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PREFACE

The two underlying premises of the sixth edition of Auditing Concepts and Methods are
the same as the preceding editions:

* Ap understanding of concepts makes the methods of audit practice more meaningful
and provides a foundation for continuing study.

® An explanation of how concepts are implemented in auditing practices, policies, and
procedures is essential to achieve an understanding of auditing concepts.

The sixth edition is an up-to-date and practical guide to auditing theory and practice.
This edition has been expanded to reflect the changing environment of auditing, There
is a new chapter on legal liability as well as a separate chapter on professional ethics.
In addition, other changes have been integrated into each chapter. This edition incorpo-
rates all the new Statements on Auditing Standards (SASs) issued up to and including
SAS No. 73. The new SASs have been fully integrated into all relevant chapters of the
book. A risk assessment emphasis and current terminology are woven into the discus-
sion rather than grafted onto existing material. New discussion questions and problems
have been added to the chapters.

This book is designed to provide an introduction to auditing for accounting students
who do not have significant auditing experience. It may be used for a one-semester or
one-quarter course at the undergraduate or graduate level. Coverage of topics is suffi-
cient to permit use of this book without supplemental materials. However, it may also
be used effectively with the AICPA Codification of Auditing Standards and Procedures
and a large variety of supplemental materials. Use of supplemental materials is explained
in detail in the companion Instructor’s Manual.

SIGNIFICANT FEATURES OF THIS EDITION

This edition has several significant features related to both content and format.

® Learning Objectives. Each chapter begins by identifying several important matters that
students should understand after studying the chapter.
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® Relevant sections of SASs. Each chapter lists the relevant AU sections of the State-
ments on Auditing Standards for the chapter or other relevant authoritative literature,
such as the AT sections of Statements on Standards for Attestation Engagements. The
lists are useful as optional supplemental reading assignments.

® (Objective questions. Each chapter includes true/false questions prepared specifically
for this book and multiple-choice questions from the Uniform CPA Examination that
provide a comprehensive review of important points and topics in the chapter.

® Discussion questions. Each chapter includes discussion questions classified by major
topic in the chapter. Some questions are from the Uniform CPA Examination, but
many were prepared specifically for this edition of the book, particularly those related
to materiality, audit risk, audit sampling, legal liability and the audit environment, and
audit efficiency.

® New chapters on ethics and legal liability. New chapters have been prepared to
describe the auditor’s ethical and legal responsibilities and liability to others. How-
ever, the effects of the changing audit environment are not limited to the chapters on
ethics and on legal liability; they permeate the entire book.

® Audit sampling chapter. There is a separate chapter on audit sampling that uses the
terms and concepts of SAS No. 39, as modified by SAS No. 55, as a base for explain-
ing both statistical and nonstatistical audit sampling. The emphasis is on the ratio-
nale that underlies all audit sampling. An appendix on estimation sampling using a
hypothesis testing approach has been added in this edition.

® Computers and auditing. Consideration of the computer is an integral part of an
audit. Every chapter has included discussion of computer-related topics and exam-
ples. There is a separate chapter on the effect of computers on the audit that high-
lights computer-related effects on the internal control structure and computer-assisted
audit techniques. This edition includes such topics as workpaper considerations when
microcomputers are used as an audit tool, use of expert systems, electronic data inter-
change, and the effects of LANs and other network-based computer systems. An
explanation of basic computer processing concepts is included as an appendix.

® Internal control structure chapter. This edition explains the five components of the
internal control structure as defined in the COSO Report (Report of the Committee
of Sponsoring Organizations of the Treadway Commission) and integrated into the
SASs.

® Planning tests of details chapter. There is a separate chapter that explains the con-
cepts of audit risk and materiality and illustrates how these concepts are actually used
to make decisions on the nature, timing, and extent of tests of details. This chapter
also explains audit efficiency as a concept of auditing theory and illustrates how effi-
ciency considerations influence the direction of testing and coordination of tests of
transaction classes and direct tests of balances.

® Emphasis on objectives. The chapters on internal control structure, tests of transac-
tions, and tests of balances emphasize objectives. These chapters explain how the
auditor develops specific control objectives and specific audit objectives and how the
objectives are used in the planning and performance of audit tests.

® Background information. This edition briefly reviews topics that are necessary to
understand auditing but that should ideally be covered adequately in other courses in
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accounting or business. For example, basic concepts of computer processing and fun-
damentals of accounting systems (including source documents and flowcharting) are
explained sufficiently to provide a background for understanding related auditing con-
siderations. These topics are either being squeezed out of the curriculum or are com-
partmentalized by students to the extent that an understanding of them cannot be
assumed in the first auditing course.

® Coverage of auditing income taxes. The chapter on direct tests of balances includes
an explanation of the specific audit objectives and common audit procedures for exam-
ining income taxes in a corporation’s financial statements. Given the importance of
income taxes to a business and the materiality of the provision for income taxes to a
corporation’s income statement, it is difficult to justify failing to provide students with
at least an introductory explanation of the auditing issues and normal audit approach
for income taxes.

® Comprehensive coverage of pronouncements. This book covers specifically all sig-
nificant Statements on Auditing Standards through SAS No. 73, as well as changes
in related areas and all fundamental aspects of Statements on Accounting and Review
Services through SSARS No. 7 and the Statements on Standards for Attestation
Engagements through SSAE No. 3. Today, more than ever before, authoritative pro-
nouncements are, for all practical purposes, the equivalent of statutory law for the
practice of auditing. This book emphasizes the “how and why” of pronouncements
rather than reproducing or paraphrasing long passages from the pronouncements.

® Operational auditing chapter. There is a separate chapter on operational auditing. This
chapter covers both the theoretical base and the practice methods of operational audit-
ing. It is not merely an explanation of internal auditing and governmental auditing
with operational auditing tacked on. An explanation is given of both the framework
of this type of auditing and the major steps in the conduct of an operational audit
engagement.

ORGANIZATION

This edition is not divided into formal parts. Logically, however, the book could be
viewed as consisting of the following parts:

Part 1: Chapters 1-4 An introduction to auditing as a subject of study, the envi-
ronment of auditing, and the basic building blocks for understanding the next parts on
the planning and performance of an audit of financial statements.

Part 2: Chapters 5-7 An explanation of audit planning. These chapters cover the
planning phases of the audit, including general planning, understanding the internal con-
trol structure including the accounting system and related controls, and planning detailed
preliminary audit programs. Materiality and audit risk, including assessment of control
risk, are covered as an integral part of audit planning.

Part 3: Chapters 8 and 9 An explanation of the specialized planning considera-
tions for use with audit sampling and the effect of the computer. These subjects are an
integral part of audit planning, but their complexity warrants separate coverage.
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Part 4: Chapters 10—12 An explanation of the performance of auditing procedures
in the phases of the audit concerned with tests of transaction classes, direct tests of bal-
ances, and the general procedures and related matters dealt with near the completion of
the audit.

Part 5: Chapter 13 An explanation of the modifications of the standard audit report
that may be necessary in specific circumstances. The standard audit report and the var-
ious types of reports other than an unqualified opinion are introduced in Chapter 1. Chap-
ter 13 explains these types of reports in more detail and discusses how the auditor decides
the type of report that is appropriate.

Part 6: Chapters 14 and 15 A review of attestation standards; compilation or
review of the financial statements of a nonpublic company; specialized reporting cir-
cumstances, such as special reports and forecasts; compliance attestation; and operational
audit engagements as conducted by independent CPAs, governmental auditors, and oper-
ational auditors.

Organizational Variations The most common variations in arrangement are to
cover all aspects of the standard audit report and modifications of it at the beginning of
the course (i.e., assign Chapter 13 immediately after Chapter 1) or to delay coverage of
self-regulation (ethics, peer review, etc.) and external regulation (SEC, legal liability,
etc.) to the end of the course (i.e., assign Chapters 2 and 3 as the last or next to last top-
ics).

Another variation is to eliminate the topics of sampling and computers (Chapters 8
and 9) from the first course because they are covered in a second course on auditing.
We discourage this variation. Chapters 8 and 9 introduce sampling and computers from
the perspective of a general auditor. There is still a great deal that can be presented on
these topics in an advanced course without serious duplication. Also, the knowledge in
Chapters 8 and 9 is an integral part of current auditing practice.

Chief Organizational Feature One organizational feature of this edition remains
unchanged from the first edition published in 1971. The central part of the book is organ-
ized around the logical phases and sequence of an audit of financial statements. To our
knowledge, auditing textbooks before 1971 were all organized either by balance sheet
account order or transaction cycles.

After 1971, several auditing textbooks adopted the general organizational approach of
Auditing Concepts and Methods and many other textbooks adopted the underlying
premise of emphasizing concepts and theory rather than merely describing existing audit-
ing practices and procedures.

In recent years, the trend started by our first edition in 1971 has accelerated far beyond
the modest goals we envisioned approximately 25 years ago for a better integration of
auditing theory and practice.
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SUPPLEMENTS

instructor’s Resource Manual
0-07-011059-X

This resource manual is an Instructor’s Manual, Solutions Manual, and Test Bank all in
one. It begins with a section that provides suggestions on course presentation and cov-
erage, so that instructors can design a course that is tailored to their individual needs. It
then presents lecture suggestions for each chapter, solutions to end-of-chapter material
in the text; a Test Bank with solutions, and transparency masters, some of which include
figures from the text. The Test Bank consists of over 400 multiple-choice questions;
many of which have been modified from the last edition.

Computerized Instructor’s Manual

A computerized version of the above-described Instructor’s Resource Manual will be
made available to instructors on an on-demand basis.

MICRO, INC.: A Computerized Audit Practice Case,
Second Edition

3.5 IBM Disk: 0-07-841989-1

5.25” IBM Disk: 0-07-841985-9

... by Joyce C. Lambert (University of New Orleans), S. J. Lambert III (University of
New Orleans), and James G. Hruska (Nebraska Wesleyan University). This computer-
ized practice case is to be used as a supplement for Auditing courses. It is a highly inter-
active simulation, placing students in the position of auditor. Upon completion of this
practice case, students will gain experience with the major audit systems and understand
the role of microcomputers in the audit process. This package requires access to a com-
mercial spreadsheet package, such as Lotus, Excel, or Quattro Pro. Available Instruc-
tor’s Manual: 0-07-842823-8

SCAD IlI: A Simulated Case for Audit Decisions

3.5" IBM Disk: 0-07-840385-5

... by William L. Felix, Jr. (University of Arizona), Robert J. May (University of Texas),
Marcia S. Niles (University of Idaho), Jon M. Andrus (University of Arizona), and Janet
D. Gillespie (University of Texas). This case combines a realistic scenario that describes
a wholesale appliance company’s accounting system and a comprehensive set of com-
puter generated accounting data. Available Instructor’s Manual: 0-07-840391-X
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