Chapter 20 Audit under Computerized Environment
Answer 1

(a)

(1)
The class of transactions in the entity’s operations and how the information system captures events and conditions that are significant to the financial statements.

(2)
The procedures and related accounting record by which those transactions are initiated, recorded, processed and reported in the financial statements.

(3)
The financial reporting process used to prepare the entity’s financial statements, including significant accounting estimates and disclosures.
(4)
Controls surrounding journal entries, including non-standard journal entries used to record non-recurring, unusual transactions or adjustments.

(b)

Computerised systems enhance internal controls by:

(1)
Incorporating computer-performed controls in day to day transaction processing activities.

(2)
Replacing manual procedures with programmed controls that apply checks and balances to each processed transaction.

(3)
Establishing online security controls in applications, databases, and operating systems.

(4)
Encouraging the management to develop good internal control practices in order to implement and maintain a complex computer system.

(5)
Providing the management with more information and more effective analysis.
(c)

General IT controls are policies and procedures that relate to many applications and support the effective functioning of application controls.
Examples: control over software acquisition and maintenance; physical and online security over access to hardware and data; policies over backup and recovery, etc.

(d)

Application controls can be categorized as follows:
Input controls designed to ensure that information being processed by the computer is valid, accurate, and complete.

Processing controls is to prevent and detect errors when transaction data are processed so as to ensure all data is accurately processed.

Output controls is to focus on detecting errors after processing is completed, and ensure outputs are distributed only to authorized persons.

Error correction controls designed to ensure proper error correction procedures and errors are accumulated in a file for subsequent follow-up actions.
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