Chapter 13 Audit of Non-Current Assets

Answer 1

(a)

The assertions for auditing fixed assets (notebooks and photographic equipment) are as follows:

	Assertions
	Descriptions

	1.
Existence
	· Acquisitions and disposals of notebooks and photographic equipment are properly authorized.

· The recorded notebooks and photographic equipment and related depreciation are in respect of notebooks and photographic equipment in existence.

	2.
Rights and obligations
	· The recorded notebooks and photographic equipments are owned by the company.
· Disposals of notebooks and photographic equipments represent the transfer of the risks and benefits in them to third parties.

	3.
Completeness
	· Acquisitions and disposals, excluding the revenue items, are included in notebooks and photographic equipment accounts.

· All notebooks and photographic equipment owned by the company are recorded.

· All depreciation is recorded in the accounting records and costing records.

	4.
Accuracy
	· Acquisitions and disposals of notebooks and photographic equipment are correctly calculated in accordance with relevant accounting principles and proper capital/revenue decision.

· Depreciation is correctly calculated using appropriate depreciation methods and useful lives.

	5.
Valuation and allocation
	· The carrying amount of notebooks and photographic equipment reflects events affecting their valuation in accordance with relevant accounting standards.

	6.
Cut-off
	· All acquisitions and disposals are recorded in the right period.

· Depreciation is allocated in the right period.

	7.
Classification
	· Capital expenditure and revenue expenditure, and finance lease and operating lease are properly classified.

	8.
Presentation and disclosure
	· Cost or revalued amount of notebooks and photographic equipment and related accumulated depreciation have been properly summarized for disclosure in the financial statements.


(b)
Inherent risk is the susceptibility of an assertion about a class of transaction, account balance or disclosure to a misstatement that could be material, either individually or when aggregated with other misstatements, before consideration of any related controls.

(c)

Difficulties in making estimates of useful lives for the calculation of depreciation of the fixed assets.

The notebooks and photographic equipment are high value and movable items with high risk of loss.

Fast changing technology may render notebooks and photographic equipment obsolete.

The fair value of notebooks and photographic equipment may not be available for revaluation as old models may not have an active market.

Because of the termination of the photography courses, the photographic equipment may have to be stated at realizable value.

The application of capitalization policies for the repair and maintenance of the notebooks and photographic equipment requires clear policies and procedures and also subjective judgements.
(d)

Valuation assertion – difficult to estimate the fair value and useful life of fast changing technological equipment.

Existence assertion – highly movable equipment is subject to high risk misappropriation, stated items may be stolen by someone.

Classification assertion – difficult to distinguish whether the replacement of components as revenue items or capital items.
Answer 2

(a)

The inherent risk of material misstatement of the existence of HY Limited’s investment property should be low to medium.

The reasons are as follows:

· There is no indication of fraud.

· Investment property is not subject to misappropriation.

· Physical movements are usually rare as the major business is the leasing of the investment properties.

(b)

The audit procedures for the existence of investment properties are as follows:

· Substantive analytical procedures, such as comparing this year’s account balance with last year’s account balance by taking into account the amount of rental income for both periods.

· Review minutes to identify purchase or disposal of properties and inspection of sale and purchase agreements.

· Inspection of title deeds.

· Physical inspection of the properties.

· Land search.

(c)

The auditor shall agree, in writing when appropriate, on the following matters with the auditor’s expert:

· The nature, scope and objectives of that expert’s work

· The respective roles and responsibilities of the auditor and that expert

· The nature, timing and extent of communication between the auditor and that expert, including the form of any report to be provided by that expert

· The need for the auditor’s expert to observe confidentiality requirements

(d)

The audit procedures of rental income are as follows:

· Obtain the list of rental income

· Agree the amount of the rental income list to the trial balance and general ledger

· Check the calculation and casting of the list of rental income

· Check the monthly income against the rental agreement

· For vacancy periods, confirm with the management and seek written representation if necessary

· Perform analytical procedures, compare this year’s rental income with last year’s rental income by taking into account the additions and disposals of investment properties in the two years.

· Test check the cash receipts with the bank statements.

· For early termination of rental agreement, obtain the termination agreement.

(e)

Even though there is good internal control system, it is still appropriate for the auditor to adopt the substantive approach as this is the most cost effective way (nature, timing and extent can be reduced) of performing the audit work on rental income since the number of transactions is small.

P. 3

