Chapter 6

R6.1. (LO 1) If an auditor does not intend to rely on internal controls in the audit, does the auditor need to obtain an understanding of internal control? Explain.
R6.4. (LO 2) Explain why an auditor would be interested in the functioning of the human resources department within an organization.
R6.5. (LO 2) For a retail entity, give some examples of risks that should be considered in the risk assessment process. Which of these risks would be relevant to a retailer's financial reporting? Explain.

AP6.1. (LO 1) Understanding client controls Parsons & Co, LLC, an audit firm, has audited Cascade Motors, a manufacturer of auto parts, for the last two years. Dereck Miller, a first-year auditor, has noted that the IT auditor has evaluated IT general controls (ITGC) as strong. Dereck notes that because ITGC's are strong, controls over program changes are strong. Therefore, Dereck concludes they don't need to do additional work to understand internal controls at Cascade Motors.

Required 
Evaluate Dereck's comments about the need to do additional work to understand internal controls.

AP6.4. (LO 2) Understanding the control environment Peterson, CPA, is auditing the financial statements of a publicly held manufacturing company, Amalgamated Products, Inc. In complying with the PCAOB standards, Peterson seeks to obtain an understanding of Amalgamated's control environment. 

Required 
Identify the control environment factors that can impact the effectiveness of the other components of internal control. 
What effect may the preliminary audit strategy have on the required level of understanding of the control environment factors?

AP6.5. (LO 2) Control environment at a large company A large international bank is experiencing bad publicity surrounding huge fraud losses in its foreign currency department. Accusations are being made in the press that a rogue trader blamed for the losses was operating outside the official bank guidelines, with the tacit approval of senior management in the department because of the large profits made by this trader in previous years. The press claims it was common knowledge in the foreign currency department that strict policies and procedures surrounding the size of trades and the processes for balancing out trades at the end of each day were not to be followed if the trader had verbally informed his supervisor of the trade. The press is also suggesting that the problems are not confined to the foreign currency department.

Required 
Discuss the control environment at this large international bank assuming the press reports are correct. Which parts appear to be most deficient?

