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SPECIAL AUDIT TECHNIQUES

Question

What are the considerations to be kept in mind while performing analytical procedures on data
prepared by the client. (6 Marks) (June 2009)
Answer

As per SA 520, “Analytical Procedure”, matters relevant to the auditor's evaluation of whether
the expectation can be developed sufficiently precisely to identify a misstatement that, when
aggregated with other misstatements, may cause the financial statements to be materially
misstated, include:

The accuracy with which the expected results of substantive analytical procedures can
be predicted. For example, the auditor may expect greater consistency in comparing
gross profit margins from one period to another than in comparing discretionary
expenses, such as research or advertising.

The degree to which information can be disaggregated. For example, substantive
analytical procedures may be more effective when applied to financial information on
individual sections of an operation or to financial statements of components of a
diversified entity, than when applied to the financial statements of the entity as a
whole.

The availability of the information, both financial and non-financial. For example, the
auditor may consider whether financial information, such as budgets or forecasts, and
non-financial information, such as the number of units produced or sold, is available to
design substantive analytical procedures. If the information is available, the auditor may
also consider the reliability of the information as the reliability of data is influenced by its
source and nature and is dependent on the circumstances under which it is obtained.
Accordingly, the following are relevant when determining whether data is reliable for
purposes of designing substantive analytical procedures:

(a) Source of the information available. For example, information may be more reliable
when it is obtained from independent sources outside the entity;
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(b) Comparability of the information available. For example, broad industry data may
need to be supplemented to be comparable to that of an entity that produces and
sells specialised products;

(c) Nature and relevance of the information available. For example, whether budgets
have been established as results to be expected rather than as goals to be
achieved; and

(d) Controls over the preparation of the information that are designed to ensure its
completeness, accuracy and validity. For example, controls over the preparation,
review and maintenance of budgets.

© The Institute of Chartered Accountants of India





