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Basu conce epts in Auditing

2.1 A S:z:’\UDl'I‘ EVIDENCE

— e v

Meani: - Audit Evidence refers to any information obtained by the auditor so that he cur “raw
; conclusnons & express opinton on financial statements.

suff 2t (d) Auditor should obtain suﬂu ieni & Approprmtc evidences.

(b) Sufficiency refers 1o guantum of audit evidence.

F(c) Appropriateness refers to qualm of audlt cwdence

N Faei (a) Degec of risk of misstatement.

G . (b) The result of audit procedures i.e. any fraud & error detected by auditor
r Sufficiency & - {(¢) Materiality of item.
- Approse U eness (d) Type ol_'informmion available.

(e) Experience gained during previous audit.

- (d) Trend shown by accountm& ratl()s ctc IR

Tvper 4 A el Accordingto " 1. Visual . Eg observm0 stock taking conducted by i
pe+ o+ 1 g ,
s . © nature. , staff
LoerY 2 Drcumenmr} Eg., Having a copy of loan agreemem sales hills,
W C
Y 2 " : : : ,
_ ¥ ) 3. Oral L G Eg, discussion  with management regaedn:g
H \ P . . .
‘ \;:.'\)@i ¢ LG e - current trends in business.
: According to 1. IntgrngL " - Which is created within client’s organisation. For
. source N \:’” N\ #',4 eg,. copies of bills given to cusiotmers,
' \ - employee’s wage sheets etc.
A E,\tema[ - This originates outside client’s organisation. For
)\,« Lat ’\' Y. E.g., purchase invoice, bank statement.

Types of Audit Evidence

According to nature According to source
Visual Oral l 1
J . Internal External
’ ) Documentary =« -" ' by
[ i : ~ .
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Auditing and Assurance Chup.

i}iffel'(‘:ﬁfe between Basis Interaal » Exffr*l;nvzll
Internal & External = Meaning Created &  retained  within Originates outside  client’s
Evidence chient’s organisation. organisation.

Example Copies of sales invoice, wage  Purchase invoice. bank statements

. sheet :
Source Inside the entity . Outside the entity
Reliahitity Less reliable : More reliable

Reliability of
Evidence

Consistency of .

Evidence o
S SRR e S
L A A

oos, et v

e e .(p;«f
Procedures to

obtain Evidence
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. v\ ' é ,\7 <
Uﬁqﬂ {// J '

N\
N Nav
3 i\
v \

«(a) External evidence is generally more reliable than internal evidence.
((b) Evidence obtained directly through auditor is more reliable than that obtained
through client.

(¢) Written Evidence is more reliable than oral evidence.
(d) Internal Evidence is reliable if related internal controls are good.
(1) The audit evidences, obtained through different sources or of different nature should

\ be consistent.

: (1) If there is inconsistency among different evidences relating to a single item, auditor
should perform additional procedures to resolve inconsistency.

(i) Compliagce Compliance procedures are performed 1o check designing, operating

Procedure effectiveness and continuity - of 1.C. system. Auditor performs

V" compliance procedures in respect of the following assertions relating
- to internal control system :

Existence - that the internal control exists,
. (design)
SRS Operating © -that the 1.C. system is operating effectively.

5 Ov{'),‘g‘q\x;(_ WL . effectiveness
» }dn}cf\,h‘v‘t w

- Continuity . '~ that the internal control has been 50 operated

DL oty - throughout the period.

v(u)/vSu;staE_ Substantive procedures are performed to check ggmpleteness,

' procedure. accuracy and validity of transactions and balances. Auditor performs
= ~ substantivep s-irrrespect of following assertions relating to

. data produced by accounting system:

Measurement That a transaction is recorded in thg;rbper period
' . at proper amount.

- Presentation “An item is disclosed, classified and described as
- and disclosure ' per recognized accounting polices and relevani
’ statutory requirements, if any.

;/Wl Lyassathea MCmnpleleness . That there is no unrecorded asset or liability or

ypve b boka e VL EUNE, . transactioni e

S - Occurrence + '+ That a transaction or event took place which
PR \ -y _ pertains to the entity during the reverent period.

- Valuation That an asset or liability is recorded at an

_ appropriate carrying value.

 Existence - That an asset or a liability exists at given date.

kzglzts  and That an asset is a righf of the entity and habxl;tyib
_obligations - an obligation of the entity at a given date.
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AUDIT PROCEDRURES
1
t
¥
Complize Substantive procedure
T o M e 1O ~ R T \\\w f‘\ - ) )
o test { Coy s )\J S T'o test completeness, accusacy
PRSI vieoigned i Lo Ly H\~ ) & validity of data prod
RIS Coting LN O 5 accounting system. 5
clfeciverys  Turoughout e \ Lo of
Test of Details Analvtical review  procogures
l : ie.. analysis of significant
| ‘ : l ratios & trends.
v ) Kabns Analyse
PRI . dons \\015( testing ¢
MBS \ balances
(vgnﬁcgtlon) /
o R Y AT
N DWRUAN Tl bl v (, M } ()V“) %‘
T (omphance & substdmwe proucdures are pgrfmmcd by foHowmg methods:
o R Il Invpectzon Inspccnon consists of exammm;: records, documents or mnv;o‘az CTE
- Four types of documentary evidence are:
(i) documentary evidence originating from and held by third parties,
' (i) documentary evidence originating from third party and hei: 2
entity;
(i) documentary evidence originating from the entity and held by third
parties; and
(w) documentary evidence orlgmatmg from and held by the mmh
: 2. OQObservation (l) Observation consists of \vitnessmg a process or procedyure oviig
. "
Rt O,rm L v \“w\ T performed by others.
v : o K PN ;
N lr A b'\ o (n) For example, the auditor may observe the counting of nvondisios
vy ) [Vl :
- being perfonned by client’s per sonnel
3. Inquiry and’ (i) lnquiry consists of seekmg appropriate infermatioun  from
- Confirmation =, knowledgeable persons inside or outside the entity.
', { WAoo . . .
1 :xk I \‘\"‘ (1) Confirmation consists of the response to an inquiry.
PR v
T ¥ B ! i) For example, the auditor requests confirmation of receivables by
ENe Rt : p 1
‘ : direct communication with debtors.
\ 4. Computatlon Compufatlon ‘consists of chcckmg the arithmetical accuracy of record
oot T Vho L 10X performmg 1ndependem calculations.
Sk N v 5 Analyttbal - Anal)mcal review refers to studymg sngmﬁcant ratios and tionds and
Review : mvestlgatmg unusual ﬂuctuatlons
[ D SO S E— e B -
. £ A ‘
& "I\'" ” Y\ \“.,_\‘\ L{k;‘/ (
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22 AAS 14 - ANATYTICAL PROCEDURES
Meaning “Anaivtical procedures”™ means the analysis of significant ratios and trends, including the
imestigation of fluctuations.

Mature of Analytical procedures include comparisons of the entity’s financial information with
Analytical following: ¢ Y
Procednves *  Comparable information for pnor pux( «ds. \j\w Utk oA P vaho ]

*« Anticipated results such as buduud (2)\,&;; § QX pe V\A;fw&}

Predictive estimates pxcpdmd by thc auditor. such as estimation of depreciation
» Industrial trend FJ)J\(LU YneA IQQ}\O B B

is > \mlvtlcal rocedmcs are used —
col/ p
- ?\QV\E| Q e Q}m( A (a) In planning the nature, timing and cxtent of other audit proccdurcs,NTf
5 Au i o
5 S5 OO M f\i L (b) asan overall review of d]c financial statements.
‘k\ v -
STAGE-1 In . ic audltor should apply anal\/tlml pmcedurcs at the planning stage for
Planning the al:dlt understanding the business and in identifying areas of potential risk.
6 - A o - . - . .
paeou e (\’{\ AL \ﬂ C Vvt uses both financial and non-financial information.
STAGE-2 As = He may use ARP at this stage as a mean to obtain extra evidence relating to an item.
;. 5 Substantive = When performing analytical procedures as substantive procedures, auditor will need
\'(‘( . Procedures to consider whether to rely on results of ARP or not.
STAGE-3 In » He should apply analytical procedures at or near the end of the audit while
overall review at concluding as to whether the financial statements as a whole are consistent with his
the end of the Andlf knowledge of the business.
e G e A \\‘d L) In some cases, the auditor may identify areas where further procedures should be
N L apphed before rcpomng )
Extent of reliance The dpphcatlon of analytlml proccdures is based on the assumptlon that relatlonshlpq
on ARP - among data exist and continue.

" The extent of reliance on the results of analvtical procedures depends on the following
factors:

(a) Materiality of the items involved. For exampie, when inventory balances are
material the auditor does not rely only on analytical procedures in forming
conclustons;

(b) other audit proc edures applied for the same audit objectives;

(¢) Accuracy with which the expected results of analytical procedures can be predicted.
For example the auditor will place greater reliance in comparing gross profit
margins from one period to another than in comparing discretionary expenses, such

as research or advertising; and

(d) assessment of inherent and control risks, for example, if internal control over sales
order processing is weak, then auditor would consider adopting more substantive
tests rather than ARP only

Unusual - When ARP 1dent|f\ S|gn'ﬁuant fluctuations which are inconsistent with other
fluctuations information, the auditor should perform extended procedures.
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O - AUDIT MATERIALITY

b g‘)/\(« L& B ».C 7
VN}Y’)WU o algere It depends upon
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Meaning

Materiality to be
cansidered

- Auditor should

consider

materiality while

Relation

Reason

= Auditor decides upon materiality level during planning stage which may !

- Generally, management / employces don’t comut i o

" Error may not be detected. Thus high materiality tevel e

= Muterial items are those which may afteet the judgement of
users of financial statements.

« it may be quantitative / qualitative.
=  Sizeofitem: ¢ ( [k D 3

= Naturcofitem: [ yyrrat Liaol 3

Statutory provisions., elc.

I'rom both potat of views -

= Individual Account and

= Overall financial statcments.

1. Determining NTE of audit procedures; and

2. Evaluating cffect of misstatements.

Inverse relationship between Degree of Audit Risk i
level.

value items. Moreover, as a general practice, aud.» %
value items in detail. Thus, it is less risky that high o0 0o am’i

risk at lower degree. Hence, inverse relation.

w changed

during progress of audit. It may be increased/ decreased for specific acununt

= If ARP mdlcate> misstatements, auditor should adopl other ptogedamx te snlimate it

3 - Spemﬁc nu%smtcmults xdentlﬁed bv Audltor +
= Uncorrected misstatements (not identified) +

- = Net effect ofuncorrected misstatements identified durng

previous year’s audit

{f Auditor concludes that aggregate uncorrected misstatement are material

Ask Management to adjust financial statement

Managemernt does

Management refuses
\

Qualified/ adverse opinion.
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2.4 AAS T . MANACEFMENT DEDDUCENT ATION ‘\: . :
- - - - - P I R T UL ) PN TE e N J‘JL“AL.‘ Joa A A + !.‘ 3
Management Meaning Written /7 oral confirmation by them wort items affecting Hnaocial
Representation statements.

Lxample *  For Financial Statement as a wholc

Types of MRL

Elerﬁenis ofMRL

NS
-To R
N *\~
é\m‘\ \ ( R\)\\»
\)Jy b
Managemcnt

Representation as
Audit Evidence

Documentation

- For Accounting Policies. o T4 * w \No 3

= Intention to hold Investiments.

REEe L’_;\ Ao t‘Y‘Y«fj"“f

»  Provision hrf!(nm‘, efe.

< L LUC‘T vsmt,d b\' managcment

= Letter from auditor containing ins understanding which is duly acknowledged
confirmed by the management.

- lrt‘sh(r)uld be addressed to é;g}_gi:itOI‘.

= It should be dated and signed by proper authority.

. = Date of MRL should be earlier than/same as date of audit report.

and

»  For specific transaction, there may be separate management representation letters

(Fur c.o For lnvestmem)

- = He qh()u]d use his professmnal judgement to demde thu arcas in Mw:i MERL

required. -

- = Management Representation should be in writing.

= Auditor should seek corroborative evidences.

= Evaluate its reasonableness and consistency.

= Management Representation should be provided by well informed persons.

<

= Management Representation Letter can’t be substituted for other audit evidences.

- However sometlmes it may be (mlv evidence.

- Of both types of Managemem Represwmtxon Letters.

Refusal by Management :

Auditor asks for MRL

[

Management provides

|

0. K.

|

Management Refuses

|

Auditor should himself prepare his understanding wiih a request 1o
management to acknowledge the same,

|
| |

Management acknowledges Management refuses

| |

0. K. Limitation on Scope of work of auditor,

l-mncaccci'ctanlllalliiaillltitllll‘lili
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ERNAL CONFIRMATIONS

i
fadernal
Cunboaifions

vhore
:
e dhions may
Yok
Va1 External

Contomutions

[ coative and
T\iﬁ . €2
Countirmation

Ery,
X

T ¢ uvie

tovistics of
codonts

Chao
e
Fhe exier nal
counfirmation
Process -
considerations by
auvditor

It

communication from a third party v response to a request for

1s the

process of obtaining and evalvating audit cevidence through a4 {
imformation about a

particular item.

Selecting the items for which contirmations are needed.
Designing the form of the confirmation request. 7o 117° f
Communicating the confirmation request to third party.
Obtaining response from third party.

Evaluating the information or absence of confirmation.
Debtor balances © ' ' “
Creditor balances;

Terms ot agreement or transactions with third parties:
Bank Batance and other information from bankers;
Stock held by third parties:

Property title deeds held by third parties;

Investinents purchased but delivery not taken; &

Bank loans.

External confirmation may be requested either at the balance sheet date or as at any other

date close to the balance sheet date. Respondents will be more willing to a confirmation
request (,ont'nmno management authorization.

Positive

1t asks the respondcnt to reply to the auditor in all cases either bv
confirmation indicating the respondent’s agreement/ disagreement with the given
request ~information, or by asking the respondent to fill in information.
Negattve It asks the mspondam to rsply only n the event of d;sabxeemem: with
confirmation  the information provided in thé?&luest Negative confirmation request
request - should be used when:

HRcprI]dCHt S wmpetcnce and mdgpendcnce affect the rclmbxllt\ of evidence

- = ipherent and control risk is low;
» alarge number of small balances is involved;
- = asubstantial number of errors is not expected: and

= it does not appear to the auditor that respondents will disregard
these requests.

ﬁ] us, the

confirmation request should be addressed to appropriate individual.

confirmation,

The auditor should maintain control over selection of third parties to whom 4

request will be sent. the preparation and sending of requests and the responses to
those requests.

He should ensure that he directly sends out the confirmation requests, the requests

arc properly addressed and that all replies and the undelivered confirmations are
delivered directly to him.

He should perform alternative procedures if no response is received to a positive
external confirmation request.
The auditor should consider whether external confirmations appear to be unreliable.

He should also consider the causes of inconsistency revealed by external
if any.
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Management Meaning It auditor wants to contrin certain information  and  management
Requexis requests the auditor not to do so. he should consider vahidity of grounds

for such a request. He should ask the management to submit its request
in a written form. alongwith the reasous for such request. He shonld
maintain documentation of the request made by the management along
with the reasons given by the management.

If he agrees . 1f he agrees to management request not 10 seck external confirmation
regarding a particular matter. then apply alternative procedures to obtain
sufficient appropriate evidences.

If he doesn’t  If the auditor does not accept the validity of management’s request and

agree is prevented from obtaining confirmations. there is a limitation on the
scope of the auditor’s work. He should consider the possible impact on
the audit report.

OBJECTIVE TYPE QUESTIONS

Comment on whether following are True or False

(h

(2)

)

)

(6)

(7

(8)

Evidence should be sufficient and appropriate.

TRUE o Auditor should obtain sufficient & Appropriate cvidence. Sufficiency refers to quantum of audit
evidence. Appropriateness refers to quality of audit evidence.

Auditor should consider consistency of evidence.

TRUE = The audit evidences obtained through different sources or of different nature should be consizient,
If there is inconsistency among different evidences relating to a single item Lauditor should
perform additional procedures to resolve inconsistency.

o . . mayge o Vet L
Compliance procedure is undertaken to check transactions & balances. ) (0Wi

FALSE = Compliance procedure is undertaken to check designing, operating effectiveness and continuity of
internal control systems.

Substantive procedures are carried out to check data produced by accounting system .

TRUE © Substantive procedures are undertaken to check completeness, accuracy and validity of data
produced by accounting system i.e., transactions and balances.

Auditor may use analytical review procedure at planning stage.

TRUE 2 The auditor should apply analytical procedures at planning stage for understanding the business

and in identifying areas of potential risk. It uses bloth financial and non- financial information
oy

P

Material items are only quantitative in nature.

FALSE © Material items are those which may influence the judgement of users of financial statements. it
may be quantitative and qualitative as well.

There is inverse relation between materiality & aundit risk.

TRUE = Generally management /employees don’t commit fraud in high value items. Moreover. as a
general practice, auditor checks high value items in detail. Thus it is less risky that high value
fraud and error may not be detected . So, high materiality level leaves audit risk at lower degree.

Management representation letter can be of two types.

TRUE = (i) Letter issued by management
(ii) Letter from auditors outlining his understanding, which is duly acknowledged and confirmed

by the management.

A gEn 2 S an 4B 4B

e

A o A 2 4 42 2 L o = B & o B 4 & & B e B O B O & 4B s

L
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Pl (,paratlon for an Audit

31 AUDIT PROCESS
(1) Audit 1. Engagement of Auditor. —
Process at a - 2. Auditor Obtains knowledge of client’s Business.
glance 3. Formulation of audit plan & program.
4. Determining NTE of substantive procedures.
5. On the basis of results of comphance proccdures performing s substantlve Procedures.
6. Maintaining working papers. ‘
7. Formulation of opinion regarding financial statements.
8. Issuance of Audit Report
(2) Audit (l) Stage l () Formulating overall plan based on knowledge of client’s
> . Business.
Process (stage Planning ) : . .
wise) (1)) Preparing detailed audit programs for every aspect to be

s (i)

covered in Audit.

Stag; 2 (i)ﬂ Examining system (;f internal controls by performing
. compliance procedures.
I;:gi(;;?::sg& (1) Based on above, determining NTE of substantive
obtaining procedur.es. ‘ ‘
evidences there (n1) Conducting vouching of transactions.
from (tv) Performing verification of balances.
(v) Ensuring appropriate disclosure of information.
(vi) Examining form & content of financial statements.
(vn) Analysmg significant ratios & trends.
(llli State3 G (1) Formmg conclusml; on the basxs of ev1de;1ﬁces

Concluding & (1) Providing report on Truthfulness & Fairness of financial
statements on the basis of conclusions.

Reporting
(ii1) Ensuring that report complies with the statutory requirement,
: if any.
; (iv) Communicating the Report to the appropriate authority.
26
S . v s A
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39 Ass26- TERMS OF AUDIT ENGAGEMENT

sent 1. Client and Auditor should agrec on terms of engagement by way of an aadtt
engagement letter, to avoid any misunderstanding.

1o

Auditor should send an engagement letter, preferably before commencement of
engagement.

Principai contents: ¢ The objective of the audit: ¢ Stttz ey oA Tt e Ay

| »

r e - . . . Ly ; G+
DL b g ajar it «® The scope of the audit:-> [nw> vy 45 \f’é\ T r\ Gwgaatim et
LeSwen «® Management’s responsibility for the financial statements;
Tor Gva ogo A end Jeter, (" Management’s responsibility for selection and consistent application of appropaare
‘ ) accounting policics; 3. MR IS
fraad il (hat B f L (o Gty —
N LA E L \J,»,\,‘:f;' Managemen.t's responsibility for preparation of the financial statements on a going
- o : concern basis;
UV S B Ew‘fn‘r mi‘ s o . . .
o ' ) s Management’s responsibility for making reasonable judgments and estimates:
B R A R AT ) .
r { i RO ®  Management’s responsibility for the maintenance of adequate accounting
Ceepee prtic ke B and internal controls;
. L . .
Ay 70 ap A uad, . ® Unrestricted access to records and documentation;
RN YT \' “iiu . w The fact that due to (1) the test nature of an audit, (2) persuasive rather than
Ay ve e ma ¢ , conclusive nature of audit evidence, (3) involvement of judgement and (4} inhevent
ot faeged o . clus . : J -
ST ) , limitations of any accounting and internal control system, there is an unavoudubie
SN e %“ , risk that even some material misstatements may remain undetected; &
i o ’
éL ‘ AR RS S S IS
; 4 1Y . -

The fact that the audit process may be subjected to peer review. ¢

A Aisea! Matters »  Planning of the audit.

* Expectation of receiving MRL.  afvs-\

= Requesting client to confirm the terms of the engagement. Crernad vty moxon
- = Description of any other letters the auditor expects to issue to the client.
’ & Fees and billing arrangements. o Y ’ -
= Arrangements w.r.t. the involvement of other auditors and experts and internal
auditor.
.= Arrangements to be made with the predecessor auditor.
Audit of - When the auditor of a parent entity is also the auditor of its subsidiary, branch ur

Component division, Auditor should consider Legal requirements, independence of the management
. ete. to decide whether to send a separate engagement letter to the component.

Recurring Audits The auditor should consider whether circumstances require revision in ierms of
- engagement or if there is need to remind existing terms of engagement to the client.

o ekii e itk lf before completing the engagement, client requests the auditor to change the
£ngagement _ engagement to one, which provides a lower level of assurance, he should consider the
SETE . reasonableness of such a request.
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He should consider the request from client to chanee the terms

!
v

If Auditor Com‘]ludcs that there s

| l

Reascnable justification of change

No reasonable justitication of change
(i.e. to change previous misunderstanding) b

!

hd

Client and Auditor should agree on

He shouldn’t agree to a change of engagement
New terms

and should continue with original engagement
If client doesn™t permit him to continue
original engagement
Withdraw and consider other obligatics
(i.e. report these circumstances to other
parties like BOD or shareholders)

33 SAMPLE ENGAGEMENT LETTER

You have requested that we audit the balance sheet of (Nzirﬁc of the benbahy) as at 31st March, 2XXX and the
related profit and loss account and the (cash flow statement) for the year ended on that date.

We are pleased to confirm our acceptance and our understanding of this engagement by means of this letter. Our audit
will be conducted with the objective of our expressing an opinion on the financial statements. We will conduct our
audit in accordance with the auditing standards generally accepted in India and with the requirements of the

Companies Act, 1956. Those Standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatements.

An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial

statements. An audit also includes assessing the accounting principles used and significant estimates made by

management, as well as evaluating the overall financial statement prescntation.

However, having regard to the test nature of an audit. persuasive rather than conclusive nature of audit evidence
together with inherent limitations of any accounting and internal control system, there is an unavoidable risk that even

some material misstatements of financial statements, resulting from fraud, and to a lesser extent error, if either exists,
may remain undetected.

In addition to our report on the financial statements, we expect to provide you with a separate letter concerning any
material weaknesses in accounting and internal control systems, which might come to our notice.

The resnonsibility for the preparation of financial statements on a going concern basis is that of the management. The
management is also responsible for selection and consistent application of appropriate accounting policies, including
implementation of applicable accounting standards along with proper explanation relating to any material departures
from those accounting standards. The management is also responsible for making judgments and estimates that are
reasonable and prudent so as to give a true and fair view of the state of affairs of the entity at the end of the financial
year and of the profit or loss of the entity for that period.
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Tite responsibhity of the management also includes the matntenance of adequate accounting records and

cort b e oafeerarding of the assets of the company and for the preventing and detecting frand or ather vegw srdias
As - .ui process, we will request from management written confirmation concerning representations made
HERtE -« with the audit.

A : <vite your attention to the fact that our audit process is subject {o "peer review’ under the Chartered

/\ccaunmu‘* Act 1949 The reviewer may examine our working papers during the course of the peer review,

We look forward to full cooperation with your staff and we trust that they will make available (o us whatever records;
documentation and other information are requested in connection with our audit. Cur fees will be bilied as the work
NFORIESSES.

‘This letter will be effective for future years unless it is terminated, amended or superseded. Picase sign and return the

attached copy of this letter to indicate that it is in accordance with your understanding of the arrangements for our
it of the financial statements.

XYZ & Co. Date
bt wedd 2o uniants

........ ) Place
(Signature)

iMame of he Member)

restpnaiion)

Acknowledged on behalf of ABC Company by
{Swgnature)

Name and Designation

Date

3.4 AUDIT TECHNIQUES

Cntng Audlt fééhniques refer towcrértain ;ééns & methov(‘ls for collecting evidences. -
E:‘,jxuig‘al}lé N 1. Postmg clr;ckmg 2 Casting checking 3. Physrcal verification:
4. Inquiry 5. Re-computation 6. ARP
7. Year end scrutmy . 8. Bank reconcnhanon ()
eflevrence Between . Basﬂlism - I;r;cedure; - 7 7 I' echmques
Audit Procedures (r) Meamng o [433"5|c way to handle audit Work VMcthods are emplo; ed for conduumg.
& Audit ; , procedures

Techniques (n)Types ” watypes o ~Many (refer to examplcq gwen abovs 33

Comphance and substantrve

] (n') Nature A specrﬁc procedure may In verification of Assets, many
: require a number of techniques.  techniques  such as physical
. examination, inquiry and

~ computations are needed.
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3.5 AAS -8 - AUDIT

PLANNING

Planning 1. The auditor should 'plan‘his work to enable him to conduct an effective audit in ap
efficient and timely manner.
VVVVV ‘ 2. ltshould be based on knowledge of the client’s business.
Appllc’lhlllh I.  The Statement is framed in the context Ofrculmn“ audits.
~ 2. Ina first audit, the auditor may extend his planning process beyond the matiers
discussed herein. .
Cronténtg : Pl'zmnmg should be continuous. im'{)l\'ing
* Developing an overall plan for scope and conduct of the audit; and
- ® Developing an audit programme.
Usef“h]eqb © Audit planning hclps to ensure that: o
* appropriate attention is devoted to important arveas of the audit;
* potential problems are promptly identified;
= the work is complete in time: Ngtt
» assistants are utilised properly: and
* the work done by other auditors and experts is duly co-ordinated.
Kno“]edge oﬂhe " The auditor can obtain such knm\ledgc from -
clients Business (1) Previous Experience. -
' ¢ii)  Discussion with people within entity.
(ii1) Discussion with internal auditor.
§v) Discussion with other auditor.
¢(v) Discussion with knowledgeable people outside entity.
(vi) Publication relating to industry in which entity operates.
(vii) Legislation and Regulation.
(viit) Visits to entity/plant.
(ix) Documents produced by entity (minutes, manuals, plans) efc.
- {x) Client’s annual report to shareholders.
‘(xi) Client’s policy and procedure manual.
<(xii) Minutes of meeting of shareholders, BOD etc.
&xiti) Internal periodic reports.
. (xiv) Consideration of state of economy and its impact on client’s business
Discussion with Dlscussmns with the client may include following:
Client ®* Changes in management organizational structure, and activities of the client
- = Current Government legislation, regulations and dircctives affecting the client.
Ef *  Current business developments.
= Current or impending financial difficulties or accounting problems.
= Existence of related parties with whom transactions are likely.
:(' New or closed pfemises and plant facilities.
i = Recent or impending changes in technology.
i Significant matters arising from previous year’s financial statements, audit report and
(‘g management letters.
< * Changes in the accounting practices and in the system of internal control
- Scope and timing of the examination.
= Assistance of client personnel in data preparation.

Relevance of any work to be carried out by the client’s internal auditors.

I.xﬂ..ﬂ.'.l'lll'..‘l..*\ﬂ&‘l‘l'lﬂ'ﬂ&.l'ﬂ'l..'
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The terms of engagement and any statutory respounsibilities.

Nature and timing of reports or other comiunication.

Applicable legal or statutory requirements.

Accounting policies adopted by the client and changees in those policies.
Effect of new accounting or auditing pronouncements on the audit.
Identification of significant audit areas.

Setting of materiality levels for audit purposes.

Conditions requiring special attention such as the possibility of material
fraud.

Reliance to be placed on accounting system and internal control.
Rotation of emphasis on specific audit areas.

Nature, timing and extent of audit evidence.

Work of internal auditors and the extent of their involvement.
Involvement of other auditors.

Involvement of experts.

Allocation of work between joint auditors.

Establishing and coordinating staffing requurcmem\

PDocuntentation

Pevelopine the
AUl Fropoam
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The auditor should document his overall plan Form and extent of the documentation will
V'1ry dependmg on the size 'md complexmf of the audu
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4.

- observing stock taking conducted by client.

M

implement the audit plan.

‘Auditor should preparc a written audit programmn llstmo the proculurcs requnm

The programme should have sufficient details so that 1t can be used as a set of

instructions for the assistants.
The auditor should consider the
) Timing of the procedures;

(i) The coordination of any assistance required from the client and the availabiliy

of assistants; and
(iii) The involvement of other auditors or experts.

AY
Auditor normally has flexibility in deciding when to perform audit procedures.
. However, in some cases, the auditor may have no discretion as to timing. For example

3.6 ADVANTAGES OF AUDIT PROGRAM

(i) Selection of
Assistants

(ii)‘ Instructions

' The progrglrﬂ helpg selectﬁ\g assistants asper their cvapilbiblvit}'/. '

i

contains instructions for statf as to work to be done.

for staff

It

provides ready checklist of all t‘ﬁz:"procedl;rg; and Lccl;mqués to bead(;pted

{vi) No ignorance
or overlooking

Due to properly written program, there is no chance of forgetting /overlooking some
important matter.
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(v) Responsibility
fixation

(vi) Progress of
work done

(vii) Supervision

(viii) Timely
completion

(ix) Basis for
reporting

{.: Fature Audits

{x1) “mfevuar(l for
auditor

Program casily sets out procedure -

It serves as a guide for audits to be carried out in st

Program clearly set outas to who s required to do a particular work. Thus responsibility
can be nxed.

The pru ness of work can be determined on the basis of entries on the program.

Work by assistants can be casily supervised by referring the program.

Time to time. compliance with program is checked so as o complete the work on timely

basts.

evidence - conclusions chain. to enable the auditor o
express opinion.

weeeding vears.,

In case, auditor faces some case lor negligence, hie can detend himself by showing it

57 LIMITATIONS OF AUDIT PROGRAM

(1) " Mechanical
Approach

(i) Inflexibility

(iii) Lack of
mltlatlve

uv) Monotonous

v) “Shelter for
inefficient
assistants

Talented & efficient staff becomes frustrated due to 'itxbnvnﬁt? in programa

~ Assistants may carry out work mechanically without understanding the whole concept.

.~ The program often becomes rigid & inflexible. Assistants are not able to change it as per

requirements of specific case.

_ Hard & fast program hurts the initiative & ]udgmental skills of hard workmgv assistants.

They think that it contains “exhaustive matters. They don’t even think of any unusual
. matter, which is not listed in program cven if its presence can change audit approach.

3.8 WAYS TO CARRY OUT SYSTEMATIC & EFFICIENT AUDIT

1. Regularrry

2 Record of tlme 7

Completeness

Documentatlon

3.

4

5. Conﬁdentmhtv
6 Stampmg

7.

Colour
differentiation
§. Supevision

9. Régular
meetings

10. Flexibility

o If “need arises, audxt program should be revnsed dur ng the course of audlt

7 Audit must be carried out regularly

I arrival & dcparture “time of assistants are recorded, it will act as a moral check for

. them.

?ﬂSpeuﬂc portlon of work should be completed on daily basis.
Worklng papers should bc maintained rcgdrduw all the work donc
" Audit staff should not discuss ﬂk, client’s affairs with ontsiders.
 After cxamination, all vouchers must be stampcd ,

" Colored pcn/pcncﬂs & different ticks should be used to indicate different audit
procedures

Audlt team manager ‘must penodlcdll\ review & supmr\ ise the work done.

During audit there should be contmuous mtcracnon among the members of audit team to
- discuss latest findings.
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€ \“*HCA TION OF AUDIT ACC()RD]‘\‘G TO T[I\H OF ASSURANCE

Mmm ng /\udtt tl]dt bemm mu the books have been closed ¢

il wd ot sugcauniny

period & thereafter carried on continually till wmpku«m

Advantages (1)
y
(1)
()
. Limitations (1)
(i)
(111)
(iv

ot Meaning e

Advantages (1)
i (i)
(1)
(iv)
W)
(Vi)

Work is carried out in single continuous sitting.
Suitable for small client.,
No manipulation in accounts, once closed.

No mlelmptlon in rewuldr workflow of chem

E\LCSSI\C \\orkload on audllor at end of auountmg vear.
May not be suitable for big enterprise.
Misstatements cannot be determined on an early basis.

) Less time tor detailed examination.

When "zudu is conducted durmg the ﬁnanual year i.e., accounts are
examined the whole year round; it is termed as continuous audi

Audit staff is present at clients site almost during entire accouniin
penod

Earlier dmuoverv of misstatements. :

Presence of audit staff acts as moral check on client .-

Client’s accounts are always kept up to date.

Auditor has more time for detailed checkiné

Auditing work can be completed on a timely basis.

Helpful for client as auditor can provide useful suggestion after
detailed checking.

? (vii) Routine checking is completed in advance.

(vm) Less pressure at year-end.

Lmutattons ‘ (i)
(i)
; (m)

(i)

V)
Precautions (i)
 to avoid )
- limitations
- (i)
()
v)

Records may be altered aﬂer bemg exammed by audntor
Not suitable for small organisation.

Audit staff may overlook a matter not completely examined on last
visit.

Sometimes, client: feels that regular presence of auditor interrupis
his working.

Itis very time consummg

Work Should be (.ompleted up to dcﬁnlte stag,e durmg GdCh visit,

Important balances should be noted down at end of each wvisit &
compared at next visit so that any alteration can be detected.

Visits should be on random basis (surprise Visits).
Special attention should be given to altered figures, if any.

Auditor should try at his level best not to interfere in client’s day 0
day work.
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3.10 AUDIT WORKING PAPERS MOCUNENTATION) A NS E
‘Weanmg »  Documentation refers to working papers kept by the auditor in connectinn with 6&rﬁ3rnmnc¢-

of his audit work.

» tis the record of planning, procedurc pertormed, evidence obtained & conclusions drawn.

» It shows that audit work has been conducted as per requirement.

Basic (i)  W.P should be designed & organised according to circumstances ot cach audnt
requirements (it} As far as possible. working papers should be Kept in standardised torm.

(ii1) Documentation should be sufnc':nm complete, dated & si 1.
~(iv) All significant matters involving judgment should be documcntod

(V) As per ICAL, documentation is the property of auditor & he should maintain it at least npte
10 vears from date of signing of audit report.
(vi) Ifitis in electronic /magnetic media, he should take proper care for its storage & retrieval
: (wl) He should mdmtmn LOHﬁdelallt\ ( should not show his W.P. to outsiders).

working paper In case of 1 recurring audit. two type of files are maintained to avoid duphuty of documentation.
files These are as follows:

¢ 1. Permanent 1t contains matters which don’t chanrgervéry often. This file is updated during
audit file - each audit. lts contents are as follows:-

= Information regarding the legal and organizational structure of the entity
For e.g. in case of Company, this includes MOA & AOA.

[4 kL»a dstiva L = Legal documents, agreements and minutes relevant to the audit

W,\c’\ {F\O N

Ly PJ, f n}aﬂ wat St , = A record of the study and the evaluation of the internal controls.
Ly €adios Vj\m oo = (Copies of audited financial statements for previous years.
*  Analysis of significant ratios and trends.

M \/)0"’9 . : 1 1
g?‘&u&b«cﬂ vaitu fg Copies of management letters issued by the auditor, if any.

O Q&:\:{\ﬂ? Plawv h . = Record of communication with the retiring auditor.
L5 wblit ot g&l‘ N . = Notes regarding significant accounting policies.
W (\wm\vd\j fetos: o= Slgmﬁcant audit observations of earlier years.
2. Current It contains matters reldtmg to audit of single period. lts contests are as
. audit file . follows:-
Ly Av&\v&\ MG ik »  Correspondence relating to acceptance of annual reappointment.
by Auput VL " Important mattcrs.in the minutes of Board Meetings and General Meetings
b (Dvu)ﬂu\y\x ;WD& aﬂs Telcvant to audit. . ' .
S o exke " Evidence of the planning process of the audit and audit programme.
b ["h?)i‘:;&\'m‘ = Analysis of transactions and balances.
U\MQ » A record of the nature, timing and extent of auditing procedures.

= Evidence that the work performed by assistants was supervised and

reviewed.

= Copies of communication with other auditors, experts and third parties.

. ®  Letters of representation or confirmation received from the client.

= Conclusions reached by the auditor concerning significant aspects of the

: audit.

»  Copies of the financial information being reported on and the related
audit reports.

P A y N V N
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(i) Provides guidance to audit staff.x
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Meaning i generally a bound book which records {arge variety of matters observed

oot 1-.
ARERY Hti.i aue,

Examples of (1) Audt queries not solved immediately.

contents (1) Trregularities observed during audit.

(1) Important information regarding entity not appearing in accounts.

{iv) Important matters for future reference.
Features (1) Itis permanent record of auditor, which can be referred to later on.
/usefulness (1) It contains ali details of work carricd our. This work can be linked. if

concerned assistant is away.
(111) 1t contains all workflow of audit in detai!
- (iv) It can be important defence for auditor i action for negligence is brought

against him subsequently.

(v) It shows weakness in clients system. thus helpful in formulating audit
programs in future.

(vi)y It helps in follow up of work done.

(i) Responsibility of work can be fixed as documentation kept is signed and checked by
appropriate personne).

(i) Actasa defence if charge of negligence is brought against hims

(iv) Important for future planning.
~(v) Contains basis for forming an opinion. ¥

. (vi) Helps the senior to review work done by assistants. *

(;“m Grce ;m:-é . 411(1;101'? prbperty ' (‘)wnershxp &ummd\ of Working papers rests with auditor. Thus. it is
on & diiors : . auditor’s property.

vigh. of ¢lient T Ruleofconﬁ(lentmhtv Asper AAS-1 auditor should not disclose ahy confidential matter
& Bites eek  relating to client to any 3" party unless it is

ACH e ik hls

dociment

or

Permitted by client his lfegal /Professional duty to

disclose
 Can he show vi)ori(i}zg : 3"'partzes A No. otherwise it will violate rule of conﬁdemlalny as
. papers to © including - above.
: . other
auditors -
Client (i)MWClrircnt doesn’t have any right to access audit

W.P. kept by auditor.

(1) But auditor may, at his discretion, show some/
complete W.P. to client.

_(iii) If he shows W.P. to client itself, rule of
! <onfidentially does not arise at all.
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RIY TESY CHECWING / SAMPLING - BASICS
T\,]Q"u“nu Test checking means examining less then 100% of items in the p(\pulatmn

W h\' itis requn ed

K xamples where it
iy notfie
wi‘table
L RS

}\/y&}xu(c it e v

L U”\muﬁ\‘)\w\"

Ly (W °\K %?HQ@MF

LY e v
Precauntions while
conducting test
cheeking (how to
make sampling
effective)

Typel

Judgmental
sﬁﬁﬂlﬁg

f
i
i
]

) Auditor usually doesn’t have enough time for detailed 100% examination

1) Number of transactions / Balances are generally very high.

frrr Mostly items are identical.

fivi I on basis of compliance procedures. it is concluded that internal control system 1s
very effective. there is no need for detailed 100% examination.

m C 1eckmg bank reconcthation statement. E; ’ '

tiiy Few tansactions. very high inamount fAnd ot 0

(i) Few transactions with related parties.

{1vy  Few transactions. having unusual nature.

(v)  Disclosure requirement of accounting standards.

(vi)  Compliance with statutory provision.

(vity - Significant entries near/ at year-end.

11

(1x)
{i)

Thorouﬂh

(ii) Tlt()rough stu(l)’ (Jfli

LC. System.
(m/ Areas not
Sor sampling

(iv) Proper planning

(v) Classification
(vi) Sample size

(vu) 1’V0 blas

study.
ac L()llllllll" sy stem

suitable

{(virt) Few transactions involving foreign exchange.
When internal controls are very weak.

of

The flow of transactions should be completely studied before
~adopting sampling. :

Proper study of internal control system helps the auditor to
devise further test check plans.

iAudnox should take care to ensure that detailed complete
© checking is done for required items (as above).

’ Proper plan for test cheeking should be devised & explalned to
- audit staff. 7 - » - _

* Transactions & Balances should be classified & stratified. if
- required.

The number of items in a samplc should be appropnate]y-

- determined.
%ample should be chosen in unbiased way
of Errors found in sample should be analysed properly

Sﬂmple cize & composmon are decided on basis of auditor’s expenence

‘This is a traditional methed of sampling.

- He may decide to check entries in July, November & February and March

:dmlmc audit of certain year & out of remaining months in next vear
. (Rotation of Emphasis).

. (viil) Analysn
mlsstatement
Meaning. =
]
~ Example

A(Ivﬁhtages L.
L
-
: ‘.

- Limitations 0

Sitmple to operate.

Traditional approach thus understandable by audit staff with the little
expertise.

Rotation of emphasis is done.

Normally year end transactions are checked in detail to ensue whether
cut off procedures are adequate.

Unscic ntific method.

(i1) There may be personal bias.

- (111) Sample may not be true representative of population.
(w) Not suitable if situations changes materially (due to madequacy of

_experience of auditor in that particular area).

L o dm 4 e B A o A 4 A& B B O 4 4 & & B A & & A O A A O 2 & =2 A B e a &2 oo
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Meaning

Advantages

(iv) Widely HLLLpRLI Way o
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Prepuration / £

Sampie is chosen by applying certamn mathematical & staitstical
aevices.

Itis generally based on probabibty theers.

(i) More scientibc.
(i) No personal hias.

(ii1) Resulis of sample can be evaluated & projected in more reliable way.

{ sampling.

t 1) C qn\n‘n\\ to onerate.

0 opc

(i) Not suitable for andit staft having no knowledge of statistical technique.

(iit) It may be time CONSUIMING CXSITISS

Y\'b %‘,&\, V\D«hCQ
e et
AT

;1{OD FOR SELECTING THE SAMPLE

feus g
- Cubsit

3

Banoonm
Sampling

S, nnal Gt

y T
NGk T

_chosen.

Simple random

{{(wé) oW

: Meamng

(1) Simple
Random
Sampling

g

"= Method means the way in which sample is chosen.
s Method should be such that sample can be expected to be true representative of
population.

~w  For this, it is necessary that each item in population have equal chance of being

s There are basically two methods by which sample can be selected.

METHOD

Random sampling Interval / systematic sampling

Stratjfied random , Block
l) U\”\\/ ‘X,Mu@*w&o‘ [
vty Hm\/@r&‘”@w ‘d’L W‘GV‘“‘

(i) All items have equal dnmes of qeleutxon

Cluster,
\ R
b;éi 503.») e i
(i) It may involve use of random number table.
(m) It can be of two types 1.e. snnple random or stratified random.
(\) Each item of populanon (for FU. - each (kbtor) has cqual d»zmce
of selection.
- (ii) ltcan be chosen by
- use of random number table.
- help of computer.
- Picking up number in a random way.

- (iit) Suitable for Homogeneous populdtion (population having similar
' ltems) For e\dmple Debtors ranungj from Rs. 5, ()OU to 15 000

- o tLL - xle
. CL
3,C ;9 clute



(2 Stratified

Random
Sampling
Method-2 Meaning
Interval/
systematic
sampling
- (1) Block
: Sampling

" (2) Cluster

sampling

Chap. 3

Stratification means dividing a heterovencons ncnpiation inter
more homogencous sub populations.

Sample is taken from each sub population (stratum)

It is useful for diversified population.

For Eg.:- Debtor in range of 20 Rs. to 5.00.000 Re. where it can
be divided into stratum as following.

‘ Ul‘lO 1\ !l
10.000 1

l

—5 | < |
00.001 - 5,00.000 1,00.,001 - 3,00,000 l

i o |

Now. random sample is chosen from each stratum.

Its results are more appropriate in case of population having
different characteristics.

= ltissimply an extension of simple random sampling.

- = However, it requires special attention to judge contents of ¢ach

stratum

= ltems are chosen n such a way that there I constant mterval

between selections.

iom The first interval has random start.

= [nterval may be based on

(i) Certain number (Eg. :- every 10th sales invoice).
(i) Monetary total (Eg. every increase of Rs. 10,000 in
cumulative wage summary)
= It is used in case when population does not correspond {0 2
particular trend.

lt can be of two types block & cluster

Selectton of a deﬁmtc block of consegutwc items.

= For Eq. :- first 50 purchase invoice for month of Novermnber

= Thisisa simple method like judgemental sampling.

- However lt may be bmsed at tlmes

' (l) Populatlon is dwnded mto groups called Cluster

@) A number of clusters ar¢ selected on random basis

(3) For Eg. :- 1000 sales invoices are divided into 10 clusters having
100 items each, then 3rd.6th & 9th clusters are chosen.

- (4) Lese effeciive than random samphing since each item 1s a0l
randomly chosen

-,-..---_nmmmmmmmﬂliﬂlﬂ'\ii“‘.'



VYR EREREREEREERREEREEEREEERERESEESE/SS I

£ 1 Preparation for an Audit 39
313 v \(‘T”R \fPrC”N( Sl:?.!? OF SAMPLL
. (i) Tolerable Error
(i) bxpected Brror
(ii1) Sampling Risk
fotrabi —5  Maximum Errer in population that auditor is ready to aceept for a given sample size.
Frror —  If smaller tolerable ciror, big sample size is needed.
In compliance procedure Maximum rate of deviation from estab lM wed procedure of 1O
In substantive procedure - Maximum nmnctary error.
: g =» If auditor expects posi‘bili@ of error in population, lzlfgcr smﬁple sizcr 1S rcéquiréd.
trror = A popuhtmn is expected to be free of misstatement, smaller sample size is needed.
1. ltarise from poxsmmt\ that 7
= Auditor’s conclusion based upon sample,
- May be different from.
—s  Conclusion that would have been reached, .
—  If same audit procedures were applicd on entire population.
2. ltisalways in sampling.
3. If acceptable sampling risk is low, large sample is needed.
4. ltarisesin both comphame procedmes & substantive procedm
In c'otrzplz’zz’rlge ; Risk ofum]er Based upon sample auditor concludes that 1.C. wstun 1s not
pr5ééd;1ir;¢/’ reliance - adequate, however actmlly it is not so.
T Rlskofover Based upon sample auditor concludes that 1.C. are very
. reliance . effective & thus decides to rely on them, however it is not
‘ _in reahty

" In substantive.  Risk of Based upon sample auditor concludes that transactions/
- procedure incorrect .~ balances are materially misstated, whereas in fact these are
. Rejection not. ‘
" Risk of Based upon sample auditor concludes that transactions/
* incorrect * balances are not materially misstated while in fact these are
4cwpmnce misstated.

Sampling Risk (at a glance)

i Compliance Procedure Risk of Under reliance

i1 Substantive Procedure Risk of incorrect rejection

Fifect

Risk of over reliance

Risk of incorrect acceptance

v

These both lead to more work to be
performed by auditor.

However audit report is not
erroneous.

v

These both may lead to erroneous opinion
by auditor.
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DIFFERENCE BETWEEN TEST CHECKING AND ROUTINE CHECKING

2 Basis

{. Mouning

[

Objective

2. Nature

4. Levelof
Vunction

Tune element

'h

.*L\( Y Ny

Test Checking

Fxamining fess than w hole pepulation

<

~

= ]@’b‘/"

statements on the hasis of examination
of selected items only.

It May be judgemental or statistical
deviee,

The extent of sampling is chosen by
higher level of auditstatf. <

It saves time of audit staft.

%tm ’

Routine Checking .

Detailed checking of all aspects of a transaction

such as casting, posting. carry forward,
calculation, balancing etc.

— e,

To ensure arithmetical accuracy of entries in
original books & ensure their correct posting

It is 2 mechanical process, which becomes

nmnotonousiﬁt times.

[t s more time consuming.

sfH%./

3.15

AAS 15 - AUDIT SAMPLING

Audit Sampling

Design of Audit
Sample

Sampl‘invg Units

Size of,Smample ,

Method of
Sampling

Expected Error

Tolerabié ”E”rrror

Lt

Meaning - Application of audit procedures on Less than 100% of ttems.

> It may be statistical or non-statistical.
v

—> It requires skill and competence on part of auditor.

5 Auditor should try his level best to choose sample, which should be true

representative of population.

—» Choosing all items above certain amount is not sampling.

It depends on following :

(i)  Audit Objective — Specific objective and procedures.

" (i) Population — It should be appro riate.
P ¥ pprop

(ii1) Stratification — Dividing heterogeneous (different characteristics) populations in

more homogeueous (similar characteristics) sub-populations. For getting same level

of assurance, it results in smaller sample size.

Individual units constituting the population..

" Auditor should consider overall population. toler

risk.

s

(1) Random Sample — Use of random number table. Each sampling unit has equal

probability of being selected.

£

Cach item in population should have equal chances of being chosen. Thus —

able error, expected error and sampling

(2) Systematic Sample — Having fixed interval between any consecutive units selected.
However. it can be adopted only when population is not structured in a way that it

corresponds to a particular trend.
(3) Haphazard Sclection — No intention to include/exclude a particular item. 1t is
equivalent to random sample.

" 1f auditor exp'ercts error inﬂpo;;ulé'tion, then take larger samplé size. otherwise smaller

sample size is appropriate.
Maximum Error in population that auditor is ready to accept for a given sample size.

- & a & a8 aa a aa e e s 08 e e e2 1292229919212 17127%2%°%°1%°2%21%917?2
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LS ! I Step — = Judge whether an item is error or not
. Analysis of Frror

ot St Ifsufficient and appropriate evidence can’t be oRtained regarding
in Sample N

aspecific ttem. it could be an error.

Auditor should 1o check (1) cause of error, and (2) its impact on
other phases of audit.

If there is common trend in error, he should perform extended

procedures,
SR I . . o e -
1" Step ~ —  Project it to entire population by appropriate method.

7 )' 2 fr ' . " . . . . . "
Projection of Consider both quantitative and qualitative aspects of error ford
Error - d F
- while projecting.

HI' Step — - Iterror in population exceeds tolerable error then auditor should
Reassessing extend audit procedure.

Sampling Risk
e Lok - It arises from possibility that auditor’s conclusion based upon sample may be
different from conclusion that would have been reached if complete population were
subjected to same audit procedure.
— Ifauditor is willing to accept less risk, then large size of sample shouid be taken.

- = Itis always there in sampling.

T < = PEISE CHECKS
[ 1. The element of surprise i an audit can be both with regard o the iterns and fime i fhe
o . audit, that is the selection of the date at which the auditor visits the client’s office o
R i carry out the audit and the selection of the items, which are subjected to audit.
EEIEEA 2. Surprise checks are useful methods of determining whether or not such errors exist and
o

where they exist, of bringing the matter promptly to the attention of the management

)

Surprise checks are also particularly relevant in respect of certain items, for exampic,
cash, investments.

4. Wherever feasible, a surprise check should be made at least once in the course of an
audit.

K- onumendations L Surprise checks should be considered as a desirable part of each audit.

for Al 2. The areas over which surprise checks should be employed would depend upon the
5 circumstances of each audit but should normally include:
. ~(a)  Verification of cash and investments;
v . (b)  Test-verification of stores and stocks and the records relating thereto;
R ¢ ' (¢)  Verification of books of prime entry and statutory registers.
el 3. The frequency of surprise checks may be determined by the auditor in ihe
. ' circumstances.
X n{, \ 4. Theresults of the surprise checks should be communicated to the management. w3t -
Vj ‘ - 5. The auditor should satisfy himself that adequate action is taken by the management on
\L . the matters communicated by him. '
A K. 6. Itis not necessary in all cases for the results of the surprise checks to be included in the

auditors’ report on the accounts. They should, however, be included if in the apinion of
the auditor, they are material and affect a true and fair view of the financial statements.




