Chapter 19 Auditor’s Report
Answer 1

(a)
Compare accounts receivable turnover and days outstanding in accounts receivable with previous years’ and industry data.

Compare bad debt expense as a percentage of sales revenue to previous years and industry data.

Compare percentage of allowance for doubtful debts to accounts receivable to previous years and industry data.

(b)

Select sample of receivables to be circularized.

Inform client of intended list of those to be circularized.

Consider implications if client objects to any of the accounts selected being circularized.

Record names and amounts circularized.

Record replies received and consider implications of any accounts not agreed.

For non-replies perform alternative procedures so as to obtain sufficient appropriate audit evidence for accounts receivable balances.

(c)

HKSA 505 requires the auditor, when using external confirmation procedures, to maintain control over external confirmation requests, including:

(a)
determining the information to be confirmed or requested;

(b)
selecting the appropriate confirming party;

(c)
designing the confirmation requests, including determining that requests are properly addressed and contain return information for responses to be sent directly to the auditor; and

(d)
Sending the requests, including follow-up requests when applicable, to the confirming party.

(d)
This is a material misstatement of the financial statements as BBL should, but did not, write off the bad debt since this is an adjusting event. A misstatement is defined as a difference between the amount, classification, presentation, or disclosure of a reported financial statement item and the amount, classification, presentation, or disclosure that is required for the item to be in accordance with the applicable financial reporting framework.

A qualified opinion should be expressed when the auditor, having obtained sufficient appropriate audit evidence, concludes that misstatements, individually or in the aggregate, are material, but not pervasive, to the financial statements.
An adverse opinion should be expressed when the auditor, having obtained sufficient appropriate audit evidence, concludes that misstatements, individually or in the aggregate, are both material and pervasive to the financial statements.
(e)
The concept of materiality is applied by the auditor both in planning and performing the audit, and in evaluating the effect of identified misstatements on the audit and of uncorrected misstatements, if any, on the financial statements.

In general, misstatements, including omissions, are considered to be material if, individually or in the aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of the financial statements.

Judgments about materiality are made in the light of surrounding circumstances, and are affected by the auditor’s perception of the financial information needs of users of the financial statements, and by the size or nature of a misstatement, or a combination of both. The auditor’s opinion deals with the financial statements as a whole and therefore the auditor is not responsible for the detection of misstatements that are not material to the financial statements as a whole.

Materiality should be considered by the auditor when evaluating the effects of misstatements. If a material misstatement is identified and management refuses to adjust the financial statements, the auditor should consider the appropriate modification to the auditor’s report.
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