
CPA Review Notes

Audit 2026

By Cristina Agopian, CPA

Published by Cristina Agopian at Smashwords

Copyright 2026 Cristina Agopian

Contents

Section 1

Section 2

Section 3

Section 4

Section 5

Section 6

Section 7

Section 8

About the author

Other books by this author

	[image: ]
	 	[image: ]


[image: ]

Section 1

[image: ]


Engagement Acceptance and Understanding the Assignment

Attestation std require the auditor to be independent in mental attitude (similar to GAAS - audit std)

Obs: does not require an understanding of int control

Attest engagement - practitioner expresses a conclusion about reliability of a written assertion that is responsibility of another party

Examples of attest engagements:

•  reports on the int ctrl structure

•  compliance with regulation and contract requirements

•  investment performance stats

•  supplementary info to financial statements (F/S)

Not examples of attest:

•  mgmt consulting engagements (CPA provides advice, recommendations)

•  when CPA advocates client's positions (IRS review of tax returns)

•  tax engagements

•  when CPA solely assists client

•  expert witness

Authoritative body to promulgate attest std = ASB (Auditing Std Board)

Note: GAAP is promulgated by FASB (Fin Acct Std Board)

•  std on fin acct and reporting for govn units are promulgated by GASB (Government Acct Std Board)

Attest Engagements

•  examination (audit)

•  review (limited assurance)

•  agreed-upon procedures - example: on prospective F/S - requires independence and the use of the report is restricted to specified parties

•  in an agreed-upon procedure, CPA applied limited procedures to F/S

•  CPA does not perform examination or review, does not provide opinion or negative assurance

Important: attest engagement requires independence

Program Audit (do not confuse with Audit Programs!!)

The Single Audit Act Amendments of 1996

•  an entity must have a single audit / yr when:


o  entity spends > 500k in fed awards, grants, funds

o  entity spends funds from >=1 fed programs


If entity only spends funds from one program, it may be eligible for a program audit vs single audit

Govn Auditing Std (Yellow Book)

•  issued by GAO (Govn Accountability Office)

•  audits of federal org, programs activ, funds received by non-profit org and other external org

•  GAO incorporates AICPA GAAS and:


o  review for compliance with law and reg

o  ext rep of instances or indication of fraud

o  reports on entity's int ctrl structure


Note: reports do not render opinion about continued eligibility for govn fin assist!

Financial Statements (F/S)

•  fairness of presentation in accordance w GAAP is management's responsibility.

	Balance Sheet (fin position EOY)

	Income Stm (earnings or loss for period)

	Comprehensive Earnings or Loss for the period

	Cash Flow during the period

	Stm of Change in Owner's Equity and Stm of Retained Earnings - invest / distrib to owners


Audited F/S

•  examined by CPA according to GAAS (accounting procedures applied to F/S sufficient to permit issuance of a report on them)

Unaudited F/S

•  have not been subject to such examination

•  CPA can still be associated w F/S if has prepared, compiled or reviewed them

General Use of F/S

•  issue a financial forecast (employee, potential or existing stockholder)

Limited Use of F/S

•  3rd party - bank - can ask questions of the responsible party

•  either fin forecast or fin projection


o  financial projection = special use, can be used by 3rd parties with whom the firm is negotiating directly

o  financial forecast = general use = prospective F/S to be used by persons with whom entity is not negotiating directly


Prospective Fin Info

•  forecast (future position based on expected cond)

•  projection (based on hypothetical assumptions)
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Audit - Std Auditor Report

F/S present fairly and in all material respects, the entity's fin position, results of ops and cash flow (CF) in accordance with accting principles generally accepted in USA

•  introductory

•  mgmt's responsibility - F/S prepared fairly

•  auditor's responsibility - GAAS

•  opinion

Confirmation

•  direct communication w external indep parties

•  provide evidence regarding existence, rights and obligations, and cutoff

•  positive - auditor receives response from recipients

•  negative - assumed to be correct, unless returned to auditor noting an exception

•  responses must be sent to auditor, not to entity

•  used for following assertions


o  existence and occurrence

o  completeness

o  rights and obligations

o  valuation and allocation

o  presentation and disclosure


Engagement Ltr

•  written by CPA to client, contractual understanding of work to be performed

•  signed by CPA and client

Management's Representation Letter

•  fair presentation of F/S and mgmt responsibility for them

•  completeness of info provided to auditor

•  info concerning subsequent events

Objectives of Auditor

•  to obtain sufficient (qty) and appropriate (quality) evidence regarding the assessed risk of material misstatements

•  designing and implementing appropriate response to those risks

Audit Objectives

•  primarily related to F/S assertions

Assertions are representations by mgmt

Presentation and disclosure

•  occurrence and rights and oblig

•  completeness

•  classifications

•  accuracy and valuation

Transactions

•  occurrence

•  completeness

•  classifications

•  accuracy and cutoff

Balances

•  presentation

•  completeness

•  existence

•  rights and obligations

•  valuation and allocation

Audit Procedures - used for tests of control and substantive testing

•  inspection

•  observation

•  inquiry

•  confirmation

•  recalculation

•  reperformance

•  analytical procedures

Internal Control

•  effected by board of dir and mgmt

•  designed to provide reasonable assurance

Objectives of int ctrl

•  compliance w laws and regulations

•  effectiveness and efficiency of ops

•  reliability of fin info

Components of int ctrl

•  control environment

•  risk assessment

•  control activities

•  inform. and communication

•  monitoring
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Auditing Standards (GAAS)

•  gen std: training and proficiency, indep and professional care

•  std of field work: planning and supervision, int ctrl and evidence

•  std of reporting: consistency, disclosure, opinion and GAAP

Communication w Predecessor Auditor

•  CPA must obtain permission from client

•  inquiries before accepting engagement


o  integrity of mgmt

o  disagreement w mgmt about accting principles

o  auditing procedure

o  reason for changing auditor


•  after engage acceptance


o  contingencies

o  internal control

o  working papers


Opinion - must be issued after audit

•  unmodified

•  modified


o  qualified

o  adverse

o  disclaimer of opinion


Qualified Opinion

•  matter is material enough to prevent unqualified opinion

•  not material enough to require an adverse opinion

•  "except for"

•  emphasis-of-matter or other matter in opinion paragraph

Disclaimer Opinion

•  sufficient and appropriate evidence

•  if a correcting entry cannot be made => disclaimer

•  if a correcting entry can be made => adverse opinion

Example of Report Disclaiming Opinion

•  indep auditor's report

•  report on the F/S

•  mgmt responsibility

•  auditor's responsibility - GAAS

•  basis for disclaimer of opinion - example - limitation of scope

•  disclaimer of opinion

Auditor's Standard Report (unmodified opinion)

•  title + "independent"

•  F/S company ABC were audited

•  F/S are responsibility of mgmt

•  auditor responsibility for opinion on F/S

•  audit conducted in accordance w GAAS

•  audit includes examining evidence, assessing principles and significant estimates

•  opinion about whether F/S are presented fairly in all mat respects, in conf w GAAP

Adverse Opinion

•  F/S do not present fairly the fin position

•  departure from accting framework is material

•  entity is not a going concern

Modified Opinion (adverse or disclaimer)

•  title

•  intro

•  mgmt responsibility

•  auditor's responsibility - GAAS

•  basis for modified opinion

•  audit opinion

EOM (emphasis-of-matter) or OM (other-matter) is an addl paragraph to std auditor's report to add explanatory

Using the Work of Other Auditors

•  if principal accepts responsibility for work of component auditor - no mention of component auditor is made in the opinion

•  if not - work of component is mentioned and responsibility is divided

Note: no divided responsibility on assessment of:

•  inherent risk

•  control risk

Functions of Audit Committee

•  auditor establishes - scope, timing and planning

•  audit committee communicates between auditor and directors

•  functions


o  selects and appoints indep auditor

o  assures auditor is indep

o  reviews nature of engagement

o  helps solve discrepancies

o  reviews scope


Note: does not have to approve audit methods
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Understanding Entity and Its Environment (including int ctrl)

Materiality

•  an intern omission / inclusion affects the F/S

•  sample size would be affected by materiality, not vice versa!

•  for planning purposes - preliminary judgment about materiality levels

•  more careful audit is planned to detect small misstatements - perform audit procedures closer to balance sheet (B/S) date

•  materiality limits don't apply for fraud involving mgmt

Control Risk - CR

•  risk that a mat misstatement will not be prevented / detected by int ctrl

Important: CR should be assessed in terms of F/S assertions

Detection Risk - DR

•  risk that auditor will not detect a mat misstatement

Inherent Risk - IR

•  F/S are likely to contain misstatement

•  considered in the planning stage of engagement audit

•  greater inherent risk => tests performed at year-end (vs interim date), and more extensive testing

Detection risk higher => lower Inherent and Control Risk (exist indep of auditor)

Lower Inherent Risk => greater Detection Risk acceptable by auditor

Higher Inherent Risk => more likely F/S are mat misstated

How to lower Detection Risk:

•  auditor changes nature, timing and extent of testing

•  more substantive testing to year-end

Audit Risk = AR = IR x CR x DR

Only DR can be changed by auditor to compensate for IR and CR levels

IR x CR = risk of mat misstatement

DR increases by decreasing IR and CR

If CR is high => auditor must have DR low to keep audit risk low

If DR is low => more tests of details (substantive procedures)

Examples of factors increasing IR: new regulations, change in loan covenant, inventory kept in open lot

Fraud

Discrepancies

•  incomplete transactions

•  unsupported / unauthorized balances

•  last minute significant adj

•  unauthorized employee access to records

•  tips about alleged fraud

Conflicting / missing evidence

•  missing doc

•  altered doc

•  org doc missing

•  inconsistent responses to auditor's inquiries (analytical procedures)

•  significant assets missing from inventory

Problematic relationship bet auditor and mgmt

•  denial of access to records

•  delays to provide info

•  denial to revise or add disclosures for F/S

Conditions when fraud occurs

•  reason to commit

•  existing circumstances (weak int ctrl)

•  rationalization

Types of fraud

•  misappropriation of assets (by employees)

•  fraudulent fin reporting (by mgmt)

Fraud = rationalization, incentive, opportunity

Audit procedures:

•  risk assessment procedures

•  tests of controls

•  substantive procedures

Risk Assessment Procedures

•  observation

•  inspection

•  reading mgmt reports

•  tracing transactions

Not necessary to detect illegal acts or unauthorized transactions

In the planning phase - analytical procedures!! To identify unusual transactions.

Also - they don't assist with prelim assess of materiality

Overall review (final stage of audit) also uses analytical procedures!!

Analytical procedures can be used as substantive tests, but not as tests of control!

Risk Assessment is judgmental:

•  assessed risk lower w/out consideration for related ctrl => substantive analytical procedures

•  assessed risk lower because of int ctrl => test of ctrls
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Substantive Procedures

•  tests of transaction details and acct bal

•  analytical procedures to detect mat misstm of F/S

•  used to test F/S assertions

Uncertainties = detection risk (DR)

DR = AP x TD

AP - analytical procedure risk

TD - tests-of-detail risk

Note: tests of control reduce, not eliminate the need for substantive procedures!!

Control Environment - evaluation

Auditor should evaluate mgmt style

•  commitment to competence

•  integrity, ethical values

•  authority and responsibility

•  HR

•  firm structure

Control Activities

•  segreg of duties

•  info processing

•  performance review

•  physical control

Application Control

•  input controls

•  output ctrl

•  processing ctrl

RECAP: Components of Int Ctrl

•  control environment

•  risk assessment

•  control activities

•  inform. and communication

•  monitoring

Service Organization

•  a payroll company

•  auditor must review the service auditor's report on controls

Understanding Int Ctrl

•  evaluating the design (if improperly designed is material weakness)

•  implementation

Segreg of Duties

•  authorize transactions

•  record transactions

•  maintain custody of assets

Management Assertions

About classes of transactions and events

•  occurrence

•  completeness

•  accuracy

•  cutoff

•  classifications

About acct balances

•  existence

•  rights and oblig

•  completeness

•  valuation and allocation

About presentation and disclosure

•  occurrence

•  rights and oblig

•  completeness

•  classification and understandability

•  accuracy and valuation

Significant Deficiencies (aka reportable conditions)

•  must be assessed in design and operation of int ctrl

•  the scope is to understand int ctrl structure

•  reported to those charged w govern.

•  less than material weaknesses

•  significant deficiencies are deficiencies in int ctrl important enough to deserve attention by mgmt

Noncompliance w Laws and Reg

Disclosure is necessary when:

•  SEC reporting

•  successor auditor when inquires

•  subpoena

•  firm receives fin assist from govn agency

•  disclaim an opinion - auditor cannot obtain enough info because client precludes access

Auditor may modify opinion based on noncompliance!
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