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Client Engagement Audit Report
EarthWear Clothiers Corporate Structure
The corporate structure of an organization refers to how the business is constructed in achieving its business goals and plans. EarthWear Clothiers was founded in Boise, Idaho, by James Williams and Calvin Rogers in 1973 to make high-quality clothing for outdoor sports (EWC, 2015). The company has six executive officers, with James G. Williams as the Board Chair as of 2015 (EWC, 2015). The other board members include the President, who is also the CEO, the Executive Vice President who is also the Chief Operating Officer, and the three Senior Vice Presidents in charge of Sales, Operations, and Finance (EWC, 2015). The Board of Directors supervises the company’s systems of internal control mainly through its Audit Committee, which contains outside directors only (EWC, 2015). The company has three main departments which are the Sales, Operations and Finance departments. Due to the company’s business being seasonal, the company employee number is constantly changing (EWC, 2015). As for the shareholders, the company had 2,120 shareholders of record of common stock in 2015 (EWC, 2015). As such, EWC is a seasonal business for high-quality outdoor sports clothing with a six-membered board of directors and three main departments.
EarthWear Clothiers Annual Report
From the 2015 EarthWear Clothiers annual report, the company had approximately 3,500 to 5,300 individuals in 2015 (EWC, 2015). During the peak winter season of 2015, approximately 2,700 of the Company’s 5,300 employees were temporary employees (EWC, 2015). Regarding their customer base, EWC’s mailing list consisted of about 21.1 million customers, with about 7 million of these being considered customers because they had made at least one purchase from the Company within the last 24 months (EWC, 2015). By the end of 2015, EWC’s shareholders had increased to 2,120 excluding the shareholders whose stock is held in nominee or street name by brokers (EWC, 2015). In the same year, the company’s total revenue was $950.5 million, which was a 10.8 percent increase from the previous year. Their net income for 2015 dropped to $22.5 from the $31.2 million earned in 2014 (EWC, 2015). Therefore, the 2015 annual report of EWC showed an increased customer base, increased total revenue but reduced net income compared to the previous year.
Evaluation of External Auditing Firm
Independence
Willis & Adams is an independent firm that operates within the standards outlined by the Public Company Accounting Oversight Board (PCAOB). The PCAOB categorizes an auditor as independent if he assumes “an obligation for fairness not only to management and owners of a business but also to creditors and those who may otherwise rely (in part, at least) upon the independent auditor’s report, as in the case of prospective owners or creditors” (PCAOB, 2002). The PCAOB also requires the auditor to maintain an “independence in mental attitude”, which implies that their reports should be “without bias with respect to the client since otherwise he would lack that impartiality necessary for the dependability of his findings” (PCAOB, 2002). Willis & Adams has strived to meet these PCAOB standards in their auditing undertakings, thereby guaranteeing their independence.
Knowledge of Client Industry and Staffing Capabilities
Willis & Adams has adequate knowledge of the client industry. This is because they have taken the responsibility for auditing EarthWear Clothiers since their establishment in 1975 (EWC, 2015). Due to a large amount of time spent with their clients, it can be inferred that Willis & Adams have gained substantial knowledge about their client industry during this period. Additionally, Willis & Adams constantly communicate with the company’s audit committee and management during their auditing processes, which implies that they learn more about their client through exchanging knowledge with them (Willis & Adams, CPAs, 2017). Furthermore, Willis & Adams has adequate and diversified staffing capabilities that include “business planning, valuations, mergers and acquisitions, working capital needs analysis, investment services, computer installation, training and support, litigation support, estate, and tax planning services, income tax return preparation” (Willis & Adams, CPAs, 2017). From there, it can be seen that Willis & Adams has substantial knowledge of their client industry due to the several decades spent working together, as well as the exchange of information with the audit committee and management during auditing procedures. Also, Willis & Adams has diversified staffing capabilities with employees who are proficient in different fields relevant to auditing.
Reasons for Accepting the Client Audit Request
Our external auditing team will accept the audit request from EarthWear Clothiers because we have adequate knowledge of their industry. This is because we have been working together since 1975 when the company was established, which implies a significant amount of time during which information about the company was gained. During this time, we have consistently conducted accurate audits for the company using the PCAOB standards, which illustrates our capacity to be independent and therefore appropriate for conducting auditing for EWC. Additionally, we have sufficient staffing capabilities to effectively conduct the auditing for the company. Regarding the internal factors, EWC exhibited stable financial growth, as well as a stable administration, thereby indicating the absence of management complications in the organization. For instance, all of the company executives had been in the company for several decades. The company also made more revenue in 2015 compared to the previous year. However, the company’s seasonality of the business and temporary employment could add more challenges to the auditing process. For instance, in the peak winter season of 2015, approximately 2,700 of the Company’s 5,300 employees were temporary employees (EWC, 2015). Nonetheless, EWC will be appropriate for external auditing.
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