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Section 1, Initial Risk Assessment.

General Audit Concerns

       In order to complete an adequate audit, auditors will need to examine several factors of the company, such as the companies standing within the community, their financial stability, the reason for the audit and their relations with other auditing firms. They will also need a good working knowledge of the business practices of the company.
       The external audit should take three months.  The planning stage can take four weeks to complete, another four weeks for fieldwork and the final four weeks to compile the final audit report.  The actual timeline may increase or decrease based on the size of the company and whether or not material discoveries are made to warrant an extended time period.
General Business Concerns
.  
         In 2018 Walmart acquired a majority of the stake in Flip Kart for $16 billion and divested 80% of Walmart Brazil to Advent international and recorded a tax-loss of $4.8 billion.  Walmart also divested banking operations in Walmart Chile.  They have not purchased any other companies or sold off part of theirs during the reporting period.
        Walmart is a large conglomerate company with numerous variations of their branding nationwide, subsidiary companies and controlling interests in other companies.  In the U.S.A. Walmart operates both Walmart U.S. and Sam's Club segments.  Walmart also operates as Walmart International in numerous countries and owns ASDA Stores, Ltd in England, ModClolth, Jet.com and Vudu.
         Walmart has stores and distribution centers all over the world and fluctuating fuel prices or fuel shortages create higher transportation prices which will increase the cost of operations as well as the cost of goods. The economic factors that affect their operations may also adversely affect the operations of their suppliers, which can result in an increase in the cost to Walmart of the goods they sell or, in more extreme cases, in certain suppliers not producing goods in the volume typically available to Walmart for sale.
        Walmart also has suppliers in countries that may have civil unrest or terrorist attacks. They bear the risk of losses incurred as a result of physical damage to, or destruction of, any stores, clubs and distribution facilities, loss or spoilage of inventory and business interruption caused by such events. These events and their impacts could otherwise disrupt and adversely affect Walmart’s operations in the areas in which they occur and could materially adversely affect their financial performance.
        With technology today Walmart faces tremendous competition both in retail and ecommerce. Consumers now compare prices on their electronic devices before shopping so they can get the best deal. Shoppers also don’t want to leave their house to shop anymore so they shop online. Walmart tries to anticipate and meet their customers' changing expectations while adjusting for technology investments and developments in their competitors' operations through focusing on the building and delivery of a seamless shopping experience across all channels by each operating segment. They do this by offering “Walmart Pickup," "Pickup Today," "Club
Pickup" and "Online Grocery" programs under which many products available for purchase online can be picked up by the customer at a local Walmart store or Sam's Club, which provides additional customer traffic at such stores and clubs.
        Walmart’s biggest change in executive management is the departure of President and CEO of Walmart U.S.A., Greg Foran. His replacement will be John Furner from Sam’s Club. Also, Dacona Smith replaced Judith McKenna as COO for Walmart U.S.A. McKenna is now head of Walmart’s international division. 
Ethics and Legal Issues

        Walmart has adopted a Statement of Ethics to guide their associates in the continued observance of high ethical standards such as honesty, integrity and compliance with the law in the conduct of Walmart's business. Familiarity and compliance with the Statement of Ethics is required of all associates. The Company also maintains a separate Code of Ethics for their senior financial officers. Walmart also has in place a Related-Party Transaction Policy. This policy applies to Walmart's senior officers and directors and requires material related-party transactions to be reviewed by the Audit Committee. The senior officers and directors are required to report material related-party transactions to Walmart. Walmart also maintains a global ethics and compliance office which oversees and administers several reporting mechanisms, including an ethics helpline. 
        Walmart identified weaknesses in control as well as incorrect accounting procedures related to their leased assets when filing their quarterly earnings in 2015. These accounting misstatements resulted in Walmart deferring ownership of leased assets. In addition to the U.S. weaknesses, Walmart was found to have committed Exchange Act violations surrounding accounting practices from 2000 to 2011 in China, Mexico and Brazil. 
         Charges were filed against Walmart by the Securities and Exchange Committee (SEC) in 2019 after internal audits concluded that there were improper payments from international operations in China, Mexico and Brazil.  Walmart received a cease and desist order after determinations were made that Walmart violated Section 13(b)(2)(A) and Section13(b)(2)(B) of the Exchange Act. (The Securities Exchange Commission, 2019).  Walmart did receive an unqualified opinion from Ernest & Young, LLP based on audits of the companies 2019 and 2018 filings. (Walmart, 2019).
           According to "Bloomberg Law"(2019), Walmart has had at least 13 individual lawsuits filed against them since 2019 regarding pay discrimination issues, with apparently more lawsuits to come, as well as a class action lawsuit brought against them in 2001 also for discriminatory practices against women.  With a history of perceived discriminatory practices, Walmart is susceptible to continued lawsuits.  Legal proceedings against Walmart also included Exchange Act violations for international corruption and accounting irregularities.
Regulatory and Compliance Concerns

        Walmart is regulated to adhere to numerous compliance requirements as set forth by the Foreign Corrupt Practices Act ("FCPA"), Securities and Exchange Commission, UK Bribery Act, Internal Revenue Service Tax Codes, Labor Laws and Public Company Accounting Oversight Board, to name a few.
        As a publicly traded company, as well as an international company with numerous subsidiary companies, Walmart is subject to numerous high-level government regulations and fiscal requirements and scrutiny.
        As the largest private employer in the U.S, none of Walmart’s’ employees are unionized. (Noah, 2012), although there have been several attempts.  Walmart will utilize “strong-arm” techniques to keep labor unions out of its stores in a perceived attempt to keep costs low and wages high, although the employees would differ with this last statement.

Section 2, Analytical Procedures

While auditors are completing their work, they preform preliminary analytical procedures to better understand the business of their clients as well as to understand the risk of their business. There are 5 types of analytical procedures that auditors use. They first start off with industry data. Then there are similar prior-period results. After that comes client-determined expected results. Then auditor-determined expected results. The last one is expected results using nonfinancial data. When an auditor is looking at all financial information from their client, they are able to find different ratios to get a better understanding of their data. For this paper we decided to go with Walmart. 
While looking over Walmart’s financial records, we were able to find their profit margin, their cash ratio, and their debt to equity ratio. In order to find the profit margin, you take the operating income and divide it by the net sales. The profit margin of Walmart for the 2019 fiscal year was 0.24. Next, in order to find the cash ratio, you take cash and add it to marketable securities and divide that by current liabilities. Walmart’s cash ratio for the fiscal year 2019 was 0.10. Finally, in order to find the debt to equity ratio you take the total liabilities and divide it by the total equity of the company. Their debt to equity ratio for the fiscal year 2019 was 1.93. As well as looking at the financial numbers for Walmart, we also looked at the numbers of a competitor of Walmart. The competitor we did was Costco. Costco’s profit margin for the fiscal year 2019 was .11. The cash ratio of Costco for the same year was .36. Their debt to equity ratio for the same year was 1.96. After seeing both companies’ numbers, you can tell that there is a bit of a difference on how the companies operate in order to do business. You can see that Walmart’s profit margin is better than Costco’s for the fiscal year 2019. While Costco’s profit margin is considered average, Walmart’s is considered good. With the cash ratio, you can see that Costco has the better ratio. Cash ratio means that the company has the cash to be able to pay off debt. Finally, the debt to equity ratio shows that Costco has a slightly better ratio, but both Costco and Walmart have very good ratios. These are the numbers that auditors use to help understand their clients business and their business risks. 

Section 3, Materiality and Risk   

Materiality: 
In auditing and accounting, anything is considered material when if it's removed or misstated could influence the decision that a person makes from the financial statements. This would include large errors or misstatements that cause a company to look better than they should be, causing investors to invest on a false premise. Another material example will be if an auditor finds that a senior representative in the company knowing lies, which becomes a red flag and could be material in nature. A material mistake becomes a qualified opinion by an auditor. 

Misstatement:
A misstatement is any line item that is different than what it should be reported on the financial statements. There are two types of misstatements, and they are error and fraud. Then within the two types of misstatement, they can be material or immaterial. An error is considered unintentional, and fraud is intentional. In audits, anything that is considered fraud should, in most cases, be considered material in auditing. When there are misstatements, that are unlikely to affect a decision that someone makes on the financial statements, it is considered immaterial. 

Audit Risk:
Audit risk is the risk that financial statements are materially correct. Even though the auditor may say that the financial reports are free of material misstatements, there could be low risk with the numbers. Through testing and performing audits, auditors create an audit risk that is low enough to be able to say that the financial reports are free of material misstatements. There are two types of audit risks, and they are the risk of material misstatements and detective risks. The risk of material misstatement is the risk that the financial reports are materially incorrect before the audit is started. Then the detective risk is when the auditor processes detect a material misstatement. 

Audit Risk Model:
The audit risk model is a formal model displaying the relationship between acceptable audit risk (AAR), inherent risk (IR), control risk (CR), and planned detective risk (PDR). The formula would be (PDR)= AAR/(IR * CR). The audit risk model helps auditors prepare what types and how much evidence they should acquire for each audit objective. Planned detective risk is the risk that audit evidence will fail to detect misstatements and is determined by the other three components of the model. Inherent risk is the likelihood that misstatements exist and is accessed before internal controls are reviewed. Control risk is where the auditor reviews internal controls and determines the risk that the internal controls have on the financial statements. And lastly, the acceptable audit risk is a measure of how willing the auditor is to accept the financial statements after the audit is completed. 

Inherent Risk:
Inherent risk is the risk an auditor accesses, before internal controls, the likelihood that misstatements exist due to the nature of the items involved. One known inherent risk will be anything that is estimated as all estimates comes with judgment. Inherent risks are established based on discussions with management, knowledge of the company, and results from audits from previous years. The inherent risk is identified based on different line items of the financial statement. For example, there could be high internal risk in payroll, but not in inventory. And lastly, inherent risk is related to planned detection risk. 

Relationship of Risk to Audit Evidence:
Once an auditor applies risk, they will then gather audit evidence. There are two main ways that auditors can change the audit to respond to risks. The first is that the engagement may require more experienced staff. Due to the risks that the audit may have, it may cause for specific expertise or an auditor that is more familiar with the risk. The second is the engagement will be reviewed more carefully than usual. This is where the CPA firm wants to ensure that there is an adequate review of the audit files and documents.

Section 4, Audit Tests

All five types of audit tests of financial statements are best suited for Walmart because the determinations from each test contribute to the in some way to the extent of the other tests, especially the analytical procedures test. The risk assessment procedures test should be performed to obtain an understanding of Walmart and its environment, including internal controls. This audit test will be performed to assess the risk of material misstatement in the financial statements, and to obtain an understanding of internal control. Tests of controls is when the auditor's understanding of internal controls is used to assess control risk for each transaction-related audit objective. One example of test of controls is the inspections of the internal controls and how management implements them. Another example of test of controls is the use of an audit trail starting from financial statements to the original orders to the customers. Substantive tests of transactions are procedures designed to test for dollar misstatements that directly affect the correctness of financial statement balances and is also suited for Walmart. Substantive tests of transactions are used to determine whether all six transaction related audit objectives have been satisfied for each class of transactions. These objectives are occurrence, completeness, accuracy, posting and summarization, classification, and timing. Another test that would be used for Walmart would be the analytical procedures test. This test will compare Walmart’s recorded amounts to expectations developed by the auditor while planning and completing the audit, to locate possible misstatements and provide substantive evidence. The final test that would be best suited for Walmart would be the tests of details of balances. These tests focus on the ending general ledger balances for both balance sheet and income statement accounts. They also emphasize mostly on the balance sheet, help establish the monetary correctness of the accounts they relate to, and therefore are substantive tests. The extent of these tests depends on the results of tests of controls, substantive tests of transactions, and substantive analytical procedures.
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