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Chapter 1 An Introduction to Assurance and
Financial Statement Auditing

Auditing - A systematic process of objectively obtaining and
evaluating evidence regarding assertions about economic
actions and events to ascertain the degree of correspondence
between those assertions and established criteria and
communicating the results to interested users.

Attest Services - Services that occur when a practitioner is
engaged to issue a report on subject matter, or an assertion
about subject matter, that is the responsibility of another

party.

Assurance Services - Independent professional services that
improve the quality of information, or its context, for decision
makers.

Public Company - A company that sells its stocks or bonds to
the public, giving the public a valid interest in the proper use
of the company's resources.

Principals - Stockholders who own the company but delegate
control to managers.

Agents - Managers who run the company on behalf of the
stockholders.
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Management Assertions - Claims made by management in
financial statements about transactions, account balances,
and disclosures.

Occurrence - Assertion that transactions and events that have
been recorded have occurred and pertain to the entity.

Completeness - Assertion that all transactions, events, assets,
liabilities, equity interests, and disclosures that should have
been recorded have been recorded.

Authorization - Assertion that all transactions and events
have been properly authorized.

Accuracy - Assertion that amounts and other data relating to
recorded transactions and events have been recorded
appropriately.

Cutoff - Assertion that transactions and events have been
recorded in the correct accounting period.

Classification - Assertion that transactions and events have
been recorded in the proper accounts.

Existence - Assertion that assets, liabilities, and equity
interests exist.
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Rights and Obligations - Assertion that the entity holds or
controls the rights to assets, and liabilities are the obligations
of the entity.

Valuation and Allocation - Assertion that assets, liabilities,
and equity interests are included in the financial statements
at appropriate amounts and any resulting adjustments are
appropriately recorded.

Materiality - Concept that information is material if omitting
it or misstating it could influence decisions that users make
based on the financial information of a specific reporting
entity.

Audit Risk - The risk that the auditor expresses an
inappropriate audit opinion when the financial statements
are materially misstated.

Reasonable Assurance - The level of confidence provided by
an audit, which implies some risk that a material
misstatement could be present in the financial statements
and the auditor will fail to detect it.

Unqualified Opinion - An audit opinion indicating that the
financial statements are free of material misstatements (also
called a "clean" opinion).

Qualified Opinion - An audit opinion indicating that the
financial statements are fairly stated except for a specific
material misstatement identified by the auditor.
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Adverse Opinion - An audit opinion indicating that the a9y pe a4l UL T ) e S 38l ) - wSlaed! &si)JI
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relied upon due to pervasive material misstatements.
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