Assertions matched with substantive tests for all major accounts

ASSERTIONS
AUDIT PROCEDURES

Presentation/
Determine that accounts receivable are presented at net realizable value in the financial statements.

Disclosure
Inspect loan agreements under which an entity's inventories are pledged.


Look for excessive costs charged to inventory.


Review the renewal of a note payable shortly after the balance sheet date.


Determine that proper amounts of depreciation are expensed.


Determine whether there are restrictions on retained earnings resulting from loans, agreements, or state laws.

Existence/
Confirm accounts receivable balances recorded  in the accounts receivable subsidiary ledger.

Occurrence
Vouch selected entries in the A/P subsidiary ledger to purchase orders and receiving reports.


Confirm accounts payable amounts recorded in the accounts payable subsidiary ledger.


Independently compare perpetual inventory records with goods on hand.


Vouch from items in the inventory listing schedule to inventory tags and the auditor’s recorded count sheets.


Examine any new additions listed on the analysis of property, plant and equipment (PP&E).


Inspect the securities or confirm the # of shares owned  of a long-term investment of publicly-traded stock.


Vouch from accounting records to the supporting evidence.

Rights/
Inquire of management whether accounts receivables have been factored.

Obligations
Confirm accounts receivable balances recorded in the accounts receivable subsidiary ledger.


Review of shipping and receiving cutoff procedures over inventory to determine when title (ownership) of the goods passes hands.


Determine that no inventory included in the count is being sold on a consignment basis.


Inspect loan agreements to determine whether any inventory is pledged as collateral or subject to any liens.


Confirm with an outside agent, such as a financial institution, that investment securities are being held in the client’s name.

Completeness
Compare a sample of shipping documents to related sales invoices.


Review an entity's periodic accounting for the numerical sequence of shipping documents and invoices.


Cutoff tests designed to detect credit sales (or purchases) made before the end of the year that have been recorded in the subsequent year.


Review of shipping and receiving cutoff procedures over inventory.


Trace purchase orders and the related receiving reports to the purchases journal and cash disbursements journal. 


Confirm (yes, confirm for completeness in this particular case) accounts payable with vendors whom the entity has previously conducted business.


Vouch (yes, vouch for completeness in this particular case) cash disbursements after year-end to receiving reports and vender invoices.


Trace test counts to the client's physical inventory listing;  Determine that any consigned goods or goods held in public warehouses are included.


Trace  physical assets to the PP&E records.


Use analytical procedures to test the reasonable completeness of long-term investments


Compare interest expense with the bond payable amount for reasonableness.

Valuation/ 
Review credit ratings of customers with delinquent A/R; Assess the allowance for uncollectible accounts for reasonableness.

Allocation
Vouch selected entries in the A/P subsidiary ledger to purchase orders and receiving reports.


Compare payroll costs with entity standards or budgets.


Inquire of warehouse, production and/or sales personnel concerning possible obsolete or slow moving items.


Analyze inventory turnover rates; Look for excessive costs charged to inventory.


Determine that the proper amount of depreciation is expensed. 


Test the entity’s computation of standard overhead rates.


Examine disbursement records to determine whether PP&E were properly valued at cost.


Examine the audited financial statements of an investee company.


Recompute amortization and determine whether the amortization period is reasonable.

