
Detailed Table of Contents

About the authors xii
Preface xiv
Acknowledgements xvii
Guided Tour xviii

PART I  Introduction to assurance and financial 
statement auditing 1

 1 An introduction to assurance and financial 
statement auditing 2
Tips for learning auditing 4
The demand for auditing and assurance 5
An assurance analogy: the case of the 

building surveyor 7
Auditing and assurance defined 11
Fundamental concepts in conducting 

a financial statement audit 13
Sampling: inferences based on 

limited observations 15
The audit process 16
Conclusion 22
Key terms 23
Review questions 24
EarthWear Annual Report 2013 
(See colour section)

 2 The financial statement 
auditing environment 28
Types of auditors  30
Types of other audit, assurance 

and non-assurance services  31
Audit firms  34
A decade of challenge and change for 

financial statement auditors  35
Society’s expectations and the auditor’s 

responsibilities  37
The context of financial 

statement auditing  38
A model of business  38
A model of business processes: five 

components  40
Organizations that affect the 

auditing profession  42
International standards on auditing  45
Ethics, independence and the 

code of ethics  47

Conclusion  48
Advanced module 1: auditors’ legal 

liability 48
Advanced module 2: 

professional judgement 
framework – understanding 
and developing professional 
judgement in auditing 50

Key terms  57
Review questions  59

PART II  Audit planning and basic 
auditing concepts 65

 3 Audit planning, types of audit tests 
and materiality 66
Client acceptance and continuance  68
Preliminary engagement activities 69
Planning the audit  75
Supervision of the audit 79
Types of audit tests  80
Materiality 82
Key terms  87
Review questions  89

 4 Risk assessment  94
Audit risk  96
The audit risk model  96
Use of the audit risk model  98
The auditor’s risk assessment 

process  100
Evaluating the entity’s risk 

assessment process  105
Assessing the risk of material 

misstatement  105
The fraud risk assessment process  107
The auditor’s response to the results 

of the risk assessments  111
Evaluation of audit test results  114
Documentation of the auditor’s risk 

assessment and response  114
Communications about fraud to 

management, those charged with 
governance and others  117

Key terms 117
Review questions 118

eil43019_prelims_i-xxiv.indd   viieil43019_prelims_i-xxiv.indd   vii 10/11/13   3:42 PM10/11/13   3:42 PM



Detailed Table of Contentsviii

 5 Evidence and documentation 125
The relationship of audit evidence 

to the audit report  127
Management assertions  127
The concepts of audit evidence  133
Audit procedures for obtaining 

audit evidence  136
Reliability of the types of evidence  140
The audit testing hierarchy  141
Audit documentation  144
Advanced module 1: analytical 

procedures 151
Advanced module 2: selected 

financial ratios useful 
as analytical procedures 161

Key terms  164
Review questions  165

PART III Internal control 173
 6 Internal control in a financial 

statement audit  174
Introduction  176
Internal control – an overview  176
The COSO framework  177
Planning an audit strategy  186
Obtaining an understanding 

of internal control  189
Assessing control risk  195
Substantive procedures  198
Timing of audit procedures  199
Auditing accounting applications 

processed by service organizations  201
Communication of deficiencies 

in internal control  201
Advanced module 1: types of controls 

in an it environment 202
Advanced module 2: computer-

assisted audit techniques  206
Advanced module 3: flowcharting 

techniques  208
Key terms  209
Review questions  210

 7 Auditing internal control over 
financial reporting  217
Management responsibilities 

under section 404 219
Auditor responsibilities under 

sections 404 and AS5 219
Internal control over financial 

reporting defined  219
Internal control deficiencies defined  220
Management’s assessment process  222

Performing an audit of ICFR  225
Planning the audit of ICFR  226
Using a top-down, risk-based approach 

to identify controls to test 228
Testing the design and operating 

effectiveness of controls  231
Evaluating identified control 

deficiencies  234
Remediation of a material weakness  237
Written representations  237
Auditor documentation requirements  238
Auditor reporting on ICFR  238
Other reporting issues  243
Additional required communications 

in an audit of ICFR  244
Advanced module: special 

considerations for an audit of 
internal control  245

Key terms  246
Review questions 247

PART IV  Statistical and non-statistical 
sampling tools for auditing 255

 8 Audit sampling: an overview and 
application to tests of controls  256
What if you were an apple inspector? 258
Introduction  259
Definitions and key concepts  260
Types of audit sampling  263
Attribute sampling applied to 

tests of controls  265
Non-statistical sampling for 

tests of controls  282
Conclusion  284
Advanced module 1: considering the 

effect on sample size of a small 
population 285

Advanced module 2: comparing 
terminology  for attribute sampling 
between ACL and sampling tables 285

Key terms  286
Review questions  287

 9 Audit sampling: an application to 
substantive tests of account balances  293
Sampling for substantive tests of 

details of account balances  295
Monetary-unit sampling  296
An extended example  304
Non-statistical sampling for tests 

of account balances   311
Advanced module 1: classical 

variables sampling  315

eil43019_prelims_i-xxiv.indd   viiieil43019_prelims_i-xxiv.indd   viii 10/11/13   3:42 PM10/11/13   3:42 PM



Detailed Table of Contents ix

Advanced module 2: comparing 
terminology for monetary-unit 
sampling between ACL and manual 
calculation 322

Key terms  322
Review questions  323

PART V  Auditing business processes 331
 10 Auditing the revenue process  332

Revenue recognition  334
Overview of the revenue process  337
Inherent risk assessment  346
Control risk assessment  348
Control activities and tests of controls: 

revenue transactions  350
Control activities and tests of controls: 

cash receipts transactions  354
Control activities and tests of 

controls: sales returns and 
allowances transactions  358

Relating the assessed level of control 
risk to substantive procedures  358

Auditing revenue-related accounts  359
Substantive analytical procedures  359
Tests of details of classes of transactions, 

account balances and disclosures  361
The confirmation process: accounts 

receivable  367
Auditing other receivables  372
Evaluating the audit findings: 

revenue-related accounts  372
Key terms  373
Review questions  374

 11 Auditing the purchasing process  380
Expense and liability recognition 382
Overview of the purchasing process  383
Inherent risk assessment  391
Control risk assessment  392
Control activities and tests of controls: 

purchase transactions  394
Control activities and tests of controls: 

cash disbursement transactions  398
Control activities and tests of controls: 

purchase return transactions  403
Relating the assessed level of control risk 

to substantive procedures  403
Auditing accounts payable and 

accrued expenses  403
Substantive analytical procedures  404

Tests of details of classes of transactions, 
account balances and disclosures  405

Accounts payable confirmations  410
Evaluating the audit findings: accounts 

payable and related accounts  412
Advanced module: auditing income tax 

expense and related accounts 413
Key terms  415
Review questions  416

 12 Auditing the human resource 
management process  422
Overview of the human resource 

management process  424
Inherent risk assessment  430
Control risk assessment  431
Control activities and tests of controls: 

payroll transactions  432
Relating the assessed level of control 

risk to substantive procedures  435
Auditing payroll-related accounts  436
Substantive analytical procedures  436
Tests of details of classes of transactions, 

account balances and disclosures  437
Evaluating the audit findings: 

payroll-related accounts  441
Advanced module: auditing share-based 

compensation 442
Key terms  443
Review questions  443

 13 Auditing the inventory 
management process  450
Overview of the inventory 

management process  452
Inherent risk assessment  457
Control risk assessment  459
Control activities and tests of controls: 

inventory transactions  460
Relating the assessed level of control 

risk to substantive procedures  464
Auditing inventory  465
Substantive analytical procedures  466
Auditing standard costs  467
Observing physical inventory  467
Tests of details of classes of transactions, 

account balances and disclosures  469
Evaluating the audit findings: inventory  474
Key terms 474
Review questions 475

eil43019_prelims_i-xxiv.indd   ixeil43019_prelims_i-xxiv.indd   ix 10/11/13   3:42 PM10/11/13   3:42 PM



Detailed Table of Contentsx

 14 Auditing the financing/investing 
process: prepaid expenses; intangible 
assets and goodwill; and property, 
plant and equipment  481
Auditing prepaid expenses  483
Inherent risk assessment: 

prepaid expenses  483
Control risk assessment: 

prepaid expenses  483
Substantive procedures: 

prepaid insurance  484
Auditing intangible assets 

and goodwill  486
Inherent risk assessment: intangible 

assets and goodwill  486
Control risk assessment: intangible 

assets and goodwill  487
Substantive procedures: intangible 

assets and goodwill  488
Auditing the property 

management process  490
Inherent risk assessment: property 

management process  490
Control risk assessment: property 

management process  492
Substantive procedures: property, 

plant and equipment  494
Evaluating the audit findings: property, 

plant and equipment  500
Key terms  500
Review questions  501

 15 Auditing the financing/investing 
process: long-term liabilities, 
stockholders’ equity and income 
statement accounts  506
Auditing long-term debt  508
Inherent risk assessment: 

long-term debt  509
Control risk assessment: 

long-term debt  509
Assertions and related 

control activities  510
Substantive procedures: 

long-term debt  511
Auditing stockholders’ equity  514
Control risk assessment: 

stockholders’ equity  514
Auditing equity capital accounts  515
Auditing dividends  517
Auditing retained earnings  517

Auditing income statement accounts  517
Assessing control risk for 

business processes: income 
statement accounts  518

Substantive procedures: income 
statement accounts  518

Key terms 520
Review questions 521

 16 Auditing the financing/investing 
process: cash and investments  527
Auditing cash  529
Types of bank accounts  530
Control risk assessment: cash  531
Substantive procedures: cash  531
Auditing investments  541
Control risk assessment: investments  542
Substantive procedures: investments  544
Advanced module: auditing fair 

value measurements 547
Key terms 550
Review questions  551

PART VI  Completing the audit and 
reporting responsibilities 559

 17 Completing the audit engagement 560
Review for contingencies  562
Review for commitments  565
Review for subsequent events  566
Final evaluation of audit evidence  569
Communications with those charged 

with governance and management  576
Key terms 578
Review questions 579

 18 Reports on audited financial 
statements  588
Reporting on the financial statement 

audit: the standard audit report 
with an unmodified opinion  590

An emphasis of matter paragraph or 
other matter paragraph added in 
the audit report  592

Audit reports with modified opinion 594
Discussion of conditions requiring 

audit reports with modified opinion  597
Special reporting issues  601
Reporting on comparative information  601
Other information in documents 

containing audited financial 
statements  604

eil43019_prelims_i-xxiv.indd   xeil43019_prelims_i-xxiv.indd   x 10/11/13   3:42 PM10/11/13   3:42 PM



Detailed Table of Contents xi

Reporting on specialized areas  605
Key terms  609
Review questions 610

PART VII  Professional responsibilities 617
 19 Professional ethics, independence 

and quality control  618
Ethics and ethical professional 

behaviour  620
IESBA code of ethics for professional 

accountants  623
Auditor independence in the EU  650
Quality control systems  650
Key terms  654
Review questions 656

PART VIII  Assurance, related services 
and internal auditing 663

 20 Assurance, related services 
and internal auditing  664
Assurance services  666
Subject-matter specific assurance 

standards  671
Review of historical financial 

information  674
Related services  677
Internal auditing  679
Key terms 688
Review questions 689

Index 693

eil43019_prelims_i-xxiv.indd   xieil43019_prelims_i-xxiv.indd   xi 10/11/13   3:42 PM10/11/13   3:42 PM


