AUDITING

NOTES FOR MATERIAL UP TO PRE MID EXAM
1. What is the definition of financial statements audit?
The financial statement audit is a systematic process of objectively obtaining and evaluating the evidences regarding the economic assertion of an entity, to assess the conformity of the assertion with the applicable accounting standards, and communitating the result to the interested users.
2. State the five possible types of auditing. 

a. Financial Statements Audit

b. Compliance Audit

c. Operational Audit

d. Forensic Audit

e. Information Systems or Information Technology Audit

3. Explain the objectives of financial statements audit. 
To express opinion to the audited financial statements as to whether it is being presented fairly, in all materal respect, in conformity with the framework of financial statements. 

4. State the sequnce  of financial statements audit process

The sequence of financial statements audit process includes:

a. Accepting audit engagement

b. Preparing audit engagement letter

c. Understanding the industry

d. Understanding the business

e. Understanding the Internal Control Systems

f. Tests of control

g. Substantive tests

5. What is meant with the term of professional scepticism and what are the characteristic of the professional scepticism?
Professional scepticism is an attitude that includes a questioning mind, being alert to conditions which may indicate possible misstatement due to error or fraud, and a critical assessment of audit evidence.
The characteristic of the professional scepticism includes:

a. Questioning mindset

b. Suspension of judgment
c. Search of knowledge

d. Interpersonal understanding

e. Autonomy

f. Self-esteem

6. State the types of management assertion regarding the financial transactions, based on PCAOB framework of management assertion, for the purpose of financial statements audit.
Based on PCAOB framework, management assertions are classified into the following:

a. Existence or occurence
b. Completeness

c. Right and obligation

d. Valuationn or allocation

e. Presentation and disclosure

7. State the classification of management assertion based on AICPA framework.
Based on AICPA framework, management assertions are classified into the following:

a. Assertion of transaction, includes:

a.1.   Occurence
a.2.   Completeness

a.3.   Accuracy
a.4. 
Cut-off

a.5. 
Classification

b. Assertion of account balance, includes:

b.1. 
Existence

b.2. 
Rights and obligations

b.3. 
Completeness

b.4. 
Valuation or allocation

c. Assertion of presentation and disclosures, includes: 

c.1. 
Occurence, right, and obligation

c.2.
Completeness

c.3. 
Classification and understandability

c.4.
Accuracy and valuation

8. What are the criterion of the fair presentation of the financial statements? 
The criterion are:

a. The financial statements being presented objectively, conform with the underlying source documents, which are consists of accounting records and corroborating information.
b. The financial statements conform with the objective facts which are stated in the elements of the financial statements.

c. The financial statements being disclosed sufficiently.

d. The financial statements conform with the framework of financial statements, or conform with accounting standards and other applicable regulation and law.

9. From the point of view of the users of the financial statements, there are several reasons for the need of the financial stements audit, what are they?
The reasons are:

a. There is possible conflict of interest between the management and the users of the financial statements.

b. The consequence or the significant impact of the financial stamtents to the decision making process.

c. The complexity of the accouting transactions and the accounting process, making impossible for the users of information to make direct assessment to the fairness of the financial statements.

d. The remoteness between the issuer of the financial statements and the users of financial statements.

10. Explain the function of auditing standards and state the framework of auditing standards according to PCAOB (Public Company Accounting Oversight Board).
Function of auditing stadards is to ensure as well as to improve the performance quality of the financial statements audit.

Framework of PCAOB auditing standards is as follows:

a. General standards, is standards about (1) the qualification requirements of auditor, (2) the independency requirements of auditor, (3) and the requirements of implementation the due professional care.

b. Standard of field work, is standards about (1) the requirement of audit planning and the supervision to junior auditors, (2) the requirement of understanding as well as testing the ICS (Internal Control Systems), and (3) the requirement of obtaining the competence or the appropriateness of the audit evidences through the implementation of standardized auditing procedures.
c. Standard of reporting, is standards about the elements of audit report, such as (1) the statement about the conformity of the report with the underlying accounting standards, (2) the statement about the consistency of the implementation of accounting standards, (3) the statement about the sufficiency of financial statement’s disclosures, if any, and lastly (4) the statement about the auditor opinion to the financial statements as a whole.
11. States the possible types of auditor’s opinion.

The auditor’s opinion consists of the following types of opinion:

a. Unqualified opinion

b. Qualified opinion

c. Adverse opinion

d. Disclaimer of opinion

12. What is meant with the term ”scope limitation”?

The scope limitation is a situation when auditor unable to obtain the representative audit evidences which are needed to test the management assertion. The scope limitation can occure due to the very weak of Internal Control Systems or due the refusal of managament to provide the evidences to the auditor. 

13. The audit evidences can be classified into two broad category of evidences. Explain and elaborate by giving example to each category. (10 points).
The two category of audit evidences:

a. Accounting records, includes:
1. Checks and records or electronic fund tansfers.

2. Invoices

3. Contracts

4. The subsidiary and general ledgers

5. Journal entries and other adjustments to the financial statement that are not reflected in formal journal entries

6. Records such as worksheets and spreadsheets supporting cost allocations, computations, and reconciliations

7. Disclosures

b. Other information (corroborating information), includes: 

1. Minutes of meetings

2. Confirmation from third parties

3. Analysts’ reports

4. Comparable data about competitors (benchmarking)

5. Internal control manuals

6. Information obtained through audit procedures such as inquiry, observation, or inspection of records or ducuments

7. Information developed by the auditor that permits the auditor to reach a conclusion through valid logical reasoning

14. State and elaborate the reasons regarding the main concern of auditor in the procedures of obtaining and testing the audit evidences.

The main concern of auditor are:

a. The avability or the existence of the supporting evidence, because there is a possibility that an assertion is not supported with an evidence.

b. The validity of evidence, because there is a possibility that an evidence is not valid or false.

c. The appropriateness of the accounting treatment, because there is a possibility of wrong accounting treatment to a valid source document.

15. To obtain and to test the audit evidences, auditors have to perform audit procedures. State the classification of audit procedures, either in term of classification in general or in term of classification in detail.

In general, audit procedures can be classified into procedures of:

a. Accepting the audit engagements

b. Preparing the audit engagement letter

c. Understanding the industry

d. Understanding the business

e. Understanding the Internal Control Systems

f. Tests of control

g. Substantive tests, which can be further breakdowned into: (1) initial procedures, (2) analytical procedures, (3) procedures tests detail of transactions, (4) procedures of tests detail of account balances, (5) procedures of testing the accounting estimate, and (6) procedures evaluation of the presentation and disclosures. 
In detail, audit procedures can be further classified into the following procedures:

a. Analytical 
b. Inspection

c. Vouching

d. Tracing

e. Observing

f. Confirming

g. Enquirinh

h. Matemathic

i. Reperforming

j. Counting

k. Computer assisted audit techniques (CAAT)

16. Implementation of audit procedures will result audit evidences. State the classification of audit evidences.
The audit evidences can be classified as follows:

a. Documentary evidence

b. Physical evidence

c. Analytical evidence

d. Mathematical evidence

e. Confirmation evidence

f. Written representation evidence

g. Electronic evidence
h. Observation evidence

i. Reperforming evidence

17. Based on standard of fieldwork number 3, auditor has to obtain competence and sufficient or appropritate audit evidence. State the factors affecting the competence of audit evidences.
Factors affecting the competence of audit evidences are:
a. The relevant of audit evidence: directly relenvant and indirectly relevant

b. The source of audit evidence: from outside and from inside of company, from effective ICS and from non-effective ICS,  from direct knowledge and from indirect knowledge of auditor.

c. The timeliness of evidences: near the balance sheet date and far from the balance sheet date.

d. Objectivity of evidences: objective evidences and subjective evidences.

e. Circulation of evidences: from outside and from inside of the company.

18. What factors affecting the sufficiency or the number of the audit evidences?
The factors affecting the sufficiency or the number of the audit evidences includes:

a. The potential misstatement, either due to error or fraud, which is assessed based on the result of understanding of ISC and tests of control (control risks), as well as, based on the assessment of inherent risks.

b. The economic consideration, meaning that the testing of additional evidences is predicted will not change the conclusion of audit tests. 
c. The variability of the audit evidences, meaning that the population of audit evidences are vary significantly.
19. Audit working papers are documents which are obtained or developed by auditor during the audit process. What are the functions of audit working papers.
The functions of audit working paper are as a means of:

a. Planning the audit
b. Coordinating the audit
c. Controling the audit process
d. Documenting the legal evidences of audit work
e. Documenting the supporting evidences of the audit conclusion

20. The filing of audit working papers should be classified into two types of filing, what are they?

The filing of audit working papers should be based on the potential use of the file in the next audit assignment, therefore they should be file into:

a. Temporary file, this is the file of working papers that relate only to the current year audit assignment.

b. Permanent file, this is the file of working papers which are predicted will be useful to the coming years audit assignment.

21. What is the tick mark and its function in the working papers? Give example.
Tick mark is a sign, which is put beside certain audit evidence, to explain the audit procedures that has been applied and done to the audit evidence.

Example:

Bank balance               Rp10,000,000,-  a

a. Conform with the cut-off bank statement  

The letter “a” is a tick mark, it is used to explain the audit procedures which has been applied to the bank balance of Rp10,000,000,-

22. What are the components of audit working papers?

The components of audit working papers includes:

a. The title of working paper

b. The name and address of CPA Firm

c. The name of auditee’s company

d. Working paper index

e. Cross indexing and the main contents of working paper.

f. The date of preparation the working paper

g. The preparer of the working paper
h. The reviewer of the working paper
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