ACTG 492 / 592: Auditing

Fall 2008
Professor Raymond N. Johnson, PhD, CPA

Office Number: 461 SBA   Phone: 503-725-5354    Fax: 503-725-5850
Office Hours:  TWTh 4:00 - 5:15


Professor David Layzell

Office Number: 471 SBA   Phone: 503-725-8377   

Office Hours: T, TH  3.00- 5.00 or by appointment 
Email: Please send e-mails using Blackboard
Text:
Auditing & Assurance Services – A systematic Approach  Messier, Glover , Prawtt  (published 2008),6th edition .

Prerequisite:
Actg. 335, Actg 382 and admission to the School of Business Administration. 

Objective:
This course will take a “real world” approach to providing you with an overview of the audit process and its role in business and society.  The audit environment is changing rapidly, requiring auditors to better understand the nature of their clients’ businesses and accounting information systems in order to effectively serve the public.  This course is not a “CPA prep” course, but more importantly, it will help you develop a foundation for understanding auditing.   Even if you do not want to become an external auditor (though perhaps some of you will choose to after this course!), this course is beneficial since you will inevitably be in contact with auditors during your accounting career.

This course will be unlike any course you’ve had so far in the accounting curriculum. Whereas in prior classes you learned how to apply various “accounting rules,” in this course you will use “auditing rules” to determine whether a company has properly applied the “accounting rules.”  This change in perspective means that you will need to learn to think in a new way, becoming familiar with new terms, methods and relationships, in order to understand the auditing process.

At the end of this course you should have a good understanding of: 
1. Ethical standards and the 10 generally accepted auditing standards, 

2. How Sarbanes Oxley and the PCAOB have impacted audits of public companies,
3. The different audit reports used by auditors to communicate with financial statement users,
4. The audit risk model and how to apply a risk based approach to auditing,
5. How understanding the entity and its environment assists the auditor in developing audit strategies and obtaining audit evidence,
6. Internal controls, the importance of the control environment, and how information technology is used in implementing a system of internal control,
7. How to develop audit programs for substantive testing of various account balances, and
8. How to implement audit strategies in the sales and collections cycle.
	Time Commitment
	This is a demanding course.   It is very different from your prior accounting classes and we have a lot of material to cover.  As such, you should plan to study approximately 3 hours outside of class for every hour you are in class.  This means about 120 hours of study during the term.  If you make the time commitment to do this and you all come to class prepared, then we will accomplish a great deal of learning during the quarter.


Grading:
Your grade will be based on your performance on the following assignments:


[image: image1.wmf]Points

2 Midterms (100 pts each)

200

36%

Final Exam

200

36%

Case Assignment 

100

18%

Class Participation

50

9%

550

100%


Students must receive a grade of D- or better on each graded assignment to receive a passing grade for the course.  

Ethics.  A requirement for passing this course is academic honesty and integrity.  Failure to demonstrate honesty and integrity will result in a grade of “F” for the assignment and for the course.  In other words, a grade of D- or higher is required on each assignment in order to receive a passing grade in the class.
The primary determinant of whether a borderline grade will be increased or decreased will be performance on the Final. 

Grades: Following is a qualitative summary of the expected student performance associated with earning a particular grade in auditing.

“A” grade: demonstrate mastery of the subject matter of fundamental auditing issues through exams, case assignments, and class participation.  Students that have mastered the subject understand the relative importance of various auditing issues, understand how different auditing topics link together, and are fluid in identifying practical auditing issues and in developing appropriate auditing strategies to respond to a wide variety of auditing issues.

“B” grade: demonstrate working familiarity with the subject matter of fundamental auditing issues through exams, case assignments, and class participation.  Students have a good grasp of individual topics and demonstrate above average skills in explaining why topics are important to auditors and in demonstrating that they understand how different auditing topics link together.  Students can identify a narrower range of practical auditing issues and are less fluid in developing appropriate auditing strategies to respond to auditing issues than students who have mastered the fundamentals of auditing.

“C” grade: can answer questions and/or explain key concepts adequately, but without much elaboration.  Students may be able to define key topics but are less able to explain why topics are important to auditors in a practical context.  In exams, case assignments, and class participation, students have a more difficult time articulating how different auditing topics link together and are unable to appropriately respond to more subtle issues involved in developing auditing strategies.  Students may have a more difficult time linking various auditing topics together, and have some difficulty developing appropriate auditing strategies that respond to issues present in various auditing situations.  

“D or F” grade: are unable to adequately explain key concepts or satisfactorily complete exams or case assignments.  Students cannot satisfactorily link various auditing topics together and cannot develop satisfactory auditing strategies to respond to auditing issues.

Exams:  We need to take some action to make this true -Sample exam questions will be available on the course web site.  Exams will have multiple choice and short answer questions.  Short answer questions may ask students to explain key terms from the textbook in several complete, well-written sentences.  In addition to being well written, good answers (1) identify what larger topic the individual item is a part of, (2) define the item, and (3) state why the issue is important to auditors.  A portion of specified essay-type questions will be graded for good writing skills.  

Graduate Credit:  Students taking the course for graduate credit should meet with the professor  to determine the additional requirements for graduate credit.   This will usually involve a combination of additional reading and the submission of a graduate level research paper which will be worth 150 points in addition to the points outlined above.

	Classroom Expectations
	I expect that students should have completed the following prior to class.

1. Read the assigned material prior to class

2. Review learning objectives and relate to written chapter materials.
3. Study the review questions at the end of each chapter.
4. Come to class with questions about assigned material that you do not understand and prepared to discuss assigned material.


Class Participation: Since classes will not be “straight lecture,” but will include your active participation in discussions and in-class activities, your preparation is critical to your success in this course.  During the middle of the course you will complete the following evaluation of your class participation, and subsequently receive instructor feedback on your participation.  Your self-evaluation is non-binding, but I will consider it in determining your participation points for the class.

Students should understand that if you attend class every day and arrive on time, if you read all assignments prior to class, and you complete assigned cases prior to class, and you are silent during the course and do not contribute to our class discussion, this is considered to be average – or “C” – performance.   Also, quality of contributions in questions and responses in class discussion are considered more important than quantity.   

	CLASS PARTICIPATION SELF-EVALUATION



	Performance Regarding the Following Criteria:               Poor

	
	Average
	
	Excellent

	Attends class and arrives on time               (10%)
	0
	1
	2
	3
	4
	

	Reads assigned material prior to class        (15%)
	0
	1
	2
	3
	4
	

	Completes assigned cases prior to class     (25%)
	0
	1
	2
	3
	4
	

	Contributes quality to in class discussions (50%)
	0
	1
	2
	3
	4
	


Case Assignments: The case assignments will involve practical audit issues and are subjectively evaluated.  The case will be completed in teams. Grades are determined relative to the standards outlined above.  The case will put on line using the courses Blackboard site and discussed after the second midterm.
How to study for this class : 

1) The book has website associated with it and it is recommended that you both read the assigned chapter and take a look at the website  prior to class.

2) The website is at www.mhhe.co/messier6e  . 

3) The chapter has a number of learning tools built into it and they are supplemented in the student guide . For best results ,it is recommended that you do  the following:

a. Write down and keep the Learning Objectives with you while you are reading. They are printable from the student website 

b. Look at the key terms , think through the definitions in terms of and make sure you can define them and be sure that you can (1) identify what larger topic the individual item is a part of, (2) define the item, and (3) state why the issue is important to auditors. The website has “flashcards” of the key terms that can help your study.
c. The chapters have a series of questions designed to test your understanding of the material
· review questions – study them all!

· multiple choice questions – do all 10 of which are included on the student website
· problems – do all assigned problems
· discussion cases -  do any assigned discussion cases.
· internet assignments – consider working together with a study buddy
· hands on cases – EarthWear, an opportunity to use ACL and the Kaplan CPA Review – consider working with a study buddy
d.   For this class we recommend that you

1. Complete the 100% of review questions in writing, and the on line multiple choice questions.
2. Get a small group of study  buddies and talk through the discussion cases

3. We will not use the hands on cases in class but your buddy group may enjoy working on them together 

Policies: 


1) Without prior permission, no late assignments are accepted. I will try and be flexible so seek permission in advance  

2) No makeup exams will be given without prior permission.  If for some reason you miss the midterms, your midterm grades will be based on the comprehensive final exam.  

3) If you miss class, it is your responsibility to (1) notify the instructor before class and (2) pick up any materials that were handed out that day, prior to attending the next class.
4) Audit.   A grade of "audit" must be earned.  Students registering for a grade of Audit or who change their grade option to Audit must consult with the professor to determine the work necessary to earn an Audit designation.  Otherwise, a grade of “X” will be issued.

5) Withdrawals.  University regulations provide for specific dates when a student registered in this course may (1) withdraw at the student's discretion, (2) withdraw from this course only with the professor's and SBA approval, and (3) withdraw from a registered course only by petition to the Deadline Appeals Board.    Student should refer to the schedule of classes for these dates.   Approved withdrawals from accounting courses will be granted only in instances of documented extraordinary circumstances.  Approval will not be granted on the basis that the grade currently being earned is not deemed desirable.  IN GENERAL UNLESS THERE IS A MEDICAL EMERGENCY NO INCOMPLETES ARE GIVEN FOR THIS CLASS
Student Assistance Available from SBA

The SBA provides academic advisors as well as career and internship advisors to assist students in making the most of their collegiate experience.  Academic advisors are trained to provide counsel in a wide range of issues.  From selecting a business major to evaluating transferred transcripts, academic advisors are here to help students with all of their degree related questions.  The following is a brief summary of the type of issues with which academic advisors can offer assistance:

· DARS reports

· SBA admissions requirements

· Major selection and requirements

· Transcript evaluation

· Course overrides

· Transfer credit petitions

· Career planning

· Portland State rules and policies

In addition to academic advising, the SBA provides career and internship advisors to assist students in landing a job upon graduation or a summer internship while students are still in pursuit of their degree.  Career and internship advisors can also provide resume and interview guidance.  

All SBA advisors are available by appointment, which must be scheduled in advance.  Drop-in hours are available as well.  Drop-in hours are held regularly throughout the week and are designed to help answer routine or simple questions.  For more information about SBA advising and drop-in hours please visit the School of Business website at www.sba.pdx.edu and click on student resources
	Class ,Week& Date
	Topic
	Reading Assignment
	Assignments

	1
	1
	9/30
	Introduction to Assurance  and Financial Statement Auditing 

· Auditing Attest and Assurance Services Defined

· Fundamental concepts in conducting a Financial Statement Audit

· The Audit process
· Review the financial statements of “Earthwear Clothiers” that are included in the book

The Financial Statement Auditing Environment
· The  context of Financial Statement Audits

· A model of Business and a model of Business Processes

· Management Assertions

· Auditing Standards and Auditors Responsibilities

	Ch. 1 

Ch. 2


	1-26,27,29,30
2-24,26,27

	2
	1
	10/2
	Reports on Audited Financial Statements
· The standard unqualified Financial Statement Audit report

· Departures from Unqualified Audit Reports

· Special reports relating to Financial Statements

	Ch. 18 


	18-22,23,29

	3
	2
	10/7
	Professional Conduct , Independence and Quality Control
· Ethics and Professional Conduct
· The AICPA Code of Professional Conduct
Quality Control Standards & the role of the PCAOB
	Ch. 19

	19-29,30,33


	4


	2


	10/9

	Chapter 20 Legal Liability

· Common Law- Clients

· Common law – Third Parties

· Statutory law- Civil Liability

· Statutory Law – Criminal Liability
· 
	Ch 20 
	20-28,30,31



	5
	3
	10/14
	Review of Chapters  1,2,18,19,20 


	
	

	6
	3
	10/16
	Midterm #1, (Chapters 1, 2, 18,19, 20 )


	
	


	Class week,&date

	Topic
	Reading Assignment
	Assignments

	7
8
	4

4
	10/21
10/23
	Return Exam  & Start Chapter 3
Chapter 3 Risk Assessment & Materiality
· Audit Risk

· The Auditors Risk assessment process

· Assessing the Risk of material Misstatement due to error or Fraud

· Documentation and Communication of Fraud
	Ch. 3
	3-23,44,2525,27,31

	9
	5
	10/28
	Chapter 4 Audit Evidence

· Audit Evidence and the Audit Report

· the concept of Audit Evidence

· Audit Procedure to obtain evidence

· Reliability of evidence

· Audit Documentation
	Ch. 4

	4- 23,27,28,30,31


	10
	5
	10/30
	Chapter 5 Audit Planning & Types of Audit Testing
· Client Acceptance and Continuance

· Establishing an understanding with the client and preliminary engagement activities

· Planning the Audit

· Types of Audit tests

· Substantive Analytical Procedures

· The Auditing test Hierarchy
	Ch. 5

	5-29,,34,37,39


	11 

12


	6
6
	11/4 
 11/6
	Review of Chapters   3,4,5 
Mid Term 2  - Chapters  3, 4, 5 

	
	


	Day, Week & Date
	Topic
	Reading Assignment
	Assignments

	13

14

15
	7

7

8
	11/11
11/13

11/18
	Veterans   Day – Business School Closed

Return Exam and Start Chapter 6 
Chapter 6 -Internal Control in a Financial Statement Audit 

· Definitions of Internal Control

· Obtaining and Understanding of Internal Control

· Assessing  Control Risk

· Substantive Procedures

· Communication of Internal Control matters
	Chapter 6
	6-25,26,27,31

	16 & 17 

	8

9
	11/20
& 11/25

	Chapter 7- Auditing  Internal Control over Financial Reporting

· Responsibilities of Managers and Auditors

· Internal Control Deficiencies Defined

· management’s assessment process

· Performing an Audit of  ICFR

· Reporting on ICFR
	Chapter 7
	7-35,37,39,43
Comprehensive Case Assignment Part A Due on 11/25


	18


	9
	11/27


	THANKSGIVING- BUSINESS SCHOOL CLOSED

	
	

	
	
	
	
	
	


	Week,class & Date
	Topic
	Reading Assignment
	Assignments

	19
&

20
	10
	12/2
&

12/4


	Chapter 10 Auditing the Revenue Process
· Overview of the revenue process
· Inherent and Control Risk Assessment
· Control Activities and tests of Controls 
· Test of details of classes of transactions
· The confirmation Process
· Evaluating the Audit Findings
	Ch 10

	10-24,25,27,31
Comprehensive Case Assignment Part B Due on 12/4


	
	
	
	
	
	

	21
	
	tbd
	Comprehensive Final, Covering All Assigned Readings and Lecture Materials
	
	Comprehensive Final
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				Points

		2 Midterms (100 pts each)		200		36%

		Final Exam		200		36%

		Case Assignment		100		18%

		Class Participation		50		9%

				550		100%






