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‘A Framework for Teac. 112 'OU have recently completed one 'You noted nothing unusual in your

full year on the audit staff of a
CPA fimm (hereafter "your firm').
During that year, you were assigned as
a staff-level auditor to your firm's ex-

~ Choose Another Issue

1082 ‘amination of the financial statements of
the Adena College Employee's Federal
Credit Union, popularly known as *ACE*
Credit Union. Brenda Bailey, the audit
senior last year who was responsible for

1991
Vol.6 Issue 2- Fallat
Vol.6 lssue 1 - Springd 1

190 overseeing the fieldwork on a day-to-day
T basis, left your firm after the audit was
completed to take a position as Vice

E HTML Full Text President of Finance with ACE. Terry
Johnson, the engagement manager, in-

formed you that, even though you were
yet to be formally promoted to *senior
auditor,” you would have the in-charge
responsibility for this year's audit of

ACE. Naturally, you were anxious to do

agood job and believed that this oppor-

‘unity could result in an early promotion

to senior. To gather background infor-

‘mation and to identify matters relevant

1o planning this year's audit, you first

checked the correspondence file for

communications between your firm and.
the client; you then reviewed the report
file for prior years' audit reports and

‘management letters, and pulled out last

year's audit working papers and the

permanent fle. Last year's balance sheet
and income statement are presented in

Table 1 and Table 2, respectively.
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review of the correspondence file. For
example, you found a typical engage-
ment letter, signed by the client, ac-
knowledging their understanding of the
nature of the examination to be per-
formed, the specific responsibilities tobe
performed by the client and the CPA
firm, and agreement about fees and
billing arrangements. Your firm bills the
client quarterly based on the firm's
‘standard rates for actual hours incurred
plus travel and out-of-pocket expenses
for the two staff auditors, the in-charge,
the manager, and the engagement
partner. The engagement letter esti-
‘mated that total fees would not exceed
$21,000. Although the prior years en-
gagement letter identified the same es-
timated fee, the firm's standard billing
rates have increased about 10 percent
on average this year. Thus if this year's
fee is to meet the estimate, the audit
team must have fewer budgeted hours
this year relative to prior years.

Donald E. Tidrick is Assistant Pro-
fessor of Accountancy at the Univer-
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