<!DOCTYPE HTML PUBLIC "-//W3C//DTD HTML 4.0 Transitional//EN">I.  Audit Overview 
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	3 weeks


II. Preengagement Planning 

A.  Accepting the engagement (new client or continuing           engagement)

1. Accept only clients that the firm can reasonably expect to serve in a competent manner.  An auditor wishes to accept a client on the basis that additional training or knowledge will be acquired before completion.  Is she/he precluded from accepting the client because the auditor is not currently competent? 

    

2.  Make inquiries of third parties (bankers, attorneys, underwriters, etc.) in the hopes of evaluating client integrity.  This includes predecessor auditors (see below).

3.  

B.  The only difference between a new client and a continuing client is that the auditor already has a lot of information on the continuing client. 

 

III.  Communication with Predecessor Auditor 
  

A.  The prospective successor auditor is required to initiate communications with the predecessor auditor.  To comply with confidentiality requirements, the prospective successor auditor is required to ask the client to authorize unrestricted communications between the successor and predecessor auditors. 
  

What if the client refuses to authorize communications? 

	PRIVATE
Exhibit 1:  Frequency of Predecessor Auditor Decisions about Timing of Communications with Successor Auditor
	Total

	A.  Communicate with the predecessor auditor before visiting Zeta Co. and reviewing its financial records and procedures.
	7   (5%)

	B.  Communicate with the predecessor auditor after reviewing the financial records and procedures but before sending the proposal to Zeta Co.
	28  (18%)

	C.  Communicate with the predecessor auditor only if the proposal is accepted.    
	116 (77%)

	D.  Not communicate with the predecessor auditor
	0      (0)

	Total responders
	151 (100%) 


Source:  Glezen, W.G. and Elser, M.B.  "The Auditor Change Process", Journal of Accountancy, June 1986 
  
  

B.  The prospective auditor must make certain inquiries of            the predecessor auditor.

	PRIVATE
Exhibit 2: Frequency of Successor Auditors' Specific Inquiries of Predecessor Auditors
	Total

	Required by SAS no 7 and now SAS no. 84
	

	(1) Disagreements with the management of Zeta Co. as to accounting principles and auditing procedures.
	 142  (94%)

	(2) The integrity of the Zeta Co. management
	 127  (84%)

	(3) The reason for the change in auditors
	 93    (62%)

	(4) Communication with audit committees or equivalent
	  

	Not required by SAS no.7:
	

	Difficulties encountered in performing the audit of Zeta Co.
	 124  (82%)

	Significant audit adjustments required in the prior audit
	 119  (79%)

	Fee dispute with Zeta Co.
	 102  (68%)


 Source:  Glezen, W.G. and Elser, M.B.  "The Auditor Change Process", Journal of Accountancy, June 1986 
  

 C.  Does the predecessor have to respond?

  
  
    

	PRIVATE
Exhibit 3: Successor Auditor Responses to Statements Concerning Review of Predecessor Auditor Working Papers (0=Never, 10=Always)
	 Total

	1.  When a change of auditors takes place and you are the successor, how often do you request to review a predecessor's audit working paper?
	

	     a. Before accepting a new audit engagement
	  2.97

	     b. After accepting a new audit engagement
	  8.00

	2.  How often is your request to review a predecessor's audit working paper denied?
	  1.09

	3.  How often is your request to review a predecessor's audit working paper restricted?
	  3.54

	4.  How often are you permitted to make copies of a predecessor's audit working papers?
	  8.24

	5.  How often does the predecessor auditor remain with you during your review of his or her working papers
	  5.11


 Source:  Glezen, W.G. and Elser, M.B.  "The Auditor Change Process", Journal of Accountancy, June 1986 

SAS No. 84 very clearly states that the predecessor's working papers do not constitute audit evidence for the current period financial statements.   

Where do we get evidence for opening balances? 

D. Is the client's authorization required to be written? 
  
   
IV.  Engagement Letter 

A.  A letter sent by the auditor to the client that summarizes the type and nature of services that are to be provided by the auditor.  Client signs the copy of the engagement letter to confirm the client's understanding (i.e., a contract is formed). 

B.  Required? 
  
  

   
C.  Should include: 
  

1.  Audit will be performed in accordance with GAAS. 

2.  Purpose to provide an opinion whether the financial statements are in accordance with GAAP. 

3.  Management's responsibility for the financial       statements. 

4.  Nature and limitations of an audit (ex. may not detect all fraud or defalcations). 

5.  Estimated fees and completion dates (with limitations). 

6. Cooperation of client personnel.
V.
DEVELOPING AN AUDIT PROGRAM

A written audit program is  
Should be developed after the auditor has obtained an understanding of inherent risk and internal controls.  It can be modified throughout the audit.

A.
Overview:

Financial Statements


Management Assertions


           Audit Objectives
          
       
 



      






Audit Program



Audit Evidence-Procedures

B.
Internal Control Part of the Program



1. Organized around major transaction cycles.

C.
Substantive Test Part of the Program

1. Organized around balance sheet accounts.


2.
Balance sheet accounts relationship to income   statement accounts.

D.
Audit Program Objectives should relate to Management Assertions

E.
Examples:

	Assertions
	Audit Objective
	Audit Procedures

	Existence
	Determine that inventory exists
	1) Observe client counting inventory

2) Make test counts


