16–33. 
Justin Kealey, CPA, is auditing Tustin Companies, Inc. Kealey has accumulated known and likely misstatements for the current year to evaluate whether there is a sufficiently low risk of material misstatement of the financial statements to issue an opinion. However, Kealey notes that there are several misstatements that have been carried over from prior years.
Required: 
a. Distinguish between the iron curtain and the rollover approaches to considering the misstatements from prior years. 
b. Describe how SEC Staff Accounting Bulletin No. 108 requires auditors to consider misstatements carried over from prior periods.

The following are typical questions that might appear on an internal control questionnaire for payroll activities:
1. Is there adequate separation of duties between employees who maintain human resources records and employees who approve payroll disbursements? 
2. Is there adequate separation of duties between personnel who maintain timekeeping or attendance records for employees and employees who distribute payroll checks? 
Required: 
a. Describe the purpose of each of the above controls. 
b. Describe the manner in which each of the above controls might be tested. 
c. Assuming that the operating effectiveness of each of the above controls is found to be inadequate, describe how the auditors might alter their substantive procedures to compensate for the increased level of control risk.

17–24. 
While performing your audit of Williams Paper Company, you discover evidence that indicates that Williams may not have the ability to continue as a going concern.
a. Discuss types of information that may indicate substantial doubt about a client’s ability to remain a going concern. 
b. Explain the auditors’ obligation in such situations.

17–26. 
For each of the following brief scenarios, assume that you are reporting on a client’s financial statements. Reply as to the type(s) of opinion possible for the scenario. In addition.

Unless stated otherwise, assume the matter involved is material. 
 If the problem does not state that a misstatement (or possible misstatement) is pervasive, assume that it may or may not be pervasive (thus, the appropriate reply may include two possible reports). 
 Do not read more into the circumstance than what is presented. 
Do not consider an auditor discretionary circumstance for modification of the audit report unless the situation explicitly suggests that the auditors wish to emphasize a particular matter. Report Types may be used once, more than once, or not at all.

[bookmark: _GoBack][image: http://online.vitalsource.com/books/0078127904/content/image/I0078127904_c17_tb0004.jpg?format=jpg&zoomed=1]

18.1
When you are first retained to audit the financial statements of Wabash Company, you inquire whether a budget is used to control costs and expenses. The controller, James Lowe, replies that he personally prepares such a budget each year, but that he regards it as a highly- confidential document. He states that you may refer to it if necessary, but he wants you to make sure that no employee of the firm sees any of the budget data. 

What are your thoughts on this use of the budget? 



image1.jpeg
Situation

Report Types

a.

Bowles Company is engaged in a hazardous trade and has obtained insurance coverage related to
the hazard. Although the likelihood is remote, a material portion of the company’s assets could be
destroyed by a serious accident.

. Draves Company owns substantial properties that have appreciated significantly in value since

the date of purchase. The properties were appraised and are reported in the balance sheet at the
appraised values (which materially exceed costs) with related disclosures. The CPAs believe that the
appraised values reported in the balance sheet reasonably estimate the assets’ current values.

. During the audit of Eagle Company, the CPA firm has encountered a significant scope limitation

relating to inventory record availability and is unable to obtain sufficient appropriate audit evi-
dence in that area.

. London Company has material investments in stocks of subsidiary companies. Stocks of the sub-

sidiary companies are not actively traded in the market, and the CPA firm’s engagement does not
extend to any subsidiary company. The CPA firm is able to determine that all investments are carried
at original cost, but has no real idea of market value. Although the difference between cost and
market could be material, it could not have a pervasive effect on the overall financial statements.

. Slade Company has material investments in stocks of subsidiary companies. Stocks of the subsidiary com-

panies are actively traded in the market. Management insists that all investments be carried at original
costs, and the CPA firm is satisfied that the original costs are accurate. The CPA firm believes that the
client will never ultimately realize a substantial portion of the investments because the market value is
much lower than the cost; the client has fully disclosed the facts in notes to the financial statements.
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