Evaluating Evidence

	Gathering various types of evidence helps auditors adequately evaluate risk. As an auditor, you will evaluate the evidence that has been gathered on Anthony’s Orchard inventory.

	Review the audit objectives and the substantive procedure that was performed. These are outlined in this document.
Under the Financial Statement (F/S) column, classify the evidence as existence or occurrence (E), completeness (C), rights and obligations (R), valuation or allocation (V), presentation and disclosure (P). 
In the Sufficient Evidence column, indicate if each item represents appropriate audit evidence in light of relevance, reliability, independence, effective controls, and direct observance—Yes (Y) or No (N). 

	Write a 1- to 2-page response explaining the difference in evidence and test of controls. Evaluate the evidence associated and objectives for using each procedure.

	Anthony’s Orchard-Inventory

	Audit Objectives
	Substantive Procedures
	F/S
	Sufficient Evidence
(Y or N)
	Rationale

	Inventory that is included in the balance sheet physically exists.
	Inventory transactions are tested between a preliminary physical inventory date of 06/31/2012 and the balance sheet date of 12/31/2012.
	
	
	

	
	Inventory transactions are tested between a preliminary physical inventory date of 4/15/2012 and the balance sheet date of 12/31/2012.
	
	
	

	Inventories that are held for sale or for use during the normal course of business.
	Inventory records, production records, and purchase records are reviewed and analyzed at year end.
	
	
	

	
	Inventories with sales data are compared with subsequent sales and delivery reports for two percent of items. 
	
	
	

	Inventories are to include all products, material, and supplies.
	Physical inventory counts are observed for all items at year end.
	
	
	

	
	Analytical procedures comparing the relationship of inventory balances to recent purchases, production, and sales are conducted at midterm.
	
	
	

	
	Shipping and receiving cutoff 
procedures are tested.
	
	
	

	
	Test counts recorded during the physical inventory observation are traced to the inventory listing.
	
	
	

	
	All tag and count sheets used in physical inventory counts at year end are accounted for.
	
	
	

	
	Physical counts are reconciled with perpetual records and the general ledger at year end.
	
	
	

	Audit Objectives
	Substantive Tests
	F/S
	Sufficient Evidence
(Y or N)
	Rationale

	Anthony’s has the correct inventory.
	Paid vendors’ invoices, agreements, and contracts are examined.
	
	
	

	
	Shipping and receiving cutoff procedures are tested at midterm of year.
	
	
	

	Inventories are stated at cost (except when market is lower).
	The standard cost systems for computation are examined.
	
	
	

	
	Paid vendor invoices are examined.

	
	
	

	
	Direct labor is reviewed.

	
	
	

	
	The manufacturing overhead account is examined.
	
	
	

	
	The standard cost variances are examined.

	
	
	

	
	Plant is toured at midterm of year.

	
	
	

	
	Sales are examined after year-end next to open purchase order commitments.
	
	
	

	Inventories reduced to Net Realizable Value.
	Concerning excess or obsolete inventory is reviewed.
	
	
	

	
	Analytical procedures are conducted on inventory and COGS.
	
	
	

	Inventory is classified on balance sheet as current assets.
	Drafts of the financial statements are reviewed.
	
	
	

	
	The disclosures in the financial statements are compared to the GAAP/PCAOB.
	
	
	

	


