Auditing

Management 123

Julie Ann Gardner Treloar, Lecturer

Spring 2012

Office:  MBA North D405

Office Hours: T/Th  9:00 am – 10:00 am
Texts:  
1. Principles of Auditing, 18th edition, Ray Whittington & Kurt Pany (earlier editions are not acceptable)

2. Custom Auditing Case Packet, Michael Knapp


3. Study Guide for Principles of Auditing


4. Course Lecture Notes & Assignments- available at Course Reader Material, 1081 Westwood Blvd.

Objective:
This course is designed to teach the student theoretical and practical applications of financial statement auditing, as well as to introduce the student to the working environment and expectations in the area of auditing.  This is accomplished with case discussions, lectures on planning and designing an audit, and discussions concerning the auditing experience.

Generally Accepted Auditing Standards are emphasized, particularly the standards of field work and reporting.  The focus on the standards of field work will be on planning the audit, measuring the elements of audit risk, evaluating internal controls and gathering evidence when performing a full scope audit.  The standards of reporting will be discussed as they relate to the modification of audit reports.

The cases will provide a challenging method of applying the course materials and allowing student interaction.  Valuable class participation goes beyond mere recitation of the case facts, but draws significant implication, makes conclusions, or recommends action from the facts presented.  Your participation should build on the comments of others.

This course covers many, but not all of the topics tested on the CPA exam. Therefore CPA candidates will be provided with an excellent foundation for their studies, but additional preparation beyond the scope of this class will be required.

GRADING:

Your grade is determined based on the following:

Midterm - 42%

Final exam - 43%

3 Assignments – 15% (Assignments 1 and 2 are in the Course Reader. Assignments 3 will be emailed to the class)

Exams will be closed book, closed notes. Make-up exams will not be given.

Impacted Class

This is an impacted class.  Any drop after the second week, if approved, will result in a “W” on the student’s transcript.

Instructor:

Julie Ann Gardner Treloar is a licensed C.P.A. in the state of California.  She has taught undergraduate courses in Beginning and Intermediate Accounting, Auditing, Managerial Accounting, Individual Taxation and Corporate and Partnership Taxation.  She has a tax practice primarily focusing on employee benefits tax returns.  She is also a tax and financial planner.  Her education includes an MBA from the Anderson School at UCLA, a Masters in Business Taxation (MBT) from the Leventhal School of Accounting at USC, a Certified Financial Planner (CFP) Certificate from UCI, a B.S. in Aerospace Engineering from Cal Poly, Pomona and an A.S. in Airframe and Aircraft Powerplant Maintenance Technology from Mt. San Antonio College.

	Week/

Day
	Topic
	Reading
	Case Reading

	1/1
	Overview
	Chapter 1
	

	1/2
	Overview
	
	

	2/1
	Professional Standards


	Chapter 2
	

	2/2
	Professional Ethics
	Chapter 3
	

	3/1
	Planning the Audit; Designing Audit Programs
	Chapter 6 
	

	3/2
	Planning the Audit; Designing Audit Programs  (Continued)
	
	Assignment #1 due: Lincoln Savings and Loan Association 

	 4/1
	Internal Controls-

General Overview
	Chapter 7


	

	4/2
	Internal Controls-

General Overview (cont.)
	
	

	5/1
	Internal Controls-

Revenue Cycle
	Chapter 10 p 381-mid 390

Chapter 11 p 429-437
	

	5/2
	Internal Controls-

Spending Cycle & Payroll Cycle
	Chapter 12 p 498-mid 505 

Chapter 14 p 562 – top 566
	

	6/1
	Audit Evidence 


	Chapter 5


	

	6/2
	MIDTERM
	Covering up to and including internal control cycles.  All reading assignments up to week 5 day 2 above.
	Bring A Narrow Scantron and a #2 Pencil

	7/1
	Cash
	Chapter 10 (mid p 390 to end of chapter)
	

	7/2
	Accounts Receivable


	Chapter 11 (p 437 to end)


	Assignment #2 due: ZZZZ Best

	8/1
	Inventories & COGS 
	Chapter 12 (mid p 505 to end)
	

	8/2
	Property, Plant and Equipment
	Chapter 13
	Assignment #3 due: Mattel, Inc. 

	9/1
	Accounts Payable


	Chapter 14 (p 566 to end)


	

	9/2
	Debt and Equity
	Chapter 15
	

	10/1
	Auditor’s Reports


	Chapter 17
	

	10/2
	Sarbanes-Oxley Act
	Sarbanes-Oxley Act in back of Course Reader
	

	
	FINAL EXAM

Monday, June 11, 2012
11:30 AM - 2:30 PM
	Non-cumulative, covering substantive testing, audit reports, SOX and all cases.  All reading assignments from week 6 day 1 to end
	Bring A Narrow Scantron and a #2 Pencil


E. Generally Accepted Auditing Standards (GAAS)

When conducting an audit, the independent auditor has the responsibility to comply with the Generally Accepted Auditing Standards.  There are ten generally accepted auditing standards, grouped into three categories: General Standards, Standards of Field Work, and Reporting Standards.

General Standards:
1)
Training and proficiency

“The audit is to be performed by a person or persons having adequate technical training and proficiency as an auditor.”

2)
Independence

“In all matters relating to the assignment, an independence in mental attitude is to be maintained by the auditor or auditors.”

3)
Professional Care
“Due professional care is to be exercised in the performance of the audit and the preparation of the report.”

Standards of Field Work:
1)
Planning and Supervision

“The work is to be adequately planned and assistants, if any, are to be properly supervised.”. 

SAS 108 revised this standard: *

"The auditor must adequately plan the work and must properly supervise any assistants"
2)
Internal Controls

“A sufficient understanding of internal control is to be obtained to plan the audit and to determine the nature, timing, and extent of tests to be performed.” 

SAS 109 revised this standard as follows: *

"The auditor must obtain a sufficient understanding of the entity and its environment, including its internal control, to assess the risk of material misstatement of the financial statements whether due to error or fraud, and to design the nature, timing, and extent of further audit procedures."
3)
Competent Evidence

“Sufficient competent evidential matter is to be obtained through inspection, observation, inquiries, and confirmations to afford a reasonable basis for an opinion regarding the financial statements under the audit.” 

SAS 106 revised this standard: *

"The auditor must obtain sufficient appropriate audit evidence by performing audit procedures to afford a reasonable basis for an opinion regarding the financial statements under audit."

* The new standards are in effect for audits of financial statements for periods beginning on or after December 15, 2006.
Standards of Reporting:
1)
Accounting Principles in Accordance with GAAP

“The report shall state whether the financial statements are presented in accordance with accounting principles generally accepted in the United States of America.”

2)
No New Principles - Consistency

“The report shall identify those circumstances in which such principles have not been consistently observed in the current period in relation to the preceding period.”

3)
Omitted Disclosures - None

“Informative disclosures in the financial statements are to be regarded as reasonably adequate unless otherwise stated in the report.”

4)  
Express an Opinion

“The report shall either contain an expression of opinion regarding the financial statements, taken as a whole, or an assertion to the effect that an opinion cannot be expressed.  When an overall opinion cannot be expressed, the reasons therefor should be stated.  In all cases where an auditor’s name is associated with financial statements, the report should contain a clear-cut indication of the character of the auditor’s work, if any, and the degree of responsibility the auditor is taking.”
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