NOTES 
AUDIT INVESTMENT IN FINANCIAL INSTRUMENTS
1. List the financial position accounts and income statement accounts related to the investment in financial instruments.
	Financial Position Accounts *
	Income Statement Accounts *

	Investment in equity and debt securities classified as trading or available for sale securities.
	Dividend revenue (from equity investments not accounted for by the equity method).

	Market Adjustment for the investment in the financial instruments.
	Interest revenue (on investment in debt securities).

	Unrealized holding gains and losses on investment in financial instruments classified as available for sale securities.
	Realized gains and losses (on equity and debt security transactions).

	Investment in equity securities using equity method (investor exercises significant influence over investee).
	Unrealized holding gains and losses on equity and debt securities classified as trading (changes in fair value during the current period)

	Investment in equity securities using cost method (fair value not determinable).
	Equity in investee’s earning (for investments accounted for by the equity method)

	Investment in debt securities classified as held to maturity (carried at amortized cost).
	



*Check to the current applicable accounting standards
2. What are the audit objectives of the audit investment in financial instruments?


The audit objectives are to test the fairness of management assertion related to the investment in financial instruments, either in the form of short-term investment or long-term investment, as well as in term of: (1) the existence or occurrence, (2) the completeness, (3) the right and obligation, (4) the valuation or allocation, or (5) the presentation and disclosures, of the investment in the financial instruments.

3. What are the common documents and accounting records for the investment in financial instrument.
The common documents:
a. Minute of management meeting regarding the policy of investment in financial instruments.

b. Written policies for the investment in financial instruments.

c. Documents related to the opening account in security company for investment in securities purposes.

d. Evidences for purchasing and selling transactions of equity and debt securities, normally in form of electronic evidences, because the transaction being conducted electronically.
e. Monthly statement from the security company.

The common records:

a. Journal for the investment, either in form of cash disbursement journal, cash receipt journal, or general journal.

b. Schedule of investment

c. Subsidiary ledger and general ledger.

4. What are the objectives of understanding the industry and business related to the investment in financial instruments.
The objectives of understanding the industry and business related to the investment in financial instruments are to obtain information regarding the following aspects:

a. The significance of investment balances and transactions to the entity.

b. The entity’s policies for investing the surplus of cash balances.

c. Key economic drivers that influence the entity’s acquisition of investments, including the entity’s ability to utilize cash flowing from financing activities to generate free cash flow.

d. Industry standards for the extent to which investments are important to the entity and their impact on earnings.

5. List the possible initial audit procedures on investment balances and records that will be subjected to further testing.

The possible initial audit procedures on investment balances and records that will be subjected to further testing, can involves the following:

a. Tracing the beginning balance of investment accounts to the prior year’s working papers or schedules.

b. Review activity in all investment-related financial position and income statement accounts and investigate entries that appear unusual in amount or source.

c. Obtain client-prepared schedules of investment and determine the accuracy and validity of the schedules.

6. List the possible analytical procedures on investment balances.

The possible analytical procedures on investment balances may include:

a. Calculate the investment ratios, such as:

1. Short-term investment to total current assets.

2. Long-term investment to total assets.

3. Rates of return by investment classification.

4. Gains and losses ratio to investment balances.

b. Analyze the ratio results relative to expectations ratio based on prior years ratio, budgeted ratio, or other data.

7. PT XYV holding 25% share of PT ABC, the investment being recorded using equity methods. By the end of the year 2015, PT ABC reported net income after tax Rp100,000,000 and distributed dividend Rp20,000,000. PT XYZ has recorded documents of this report and transaction by debiting Dividend Receivable of Rp5,000,000 and crediting Dividend Income of Rp5,000,000. What is the proposed correction journal entry for this case.

The proposed adjustment journal entry is:


Dividend Income
5,000,000



Investment in PT ABC Share

5,000,000


Investment in PT ABC Share
25,000,000



Investment Income

25,000,000
8. Account balances are affected by the occurrence of transactions, how to tests the transactions related to account balances of investment in financial instruments, either their real accounts which are reported in the statement of financial position or nominal accounts which are reported in the income statement.
The reliability of transactions can be tested through vouching the entries in the account balances, based on sample testing, either to the debit entries or to the credit entries.

9. List the possible audit procedures for the test detail of account balances for the investment in financial instruments.

Test detail of account balances for the investment in financial instruments may involve the following audit procedures:

a. Recalculating the investment revenue earned.

b. Determining the appropriateness classification of held-to-maturity securities, trading securities, and available-for-sale securities by checking to:

b.1.
Documentation of management’s stated intention of investment.

b.2.
Consistency of management’s actions to the stated intention of investment.

b.3.
Management’s ability to hold debt securities to maturity.

b.4.
Written representation from management confirming the proper classification of securities.

10. List the possible audit procedures to evaluate the appropriateness of presentation and disclosure of the investment in financial instruments.

The appropriateness of presentation and disclosure of the investment in financial instruments may involve the following audit procedures:

a. Determining the proper identification and classification of the investment in the financial statements.

b. Determining the sufficiency of disclosures concerning the valuation basis for investment, realized and unrealized gain or loss components, related party investments, and pledged investments.

c. Evaluating the completeness of presentation and disclosures for investments in the drafts of financial statements, i.e. using checklist for the main things that must be met in reporting the investment.

d. Reading disclosures and independently evaluate their classification and understandability.  
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