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.01 The auditor should identify significant line items and accounts in the financial statements and significant related financial statement assertions.  These line items and accounts include budget-related information such as that presented in the statement of budgetary resources, the reconciliation of the net cost of operations to budget note disclosure, and disclosure of the components of net position. The auditor should also identify any significant required supplementary stewardship information (RSSI).
 The auditor should perform appropriate control and substantive tests for each significant assertion for each significant line item and account. By identifying significant line items, accounts, and the related assertions early in the planning process, the auditor is more likely to design effective and efficient audit procedures. Some insignificant line items, accounts, and assertions may not warrant substantive audit tests if they are not significant in the aggregate. However, some line items and accounts with zero or unusual balances may warrant testing, particularly with regard to the completeness assertion.

.02 Financial statement assertions, as presented in AU 326, are management representations that are embodied in financial statement components. Most of the auditor’s work in forming an opinion on financial statements consists of obtaining and evaluating sufficient appropriate evidence concerning the assertions in the financial statements. The assertions can be either explicit or implicit. The FAM classifies assertions into the following five broad categories:
· Existence or occurrence: Recorded transactions and events occurred during the given period, are properly classified, and pertain to the entity. An entity’s assets, liabilities, and net position exist at a given date.
· Completeness: All transactions and events that should have been recorded are recorded in the proper period. All assets, liabilities, and net position that should have been recorded have been recorded in the proper period and properly included in the financial statements.
· Rights and obligations: The entity holds or controls the rights to assets, and liabilities are the obligations of the entity at a given date.
· Accuracy/valuation or allocation: Amounts and other data relating to recorded transactions and events have been recorded appropriately.  Assets, liabilities, and net position are included in the financial statements at appropriate amounts, and any resulting valuation or allocation adjustments are properly recorded. Financial and other information is disclosed fairly and at appropriate amounts.  

· Presentation and disclosure: The financial and other information in the financial statements is appropriately presented and described and disclosures are clearly expressed. All disclosures that should have been included in the financial statements have been included. Disclosed events and transactions have occurred and pertain to the entity.
AU 326 contains 13 assertions within three categories. See FAM 235.08 for a comparison of the above 5 assertions to the 13 assertions in AU 326.
.03 The auditor should determine whether a line item or an account in the financial statements or RSSI is significant. Significant items usually have one or more of the following characteristics:
· Its balance or activity is material (equals or exceeds tolerable misstatement).

· A high risk of material misstatement (combined inherent and control risk, as discussed in FAM 260.02) is associated with one or more assertions relating to the line item or account. For example, a zero or unusually small balance account may have a high risk of material misstatement with respect to the completeness assertion.
· Special audit concerns, such as regulatory requirements, warrant added consideration.

The auditor should determine whether any accounts considered individually insignificant are significant in the aggregate.

.04 An assertion is significant (relevant) if misstatements in the assertion could exceed tolerable misstatement for the related line item, account, or disclosure. Additionally, in determining whether a particular assertion is relevant to a significant account balance or disclosure, the auditor should evaluate (1) the nature of the assertion, (2) the volume of transactions or data related to the assertion, and (3) the nature and complexity of the systems, including both manual and information systems, the entity uses to process and control information supporting the assertion (see FAM 270).  
.05 Certain assertions for a specific line item or account, such as completeness and disclosure, could be significant even though the recorded balance of the related line item or account is not material. For example, (1) the completeness assertion could be significant for an accrued payroll account with a high risk of material understatement even if its recorded balance is zero and (2) the disclosure assertion could be significant for a loss contingency even if no amount is required to be recorded.

.06 Assertions are likely to vary in degree of significance, and some assertions may be insignificant or irrelevant for a given line item or account. For example:
· The completeness assertion for liabilities may be of greater significance than the existence assertion for liabilities.

· All assertions related to an account that is not significant (as defined in FAM 235.03) are considered to be insignificant.

.07 The auditor should document significant line items, accounts, and relevant assertions in the Account Risk Analysis (ARA) or other appropriate audit planning documentation (see FAM 395 I). The auditor should also document assertions related to budget-related balances and transactions included in the financial statements in the ARA or other audit documentation. FAM 395 F provides detailed control objectives for budget-related information. 
.08 For audits of financial statements for periods beginning on or after December 15, 2006 (calendar year 2007 and fiscal year 2008), AU 326.15 identifies three categories of assertions: (I) classes of transactions and events for the period under audit, (II) account balances at the period end, and (III) presentation and disclosure. Within these three categories, AU 326 identified 13 assertions. The auditor may use these assertions or may express them differently, provided all the aspects of the assertions are addressed (AU 326.16). The table below compares the expanded assertions in AU 326 to the assertions in FAM 235.02.

Comparison of AU 326 Assertions to FAM 235.02 Assertions 

	AU 326 Assertions
	FAM 235.02 Assertions 

	I. -- Assertions about classes of transactions and events for the period under audit

	1. Occurrence – Transactions and events that have been recorded have occurred and pertain to the entity.


	1. Existence or occurrence -- Recorded transactions and events have occurred during the given period, are properly classified, and pertain to the entity. An entity’s assets, liabilities, and net position exist at a given date. 


	2. Completeness – All transactions and events that should have been recorded have been recorded.


	2. Completeness -- All transactions and events that should have been recorded are recorded in the proper period.  All assets, liabilities, and net position that should have been recorded have been recorded in the proper period and properly included in the financial statements.


	AU 326 Assertions
	FAM 235.02 Assertions

	I. -- Assertions about classes of transactions and events for the period under audit

	3. Accuracy – Amounts and other data relating to recorded transactions and events have been recorded appropriately.
	4. Accuracy/valuation or allocation -- Amounts and other data relating to recorded transactions and events have been recorded appropriately. Assets, liabilities, and net position are included in the financial statements at appropriate amounts, and any resulting valuation or allocation adjustments are properly recorded. Financial and other information is disclosed fairly and at appropriate amounts.  



	4. Cutoff – Transactions and events have been recorded in the correct accounting period.
	1. Existence or occurrence -- Recorded transactions and events have occurred during the given period, are properly classified, and pertain to the entity. An entity’s assets, liabilities, and net position exist at a given date. 

2. Completeness -- All transactions and events that should have been recorded are recorded in the proper period.  All assets, liabilities, and net position that should have been recorded have been recorded in the proper period and properly included in the financial statements.


	5. Classification – Transactions and events have been recorded in the proper accounts.


	1. Existence or occurrence -- Recorded transactions and events have occurred during the given period, are properly classified, and pertain to the entity. An entity’s assets, liabilities, and net position exist at a given date.




	AU 326 Assertions
	FAM 235.02 Assertions 

	II.  Assertions about account balances at the period end

	6. Existence – Assets, liabilities, and equity interests exist.


	1. Existence or occurrence -- Recorded transactions and events have occurred during the given period, are properly classified, and pertain to the entity. An entity’s assets, liabilities, and net position exist at a given date.

	7. Rights and obligations – The entity holds or controls rights to assets, and liabilities are the obligations of the entity.


	3. Rights and obligations – The entity holds or controls the rights to assets, and liabilities are the obligations of the entity at a given date.

	8. Completeness – All assets, liabilities, and equity interests that should have been recorded have been recorded.


	2. Completeness -- All transactions and events that should have been recorded are recorded in the proper period.  All assets, liabilities, and net position that should have been recorded have been recorded in the proper period and properly included in the financial statements.

	9. Valuation and allocation – Assets, liabilities, and equity interests are included in the financial statements at appropriate amounts and any resulting valuation or allocation adjustments are appropriately recorded.


	4. Accuracy/Valuation or allocation -- Amounts and other data relating to recorded transactions and events have been recorded appropriately.  Assets, liabilities, and net position are included in the financial statements at appropriate amounts, and any resulting valuation or allocation adjustments are properly recorded. Financial and other information are disclosed fairly and at appropriate amounts.




	AU 326 Assertions
	FAM 235.02 Assertions

	III. Assertions about presentation and disclosure

	10. Occurrence and rights and obligations -- Disclosed events and transactions have occurred and pertain to the entity.


	5. Presentation and disclosure -- The financial and other information in the financial statements is appropriately presented and described and disclosures are clearly expressed.  All disclosures that should have been included in the financial statements have been included. Disclosed events and transactions have occurred and pertain to the entity.


	11. Completeness -- All disclosures that should have been included in the financial statements have been included.


	5. Presentation and disclosure -- The financial and other information in the financial statements is appropriately presented and described and disclosures are clearly expressed.  All disclosures that should have been included in the financial statements have been included. Disclosed events and transactions have occurred and pertain to the entity.


	12. Classification and understandability -- Financial information is appropriately presented and described and disclosures are clearly expressed.
	5. Presentation and disclosure -- The financial and other information in the financial statements is appropriately presented and described and disclosures are clearly expressed. All disclosures that should have been included in the financial statements have been included. Disclosed events and transactions have occurred and pertain to the entity.



	13. Accuracy and valuation:  Financial and other information is disclosed fairly and at appropriate amounts.


	4. Accuracy/valuation or allocation -- Amounts and other data relating to recorded transactions and events have been recorded appropriately.  Assets, liabilities, and net position are included in the financial statements at appropriate amounts, and any resulting valuation or allocation adjustments are properly recorded. Financial and other information are disclosed fairly and at appropriate amounts.  




� The auditor is not required to opine on RSSI. FASAB has been phasing out RSSI with stewardship investments remaining as the last significant RSSI item.
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