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Preface

Over the past few years we have seen unprecedented changes in the auditing profession.
These changes were precipitated by the revelation that management of a number of large
public companies, including Enron and WorldCom, systematically misstated the financial
statements of the companies over a number of years. As a result, we have witnessed con-
gressional hearings about the accounting profession, the criminal conviction and liquida-
tion of the international accounting firm of Arthur Andersen LLP, and the passage of the
Sarbanes-Oxley Act of 2002, which takes from the profession the major portion of its self-
regulatory authority. The goal of the fourteenth edition of Principles of Accounting and
Other Assurance Services is to provide you with a clear perspective of the new auditing
environment.
How do we do this?

1. Balanced presentation. This text provides a carefully balanced presentation of auditing
and assurance theory and practice. The concepts are written in a cleat, concise, and un-
derstandable manner suitable for students who have not had significant audit experience.
Real company examples are integrated throughout the text to bring this material to life.
Lastly, the Keystone Computers is the text’s illustrative audit case integrated into se-
lected chapters that provides students with hands-on audit experience.

2. Clarifying the changes to the profession. The authors have included all the new legal
and standards changes affecting the auditing profession to provide you with the most
current and up-to-date auditing text available. Please refer to the inside front cover for a
detailed list of the changes.

3. Maintaining a clear perspective. The Online Learning Center provides instructors and
students with a wealth of material to help keep students up-to-date. The OLC receives
daily updates from The New York Times and McGraw-Hill’s PowerWeb so you always
know the breaking news affecting the profession. The OLC also contains quizzing and
other resources to help students in this course.

Just as the windows on the cover provide a clear perspective of the environment outside,
Principles of Auditing and Other Assurance Services, 14/e, will provide students with a
clear perspective of the new auditing environment.

O. Ray Whittington
Kurt Pany
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Keystone Computers & Networks, Inc. is the text’s
Illustrative Audit Case. This feature has been updated in
this edition and illustrates audit methods and provides
realistic, thought-provoking case exercises. Although each

portion of the case is designed to stand alone, if used in
combination, the case will help the student develop
problem-solving skills in planning (Chapter 6), in
considering internal control and testing account balances
(Chapters 11 and 14), and in completing the audit
(Chapter 17). The case incorporates the use of
computerized accounting applications and also integrates
the fundamentals of audit sampling from Chapter 9.
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Debt and Equity Capital

Auditing Operations and Completing the Audit
Auditors’ Reports
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Services
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FEATURES OF THIS EDITION

This text includes a variety of features to enhance the learning experience:

lHlustrative Cases

Actual business and accounting examples are used to illustrate key
chapter concepts. The cases are boxed and appear throughout the text.
- New cases have been added for recent alleged audit failures.

IMustrative Case

The situation in which audit clients hire audit firm per-
sonnel is difficult. On the one hand, it provides great pro-
fessional opportunities for individuals who enter the
public accounting profession. On the other, indepen-
dence concerns have led to the restrictions presented in
this section.

Questions were raised about the number of ex-Arthur

years Arthur Andersen served as auditor, 86 employees
left the firm and accepted positions at Enron.

In addition, questions arose as to the nature of the re-
lationship between continuing Arthur Andersen employ-
ees and those of Enron. Again, The Wall Street Journal
reported that Arthur Andersen auditors and consultants
“shared in office birthdays, frequented lunch time parties

Industry Focus Cases

These cases use examples from specific industries to provide
students with detailed “real world” illustration of points being
emphasized in the text. These cases show the importance of
having a thorough knowledge of the audit client’s business and
industry. Like the illustrative cases, these cases are boxed and

appear throughout the text. Y

Focus on the Airline Industry

“Ticketless” travel has become increasingly important within the airline industry. Under these
 systems a passenger may book a flight over the telephone or by computer and be assigned
~ a reservation number rather than being issued a ticket. Since no ticket is created until the

passenger checks in for the flight, the auditor is limited in the extent to which he or she can

‘examine “paper” support for transactions. Accordingly, audit procedures must be developed

relating to the associated revenues and receivables. Auditors often choose to test the com-
; puter contmls m such situations.




lllustratlve Documents

78644
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—— 1. Obtain or Prepare Analyses of the Investment Accounts and Related Revenue,
Objectives: Gain, and Loss Accounts and Reconcile Them to the General Ledger
Clerical The analysis of financial investments will show the beginning and ending balances for the
accuracy year, purchases and sales of investments during the year, interest and dividends earned, and
realized and unrealized gains and losses. The auditors may verify the beginning balances of
investments by reference to the prior year’s audit working papers. If numerous purchases




lllustrations, Tables, and Flowcharts

These are used throughout to enhance and clarify the presentation,

Chapter Summaries

The summaries recap the most important information presented in the chapter.

Chapter Objectives

These objectives provide a concise presentation of

each chapter’s most important concepts.

Chapter Objectives

After studying this chapter, you should be able to:

Describe the character of assurance services.
Identify assurance services that involve attestation.
Describe the nature of financial statement audits.
Explain why audits are demanded by society.

Describe how the credibility of the accounting profession was affected by the large
number of companies reporting accounting irregularities in 2001 and 2002.

Key Terms Introduced or Emphasized

This is a glossary of each chapter’s most important terms. The terms are boldface within the chapter and are de-

fined at the end of the chapter. Placing the definitions at the end of each chapter allows the student to quickly find

the meaning of unfamiliar terms while reading the material. The glossary also serves as an excellent review tool

and helps the student see how well he or she understands the major ideas presented.

END-OF-CHAPTER PROBLEM MATERIAL

The questions, problems, case material, and audit case exercises at the end of each chapter are divided as follows:

Review Questions; Questions Requiring Analysis; Problems; In-Class Team Exercises; Ethics Cases; Research

and Discussion Cases; and Audit Case Exercises.

xii



Review Questions

The Review Questions are closely related to the material in the chapter and provide a convenient means of deter-
mining whether students have grasped the major concepts and details contained in that chapter.

Questions Requiring Analysis

The Questions Requiring Analysis require thoughtful consideration of a realistic auditing situation and the appli-
cation of professional standards. A number of these questions are taken from CPA and CIA examinations, and
others describe actual practice situations. These questions, which are generally shorter than the problems, tend to
stress value judgments and conflicting opinions.

Problems

Many of the Problems are drawn from CPA and CIA examinations. In selecting these problems, consideration
was given to ones appearing in recent professional exams. However, older questions are included when they are
superior to others available. '

Research and Discussion Cases

These cases involve controversial situations that do not lend themselves to clear-cut answers.
Students are required to research appropriate professional literature and to then apply critical
thinking skills to logically formulate and justify their personal positions on the issues
involved in each case. The cases acquaint students with the professional literature, develop

research and communication skills required on the new CPA exam, and demonstrate that

several diverse, yet defensible, positions may be argued persuasively in a given situation. Y

Researeh and 34 The I‘.iiié‘rh tional Bank of Commerce (IBC) i isan dudii client of your public aéééimting firm.
Dlscussmn Case - _ IBCisa multmatlonal financial institution that operates in 23 countries. Dunng the current

per
b Loans were recorded on the b(:oks that appear to be either false or deceitful.
.~ You: 'ey’cspecnally concerned abnut these fmdmgs because it appears that mcmbers of

- with SAS No 54, “Iilegal Acts by Chents - you have commumcated these 111ega1 acts to IBC’s

, ;kaudxt committee of the board of directors. However, you are not satisfied with the commit-

tee’s reacnon to the situation. The chairman of the audit committee thanked you cordially,
~ , 't0 uwesngate the activities or prevent their occlirrence in

"the future
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Audit Case Exercises

These exercises all pertain to the text’s updated continuing integrated case, Keystone Computers & Networks,
Inc. While each exercise may “stand alone,” when used in combination, these case exercises take the student from
the original planning of an audit through testing of controls, substantive testing, and accumulation and analysis of
uncorrected misstatements. Exercises are included in Chapters 6, 11, 14, and 16.

Spreadsheet Témplates

Spreadsheet templates are available on the text’s website to
be used in conjunction with selected audit case exercises.
The exercises with templates are identified by a floppy disk
logo in the margin.

. »

6C-4. A partially completed analytical ratios working paper for Keystone Computers & Networks,
Inc., is presented on page 223.
Required: a. Complete the working paper by computing the financial ratios for 20X5.
b.  After completing part @, review the ratios and identify financial statement accounts that
should be investigated because the related ratios are not comparable to prior-year ratios
and industry averages.

Ethics Casés

In-CIass Ethxcs Cases, new to this edmon allow the instructor
to discuss ethical issues in an mtegrated manner throughout
the course. The cases present a series of situations which re-
_sult in ethical dilemmas of the type that beginni;ng accountants
_ may expect to encounter in practice. These cases are included

~ in selected chapters.

Y

) audit to obtain a substantial amount of additional finanéing
' esently, Txerra Corporaﬁon is successful profltable, and com-
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In-Class Team Cases

These cases are meant to be solved in class either by teams of students or,
if the instructor prefers, by individuals. They help provide the student with
an active learning environment to apply key concepts included in each
chapter.

In-Class 340  The issue of whether the performance of nonattest (consulting) services for audit clients im-
m Cases p s 1ndependence of the auditors has been widely debated w1thm the public accountmg

,  List arguments for restnctmg nonattest services for audit chents
-, List arguments against restricting nonattest services for audit clxents.’
~ Present your opinion and support it with 'one or more of the arguiﬂents iisted above.

Internet Assignments

Internet assignments are included among the end-of-chapter
problem material for selected chapters. These assignments
require students to use the Internet to do audit research and
are identified with a WWW logo in the margin.

'Réquired: ~ Comment on the validity of Foster’s conclusion, Explain fully.

_ Internet Exercise. SEC filings of certain public companies can be accessed from EDGAR
. (Electronic Data Gathenng and Retrleval System), which has the follewmg Internet address:

" Regquired: . Use EDGAR fo Iocate a company in the software mdustry ~ - .
. j b Access the latest Form 10-K for the company and read “Management s Dzscusswn and
Analysis” from Form 10-K. -

XV



SUPPLEMENTS
Website

A Website, www.mhhe.com/business/accounting/whittington 14e, provides links to various sites referred to in the
text and updates that reflect changes in auditing standards that have occurred subsequent to publication of the
text. The site includes a multiple-choice quiz and solutions for each chapter to allow students to measure their
mastery of key concepts. It also includes the Keystone Case spreadsheets referred to in selected end-of-chapter
problems. The Instructor’s portion contains downloadable supplements.

Study Guide

A Study Guide (ISBN 0072835044), written by the text’s authors, enables students to review text material and to
test their understanding. The guide includes a summary of each chapter’s highlights and an abundance of objec-
tive questions and exercises. Since the guide includes answers to the questions and exercises, it provides immedi-
ate feedback to students.

Instructor’s Resource CD-ROM

The Instructor’s Resource CD-ROM (ISBN 0072835052) allows you to access the text’s ancillary materials in one
convenient CD. This includes the Instructor’s Lecture Guide, the Solutions Manual, Test Bank, Computerized Test
Bank, Spreadsheets, and PowerPoint presentations. '

Instructor’s Lecture Guide and Solutions Manual

Our Instructor’s Lecture Guide includes topical outlines of each chapter, the authors’ personal comments on each
chapter, and numerous instructional aids, including transparency masters. A Solutions Manual includes thorough
and up-to-date solutions to the text’s questions, problems, and exercises. These are included on the Instructor’s
Resource CD-ROM and on the text’s website. ' ‘ '

Test Bank

The Test Bank includes both original questions and problems, and questions adapted from various professional
examinations. It has been significantly expanded in this edition by the inclusion of approximately 180 additional
multiple-choice and essay-type questions. This is included on the Instructor’s Resource CD-ROM.

xvi



Computerized Test Bank

Computerized Test Bank by Brownstone Research Group is the computerized version of the test bank. The
advanced-feature exam generator allows instructors to add and edit questions; save and reload multiple tests; in-
sert instructions to students; and select questions based on type, level of difficulty, or objective. These also are in-
_cluded on the Instructor’s Resource CD-ROM.

PowerPoint Presentations

PowerPoint presentations are available to assist in classroom presentations and are located on the Website and In-
-structor’s Resource CD-ROM. '

REFERENCES TO AUTHORITATIVE
SOURCES

Numerous references are made to the pronouncements of the American Institute of Certified Public Accountants
(AICPA), the Institute of Internal Auditors (IIA), the Financial Accounting Standards Board (FASB), the Govern-
mental Accounting Standards Board (GASB), and the Securities and Exchange Commission (SEC). Special atten-
tion is given to the Code of Professional Conduct, Statements on Standards for Accounting and Review Services,
Statements on Standards for Attestation Engagements, Statements on Auditing Standards, and guidelines devel-
_oped for other types of assurance services. The cooperation of the AICPA and the ITA in permitting the use of
their published materials and of questions from the CPA and CIA examinations brings to the text an element of
authority not otherwise available.
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