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Financial Auditing

Chapter 5
AP5.1 (LO 1) Assertions at risk The inventory of a large grocery store client is material, and it is the largest current asset on the balance sheet. The cost of inventory items ranges from very small amounts (like individual candy at the checkout line) to larger amounts (like prime meat and specialty deli items). Typical risksss for a grocery store are theft and spoilage of inventory. During the second quarter, the client caught three employees in a scheme of stealing produce and meats from the store and selling them, at a discount, to friends and family. Based on an investigation by authorities and store management, the scheme had been operating for about two months. 

Required 
Based on the information, evaluate which accounts and assertions are at risk of misstatement.
The risk of misstatement is risk of a wrongly sated financial statements. The assumption is;
Accuracy where the auditor asserts that the information in the financial statement is accurate. 
Completeness in which the transactions in a given fiscal year is reported only-neither before of ensuing. 
Existence where all the transaction recorded occurred and not fictitious
Cut off where the transaction in a given period is reported only-neither before of ensuing.
Valuation where the transactions are consistently and properly valued in acceptable and similar manner. 
About the assertions of the auditor, the following accounts are mis-stated de to spoilage and theft.
1. Sale and cost of goods can be understated since sales have not been brought to light
2. Inventory balance at the end may not reflect actual value due to theft.
3. Account receivable balance is wrongly carried and the total current assets show high amount but the item can miss physically. 

Therefore, the assertions are; 
1. The existence of the closing stock cannot be determined by auditing process
2. Transaction accuracy is bound to be wrong as the accounting records show high $ which does not tally with the physical counts.
3. Valuation of closing stock figure has the risk of being wrong due to theft of the goods 

AP5.5 (LO 1, 2, 3) Audit evidence James Thomas is responsible for preparing bank reconciliation statements at Ajax Inc. Ajax has many bank accounts, including separate accounts for each major branch, accounts for payments of salaries and dividends, and accounts kept in foreign currency for overseas divisions. James maintains records including bank statements and weekly bank reconciliations for each account. In addition, there are files containing correspondence with banks about disputed transactions, dishonored checks from Ajax’s customers, and other bank-initiated transactions such as fees and interest. 

Required 
a. Comment on the appropriateness of the evidence in James’ files for Ajax’s financial statement audit. 
Appropriateness of audit evidence:
James Thomas maintains concrete evidence of all bank transactions. That weekly bank reconciliations are preferred to be very essential when the transactions are numerous.
Separate files are maintained for bank initiated and disputed transactions, which is a good practice but then again, the final conclusion in the accuracy of processes and documentation can only be determined by proper accountability and appropriate referencing of the ledger numbers of the transactions, bank statements and reconciliations.
 The documentation might look reasonable but the final conclusion on the quality can be verified only if the auditor actually verifies the files and are in order.


b 
By doing the following procedures; 
· Obtaining direct confirmations from banks, for evidence for balances in bank statements.
· Verification of documents through appropriate procedures for the last transactions on sample basis.
· Reconciling items subsequently verified and cleared
· Entries in bank statements verified in sample transactions posted in ledger.
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