Financial Statement Assertions and Potential Misstatements
The table below lists potential misstatements that could occur in each financial statement assertion within an accounting application, together with related control objectives. This list is intended as a guide to the types of risks that may relate to the PERCV elements.  
	Assertion
	Potential misstatement
	Control objective

	Existence or occurrence
	Transaction-related
	

	
	Validity:

1. Recorded transactions do not represent economic events that actually occurred.
	1a. Recorded transactions, underlying events, and related processing procedures should be authorized by federal laws, regulations, and management policy.

1b. Recorded transactions should be approved by appropriate individuals in accordance with management's general or specific criteria.

1c. Recorded transactions should represent events that actually occurred and should be properly classified.

	
	Cutoff:

2. Transactions are recorded in the current period, but the related economic events occurred in a different period.
	2. Transactions recorded in the current period should represent economic events that occurred during the current period.

	
	Summarization:

3. Transactions are summarized improperly, resulting in an overstated total.
	3. The summarization of recorded transactions should not be overstated.

	
	Line item/account-related
	

	
	Substantiation:

4. Recorded assets and liabilities do not exist at a given date.
	4a. Recorded assets and liabilities should exist at a given date.

4b. Recorded assets and liabilities of the entity, at a given date, should be supported by appropriate detailed records that are accurately summarized and reconciled to the account balance.

4c. Access to assets, critical forms, record, and processing and storage areas should be permitted only in accordance with laws, regulations, and management policy.



	Completeness
	Transaction-related
	

	
	Transaction completeness: 

5. Valid transactions are not recorded.
	5. All valid transactions should be recorded and properly classified.

	
	Cutoff:
6. Economic events occur in the current period, but the related transactions are recorded in a different period.
	6. All economic events that occurred in the current period should be recorded in the current period.

	
	Summarization:
7. Transactions are summarized improperly, resulting in an understated total.
	7. The summarization of recorded transactions should not be understated.

	
	Line item/account-related
	

	
	Account completeness:
8. Assets and liabilities of the entity exist but are omitted from the financial statements.
	8. All accounts that belong in the financial statements should be included. There should be no undisclosed assets or liabilities.

	Valuation or allocation
	Transaction-related
	

	
	Accuracy:
9. Transactions are recorded at incorrect amounts.
	9. Transactions should be recorded at correct amounts.

	
	Line item/account-related
	

	
	Valuation: 

10. Assets and liabilities included in the financial statements are valued on an inappropriate basis.
	10. Assets and liabilities included in the financial statements should be valued on an appropriate valuation basis.

	
	Measurement: 

11. Revenues and expenses included in the financial statements are measured improperly.
	11. Revenues and expenses included in the financial statements should be properly measured.

	Rights and obligations
	Line item/account-related
	

	
	Ownership: 

12. Recorded assets are owned by others because of sale, consignment, or other contractual arrangements.
	12. Recorded assets should be owned by the entity.

	
	Rights: 

13. The entity does not have certain rights to recorded assets because of liens, pledges, or other restrictions.
	13. Assets should be the entity's rights at a given date.

	
	Obligations: 

14. The entity does not have an obligation for recorded liabilities at a given date.

	14. Liabilities should be the entity's obligations at a given date.

	Presentation and disclosure
	Line item/account-related
	

	
	Account classification: 

15. Accounts are not properly classified and described in the financial statements.
	15. Accounts should be properly classified and described in the financial statements.

	
	Consistency: 

16. The financial statement components are based on accounting principles different from those used in prior periods.
	16. The financial statement components should be based on accounting principles that are applied consistently from period to period.

	
	Disclosure: 

17. Required information is not disclosed in the financial statements or in the footnotes thereto.
	17. The financial statements or footnotes thereto should contain all information required to be disclosed.

	
	Transaction-related
	

	
	Segregation of duties: 

18. The entity is exposed to loss of assets and various potential misstatements, including certain of those above, as the result of inadequate segregation of duties.
Note: Segregation-of-duties controls are a type of safeguarding control and are often crucial to the effectiveness of controls, particularly over liquid, readily marketable assets that are highly susceptible to theft, loss, or misappropriation. Such controls are designed to reduce the opportunities for any person to be in a position to both perpetrate and conceal fraud. The lack of segregation-of-duties controls may be pervasive and affect several misstatements.
	18. Persons should be prevented from having uncontrolled access to both assets and records. 


*Source:  GAO Financial Audit Manual Volume 1
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