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Analytical Procedure Results as Substantive
Evidence*

William R. Kinney, Jr.

Christine M. Haynes
University of Texas att Ausiim

Generally Accepted Auditing Standards (GAAS) allow two basic types of
evidence to satisfly e third standard of fitdttiverkk THesscarecaand)yiced inpre-
cedure results and tests of distails aff ttnarssationzsaan baddaness. GAAAS4s
clear that the third standard can be met with any combination of tthe thwo thit
the auditor deems to be appropriate and GAAS mdkes moquiliitatiive ar“eom-
petency” distinction between them. Yet, analytical procediure results are rou-
tinely subject to several biases not present in tests of distsills. I titiks geapar
we clarify aonosptiual difffarences thattonagyldeadttoaanoveetasesssnearttofitiibe
competency or validity of eviittance mroviitied thy andlytical proceativres.

Clarificatiom of the Hitases iittrarent i anditfics procetiures iisiinppottant
given the increased emphasis on analytical procedures in professioneil stan-
dards (e.g., SAS Nio. 39, 47, and 56 and SARSNND.1)) antlittsimrereased usee
in practice [Tabor and Willis, 1985]. Auditors may be substituting inferior ev-
idence for tiests off ddetdisswitthaanattéentiantinoceeaseiinaatiieeetandiitrisik.

Below we review the history of ardytitcdipracetinesantittidirmeggulditon,
analyze the essential features and risks of aardjyiccd pyoeeehiures aantiddenon-
strate several sources of tites itn tieiir wse 2 sulstantive exiitionce. Finallly,
we provide some suggestions for reeseardh anardifiicdipracetivesantiasig-
gestion for adiange iin standiards.

1. History of Analytical Procedures in Auditing

Essentially, analytical procedure results as substantive evidence are eval-
uations of tifne reasamailianess afftheeaassumpitonofhoeragieribhiisigsiatarentt
in aggregate recorded amounts, glven the auditor’s other knowledge. Ana-
lytical procedures do not encompass examination of dietsiils supparting ttie
validity of patticullar iteains annrising arccorded papultaiion. T, the sub-
stantive validity of Aanyitiam & grauwp afiktensidnovidaeterniiielldiicethy.

The origin of amaiytiical procadiure nesulkis 25 Sulstantive exitbianoe i wn-
clear. Stringer and Stewart [1986, p. 15] cite a Deloitte Haskins & Sellls awdit

*We acknowiliedge the helpful ccommeenisadfUndorAdesroonSaearhBaonaer VidekHeleimman] isisa
Koonce, Linda McDaniel and Garry Marchant, and we wish to thank Larry Logan of Datsite &
Touche for proxiitiing 2 tischnical disaumesnt,
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manual describing the use of analytfical prasstiures imntine 1PBRBsantitey et
reason to believe that the manual merely codified exiisfing praciices. Delditte
& Touche provided us wiith 2 copy of EBuleiin3822t frivomttied IEBedditno O
DH&S Technical Procedures Miamual. It iis reproduced iin Figure 1L THee Bul-
letin was a revision of tine arigjinal 16885 wersion andl weas itttandied tio «limi-
nate any confusion atbhaut tihe use of aardjyiied ppoeeebures, WHillet HecHRdMetin
may have fallen sihort af ttatgged) itppovddebaanunbeerodi nttsrsttigppoitys.
For example, analytical procedures were regarded as “fundamenizil and in-
dispensable” in audits involving an income statement “regardless of tthe ex-
istence or absence of iirttamnmal aoitirel” Ardlyticdlpracatikes weakeiintandiad!
as a substantive test since they were an “effoutt to jaroue itts sulipstantial cor-
rectness as far asiisjpracticable witthout systermatic audiit of theet taarsatioons”
Finally, in contrast to current professiomall standards, there is no mention of
inquiry of managament s an inpottant saurce af aanesyManaticonféoraaniun-
expected material difference.

Figure 1

Technical Procedures Manual
Haskins & Sdlis
(1939 edition)

Bulletin 362-1

ANALYTIE REHEK QE-OBPRATINGE REBB S

This is written with a view to clearing up arymissuridesstandiing thieeecmagy Hoeregaditip giieereassons
for antippooeetireafiresideing) gtbmsompmbhndcﬂdn dudskinmiaiginithtweatébdocomerdodsfofar a
period, and asttowieensecbi prceddrarabboldbbappiididd.

In a general audit we go no farther in systematic auditing than to test the original records, so that
there is a considerable part of dine periiodl dinet is mot covered by dive systematic audiit of dransadiions. If is
therefore necessary to supplement the audit tests by ireviewof de transadtions for die entire period. Asa
matter of fact, it is more logical mnegaujﬂmsystenmwmmmmd uon die general
analytic review than torreganddidiie review as supplienenting die sudif dests. A alll events, dhe andlytic
review of eperating aceumisstiniibeerepgasdachadinadamnciphradridiiserssbldlcinreny srggerErnivhirre
the repert is to include, and the certificate to cover, a statement of income and surplus--o any of its
variahis--regaralless of tecaiiatarecdia iritBaeE 6aRBI0!-

The procedure in making an amlyttcnevnewof cpEraiing asaounts can e cutiired] el geneaedlly.
It involves subjecting each detail operating, income, profit and loss, and surplus account tngttiscmﬁmy
and to some extent to detailed analysis, in an effuft topEe itk sulhstaniidl conmetass Asfar
degreeof pogpwent dcsosi mmmmmmmmwm
gree of isiivriivatien idge e
general course to be followed, subject to such miﬁiﬁeatim and mbpﬂtm &S wagy be mecessary 1o el iie
peculiar needs of intlividual sifuiions. 1 shouldl e unilasised dlso diar thase ramanks partisin enlly 4o the
myﬂe review and do ot puiport 1o cover all the work o be done on tie operating accounts in a peneral

Each operating account (using the term in its generic sense) as it appears in the ledger or other
record should be scrutinized in order to determine whether or not the eniries have varied materially firom
month to month dusring the year under review, and any matriial variation should ke investigated. I sone
cases, especially where busimesses are seasonal, such monthly comparisons should be made wlth the
corresponding months of die prezasdiing year or twa. A diatalellsstatanantofftieape 0380 i}
be prepared for i yearacbiGoracielea e prevecilin ggmfeiuﬂylymomma mmlﬂleblmhmundnd
the respective items for e nesreaiive yeans stivonlid e comyparei]. I tiepecareediisinissosrbpsnobsssolftiibe
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business, the accounts for each should be considered separsiely and in velatiom to one another. All
significamit ratios and averages should be computed foe the purpose of making comparisons. The ratios
would include, for it tusiinass, tee tatio off reelinnes Altoweaess, s, ogyoesSsadasanatitieersaiins
;?15 net sael:ﬂl of cost off mwwmmummwwwwﬁmgmmng@mww

general expenses. For certiin expanses swﬂh&ﬁm reaﬁwngq Jsppisapanaiy) (Naeriaidoaif
puichases is a letier standird| of ceanjrrissantaaNeciat @icalss. Evéyniatieinlaifsmg
all these comparisons should be inivestigated io the peint 6f aietaimmig, &S meaily 85 praetiteal, thatittits
proper or improper. The working papers should show all maiters irivestigated and ihe resulis of the
investigations.

The cost of stes should te examined, and cansidiered iinrelation tio tie sHies, imventory, zmnd
accounts payable. The account for cmst aff ssddas, aantlifésppiindiedlttibuttany ascooumts, ssudh asscosstoff
production, should be analyzed, as to essential features and important amounts, so that the composi-
tion of tiie ananunts willl tee tiarowghly windierstood. Thie rvetivod off ddeterniiningcthapgssiéornmeteiid|,
labor, and overhead should be critically investigated. The grosspiafiit ratios for tive cumnrent and jre-
ceding periods should be computed. The inventory turnover rate should be computed, if practicalsle
as to classes of goadis ({ie,, fimished prodiuct, raw materials, eic.), flor the autirent perfiod and 2t lkeast
one preceding period, by dividing the cost of goadis solld @r wsed by tthe avarage invaniory. IftHetecids
any indication that the cost does not bear the proper relationship to sales, or is otherwise iicorrect,
the various elements entering into the cost should be examined as exhaustively as may be necessary
in order to deterrnine the cause of tthe differencs.

Among the other accounts which should be examined with iespattio operadions from month io
month and period to period, and with respect to theirireladionts other accounts, such as salles or gress
earnings, or in some cases, asseis o liabilities, specific nnention may be made of die flllowing:

Sales and waggs

Income from iimtaestanbidiivikernds

Interest expense

Taxes

Income or expemse for ramd sroywuliisss, andconmniitiseings

Depreciation, depletion, and amentizstion

Repairs i madintensoes

Direct charges andl aeatiits to supdliss

1t is thought that the foregoing explains the anallytic review of operating acoounts sufficiently so
that the undierlying purpose of thive rexiesvantitemastivti aff prooeebiureewidl Iboaumiddesstod aasappiyyirgroat

only to the accounts that have been mentioned specifically, but also to any other operating, income, profit
or loss, and surplus accounts that may e encountered iim praacives.

December 1935 - Revised Sepember 1939

We scanned the Accoumntant’'s/badexnahaene enabdé te lodatatmgrspspifiific
referemces to analytical review in the practice or scholarly literature prior to
1961. Mautz and Sharaf [1961] discuss what might be called analytical pro-
cedures including the terms “analytical and comparative review,” “interrela-
tioniships” and “correlations” among “related data” [Mauitz and Sharaff, 1651,
pp. 28, 86, 93, 100-101], According to Malitz, these ideas were not new but
reflected existing practices,  lkeast o DHIES. Miautzwaasanitoyatioy IRHEES
for atimedluritg tihe IR andwasliatar aqansutiatt ananandlyitedl rexiew
project [private correspondence from MNlawz, Desanither 23, 14684,

Thefiirst officiall reacqgitiion affaanbiyitiebl((esidsvy )ppooedduessinnppodées-
sional standards appeared in November 1972 wiith the issuance of Sadteneartt
on Auditing Procedures No. 54 [AICPA, 1972]. This statement, entitled The
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Auditor’s SGidgly nenBlvEluaitiok of [ofetoié Cadtralpeitablisktabtisiteth éhatithe evi-
dential matter required by the third standard could be met through “analyt-
ical review of significant ratios and trends and resulting investigation of
unusual fluctuations and questionable items” [para. 70]. Further, “Regard-
less of tiie extiant aff redliacesonninnéenad haconmniipgeoanind) thecasiditidoiss te-
liance on substantive tests may be derivedfirom tests of ditiiks, fiamaniadyyidail
review procedures or from any combination of st thnat e candittars -
propriate in the circumstances” [[para. 73] Thiisodfficial ggiddaveassdalidioutsiole
proportions of sulbstantive exiitiance asremained undianged oxar thwormaggor
revisions of andkytical procatiure guitbiance.

SAS Nl 223 PICIPK, 19983] eentittet Andlyitet REGvie Ry Paabods, el calficially
established guidance on the identifiicatiom and investigation of siigmifiicant
“unusual fluctuations.” It disfiimed amallyfical prrocstiures 5 “Sullistantive tiestks
of fimancitdliirffommation maaldehipyaasidghaadd cnipaeidsarvbfelatiditsitpiparanigng
data” [para. 2]. SAS Nie. 56 [PAICPA, 1988], entitled siimply Analyticdl Arvote-
dures ppooiddes aocy prrese effiitiom emtordiatooniiitetesrarigtitidaiqoro-
cedures. Specifically, analytiicdlprecativies “condigtaffeeublativnsofirkinaiadial
inforratiiom made by a study of gilausithile meltafiamshiins annang et ffaaotibl
and non-financiall data.” It continues the basic premise undetlying the appli-
cation of andlytiical procstiuies statied in SHS No. 23 tthat: “Hedlaitordhips
among data may reasonably be expected by the auditor to exist and continue
in the absence of lmnowin candititans tio the cantrary™ [[Rata. Z).

This basic premise is reasonable-if @ prior relation dhiserved, umndier con-
ditions apparently free firom masnteiid Imidstiatensarnt comthimessinttiecagidiitppe-
riod, then the cunrent willues are, praidhily Alsofkectfoommagteiidimidstittainrant
The caveat “absence of lknowin Ganditfians tio tihe aartitay™ gproxtbies for ugp-
dating the auditot’s model but doesn't establish a standard for How tihe @i
ditor is to “know” about conditions to the contrary. Must the auditor search
for @r tiest fior citangssiinmpitorrediationsoorjjisstireaavaaceoifkkoouropippessi-
ble changes that are more or less obvious to the casual observer? Is positive,
rather than negative, assurance required for assessiing possible dianges?

SAS Nlo. b ftaauses oonunesppettetiddiffersnces (ratdtte thhanlfloniutiboeg)
and is explicit as to the role of expsatafions. Il ttatas:

Analytical procedures involve comparisons of msoardied anuntts,
or ratios developedfrom recorded amounts, to expectations dieveloped
by the auditor. The auditor develops such expectations by identifying
and using plausible relationships that are reasonably expected to exist
based on the auditor’s understanding of ttive il iartt andl afftbiecinddisstyy
in which the client operates [para. 5].

In identifying differencess et roey reguiiie andiyticdl itvweadigation, S
No. 56 [para. 11-12] lists three factors related tio the diagmosticity of tHeeppto-
cedures. These are: 1) the plausibility and predictahbility of tthe nelkations, 2)
the availability and reliability of distacnwiightthesypastaitonsatediadlonet],
and 3) the preeision of theexpastiaiion. T hefiikisigastisacaisamtithstwer
than merely a “castial” association while the second requires that the audi
tor base expectations on data other than the recorded values themselves. Fi-
nally, the third makes it clear that the auditor should eensider whether a



procedure couldfiind an intolerably-in-error “needle” in a haystack [Kinney,
1987; Loebbecke and Steinbart, 1987].

As to investigation and evaluation of siignificant difftatences, SBSINN0566
allows a range of difffarences thaaicaarbeeaaceiptetinitiioat filuthieerinveetiiga-

tion and a range that should be iinuestigated. In regard toiinvediigation iitstaies:

The auditor should evaluate significant unexpected differences. Fe-
cansitietiggtib enedibds anddafaoiarsisesbth ida@lefipinththexpdatata-
tion and inguiry gfimaanggemehayeysaisi shthaurlitiidn ithib e pegdrd.
Management responses, however, showldl oedthinaiily el arbobateded
with other evidential matter. In those cases when an explanation for
the differeins: eannobecditianeel) tHecaadiitershhnilitotpiainsaffiiciart
evidenice about the assertion by performing other audit procedures
to satisfy himself asttowteethe tHedifféawnce ida ynigisateieraent.
In deaigﬂ @ag sueh other procedures, the atiditer should eensider that
unexp Breneass MM HiskoTninaterinhims-
§tat@m@ﬁt [pafa 21] (emphasis added).

This paragraph, especially the highlighted terms, provides much of tifve
basis for @ur canaarins dbaut e camparative campeience of andylicalpte-
cedures and their tendency to tinderstate achleved risk. We will retura to it
in the next sectlon.

Passage of SSXYPNW0.Fdaart SHSNW0 22 3vamsdiitlowedch oy mattitionesrahd
scholarly discussion of tine neliabillity off aaadyylicakesiéew FopegAaipileMdsnt-

gomenys Addidikin@tkosd 341D ¢Mefisg hinlvisondMhbliasiete 5951 5 L dbheham-
pioned the use of anabiicsl review oxar tkesks off ddeiaidsumdde rconiditidnrsosf
wesk intendl coantill wiille Cugshing antl Tloeditertie [ (U333 ttank the aine-
site pesition. The latter view seefns te have prevailed in that Monigomenys
Auditing ((1th aditiian) [[Refliese, Naamiake, Sullba), and s 16837,
p. 341-47] discusses 100 perent reliance 6n analytical procedure resulis
when eentrels are streng.

Even though SAP Nie. B, S¥SINY0223rah § AR 66Tk dlicbnintdidicathabat
analytical evidence was in any way inferio to tests of diatlis tHueewwasssith
an indication from practitioners. Edinst and Wiinney placed restrictions on
the rellance that can be placed on analytical procedures [Grobstein and
Craig, 1984, p. 41| Ntanigamery's Aditing staied thet andbied proeetiises
produced a “subjective, deductive type of Audiit@xittanas’ reatharttianteslh-
jective type of @ntlianae sthowitig ittiis tthere o mstt thare’ wilkiteh resulkks thiom
the other auditing pf@%ﬂé@% Defliese et al,, 1975, . 1] tefithertli-

tien & o andbiical pracatlwes,
tests of d@ﬁlgzﬂ@l&ﬁﬁ@ﬁ@@m, bbutéﬁﬁg%aﬁm I yroadids a%er
level of Assanee Wit respest t A0 Audit e’ [inailiese 11987, p
(emphasis added). Bleeher and Wﬂliﬂgham 1085] were even mere explisit
abeut the relative assuranee. They stated:

To evaluate the strength of tine exiitionoe firom amdjytocdlreodéw,
we must consider that analytical review provides a negaftinetippasss-

Heessame sauniee later disfines eeiddeineeass bbjetivesit itaquirrsditittgydgymentdeelalatate
its accuracy” [Defliese ettall. (557, 1p. 1554},
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surance rather than a positive one. That is, though analytical review
can be a useful ttsrdimitgueftor déetettipamnsteiah hiistitteneenyjtitaan-
not be relied upon to confirm with positive assurance that a mis-
statement is not present. Pasitine cassrianeaccoiveDolylyiriramtiae
proper application of tthe appraptste detail testsipracsdiures. THius, tie
auditor can never rely exclusively on analytical review when risk or

materiality is high [p. 10]F (canytivasis aititad)).

Two recent behavioral studies of practicing autiitars ake condistant witth
this view. Both Biggs, et al. [1989] and Cohen and Kida [1989] found (it @u-
ditors are reluctant to reduce tests of distziiks esxeam withem aandkytiical pracstiure
results seem to support a reduction.

The large CPA fiirms Hwee diiffarent hivistoiéssaaddddifferert d eegressiofere-
liance on analytical procedures. As mentioned above, the first referemee to
analytical procedures as evidence came from IDHHES SAPNo5 Sdamsichiairdd
by Kenneth Stringer of IDHH&Sand! Hiis firmn wegsan ezarlly diemyion off seiaiis-
tical analytical procedures as substantive evidence. Stringer [1975], and
Stringer and Stewart [1986] described a system entitled Statistical Tech-
niques for Awmallytiical Revitew in Awditiing. I wsed finme series and aress sec-
tional regression models to identiify likely-to-be-in-error segments of an
account or transaction class. Stringer [1975] also discussed the importance
of tthe audittors “andiytiical inweasiigation™ to dtanmimne e ikl cause affaa
deviation. Some otherfiirms have also used regression analysis (e.g., Price
Waterhouse, [Alkresh and Wallace, 1982, and Walker and Pierce, 1988] and
Arthur Andersen [Koster, 1981]]).

Statistical analytical procedures have had less usage in mostfiirms, even
including one (Peat Marwick) that is highly structured [Wiight and Ashton,
1989, p. 722-723 and Elliott, 1984]. Also, analytical procedures of waiiiaus
types are used for diiffferent ppurppesss. Feoresanyiée Hrrsst&&WHhinegyussss
differentt aandiytiical prasstiures fior uimdesttand ingthirectidentdussiress fdoridn-
herent risk assessment and as substantive evidence [Grobstein and Craig,
1984]. Finally, in contrast to the DH&S regression-based approach to ana-
lyzing an account, MonigomenssA Aditiign@ (Gieosessisryhndbesasitasde- de-
fine theeffotiss offannbltitishbproeddeesddbeo o tittimaddrtradchaniylyiss”
[Defliese,, et all. 1987 p. 156] and iis wnclear sbowt the extient to wihich the re-
sults provide substantive evidence.

Thus, a variety of andlytiical pracstivres tave tean wsed tio rsst watious
objectives. Because of tthese diiffarences, weesililttyytddbeereeyyspeetificasisdo
procedures and their usage in the comparative competency assessment that
follows.

ZGAARS Win. 11 [PAITIPA, 1H073] andi atther AT ssantiioned rieview reparts seam to provittie at
least implicit support for tihiis witew:. THwserrgpotisarrecthatractatizad] aasyprovitiing ooy Tiniéet T
assurance that is expressed in negative form. Theedisstingiioni ss-edtevantshinec Heereaviavwr egpotts
are based on only analytical procedures and inquiry of rmanggamant.
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2. Oom arative Comlpeteney of Analytical Proceduires
ests of Detai

For the purpose of eanpariig reliwbility (Or competency ar xdlitiiy) of
tests of dietsiils andl ansiytica procatiures resullks Assubstantive exditiancs, #s-
sume that audit sampling is used for tests of déetilds tHaatassbigéeaaconitintres-
gression analysis is used to identify diiffatences f@armm@iﬁb@pbﬂfaeﬂdmesaﬁﬂd
that both tests are for oxarstaiement. Rigur ezﬁh@%ﬂlh@ggr
acecount balanee Y (say, sales) expressed as (1) the sum of N &ter ffr@e VS
or sales ameunts per sales invoices, and as (2) a function ¢f tHeerttéereghation
between Y and an indlependently obtained variable X (Y ibadisstry
sales), and a randem unexplained pertien, &

Figure 2
Example Upper Confidence Limit Fornuiations

Analytical Procedurest) Tests of Detills
Actual (error fixed)
balance Y = O +BX+e Y =73y
Estimated Audited
balance Y =0 X ¥ NNy
Estimated error E=¥b-Y E=¥b-Y
Upper Confidence Limit: UCL =E + ZAPR se (pred) UCL =E + ZTDRs n
)Y = audited balance for dite year ¢
y = audited balance of areoumt o tramsaction ks dliement im year t
y = average y for arandom sampile of m<N\iisenss
X = “causal" variable value for yeart
E = error for yeart
= estimated A=
Y, = resumded ar "hooiK" amoumt
APR = risk of iifanrrect aacgptance wsing andlytical
TDR = risk ofmmmmmumgmmmu‘s

3 ithogh iin practice tihere wouldl kel e apatitdioning of Yopplkatbpypprddoctitineobpy
subperiod of firme wewilLiseasigiesttimttddosisipitity doforinspliplizityevelhilsassieme
that simple random sampling is used and that a single causal variable X is comsidered iim the au-
ditor’s model.
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Figure 2 also shows the estimate of Y ())gitvan autitiad wdlieas aff aaraan-
domly selected sample of mittarmsent anitttgpandient esiimatie of YeiizarkX
and the auditor’s estimates of @ andi (3 Agdin, fbar tihleeppupoessodt-compasison,
imagine a case in which the two techniques yield the same point estimate of
error and that the standard error of ttine exstfiknnatie itn tiestts aff delesdds($ 4 /x 1 Jds
equal to the standard error of tteragression pradiiciion ((eafprat))). THuss the
two procedures yield the same upper confidence llewell (UCL) eanerror. Ifthee
UCL is just under the minimum intolerable error (MIE), which proceduire
do you think yields more reliable or more competent evidence?

Figures 3 (tests of distaiils) andl 4 (andiyticdl prrosadiures) sthow it eadh
of thhe prasatiures Hes two gianeral fidllire ppoinss tHaatiss poditésantwitiithtbee
auditor can be led incorrectlly to accept a balance that is “intolerably” in
error. For tests of distsills ((autlit sampling), e prints ave; () ttie ssdlaction
of assanypite witiidh Hees smlter aask wdluesantyar eortdins graportionately
less error than what exists in the population as a whole (sampling error), and
(2) error in selecting or applying the auditing procedure such as selections
from reeooddechamontisdadsstlibe oopletinnssaessetivaroofAdilipgdastete
an error in a sampled item (non-sampling error). Theffirst risk can be mea-
sured within the limits of samyling amnrar, andlauditing stantiardis assume thet
the second can be made negligible by quality control procedures [SAS Ni.
39, para. 11 andl SXSN0 447 paaea. 220).

For analytical procedures, the two points of putentiiall fEdllure zave (@) the
identificatiom, estimation and refinemenit of ﬂtmeummimrﬂmm aaml @
the analytical investigation of difffarences fikomthearessiinggeaypetiil
thefiirst, the auditor may incorrectly specify fie causall wdhﬁmlinalwmm -
dependent variables and the account under audit, may misestimate the co-
efficienits corttie Allovediite reangge aff ddeidtibar pnmgyfafﬁltdm@tetemw‘sdn
the relations ot may incorrectly revise fine imodiel Innsed on management's Sug-
gested explanation. For the second, the auditor may incorrectly accept a non-
error explanation and revise the expectation sufficienitiy tioyiiditi WICIL <MIBE
when the account is intolerably owarstated. Figure 5presaints amunaricsl ex-
ample of how ttie ssoandl stigp can itiilste the adhiewad audiit riidk. The fiisst
stage is based on achieving a risk of imgotiect agegitance «f . 065 Iinthiecesx-
ample, the second stage adds .15 to that amount for @ adhieved awdiit ik
of . ZDenar aminithar af aadiids({eeckiinegy [ {2989} doranre klabartitiarobththe
need for sequential amalkysis iim auditing).

In the paragraphs to follow, weediisauss asaties aff ppotertiah hadd iltedyybidi-
ases that lead us to conclude that the application of analytical pracativies iis
likely to understate the risk of iinantract aaagptance. The esic causes affthiee
biases are both statistical and behavioral, and are, in part, induced by pro-
fessionall standards themselves.

A fundamental campsiency adivantage of téastsodid eletidsl isistthafdis asam-
pled items (and absent non-sampling error), misstatement is ruled out or con-
versely, “correctness” or validity of exadheandied yiksyostidvbl g atslidiahbd.
The test can lead to incorrect acceptance only through sampling variation or
sampling error. For analytical procedures, the correctness of an ittam ar
group of ittamsiismuotpossitivd)yesstdiiisiet] Hyydddfirition. Thhssa asecaddrin-
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Figure 3
Risks of Failure Using Test of Details

Procedure Risk

Randomly select
sample n items Sampling error

Audit n iterms
selected
and estimate
UCL

Nonsampling error

UCL=MIE A Incorrect acceptance

Incorrect rejection

1) MIE = minimum intolerable error for e asserions being tested for eversatement
A = accept recorded value as not intolerably overstated.
R = reject recorded values ss possibly intolerably overstated.
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Figure 4
Risks of Failure Using Analytical Procedures

Procedure Risk
Identify (refine)
P model and Model

estimate UCL identification /

estimation error
Y

Incorrect acceptance

N

Copduct ;ma!ytical Incorrect/incomplete
investigation explanation

Incorrect rejection
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ference is alwaysreemiieetl féoranahividahpsoedduess Sppeifikiadly ifithid enin-
explained differencess ke sl tioemititis tatablle i@ itnthie oxatll feeaiitt
balance is infertedl to be negligible.

Statistical Biases

At the model identificatiiom, estimation and refinemenit stage, the auditor
is developing a basis for expected auditied wadlues. The auditior fioces ssareatdl
risks that increase the variance of autianmes andl same tied itas mesulls tio-
ward incorrect acceptance. They relate tio e nadiell wised axndi e diatatowiiith
it is applied. Many of tiese diifftaulties aacewwdll kivoowin.

First, the auditor may fail to imndiudie waridhlles tit are causal. Thiis gk
can be reduced by auditor expertise in the client’s industry. The auditor may
also include Xs that are not causally related to Y. Hitaks, tieriidkiisanaritian-
tifying tihe madiel @r imnedludimg wartdilles dhed are spuriously asrirelated with
Y i the base period but are uncorrelated in the prediction period. This, wti-
ables which by chanee have high ceffelauen in the base peried are ifiap-
propriately included for ﬂlli@mr@dgi@ﬁ@ﬂ e audider rmay feail tto
fietiee that the parameters of it w@mwm@@m@
base and the prediction perieds.

While these phenomena may lead to incorrect acceptance, they may also
lead to incorrect rejection. There iiswmneasom tivexfatiastintitiied Hiias Hdow-
ever, as described in the next subsection, the analytical investigation stage
of tie ma&mlwﬁo:ﬁrﬁmﬂIMIMIﬁmﬁowd inanfiect AeqRianee.
Specificallly, the identificaiion of an unexpacied diifference caanldaddtbiecasy-
ditor to search in a biasarkdanhienideoaitittd aosresiofnaudalareaiibleT Hat
O 0 umaccopteble lErgres (LI NI v e AT o o o

an diiffarenice éﬁﬁh&ﬂ‘g SER ag
explanation naturally leads to @Wﬁ@@%ﬂ@kﬂ@%ﬁ%ﬁ&@we
that reduees the UCL. Fer &xample, suppose that the audi year €5t 6f s5ées
66HEAIAS an Unexpecied increase miab@fé‘@%‘@fﬁlﬁaﬁw@& eesagee
in materials eost 6f SIP AN A0 IHHARARY GAu SSO0HARt wade!-
states the expense. As a result, 66st of salesils 1@@&&&9
A S e e e e

eeregdse i mateHals €6s

66uAHA ereiﬁ4§ e hiased searah ¥ AN i‘i‘éﬁﬂ%&ﬂ
ean lead i fatlure {9 &&@&mm-

Second, erroneous or irrelevant data also have both positive and nega-
tive aspects with respect to incorrect acceptance of fagauiits witth ititisliara-
ble total error. Bad data in the base period may prevent reliance on statistical
analytical proceduires. For example, random measurement efror in the Xvéti-
able for the hase period willl llead to estimeies of [Phagseittoviat ze¢e) aarl
an inflation of tthe standiard @rier of tHeerepgeassinn ({69)willl caasserbecaadii-
tor fiot to rely on regression since the UCL will tend to be high. Thus, fan-

S AS Nin. 56 [ fpata. 1H]] weans tiatt “(efffsetting fieotossnmpyblsarsanisseiRATBARS, e &y . anMutn-
expected nonerror understatement could hide an error-caused overstatement. Yet the auditor
trying to explaln a UCL >MIE would have no reason to look for & nem-crrer facior tHhatwentlt
increase the UCL!
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dom measurement error in the base perod X willues leadis to an imearrect
rejection or efficienryy Hitas. NN@r@inmmMweRsHamaitiatoléadistoléesppee-
dictable results. However, since the base period has been audited, there is
reduced risk of thedl distaiin thie thase Refiedl. Tie pstiential gishilem off intéen-
tionally misstated X diata for tthe greadlistitm pasritndl its e reeasen that Custh-
ing and Loebbecke [1983] afgued for strong ikiernal contrels 25 2 reguisite
for reliance on anahytical desis

We have labeled this subsechon “statistical” biases. However, the risks
and biases apply to a non-statistically-based procedure as well as to statisti-
cally-based proceduires. Subjectively or judgeeniailly falling to consider an
important causal variable can bias one’s judgment abotit the results to be ex-
pected. Also, a lack of quaitification ¢iff eesiinaséesnag)ldaditdoumrerilisticaas-
sessments of efffects andct 6asytiamtidatddesssinmtieootHb aaafrlalamatbion
in expected values [Twersky and Kahneran, 1971]. The lkaxder behavioral ten-
deney will eause the UCL to be t66 low and lead to inereased risk of ieox-
rect aceeptanee. This inability to Signal o¥ “filag” iintNesille ((plevdeviattedia))
misstatements seems o bg especially probable when éeﬂéldeﬂﬂg raties
based on aggregate valluas

Behavioral Biases

At the stage of exalusiing analytical procediure results, SXSNw. 56 sug-
gests several practices that are almost sure to lead to an increase in the risk
of iimantract aasgptance. Far aaanumts fior witiethtHee UG cepladd opreaxeedds
MIE, paragraph 21 af SYSINW056Greprsddoedcadilier prooideeggidaaceddor
follow—up Sipscifically, it lissésfineewagydinwiiibththeeppoeesssdHiassetitbawad d
incorrect acceptance when an unexpected differencee its motiedl. Rathar tiam
considering possible misstatement, thefirst suggestion in paragraph leustlhat

the auditor "reeonside ﬁh@ medsi used to develap the @%Bsstaﬁet&'% and;

6E6RH; It indieates that "TRGUIRy Iﬁ\'ﬂbX/

8 managémeﬁf k@ y t0 §ugg@§fﬁr OF BFFOF as the §§H§@'3) i‘hrré a§ to
eefre 8 managemen% suggested explanations, paragraph 2

“§h Id erdinarily be" eorroberated (but pet a waygaz E@urth, appar—

@n y oRly m these eases in whieh “an explanaﬂgn for the
be obtained” the auditer should apply other procedures to ml@ @ut ml@
statement. Finally, in designing other ures, the auditor should congider
that “unexplain@d differenses may/indittramiineased rigk offrpatesidd nigs-
statement.” It seems clear that the risk of sudh miksintement isineressediiff
indeed, no non-miisstaterent explanation can be found ffur thiecdiffésramce. Thatat
is, if dllmmmmtmﬂl thiatiddasfisicluinerenmisis-
statement, Thus, paragraph 21 of BENoS6ddoeseeatieritnDNRATEADT
causes that may bias the auditor toward incorrect acceptance.

In addition to the possuble bias due to the officidl guiitinms, e prsycmol-
ogy literature has identified several birzses thatt decision malkers often extilitt
when making probabilistic judgments, Auditing is characterized by complex
probabilistic judgments and much of ehaviiorall auditimgneseanch hesffaoused

SFor fiurtiher coneantsatlominitHeerprititemosiwarkldisignnstiiity seederbsttinrndCoridd 13884,
p. 14), Loebbecke and Steinbart [1987] and Kinney [1987].
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on auditors’ biases in making such judgments. The research discussed below
is a sample of tiine stiudiies indiicaing passitile hehaviarl Hiteses thet ray re-
sult in an understatement of achiiewesd audiit ritdk trowgih ttie aapllicaiion of
analytlcal procedures as substantive tests. The biases are grouped accord-
ing to whether they apply during the audit in determining a possible expla-
nation of a0 wnexpecied difftsrence (ypoihedis ganarafion), @r iin redidig
assessed probabilities of pussilhle causes, @r after tHweaudiitissooaniidttatlat]
results are evaluated by others.

Hypothesis Generation

The availability bias refers tio the tiendency of aaddedidionmadeerttojjidige
thefirequency of anexat iy the casewiithwhitdnsinillarexarntseometiomiind
[Tversky and Kahneman, 1973]. Events may be salient because they are
sensational or vivid or because they have been experienced firequently. Libbby
[1985] asked auditors to hypothesize up to six errors that might explain un-
usual analytical review results and to rate the likelihood that each error
caused the fluctuation. Resulltsimdiiceted thvat e lilkeithood affeastheeroarwuss
affecteet] hyiitsppaadinatifrequency; ittsaattid firaquangyaantiHeereerangywiith
which the error had been encountered by the auditors These resuilts fior extiar
causes are disturbing if andiytitcdlneviiowiisttoen seethasalisttartipeocsiddacec.
We know of mo anchinvl dista on manatiar @qﬂbﬂmﬁm aff uniescgieetéed] diif-
ferences. However, if thhe audiitar s frequently @r neoently ansointtaied
nmmmrcaaueswhbﬁrewhluﬁﬂggs@giﬁﬁamtﬂﬂmmaﬁnsﬁrﬂbuhthec]iﬂiﬂstﬁ-fi-
nancial statements, he or she may be too easily persuaded that a currently
observed fluctuatiiom is also due to a nom-@vrercaasse ABna¢sallt aehidewdd
audit risk may be understated.

Output interference acours winen knowllsdige liready retrieved from mem-
ory hinders the retrieval of adifiifioumal ittanss (sae NMidtarson [[[U8Y)). Fred-
erick [1988] fiound esxeeitaneatiaudiitosttobeetféetted by otpiptiniteteiferacee.
Auditors studied lists of iirttanmall contirelks andl dinen weare @dkad to mecalll tie
controls. Half effttiecanudiioossweeeeppeseantatiwitbhacppatiidlidstodippreidasily
learned internal controls; the other half recetved mo cues. Auwdittars wittiowt
the cues recalled more controls on the recall task than did those provided
with the partial list.

Output interferemce may cause auditors to misdiagnose significant fluc-
tuations in analytical review results. If tine audittor ks dlat mearagamartt
to explain a deviation, the non-error reasons provided may interfere wiith rre-
trieval of tie Awdiitor's own knowlistige ff possibdieceroorcaasess Itibaadii-
tor relies on his or her own experience, output interferemee combined with
the availability heuristic may cause the auditor to focus an tive CALSES Mot
accessible in memory to the exclusion of amm*‘(mmtmﬂt«émmnramm6

Heiman [1990] studied auditors’ spontaneous generation of expitanstioms
for unexpected diiffarences. She fiound that auditiors diidl net
generate as many alternative explanations for ratio fllucuations s tiey did

6Hock [[omY] nd Nasar [[0RS] ik outtput ivterference wiith avlidillity to provitie Aarmadha-
nism by which judgments are biased.
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when prompted to do so. Fillitte tio ganarate st eaisitdiarcatittarexgiiangions,
together with bellef perseverance (See mext subsection) may cause tihe au-
ditor to accept a non-error catise of andkytiiedl review disvigitans degpite evi-
dence to the contrary. If Aidlitatstassinefrommanagamattanore ety anese
for an unexpected differennse and don't spontaneously generate possible
error causes, the chanees of iltasiiest Acsamtanee Hei .

The anchoring and adjustment heuristic represents the decision maker’s
tendency to focus am am ikl wedlue G@nancihor) and to suilbseqguently wdtstte
(adijust) iinadiequately tieiiriisl helief asnaevirfdormatiionisissecistdB&ehdvialal
research has shown that anchoring and adjustment can result in a judg-
mental bias sifice decision makers may rely on an irrelevant initlal anchor,
or may make insufficieilt adljistmantswilhragpaatttottheiifbormaibeaness off
the niew data [Libby, 1981, pp. 162-168]. Kinney and Uecker [1982] reported
results consistent with anehering in an attention directing analytical review
task. Audiitors tended to anchor on book vallue 16 develop point estimates be-
yond whieh an analytieal investigation of thehssikwaliewiasppRopriatte Higes
and Wild [1985], and Heintz and White [1989] ebtained similar results in ex
tensions. THis bias applies enly to nen-statistical procedures but is disturb-
ing sinee it vislates independence of exnaaiaticns A hosik walues.

Probability Revision

Revision of iiiifizlky fformed prolabiliity @ rikdk sscssmemts mogy «lso e
biased. In some situations, decision makers may continue belief iim am iimiifizl
hypothesis even in light of sulhsequently recejwed exitianae tio tthe aartitary.
That is, the initial belief “jparseweres.” Kagnece [[1990] imnuestigated Auditiars’
tendency to focus @ ikiititl theliefs iin @ anelkytical review sefing and fiound
results consistent with belief perseverance. Specifically, Koonetsreasutisiin-
dieated that auditors who developed written nen-error explanations for wi-
usual analytieal review results continitied to aceept the explanation as the Mest
likely unless explicitly requested to develop counter-explanations.

After florming aam iimiifiil Ingpetiinesis im 2 judigment task, discision medkars
often search for and pilace mare ivpartance an evitiance it confirms tie
hypothesis than on disconfirming exiience| Fischhoff aaddBBgitRMiAacon) 1 9833;
Klayman and Ha, 1987]. This “confirmation bias™ is found itnaveitaty offseet-
tings including complex problem-solving and probabilisticjudgment tasks sim-
ilar to those found itnAudititng (g, Wéasan| [9860) Wisseraaidj sdfinsanilaitd]
[1972] and Sniyder and Swann [1978]). When auditing a reputable cllient, the
auditor may have a strong initial belief dlet e mwterial milsstalements afe
present in thefiinancial statements. Mautz and Sharaf [1961, p. 28] indicate
that the idea of anitiiiial iymathesis afnaceeroanidvarcdidnpgsiadiipglflérer-
rors or iFregularities de exist, however, a confirmation Bitasrrayiiilianaetliee
aliditors assessment 6f subsequent eiliance and eauier-evitiance and
achieved audit Fisk may be higher than planned,

While confirmatiom bias is potentially important in evaluating analytical
procedure results, behavioral research in auditing has found pred Sup-
port for iit. Wihen evalustfing = going-comcern issuve, Kida [1934] found that,
in general, auditors place more importance on the factors indicating possi-
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ble failure than on the factors indicating viability. Trotman and Sng [1989]
extended Kida [1984] with essentiially the same results in an internal control
task. Ashton and Ashton [1988] found that auditors were influenced more
by disconfirmming evidence than by confirming evidence in an internal con-
trol task. Buitt and Campbell [1989] also tested for confirmration Bitasitnaanitn-
ternal control task and found that audiders diid net seek confiriing eddinnge
unless specificallly requested to 419 s6. Ilnasttutlysifananhidadppoocdduess tibe
Biggs, Mock, and Watkins [1980] protocel analyses of fiaur auidittniaaageess
and seniers in an analytical review task suggested that, while the twe man-
agers were eareful o guard aganst confirnation biws, ﬂﬁ@tﬁ#@zﬂ!&m&&ﬁ&@
were less likely to do s6. The authers coneluded that experience might ak
fect the Augitiar's sbikiy t6 ﬁﬁlﬁf@pﬂﬁt@ AnalyZe ANEH FOVIeW resullis. Braw-
ever, Benner's [1990] results indicate that experienee differencass play an
impertant role in anatytieal review eue seleetion and wei H But afe ﬁet
impertant in evaluating internal sontrel Hsk. This skggests that task-specil
knewledge may mitigate confirmalim bias:

According to Bayes' ruile, tireandtariinwitiithiiféornaiionid pprssartddbbaidd
not affectt ttie diadision rdkars Bdlief nevidion gpmeess. Htovenar, the mey-
chological literatiire has documented situations in which the order of esxiienee
presentation affectss nexiadl taeliiefs. Hrtggattn andl Kt [H58Y] naxe dis-
veloped a belief-adjustiment model that can explain primacy, recency of fio
order effects dignpandig ancanjliexty, langthsifithdeouidaceaseeiées andd -
gponse mode. A@ht@n and Ashton [1988] used the Hogarth and Einhorf

1086] medel and suecessfiullty predicted f éfifects innadatibpssinnéeal
eontrol evaluations. Buit and Campbell [1989] alse found s flo¥ tthethe-
lief-adhuistment roswial wihen Ausitsrs hald weak itial anistimtenal
eentrel reliability. With the exeepﬂaﬂ of kemnee WS e VS e oif
any studies of massithle srdar &iests idude e FIESEGHEESHWARMET,
6rder may Be iﬁi gﬂ ] e&ﬁegaeﬁally in hght of tHhattHe AURHER Y

step the investi (R CONFAFY &M ISTEceRvEd G Ay FESiSt CoR-
§1dgfaﬁaﬂ ot Qﬁ H&m@&bﬂk@&mﬁwﬂw
Post Audit Analysis

Decisions should be evaluated in light of tineiifianmation axsditdiite stthe
time the decision was made regardless of ttie uiltivnte @uticonme. HHirbs gt
bias refers tio tive imability to ewdliste past decisions witthout considiering our-
rently available informatiiom [Fischiiostf, 1975)]. While hindsight bizs has not
been studied in an auditing context [Ashton et al., 1988], the bias is particu-
larly detrimental if andiytiicsl mevikew prracstiures Are wsed 2 sulbstantive e
idence since decisions are based on limited, aggregated information. I, afféer
the auditor’s report is issued, subsequent informaiiem reveals material mis-
statement and the auditot’s work is challenged, the courts may determine
that the auditor should have recognized the potential for misstatierent wsing)
properly applied analytical procedures. The auditor should consider the po-
tential effects affhiiddighiobixiadbééoecchlooshiggdaretyyoarannbfyiiahlppooee-
dures as substantive evidence. That is, ask, “How will others judge the
credibility of myyexittenceiff, indéeel] pmatteiad nististenesit egides8? Thiesin
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addition to consideration of Hiis i lher own iiases, the auditoar rmym@di 1'0)
consider biases of attiers wio willl tnaxe adtitidions infommetian”

3. Concluding Remarks

In the paragraphs above, welavequtlinatitheHiisiary andlsoxarl el
limitations of tie reliteillity «ff anadyyidad ippooediditeeressillisuseelassalistian-
tive evidence. In contrast to substantive tests of dietills, weefindithat andkyi-
cal procedure results are subject to several biases that may overstate their
apparent competence.

With proper selection and application of audiit procsdiures, mddéemld;s
will fail to distiect extait inticllarable anfor alky ifft Hecandiiooris
is, only if tthe sanmplke its mutt ngpresentative «ff thiecpopildtioon Flaaramajymml
procedures, the auditor may fail dlue tio cihance filuciuations iintHeddata Hdow.
ever, analytical procedures may also fall to dictect @fror dive to hitases related
to the vy ik witiichh awditiay’'s research question itspasedl—tiriing todiatatmiine
that the recorded data might be Aght reathar tthantiotiosseewiietarittis
WHORE).

What, if aanptthiing, cen e @r sthoulld! e diome? WiicHrane sonessigggediions
for researchers and flor sstantiadissettéass.

Researchers

There are several promising areas for fiurther resseakdh iintotte rediiil-
ity or competency of araptitcdlprosativies. Thereismssd fior aaadyyicsd ookk
as well as for statistical and behavioral studies. Our list is based on the
thoughts expressed above and should not be interpreted as comprehensive
for fihe @ftiife area of anad}yivad lppocediitess.

From an analytical perspednve what is the essential mathematical nature
of andiytiical precatiuies witth negpect tio antar and! how ey should e cam-
bined in revising prior probabilities of afiror? Iks Bayeas' Rille adtequiate? Hiow
does the second inference reguiired finr aaradyiicd ppooeehluressafféact pmbbbtlltgty
revision? How should the second order probability by accommediaied?

How reliable are the analytical procediires uised in practice? How does
thelr reliability differ agimss pEacatlines @ AGBSS ARTALITHS @ AGKBSS lkexdls
of expertise? Witiat itstheiir acthiewed risk? Statamants tinat Xpeeteaitoifalber-
rors detected by auditors were detected by analytical procedures (e.g., see
Wright and Ashton [1989]), are one sided. The statement is not reversible
ifito a positive statement that absence of anitiicaiiom siniliseietenean nfeaass
an absenee of matarial afror—itie Audltisr may Haxe lasm Ak of issopr
simply may net have leoked hard enough.

On the behavioral side, to wiiat extient dio ttie hiteses disaussed aivoxeandly
and how muich do they affectt stiiewed reliishillity «ff anadyyitedippooeduess?
Are auditors unduly influenced by management’s suggestions of monm-umis-

Trelix and Weltar [[10584] refer ttottheppudiaiillity offevidennedbiiggyddgdhddayateaaad seec-
ond order” probability.

8 Seeffaginote 77.
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statement explanations of wiexpected difffarences? OBy ddmadilidesssgybiem-
atically discount the results of andiyticdl pracstiues s Bjgys, et al. ([

and Cohen and Kida [1989] suggest? Is the discounting arecognition of ssamee
of theiitiarant linittaions «f anadyyidopocedditecressilfisna eeiddaces?

Standards Setter's

As indicated above, SAS No. 56 is a considerable improvement in guid-
ance to practitioners. It provides at least a parual conceptual basns for :am—
Iytical procedures and many iy 7
procedures. However, there is one rather snmple modlﬂcatmn to llsguxdlanoe
that could lead to substantive reduction in the biases discussed above.

The suggestion is to change the focus aff SAAINW056ppeaggaphi22 Frimom
a search for nonmisstatenvenitcaasesstécaacoasiddentioon obhmisisetatsment
causes. Figure 6 presents passible warding. The suggestion its simmillar tio e

“conceptually logical approach” of SX¥PN0 584 jpeaa6 bbjotticamidigettia tytyzes
of etrars andlinteguilariies it coulld aeauw™ antittienttocors derwitidhaon-
trols would prevent them. For analytical procedures, the approach would be
to consider possible misstatements and then look for diztia tinatt weauildi e con-
sistent with the misstatement.

Figure 6

Suggested Revision to SAS No. 56

21 The auditor should evaluate significamt unexpected differences and
evaluate possible misstatements as the cause. For example, an
unusual differenaze between recorded and expected cost of sales
might be due to omitted credit purchases or a pricing error in
the ending inventory. Consideration of related payables and
inventory balances may help resolve the maiter. Aftr
considering possible misstatement, inquiry of management may assist
the auditor in revising the auditor's expectation. Management
responses, howeve¥, should ordinarily be corroborated with other
evidential matter.

.21a In those cases when an explanation for the difference cannot be
obtained, the auditor should obtain sufficizntt evidence about the assertion
by performing other audit pmcedures to satisfy himself as to whether the
diffesienee: is a likely niisstatenaent.’ [ dissidling suih olher preasagliress, dhe
auditor should consider that unexplained d%emﬁs may indieate an
increased risk of matatital iissiadennent.

! patiiiinsaeiintotbad dekidoasdintisoaginbhartitiatd.
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Given an unexpected differemas:, tthe Auditar waulll eanditar witit ekar
cause might explain it. Then the auditor would consider what other readily
available data wotild be consistent with the efror and determine whether the
other data is consistent. For example, when reeorded €ost of sdlssits wmex-
pectedly low, the auditor might hypethesize that it could be due to emitted
credit purchases and then look o see Whether ending payables are alse
lower than expeeted. Alernatively, hie or she might eonsider possible ever-
prieing of the @ml? tixaiery andl sk Tl Enaiing -
ventory. Nete that if tthe autiter staply A3 ianaganmant (@S SESI. 56
dl§6ﬂ§§@§), fanagement might suggest impreved inventery planning and een-

trol oF impro pufehagmg procedures as the explanatien. The auditer

ht seareh for andlfing some evitlancs dsa&mﬂwmeﬁw a@ﬂﬂnﬁ%‘%ﬁf
atiribute tee lafge a dellar effect o dhe it amant A0 stap s &
H@F seareh for &weF:

It seems to us that auditing standards should be designed to help reduce
biases to which the auditor may fall wiittium—especially dhase that lkead to in-
correct acceptance. We belleve that a change ifi the focus ef pazaggtah22loof
SAS Nig. 56 couild help.
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