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Arrc l i t ,  Ev idcr tcc rc f -crs t ( )  a l r - \ ' in io l r r ia i i t - rn obta i r red bv thc audi tor  so lhal  ! te  i - - ; i r r  . l r : r r r
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(b) Sul'f icienc.t 'rcfcrs to qufttrttutt of aurJit evirlerrce.

(c)  Applopr laterress re l 'ers ro qua[ i t l '  o t 'audi t  cv idence.

(a)  Degree of  r isk of  r r r is .s tatcnrent .

(b) ' l ' l rc  rcst r l t  o l 'ar rd i t  procedtr res i .e .  anl '  l raud & error  detected by aucl i tor -
(c) Materialitv of itenr.

,  (d)  Type of  in forrnat ion ar ,a i l : rb le.

,  (e)  Exper ience gained dur ing previous aucl i t .
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According lo '. I. !ntern!!__ 
-. Which is created witlr in client's organisatir.:n. Ful

sou rcc  f , f . I , t ' :  : \  ' r , , J  c . . g . . .  cop ies  o f  b i l l s  g i vcn  to  c ! . r : , r ' q r , i : 1 .1 .
l 1 ' I , employee's rvage sheets etc.

2. - f ,y1eftqg!- , ,  fhis or iginates outside cl ient 's organisat iorr .  l ;or

.  Types of Audit  Evidence
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I )iffcreilre bctryr:c rr
tr rrtcrnal ct I ixterlt :r l
[ . r  i r le  nce

lL-clirbiiii_v of
I lv idence

Consis tenc l  o f , .
Evidcnce

i , . ) , r  r  P t  !  r r

i \ ' . ' ,  I ' t  ' , ' , . '

- { ,
Pro.eauiesi;  . \"1'
obtain Evidence

l las is  Interr r : r l

I lettritty; : (, 'reaterl & , 
"t,, i ,",! 

rv it l t ir i
:  c l  icr r t 's  orgarr isat i r_. t r_

l i l  x tcrn:r I
; .
Ungu la t cs  ou ts idc  c l i e r r t ' s

,  orgarr  isat iorr .

Pu rc lu rsc  i r r v t , i ce .  l r : r r r k  s ta t c i t r c r r t>
j

: oiitsicte itre enriil,
: lvlore reliable

so operated

(c) Writterr E.viclenc:e is more reliable than oral er.. idence.
:  (d)  ln terr r . l  L ,v idencc is  re l iab le i f  rc latec l  in ternal  contro ls  are good.

1i) Tlie i, i , l i t 
"ui, l"r ' i . i , i ,uii l ,r"J it.ougt, .ri ir l i ." i i"uii. i  oiora;ir"renr narure..,houtcr

,  b"  consistenl .

Q.i) tf thcre is itte ortsistertcy amof rg dif l 'erent evidences relating to a single item, au4itor

,ir, 
slr..rtrld pcrforrn 

"d,l:!:?,:i:!!:ocedures 
to resolve inconsistency,.

: ri) 
feru!*" Compliance p.o""a,ii"i ii" p".r".r"a t" 

"i-,"Cr d;;ig"i"g,;t".ui;iigpt:::*!_ 
! effectiveness and corrrinuiry of I.c. sysrern. Audito; perfom-rs

lixontple

S'ource

Rel i t rh i l i t t ,

,  1r i ;  I r i ienral  e i , ic l . r ice i i

. ( [ r )  Ev idence ob ta ined
through cl ierrr .

(i0 .s
procedurg,

2=---"

( - )opies o l -  sa les i r rv 'o icc.  u agr
sheet

l r r i i t l c  t l r c  c r r l i r r

I  e l ' s  r c l r ab l c

gerrcralh,' rrrorc r i:l i irble thari iriiernal e uia",r".-
direct l '  through auditor is more rer iable than that obtained

cornpliance procedures irt respect of the followiol lowing assertions relating
l-o internal control system :

Existence - t l rar the intemalcontrol  
" ; iatr .(design) ,- :

Operat ing '  - t l ral  rhe I .C.too*y 
no,-./

- u
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/ \ r

r i  - r  l ,  { '
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1-.,.  ' , ' , t t  *1.. i

CIrb,r

.; 1r1)i1i'jh'lt tyl" : effectiveness

,  , \  {,1 f 
,  }. 'o 

: .  Conrinuiry ,.
+L-  ( . t i 'h l tJ \ f  ' \

; - that the internil ;;.a;;i ha; G;;
, throughout the period.

Substantive p.o."orr"i il p;;tor,n"a io 
-;ti"ri-"g1r[i"iJ".J,

"Sgi1.I 
an d va I i d i tv o l' I ranyg!_rensntrilhe.lgn,ggr. A ud i toi pe rforms

s u b sl a r l t r vEprdrlF€.*r-re s pect o f fo I I o w i n g a s se rt i on s re I a t i n g to
data produced by oct:o tttrting system:

raiiiiu,iii"i . ij,"t " 
tii"taiiio" is iecoraea in ir'" piope. p"rioJ

: at. proper amount.

Presentstion
emd disclosure

A;i G'n i; ai;;lo';4.;ii'iineJ 
"na aiJCiit"a o.,

V
{ t lY '

A,JI {-,,1',.,,r i 1,., ' ,

11g.;r, \11"u, t-oft'

, .  i .  r

. t , t  t . \

It,t

per recognized accounting polices and relevant
statutory requirernents, if any.

Contpleteness , ft.r"t ttr"i" ir no ,,niclorclcd asscr or liabilirt)' ()r

\.r CJr ( | r: $rr f , transact ion

, Occurrencg r,i r\", T'hat a transaction or event took place rvhiclr
' 

\ \ pertairrs to the entity during the reverent period.
', Valuetion : That an asset or l iabil i ty is recorded at an

i ; appropriate carrying value-
'  Exis tence ,  th i lan ur i " t  L*  i iau i t i ry  ex is ts  at  g iven daG.

R,igkts and , That an asset is a right of the entity and liabitity is
- obligotions

I
-

an obligation of the entity at a given date.



F.
F
bt
\

\

\

l i , t y i t '  r ' t t r t i . ' l , i s  i t ,  . t ! i , rg  __

; \UDl I-  l l t { )Ctr. i - } t  r i { t ,s
I
t .*

i 9

( t . tntn l i ' , ' "

. - . ' , . . - . ,
' l 'o 

tesi

i r . t ! a  i

: :  i  I .

e  l l c c a t v c i  ,

' 1 " ' '  I  u '  '
. , _ , . , r g i ) e ( l

' i n < '
'  ' '  

l : )

i  r  r lo r rg l to r t l

r f  . 1  r a  , !

) r
i '  ' .

l ' h r

{t4

Analvt ica l  rcv ie l r
i .e . . .  anal - " -s is  o1-
ratios & trcrrds.
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S u bst a nl iv e Jtroce d ure

- l 'o  
l cs t  c i t t t t l l l c te t ress-  Ar {  r i ,a i ( ; . v

& r 'al idi t-r '  ol- r lata pn' i i i r i i - , . ,  i , ,r

i r c c ( r u i l l i n g  s \ s l ( ' n t .  l i  . r i :  i : .
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test ing

ba lances

(v9g!-c-11!9n) . Ll
\'r\r\(, O*.'i 'rt"l. t tit ,Ivt',t' .ni,, f"i' ' ' '1'^'-' :l d";' u'

(  orr rp l ia t rce & substant i t 'e  proccdt t rcs arc pcr f t t rnrcd b;  fo l lo*  ing r t rethods:

I " I1sy.e9liott-

2" Ohserviliort :

\ {r ' i  l ' l  \  t :  ' \
J ' -  I

. , i  :

'  -1. Inquiry ,,tri , (i1 Inquiry cotrsists of seeking appropriate infbnnattcn 'r"rtr

j- Cittfi inntion r,|i.r knorr leclgeable persotrs inside or otrtside tlte cntity-
{ ! L '

.  - .  )  . . ,  t t l i i )  ( ' on t l nna l i on  cu r r s i s t s  o f  t l r e  responsc  l o  a r l  l t t qu t t } '
- t - ,  

l \ ' l r  
'  

l '  ( i i i )  [ :or  exenrple,  the:  audi tor  rec lucsts conl l r rnat ion o l ' rcceivaLi lcs i lv

: direct conrnrunicaticln rvit lr debtors'

, i. Ciiiitoti'ii1r- ll compuritio,r ioniiitt oi-ir""[ing iir" oiitttnt"tical acluiuCy ot-n," til ] ' 't'

, ":lo_l _t, 
i. A"oiiyiiiif . Anutjtl"ol revievv refers to studying signifrcant ratios anr-i {;r r:il:; ..lrii1

', Review : investigating unttsual flrrctrrations'

\rlstl 
Y)

*,'\l ur 1 ,,-"
\,. 

- ''y.j,t i,,,r .

I i irp".t ioi, .unriit i  oi examining records, doctttrtents or taltgibl i ' . f ,- i 'r,:

Four tvpes ol-documcntary evidence are:

( i )  docume ntarv ev i t le t lce or ig inat i r rg f rot r t  a t ld  held by th i rd n; rn i ' - '  .

( i i) docurnentarv evidence originating front third parfy anrl ht:i ' :  ' '" \ ' i \1:

e r r t i t y :

(i i i) docurnentary evidence originating from the entity and he'i i l  lry thirr,!

parties: and

(iv) docurnentary eviderlce originating frorn and held by the ': lrt i t i

( i )  Observat ion cot ts is ls  0 l '  $  i tncssing a process or  ptoc ' - ' - i : ; ; '  ) r  i r r i '

perforr-rred by others.

( i i )  For  exarnple,  the aui i i tor  nray observe t l re  count i r rg r t f  inr , : ' r i , ' : 's
I Lrcing perfornted by client's pcrsonnel'

t /

,  : T T

I
.  ' r l r  s .

,\ 1.,''i .  r
" l f.'
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i \ l een ing  
' ' r \ r ra l l t i ca l  p r ( )ce(hr rcs '  n lcans  the  l rna l l ' s i s  o l  s ign i f i can t  r i l l i os  a t rd  t re t rds ,  inc lud inu  t l t .

i r r '  c> t iga t io r t  o f  i l t r c t tu t t i r l l t s .

N ' , t t ' t . c  t t l '  r \ r r r l - r t i c a l  p n ) c c t l r r r c s  i r r e  l u J c  e  o r l r F n r i s , t t t .  , , l  l l t c  c r t t i f r " s  l i r t a r r c i a l  i r r l i r r r r t a t i o n  r r  i l l r

Ana l l ' t i cu l  l t ' l l . r v i nq :  
r ,  ? ' l  (Y  

/ h  , r  -  I
procc6rrres '  f ,brnparable irrf irrrnation for prior l .cri t 'ds / .Jr1rr.,r ,), '  r  1\, *: t t  \  :r1ri l  j

- .  v J  I  I

.  Anl ic ipr ted rcsr t l ts  sr tc l t  ; ts  t -1 '  '1 tSf^b j  0 :u&. ,1 
-ex 

i  
r -  r^  o l  r fu : , r  

J
r  I r redic t ive est iura les l . r re l taret l  l r r  t l rc  t rudi tor . -sucl r  as est i rn i r ! !crn of  dep.rct ' i l t t i t r r t

'  I r t t l t ts t r ia l  t rerr , l i f ,J , r r r . ' \ -1 ' - ;J  I  c '^-  f lo+t"  "F J

L j s c o f A I I I ' . \ n a | y t i c a l p r o c e d t t r e s a r e t t s e d -
-  

!Y - , : ' , ; : . i l  . ,  Q / " " , J r , , r  
( i r t  l n  p la r r r r i r r g  t l r e  n : r t r r r . ' .  t i r n i r r q  i i n r l  c \ t eu l  , r f  o l l t c ra t t d i l  p roec , l r r r es  \ J1 -

- - -  \ ) v \ ' ' " ' -  -  r ,  1 .  . , t  t t r )  aS  a l r  ove ra l l  r e i , i c$  , r l ' t l t e  f i l r ane  i r r l  s t r r l c t t t c t t t s .
+ Q' /U. ' l  t t  [ l '  t^ '  '  "

STI \GE- l  In  .  ' fhc 
audi tor  should apply arra ly ' t ica l  procedtr res at  t l re  p larrn ing stage tbr

Planning the l l t r r l i t  unclerstancl i r r r . r ,  the brrs iness and i r r  ident i f 'v ins areas of  potent ia l  r iskPlanl ing thc l r r r r l i t  unclerstancl i r r r . r ,  the brrs iness and i r r  ident i f 'v ins areas of  potent ia l  r isk

{ . , r r  t  i '  : / " , "  
'u  

.  i  r r ' .  [ t  uses both f inaucia l  arrc l  non- f l r rancia l  i r r fc l rnrat ion.
N { '  \ ' ,l  \ ' \

STAGE-2 As 
r l le rnay use ARP at this stage as a rneitn to obtain extra evidence relating to an item.

, Substantive Wlren perfornting anall ' t ical proceclures as substantive procedures, auditor rvil l  neerj

i  
{  

.  ,  ,  procedt t res to consider  rvhcthe r  to  re ly  orr  rest r l ts  of  ARP or  not ,

{ .  _ _
STAGE_3 In .  .  He should apply analyt ica l  proceclures at  or  near  t l re  end of  the audi t  whi le

overall revien' at... 
i :::] i l [: ;; i :" i[ l*:Jt" 

f inancial staternents as a rvhole are consistetrt with his

t h e  c n d  o f  l l r c  a u t l i l  '  
" "

, ,  r^  i { i : / . r . r . , . . i .c .  i ; ; r i - \ - ; t ; )  
'  In  some cases.  t l re  audi tor  rnay ident i ly  areas rvhere fur lher  procedrrres should be

i  1 
' "  

aPPl ic t l  hef i r re re Port ing '

'  
Extent_o[*r -c l i4 'ce The appl icat ion of  analyt ica l  procedrrres is  based on the assunrpt ion that  re lat ionships

q! AB"P 
' anrong data exist :rnd contitrue'

, Tlre exterrt of reliance on the resrrlts of analytical procedures depends on the following

fa c I ors:

(,a) Moteriolitl: s1 tlte itenrs irtvolvcd. For exa:npie, when inventory balances are

r later ia l  t l rc  audi tgr  docs r rot  rc lv  onl r  t tn  arra l ; - t ica l  procedures in  fonning

cor tc  lus ior ts .

(b\ other oucli l proL'edurc.s applici l for t lre sarne audit ob-iectives:

(c) Accurtu-1r rvith rvhich the expccteci results of analytical procedures can be predicted.

F6r 
",iun1ple, 

t lre auditor vvil l  place greater reliancc irr comparing Pross profit

margils f iom one rrericld to arrother than in cornparing discretionary expenses. sttch

as rescarclt or advertising: and

(d) as.ressrn ent of inherent snrl conlrol risks, for exarnple, if internal control over sales

order prbcessing is rveak, then auditor would consider adopting more substantive

tests rather than ARP onlY-

Unusual
fluctuations

Wiren ARP identifu significant
infornratiorr, the aLiditor should

f luctuations which are inconsistent rvith other

pertbrrn extended procedures.
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\lu,**., rv; ob{
fnaq "Jl :  , l  lv 'o

{.ufr^"i .l e' f't - \  \
, , J ! \

\l r\o- t' 
t '. '

\Ieuuirtg .  \ ' l a tc r i l l  i t c rn '  r t rc  l l r r ' , se  r r ' l r i c l r  t t t r t t  l r !  t . ' i : l  t l i r :  j r : i i g t i ; r r : ; i i  c l

r t sers  o1 '  { l r ra r ic i  l r l  s t i l t c t l le i l t s .

'  I t  r n a )  b c  q t r a r r t i t i r t i r c  /  q t r a l i t a t i v c .

depcrtds ttyrttrt '

a

a Statut r r r ;  pror  is ior ls^ t ' l i

I trr .rrn 
-txrt lr  

poitrt  tr f ' r ' icr 'r  s

'  I r t t i i r  idua l  Ace ,x r t r t  a t tc l

"  ( J v c l a l l  l t r l t r t c t t t l  s t l l l c t l l c l t l s .

, lu t l i tor  s l tould I  .  Deternt i r l ing N' f  E of 'audi t  proccdt t r ts :  r t t tc l

consider ). E,valrratins cfi lct o!-rnisstatenrerrts.
noteriolit-t' *'lt ilc

' 
Relotiott Inve rse relationsltip betu'ccn Degree of'Atrclit Ril l i  ,r: ' , r ' ' ,1;1s1 ';;r '  i- '

r l t l i t v  
l e ' c l '

Rcasott Gcrrera l l l  .  tnana[- lenlc l l t  i  ernployccs dotr" t  co l ] i r i1 ' l  r , : i ! r ' r  "  
"  

i , : : \ t

v l r lue i terns.  N' loreover .  as a get lera l  pract icc,  au<j : r ' "  '  . :  '  '  ' l  
"

va lue  i t e rns  i n  de ta i l .  l ' h t r s .  i t  i s  l c ss  r i sk l ' t ha t  h i l i r  ,  r : ;  I  '  . , "  r r i L i

L ' r ror  ntav not  be delected '  T 'hrrs  h ig l r  rnatcr ia l i t l ' !er '< : !  l l l ; rv ' : ' t  : l i id l t

risk at lorver degrcc. I ' lencc. inverse relation.

.  Audi tor  decic les upon nrater ia l i ty  level  dur ing p lanning stage lv l r ic i r  ! !1 . r ]  i :e  t : i t t r i t ; ied

during progress of audit. lt rnay be increased/ clecreased ftrr specil lc rl i l ' 'rr ' :r:rf

.  I f  ARP indicates rn isstatements.  audi tc l r  s l rot r ld  adopt  other  procedt i ' ts  t t ' ' : , ; f . i l l r l t [ i :  11.

y t t L . l t

I
I  t D \" l l r"

S i z c , r { l i r e u r :  I  (  l , , r - 0 ,  t l r r . l  )

N a t u r c o l i t e r r t .  {  u t i , 1 " . ' 1 1 \  ,  - J r . i ' ; (  \

I'Iulcriulit-t, tut he
ct, ttsidc-rcd

?4. i ,

i . : j :

; t i l . r  .  ' '

1
I
I

( ' * ,
A  . .

. ' ! - l i r

,  \ ' i '

t l t '

l l t r

l , !  i "  i q  r s l t

. r ' ;e rns  t l y

a t

.  t ' l  t : ( - l

: ; r '  r  l t ! U l l l

i":;,,,i;;;

If Agclitor conclucles that aggregate uncorrectetl t l t isstatctltcnt arc rrtatc'rial

I
Y

. Specific t l isstatetrletrts identif ied by Auditor +

' Uncorrected misstatenlents (not identif ied) +

. Net effect of uncorrected misstatenretrts identi l ' ied clurlng,

p;ev ious ycar 's  at rd i t

IVlanagemcut refirses

J
Q,rra l  i f icd/  adversc t rp in ion

Ask Managetnetit to ad.itrst f irrancial statemcnt

Managemettt does

J
o. K.
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l-et1er issrred b-r' t lanlt gcntent.

l -e t ter  f l 'or r r  aut l i tc . r  cr , r r ta in inq i , r is  r r r r t lerstanding rvhich is  r l r r iv  acknorv le; l t r r , i  , i l l

conf i  r r r rcd lx '  t  i rc  lnani rgc l l tc l l t .

I t  should bc adcl re ssed to Aqrdi tor .

I t  shorr ld  bc dated ar td s igned l ry  proper at r thor i t l ' .

Date of MRI- shoLrld be earlier t ltatr,/srtme as clatc of audit rel)()r1.

For spccific transaction, there rlal ' bc separate managemellt reprresentaliotr letters;

f )ncumentat ion

Refusal by Management :

[ -
Managgment prov ides

i
O . K

(  l :ar  r . i , ,  l ro l  I r rvesl r t tent)

. He slrotrld rrse lris professionul jttdgernent to decide tlte arclts in rvhich it/1i.1 r.

requi red.
. Managemerrt Representation shotrld be in x'rit irtg.

. Auditor shotrlci seek corrohorolivru eviderrccs.

. Evaluatc its reosonobleness and cotrsis(ency.

- N,lanagenrerrt Representation shor-rld lre provided by rvell infornted persons"

. Managenrent Representation Lettcr cnrr't be substitutel for otlrer audit evideric.r:s.

. Hgwgver, somelirles i j rng be onl-v evidetrce,

Of both 
:ypes 

of Management Represetrtatiorl l-elters,

Auditor asks for MRL

-t
I

Managcrnerrt Refuscs

i
I

Audi tor  should h inrsel f -prcpare h is  understarrd i r rg wi l i t  a

managonleltt to acknowledgc thc sarrle

i
Management acknowled ges

I
o. K"

Management rcfuses

I
Linritation on Scope of' u't 'rrk of euditor
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) i 1\  1{ !  -  EXTERNAL CONII IRNIATIONS

! ; i

l ' r r t  , :

| . , .  i  r i e r l t a l

t  u i r i , r  i t { ; r t i ( r l l s

I t  is  the { ) r ( )ccss o l  c 'b ta i l r ing arr t i  evaiuat ing audi t  cr  i t le t tce throug. l r  r t  ' - i i l ' r : ' : t

cr t rnnrr t r r icat iorr  l i r r rn a t l r i r t l  par tv  i r t  rcspot tse to a ret iuest  f i r r  in lbrr t ta t ion at rot t l  a

par t ic t r lar  i tcrn.

.  Sc l , - ' c t i ns  t l r c  i l cn r )  l i ' r  u l r i c l r  co i t l i t r t t r t l i r r l r s  i r l c  r t ccJ t , l .

.  l )cs igrr ing r l rc  tbrrn of  thc cc,nf innat io l t  requcst .  |  !  
'  ,  :  '  '

'  Conrrr r r rn ic i r t i r ig ,  t l tc  co l t f i r t t ta l ion ret l t test  1o th i rc l  par l r ' .

'  Obta in int  response f rorn t l r i rd  prr t l ' .
.  E,valuat ing thc i r t ibr rnat iorr  or  abst- t tce t l f 'conf i r r r la t ion.

.  l ) c l r t o r b l r l i r t t c c s :
'  Crcdi lc i r  balar tccs:
.  - fe  

rnrs o l - : igrec lnut l t  or  t rnr ts l .c t i r ) l ls  \ \ ' i t l l  t l r i rd  par t ie  s :

. [Jank IJalarrcc artd other irtf i trrrtaliorr fronl bankcrs;

.  Stock held by ' t l i i rd  par l ies.  '

. Propert-r, t i t lc ciccds helcl trv t lr ircl parties:

.  ln l 'estn le nts l )urchased b i t t  c le  l ive rv  not  takei t ;  &

' I larrk k'rans.

Er lernal  c t r r r l l r r r r : r t igr r  rnay be rcqrrcstet l  c i t l rc l  a t  t l re  balar tcc s l rcet  c lnte or  { ls  i t t  a t t \  ' ) l l ! (  r

date c lose to the balance sheet  datc.  I lcspondents rv i l i  be nrore rv i l l ing to a conf i r t t la ' l r t . - , r r

reiuest conta i r l l  n g niatrageltent autlrorf z-ation,

Positive , lt asks the resporrclcnt to lggty,to the atrdilor in all cases either bi '

confirnnliott indicating the rcsporrdent's agrecment/ clisagreetnertt rvit lt t lre giv<,:r

reqyest , 
inforrnatign, or b1, askirr,g the re.spondeql to fi l l  in inforlnaf ion,

Negative , lt asks the rcsponclcnt to reply-only_i11-t-!t-e" C.oS!! -o{ di-sag1-e.enrerrt ir"itl'r
'  confirnrotiott t lre inforrnation providcd irr the request. Ncgative cottf irrnation reqr-lcsl

" . : :  i i  l l i ' f e

i

l : r -  i

,  r l r ( ) I t S  t l l : t Y

[ ' i r ' : , , ,  j  l ' , .1 . tc rna l

t ' r i r r i  r r  r ' l : l l i 0ns

i . :  ,x€i i , t r  ancl

| r r  ; .  i l  i '

( lsr tr  i ; r ' tn:r t ion
f l r  i : , ' . 1 . . :

[ ' h , . :  ' ,  t , ' r ' i s t i cs  o f
! o . E " ' t . , r l r ! t t t l s

I  hc t ' \  (ernal

c{)nf i ! ' Inat ion

[r l -{)(t} i :S 
-

c( ir l is ldcrat ions bY

: r r i ( l i t0 r

re{Juest sliould be used rvltetr:
. inhcrent and corrtrol risk is lorv;
.  a  large number of  srnal l  ba larrces is  involvecl ;
. a substantial nun.rber of errors is not expccted: and
. it does not appear to the auditor that respondents rvil l  disregarcj

Rcsporrdcnr',  . . , ' , , , . , . : l , i ' i : :Tff i : ; ."ctc'ce .f fect the rcl iabi l i t ' .  of eridcrrcc. Tlrtrs" thc
confirrnatiorl rerluest shoLrkl bc addressed to appropriate indivit jual.

.  T l r c : r r rd i ro r  s l r t r r r l J  n ra in t r i n  co l r t r o l  o r c r  sc l cc t i on  o f  f l r i r t l  l t a r t i c s  f o  t t l i o t r ,  t

request rvil l  be scnt. the preparation artd sending of recluests and the rcsponses to

t l rose reqt icsts .
. I le shoulcl cnsure that he directl l '  scnds out the cont' inrration requests. the requests

1rc propcr ly ,addressed and that  l r l l  repl ics and the uncle l ivered conf i r t -nat io t ts  are:

dc l ivere<l  d i rect ly '  to  h im.

" Fle shoulci perform alternative procedures if no response is received to a positive

extemal con flrnration request.
' The auditor slrould consider r.r 'hether cxterna! confirmations appear to be unreliable.

- Fle shoulcl trlso consider the causes of inconsistency revealed by external

eonfirrnation. ifan,v.
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N'tr:tn:rgcntent
Reques ts

tll Ltuttinl;

IJ he ugrees

I-f h<' rloesn't
(rg ree

I t ' l i t r t l i t , r t  \ \ i l l t t s  t o  c t ' t t r t l n t r  cc r ta in  i r r f i r r r n i r t i on  l r i l l  r r r a r ragen r r : n ! .
re( lUests l l te  i tL I ( l l tor  t t t t t  lo  r l t t  so.  l re  s l ro i r ld  consKlcr  va l r r i r tv  o l  groul rds
fbr  sucl t  e  rcr l t rcst .  I le  shoLr ic i  usk t i te  r : lanag)el ) rcnt  l , r  suhrrr i t  i ts  ret l i rest
i t t  a ' ivr i l ter t  fornr .  a lot tgwi t l t  t l re  reasous i 'or  s i rc l r  r r : r r lucSt .  l le  s l r l i . i ld
r i ta i r t ta i t t  d t tc t t t t te t t ta t ion o l '1 l tc  requesl  ruadc t r ' ,  t l rc  rnrrnat lcntet l t  a lo l t r l
r r ' i t l r  t l re  reASons g ivcn by the r r iar r : rgcnrerr l , .

I { ' l rc  r r r : rccs to t t t l t t t i t ' , le t t rcr l l  lc ( luusl  nol  l r )  iuek ur tern l l  corr f i r r r rat iorr
regar t l i r rg a par t icu lar  ntat lcr .  t l rerr  appl l '  a l tcrnat i r 'c  1rrc ,c , r ,1ures io  obta i r r
suf l lc icnt  appropr iatc  ev idcrrccs.

l f  t l t e  : r t r J i t t r l  ( l ( ) cs  t l o l  acee  l r t  t l t t '  r  r r l i c l i t r  o l  r n l r u r - - cu rc r r t ' s  r cqu r , s t  l r r r d
is  preverr le t l  f iorn ot r ta i r r inq c, . r r r f i r r t rat i t rns.  thcre is : r  l in t i ta t ion on tht :
scol )c  o l  t l re  audi tor 's  rvork.  l le  s l rould consider  thc possib le i rnpact  : r r r
t lre ;rtrclit r-e por1.

I

I

oBJECTIVE' tYPE QUESI- IONS

Comment  on whether  lb t lowing i l rc ' f ruc or  l ia lse

(  l  )  l lv idence should be sul l ic ier t t  and appropr ia le.
'I ' ttt l l l  + Auditor should obtain suJfit ' icnt & Appropriule evicicrrce. Sufficiency rcf'ers to quanlufl l oi audit

eviderrce. Appropriateness refers to cluality of audit evidence.

(.2) Auditor should consider consistencJ" of evidence.
'I ' l{tJ[" O The audit eviderrces obtained tlrrough different sources or of different nature should be con:i:. i trrrt.

If there is inconsistency among different evidences relating to a single itern ,auditor slroulci
pertbrm additic'tnal procedttres to resolve ittconsisterrcl '.

( l) (- 'unrpliance proced u re is u ndertaken to check transactions & balances. I n\u l o \ f ' ' : '  ' \"r 'r L. "

IrAl.SE * Conrpliance procedure is undertaken to clreck desigrriug, operating efl 'ectiveness and continuity of'
internal cotttrol systems-

(rl) Substantive procedures lre carried out to check data produced by accounting system .

T'RUE + Substantive procedures are undertaken to check corrtpleteness, accuracy and validity ri l '  data
produced by accounting systenr i.e., transactions and balances.

(5) Auditor nlay use analytiurl review procedure at planning stagc.
'| ' I{UE + The auclitor should apply analytical procedures at ;rlanning stage for understanding the trustnoss

( ( r )

and in iderr t i f i ' ingareas ot 'potent ia l  r isk.  l t  usesboth f inancia l  and non- f i r tar rc ia l  in forrnat iorr

N{: r ter ia l  i tcnrs are < ln ly  qu:rnt i ta t i l 'e  in  nal t t rc .  r  ' t  r  t  
l - . \  

' " \ ' " 'n

p'ALSE + Material itcrns are those which nray influence the judgenrent of users of f inancial stlrtentcnts. it

tnay be qt rant i ta t ive and qual i ta t ive as ' " r 'c l l .

(7) ' l ' trere 
is inverse relation between materiality & audit risk.

I ' l fUE + Generally lnanagemellt /employees don't comrrrit f ioud in lr igh value itet-ns. Moreovr;r. ds a

general practice, auditor checks higlr value iterns in detail. Thus it is less riskv that high value

fraud and error may uot be detected . So, high materiality' level leaves audit risk at lorver clel:,ree"

(8) Nlanagement representation letter can be of trvo types.
'I 'RUE + (i) Letter issued by managetnent

(i i) Letter front auditors outl ining his understanding. which is duly acknowledgcd and etnfinned

by thc Inanagenlent.

--ata.&-



Chapter 3
Prcparation for an Audit

3.1 AUDIT PROCESS

( l )  A .ud i t
Pror:ess at a
g lance

I ElLglggllgrt of Auditor.

7. ALrditor Obtains know|9dg9 cll_.li"nt'. !usines1

3. Forrnulation of audit plan & progranr.

4. Determining NTE, of sr-rbstantive procedures-

5. on the basis of results of complilncg_ryocedures, perforrning:\b*_tLu:g proceclures

6. Maintaining working papers.

7. Forrnulation of opinion regarding financial statements.

8. lssuarrce of Audit Report.

(2) Audit (i)
f 'rocess (stage i
vr'ise) .

Stage l :

P lanning

( i )  Fonnulat ing overal l  p lan based on knowledge of  c l ient 's
Business.

(i i) Prcparing detailed audit progranrs for every aspect to be
covered in Audit.

I
a
a
t
I

a
I

a
I

I
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t
C

a
t
I
a
I
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I

I

I
I

t
I
I
I
I
I

I

I
I

I
I
C

I

t

1 r ' , ," 0i: \  .  r: Stage 2:

Performing
procedures &
obtaining
evidences there
from

\
(i) Exarnining systenl of intenral controls by performing

compl iance procedures.

(i i) Based on above, determining NTE of substantive
procedures.

(i i i) Conducting vouching of transactions.

(iv) Perfornring verif ication of balances.

(v)  Ensur ing appropr iate d isc losure of  in fonnat ion.

(vi) Exarnining forrn & ct-rntent of f lnancial statements.

(v i i )  Analys ing s igni f icant  rat ios & t rends.

)  
t "

q \

) \i I

r  t ! \ ' \ t ' l l
' ' \* i

( i i i )  State 3 :

Concluding &
Reporting

(i) Fornring conclusiorr on tl-re basis of evidences.

(i i) Providing report on TrLrthfulness & Fairness of f inancial
statements on the basis of conclusions.

(iii) Ensuring that report coniplies with the statutory requirement,
i f  any.

(iv) Communicating the Report to the appropriate authority.

I
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' f  [ . [{ l ! tS OF AUDIl '  t iNGAGEN'IEN't

r (.'nt ( ' l i c n t  a n . l  , \ r r d i t , , r  s l t o i r l t l  a S r e c  u n  l c r t t t s  t t f  e n g l , q e r r r . ' r r 1

cr rgagernent  l c t tc r .  t t t  a ro id  an1 '  n r isunders tand ing .

Auditor shotrld serrcl arr eltgatlclnLrnt lettcr. prefcrabh bcft-trc cotl lmenc(mertl, oi

engagernent.

- f h e o b j e c l i v e o f l h e a t r d i t :  
t e  S t a ' t ' ' ' ' \ l ' t t l  , ' r ' 1 , !  - \ " n l  i i  '  ' ]  Y  r i - i ' r i . '  i r i ' ; l i \

V t  
r , ,  t l  4 i \ q 4 : . (  t ? l { , r l [l ' l re  scopc o1 ' t l te  at rd i t : ' )  , i - r , r r , :  i  1  i r " . ' .  f '1" ' .  \ )  L l

N,lanagernertt '  s respon s i bi I i ty for the fi n ancia I staternents:

lv lanagemcnt 's  rcsponsib i l i t i ,  for  se lect ion and consistenl  apl l l icat io l l  o l :  a f l r l ) i , t ' la le

accounting polic ics: y. C-g"'.\ i c-( 4 \Lrr-

Management's re sponsibil i t-v for preparatio' of the financial stl i tetnertts ot: it ; ' '"t;rtrq

concern basis,

Management 's  responsib i l iU* for  rnaki r rg reasonable judgmcnts and esi i rnates:

Managenrent's rcsponsibil i ty for the rnaintenance of adequatc accotrntinp, rccil- i is

and internql  corr t ro ls :

Unrestricted acccss t() records 1_d 
do-cgry941ation:

The fact that due to (l) the test nature of an audit, (2) persuasive rathelihan

conclusive nature of aLrdit evidence. (3) involvement of judgement and (4) irri l<'nt'nt

l imitations of any, accounting and internal control system, there is an r:tra"'rieJlhlr

risk that even sonte material misstatements may remain undetected; &

Thc fact that the audit proces-" may be subjected to peer review' (

Pi;;;;.;il;;;;i'

' reasonableness of such a request.

O I

2 .

Pr t  n t l i r ; t i  c { )n te l l { s :

D [  [  r - ' 1  a l t r r "  r ' i
L  t ' ' i
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F.; tv'q ̂ qr.\l rt,\ ,l ir fle'"

/ ) l  r {r :"}  
' - r ; l f  

t ;  l / rp} 
' i l ' : l

, i  i r ' n  t ,  r  . t t u \ t l  Y { . \ i r : r
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i I '  i r ' h i , : ' , ,  ( , , " r . . r i , r ' ,  ' ; ' ,  l , t l l

.1 , , . , , ,1r  r r tL"1 0" ,  
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- t  1  I, '  \  _ \  r , . . , i .  . j 1 , ,  t
'  , ' - ' . l , t l  i r i t ' ; ' l  ' ; ' l

4 r l  : ! i i  i r tn l t r i l  Mat te rs

I

I

t

I

I

I

t

Expectation of receiving MRL. AfrVtt

Requesting client to confimr the terms of tlre engagelnent- t$\."oo-r fu{fl* 45Ury1 f\-!J'

Description of any other letters the auditor expects to issue to the client.

Fees and bil l ing arrangements. { l ' . 'r \ '  ;

Arrangements w,r.t. t lre involvement of other atrditors anc.l experts ancl internai

When the auditor of a parerrt entity is also the auditor of its subsidiary, bratrr:h r;r '

division. Auclitor shotrld colrsider Legal recluiretnents, independerrce of the managetn€Ilt

etc. to decide rvlretlrer to send a separate engagenlent letter to the component'

: _ ^ .
: It before compleung the engagement, client requests the auditor to change tlre

, errgug"r"nt to tne, ii,tri"t., prouiOlt a lower level of assitrance, he should consider the

auditor.

: I Atrangements to be rnade with the predecessor auditor'

Audit of
Conrponcnt

Recurring Audits Th" ;"Jii;. th",ti; consider rvhether circumstances require revision in ternrs

engagement or if thcre is need to remind existing terms of engagelnent to the client'

, ! ; i ; n i , :  t i t r

Flngagement
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I

. I  r t J  i  i  i  r tq  (  u r ,  I  .  i . \ . \  t t t  .uk  \ ' r .  i r : rp .  j

I l c  s l r o i i l r l  co r r s i dc r t l r e  r cc r i cs r  f l o r r r  c l i c l r t  1o  c l r ang ' :  i l r c  t ( r n l r s
I

-l
l lcascnable - f  ust i f ic l l , ion of  c l rarrgc

(  i .c .  to  change prev i t rus rn isurrderstancl  i  r r  g  )

J
Cl ie 'nt  ant l  r \uc l i tor  s l rot r ld  asree on
i' lcrv ternrs

Nt i  reason l rb le  , j  L rs t  i f  i ca t io r r  o f ' change

L

I  lc  s l rouldrr ' t  agrce t ( )  a  change r - r f 'e  r rut rgr : rncrr l
ani l  shotr ld  cont inrre rv i th  or ig inal  cnga: tcr r icr r t

t
I l -c l ie- r r t  c loesn' t  pcrrn i I  l r inr  to  conf i l t r r , . r

or ie inal  engagctnent

J
\ \ i i thdrarv and cousider  other  obl igat io i r

(i.e . report thesc circurnstances to ollrr:r

parlies l ike IIOD or shareholders)

4 (
A

-]

s

3.3 SAMPLE ENGAGEMENT LETTER

Vorr  l ra i 'e  ;cq i ;ar iad ihut  
" ; "  

i rJ i t  lhc bal rncc shcct  of  (Nanrc o l  the Ciompurr- r ' )  as at  J lsr  MarCh,  IXXX and the
relatccl profit ancl loss account and the (cash flc* statenrent) for the year endecl on tlrat date .

We are pleased to curfirm our acceptarrce atrd our understancling of this engagenrent bv means of this letter. Our audit
rvil l  be conducted with the objective of our expressing arr opinion on the l lnancial statements. We wil l conduct our
audit in accordance rvith the auditing standards ecnerally accepted in India and with the requirernents of the
Conrpanies Act, 1956. Those Standards require that we plan and perfornr the audit to obtain reasonable assurance
about whether the financial statements are free of nraterial misstatements.

An audit includes examining. on a test basis, evidence supporting the arnounts and disclosures in the financial
statctnents. An audit also includes assessing the accounting principles used and significant estimates made by
management, as rr,ell as evaluating thc overall f inancial st:rternent prcscntation-

Ilowcver, having regard to the test nature of'arr audit. persuasive rather tharr conclusive nature of audit evidence
together rvith inherent l irnitations of any accounting and internal control svstcrn. there is an unavoidable risk that even
some nraterial nrisstatenrents of f inancial statenlents. restrlt inq from fraud. and to a iesser extent error. if cit lrerexlsrs.
may renrain undetected.

In addition to our report on the financial statements, we expect to provide y,ou rvith a separate letter concerning any
material weaknesses in accorrnting and internal control systcms, rvhich might colne [o our notice.

The nesnqnsibil i ty forthe preparation of f inancial statenlents on a going concenr basis is that of the nranagernent. l 'he
management is also responsible for selection and consistent application of appropriate accounting policies, including
implernenhtion of applicable accounting standards along rvith proper explanation relating to any rnaterial departures
fiorn those accounting standards. The managemertt is also responsible for making judgments and estimates that are
reasonable and pnrdent so as to give a true and fair view of the state of affairs of the entity at the end of the tlnancial
year and of t lre profit or loss of the entity for that period.



{ l h r ; ' ' Prepurotictrt Jbr un Autlir

. i i t ' : r w : , 1 r t l i i s i b i i i i y o f t h e t r r a n a g c t r r e t r t a l s t . l i n c l u d e s t l t c t r r a i t r t e r r a n c c o 1 - i r t 1 c c 1 r t a t e

( . ( , i t i  : : l  , .  ,  . ,F , ' r , la rd ing  o t ' the  assets  o f  the  company and fo r  t l te  p reve t t t i r tg  a r td  t l c tc t : t i r r : - '  f i r r r r l  , r .  r r t l r , - r  t i . ' o r r ; " '  t ' s -

.As  r i , r ,  .  ; : i  p foccss .  wg u , i l l  reques t  f ro rn  managetnent  wr i t t c r l  con f  l r l r l l i t i o t t  c , r t l cc r t i i t l q  r ( l ) ;u ' i ( i l : l l l i ( r r r \  l ] - i , " ( i c

21)

; i ]  i ,  wi th the audi t .

lv i te  ) ,our  at tent ion to t l re  fact  t l ra t  our  audi t  process is  sr r l r . icct  to 'pecr  rev icu '  t rnr lcr  l l te  ther lerec l

l )atr:

I) lac.tt

Accognl i i ! r ' lq  ,4r : r  1949.  Tf ie  rcv ie rver  rnay eranr inc our  u 'ork ing papcrs c iur i r tg  t i te  cot t t -se o{ ' t l rc  pccr  rcv ierr ,

lVe look i , r twi l rd to fu l l  cooperat ion r r ' i th  vour  s taf l -and we t rust  that  t l tev u i l l  r r rake avai lablc  t "  t ts  u l t l t tcvt : r  r i :corJs '

t locurncl t l t ion and other  in fonnat ion are requested in  connect ion rv i t l r  o t r r  a t rc l i t -  Otr r  tccs n ' i l l  bc i , i l icd; rs  t l tc  w'ork

pr  0ufcsscs.

l-lr irr !r:ttcr r,, ' i l l  b,r effbctive for f utrrre years unless it is termiriatcd, anrenclecl or sttperscdcd. [ ' iytsc sigrr lrrlrJ rctrtrtt ihe

attachcd copy ol this lettcr to irrdicate that it is irr accordance \\ ' i th Your unilerslandirrs of t lrc ari i l l tg,: 'rrlcrl l '-r 1-4rr i.,r1t
. r , r r i r t  i . f  i l ' . '  f in : r l r i : i i t I  s tatements"

XYZ & {  lo "

, . ' l : . r , ' ,  r i  . ' , r 1 , .  i . ! l l A n t S

(Signat t i rc)

; i . , i ; i r . , ,  , i i  i l re  Mernber)
-  
l - . tes t ; : , i  i : i i  t t ln)

4ckr,'rwledged on behalf of ABC Company by

lSrg,rr,rture )
Nanic and Designation

l)ate

3"4 ATIDIT TECHNIQUES

i  Rudit techniques refer to certain means & methotls for collecting evidences
firi r, l:, i il t!$

f ixar;r tple i t. Posting checking

4.  lnqur ry:
: '1 . Year end scrutiny .

.--.-" -------::'-

2- Casting ghecking

5. Re-cgmputation

8 pol\.1"_3"*1]_1':l ut :

3. Physical verif i cation'

6.*ALPa_

?-r: l ' i i  l  r :rce Between
Audit I ' rocedures

"8 Autl i l
' l 'echniques

Basis : Plocedures
- :  - - {

( i )  Meaning :  Basic way to handle audi t  work '

:  i -

, (ii) Types : Trvo tYPes -

Compliance and substanttve

( i i i )  Nature A specific procedure may
require a number of techniques-

. .'!9,,l"1i'tt!n:-t M"ir,".ir 
"r. ",r'tfto1'".1 

lbr condrrcting
procedurcs.

; Many (refer to exanrples given abot..:,)

I; ;;' 'n;;ii;- ;i Assets, rnauy
techniques such as PhYsicrrl
exarnlnatlon, In(lt l lry
computations are needed.
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Planning

al,pri."itiritv

Cont"nts

ur.f,irit"ri

Kno*' ledge of the
cl ients Business

Dil";;i;;;i;h
Client

l .  I  l r e  r t t r r l i t i ' r  s l r o t r l c l  p l l r r  l r i '  r t t ' ; k  t o  r ' t t : t b l e  l t i r t t  t , ,  e , ' r r r l r r . f  a r r  c f f c , . ' l i r ' , , . : l r r r l i t  , : r  , , '
, :1 f ic icr r t  and t i rne lv  ntanl rc l r .

2 .  l t  shoulr l  be based on krro*  ! r :dgc of  the c l ient 's  i rus ine ss.
l .  I  l r c  S tu l cu rcn t  i s  f r a r r r c t l  i r r  r l r c  co r r l c r t  r r f  l c c r r r r i r r u  ; r t r r l i t s .
2"  I r r  a  f i rs t  a t rd i t .  t l re  at td i tor  nurv cxtend l r is  p lanrr i r rg process bcyonr l  t i rc  nrr r t |crs

r i isct rsscd l rere in-

l ) l : r r t t r i r t g ,  s l t t r t t l r l  l . t  c r r t t l i n r r o t r : .  i r r v o l r  i r r q
'  I )cvc loping an overal l  p lar i  f i , r  scopc and conduct  o l - t l i r :  ar rd i t ;  ancl
' [,)evelopilg an audit prograrnrnc.

, , \ r rd i f  p lanning hc lps to ensurc t l ra t :
r  appro[)r iate r l t tent iorr  is c leroled l (r  inrporlant arclrs of '
' potential problcms are prorrryrtly ide]jiificcl:
'  the w'ork is iornplete in t inrc.  . 'N l  {

t hc  aud i t :

t
r assist:rnts arc uti l iscd prope rlr,. anri
r the *'ork done b,v other auclitors and cxperts is dul_r, co-onlinated
' l  

l rc  iuc l i tor  . ; , i  
"bt " i ; i  

i , i .n  tn, , rv let lec l ionr  -

\ (  i )  l ' rev iot ts  Expcr icr tce.

.  ( i i )  Discussiorr  wi th people rv i th in ent i ty .

:  ( i i i )  Discussion rv i th  in ternal  arrd i tor .

.  { iv)  Discussion rv i th  other  aucl i tor .

((v) Discussiorr with knorvleclgeable people outside. entitv.
(vi) [ 'ublication rclating to industr_"- irr rvhich entity operates.

'  (v i i )  Legis lat ion and Regulat ion.
,  (v i i i )  V is i ts  to  ent i ty /p lant .

. (ix) Docunrents produced blr entitv (minutes, rnanual,.. plans) etc.
.

{* l  Cl icnt 's  anrrual  repor t  to  sharel ro lders.

f*i) Client's policy and proceclure rnanual.

a(x i i )  Minutes of  nreet ing of  sharel ro lders,  BOD etc-

(xii i) Internal periodic reports.

, (1iv) _C_onsi!9ra1i91o_f 1!aje of ecollomy uld llt implct on clientls busilqss.
, Discussions with the cl ient may include fol lorving:

: '  Changes in managemcnt organiz.ational structure, and activit ies of the client

u 
. Currcrrt.Government legislation, regulations and dircctives affecting the client.

)  t  Currcnl  brrs i r tess developnrr : r r ts .
I  r  Current  or  inrpending f inarrc ia l  d i t f lcu l t ies or  accot t r t t i t tg  problems.
' ^'. '  

Dxistcrtce of relatcd parties rvil lr lr 'honr transactiotls arc l ikely.
\ r Nerv or closed premises antl plant facil i t ies.

1 ' Recent or impending changcs in teclrnology.

.it. Significant Inatters arising frorn previous year's {lnancial staten.}ents, audit reporl and
\. management letters.

( . Clranges in the accounting practices and in the systent of intemal contreil
:  r  Scope and t iming of  the exarninat ion.

, 
t Assistance of client perstlnnel in data preparatiorr.

: . Relevance of anv rvork to be carried out by the client's internal auditors.

\



Pt t'prit'tt!iort f r,;r uit .1uc!ti

I ' hc  tenr ts  L ) l -  cngager t le l t !  i t t td  a r lv  s ta t t l t i )n  rcspor r  : ; i  b i  l  i t i cs .

Nature  ar td  t i tn ing  o f  re l l t l r t s  t l r  o t l t c r  con l l r l t l l l i c : l t l ( r t l .

A p p l i c u b l e  l c g a l  o r  s l J l l l t ( ) n  t c t l t t i r c t t t e t l t s .

Account ing  po l i c ics  adopte< l  bv  thc  c l ie r t t  and c l t : t r tnes  i r r  those po i ie  ies

Efl 'ect of rtetv accounting or aucl i t i r tg plol lot l l lctrr lci t ts ol l  the arrdit .

ldent i  l lcat ion ol '  siqri  i  l lcat l l  l t t t t l  i1 at.eas.

Sett ing clf  t traterial i t) '  levels f irr  arrcl i t  purp()ses.

Copd i t ions  r -equ i r i r rg  spec ia l  a t le r l t ion  such as  t i ie  poss ib i l i t y  o l - r r ra ic r ia l  ( - ' r r ( ) r  t l ' r

l iarrd.

Rel iance to be p lacecl  on accot tn l i t lg  systenl  at ld  i l l tc l l ia l  contro l .

I{otation ol'enrphasis on sllecif ic audit areas.

Nature,  t in t ing and cxtet t t  o1 'arrd i t  ev idencc.

Work of internal 
"udiltrrs 

.rn(l the extcrrt of't l ie ir irtr 'olvenietlt-

t{t lnvolventent of other attditors.

i: 
t lnvolvelnent of exPerts.

, 
. Estab]i,shlg

. tiitiliiior should do",tnl"nt his overall plan. Fonn and extent of the clocurnentation .lill

--i. Araiioiihould prepare a'uvritlen audit progranrnrc listing the procedtrrcs reclrrired'-"
,  implement  the audi t  P lan.
. 2. The progratlme should lrave sufficient details so that it can be uscd as a soi i. i t

I : instructions for the assistants-

: 3. The auditor shotrld consider the

. ,P) 
Timing of the Procedtrres;

, 
'1ii; ' l-he 

coordination of an-v assistance required l l 'om tlte client and tlte availahilr i;

\ ofassistants; and

(ii i) ' fhe involvement of other auditors or experts-

4. 
t 

Auditor normally has flexibil i ty in deciding wlren to perfornt audit procedures-

, Ho*"r,"r, in some cases, the auditor rnay have no discretiott as to ti lning. F,tr ' :t,tmpie

r observing stock taking conducted by client.

J I{  i hup  3

f )g r - r6 l911nr { ' r ! t  { } f , i l I l  
' .  

7

' i I ' "  I  i  
I

( u , I  : , l r i l )  
I

t-l $lot'.r\-.: f ri tl,'.r.'\.:\l\r
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I

t

I

l l e ' . . ' , ' i r ,  p i ia t  the
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" 1 ,1 ,,'''.-\l : :ll:: j\
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I ir, ,.t i'' 

*l' $

3.6 AI}VANTAGBS OF AUDIT PROGITAM

(ij s.i*,'tin" oi
Assislzrnts

( i i )  Inst r t tc t ions
f qr,r siaff

a fii; prograrn helps selecting assista'ts as per thcir capability
,

; lt contains instructions for staf f as to rvork to be donc'

it; i; fiF;it-';t}"ii pi.eirrn, iri"i"-ii no .i.i"i" 'i a.'Aani;tioverlooking s':'nre
important matter.

! i ,1 I  { f l tCk
-ii p.;" i,l;; .ddt ;i;aLiiJ ;a tii tr'"procedures and techniques to be adopted.

i '  $  l . i a

l,ist

(vi) No
or

rgnorance
overlooking



t
I

J

(v) l lesponsibi l i t ' r '
f i r :rt ion

(r  i  )  i ' t  t tgrcss t l f
l t 'ork done

( r  i i )  Superv l s t0 l l

(r ' i i i )  " l ' inrel l '

conrPletion
(ir) [ ]asis for

l ' r :port inq

{ . i  f r u tu reAud i t s

{r i) Safegrrart l  for
Iud i tor

!rdf!!:!: I ' . r i i i - r l / L  t ' C h : r P . 3

l ) r o l l n rn r  c l ca r l , f  se t  o t r t  J \  t { )  \ \ l r i ,  l \  t c . i u i r L ' t l  t , . r , . 1 .1  u  i r a l t i cL t l a r  u ' o r k . ' l l r us  resp \ )ns ib i l i tV  
J

can be fhcri.

l l t u  p f , , . ' t r . r :  i r l  r 1 1 r 1 L  c : t i t  l l e  ( 1 . ' i ( , : r t t l ! . . 1  (  I l  l l t t  b i l \ l i  ( ' l  t ' l l t r l L  ' , r t l  l t l t  p t ( ) t l r i l t l l  f

I
\ [  o r k  l r r  i l : i ) j . i l l l t t l 5  c l l t  I t c  c ; t s i i ' .  ' t t 1 r .  i - r  i : c , l  l l v  r e  i c r r i r r g  t ! i e  p t r ' ! r l l l l .

l  i r ' c  t t r  t i ' t c .  c . r r rp l i3ncc  t r i t l t  L . - , : - i - rg r iu l l  rs  cher r :kcd  s ( )  a \  t ( )  co t t tp lc te  the  ur - t rk  t r t t  t i t t l c l |  | !

bas is .  J

l r rograr r r  c { l -s l l v  sc ls  ou t  p r r rcedr r rL , '  c ' .  i t l c r rce  -  c< t i i c l t t s i0 r t .  c l t l i t t .  t t ,  cnab le  1 i1g  x l l r l i t r r r  t t l  
l

express  op i r r ion .  

t r t  i . ' i ' ' l ' r l r r r i t '  C

I t  sc l i vcs  as  a  gu ic lc  lb r  a r tc l i t s  to  l , t  ear t ' ie t l  i t r t t  i i i  l . i te .cu t l  l r rg  rears '  t

l r r  c a s e  .  a t r t l i l r , r  l i r c c s  s o n t c  c l i : i . '  l i ' r '  r t r i , l i t , ; r t c c .  l i L  ! i l l t  r l c l t ' t t t l  l t i r r t s .  l t ' [ r r  s l t , ' s  i l t g  i t t

C

c
C

t
t
a
I

I

I

LINIITT{IIONS OF AUDIT PROGRANT

n. , iy .n, i - - ' i ,u t i ' . , i t r r lcc l r lu i ica| l j , ' ' ' i i l routLrnt lcrstan<l ing1hervholecot lcept

APPrgacll
(ii) Inflexibility , ft" pr"gioni .',it",r b."o',r"t rigicl & iril lexitrle. ;\ssistartts are not atrle to chartgc it as per

. requ.lrerr1e1

( i i i )  Lackof  iH ; ;a& i i i tp .og .on i r i i r . t r t i i e in i r ia r i 'e& iudgmenta lsk i l l so f l ta rd rvork i 'gass is tan ts '

r.iv) Monotonous , ti i",it"J A. 
"ii i. i"nt 

ttoffb".ot.u"s frustrated clue to anonvmitY irr program.;.

i ; ; '  ; i l ' ,# i l "  , r t i . y  rh ink  tha t  i t  con ta ins  ex tnr rs t i rc  r rn t tc rs .  1 "hey 'd r , r r ' t  *c ' t l t i t r k  o f  a '1  unu"u i l

inefficicnt , matier, rvhich is not listecl irr progranr cverr if its preserrce can clrirnge auditapproach'

assistants :

WaVS rO CARRTOUT SYSTEMATIC & EFFICIENT AUDIT3.8

t. ttcgularitY
r A;af ilil G;#i;d out regularll"

Z; Recortl of time i f i otti"ti a J"p"tt"i; i i; i" of assistants are recorded' it rvill act as a riiornl clicckioi

1

I

I

I

I

I

t

t
(

i

I

:  them.

j- C;;iti"i"n"., : Sp""int p.',itio,t of tuork shotrlcl be cornpleted on A;rilr Uasil
, a -

4. Documentation ' w"ti.iiig p"p"tt_trtouia bc nraintaincd regarcling all tlrc ri'ork donl

5. co'fidentiality 
, Aiiaii ififf irroiii r i' 'ofaii.utt the clie't s afl-airs rvith trrrtsiders'

es tun ip iG . :A fd | " *u ' ' ' i no i i o l | l vouc l r e r s l r l s l bcs ta r r t ped . . ,

7. Colour : c;i;.d p"nrp"'i'irJ a aitt"ie''t ticks shou|cl be trsed ttl illdicateAitt"i""t i ,aii

diffe rcntiat ion
.  . . -  :

' 5 .  i " r i - l [ i r ' r  v iS tOn

proceoures.

Audit team nranager n uii p"iioAicallv re'icir & super'i:c the *'ork done'

y. negurai , il;ilg 
";,lii, 

trr;;a.iio"ra u".ontinucrus intcraction amo*g the tnembers of atrdit teant

, discuss latest f indings-

t;

l0.Flexihi t i ty-- i i1;* l '1 i ' " -1 ' ; "a11-de' ' ; i l i l lLau" i"v iseddur ing=]he1oule-of lu i i l

\ ,-
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i  - i  A S!]I I . ' ICATTON OF AUDIT ACC{}RDING TO TINI t.- OI'  ASSI]RAI\CF]
\

\

\

\

F
b

: -' IIeunittl;

' Arlvattluges

Lintilstiotts

, Meoning
:
:
I:
:
:
: Alvtntages

,
:
a
i

i

1

i

:

i
:
:
:

Agdi t  t l ra t  beg ins  a t ie r  l l r c  bo , tks  [1 rc  l ru t t t  c l i l sc t l  l r l  c r t r l  t l i  1 i . ( . ' , i , ' r r  r i , i r

p e r i o d  &  t h e r c a f t c r  c a r r i e d  o n  c t r t t l i t t t t l t I l "  t i l I c t i r n p l e t i o n .

(  i )  \ \ ro rk  i s  car r ie t l  o t r t  in  s ing le  c ( r i t t i r I  t l ( , ) t t s  s i t t ing .

(  i i l  Su i tab le  f i r r  snra l l  c l ien t .

( i i i )  No t t tan ipu la t i c r t t  i t t  acco t tn ts ,  o t l ce  c losec l .

(yv) No interrtrptiorr in regular rvorktlolr of cllerrt

( i )  B,xcessive rvork loat l  on audi tor  a l  e t ld  o1 'account i t tg  ve l t r .

( i i )  N ' lay not  be sLr i tablc  for  b ig c t t torpr ise.

( i i i )  lv l isstate l l lsnts cal tnot  be deterr l r i t rec l  ot r  ar t  ear lv  basis-

( i r  )  Lcss  t i r t r e  l u r  dc t l r i l cd  cx l t t t i t l a t i o t t .

exantirred tf ie rvftole vear round; it is te rnted aS contil luotrs atidit

per iod.

(i) Earlier discovery of tnisstatentents-

(i i) Presence of audit staff acts as ntoral check on client .

I ( i i i) Client's accounts are always kept up to date-

(iv) Auditor has more time for detailed checking.

. tul Auditing rvork can be completed on zr t imely basis.

, (vi) Helpful for client as auditor can provicle uselul suggestion afier

detailed clreckirrg.

: (vii) Routine checking is completed in advance.

, (vii i) Less pressrtre at year-end.

( iv)

!")
( i )

( i i )

(  i i i )

( iu)

(u)

,El it

Limitntions : (i) Records may be altered after being exatnined by auditor'

. 1ii; Not suitable for small organisation.

: (i i i) Audit staff may overlook a matter not completely exanrined on lasi

v ls l t .

Sometirles, client feels that regular presence of auditor interrupi:.

his rvorkirrg,

It is 
v:ry tilne cSlsumlnq

work shorrlcl be completed up to definite stage during each visit.

Importaut balatrces should be noted dorvn at end of eaclt visi{ &

compared at next visit so that any alteration can be detected-

Visits should be on randonr basis (surprise visits)'

Special attention should be given to altered figures' if any'

Auditor should try at his level best lot to interfere in clierrt 's eiay to

day rvork.

Prectutiorts
'' to avoid
,, Iimilotions
:
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3. IO AIJDI 'T -  w- .CIT iK INGP r \ P l i l l c A A:*
'a

/

(  i )

( i i )

( i i i )

(  i v )

(v)

I)ocr.rrrtenlat i t t t t  rc

c , f  h is  a t r r . l i t  u . 'o r  k .

tt is the record ol plirtiilut-g.-p1pge4ry-c1p9r -19ry1c{-9fidcrcl ,fblitUlcd & 9qqqiq1q1r5 tlt'rtrr rt

I t  s l ro. , r 's  that  au<i i t  r r r r tk  l tas t ieerr  cot l r - l i tc tcd r rs  p11 rcr ' l t l i tc t l tc t t t

\ \ / .P :ho i r l d  hc  t l , - ' s i ! : r t r ' t l  & .  o rga r r i s . ' d  a t t ' , ' t t l i i r g  t t ' t i I r . : t t t t t s t l t t t ecs  t ' l  e l t e l t ; t t r i i t

r\s thr as possihle. $,orking papeis shotrl<l be kellt in 5,ti i l ldqqtl ist 'cl i irrrn.

Doc umentat i or r :, l r tr u l d L''e s u ffi c ic n t i-r' c o t tt p l e tc, d illcd, & !r glr q.l.

AI I  s igni f ica l t t  p i : I t ters i1r 'o lv i lg l t rdgl l rc ' ! lL .s l lou[d bc docu1rcnl r :c l .

. , \s  per  ICAI.  docurncntat ion is  t l ie  propcr ty  of  audi tor  & hc shotr ld  nra inta in i t  a t  le ; , t l r t  ' lo t r

I {l-r-qa6 frotrt dnlc: of signing of audit rt: pofi.

(vi) lf i t is in elcctronic irnagrretic meclia, hc shorrlcl take properqalj t i ir i ts storage & retrievirl

(vii) t le shguld rnainlain 9!!r_[d9+g!q'( slrotrkl not show'lris W P to c'rtrtsiden).

ln  i lse o i ie"urr i ' rg  arrd i l .  tu ,o type o l f i les r r rc  r r . ra i r t ta ined to avoi t l  dupl ic i ty  of  c lcrcunrentat ton

Thcse arc as fo l lorvs:

It contains rl i tt"rs wlrich dou't change very ofterr. 
' l-his 

f i le is Lrpdatecl t irrring

each arrclit. l ts contcnts are as lbllor'vs:-
' lnformation regardirrg the legal and organizationirl strtrcture of the erlt ity

Iror e.g- in case of Cornparrl ' , this incltrdes MOA & AOA

fa'i t, 'r i ' , ir i f i , ig p,ipr.rt kcpt b}' l lre auditor itt connct:t it-rtt r"ith perti- ' ! lrrtrct'

I

I

I
I
I
I
I
I
I

I
I

I
(

I

I

I

I

I

Nleaning

Ilasic
requil 'ernents

\Y0rking paper
liles

! r  t ' '  \cr \  [R o rr

I .

t--t Lw2*1, a-l c t' vr er""t'1

4  PJ ,  i ' * "u ra t  .5 t .

t-) [1"cp1*u'o'* bt]t'r.
0 t )  t

b ?i"ufi*r u" i tLr f'f'^u'iu "

,,'3;:\3'? qF^".. . c-,ror^
l ^ "^"&, t  obSe"r .

7'f t .  I  c+iv'r$ Is\\( rL1

I

I

I

I

I

Legal documents, agreetnents and minutes relevant to the audrt

A record of the study and the evaluation of the internal contr'ols

Copies of audited financial statements for previous years'

Analysis of significant ratios and trends.

Copies of rnanagement letters issued by the auditor' i f anl'.

. I{ecold of communication rvith tlre retiring auditor.

' Notes regarciing significant accounting policies'

. Sic.nif icant auciit obsert'atiotls of earlier years-

ft iorii"int uiuni.i i itatlng to audit ot' singte period. Its contests are as

fbl lorvs:-
r Correspondence relating to acceptance of atrnttal reappointntent.
' Important mattcrs in the rninirtes of Board N4eetings and General Meetirrgs

as relcvant to audit.

Evidence of the planning process of the audit and audit programme

Analysis of transactiotrs and balarlces.

A record of  t l re  nature,  t i rn ing and extet t t  o1 'at rc l i t ing procedures"

E,vidence that the rvork perforrned by aSsislal)ts \\ 'as sttl lcr\i!setl artr-l

revieq'ed.

Copies of communication rvit lt other auditors, experts and third partics

Letters Of representation or confirmation received tiom t|e client

Conclusions reached b-v the auditor concenring significant aspects of'the

aucl it.

Clopies of the financial information being reported on and the related

audit reports.

2. Current
oudit file

ur P,vs*d 
(oetsinkYlLl .

b A'\e\'t t(% '
b riq""slcrtl' I
D c.y* \{o'* ,

C$rrvw""

I

I

t

t

I

a

I



{  l l i r ! r  " i

Auc l i f  l r r r i l

t '&l*1t\"
L1 {udr't t'ro-u'e-\ 

'

. .'*'ft'X'i'$1, n*
L) nL* ' 

.L
AP Lv's4'

f i $ ; 3 i  ' ,  '  i t r l

; td  t ' l '  .  ; : :  i '  , t t t

work ing

[]:1 g]r: i's,

{-}nis i i !  rur r :  t }(} i .e

OI I  i : t : L i i i { } i -S

r i g l r . , !  s ' ! i t , n t

&  p r i r a ,  .  r e O k

A(.i  ", .  r , l l  his

docr i rnent

I"eoturcs
/rtscfulncss

J:)

,lleanin;4 l i  i .  gc l l c r ' . r l l i  i i  t r , r i i t t i l  [go ! ;  i . , ' h iC i t  rcc i t r r l s  ia rgc  . ,a r ie lv  c f  n ia t te rs  , . ,1 . - : r r . re j
. l i i i . i ' i ; .  a r , . i i i .

E-runtples o.f (i) Alrcl i qrrclics n(){ :;(rlvc(l i lrr;ncdiatcl_r..
(onlenls  

( i i )  I r regrr lar i t ies r ,hscrve<l  drr r ing audi i .

l i i i )  Inrpor lat i l  i t t i i r r r t ta t i r , . t t  t - t rgard i r ru c l r t i t r ,  r - r : - l  l i i - ,peer i r rg in : rccgrrnts
( i r ' )  I r r rpor tant  r l l r t tcrs  i i t r  l l r t r r rc  i -c le ' rerrcc

( i )  l t  is ; rernrancnt  rc :cr . r r l  o l 'aLrd i tor .  r r l r ic l r  c i r r r  be ref 'er red to l ; r lcr  o i r .
( i i )  I t  con ta ins  a l i  dc t : r i l s  o1 'n ' o r k  ca r r i c t l  i ' r r r  Jh i - s  r vo rk  cen  he  l i r r ke t l .  i l -

c , r r rec rnc ( l  as r i r l ; r r t t  i s  l t u  a i ' .

( i i i )  l t  co l t t a i ns  a l l  r ' ; o r l i { l ou ,  o1 -a t r i l i t  i n  Cc ta i i

( i t ' )  l t  carr  be in tpot . t i t t r t  i le f 'cnce f r l r  arrd i tor  i i 'act iorr  for  r regl iccncc is  t r roughl
agai t rs t  I r i r t r  subser l r rcr r t l \ ' .

(v)  l t  sht l tvs rvcaktress in  c l ients svstcnl .  th t 's  i re lpfu l  i r r  for rnulat i r rg at rd i t
- prograrns in l 'utrrrc.

(v i )  I t  l rc lps in  fo l lou,u1r  o{ 'u ,ork donc.

(  i  t  Provihes gqidql rcc to i r t rd i r  s laf f . r

(i i) Responsibilt ly of rvork can be {lxed as docunrentation kcpt is signed and checked by
appropriate personneJ.

( i i i )  Act  as a defer$e i f  charse of  negl igence is  brouglr t  against  l r imr

(iv) lrnportant for futurg planrring- (

(u) Contains briq!-s-for lbrrning an opinion. r

(v i )  Helps the senior  to  rev lqw w,ork done bv l rss is tants.  '

O rv r re rs ! r i p  &  c r r s tod r  o l 'wo rk ing  pane rs  res t s  u , i t h  auJ i t o r .  l hus .  i t  i s
. arrditor's property.

Rttle'of c:on.fiderrtiolit.s' 
'  

A, p", n AS-l arrcli lor slrould not t l isc!,ose any confidential nratter
re lat ing lo  c l ier r t  to  any J" '  pur t )  t r r r lcss i t  is

Permi t ted by c l ient

',1,, 
,"*n, /Professionat al,y ,o

disc lose

Ci i  t , in  t i r i i  i i i i i , ,g  3;d par t ies No.  otherwise i t  wi l l  \ io late ru leof  conf ic lerr t ia l i ry  as
popers to ' '. including , above.

otlter :
out!ilors

Client . (i) Ct l "nt  doesn' t  l rave inv r is l r t  to  afcess audi i
W.P.  kept  b i ,  audi tcr .

But auditor nlay, at his discretion, shou, some/
conrplete W.P- to c l ient .

( i i i )  l f  he shows W.P.  to c l ient  i tse!1,  ru le of
confidentially does not arise ai all.

(  i i )



t(\
( : J ' ,

. l { ! ( i l raJr .  3

. t ,  t  I

Y "l:t!ttg-
\ \ ' l rv  i t  is  rergu i r t r l

[ , , ,  r lrrnplc.s r i  hrrc i t
rn: i l '  l lo t ' i rc

sui ta  [ i lc
u R(s

i-9 laatuw.''\ iflq"vr

I r t) rtU,.;rr'&i')\$h*lrt

J, C.tr qlPocctuv
L1'1-" ;Ji3{C'"

I 'r 'ec:r rrt ions u,hi le
r:onducting lrst
chrrek lng (huw to
malqcr salnplipg
ef-f?i:tive)

,  Saypte should Lrc chosen in unbiased way.
r,/ F.rroli l 'otrritl irr ,..nrpt" should be anaiysed properly.

,  i e : . t  c l t , : ck i l l {  t t l c i t t t s  e ru t t t i t t i r r g  l css  t l r cn  l ( } ( ) ' 1 . |  o { ' i t en rs  i r r  t he  pc rpu la t i on
' k , ,  

. \ i r t l i t , ' r  t l i i r ; r l l ' ,  r i r , ( r 1 1 ' 1 l r a r c  C r r , , t r r , l r  l r r r r c  l i r r . t l c t a i l C r l  I 0 0 ? o  c r a r r r i r r l t i . r r
(  i i , |  l ' {ur r r t re r  of  t ' r r rs^e t i ' r rs  /  l l l lar rce-s l r re scrrcr : r l l t  ven,  r r ish.
t i i i t  \ ' !cst l . , ,  i tcrns l i rc  i t lcnt ica l .

l i .  i  l1-  orr  ba: ; i - .  t r l 'cor t t l . r l i r tncc proct :c lu les.  i t  is  concludecl  that  i r r tcr r ra l  c6ntro l  svs lcp.r  r : i
. . , t - r - i  c f f  ccr ive .  t l rcre is  no r recd f r r r  c lc t ; r i !ed 100?i ,  exarn inat i t tn .

, i r  (  l r e c k i r r : l  l r : l r ; | . . .  r . ' t , , r r e  i l i l t i , , r r  \ l i r t r ' n l ( . t r l  L i  :
I i i i  i t c l ' i 1 ; 1 1 i s 1 , a 1 i r - , r i ' ; .  i a t ' r  i i i g i r  i r r  l i l t ( ) u n i  i o l ' , i ' . ' '  I i '

{  i i i l  i rer . r  l r t r rs l re t i r lns . r  i t l r  rc lated p l r r t ics.
{  i r ' )  I - ' c i i  i r a r r s l c t i t , ns .  l r i r v i r r g  t r r r r r s r ra l  no t r r re  .
{ \  )  i ) isc lost r le  lc i l r r i rcr r rerr l  c i f  accorrnt i r r l :  \ t i tn( ' lar ( ls .
{ r  i )  Conrpl iarrcc:  u i t l r  s la t r r t t t r l  pror  is iorr .
( r  i i t  S is ,n i l lc i l r r t  er r l r ' ies r rcar i  a t  vear-end.
n ' i i i )  Fcu '  l ransucl iorrs  i r tvo l r  ing fore ig ,n erch:r r rge .
( ix)  \ \ ' l ic r r  i r r te lnal  co l r t lo ls  arc ve n * 'e i rk .
{ i )  T l torot t l i l t  : l t t t l . t ' .  r2 f  l l rc  l lou o l ' t lar rsrrc t i r , r r .  s l roulc l  hc ct r r r rp lc lc l r  s tudicd i , t , . l i r r t .

tr.c:c,1yttylirtg{},s1j:rru aCopting sarnltl ingl
( i i )  T l t t t rough st t t t l - t '  t l l  l ' ropcr  s tuJv o l ' i r r tcr r ra l  aontro l  sys lenl  helps the audi lor  to

I.C, Systepl.
(i i i) Araas not srtituhle

foy lompliry;:
(ir) Proper plannirtl4

(v) Classilit'tttiotr

1vi) i,uipte sizc

dcvise furlher tcst check plans.

I

I

I

I

I

a
I

I

t
(

I

I

I

I

I

I
(

a
I

I

t
I

Audi tor  shor . r ld  take care to ensure that  deta i led conrplete
chccking is done l-or r-equired itenrs (as abovc).
Proper plan l irr rest chc;kii ig ;h";id be i levisea & explainetl to
audit stafF.
l ' r ansae l i o r r :  &  l l a l l r r ccs  shou ld  he  c lass i f i cd  &  s t ra t i f i ed .  i f
rcq u i led
' fhe 

nurnber ot '  i terns in  a samplc should be appropr iate ly
cleterrrr inecl.

l,i4 i,i i,ii
(vii i) Anall,sic

misslalenrcnl

ycq-n ing-  '  Snt"pt"  t i r "  & composi t i ( )n f l rc  c lec ided on basis  of  audi tor 'sexper iencc-
'  I  l 'h is  is  a t radi t ional  rnethr td o{ 'sampl ing.

t i t r , r i i i i i  i lc  r r r r r l  . lcc ide to chcck crr t r ics i r r  Jr r ly .  Novcnrbcr  & Fcbruary ancl  Marc l r
, dtrring atrcli l  of certaitt 1'clir & out of remainirr,g months in next -year

(Rotat io l  q f  Emp!1sis)
Atlruiluges :,. Sirnple to opentte.

' '  ' I 'raditional 
approach thtrs understandable bv audit staff with the l itt le

' . ., expertlse.
: r Rotation of ernphasis is clone.
' ' .  Norrnal ly  year  end t ransi rc t ions are checked in deta i l
: '  cut off procedures are atleqttate.

Umni : i ins ( i )  Unsci ,  r r r i f ic  met l rod.
(i i; Tlrere rnay be personal bias.

, (i i i) Sample may not bc true representative of population.

I  ( iv)  Not  su i table i f  s i tuat ions changes mater ia l ly  (due
, experience of auditor in lhat particular area).

t0 ensue whether

to inadequacy of

I

I
I

I

I

t
I

I

I

I

I

{

.l

J

\ -



I  i  . : '

\

r.) ARv**,"t
,\e,hl5 L"! 

"-,
'tu,Ltt,'lDL vuh'ca\
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ft[euting

.-ldt,anluge.t

I  : - , : t ^ t ; . , . . ., ,  r , ,  a a 1 r a r  a  1 , , . , \

---':i:::!:" 1: L;: tt'11-

,  San. rP ie  i s  choscr l  i r . .  app l . ,  i l r r  ce i  l r l l i i  r i l a t l t c r t ta t iea l  &  s t i t i r ' ' t i ca l

o e v l c c s .

t  l t  i s  gcnera l l r  i r l t : r ' t r - i  < l t t  J r ro l l i r l r i l l t r  t l t ' ' r ' t - '

(  i )  \ lo rc  ' : i . -L r t i JL

t  i i t  No r l ( t so t rL lb i ; t s

l i i i )  I {esu l rs  0 l ' sar i l1 - .11-  c : r r r  t rc  e ra lu r r tc r i  &  Pr , r i cc fec i  i t t  tnorc  re  I i l tb lc  $ar ' .

( iv) \ \ ' idclr scccptt:r- i  r ' ,a-v i- , f  sentpl ir lu. '

t l )  ( iolni- ' le. ' l  tc oPcrl le

( i i )  N o t  s u i t a b l c  l c r r  a r r d i r  s t a f f  l r a r i n u .  r i o  k r t i ' u ' l e t l g e  o 1 ' s l i t t i s t i c i r l  t e c h r r i q t r e .

r  i i i , 1  l t  r r r r r r  l ' c  t i t t t c  e , ' t t s t t t l t i t t g  c \ t ' l ' C l t . ' '

l : . {iOD FOR SE,LIiCTING ]'I{E SANII'T-Iiii
l l

! ' ?q= l i , i tH
a

I

Mt* . r r r t l * | i

R.i i ir;. i l tr i

Sampling

Method rneatls the rvay in lvhich sanrple is chtlscn'

Method slror-rld be such tlrat sanrple cart bc expectcd tt l t lc trtre reprcsL-lltativc of

populat ion-

For th is ,  i t  is  necessary that  each i tern in  poptr la t io l t  have equal  chance of  being

_clrosetr.

There are basically trvo methocls by rvlrich sanple catr l le selected.

Rarrdorn sarrrPl ing

----.--=--
a-- 

---l

Simple random Strar i l icg.^randotn ,^1n 
-Block

{1,,.; ;:i*ttV^ lr *:il^?Ss, l*';;i'o'' o'
Ut'o,ni,rg 

t" 
6) All items have equal clrances of selectio'.

ln terval  /  systemat ic  sanrPl ing

,Clustera f ucc

Scrill *l tn
br: ituw>- ̂ tr

3  r ' L  , 1 c l t " ; 1 ' 1

1  *  1 r . \ 1 \

I i\,!.1'-'1,;
. , \

{
: '  

r  
' f - l  

. l  
" N :

| . l ; r  r , i , (  r

i  
' l ' ' r  

! " ' , :

- ; ,  , l  t  
" "

(1) Simpte
Rantlottt

SantPlirtg

( i i )  l t  may i t tvo lve t rse of  random nurnbcr  table '

(i i i) l t cart be of trvo types i.e. sirnple rattdonr or stratif ied randotrt '

( i) Each item of population (tbr Eg. :_ eaclr clebtor) has equal cltance

, of selection.

: (i i) l t can be clrosen bY

. use of random number table'

' Picking up nunrber in a rarrdotn rvay'

: ( i i i ) S u i t a b | e f o r H o r n o g e n e o u s p o p t r l a t i o r r ( p o p u l a t i o n h a v i n g s i r r l i l a r

; 

'  
i tems) . For exan.rpie:- Debtors ransirrg tl 'onr Rs' 5'000 to l5'000'
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a
a
C
C
;

C
t

C
C
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t
C
C
t
t
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a

I

a

I

t

o , l t rut i ict
Rondonr
\anrytlirtg

i"nnirg

'1 u C i t ; n g ttn d I s t Y1g1c1-
lJlt-r

"  i t an f i f i " a t i on  , r l c ; r r l s  c l i " ' i t l i nq  a  l i t ' l t : t ( ) { l e r l ( ' : ( l l r q  ; r r ; n t r l l t i r r r t  i r r f r - '

tnore ltotnogcltcotls strb pt-ptrlatiorls'

, Sanrple is taken l ' t ' t  ttr each sub poptrlrt icit i (stratttni)

'  l t  i s  t r se f t t l  f o r  d i r  c r  s i l r t t l  | t  'Pu la l i ' r t t '

. For E,g.:- Debtor itr ratlsc of 20 Rs' 1o 5'00'000 Il: ' '  *.here tt catr

be d iv idcd in to st rat r r t t t  as l i l l lou ' ing '

if\,t"--

\ 
ro,0oo

L----
I D

l'::::"':: 1,00 .001 -  1 .00 ,000

Norv, random sarnple is chosen frotn eaclr stratull l

l ts  resul ts  are more appropr iate i 'case or 'p t - 'p , r rat ion l ra l r l rs

different clraracteristics'

It is simply atr extensiotr of sirnple randotlr sarnpllng'

I lowever, it requires spee ial attenticln tt l j trdr' 'e conttlt l ts qf' saQh

stratum.

M;;;-t
Interval /
systematic
sempling

Items are chosen in sttclr a

between selections-

rwav tltat l lrere is constant interval

The first inten'al has random start'

Interval maY be based ou

(i) Certain number (Eg' :- every lOth sales irrvoicei'

( i i) Monetary total (E'g' every increase of Rs' l0'000 in

cumulative rvage stttntrtary )

It is used in case rvhen populatiott cloes tlot corlesp('nd lo

particular trerld'

It can be of trvo types - block & cluster'

a

I

a l

I

I

I
(1) Block

SamPIing

Cluster
sampling

S.i..t ion of a defirt itc block of corrsecutive itcnrs'

For Eq. :- f irst 50 purchase invoice fbr montlr of N"';trrrt ie t

Th i s i sas imp leme t l r od l i ke ju< lgemer r ta l sa r r rp l i r i g '

llorvever, it rnay bc biased at times'

(2)

I

I

( l )

/ ' l ' l

(3)

(4)

eopufution is diviclecl into groups called Clttster'

A number of clusters arc selccted on ratrcl<ltn basis'

For  Ec, .  : -  1000 sales i r rvo iccs are d iv ided i r r to  l0  c luste ls  havi t tg

i;; i l*t 
"u.t,, 

tt l t" lrd'6th & gth clusters are chosen"

Lese effeciive tlratr rirudom sampling since each itenr i:; i l . i

randomlY chosetl '

!-
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r,",\  r"tr{}t{ AFFEC]'IN(J SIZE OIi SAN'IP[.tr.

( i )  
- l  

t , lc ra i . r le  [ : r ror .

(  i i  r  l : r . pe  .  t cJ  I : r r " r '

( i i i  )  S r r r r r l ' l i r r t r .  l { i s k

:. ') l \, lzrxirrrult [-.rrr,.r irr pt' l tulation tl l tt irt i t l i tor is rcatiy to acccpt 1br a giverl saniple siz-c.

: :  > i l 's r r ra l ler  t r l ier ' i rb le e i i -or .  b ig sr t r r tp le s iz-c is  r iccc led '

Itt contplitutt:t: pro<-edurt Nlariurunt rt lc ot'cltrviatittn fiorlr e statrl isl lccl Procctlure c'f ' l .C

' 
Itr srtbstntrl ive Drot'edurc , I\ ' laxirntrttt tr lottctarv errclr.

: - )  l f  aut l i t t t r  cxpcct ls  possib i l i ty  of  cr lor  i r r  poptr la t ior t ,  large r  sarr lp le s ize is  reqtr i rcd-

r -> l f  populat ion is  c . rpectec l  lo  be l l 'ee o l - r r r isstaterncr t t ,  snta l !ersat t tp le s ize is  r rcecled.

I . l t arisc froni pt'rssiir i i i t l" t l tat

: : )  Aut l i tor 's  concl t ls ion t rased t tp t l t t  sar t t ; t lc '

:) Nlar be tl i{fbrcnt fronr.

: :) Cot.rcltrsion tltat rvould lravc beerl rcachc(I,

i - lf sartre auclit procedures werc applicd ott etrt ire ptlpttlatit lr l-

,  2 .  l t  is  ah.va1"s in  sarnPl ing.

3.  l f  acceptable sar t tp l i t lg  r isk is  lorv,  large sample is  needecl '

4. It arises in both conrpliance procedures & substantive procedttre.

Itt c'ntplisnce , Risk of rtntler Based upon sarnple, auditor concltldes rhat l.C- systetn ts niit

proccr|u,i- reliuice : adequate, horvever actually it is not so-

, : Risk of over Based upon sarnple, auditor cottcludes that I.C. are vcry
: : . reliance : effective & thus decides to rely ott them, however it is trt lt '-;r

:  :  in  real i tY '

1 
In substantive- , i i : i t i  i j  , Based upon sarnple, auclitor concltrdes that tratrsactiotts/

' proce:aure 
. 

' 
,;:;::;r:^ , 

::ll"""t 
are materiallv rnisstated' rvhereas in fact these are

: r:i:!:,,
; '4ccePlutrce nr isstated '

i ' c : r : f  , t  i l  i {

Fl -i'"c.) r'

i  I  r . ' { ' ,

[ . r t ' ; , l l '

r . i l i r f : .("
It l:: i'.-

!r i { .r i lrrpliatrce Procedttre

iri I iulrqlanf ive Procedure

'  i  i  i ' , t:1,

Risk of  Under re l ia t rce

I t isk o l '  i t rcorrcct  rc ject ion

These both lead to lllore rvork to be

performed bY auditor.

However audit rePort is not
erroneous.

I l isk of  over  re l iance

_ 
Ii. isk of incorrect acceptatlce_

+
l 'hesc both trtay lead to erroneous opinion

by auditor.
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; ' l l r r s i s [ 'cst  ( ihcc l i ing

l t \ i i l r t l l t l l l g  l t s s

\
a:

l .  I l t r r l t i r t g

7 .  Ob. icc t i ve

3 .  N : t t t t r e

J .  t ,eve l  o f

I ;  t t  t t  ct ion

5 .  
' l  

i r t t c  c len tc t l l

'u L\(i)

l l ' ,rn u l iI lc l) lr.puli lt i t ln
' z4,  

lc t ' l '
' I -o  

l i r t ' r r t  i t t t  t l l l i t t i t ' t t  t l t t  i l t ta . r l c i i l l

s t l j l c r r re r t ts  t t t t  t l r l r  l .as is  o1 '  c r .a r r tL l i t t io r t

. I  se  l ce  l t ' t l  i l c t l l ->  - '  ' t t l r  '

l t  N4ur  I ' c . i t rc lgcr r l c r l i l r  l  o r  s t l r t i s t ig i l !

t l r ' r  i r t ' .
' [  

l t c  c r le  n t  o l -  sar t r l l l i r r t r  i s  e  l roscr t  L ry

i r i ! . l r c r  l e  r  c l  o l ' r t r t l i t  :  t : r t l .

l lor r { ine Clrec l< ing

I)eta i tcc l  chccking of  a l i  aspects o{-a t ransact ion

s r r c l t  l i s  e  as t i r t g .  pos t i r l u .  e  a r l ' r  l i ' r * l r J .

c r r l c t r l r r l  i o r r .  l . a l n r r c i r r g  e te  .
' l -o  

ensure ar i lhrnet ica l  accuracv o l -er l t r ies in

or ig i r ra l  bc loks & e l ls t l r ( '  l l te  i r  corrc ' : t  pust inu

l1 is  u r t rec l tanical  pr t lce ss.  r r 'h ich [ . ,cco,r res

l l ( )n(r t r rn0usi t  t i rnes-

l ' l r i : ;  i r o r k  i s  J t ' l cg l r l c t l  l o  j r t t i i r r r  l l l l ( l i t  s l r l l :
(

!

CI t  sa les  t i r t r c  t r f a t r t l i t  s t r r { ' t

Sut'r-u 
'

I t  is nrore t i t t te consttmtug-
"/,?- (q

AAS I5  -  A I iD I ' f  SAMPLIN( ;l . l 5
t
C

t
C
t
J

t

t

t

i \u t l i t  SamPl ing

Design of  Audi l
Slnt;r le

Sanrp l ing Uni ts

Sizc of.SamPle

Nlcthod of

Sarnpl ing

[!xpected Error

Tolerable Error

i l Ieut t ing Af tp l icar iorr  c ,1 'audi t  proceclures t l t l  L :s . r  than 10096 of  i tcnrs '

> lt rnzrl '  be statistit::r l t lr rton-statistical'

-) lt rcclr,rircs skil l  irncl conrpetence on part of auditor'

represent4Jive r'r l '  popu lation'

)  c i loosing a l l  i lenrs uboi ,c  ccr ta iu a lnount  is  not  sar lp l i r rg.

I t  c lcpends t l r l  tb l lo* ' i r rg :

(i) Audit Objecti- 'r 'e - Specific objective and procedures'

1 i i )  I ' op r r l a t i o l r  -  l t  s l r . ' u l d  be  app rop r i l t c '

i"'l tt*,tt:,-t.,io' - Dividing. hctelogeneo:' ldl11-":1 :llT:t"::::.'],,f,:::1]:T,,'i
;r#tffi;g"u",**'iri,r.rliu. "t,nr*teristics) 

sub-populati.rrs' For getting same level

of  assurarrce,  i t  resLr l ts  in  srnal ler  sample s ize '

lnd ivrJual  t r i l i ts  const i t t r t i r rg the populat ion '  l

A't l i tor slrgrrld corrsi6er. oi 'cratl population. iolerable 
"' iu'. "*p"ttecl 

erroi una 'totnfi inI

r i  sk.

F t r . . l r  i t sn r  i t r  pop t r l : r r i , r r r  r l r o t r l t l  havc  cq t ra l  c l t a t t ces  o f  bc i r rg  c l r osc r r " I  l t r r s

{  I  )  * .en4onr S:r . r ' lc  -  Use of  ranclom number table.  Each sarnpl i r tg  t rn i t  has equal

protrabi l i t l  o l '  bc ing sc lected '

(2) S1'stern:rtic Sanrplc - l laving tirc,cl 
. intc-rvll l  

bctrveen anY cotlsQcutive trnits selected'

I I.u,e'er. it ca. lrc acl.pted lnl ' * 'hen populatiort is not strtrottrrcd in a way t.hat it

t

I

I

I

t

I

t

I

t

I

I

I

,1

corresponds to a par l ic t r lar  t rend'

(3)  Haphazart l  Select ion -  No intent ion

equivale i t  to  rat lc lo tn sarnPle '

l f  audi t ; ;  expects crror  i t r  populat ion '  ther t

sa r r t p l e  s i ze  i s  aPProPr ie t c '

Maxintum Error  i r t  Prr1.11111i t l i r  t l ta t  at rd i tor  i ' ' ;

to includeiexciude a parlicular itern' lt is

- : l

takc targer sanrple size. otherwise smaller

ready to t;ati ioi i gi,rerr t"*pi! iiii'

' \ ; : - l  
f t l i  I

I
I
I

lrf. t,n irl,l tP
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, ludge * 'hethcr  l r r i  i tenr  is  err r i r  t t r  r r t t f
I l -  su l ' { lc  icr r t  errd r tppropr i i t te  ev i rJe:ncc can. t
i r  r i l ]ec i l lc  i te  r r r_ i t  cOulc l  be ar)  cr ror .

i \ r rc l i to l  shoul t l  lo  c l rcck (  I )  carrsc o l  cr ror .
,  r l l r t ' r '  I r l r l r s c s , ' l '  ; r r r t l i l .

l t
!i l "  Stcp -

ilnol.l,sis oJ' 1.,rrcr
in SunrplL,

I["tStcp -.

Prttjectirttt ttJ'
I:rntr

!II'd iteJt -

,l?ccssessirrg
Santpling llisA

bc ir i- , i : l ined regal i i t ' l : ,

a r rd  12)  i t s  i rnpac t  { }n

T

- lf there is cor'nron trerrd in error, he sh'urcr perform extendecl
ltrcrced u rcs.

I 'roject it to cnlire popLLlation b.r- appropriate rrrethod.
c.ns ider  both qrrar t i ta t i 'c  and qual i ta t i 'c  aspects er f  error  fbrr r i t l
ivh i le  pro ject ing.

r r  cr r ( r r  i l r  [ ) ( ] [ )u lat r0n excecds to lerablc error  t l ren audi tc l r  shorr ld
er te n<l  aLrd i t  proccdure.

> I t  ar ises l ior r r  Possib i l i t ,v '  that  aur l i tor 's  conclus ion based upon ;* t i ;  ,nr ,y  , , ,
diff 'ercnt f i 'ont concltrsiort that would have been reached if conrplete populatigrn wrrre
subjected to santc audit proceclure.

I . I ' ' ; ' SE  CHECKS

lq.  :  " , rr ! r  rrrendat ions
l ,  r  , i l

' . L r k

l " The elemert of surprise iii 
"" "rbit 

;;G ilii itiii; r;g;;; to i[" ite'i,s riinr t;i"i ,,i' :i,,i
audit. that is the selection of the clate at rvhich tlre auditor visits the r:[ ient,s t-rff-icc tc
carD/ out the auclit and the selection of t lre items, rvhich are subjected to autj it-

2. Surprise checks are ttseftt l nrcthods of deterrnining whether or not such errors exist and
rvhere thev exist, of brirrging tlre matter prornptly to the atlention of the ar!anagcnl.j{ lt

3. Surprise clrecks are also particularly relevant in respect of certain itenrs, tor exarnpii:,
cas l t ,  i r r vcs t l r t e r r t s .

4. Wherever feasible, a surprise cheok should be made at least once in the course of an
audi t .

1 .  Surpr ise checks should be corrs idered as a cres i rable par t  of  each audi t .
2. Tlre areas over rvhich surprise checks shoulcl be employed would clepend rrpon tire

c i rcurnstances of  each audi t  but  should normal ly  inc lude:
.(a) Verif ication of cash and investnrents;

, (b) Test-verif lcation of stores an<l stocks and the records relating thereto:
(c) Verif ication erf books o{'printe e ntry and statutory registe rs.

3. 
'fhe 

frequencl, of surprise checks nlay be <Jetemrined by the auditclr jrr {i lg
c i rcunrstances.

1' The results of the strrprise checks slrould be communicated to the management. r{-+,t

5.  
' fhe 

at rd i tor  should sat is [ 'h i rnsel f  that  adequate act ion is  taken b-v the r r i ]nagemopt ( ] l l
the matters conrrnunicated by him.

6- It is not necess;try in all cases for the results of the surprise checks to be inclr.rcled rn the
auditors' report on the accounts. They should, lrorvever, be included if jn ihe r-.piir io* rrf
the auditor, they are material and afTect a true and fair vierv of ihe financial stateme nr.s.
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