Planning the Audit: Business Risks
Score of Planning the Audit: Business Risks,10.5 / 15
Criterion Feedback
As you selected adding additional warehouses, what business risks factors should E&W consider? Should they consider the following in making this decision? • Where are their current facility locations? • Is moving one or several locations to other site suffice without physically addition new locations? • Are we adding locations based on current needs or anticipated needs over the coming years? • If so, in what region do we anticipate this growth need? • What enhancement in logistics, inventory purchase planning, rent/build, etc. considerations do E&W have? • How does E&W plan to finance this expansion? • Does it have sufficient financing capabilities? • If the company is seeking a loan, would they be able to meet interest coverage ratios? • What does the economic forecast indicate? Is this the “right” time to expand? • Would it be more prudent and conservative to enhance its delivery capabilities instead? • What would be the breakeven point in sales volume to warrant the additional warehousing investment? • What is the contribution margin look like as added warehousing expansion increases fixed costs? • Do we, W&A have appropriate capability in the area of logistics and warehousing to audit? • Do we have tax professionals that perform “site selection” work to advise the company what locale to look for to gain maximum tax advantage? 
Planning the Audit: Management Assertions
Score of Planning the Audit: Management Assertions,10.5 / 15
Criterion Feedback
The management team at EarthWear is responsible for preparing and presenting accurate financial statements which should be consistent with management's assertions embodied in the financial statements. “Assertions are expressed or implied representations by management regarding the recognition, measurement, presentation, and disclosure of information in the financial statements and related disclosures” (Messier, Glover, & Prawitt, 2017, p. 131). Management asserts that the financial statements have been prepared in accordance with GAAP, the amounts reported on the financial statements are accurate, all transactions that pertain to the entity have been captured and exist at the period end, and all the components of the statements have been properly classified, described, and disclosed within the financial statements. Moreover, all the transactions have been properly authorized, recorded in the correct accounting period. The management team asserts that it has maintained effective internal controls to provide reasonable assurance that the customer’s private information is protected, and their orders placed on the website for electronic commerce has been processed as agreed. The Board of Directors understands the company’s mission statement and provides guidance to meet the Company’s goals, provides financial oversight, and evaluates the Company’s work primarily through its Audit Committee which is made up of solely outside directors. While considering new suppliers it is important to investigate and report on the management systems of the new suppliers, determine how efficiently and effectively they control their processes and implement corrective actions when needed. Upon obtaining sufficient and appropriate audit evidence of all material financial statements assertion it has been concluded EarthWear maintained effective internal controls over financial reporting based on the criteria established by COSO. Lastly, Felix & Waller, CPAs has examined managements assertion regarding the effectiveness of controls over the integrity of data and information protection for e-commerce transactions based on the AICPA/CICA WebTrust Criteria. It has been determined that the information is properly protected with defined levels of protection in place and all the orders placed have been completed and billed according to terms. 
Planning the Audit: Audit Risk
Score of Planning the Audit: Audit Risk,0 / 15
Criterion Feedback
According to Messier, Glover, Prawitt, audit risk is “the risk that the auditor expresses an inappropriate audit opinion when the financial statements are materially misstated” (Messier et. al., p100, 2016). The audit risk model outlines 3 types of risks that contribute to overall audit risk. These include: inherent, control, and detection risk. Inherent risk is the susceptibility to a misstatement due to error or fraud that could be material. Control risk is the risk that a misstatement that could occur that could be material will not be prevented, detected, or corrected, on a timely basis by the entity's internal control. Detection risk is the risk that the procedures performed by the auditor to reduce audit risk to an acceptably low level will not detect a misstatement that exists and that could be material. (Messier et. al., pp100-101, 2016). When multiplied together, these three types of risks form the audit risk model. Depending on the risk assessment value given to each component, certain areas of the audit may require more detail, information, or collection of evidence. Specific to this business objective inherent risk will most likely affect the account balance of inventory, COGS, and possibly line sales if executives wanted to inflate the impact of the new line on revenue. Control risk in any retail setting is a serious consideration for any auditor. Beyond cash fraud and the threat of theft both internally and externally, EWC will have to prove their ability to protect customer, trademark, supplier, and pricing information while complying with applicable regulations. A lower risk assessment of internal control will allow auditors to rely on those controls to prevent potential misstatements from happening. Detection risk is satisfied by a variety of tests to confirm factors like occurrence, classification, and completeness. To do this, auditors may examine transactions related to inventory purchases. They may examine how inventory was valued to ensure it was classified correctly and can satisfy completeness by ensuring all aspects of the transaction were recorded in full. The PCAOB addresses audit risk in AS 1101. More specifically, AS 1101.02 addresses the objective of the auditor in that he or she should “conduct the audit of financial statements in a manner that reduces audit risk to an appropriately low level” (PCAOB, 2015). The standards go on to specify about material misstatements and detection risk from the auditor’s responsibility. 
Planning the Audit: Internal Controls
Score of Planning the Audit: Internal Controls,0 / 15
Criterion Feedback
In accordance to the PCAOB, EWC’s board of directors and management is responsible for the design of and carrying out of internal control policies. AS 2200 explains the relevance of internal control to the audit as a whole. AS 2200.02 remarks that effective internal control provides an auditor with reasonable assurance over the reliability of financial information (PCAOB, 2015). Furthermore, the accounting standard goes onto say that the auditor should have a working knowledge of the company’s internal control procedures. Internal controls over financial reporting are directly related to reporting quality, and auditors typically rely on internal controls when auditing financial statements (Defond & Lennox, 2017). In testing internal control, the auditor will utilize tests of controls to evaluate the effectiveness of the control environment. Specific to this business objective, auditors will want to gain an understanding of the company’s AIS or ERP system. How new customer information is collected, recorded, and protected as well as how registers are processing sales and applying applicable discounts are all important factors of internal control. Auditors will also want to gain an understanding of how inventory is protected. To test the efficiency of internal control auditors can look at transactions performed by the AIS. Pulling invoices, purchase orders, and shipping documentation can help auditors trace transactions to ensure they were recorded and classified correctly. The use of sequential numbered shipping documents or checks may help verify cutoff. Since EWC is mainly an online company, auditors will be looking to see how their AIS or ERP system handles the protecting of customer information. Auditors can observe and inquire about internal control procedures and utilize this knowledge to test how customer information is protected in the company database and in a transaction. Their website features the CPA WebTrust Seal that conveys the company maintained effective controls to provide reasonable assurance that customer orders were placed and billed as agreed and that private customer information as protected (McGraw Hill Education, 2017). This report confirmed EWC had effective controls in place to safeguard customer information. 
Planning the Audit: Audit Procedures
Score of Planning the Audit: Audit Procedures,10.5 / 15
Criterion Feedback
Planning audit procedures is not to be performed in a vacuum. It requires the auditor/audit team to assess what it has learned thus far in the above sections of the milestone reporting. • What are the business risks areas? Have we appropriately identified them? How do our current staffing match what we learned? • Do we see additional business risks stemming from E&W’s focused areas for this year? • What have management’s assertions been in the past? Have they overpromised or merely promised and not deliver? • What does out management comments from prior year say about management assertions? • Did we encounter issues last year? If so, has the company addressed/corrected them? • Have we tested the corrective action? • What additional management assertions are being made with respect to the newly identified direction of the company? • How are we going to test management assertions in this area? • What audit risks were identified last year and has the company addressed them? • If not, what changes to the audit plan needs to be made? • What additional audit risk do we need to consider given the chosen direction for the company? • Do we have adequate skill sets to address them? If not, how/where are we going to gain appropriate staffing? • Did the company address any Internal Control weakness from the prior year? • What were they? How significant were they? Material Weakness, etc? • Did that impact last year’s audit opinion? • How does the company assess internal controls? Is it adequate? • Do they use COSO or another appropriate framework? • How are we going to assess the appropriateness of internal control? • What framework are we going to use? All of these and more need to be addressed in planning for the audit. Again, we need to address audit procedures in general terms first, then apply it to the audit in hand; in our case the upcoming audit of E&W. 
Planning the Audit: Materiality
Score of Planning the Audit: Materiality,10.5 / 15
Criterion Feedback
Planning audit procedures is not to be performed in a vacuum. It requires the auditor/audit team to assess what it has learned thus far in the above sections of the milestone reporting. • What are the business risks areas? Have we appropriately identified them? How do our current staffing match what we learned? • Do we see additional business risks stemming from E&W’s focused areas for this year? • What have management’s assertions been in the past? Have they overpromised or merely promised and not deliver? • What does out management comments from prior year say about management assertions? • Did we encounter issues last year? If so, has the company addressed/corrected them? • Have we tested the corrective action? • What additional management assertions are being made with respect to the newly identified direction of the company? • How are we going to test management assertions in this area? • What audit risks were identified last year and has the company addressed them? • If not, what changes to the audit plan needs to be made? • What additional audit risk do we need to consider given the chosen direction for the company? • Do we have adequate skill sets to address them? If not, how/where are we going to gain appropriate staffing? • Did the company address any Internal Control weakness from the prior year? • What were they? How significant were they? Material Weakness, etc? • Did that impact last year’s audit opinion? • How does the company assess internal controls? Is it adequate? • Do they use COSO or another appropriate framework? • How are we going to assess the appropriateness of internal control? • What framework are we going to use? All of these and more need to be addressed in planning for the audit. Again, we need to address audit procedures in general terms first, then apply it to the audit in hand; in our case the upcoming audit of E&W.

