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PREFACE

INTEGRATED APPROACH FOR RISK ASSESSMENT

AND AUDIT DECISION-MAKING

Auditing and Assurance Services: An Integrated Approach is an introduction to auditing and
other assurance services. It is intended for either a one-quarter or one-semester course at the
undergraduate or graduate level. This book is also appropriate for introductory professional
development courses for CPA firms, internal auditors, and government auditors.

The primary emphasis in this text is on the auditor’s decision-making process in a finan-
cial statement audit, as well as an integrated audit of both financial statements and internal
control over financial reporting required for accelerated filer public companies. We believe
that the most fundamental concepts in auditing concern determining the nature and amount
of evidence the auditor should gather after considering the unique circumstances of each engage-
ment. If students of auditing understand the objectives to be accomplished in a given audit
area, the risks related to the engagement, and the decisions to be made, they should be able
to determine the appropriate evidence to gather and how to evaluate the evidence obtained.

Our objective is to provide up-to-date coverage of globally recognized auditing concepts
with practical examples of the implementation of those concepts in real-world settings. The
collective experience of the author team in the practice of auditing is extensive. All three
authors have worked in the auditing profession involving both large international audit firms
and regional firms. All three authors have taught extensively in continuing education for
either large international or small CPA firms and they have been involved in standards setting
activities of the Auditing Standards Board and the PCAOB. One author currently serves as
one of the board members of the Committee of Sponsoring Organizations of the Treadway
Commission (COSO). These experiences provide unique perspectives about the integration
of auditing concepts in real-world settings.

As the title of this book reflects, our purpose is to integrate the most important interna-
tionally recognized concepts of auditing in a logical manner to assist students in understand-
ing audit decision making and evidence accumulation in today’s complex, global auditing
environment. For example, developments related to international auditing and issues affect-
ing auditing in a global and economically volatile environment are described throughout the
book and emphasized in selected mid-chapter vignettes and homework problems. Key con-
cepts related to risk assessment as emphasized in standards issued by the Auditing Standards
Board (ASB) and the International Auditing and Assurance Standards Board (IAASB) are
integrated into all of the planning chapters, as well as each chapter dealing with a particular
transaction cycle and related accounts. Internal control is related to tests of controls and sub-
stantive tests of transactions that are performed in a financial statement audit and an inte-
grated audit of financial statements and internal control over financial reporting, with an
emphasis on the requirements of PCAOB Auditing Standards. Tests of controls and substan-
tive tests of transactions are, in turn, related to the tests of details of financial statement bal-
ances for the area. Audit sampling is applied to the evaluation of audit evidence rather than
treated as a separate topic. Risk assessment, technology, fraud, and auditing of internal con-
trol issues are integrated throughout the chapters.

~ KEY FEATURES IN THE FOURTEENTH EDITION

New auditing standards are released without regard to textbook revision cycles. As auditing Current Coverage
instructors, we appreciate how critical it is to have the most current content available. This
edition includes coverage of PCAOB Auditing Standard No. 7, Engagement Quality Review,
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and new standards covering auditor responsibilities related to supplementary information
included in financial statements (SAS Nos. 119 and 120). We are committed to continually
providing you with up-to-date content in this dynamic global auditing environment and
will keep you updated with highlights posted on our Web site of major changes in new
standards as they are issued.

Consistent with the convergence toward international accounting and auditing standards,
this edition contains integrated coverage of developments related to international auditing
standards and emphasizes issues affecting audits of multi-national entities. Chapter 1
introduces the importance of considering international auditing standards developments,
followed by discussion in Chapter 2 about the role of the International Auditing and
Assurance Standards Board (IAASB) in the issuance of international auditing standards
and the Auditing Standards Board’s efforts to converge U.S. standards to international
standards. Chapter 3 highlights implications for auditor reports on companies reporting
under International Financial Reporting Standards (IFRS) and describes the SEC’s current
roadmap proposal for embracing the use of IFRS for financial reporting by U.S. public
companies. Several chapters throughout the book include text or mid-chapter vignette
coverage of international issues, and international issues are also addressed in homework
problems, including Internet problems.

The requirements of the Sarbanes-Oxley Act of 2002 and the PCAOB’s Auditing Standard 5
(AS 5) that impact accelerated filer public companies, and the risk assessment standards
issued by the Auditing Standards Board are integrated throughout the text. Chapter 2
emphasizes the importance of understanding the client’s business and its environment,
including internal control. We also introduce the PCAOB’s new risk assessment standards.
Chapter 3 highlights reporting on internal controls over financial reporting for auditors of
accelerated filer public companies and describes the permanent exemption of that reporting
requirement for non-accelerated filers that resulted from the passage of the 2010 federal
financial reform legislation. We have always emphasized understanding the client’s business
and industry in planning, and we incorporate the risk assessment procedures required by the
risk assessment standards in our coverage of planning in Chapter 8 and throughout the text.
Chapter 10 emphasizes the importance of considering internal control as part of the risk
assessment process and the chapter also highlights important concepts in AS 5 affecting the
audit of internal control over financial reporting for large public companies. Subsequent
chapters that focus on the transaction cycles include extensive coverage of internal controls
to help students understand how the auditor’s consideration of internal controls is inte-
grated for audits of the financial statements and internal controls over financial reporting.

The risk assessment standards include three categories of assertions related to transac-
tions and events, account balances, and presentation and disclosures. These are described
in Chapter 6, related to the phases of the audit in Chapter 13, and applied to transaction
cycles and tests of account balances throughout the text. Additional tests the auditor per-
forms to address presentation and disclosure objectives are discussed in Chapter 24 on
completing the audit.

CPA firms are increasingly using audit software to perform audit testing including tests for
fraud. We have included selected problems using ACL in several chapters in the text. Many
CPA firms use audit software to perform audit sampling, and we have included an ACL
problem on audit sampling in Chapter 17. These problems are related to the topic of the
chapter so that students can see how audit software is used to perform specific types of
audit tests. Additional guidance for students on the use of ACL is included both on the text
Web site and as an appendix to the text. The educational version of ACL software is
included with every new copy of this edition.

The annual report for the Hillsburg Hardware Company is included as a four-color insert
to the text. Financial statements and other information included in the annual report are
used in examples throughout the text to illustrate chapter concepts. The annual report also
includes management’s report on internal control required by Section 404a and the auditor’s
report required by Section 404b consistent with PCAOB Auditing Standard No. 5.



The Pinnacle Manufacturing integrated case is based on a large, multi-division company.
The case has been revised and expanded to now consist of seven parts included at the end
of the chapter to which that part relates. Each part of the case is designed to give students
hands-on experience, and the parts of the case are connected so that students will gain a
better understanding of how the parts of the audit are integrated by the audit process.

All chapters include an Internet-based case/homework assignment that requires students
to use the Internet to research relevant auditing issues. All chapters include several new or
revised problems. The use of bullets and numbering and a large font size enhance the
readability of the text and help students retain key concepts.

Pinnacle

Manufacturing
Integrated Case

New and Revised
Homework Problems

ORGANIZATION

The text is divided into six parts. The chapters are relatively brief and designed to be easily
read and comprehended by students.

Part 1, The Auditing Profession (Chapters 1-5) The book begins with an opening
vignette, featuring the WorldCom fraud, to help students begin to see the connection
between recent frauds and the responsibilities for auditing internal control and other
requirements of the Sarbanes—Oxley Act. Chapter 1 introduces key provisions of the Act,
including the creation of the PCAOB and Section 404 internal control reporting
requirements. Chapter 2 covers the CPA profession, with particular emphasis on the standards
setting responsibilities of the International Auditing and Assurance Standards Board
(IAASB) and the PCAOB and how those responsibilities differ from those of the Auditing
Standards Board (ASB) of the AICPA. Chapter 3 provides a detailed discussion of audit
reports, including a separate section on the report on internal control over financial
reporting for an accelerated filer public company. The chapter also emphasizes conditions
affecting the type of report the auditor must issue and the type of audit report applicable to
each condition under varying levels of materiality. Chapter 4 explains ethical dilemmas,
professional ethics, independence, and the AICPA Code of Professional Conduct. Chapter 5
ends this part with an investigation of auditors’ legal liability.

Part 2, The Audit Process (Chapters 6—13) The first two of these chapters deal with
auditor and management responsibilities, audit objectives, general concepts of evidence
accumulation, and audit documentation, including the management assertions and evidence
concepts in the risk assessment standards. Chapter 8 deals with planning the engagement,
including understanding the company’s business and its industry as part of risk assessment
procedures, and using analytical procedures as an audit tool. Chapter 9 introduces materiality
and risk and how the auditor responds to risks of significant misstatement with further audit
procedures. Chapter 10 shows how effective internal controls can reduce planned audit
evidence in the audit of financial statements. Most of the chapter describes how auditors of
accelerated filer public companies integrate evidence to provide a basis for their report on the
effectiveness of internal control over financial reporting with the assessment of control risk in
the financial statement audit. Fraud auditing is the focus of Chapter 11 and describes the
auditor’s responsibility for assessing fraud risk and detecting fraud. The chapter also includes
specific examples of fraud and discusses warning signs and procedures to detect fraud.
Chapter 12 addresses the most important effects of information technology on internal
controls in businesses, risks the auditor must consider, and audit evidence changes. Chapter 13
summarizes Chapters 6 through 12 and integrates them with the remainder of the text.

Part 3, Application of the Audit Process to the Sales and Collection Cycle
(Chapters 14—-17) These chapters apply the concepts from Part 2 to the audit of sales, cash
receipts, and the related income statement and balance sheet accounts. The appropriate
audit procedures for accounts in the sales and collection cycle are related to internal control
and audit objectives for tests of controls, substantive tests of transactions, and tests of
details of balances in the context of both the audit of financial statements and audit of
internal control over financial reporting.

PREFACE



Students also learn to apply audit sampling to the audit of sales, cash receipts, and
accounts receivable. Chapter 15 begins with a general discussion of audit sampling for tests
of controls and substantive tests of transactions. Similarly, Chapter 17 begins with general
sampling concepts for tests of details of balances. The next topic in each chapter is extensive
coverage of nonstatistical sampling. The last part of each chapter covers statistical sampling
techniques.

Part 4, Application of the Audit Process to Other Cycles (Chapters 18-23) Each of
these chapters deals with a specific transaction cycle or part of a transaction cycle in much
the same manner as Chapters 14 through 17 cover the sales and collection cycle. Each
chapter in Part IV demonstrates the relationship of internal controls, tests of controls, and
substantive tests of transactions for each broad category of transactions to the related
balance sheet and income statement accounts. We integrate discussion of implications
related to the audit of internal control throughout all these transaction cycle chapters. Cash
in the bank is studied late in the text to demonstrate how the audit of cash balances is
related to most other audit areas.

Part 5, Completing the Audit (Chapter 24) This part includes only one chapter,
which deals with performing additional tests to address presentation and disclosure
objectives, summarizing all audit tests, reviewing audit documentation, obtaining manage-
ment representations in an integrated audit of financial statements and internal control,
communicating with those charged with governance, and all other aspects of completing
an audit.

Part 6, Other Assurance and Nonassurance Services (Chapters 25 and 26) The
last two chapters deal with various types of engagements and reports, other than the audit
of financial statements using generally accepted accounting principles. Topics covered
include assurance services, review and compilation services, agreed-upon procedures
engagements, attestation engagements, other audit engagements, internal financial
auditing, governmental financial auditing, and operational auditing.

SUPPLEMENTS

PREFACE

Instructor’s Resource Center www.pearsonhighered.com/arens This password-
protected site is accessible from the catalog page for Auditing and Assurance Services, 14th
ed. and hosts the following resources:

Image Library The Image Library allows access to most of the images and illustrations
featured in the text.

Instructor’s Resource Manual Suggestions for each chapter include: Homework
problems, how learning objectives correlate with chapter problem material, and trans-
parency masters. Chapters have been designed so that their arrangement and selection
provides maximum flexibility in course design. Sample syllabi and suggested term projects
are provided.

Solutions Manual Included are detailed solutions to all the end-of-chapter exercises,
problems, and cases. Guidelines for responses to review questions and discussion questions
are offered.

Test Item File & TestGen The printed Test Item File includes multiple choice exercises,
true/false responses, essay questions, and questions related to the chapter vignettes. To
assist the instructor in selecting questions for use in examinations and quizzes, each
question has been assigned one of three difficulty ratings—easy, medium, or challenging.
In addition, questions that uniquely relate to the integrated audits of large public
companies or to the provisions of the Sarbanes—Oxley Act and Section 404 have been
separately labeled for easy identification by the professor. TestGen testing software is an
easy-to-use computerized testing program. It can create exams, evaluate, and track student
results. All Test Item File questions are available in the TestGen format.



PowerPoint Slides PowerPoint presentations are available for each chapter of the text.
Instructors have the flexibility to add slides and/or modify the existing slides to meet
course needs.

Enhanced Companion Website Prentice Hall’s Learning on the Internet Partnership
offers the most expansive Internet-based support available. Our Website provides a wealth
of resources for students and faculty. Resources include:

+ Periodically, faculty will be able to access electronic summaries and PowerPoint
slides of the most recent changes to professional standards and summaries of major
issues affecting the auditing profession. This will help instructors to stay informed
of emerging issues.

+ “Internet Problems,” end-of-chapter assignments available for most chapters, require
students to utilize the Internet to conduct research in order to develop a solution.

+ “Faculty Web Links” provided for most chapters take interested instructors to
related Internet sites.

* Online “Study Guide” provides students with immediate feedback on quizzes,
including total score, an explanation provided for each incorrect answer, and the
ability to e-mail the results to a faculty member. All questions are created specifically
for this Study Guide, and there is no duplication of questions taken from the text or
test bank. This is included with the price of the text.

CAST: Comprehensive Assurance and Systems Tool by Buckless/Ingraham/
Jenkins This integrated practice set enables students to complete accounting transactions
based on the day-to-day operations of a real winery. Three modules are available—
assurance, manual AIS, and computerized AIS. Appropriate for use in auditing as well as in
AIS or intermediate courses.

The Lakeside Company: Cases in Auditing, 11th ed. by Trussel & Frazer This
practice set guides the student through the life cycle of an audit from beginning to end. The
cases are designed to create a realistic view of how an auditor organizes and carries out an
audit.

Auditing Cases, 4th ed., by Beasley/Buckless/Glover/Prawitt This collection of 44
auditing cases addresses most major activities performed during the conduct of an audit,
from client acceptance to issuance of an audit report. Several cases ask students to work
with realistic audit evidence to prepare and evaluate audit schedules. The cases are available
as a collection or as part of the Pearson Custom Publishing Resources Program. For details,
g0 to www.pearsoncustom.com.
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