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INTRODUCTION

The Discipline «Audit Organization and Methods otdiing» for the
educational and vocational program has the stdtteesample.

The purpose of studying the discipline — forming fature specialists on
accounting and audit of systems knowledge in thiel of audit companies creation,
organization of their activities and methods ofiauehlization.

The subject of the discipline — audit methodolagyg techniques.

The discipline Tasks — studying of auditing orgatianal principles, mastering
of laws, regulatory guidance documents, intermaicstandards on auditing, the
Code of Professional Ethics of auditors, findingoadictical skills of the organization
and audit planning, accomplishment of a complexseparate audit procedures,
registrations of the auditor’'s work and resultirgggdments.

The interdisciplinary communication: «Accountingdinancial Accounting 1»,
«Financial Accounting 2» precedes studying «AudiFmancial Statements» after
studying.

Skills (by level of formation) and knowledge:

— to have advanced techniques of the inspectiocadumting, using computer
technology;

— to organize auditing and audit planning;

— to have skills on inspection of the legality of dntial and business
transactions and the reliability of accounting &nencial statements;

— to develop audit programs.



MODULE.
AUDIT ORGANIZATION AND METHODS OF AUDITING

CONTENT MODULE 1.
THE ORGANIZATIONAL AND METHODOLOGICAL PRINCIPLES
OF AUDIT

THEME 1 INTRODUCTION TO AUDIT

The purpose of the audit. The audit theories ofoitgin. Formation and
development of audit in the world and in Ukraine.

Exercise 1.1Read the text and answer the questions to it.
Text WHAT IS AUDITING

Auditing is a very ancient activity. "Audit" is aaktin word that means "he
hears". In ancient times auditing was the procebsre@by the owner heard the
account given by his steward of the use of the ownesources. The origin of
stewardship goes far back into the Middle Ageswéts the original purpose of
accounting and was also called "accountability'nds or lords who were away at
war or for other purposes usually left their estate the hands of a steward. The
steward kept an account of the payments and raceifgthe estate so that he could be
discharged of responsibility when the owner retdri®s a rule, the steward used to
render an account to the owner, who might be riltee and had to hear it ("audit" —
"he hears").

In the early days of auditing the prime qualificatifor the position of an
auditor was reputation. A man known for his intggiand independence of mind
took this honoured position, the matter of technadality being entirely secondary.
In those days, the function of auditor was nevarfused with that of accountant.
However, as accounting gradually became more comphuditors became
increasingly dependent on the expertise providedadgountants. Eventually, the
audit function itself became totally dominated hg faccountancy profession. By the
19th century, many owners of businesses appoimedobd their members to be an
auditor of the financial statements prepared bydihectors of a company. This was
partly because the process of auditing had become® mwomplicated as business
itself became more complicated.

In its modem sense, an audit is a process (caoigdby suitably qualified
auditors) whereby the accounts of business entiiretuding limited companies,
trusts etc., are subjected to scrutiny in suchildasawill enable the auditors to form
an opinion as to their truth and fairness. To pulifferently, its main aim is to give
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an opinion on whether the financial statements drayw by the directors of a
company give a fair presentation. This opiniorhisnt embodied in an "audit report"
In order to do this, an auditor needs to checkptisical existence and valuation of
important assets. He also needs to examine thersystf internal control to ensure
that transactions are likely to have been recoodecectly. If internal control is poor,
he will ask for it to be improved and he will inase the amount of checking done on
sample transactions. If the control systems loo&dgaelatively small samples of
various types of transactions may be checked.

Auditors would generally be expected to circuladzsample of the debtors to
confirm that they exist. He would normally atterie tcount of the inventory. The
rules for auditing are usually set out in auditstgndards.

The qualifications that auditors must have aredsetn: membership of a CPA
body in the US, or in the UK membership of one ofirf of the bodies of the
consultative committee of the accountancy bodieadittg is carried out by
individuals or by firms which vary greatly in siz8ome firms have hundreds of
partners and thousands of staff.

Questions:
1. What does the word «Audit» mean? Why does?

2. What was the prime qualification for the pogitiof an auditor in the early
days of auditing?

3. What is an audit in its modem sense?

4. What qualifications must auditors have?

Exercise 1.2Read the text and answer the questions to it.

Text THE DISTINCTION BETWEEN AUDITING AND ACCOUNTAN CY

Auditing may be defined as the examination andingstof financial
statements. In all countries of the world societyes heavily on auditors for credible
financial reports. In Britain, for example, all pighcorporations and many companies
applying for sizable loans must have their statémandited. The same holds true for
Russia as well.

The main objective of auditing is to give the aadg professional opinion as
to whether the company's financial reports coryeptiesent its financial position
Auditors are known to check and test all accountaaprds. In order to do that they
must prove cash balances, confirm physical invezgaand verify the amounts owed
by customers Apart from that auditors must alsoideavhether the company's
records are kept in accordance with accepted atogypractice.

It should be said that an audit can start only amaeessary accounting work
has been completed. However, in practice, espgcdrathe case of small companies,

the distinction, between auditing and accountingkws not clearly appreciated. This
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Is determined by the fact, that small companiegheary often limited book-keeping
capabilities. So, it is always tempting for themléave things to the auditor to
complete. It should be clearly understood that aragoon or completion of accounts
Is the accountant's task and not the auditor's.

Thus, although many accountants readily undertakie &ccounting and audit
work, these tasks are undertaken with differenécijes in view. It would, however,
be quite wrong to infer from this that accountspamation work provides no audit
assurance. It is now generally accepted that therasce derived by auditors from
preparing accounts contributes greatly to the dvassurance required. And that in
its turn allows reduced testing in other areas.

Questions:

1. How may auditing be defined?

What is always expected from auditors?

What is the condition for receiving sizable loans?

What is the main objective of auditing?

What must auditors do to check and test accoungogrds?
Is preparation or completion of accounts the auditask?
What does the assurance derived by auditors cairto?

NOoO Ok

Exercise 1.3Compare the theories of audit origin. Perform tkerese in a
tabular form (Tabl. 1).

Table 1 — Theories of audit origin

financial or psychological

objectives | stakeholders
aspects

The theory backgrounds

“needs of potential
or existing investor’

the theory of agents
(or managers)

4

the theory of
motivation

Which theory do you think the most rational?
Homework
Prepare the presentation of a firm of the «Big kday the such characteristics:
the history, audit services, headquarters, clieletggnues and costs, employees etc.
Perform the task in groups of the students.
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THEME 2 REGULATION AND INFORMATION SUPPORT OF AUDI T

Creation and organization of the audit firm and isructure. Auditor
professional organizations. Certification auditordnternational Standards on
Auditing, Review, Other Assurance, Related Servaras Quality Control.

Exercise 2.1Read the text and answer the questions to it.

Text SETTING ACCOUNTING AND AUDITING STANDARDS
INTERNATIONALLY

Accounting standards are the rules for preparingnitial statements. They are
called generally accepted accounting principles ey specify: first, the type of
information that financial statements ought to eomt and second, how that
information ought to be prepared. Accounting stadslalefine what acceptable and
unacceptable financial accounting practices are.

Auditing standards are the rules governing howuwatitas performed. An audit
of financial statements is the technical processvbich an independent person (the
auditor) gathers evidence to form an opinion abitet conformity of financial
statements to GAAP. In most countries a particglaup of accountants is legally
sanctioned to conduct financial statement auditsthe US, for example, it is the
certified public accountants (CPA). In the Unitedngdom it is the chartered
accountants, in the Netherlands, the register axtaati etc. Financial statements
conforming to GAAP are said to be reliable. To jgutifferently, they provide
reliable information which is an important ingrealién goods decision making.
Accounting standards and auditing standards aegre@lated. Accounting standards
presumably define what is useful financial inforimoat Auditing standards guide an
auditor in determining whether it is also reliabldseful and reliable financial
information puts investors, creditors and othera position to make better decisions.

Accounting has been called the language of busifdsg analogy is accurate,
since accounting is a form of communication. Ashwatl types of communication,
though, misunderstandings can arise unless meaareggasonably clear.

It should be remembered that accounting refleces ¢hvironment in which it
operates. And since environments differ aroundwtbdd it follows that accounting
will also be different around the world.

Unfortunately, this diversity of accounting praescresults in a general lack of
comparability in financial reports from one countoythe next. As a result, there is a
risk of misunderstanding when financial statemendse communicated

transnationally. There may arise problems for lustérs and preparers.
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The problem of different auditing standards is meubtle. Fundamentally, an audit
assures users that they can trust the informat@mmnwnicated by the financial

statements. However, if auditors around the wortd reot comparably trained or if
they do not observe comparable standards, then Wk varies in quality. As a

result the inherent reliability of financial statents also varies.

The existence of different accounting and auditstgndards affects the
decisions of resource providers to the extent tinay fail to understand or trust the
messages communicated by financial statements. PAbeu of international and
regional organizations recognize this problem amedrging to harmonize accounting
and auditing standards to the greatest extentlgessi

Questions:
1. What are accounting standards?
What do generally accepted accounting principlesiéyg?
What do auditing standards govern?
What is meant by an audit of financial statements?
Who is legally sanctioned to conduct financial etaents audits?
What is the importance of financial statements coning to GAAP?
What is accounting called?
Why is accounting different around the world?
. What does the diversity of accounting practicesltes?

10 What happens if auditors around the world do ngeole comparable
standards?

11 How does the existence of different accounting anditing standards
affect business activity?

©oNORk WD

Exercise 2.2 What are the principles of Code of Ethics for Pssfenal
Accountants and Auditors broken in the followingyations:

1. the auditor has agreed for a fee to correct sonstak®@s in accounting
before the auditor's report will be drawn up;

2. after the auditor's report the auditor has receavgdluable gift from a client
for the timely performance of the audit;

3. the auditor told his colleagues about the fraudclvine had exposed in the
firm, where he had perform the audit, in order targ on his professional
knowledge;

4. the auditor refused to audit the company, the mamagt of which treated
him disrespectfully in his opinion;

5. during the holidays the auditor met the owner ef ¢éinterprise, who invited

him to audit in order to establish the credibitifythe chief accountant.
9



Homework
Give examples of each broken audit principle. Rarfthe exercise in a tabular
form (Tabl. 2).

Table 2 — The principles of Code of Ethics for lBesional Accountants

and Auditors

The principles Examples of the broken audit principe

Integrity

Objectivity

Professional competence
and due care

Confidentiality

Professional behavior

THEME 3 AUDIT PLANNING

Stages of the audit and their essence. Planningesté audit. The overall audit
strategy, audit plan and audit programs. Materialaf misstatements in the audit.
The concept and the components of audit risk.

Exercise 3.1Draw up the audit plan by the following steps:

©oo~NOkEWNPE

e ol
wh = o

14.

Audit of accounting policy and foundation documents
Internal controls testing.

Audit of fixed assets.

Audit of intangible assets.

Audit of inventories.

Audit of debts receivable.

Audit of monetary assets.

Audit of equity.

Audit of Long-Term Liabilities.
Audit of Short-Term Liabilities.
Audit of Costs.

Audit of Revenues.

Audit of Financial Results.

The auditor's conclusion and report.

Draw up the audit plan in a tabular form.

10



Audit plan
Company / Division / Department
Client
Year/Period

Ne | Steps of the audit Duration Period Executive

Reviewed by:
Date:

Exercise 3.2Based on the audit plan, drawn up in the exercige [uild a
kalendarny timetable, ensuring synchronization hef auditors. Take Engagement
team — 3 persons.

Kalendarny timetable for a audit is as follows:

The number of

the step
1
5 _
3
PO
4
5
. N
1 2 3 4 5 6 Days
Auditor 1
___ Auditor 2
~__Auditor 3
Exercise 3.3

3.3,a Assess the audit risk, if the internal rsk’6%, the control risk is 48%
and the detection risk is 8%. Express an opiniorsoacceptability.

3.3,b Assess the control risk, if reasonable assera the context of the audit
of financial statements is planned as 90%, thetausk is 0,03, the internal
risk is 0,5.

11



Exercise 3.4

In assessing the internal risk the auditor wasieggesting of 50 questions.
The test prepared so that the increased risk iss#ime on the answers to each
guestion. Answers to these questions were obtafnech the accountant and
employees. Reponses 33 of 50 questions on theodadjtdgment increased the
internal risk by 1 percent for the answer.

In assessing the control risk the auditor was agplesting of 50 questions.
The test prepared so that the increased risk iss#ime on the answers to each
guestion. Answers to these questions were obtafnech the accountant and
employees. Reponses 34 of 50 questions on theodadjtdgment increased the
control risk by 2 percent for the answer.

a) Assess the internal risk and the control risk.

b) Assess detection risk taking into account theimmim and maximum value
of acceptable audit risk.

c) Assess detection risk, if the auditor may acdbpt audit risk at the 3,5
percent level.

Homework
Establish an overall audit strategy that sets topea, timing and direction of
the audit, and that guides the development of talg alan.

THEME 4 AUDIT EVIDENCE AND AUDIT DOCUMENTATION

The concept and measures of audit evidence. Typdssaurces of audit
evidence and its evidentiary value. The provisidnaodit documentation. The
Objectives of audit documentation. The form, cdntand extent of audit
documentation. Audit file.

Exercise 4.1Range the audit evidence by the evidence impogtanc

1. The General ledger
2. Financial statements.

3. Journal entries, subsidiary ledgers.
4. The auditor’s report from the previous audit.

5. Plans, pricings, estimates.
6. Unpaid invoices.

7. Unofficial documents.

8. Account balances.

12



Exercise 4.2Test the following assertions (yes - ,+", no -),-"
Table 3 — Assertions about audit evidence

Ne The assertion yes/no

1. |The higher the assessed risks, the more audit esaderikely to by
required.

2. |Obtaining more audit evidence, may compensatedayuality.

3. |[More assurance is ordinarily obtained from conaisgeidit evilencq
obtaired from different sources or of a different nattinan from
items of audit evidence considered individually.

4. |The reliability of audit evidence is reducedhen it is obtained fro
independent sources outside the entity.

5. [The reliability of audit eidence that is generated internally
increased when the related controls, including ehas/er itd
preparation and maintenance, imposed by the arttgffective.

6. |Audit evidence obtained indirectly or by inferensemore reliabl
than audit evidence obtained directly by the audito

7. |Audit evidence obtained orally, is more reliablarthevidence i
documentary form, whether paper, electronic, oeothedium.

8. |Audit evidence provided by original documents isreneliable tha

audit evidewe provided by photocopies or facsimiles, or doauts;
that have been filmed, digitized or otherwise tfamaed intg
electronicform, the reliability of which may depend on thentrols

over their preparation and maintenance.

Homework
Develop and record one or more examples of audiimentation.

THEME 5 AUDIT PROCEDURES OF OBTAINING AUDIT EVIDENC E

Procedures for obtaining audit evidence. Testsootrols. Audit sampling.

Exercise 5.1Find out the procedures for obtaining audit evigenc
- The stock stored surplus of building materials;

- Invoices do not meet the data of the cash book;

- The cash box does not match requirements of dugiipment;

- The management paid for consulting in the absehtee agreement;

- Signatures in the statement on the payment aliareiable;

- There is the unaccounted cash in the cash box.
13




Exercise 5.2Consider the given situations and find out the edoces for

obtaining audit evidence.

Situationl. Fuel received from the supplier, wasmade a record.
Situation 2. A fictitious amount of advance to shigapwvas recorded.

Situation 3. Indicators of profitability is muchwer than the average for

branch.

Situation 4. All outgoing cash orders did not autte cash.
Situation 5. The stocks were irreversible in thxedi assets.
Situation 6. The General ledger was missing.

Situation 7. As part of the assets debts receivalle not recognized by the

buyer.

Homework

Develop the auditor's substantive procedures fatgect of accounting.

THEME 6 AUDIT CONCLUSIONS AND REPORTING

The concept and structure of the audit report. fyipes of the auditor's opinion.
The influence of the auditor's opinion on the ckadt auditor's report. Emphasis of
Matter paragraph in the auditor's report.

Exercise 6.1Refer the examples to the proper circumstancesudfta’s

opinion.

Table 4 — Circumstances of auditor’s opinion

Circumstances of auditor’s
opinion

Examples of circumstances

1

2

1) A material
misstatement of th
financial statements ma

arise in relation to th

appropriateness  of té

selected accounti

policies.

BYapplied.

(a) The financial statements adequately disclose
Esignificant accounting policies, which were seldcaad

the

b) The selected accounting policies are not consi
d/vith the applicable financial reporting framework.

stent
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The continuation of the tab

le 4

2

2) A material
misstatement of th
financial statements mg

(€)

eaccounting policies (such as an unintentional e
\\application).

Due to the method of application of the sele¢

ted
I

arise in relation to th
application of the selecte
accounting policies.

2(d) The information presented in the finang
dtatements is relevant, reliable, comparable,
understandable.

ial
and

3) A material
misstatement of th

(e) The management prevents the auditor f
Eobserving the counting of the physical inventory.

[Om

financial statements ma
arise in relation to th
appropriateness (

1¥f) The accounting records of a significé
Ecomponent have been seized indefinitely
Digovernmental authorities.

ANt
by

adequacy of disclosures
the financial statements.

Ilg) The financial statements provide adeql
disclosures to enable the intended users to uraahel
the effect of material transactions and events ha
information conveyed in the financial statements.

jate
St

4) An unmodified
opinion.
5) Circumstances

beyond the control of the
entity.

(h) The financial statements, including the rela
notes, do not represent the underlying transactou
events in a manner that achieves fair presentation.

ted

U7

6) Circumstances
relating to the nature or
timing of the auditor's

() The management prevents the auditor f
requesting external confirmation of specific acdad
balances.

[Om
un

work.
7) Limitations imposed
by management.

() The selected and applied accounting policies
consistent with the applicable financial report
framework and are appropriate.

are
ng

(k) The entity is required to use the equity met
of accounting for an associated entity, and thetau
IS unable to obtain sufficient appropriate at
evidence about the latter's financial informatian
evaluate whether the equity method has &
appropriately applied.

nod
d
idit
t
)een

(D  The accounting estimates made by manage
are reasonable.

ment

(m) The financial statements do not include all
the disclosures required by the applicable findn

of
cia

reporting framework.

15



The continuation of the table 4

2

accounting policies consistently with the finaneigborting
framework, including when management has not agj
the selected accounting policies consistently beiw
periods or to similar transactions and events (sterscy in
application).

(n) The management has not applied the selected

nlie

(o) The terminology used in the financial stateme

appropriate.

including the title of each financial statement,

(p) The entity's accounting

records have been destro

reporting framework.

(q) The disclosures in the financial statements are
presented in accordance with the applicable firadr

are not effective.

() The auditor determines that performing substar
procedures alone is not sufficient, but the estigontrols

(s) The financial statements do not provide
disclosures necessary to achieve fair presentation

the

the auditor is unable to obser
inventories.

(t) The timing of the auditor's appointment is such

ve the counting efpthysica

tha

Exercise 6.2Analyse thenature of matter giving rise to the modificatiordan

choose the type of modification to the auditor'smm.

Table 5 — Circumstances of auditor’s opinion

The nature of matter giving rise to the modification

The type of modification to
the auditor's opinion

audit evidence on which to base the opinion, amo
auditor concludes that the possible effects on
financial statements of undetected misstatement
any, could be both material and pervasive.

The auditor is unable to obtain sufficient appraf&|

th
the
S, |

The auditor, having obtained sufficient appropr
audit evidence, concludes that misstateme
individually or in the aggregate, are both mateaiadi
pervasive to the financial statements.

ate
nts,

16



The continuation of the table 5

1 2
The auditor is unable to obtain sufficient appraf&|
audit evidence on which to base the opinion, bat th
auditor concludes that the possible effects on| the
financial statements of undetected misstatements, i
any, could be material but not pervasive.
The auditor, having obtained sufficient appropriate
audit evidence, concludes that misstatements,
individually or in the aggregate, are material, hat
pervasive, to the financial statements.

Exercise 6.3Analyse thecircumstances and choose the type of the auditor's
opinion. Perform the task in groups of the students

Situationl. In order to form the opinion, the aadihas obtained reasonable
assurance about the financial statements as a whae free from material
misstatement, due to fraud or error. The finansiatements adequately disclose the
significant accounting policies, which were seldctsd applied. The selected and
applied accounting policies are consistent with #pplicable financial reporting
framework and are appropriate.

Situation 2. The auditor concludes that, basedhenaudit evidence obtained,
the financial statements as a whole are not freen fmaterial misstatement. The
selected accounting policies are not consisterit thié applicable financial reporting
framework. The financial statements, including rthlated notes, do not represent the
underlying transactions and events in a mannerabhieves fair presentation. The
auditor concludes that misstatements, individuallyn the aggregate, are material,
but not pervasive, to the financial statements.

Situation 3. The management has not applied theeteel accounting policies
consistently with the financial reporting framewdsktween periods or to similar
transactions and events. The auditor concludesnisstatements, individually or in
the aggregate, are both material and pervasiveet@riancial statements.

Situation 4. The financial statements do not inelwl of the disclosures
required by the applicable financial reporting feamork. The financial statements do
not provide the disclosures necessary to achievre pi@sentation. The auditor
concludes that misstatements, individually or ie #ggregate, are material, but not
pervasive, to the financial statements.

17



Situation 5. The entity's accounting records hasenbdestroyed. That's why
the auditor is unable to obtain sufficient appraf@iaudit evidence to conclude that
the financial statements as a whole are free fratenal misstatement.

Situation 6. The auditor is unable to obtain su#fit appropriate audit
evidence, because the accounting records of afisgm component have been
seized indefinitely by governmental authorities.eThuditor concludes that the
possible effects on the financial statements ofteated misstatements, if any, could
be material, but not pervasive.

Situation 7. The auditor is unable to obtain su#fit appropriate audit
evidence, because the timing of the auditor's aypp@nt is such that the auditor is
unable to observe the counting of the physicalntmees. The auditor concludes that
the possible effects on the financial statementanofetected misstatements, if any,
could be both material and pervasive.

Situation 8. Management prevents the auditor fotagerving the counting of
the physical inventory and the auditor from requgstexternal confirmation of
specific account balances. The auditor concludes tire possible effects on the
financial statements of undetected misstatemehtsy, could be material, but not
pervasive.

Situation 9. The financial statements presentyfain all material respecthe
financial position of Company as at December 31X120and its financial
performance and its cash flows for the year thedednin accordance with
International Financial Reporting Standards.

Situation 10. For the breach of the contract topguphe provider filed a
lawsuit to the audited enterprise demanding a cowsgd®n for all losses incurred,
the amount of which actually to determine at thisnpis impossible. The other
misstatements and errors in accounting were naidfou

Homework
Write the auditor’s report, which contains the daling elements:

(a) Atitle;

(b) An addressee, as required by the circumstancé® arigagement;

(c) Anintroductory paragraph that identifies the fio@h statements audited;

(d) A description of the responsibility of managememntthe preparation of
the financial statements;

(e) A description of the auditor's responsibility tqoesss an opinion on the
financial statements and the scope of the audit,iticludes:

* Areference to International Standards on Auditing the law or
regulation;

» A description of an audit in accordance with thsteandards;

18



() An opinion paragraph containing an expression afiop on the financial
statements and a reference to the applicable fimareporting framework used to
prepare the financial statements (including idgmtg the jurisdiction of origin of the
financial reporting framework that is not Intermaal Financial Reporting Standards
or International Public Sector Accounting Standgrds

(g) The auditor's signature;

(n) The date of the auditor's report; and

()  The auditor's address.

CONTENT MODULE 2.
THE METHODS OF AUDITING ON OBJECTS

THEME 7 AUDIT OF THE COMPANY'S ASSETS

Audit of non-current assets. Audit of transactiomish inventories. Audit of
settlements and of cash payments.

Exercise 7.1 Develop the different audit programs for:
7.1, a) the audit of non-current assets;

7.1, b) the audit of transactions with inventories;

7.1, c) the audit of settlements and of cash paysnen

Draw up the audit programs in a tabular form.

Audit work program
Company / Division / Department

Section:
Year/Period
. The auditor's Working Done by & _
N | substantive procedures| Paper Ret. Date Executive
Reviewed by:
Date:

19



Exercise 7.2Analyse thecircumstances, develop, record audit working papers
and choose the type of the auditor's opinion.

The company's inventories are carried in the stamerof financial position.
Management has not stated the inventories at therl@f cost and net realizable
value but has stated them solely at cost, whichstdotes a departure from
International Financial Reporting Standards. Thegany's records indicate that had
management stated the inventories at the loweosif @nd net realizable value, an
amount would have been required to write the inmees down to their net realizable
value. Accordingly, cost of sales would have bemrdased, and income tax, net
income and shareholders' equity would have bearcestrespectively.

Homework

Analyse thecircumstances, develop, record audit working papeds choose
the type of the auditor's opinion.

The engagement team was not appointed as audfttdre ocompany until after
December 31, 20X1 and thus did not observe thetowunf physical inventories at
the beginning and end of the year. The engagensamh twas unable to satisfy
ourselves by alternative means concerning the tovenquantities held at
December 31, 20X0 and 20X1 which are stated irstheement of financial position.
In addition, the introduction of a new computerizttounts receivable system in
September 20X1 resulted in numerous errors in atsaeceivable. As of the date of
our audit report, management was still in the psecef rectifying the system
deficiencies and correcting the errors. The engagéteam was unable to confirm or
verify by alternative means accounts receivabl@iged in the statement of financial
position at December 31, 20X1. As a result of thesdters, the engagement team
was unable to determine whether any adjustmentitrhigve been found necessary
in respect of recorded or unrecorded inventoried arcounts receivable, and the
elements making up the statement of comprehensogeme, statement of changes in
equity and statement of cash flows.

THEME 8 AUDIT OF TRANSACTIONS WITH EQUITY

Audit of statutory documents and accounting pdadiciBudit procedures and
methods of companies’ equity.

Exercise 8.1Develop the audit program ftne audit of transactions with equity.
The form of audit program is the exercisé.
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Exercise 8.2Analyse thecircumstances, develop, record audit working papers
and choose the type of the auditor's opinion.

The company's short-term marketable securitiecamged in the statement of
financial position. Management has not marked thsesmirities to market but has
instead stated them at cost, which constitutepartige from International Financial
Reporting Standards. The company's records inditatehad management marked
the marketable securities to market, the companyldvdhave recognized an
unrealized loss in the statement of comprehensiveme for the year. The carrying
amount of the securities in the statement of fir@nposition would have been
reduced by the same amount at December 31, 20Xlinaome tax, net income and
shareholders' equity would have been reduced ragplgc

Homework

Analyse thecircumstances, develop, record audit working papads choose
the type of the auditor's opinion.

As explained in note, the company has not condeltahe financial
statements of subsidiary XYZ Company it acquiredrdu20X1 because it has not
yet been able to ascertain the fair values of redhthe subsidiary's material assets
and liabilities at the acquisition date. This inwesnt is therefore accounted for on a
cost basis. Under International Financial Reporfatgndards, the subsidiary should
have been consolidated because it is controlledhbycompany. Had XYZ been
consolidated, many elements in the accompanyiranéial statements would have
been materially affected. The effects on the codatdd financial statements of the
failure to consolidate have not been determined.

THEME 9 AUDIT OF LONG-AND SHORT-TERM LIABILITIES

Audit procedures and methods of long-term lial@$iti Audit procedures and
methods of current liabilities.

Exercise 9.1Develop the different audit programs for:
9.1, a) the audit of long-term liabilities;
9.1, b) the audit of short-term liabilities.

The form of audit program is the exercisé.
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Exercise 9.2Analyse thecircumstances, develop, record audit working papers
and choose the type of the auditor's opinion.

The company's investment in its joint venture XYXZo(ntry X) Company is
carried on the company's statement of financiaitipos which represents over 90%
of the company's net assets as at December 31, A2¢lengagement team was not
allowed access to the management and the audifodsYd, including XYZ's
auditors' audit documentation. As a result, theagegient team was unable to
determine whether any adjustments were necessargsipect of the company's
proportional share of XYZ's assets that it contjoistly, its proportional share of
XYZ's liabilities for which it is jointly responslb, its proportional share of XYZ's
income and expenses for the year, and the elenmeaking up the statement of
changes in equity and cash flow statement.

THEME 10 AUDIT OF COSTS, REVENUES AND FINANCIAL RES ULTS

Audit procedures of cost accounting. Methods ofitmgl revenues and
financial results.

Exercise 10.1Develop the different audit programs for:
10.1, a) the audit of costs;
10.1, b) the audit of revenues;
10.1, c) the audit of financial results.
The form of audit program is the exercisé.

Exercise 10.2 Analyse thecircumstances, develop, record audit working
papersand choose the type of the auditor's opinion.

ABC Company's investment in XYZ Company, a foreagsociate acquired
during the year and accounted for by the equityhowbtis carried on the statement of
financial position as at December 31, 20X1, and ABsbare of XYZ's net income is
included in ABC's income for the year then enddte €ngagement team was unable
to obtain sufficient appropriate audit evidence e carrying amount of ABC's
investment in XYZ as at December 31, 20X1 and ABBiare of XYZ's net income
for the year because we were denied access to itrecial information,
management, and the auditors of XYZ. Consequemdywere unable to determine
whether any adjustments to these amounts were s@ges
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INDIVIDUAL TASK

In studying this discipline the students shouldtevthe paper according to the
requirements of Methodological guidelines for Seamns, Individual Task, Self-study
Work of Students on the subject «Audit Organizatod Methods Of Auditing» (for
4-year full-time students direction of studies ®9B39 «Accounting and
Audit»).

The purpose of the paper: consolidating theoreknalwvledge and skills to use
different sources of information, practical skillsprepare audit documentation.

The paper consists of two parts — theoretical aadtigal. In the theoretical part
the students should write about the audianfobject of accounting, including the
objectives of the audit, auditor's procedures, dgpierrors and misstatements in
accounting e. t. In the practical part the studestisuld develop, record audit
documentation (audit program, work papers) and greeghe auditor’s report dhe
same object of accounting, as in the theoreticdl pae number of topic for writing
the work is selected in the list of the ledger. Thpgics of student’s papers are the
follows:

Audit of fixed assets.

Audit of intangible assets.
Audit of inventories.

Audit of debts receivable.
Audit of monetary assets.
Audit of equity.

Audit of long-term liabilities.
Audit of short-term liabilities.
. Audit of costs and revenues.
10.Audit of financial results.

©CoNOOh~WDNE

SELF-STUDY WORK OF STUDENTS

Self-studywork of students is the ultimate mastery of theamalt discipline,
mastering the required skills in time, free fromnaatory training sessions. During
self-studywork the students may use educational, special ydekture notes. The
specific form of self-study work is the implememat of individual tasks as writing
the calculation and graphic work.

The content of self-studyork of students is determined by the program
discipline and teacher recommendations. Self-studgk includes: preparation for
audience instruction (lectures, practical, semiladr, etc.), the tasks of the discipline
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during the trimester; the implementation of indivad tasks as writing the calculation
and graphic work in accordance with the teaching) tsematic plans, preparing for
practice training to all control tests, includingr@nt and final tests.

Test yourself answering the following questions:

1. How may auditing be defined?

2. What is the main objective of auditing?

3. How were goals and objectives of the audit changith the auditing
development?

4. What do you know about the theories of audit ofigin

5. What do you know about the assumptions and factdrshe audit
appearance in a market economy?

6. How can auditors of financial statements be cleek¥

7. What is the difference between an external audmoran internal auditor?

8. What is always expected from auditors?

9. What do you know about the «Big Four»?

10. What is the certification of auditors?

11. What related professional qualifications do you Wwnon the field of
financial audit?

12. What do you know about the Uniform CPA Exam?

13. What is the purpose and powers of The InternatiBedkration of
Accountants (IFAC)?

14. Describe the activity of International Auditing aAdsurance Standards
Board (IAASB) as an independent standard-settirdy o The International IFAC.

15. What is the independence of auditors?

16. What fundamental principles of audit do you know?

17. What are the standards and standardization ofaudit

18. Describe the legal status and scope of Interndtsitaadards on auditing.

19. Answer the following questions:

20. What are the stages of a typical audit? Describh eathem.

21. What shall auditors include in audit planning doemtation?

22. What is the overall audit strategy?

23. What is the audit plan?

24. What is the audit risk? What components does tlut aigsk consist of?
How can you assess the audit risk?

25. What is the materiality in planning and performisg audit? What is the
relationship between the audit risk and the mdtsrta

26. What is audit evidence?
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27.
28.
29.
30.
31.
32.
33.
34.
35.

What measures of audit evidence do you know?

What do you know about relevance and reliabilityaodlit evidence?
What is the reliability of audit evidence influeicey?

What sources of audit evidence do you know?

How do audit evidence rank by the evidence impagan

What is audit documentation?

What does audit documentation provide?

What is audit file? What does audit file consi? of

What factors do the form, content and extent ofitaddcumentation

depend on?

36.
37.
38.
39.
40.
41.
42.
43.

What examples of audit documentation do you know?

What types of audit procedures do you know?

What is the inquiry as an audit procedure?

What are the inspection and observation as aualdsgoiures?

What is the external confirmation as an audit pdoce?

What are the recalculation and reperformance ai$ pruotedures?

What are the analytical procedures as audit praes@u

What are the means available to the auditor farcsielg items for testing

to obtain audit evidence?

44.
45.
46.
47.
48.
49.
50.

What is selecting all items?

What is selecting specific items?

What is audit sampling?

What approaches can audit sampling be applied?

What statistical methods of selecting samples eaapplied in audit?
What is the auditor’s report?

What elements should an auditor’s report contaia8ciibe the sections of

an auditor’s report.

51.

What types can an auditor's opinion be classifled®hich circumstances

can an unmodified opiniobe expressed? In which circumstances can a modified
opinionbe expressed?

52.

In relation to what circumstances may a materiastatement of the

financial statementarise?

53.

arise?

54.
55.
56.

In relation to what circumstances may a limitatoonthe scope of the audit
In which circumstances camgaalifiedopinionbe expressed?

In which circumstances can an adverse opib®mexpressed?
In which circumstances can an auditor disclaim ginion?
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57. When and in which circumstances should an audidude the emphasis
of matter paragraphs in the auditor's report?

58. What objects of audit do you know?

59. What classification of the company's assets dokymw?

60. What are objectives of the audit of fixed assets?

61. What audit procedures do auditors perform duriregahdit of fixed assets
and other non-current assets?

62. What are objectives of the audit of inventories?

63. What audit procedures do auditors perform durirmgaibdit of inventories?

64. What are objectives of the audit of cash transasfo

65. What audit procedures do auditors perform during #udit of cash
transactions?

66. What are objectives of the audit of accounts (debspivable?

67. What audit procedures do auditors perform durirg dldit of accounts
(debs) receivable?

68. What classification of the company's equity andiliaes do you know?

69. What is the purpose of the audit of the companyistg?

70. What audit procedures do auditors perform during #udit of the
company's equity?

71. What are objectives of the audit of liabilities?

72. What is the purpose of the audit of the compangsts; revenues and
financial results?

73. What audit procedures do auditors perform duriregdbdit of the costs,
revenues and financial results?
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