Audit
Week Two Exercises 

1) Describe the three categories of GAAS.

2) What are the requirements for an unqualified report?

3) What is the difference between a qualified report and an adverse report?

4) Differentiate among business failure, audit failure, and audit risk.



Audit
Week Three Exercises 

1) Classify the following accounts into one of the five cycles: sales, acquisitions, payroll, inventory, capital

Cash
Inventory
Accounts receivable
Machinery
Accounts payable
Accrued payroll
Notes payable
Capital stock
Retained earnings
Sales
Cost of goods sold
Advertising expense
Payroll expense
Interest expense
Dividends

NOTE:  in class, we classified Inventory as part of the inventory cycle ONLY; however, you can classify it as part of the acquisitions cycle also (because of the connection to accounts payable).

2) Create one journal entry for each of the five audit cycles, using the accounts above.

3) Describe three important transaction objectives.

4) Describe three important balance objectives.

5) Describe three potential issues that you might find when you do audit work relating to objectives.




Audit
Week Four Exercises 

1) Review the types of evidence from slide 5 of lecture four.  During our in-class activity (audit of notes receivable), which types of evidence did we use?

2) Describe the eight types of evidence.

3) Recalculate the three accrued interest amounts in the following schedule, and mark the account with “@” if you agree with the accrued interest amount.  If you do not agree, use the “Notes” section of the schedule to discuss any accounts you do not agree with and the amount of your accrued interest calculation for these accounts.  
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4) What kinds of evidence (slide 5) would be helpful if you would like additional information to audit these notes?  (HINT: during our in-class activity, which types of evidence did we use?) 


5) We have selected three accounts to test for accuracy of accrued interest.  Based on your audit results, do you think that we have sufficient evidence (slide 4)?  If not, what should we do?



Audit
Week Five Exercises 

1) Analyze the following client and industry data.
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2) Complete the common-size financial statements below and analyze.
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3) Your client’s largest administrative expense is marketing salaries.  The client has provided the following information.  Calculate the expected result and evaluate the amount reported by the client.
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Audit
Week Six Exercises 

1) Calculate materiality for the following client (slides 5-6):
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2) Calculate misstatement for the following accounts payable balance and if required, propose an adjusting entry (slides 10-11):
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Payables information

Balance 730,900 $               

Materiality 10,200 $                 

New information:

Sample tested 13,290 $                 

Understatement 340 $                       

Sampling error 25%
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Client: Northern Star Corp.

Audit area: Notes receivable, short term

Balance sheet date: 31-Jul-13

Schedule: C-1

Preparer: (initials of auditor)

Date: 15-Aug-13

Name Interest rate Date Maturity Amount

Accrued interest

@

West Inc 8.00% 31-Jan-13 31-Jan-14 50,000 $            2,011 $             

Central Inc 7.00% 31-Mar-13 31-Mar-14 30,000 $            712 $                 

East Inc 6.00% 30-Jun-13 30-Jun-14 70,000 $            4,200 $             

Other notes receivable 220,000 $          4,050 $             

370,000 $          10,973 $           

NOTE:  All notes receivable accrue interest annually from the note date, and interest is paid annually per the terms of the note.

@ Recalculated accrued interest; no exceptions

f footed

Notes:

Conclusion:
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2013 2012 2013 2012

Inventory turnover 2.9             2.5             2.7             2.6            

Gross margin % 38.2% 35.5% 37.8% 38.0%

Client Industry
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$ % of Sales $ % of Sales

Sales 46,580 $           44,100 $           100.00%

Less returns 398                    357                    0.81%

Net sales 46,182 $           43,743 $           99.19%

Cost of goods sold 32,490              29,550              67.01%

Gross profit 13,692 $           14,193 $           32.18%

SGA expenses

Marketing salaries 1,705                 1,764                 4.00%

Advertising 2,204                 1,896                 4.30%

Bad debt expense 1,035                 1,411                 3.20%

Total SGA expenses 4,944 $             5,072 $             11.50%

Earnings from operations 8,748 $             9,122 $             20.68%

Income taxes 2,298                 1,014                 2.30%

Net income 6,450 $             8,108 $             18.38%

2013 2012
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Marketing salaries expense per client 592,335 $        

Operating data:

Total sales 32,615,000 $  

% of direct sales (no salesperson involved) 28%

% of sales by sales force 72%

Average sales commission 3.18%
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Total assets 3,450,900 $           

Operating income 2,105,000 $           

Audit standard for materiality:

  Lesser of 2% of assets of 4% of operating income


