
AUDITING: AN INTERNATIONAL APPROACH 

audit procedures: 

the general audit techniques of recalculation/reperformance, observation, confirmation, 
inquiry, inspection, and analysis. 

Account balance: a control account made up of many constituent items. For example:  

An account receivable control account represents the sum of customer’s accounts. 

class of transactions: 

groups of accounting entries that have the same source or purpose; credit sales, cash sales, and 
cash receipts are three different classes 
population: 

the set of all the elements that constitute an account balance or class of transactions 
 

population unit: 

each element of a population 

sampling unit: 

a unit used for testing a client’s population, for example, a customer’s account, an inventory 
item, a debt issue, or a cash receipt 
 

Sample – number of units drawn from the population for testing, on behalf of the  
population. 

statistical sampling: 

audit sampling that uses the laws of probability to select and evaluate a sample from a 
population for the purpose of reaching a conclusion about the population 

non-statistical (judgmental) sampling: 

choosing items in a population for audit testing and evaluating the findings based on the 
auditor’s own knowledge and experience rather than statistical methods 
 

sampling risk: 

the probability that an auditor’s conclusion based on a sample might be different from the 
conclusion based on an examination of the entire population 
 

reason why auditors use sampling: 
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CHAPTER 11 

Brooke is auditing Brown's Shoes. They deal with a number of 
suppliers, a number of whom are from other countries. At this 
point in the audit, she's particularly concerned with the possibility 
of unrecorded liabilities. 

1. Describe the purpose of searching for unrecorded liabilities. Then give 
examples of audit procedures that Brooke will use. 

Answer” The purpose is to prove completeness. She'll use the seven 
methods outlined on your previous page of content. [List unmatched 
vendor invoices; list unmatched RR; list subsequent to year-end CDJ and 
PJ entries; confirm accounts payable; compare vendor statements; legal 
confirmation; and scan auditee's typical year-end accruals.] 

2. In her audit, Brooke will do both a confirmation of accounts receivable 
and a confirmation of accounts payable. What's the difference between the 
two? 
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ADTG 220 AUDITING 

MIDTERM REVIEW 

Question 1 

Dewey, Chetham and Howe, Public Accountants (DCH) are the auditors for Sneaky Peat Co. Bill Dewey has been 

in charge of the audit for the past 5 years, but wins an all-expenses paid trip to Central Butte, and leaves two 

weeks before the audit. Chetham and Howe are tied up in court, defending the partnership in a civil matter. 

After much discussion, the partners decide that Joe Fasttrack will have to be in charge of the audit. 

Joe is the firm's co-op student. He has excellent marks from SaskPolytech, and a good understanding of 

accounting and audit, a result of the world-class education he has received. Bill has worked on a small number 

of audits while he has been at DCH, and his work skills and grooming are excellent. The firm has a great deal of 

confidence in Joe. 

Following suggestions from the remaining partners, Joe follows last year's audit as a guideline for conducting 

the current audit. This presents some challenges, as the peat moss market was exceptionally good last year, 

and the company has expanded significantly, and has added some complementary product lines, such as roto 

tillers and garden tractors, and has also become very involved in genetic research and experimentation with 

sphagnum varieties. The company is even considering a public offering to finance their continued growth, and 

has approached a few wealthy individuals in the area. 

New control processes were put in place for the new business activities, but were not reviewed, because they 

were not reviewed in the prior year. Joe assumed that if it were important to look at these, Bill would have 

done this last year. 

As a result of these activities, Joe discovered some rather complex accounting for R&D, and for the derivative 

investment instruments now used by Sneaky Peat to invest excess cash. Joe discussed the accounting and 

disclosure requirements with the controller (Susan Peat) and the president (Fred Peat). Both assured Joe that 

the assets were properly recorded. 

To finance their expansion, Sneaky Peat has taken a substantial loan from Shark Enterprises; the loan carries 

some very strict restrictive covenants, including a requirement for audited financial statements with an 

unmodified auditor's report within two weeks of the end of the fiscal year. The previous audit statement had 

always been completed three months after the end of the year, but Joe put in a few extra hours evenings and 

weekends, and released the report Friday afternoon at 4:57 pm, three minutes to spare. The remaining 

partners promised to review the file first thing Monday morning, just to be sure. 

When Bill Dewey returned to the office, he was quite shocked to learn what had happened, and quickly 

doubled the firm's liability insurance. If anything went wrong at Sneaky Peat, Bill felt that the firm would be at 

risk for damages. 

 

 
Required: Identify how, if at all, the general and examination standards have not been met in order to prepare 

a defense against possible litigation. 
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Question 2 
 

Classify the following types of evidence (direct knowledge, external ...) and rank them in order of reliability. 

a) Annual depreciation calculations are re-performed by audit staff - Direct knowledge -Most Reliable 
 

b) The auditor receives the first bank statement for the following year directly from the bank - External 
evidence -Second most reliable 

 
c) Account statements from the client's suppliers from the client files - External-Internal evidence -Third most 
reliable 

 
d) A listing of unused shipping document numbers - Internal evidence -fourth most reliable 

e) A payable clerk's description of internal control procedures applied - Client representation -Least reliable 

Question 3 

For each of the following, identify the type of audit procedure(s) used. 
a) Scan Audit staff look at all the entries in maintenance and repairs for large amounts. Vouch For any 

large amounts the auditor will look up the cheque and related invoices and other documentation to 
ensure that the cost relates to an actual expense rather than a capital addition. 

b) Confirmation The auditor sends a letter to an off-site storage facility. The storage facility sends a letter 
back to the auditor detailing the value of the client's inventory stored at that off-site location. 

c) Inspection The auditor looks at land-titles documentation for the manufacturing facility. 
d) Observation The auditor watches the sales staff as they perform the annual inventory count. 
e) Tracing The auditor selects a number of purchase requests from a list, and follows the request through 

the purchases and payments process to determine that they are properly included in accounts payable 
and expense or asset categories. 

f) Vouch The auditor selects several items in the sales journal and determines that all of the appropriate 
documentation is present to support recording of a sale. 

 
Question 4 

a) Repair and Maintenance Expense {Income Statement) and Property, plant and equipment (Balance sheet) 

i. Existence (of expense) 

ii. Completeness (of property, plant and equipment) 

iii. Valuation (of either) 

b) Inventory 

i. Existence 

ii. Valuation (lesser degree) 

c) Property, plant and equipment 

i. Ownership 
d) Note that this would be a control test over the inventory count, and will affect the degree of substantive 
testing for all assertions later. 
e) Accounts payable 

i. Completeness (Tests controls over completeness) 
f) Accounts receivable and sales 

i. Existence (Tests controls over validity and authorization) 




