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1- Completeness: Review repairs and renewals a/cs in general ledger
(for expense of capital nature).
Trace a sample of fixed asset purchases to receiving reports and the
fixed asset register.
2- Occurrence: Agree a sample of fixed asset purchases to the receiving
report and invoice.
3- Classification: Examine a sample of significant charges to repairs and
maintenance for items that should have been capitalized (also a
completeness test).
Review lease transactions for proper classification as operating or
finance.
4- Cut-off: Review fixed asset purchases from shortly before and after
year-end for recording in the proper period.
5- Accuracy: Recalculate depreciation expense, revaluation losses and
surplus, and impairment losses.

Al aedl (385 e ja) Aoy ) 2 B o
1- Analytical procedure: Calculate and compare average collection
period (monthly).
2- Inquire: Ask credit controller, "What problems are being experienced
in collecting amounts receivable?"
3- Inspect: Sales orders/ sales invoices/ remittance advices/ cash book
receipts—alternative procedures.
4- Observe: Goods dispatch to customers/ mail opening procedures.
5- Recalculation: Sales' ledger balance (and control account balance)—
use of CAATSs.
6- Confirmation: Receivables circularization.
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Fixed Asset Register
- Identification number (eg.) registration/ serial number).
- Description and manufacture's name.
- Gross cost or valuation.
- Estimated useful life.
- Depreciation method/ annual charge.
- Depreciation provision.
- Carrying amount (net book value).
- Location of asset.

M\Muﬁwu\uﬁ&mtv\dh &

1. Management’s acknowledgment of its responsibility for the fair
presentation in the statements of financial position, results of
operations, and cash flows in conformity with generally accepted
accounting principles or other comprehensive basis of accounting.

2. Availability of all financial records and related data.

3. Completeness and availability of all minutes of meetings of
stockholders, directors, and committees of directors.

4. Information concerning related-party transactions and related
amounts receivable or payable.

5. Plans or intentions that may affect the carrying value or
classification of assets or liabilities.

6. Disclosure of compensating balances or other arrangements
involving restrictions on cash balances, and disclosure of line-of-
credit or similar arrangements.
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i) A key customer of Adam.com has just notified the company that
they are experiencing cash flow difficulties and are unlikely to
make any payments for the foreseeable future. This information
was received after the year end but provides further evidence of
the recoverability of the receivable balance at the year end. If the
customer is experiencing cash flow difficulties just a few months
after the year end, then it is highly unlikely that the year-end
receivable was recoverable as at 31 October and hence is an
adjusting event.
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The receivables balance is overstated and consideration should be
given to adjusting this balance, if material, through the use of an
allowance for receivables or by being written off. The total
amount outstanding at the year end was $283,000 and is material
as it represents 7-4% (0-283/3-:8m) of profit before tax and 2:5%
(0-283/11-2m) of revenue. Hence, the directors should amend the
2014 financial statements by writing down or writing off the
receivable balance.

ii) The following audit procedures should be applied to form a
conclusion as to the level of the adjustment:

— The correspondence with the customer should be reviewed to
assess whether there is any likelihood of payment.

— Discuss with management as to why they feel an adjustment is
not required in the 2014 financial statements.

— Review the post year-end period to see if any payments have

been received from the customer.
sl
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Internal control components

ISA 315 Identifying and Assessing the Risks of Material Misstatement
through Understanding the Entity and Its Environment considers the
components of an entity’s internal control. It identifies the following
components:

Control environment

The control environment includes the governance and management
functions and the attitudes, awareness, and actions of those charged with
governance and management concerning the entity’s internal control and
its importance in the entity. The control environment sets the tone of an
organisation, influencing the control consciousness of its people.

Badia Othman was the audit engagement partner of Star Sands Co. for the
last seven years and has recently rotated off the audit. It has been
proposed that she should now become the independent review partner.
This represents a familiarity threat as the partner will have been associated
with Star for a long period of time and so may not retain professional
skepticism and objectivity.

As Star is a listed company, then Badia Othman should not serve as the
independent review partner for a period of two years. An alternative
review partner should be appointed instead.

Star has requested the previous engagement partner, Badia Othman,
attend audit committee meetings as a non-executive director of Star has
recently left. This represents a self-interest threat as the audit firm may be
perceived as performing the role of management by attending these
meetings and this threatens objectivity.

The firm should politely decline this request from Star, as it represents too
great a threat to independence.

A non-executive director of Star has recently left and the management of
Star have asked whether the partners of ABC & Co can assist them in

recruiting to fill this vacancy.
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This represents a self-interest threat as the audit firm cannot undertake
the recruitment of senior management of Star, especially as non-executive
directors have a key responsibility in appointing the audit firm. ABC & Co is
able to assist Star in that they can undertake roles such as reviewing a
shortlist of candidates. However, they must ensure that they are not seen
to undertake management decisions and so must not make the final
decision on who is appointed.

The total fees received from Star for last year equated to 16% of the firm’s
total income. The fees for this year have not been finalised, but it is
anticipated that they could be greater than 16%.

There is a potential self-interest threat as the total fees could represent a
significant proportion of ABC & Co’s income. ABC & Co should assess
whether audit and non-audit fees would represent more than 15% of gross
practice income for two consecutive years.

If the recurring fees are likely to exceed 15% of annual practice income this
year, additional consideration should be given as to whether the taxation
and non-audit assignments should be undertaken by the firm.

In addition, if the fees do exceed 15% then this should be disclosed to those
charged with governance at Star .

Last year’s audit fee was being paid monthly, however, the last three
months’ payments are outstanding.

A self-interest threat can arise if the fees remain outstanding, as ABC & Co
may feel pressure to agree to certain accounting adjustments in order to
have the previous year and this year’s audit fee paid. In addition,
outstanding fees could be perceived as a loan to a client which is strictly
prohibited.

ABC & Co should discuss with those charged with governance the reasons
why the last three months’ payments have not been made. They should
agree a revised payment schedule which will result in the fees being settled
before much more work is performed for the current year audit.

The audit manager of Star is leaving ABC & Co to become the financial

controller at Star. This represents a self-interest and familiarity threat as
Page 14 of 17
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the audit manager is familiar with the audit plan which is to be adopted at
Star and he may also have commenced work on this year’s audit.

A new audit manager should be appointed to Star and any work already
undertaken by the previous manager should be independently reviewed. In
addition, it would be advisable to modify the audit plan so that the
manager would not be overly familiar with the approach to be adopted.
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Solution
Deficiencies in the auditors' report are as follows:

First (introductory) paragraph:

- The statement of retained earnings is not identified.
- The auditors' responsibility to express an opinion is omitted.

Second (scope) paragraph:

- The auditor obtains reasonable assurance about whether the financial
statements are "free of material misstatement," not "fairly presented."
- The auditors' assessment of the accounting principles used is omitted.
- An audit provides a "reasonable basis for an opinion," not a "basis for
determining whether any material modifications should be made."

Third (first explanatory) paragraph:

- An explanatory paragraph added to the report to describe a change in
accounting principle (lack of consistency) should follow the opinion
paragraph, not precede it.
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Fourth (opinion) paragraph:

- The phrase "except for" should not be used.

- The auditor's concurrence with the change in accounting principles is
implicit and should not be mentioned.

- Reference to the prior year's (2013) financial statements is omitted.

Fifth (second explanatory) paragraph:

- The fact that the outcome of the lawsuit cannot presently be estimated is
omitted.

- It is inappropriate to state that "provision for any liability is subject to
adjudication" because the report is ambiguous as to whether a liability has
been recorded.
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