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Milestone Two Audit Plan
Introduction
Following the acceptance of EarthWear Clothiers’ audit request, a suitable auditing plan will be created to direct the auditing process. Our external auditing firm identified one of the EathWear Clothiers’ business objectives which will be the target of our auditing plan. This objective is to reduce the delivery and distribution time of products and services by adding additional warehouse locations. As the lead auditor at Willis & Adams, I will be responsible for coming up with an auditing plan that will assess the business risks, management assertions, auditing risk, internal controls, and the effect on audit procedures. Also, I will determine the materiality through a preliminary risk assessment which will contain an explanation of the factors used in making the determination.
Business and Audit Risks
Business risks refer to the various barriers to achieving the business objective, while audit risks refer to the possibility of an auditor providing inadequate or false information in the financial statement (Ali, 2020). The business risks associated with the business objective at hand include the construction of the warehouses in new locations being affected by unfamiliar business regulations and policies in these new areas. The finances required for the new warehouses may also be insufficient. Additional warehouses also increase the possibility of burglary and theft, especially in unfamiliar locations. This may require additional security; thereby increasing the company’s cost of operations. As for the audit risks, the audit plan will focus on three main types of audit risks when analyzing EWC’s financial statements, which include the detection, control, and inherent risks (Messier, Glover, & Prawitt, 2016). For the inherent risks, I will examine EWC’s account balance of inventory, as well as the transactions related to the inventory purchases (Messier, Glover, & Prawitt, 2016). EWC’s ability to safeguard their clients’ and shareholders’ data will also be assessed as part of the control risk evaluation (Messier, Glover, & Prawitt, 2016).
Management Assertions
Management assertions are statements presented by various managerial individuals about the company (Bragg, 2020). From an auditing perspective, completeness may be brought up, which relates to ensuring that the financial reports include all the transactions related to the addition of new warehouses (Bragg, 2020). The information will also have to be accurate, such that it is revealed in the right quantities (Bragg, 2020). Also, it will be arranged in an orderly manner using brief and direct language to enhance understandability (Bragg, 2020). Issues may also be raised regarding the legal aspects of the audit process, which include the responsibilities and requirements of the party being audited (Bragg, 2020).
Internal Controls and Audit Procedure
To assess the internal controls in EarthWear Clothiers, I will examine the efficacy of their Accounting Information System (AIS) in recording, storing and analyzing financial and accounting information related to the construction and operations of the new warehouses (Tuovila, 2020). More specifically, I will analyze the invoices, purchase orders, and logistics documentation which will assist in the tracking of financial transactions and whether they were appropriately documented and categorized efficiently. Additionally, the company’s capabilities in securing their clients’ and shareholders’ data will be examined. Their Enterprise Resource Planning procedures and system will be assessed to evaluate their allocation of human and other resources when planning for the construction and location of new warehouses. As such, in my auditing procedure, I will record my information regarding the resources used in the addition of extra warehouses which I will cross-check with the company’s financial statements.
Materiality
A preliminary risk assessment for EarthWear Clothiers will entail an analysis of their yearly report to identify any possibilities of material errors (PwC, 2021). Fundamentally, material irregularities influence the financial decisions to be made in different circumstances (PwC, 2021). Since EarthWear Clothiers’ total assets for 2015 amounted to $329,959, I will use materiality of 1% of their total assets, which is about $3299 (Accountinguide, 2021). This can be considered immaterial. The decision for materiality was dependent on the “judgments about the size, nature and particular circumstances of misstatements (or omissions) that could influence users of the financial reports, as well as the legislative and regulatory requirements and public expectations” (PwC, 2021).
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