TRANSACTIONS. Deciding the Objectives and
Nature of the Test. Determining Sample Size. Selecting and
Examining Sample. Statistically Evaluating and Interpreting
Sample Results. ELECTRONIC DATA PROCESSING OF PURCHASES
AND CasH DISBURSEMENTS TRANSACTIONS. Description of the
System. Study and Evaluation of EDP Controls.

Tests of Payroll and Manufacturing

Transactions 352
INTERNAL CoNTROL OVER PAYROLL TRANSACTIONS. Basic
Considerations. Internal Control Environment. Materiality

and Audit Risk. Payroll Transactions Are Properly Executed.
Payroll Transactions Are Properly Recorded. Custody of Assets Is



xiv

i1

12

CONTENTS

Properly Maintained. STUDY AND EVALUATION OF INTERNAL
CoNTROL. Reviewing the System. Testing the

System. Evaluating the System and Correlating With Other
Auditing Procedures. ATTRIBUTE SAMPLING OF PAYROLL
TrRANSACTIONS. ELECTRONIC DATA PROCESSING OF PAYROLL
TRANSACTIONS. Description of the System.  Study and
Evaluation of EDP Controls. THE PropucTtioN CYCLE. Nature

of the Production Cycle. Internal Control Environment. Internal

Control Objectives. INTERNAL CONTROL OVER MANUFACTURING
TRANSACTIONS. Basic Considerations. Materiality and Audit
Risk. Manufacturing Transactions Are Properly Executed
Manufacturing Transactions Are Properly Recorded. Custody of
Assets Is Properly Maintained. STuDY AND EVALUATION OF
INTERNAL CONTROL. Reviewing the System. Testing the
System. Evaluating the System and Correlating With Other
Procedures.

II1 Verification of Account
Balances

Estimation Sampling for Variables

Applicability of Variables Sampling in Auditing. Risks in Using
Estimation Sampling for Variables. VARIABLES SAMPLING
CONCEPTS. Precision. Reliability. Variability of the
Population. Population Size. Normal Distribution.
Population Standard Deviation. Sample Standard Deviation.
Distribution of Sample Means. VARIABLES SAMPLING PLAN.
Indicating the Nature and Objective of the Test. Specifying
Desired Precision and Reliability. Estimating Population
Standard Deviation. Determining the Standard Deviate at the
Desired Reliability. Calculating Required Sample Size.
Drawing the Sample and Computing the Sample Means and
Sample Standard Deviation. Calculating the Estimated Total
Population Value and the Achieved Precision Interval.
Interpreting the Results of the Sample. ALPHA AND BETA
Risks. Nature of Alpha and Beta Risks. Calculating and
Controlling Alpha Risk. Calculating Planned Beta Risk.
Controlling Planned Beta Risk. Illustrative Case Study.
Unacceptable Book Value. RATIO AND DIFFERENCE
EsTIMATION. Applying Ratio and Difference Estimation.
Hlustration of Ratio and Difference Estimation.

Tests of Cash and Revenue Cycle Balances

Nature and Scope of Tests of Balances. Management Assertions
and Audit Objectives for Tests of Balances. TEsTs oF CAsSH
BALANCEs. Clerical Accuracy. Existence or Occurrence,
Rights and Obligations, and Valuation or Allocation.
Completeness. Statement Presentation and Disclosure.

TesTs OF OTHER REVENUE CYCLE BALANCES. Clerical
Accuracy. Existence or Occurrence and Rights and
Obligations. Completeness. Valuation or Allocation.

401

435



14

13

CONTENTS xv

Statement Presentation and Disclosure.  Estimation Sampling
of Accounts Receivable Balances. Computer-Assisted Tests of

Accounts Receivable Balances. Verifying the Accuracy of Aged
Trial Balance. Preparing Confirmation Requests.

Tests of Expenditure and Production Cycle
Balances 481

TEesTs OF INVENTORY BALANCES. Clerical Accuracy.

Existence or Occurrence. Completeness. Rights and
Obligations. Valuation or Allocaticn. Statement Presentation
and Disclosure. Estimation Sampling of Inventory Balances.
Computer-Assisted Tests of Inventory Balances. TESTS OF
PLANT AsSET BALANCES. Comparison With Audit of

Current Assets. Initial Audit Engagement. Recurring Audit
Engagement. Clerical Accuracy. Existence or Occurrence.
Completeness. Rights and Obligations. Valuation or
Allocation. Statement Presentation and Disclosure. TESTS OF
CURRENT LIABILITY BALANCES. Comparison With Tests of Asset
Balances. Audit Program. Clerical Accuracy. Existence or
QOccurrence and Rights and Obligations. Completeness.
Valuation or Allocation. Statement Presentation and Disclosure.

Tests of Investing and Financing Cycle Balances 527

Tue INVESTING CYCLE. Basic Considerations. Materiality
and Audit Risk. Internal Control Objectives, Study and
Evaluation of Internal Control. Substantive Tests of
Investment Balances. THE FINANCING CYCLE. Basic
Considerations. Materiality and Audit Risk. Internal Control
Objectives. Study-and Evaluation of Internal Control.
Substantive Tests of Long-Term Debt Balances. Substantive
Tests of Stockholders’ Equity Balances.

Tests of Income Statement Balances/Completing
the Audit 562

SuBSTANTIVE TESTS OF REVENUE AND EXPENSE BALANCES.
Materiality and Audit Risk. Approach to Verification of Income
Statement Balances. Direct Tests of Income Statement
Balances. COMPLETING THE AUDIT. Making Subsequent
Events Review. Making Inquiry of Client’s Lawyer.

Obtaining Client Representation Letter. Making Overall
Analytical Review. Making General Review of Statement of
Changes in Financial Position. Reading Other Information in
Documents Containing Audited Financial Statements.
Summarizing Findings and Formulating an Opinion. Making
Final Review of Working Papers. Completing Financial
Statement Checklist. Making Independent In-House Review.
Required Communication of Material Weaknesses in Internal
Accounting Control. Management Letters. PoOSTAUDIT
RESPONSIBILITIES. Responsibility for Subsequent Events
Occurring After Completion of Field Work But Before Issuance of
Report. Responsibility for Postaudit Discovery of Facts Existing at
Date of Audit Report.



16

17

18

CONTENTS

IV Reporting and Other
Responsibilities

Reporting on Audited Financial Statements

STANDARDS OF REPORTING. Statement of the Reporting
Standards. The Fourth Reporiing Standard. The Auditor's
Standard Report. Types of Audit Opinions. Effects of Other
Than Unqualified Opinions on the Auditor's Report.
CIRCUMSTANCES RESULTING IN DEPARTURE FROM THE
AUDITOR’S STANDARD REPORT. Types of Circumstances.
Scope Limitation. Part ¢f Examination Made by Other
Independent Auditors. Nonconformity With GAAP.
Nonconformity With Promulgated Accounting Principles.
Inconsistent Application of GAAP. Uncertainties.

Emphasis of a Matter. Summary of Departures from Auditor’s
Standard Report. OTHER CONSIDERATIONS.

Reporting on Comparative Statements. Contemporary
Developments.

Other Reports and Services

AUDITING SERVICES. Special Reports. Additional
Information Submitted With Audit Report. Reporting on
Personal Financial Statements. REVIEW SERVICES.
Reviewing Interim Financial Information for Public Entities.
Reviewing Financial Statements of a Nonpublic Entity.
Reviewing Required Supplemental Information. Reviewing
Internal Accounting Control. Reviewing Financial Forecasts.
ACCOUNTING SERVICES. Unaudited Financial Statements.
Compilation of Financial Statements.

APPENDIX 17A: 1136 Tenants' Corp. v. Max Rothenberg & Co.,
667

Professional Ethics

Basic CONSIDERATIONS. Nature and Importance of
Professional Ethics. Codes of Professional Ethics. AICPA
Professional Ethics Division. Composition of the Code of
Professional Ethics. Applicability of Rules of Conduct.
ENFORCEMENT OF RULEs oF CoNpucCT. Enforcement
Groups. Joint Ethics Enforcement Procedures. Trial Board

Hearings. Automatic Disciplinary Provisions. Framework for

Discussion of Rules of Conduct. INDEPENDENCE, INTEGRITY,
AND OBJECTIVITY. Ethical Principle. Rule
101—Independence. Rule 102—Integrity and Objectivity.
Commentary on Rules. GENERAL AND TECHNICAL
STANDARDS. Ethical Principle. Rule 201—General
Standards. Rule 202—Auditing Standards. Rule
203—Accounting Principles. Rule 204—Other Technical
Standards. Commentary on Rules. RESPONSIBILITIES TO
CLIENTS. Ethical Principle. Rule 301—Confidential Client
Information. Rule 302—Contingent Fees. Commentary on
Rules. RESPONSIBILITIES TO COLLEAGUES. Ethical
Principle. OTHER RESPONSIBILITIES AND PRACTICES. Ethical

603

643

678



19

20

index

CONTENTS

Principle. Rule 501—Acts Discreditable. Rule
502—Advertising or Other Forms of Solicitation. Rule 503.
Commissions. Rule 504—Incompatible Occupations. Rule
505—Form of Practice and Name. Commentary on Rules

Legal Liability

Liability Under Common Law. Liability Under Statutory

Law. Professional Standards and Legal Decisions. Avoidance
of Litigation. ERRORS AND IRREGULARITIES. Auditor’s
Responsibility.  Effects on the Examination. Effects on
Auditor’s Report. ILLEGAL CLIENT AcTs. Effects on
Examination. Effects on Auditor’s Report. Other
Considerations.

APPENDIX 19A: Chronological Summary of Legal Cases Under
Common and Statutory Law, 726

The Independent Accountant and the Securities
and Exchange Commission

Background of the SEC. Organization of the SEC. SEC
Divisions. Principal Offices. Types of Accounting
Pronouncements. Qualifications of Independent Accountants.
Requirements for Accountants’ Reports. Registration of
Securities. Review of Registration Statements. The
Registration Process. The Securities Act of 1933. Registration
Under the 1933 Act. Independent Accountant’s Involvement in
Registrations Under the 1933 Act. Accountant’s Reports Under
1933 Act Registrations. The Securities Exchange Act of 1934.
Registration Under the 1934 Act.  Annual Reporting Under the
1934 Act.  Quarterly Reporting Under the 1934 Act. Special
Reporting Under the 1934 Act. Enforcement of the Securities
Acts.

709

743

775



I

Fundamental
Relationships

In audnmg, as in other fields of knowledge, there are fun-

~ damental relationships that are essennal to a CUmprcnenswe ;

 understanding of the subject. The basic relationsbips of auditing
are discussed in the three chapters that camprise ’P'art I f this

book.

Charter 1 describes thf, function of auditing in socwty, the
auditor’s standard report, and the natm of the public accoum«
ing profession.

In Chapter 2, consideration is gwen to quahtv comml the ;

audit process, and audit planning.

Chapter 3 explains the types of audit CVfﬂénce th %) Wil e :"f i

obtained by the auditor in an audit engagement and the impor-
tance of documenting the aaditors work anﬂ ﬁndmgs in audit
working papers.
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