	THE MINISTRY OF FINANCE
---*---
	
	SOCIALIST REPUBLIC OF VIETNAM
Independence - Freedom - Happiness

	No. 143/2001/QD-BTC
	
	Hanoi, December 21, 2001


DECISION
ON THE ISSUANCE AND PUBLICATION OF SIX VIETNAMESE STANDARDS ON AUDITING (BATCH 3)
THE MINISTER OF FINANCE
- Pursuant to Decree 15/CP dated 2 March 1993 of the Government on assignment and authority of, and responsibility for, State management by ministries and ministry-level agencies;
- Pursuant to Decision 178/CP dated 28 October 1994 of the Government on the assignment, authority and organization of the Ministry of Finance;
- Pursuant to Decree 07/CP dated 29 January 1994 of the Government promulgating the Regulation on independent auditing in the National Economy;
- In response to the requirement of reforming economic and financial management, upgrading and controlling the independent audit quality in the national economy and strengthening the reliability of financial information in the national economy; 
Upon the proposal by the Director of the Accounting Policy Department and Chief of the Ministry’s Office,

DECIDES:
Article 1. To promulgate six (06) Vietnamese Standards on Auditing (Batch 3) with the codes and titles as follows:

	1. Standard No. 240 -
	Fraud and Error

	2. Standard No. 300 -
	Planning

	3. Standard No. 400 -
	Risk Assessment and Internal Control

	4. Standard No. 530 -
	Audit Sampling and Other Selective Testing Procedures

	5. Standard No. 540 -
	Audit of Accounting Estimates

	6. Standard No. 610 -
	Considering the Work of Internal Auditing


Article 2. The Vietnamese Standards on Auditing issued in conjunction with this decision shall be applicable to independent audits of financial statements. The independent audit of other financial information and related services rendered by audit firms shall be performed in accordance with the provisions of individual standards.

Article 3. This Decision shall come into effect from 1 January 2002.
Article 4. Auditors and audit firms eligible for practice in Vietnam are required to apply these auditing standards in their operations.

The Director of the Accounting Policy Department, Chief of the Ministry’s and heads of units affiliated to, or controlled by, the Ministry of Finance shall be responsible for guidance, supervision and implementation of this Decision.

	
	THE MINISTER OF FINANCE




Nguyen Sinh Hung



[image: image1.emf]Standards.rar


_1295955360/Standards.rar
 



143_2001_QD-BTC_211201_CP_EN_S540.doc
Standard 540- Audit of Accounting Estimates





VIETNAMESE STANDARDS ON AUDITING


--------------------------------------------------------------------------------------------------------

STANDARD 540

AUDIT OF ACCOUNTING ESTIMATES


(Issued in pursuance of the Minister of Finance Decision No. 143/2001/QD-BTC 


dated 21 December 2001)

GENERAL


01. The purpose of this Vietnamese Standard on Auditing (VSA) is to establish standards and fundamental principles and provide guidance on the audit of accounting estimates contained in financial statements.

02. The auditor should obtain sufficient appropriate audit evidence regarding accounting estimates.

03. This VSA applies to audits of accounting estimates contained in financial statements; it does not apply to verification of financial estimates (plans) of the entity.


The auditor and the audit firm should comply with this VSA in auditing accounting estimates contained in financial statements.


In this VSA, the following terms have the meaning attributed below:


04. Accounting estimate means an approximation of the amount of an item in the financial statements which either has occurred in the absence of a precise means of measurement, or is likely to occur but already estimated for financial reporting. Examples are:


* Estimates of items that have occurred:

- Allowance for bad debts


- Allowance for long-term investment dimunition


- Provision for stock items devaluation


- Provisions of depreciation of fixed assets.


- Prepaid expenses


- Estimates of work-in-process


- Accrued revenue


- Revenue of construction in progress.


* Estimates of items likely to occur:


- Provision to meet warranty claims.


- Estimates of accrued expenses


05. The Director (or leader) of the entity is responsible for accounting estimates included in the financial statements. These estimates are often made in conditions of uncertainty regarding the outcome of events that have occurred or are likely to occur and involve the use of judgment. As a result, the risk of material misstatement is greater when accounting estimates are involved.


CONTENT OF THE VSA


Nature of Accounting Estimates


06. The determination of an accounting estimate may be simple or complex depending upon the nature of the item. For example, accruing a charge for rent may be a simple calculation, whereas estimating a provision for slow-moving inventory may involve considerable analyses of current data and a forecast of future sales. In complex estimates, there may be a high degree of special knowledge and judgment required.

07. Accounting estimates may be determined as part of the routine accounting system operating on a continuing basis, or may be nonroutine, operating only at period end. In many cases, accounting estimates are made by using a formula based on experience, such as the use of standard percentage of sales revenue for computing a warranty provision. In such cases, the formula needs to be reviewed regularly by management by comparing actual results with the estimate and adjusting the formula when necessary.

08. The uncertainty associated with an item, or the lack of objective data may make it incapable of reasonable estimation, in which case, the auditor needs to consider whether the auditor’s report needs modification to comply with VSA 700 “The Auditor’s Report on Financial Statements”.


Audit Procedures


09. Accounting estimates will often be related directly to the operating results and tax obligations to the State. Therefore, they may be made in accordance with management’s subjective judgments, so as to create a better view for the company. The auditor and the audit firm should obtain sufficient appropriate audit evidence as to whether an accounting estimates is reasonable in the circumstances and, when required, information relevant to accounting estimates is appropriately disclosed in the notes to the financial statements.


The evidence available to support an accounting estimate will often be more difficult to obtain and less conclusive than evidence available to support other items in the financial statements.


010. An understanding of the procedures and methods, including the accounting and internal control systems, used by management in making the accounting estimates is often important for the auditor to plan the nature, timing and extent of the audit procedures.


011. The auditor should adopt one or a combination of the following approaches in the audit of an accounting estimate:


(a) review and test the process used by management to develop the estimate;

(b) use an independent estimate for comparison with that prepared by management; or

(c) review events subsequent to the closing date but prior to the date of the audit report which confirm the estimate made.


Reviewing and Testing the Process Used by Management


012. The steps ordinarily involved in reviewing and testing of the process used by management are:

(a) evaluation of the data and consideration of assumptions on which the estimate is based; comparison of the data or assumptions to the prevailing regulations or to the practical experience of similar entities in the industry or the locality.


(b) Testing of the calculations involved in the estimate;


(c) Comparison, when possible, of estimates made for prior periods with actual results of those periods; and 


(d) Consideration of management’s approval procedures.


Evaluation of Data and Consideration of Assumptions

013. The auditor would evaluate whether the data on which the estimate is based is accurate, complete and relevant. When accounting data is used, it will need to be consistent with the data processed through the accounting system. For example, in substantiating a warranty provision, the auditor would obtain audit evidence that the data relating to products still within the warranty period at period end agree with the sales information within the accounting system.

014. The auditor may also seek evidence from sources outside the entity. For example, when examining a provision for inventory obsolescence calculated by reference to anticipated future sales, the auditor may, in addition to examining internal data (such as past levels of sales, orders on hand and marketing trends), seek evidence from industry-proceduced sales projections and market analyses. Similarly, when examining management’s estimates of the financial implications of litigation and claims, the auditor would seek direct communication with the entity’s lawyers.

015. The auditor would evaluate whether the data collected is appropriately analyzed and projected to form a reasonable basis for determining the accounting estimate. Examples are the analysis of the age of accounts receivable and the projection of the number of months of supply on hand of an item of inventory based on past and forecast usage.

016. The auditor would evaluate whether the entity has an appropriate base for the principal assumptions used in the accounting estimate. In some cases, the assumptions will be based on industry or government statistics, such as future inflation rates, interest rates, and growth rates. In other cases, the assumptions will be based on internally generated data.


017. In evaluating the assumptions on which estimate is based, the auditor would consider, among other things, whether they are:

- Reasonable in light of actual results in prior periods.


- Consistent with those used for other accounting estimates.


- Consistent with management’s plans which appear appropriate.


The auditor would need to pay particular attention to assumptions which are sensitive to variation, subjective or susceptible to material misstatement.


018. In the case of complex estimating processes involving specialized techniques, it may be necessary for the auditor to use the work of an expert, for example, engineers for estimating quantities in stock piles of mineral ores.

019. The auditor would review the continuing appropriateness of formulae used by management in the preparation of accounting estimates. Such a review would reflect the auditor’s knowledge of the financial results of the entity in prior periods, practices used by other entities in the industry and the future plans of management as disclosed to the auditor.

020. For data and assumptions that have been stated in legal documents (i.e. useful lives over which fixed assets are to be depreciated), the auditor needs to relate such regulations to the assumptions used by the entity to develop accounting estimates.


Testing of Calculations



021. The auditor would test the calculation procedures used by management. The nature, timing and extent of the auditor’s testing will depend on such factors as the complexity involved in calculating the accounting estimate, the auditor’s evaluation of the procedures and methods used by entity in producing the estimate and the materiality of the estimate in the context of the financial statements.

Comparison of Previous Estimates with Actual Results

022. When given, access to the accounting books of the prior periods, the auditor would compare the accounting estimates made therefore with actual results of those periods to assist in:


(a) obtaining evidence about the general reliability of the entity’s estimating procedures;


(b) considering whether adjustments to estimating formulae may be required; and


(c) evaluating whether differences between actual results and previous estimates have been quantified and that, where necessary, appropriate adjustments or disclosures have been made to the notes to the financials statements.


Consideration of Management’s Approval Procedures 


023. Material accounting estimates are ordinarily reviewed and approved by the Director (or leader) of the entity. The auditor would consider whether such review and approval is performed by the appropriate level of management and that it is evidenced in the documentation supporting the determination of the accounting estimate.

Use of an Independent Estimate


024. The auditor may make or obtain an independent estimate and compare it with the accounting estimate prepared by management. When using an independent estimate the auditor would ordinarily evaluate the data, consider the assumptions and test the calculation procedures used in its development. It may also be appropriate to compare accounting estimates made for prior periods with actual results of those periods.

Review of Subsequent Events


025. Transactions and events which occur after period end, but prior to completion of the audit, may provide audit evidence regarding an accounting estimate made by management. The auditor’s review of such transactions and events may reduce, or even remove, the need for the auditor to review and test the process used by management develop the accounting estimate or to use an independent estimate in assessing the reasonableness of the accounting estimate.

Evaluation of Results of Audit Procedures


026. The auditor should make a final assessment of the reasonableness of the estimate based on the auditor’s knowledge of the business and whether the estimate is consistent with other audit evidence obtained during the audit.

027. The auditor would consider whether there are any significant subsequent transactions or events which affect the data and the assumptions used in making the accounting estimate.

028. Because of the uncertainties inherent in accounting estimates, evaluating difference can be more difficult than in other areas of the audit. When there is a difference between the auditor’s estimate of the amount best supported by the available audit evidence and the estimated amount included in the financial statements, the auditor would determine whether such a difference requires adjustment. If the difference is reasonable or immaterial, it may not require adjustment. However, if the auditor believes the difference is unreasonable or could give material impact on the financial statements, management would be requested to revise the estimate. If management refuses to revise the estimate, the difference would be considered a misstatement and would be considered with all other misstatements in assessing whether the effect on the financial statements is material.

029. The auditor would also consider whether individual differences which have been accepted as reasonable are biased in one direction, so that, on a cumulative basis, they may have a material effect on the financial statements. In such circumstances, the auditor would evaluate the accounting estimates taken as a whole.
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VIETNAMESE STANDARDS ON AUDITING


--------------------------------------------------------------------------------------------------------

STANDARD 610

CONSIDERING THE WORK OF INTERNAL AUDITING


(Issued in pursuance of the Minister of Finance Decision No. 143/2001/QD-BTC 


dated 21 December 2001)

GENERAL

01. The purpose of this Vietnamese Standard on Auditing (VSA) is to establish standards and fundamental principles and provide guidance to external auditors and the audit firm on considering the work of internal auditing when auditing financial statements. This VSA does not deal with instances when personnel from internal auditing assist the external auditor in carrying out external audit procedures.

02. The external auditor should consider the activities of internal auditing and their effect, if any, on external audit procedures.

03.  This VSA applies to the auditors and the audit firms in using the work of internal audit to support audit of the financial statements, and also applies to an audit of other financial information and related services rendered by the audit firm.

The external auditor can use the work of internal auditing to support his/her audit of the financial statements, but holds responsibility for the nature, timing and extent of the audit and for the opinion expressed on the audited financial statements.


Internal auditors and the entity under audit are expected to possess essential knowledge on the principles and procedures prescribed in this VSA in exercising their responsibility for providing documents and information to and joining work with the external auditor in auditing the financial statements.


In this VSA, the following terms have the meaning attributed below:


04. Internal auditing is part of internal controls established within an entity with the functions of examining and evaluating the adequacy and effectiveness of the accounting and internal control systems, and consideration of compliance with law and regulations.



CONTENT OF THE VSA

Scope and Objective of Internal Auditing


05.  The scope and objective of internal auditing vary widely and depend on the size and structure of the entity and the requirements of its management. Ordinarily, internal auditing activities include one or more of the following:


· Review of the relevance, effectiveness and efficiency of accounting and internal control systems. The establishment of adequate accounting and internal control systems is a responsibility of management which demands proper attention on a continuous basis. Internal auditing is ordinarily assigned specific responsibility for reviewing these systems, monitoring their operation and recommending improvements thereto.

· Examination and assessment of the quality and reliability of financial and operating information in the financial statements and managerial accounting reports. This may include review of the means used to identify, measure, classify and report such information and specific inquiry into individual items including detailed testing of transactions, balances and procedures. 

· Review of the profitability, efficiency and effectiveness of operations including non-financial activities of an entity, identification of weaknesses and loopholes, and recommendation for improvement.


· Review of compliance with laws, regulations and other external requirements and with management policies and other internal requirements.


Relationship Between Internal Auditing and the External Auditor

06. The role of internal auditing is determined by the Director (or leader) of the entity and subject to change as required by management over time. An external auditing objective is to report independently and objectively on the financial statements with primary concern as to whether the financial statements are free of material misstatements.


In achieving the objectives, external and internal audits would often apply similar approaches and procedures; certain aspects of internal auditing may be useful to external auditors in determining the nature, timing and extent of external audit procedures.

07. Internal auditing opinions on the financial statements cannot achieve the same degree of independence as required of that of the external auditor. The external auditor has sole responsibility for the audit opinion expressed, and that responsibility is not reduced by any use of the work of internal auditing.

Understanding and Preliminary Assessment of Internal Auditing


08. The external auditor should obtain a sufficient understanding of internal audit activities to assist in planning the audit and developing an effective audit approach.

09. Effective internal auditing will often allow a modification in the nature and timing, and a reduction in the extent of procedures performed by the external auditor but cannot eliminate them entirely. In some cases, however, having considered the activities of internal auditing, the external auditor may decide that internal auditing will have no effect on external audit procedures. 

010. During the course of planning the audit, the external auditor should perform a preliminary assessment of the internal audit function when it appears that internal auditing is relevant to the external audit of the financial statements in specific audit areas.

011. The external auditor’s preliminary assessment of the internal audit function will influence the external auditor’s judgment about the use of the work of internal auditing in modifying the nature, timing and extent of external audit procedures.

012. A preliminary assessment of the internal audit function is based on the important criteria below:


(a) Organizational Status of Internal Auditing


The external auditor should consider the status of internal in the entity and the effect it has on its ability to be independent and objective. Independence and objectiveness of internal auditing should be insured when internal auditing has the rights to (1) reporting to the highest level of management, (2) being free of any other operating responsibility and (3) being free to communicate fully with the external auditor.


(b) Scope of Function


The external auditor would assess internal auditing assignments performed, and consider management’s attitude and acts on internal audit recommendations.

(c) Technical Competence of Internal Auditors


The external auditor would consider technical training, professional qualifications and experience of internal auditing and review the policies for hiring and training the internal auditing staff.


(d) Due Professional Care


The external auditor would consider whether internal auditing is properly planned, supervised, reviewed and documented. The external auditor would also consider the existence of adequate audit manuals, work programs and working papers of internal auditing.


(e) Activities and Efficiency of Internal Auditing in Prior Years


The external auditor need to consider the performance and the efficiency of internal auditor in prior years. The consideration should cover the extent of work performed; the ability of identifying and detecting fraud and error; and internal auditing report.


Liaison and Coordination


013. When planning to use the work of internal auditing, the external auditor will need to consider internal auditing’s tentative plan for the period and discuss it at as early a stage as possible. Where the work of internal auditing is to be a factor in determining the nature, timing and extent of the external auditor’s procedures, it is desirable to agree in advance the timing of such work, the extent of audit coverage, test levels and proposed methods of sample selection, documentation of the work performed and review and reporting procedures.

014. Liaison with internal auditing should be held at appropriate intervals during the period. Either auditor should be kept informed by the other of any significant matter which may affect the work of the two.


The external auditor has the rights to access to internal auditing documentation. In case of the internal auditor’s refusal to coordinate, the external auditor also has the rights to deal with the case as a limitation on the audit scope.


Evaluating and Testing the Work of Internal Auditing

015. When the external auditor intends to use specific work of internal auditing, the external auditor should evaluate and test that work to confirm its adequacy for the external auditor’s purposes.


016. The evaluation of specific work of internal auditing involves consideration of the adequacy of the scope of work and related programs and whether the preliminary assessment of the internal auditing remains appropriate. This evaluation may include consideration of whether:


(a) the work is performed by persons having adequate technical training and proficiency as internal auditors and the work of internal auditing is properly supervised, reviewed and documented;

(b) sufficient appropriate audit evidence is obtained to afford a reasonable basis for the conclusions reached;


(c) conclusions reached are appropriate in the circumstances and any reports prepared are consistent with the results of the work performed; and


(d) any exceptions or unusual matters disclosed by internal auditing are properly resolved.


017. The nature, timing and extent of the testing of the specific work of internal auditing will depend on the external auditor’s judgment as to the risk and materiality of the area concerned, the preliminary assessment of internal auditing and the evaluation of the specific work by internal auditing.

018. The external auditor would record conclusions regarding the specific internal auditing work that has been evaluated and tested.
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VIETNAMESE STANDARDS ON AUDITING


--------------------------------------------------------------------------------------------------------

STANDARD 240

FRAUD AND ERROR


(Issued in pursuance of the Minister of Finance Decision No. 143/2001/QD-BTC 


dated 21 December 2001)

GENERAL


01. The purpose of this Vietnamese Standard on Auditing (VSA) is to establish standards and fundamental principles and provide guidance on the auditor and the audit firm’s responsibility to consider fraud and error in an audit of financial statements.

02. When planning and performing audit procedures and in evaluating and in evaluating and reporting the results thereof, the auditor and the audit firm should consider the risk of material misstatements in the financial statements resulting from fraud or error.

03. This VSA applies to audits of financial statements and also applies to an audit of other financial information and related services rendered by the audit firm.

The auditor and the audit firm should comply with this VSA in conducting an audit of financial statements.


It is expected that the client entity and users of the audit report should possess essential knowledge as to the objectives and principles set out in this VSA in working with auditor and the audit firm, and dealing with the relations maintained in respect of the information under audit.


In this VSA, the following terms have the meaning attributed below:


04. Fraud refers to an intentional act to cause economic, financial information to be misleading by one or more individuals among the Board of Management and Directors employees, or third parties, which results in a misrepresentation of financial statements.

Fraud may involve the following acts:


· Manipulation, falsification of records or documents relating to financial statements;


· Alteration of records or documents, which causes misrepresentations of financial statements;


· Misappropriation of assets;


· Suppression or intentional omission of information, records of documents and transactions which causes misrepresentations of financial statements;


· Recording of transactions without substance;


· Misapplication of accounting standards, principles, procedures and policies and financial regulations;


· Intentional commitment of mathematical mistakes.


05. Error refers to unintentional mistakes in financial statements, such as:


· Mathematical or clerical mistakes in the underlying records;


· Oversight or misinterpretation of amounts and transactions;


· Misapplication of accounting standards, principles, procedures and policies and financial regulations.


CONTENTS OF THE VSA


Responsibility of the Director (or leader)

06. The responsibility for the prevention, detection and handling of fraud and error in the entity rests with the Director (or leader) through the implementation and continued operation of adequate accounting and internal control systems. Because of the inherent limitations of the accounting and internal control systems, it is impossible to eliminate the possibility of fraud and error.


Responsibility of the Auditor and the Audit Firm


07. Through the audit, the auditor and the audit firm are to assist the client entity in detecting, handling and deterring fraud and error. However, the auditor and the audit firm are not and cannot be held responsible for the prevention of fraud and error in the client entity.


Risk Assessment


08. In planning and performing the audit, the auditor and the audit firm should assess the risk that fraud and error may exist that materially impact the financial statements and should inquire of the Director (or leader) as to any fraud or significant error which has been discovered.

09. In addition to weaknesses in the design and performance of the accounting and internal control systems, conditions or events which increase the risk of fraud and error include:


· Questions with respect to the integrity or competence of management;


· Unusual pressures within or on an entity;


· Unusual transactions and events;


· Problems in obtaining sufficient appropriate audit evidence.


· Factors unique to computer information system environment relating to the above conditions and events.


(Examples of these conditions or events are set out in Appendix 01).


Detection


010. Based on the risk assessment, the auditor should design audit procedures to obtain reasonable assurance that fraud and error that are material to the financial statements taken as a whole are detected.

011. Consequently, the auditor seeks sufficient appropriate audit evidence that fraud and error which may be material to the financial statements have not occurred or that, if they have occurred, the effect of fraud is properly reflected in the financial statements or the error is corrected. The auditor should point out the impacts of such fraud and error on the financial statements. The likelihood of detecting errors ordinarily is higher than that of detecting fraud, since fraud is higher than that of detecting fraud, since fraud is ordinarily accompanied by acts specifically designed to conceal its existence.

012. Due to the inherent limitations of an audit, although the auditor adheres to all audit principles and procedures, there is an unavoidable risk that material misstatements in the financial statements resulting from fraud and error may not be all detected. When such a risk occurs that causes material impact on the financial statements, the auditor would consider compliance with principles and audit procedures undertaken in the circumstances and the suitability of the audit report based on the results of those audit procedures.


Inherent Limitations of an Audit


013. An audit is subject to the unavoidable risk that some material misstatements of the financial statements will not be detected, even though the audit is properly planned and performed in accordance with Vietnamese Standards on Auditing or International Standards on Auditing generally accepted.

014. The risk of not detecting a material misstatement resulting from fraud is higher than the risk of not detecting a material misstatement resulting from error, because fraud ordinarily involves acts designed to conceal it. Unless the audit reveals evidence to the contrary, the auditor is entitled to accept representations as truthful and records and documents as genuine. However, the auditor should plan and perform the audit with an attitude of professional skepticism, recognizing that conditions or events may be found that result in material misstatements in the financial statements.

015. Because of the inherent limitations of the accounting and internal control systems, there will always be some risk of fraud and error occurring that is material to the financial statements. An internal control system may be ineffective against fraud involving collusion among employees or fraud committed by management. 

Procedures When there is an Indication that fraud or Error May Exist


016. When the application of audit procedures indicates the possible existence of fraud or error, the auditor and the audit firm should consider the potential effect on the financial statements. If the auditor and the audit firm believe the indicated fraud or error could have a material effect on the financial statements, the auditor should perform appropriate modified or additional procedures.

017. The extent of such modified or additional procedures depends on the auditor’s judgment as to:


(a) the types of fraud and error indicated;


(b) the frequency of their occurrence; and 


(c) the likelihood that re-occurrence; and


Unless circumstances clearly indicate otherwise, the auditor cannot assume that an instance of fraud or error is an isolated occurrence. If necessary, the auditor adjusts the nature, timing and extent of substantive procedures. 


018. Performing modified or additional procedures would ordinarily enable the auditor to confirm or dispel a suspicion of fraud or error. Where suspicion of fraud or error is not dispelled by the results of modified or additional procedures, the auditor and the audit firm should discuss the matter with management and consider whether the matter has effected on the financial statements and the audit report.

019. The auditor should consider the implications of fraud and significant error in relation to other aspects of the audit, particularly the reliability of management representations. In this regard, the auditor reconsiders the risk assessment and the validity of management representations, in case of fraud and error not detected by the accounting and internal control systems or not included in management representations. The implications of particular instances of fraud of error discovered by the auditor will depend on the relationship of the perpetration and concealment, if any, of the fraud or error to specific control procedures and the level of management or employees involved. 


Reporting of Fraud and Error


To the Director (or leader)


020. The auditor and the audit firm should communicate factual findings to the Director (or leader) of the client entity as soon as practicable prior to the date of publication of the audited financial statements or the issuance of the audit report if:


a) the auditor suspects fraud may exist, even if the potential effect on the financial statements has not been measured;

b) fraud is found to exist; or


c) significant error is found to exist.


021. Suspecting fraud exist or having detected any occurrences of possible of actual fraud or significant error, the auditor would consider all the circumstances as to which level of authority to report the case to. With respect to fraud, the auditor would assess which management level is likely to involve. In most cases involving fraud, it would be appropriate to report the matter to a level in the organization structure of the entity above that responsible for the persons believed to be implicated. When doubts are raised as to the involvement of the highest authority, the auditor would ordinarily seek legal advice to assist in the determination of procedures to follow.

To Users of the Audit Report on the Financial Statements

022. If the auditor and the audit firm conclude that the fraud or error has a material effect on the financial statements and has not been properly reflected or corrected in the financial statements, the auditor should express a qualified or an adverse opinion.

The auditor and the audit firm should clearly state in the audit report fraud and error that may be material to the financial statements even though they are adequately reflected in the financial statements.

023. If the auditor is precluded by the entity from obtaining sufficient appropriate audit evidence to evaluate whether fraud or error that may be material to the financial statements, has, or is likely to have, occurred, the auditor and the audit firm should express a qualified opinion or a disclaimer of opinion on the basis of a limitation on the scope of the audit.

024. If the auditor is unable to determine whether fraud or error has occurred because of limitations imposed by the circumstances or by the entity, the auditor should consider the effect on the audit report.


To Regulatory and Enforcement Authorities


025. The auditor and the audit firm are to keep the client’s information and data confidential, except when the client entity has committed fraud or error which, as statutorily required, the auditor and the audit firm are to report to the supervisory authorities. In this case, the auditor and the audit firm may need to seek legal advice in advance in such circumstances.

Withdrawal from the Engagement


026. The auditor and the audit firm may conclude that withdrawal from the engagement is necessary when the entity does not take the remedial action regarding fraud that the auditor considers necessary in the circumstances, even when the fraud is not material to the financial statements. Factors that would affect the auditor’s conclusion include the implications of the involvement of the highest authority within the entity, and the effects on the auditor of continuing association with the entity. In reaching such conclusion, the audit firm would consider the case and seek legal advice.

027. On receipt of an inquiry from the proposed auditor for information on the client entity, the existing auditor should advise any professional reasons for withdrawal from the engagement. The existing auditor would, taking account of the legal and ethical constraints including where appropriate permission of the client, give details of and discuss freely with the proposed auditor such information. If permission from the client to discuss its affairs with the proposed auditor is denied by the client, the existing auditor and the audit firm should disclose that fact to the proposed auditor.

APPENDIX 01

Examples of Conditions or Events


Which Increase the Risk of Fraud or Error


Questions with respect to the integrity or competence of management

· Management is dominated by one person (or a small group) an there is no effective oversight of the Directors of Board of Management;


· There is a complex corporate structure where complexity suggests a deliberate act;


· There is a continuing failure to correct major weaknesses in internal control and accounting systems where such corrections are practicable;

· There is a significant and prolonged understaffing of the accounting department;


· Accounting work is assigned to incompetent persons or those prohibited by law; and


· There are frequent changes of legal counsel or auditors.


Unusual pressures within or on an entity


· The industry is declining and failures are increasing;


· There is inadequate working capital due to declining profits or too rapid expansion;


· The quality of earnings is deteriorating,


· The entity needs a rising profit trend to support business operations;


· The entity has such a significant investment in an industry or product line that its finance loses balance;


· The entity is heavily dependent on one or a few products or customers;


· Financial pressure on investors or top managers;


· Pressure is exerted on accounting personnel to complete financial statements in an unusually short time period.


Unusual transaction and events


· Unusual transactions, especially near the year-end, that have an effect on sales, expenses and earnings;


· Complex transactions of accounting treatments;


· Transactions with related parties;


· Payments for services (for example, to lawyers, consultants or agents) that appear excessive in relation to the services provided;


Problems in obtaining sufficient appropriate audit evidence


· Inadequate records or untimely provision of records (for example, incomplete files, excessive adjustments to books and accounts, transactions recorded inadequately and out of balance control accounts;

· Inadequate documentation of transactions (for example, lack of proper authorization or supporting documents for large or unusual transactions);

· An excessive number of differences between accounting records and third party confirmations, conflicting audit evidence and unexplainable changes in operating ratios;


· Evasive or unreasonable responses by management to audit inquiries.


Some factors unique to a computer information systems environment which relate to the conditions and events described above include:

· Inability to extract information from computer files;


· Large numbers of program changes that are not documented, approved and tested;


· Data out of the computer are not matched with the financial statements;


· Print-outs of one account give different results.










-  1  -


PAGE  

-  7  -







143_2001_QD-BTC_211201_CP_EN_S300.doc
Standard 300- Planning





VIETNAMESE STANDARDS ON AUDITING


--------------------------------------------------------------------------------------------------------

STANDARD 300

PLANNING

(Issued in pursuance of the Minister of Finance Decision No. 143/2001/QD-BTC 


dated 21 December 2001)

GENERAL

01. The purpose of this Vietnamese Standard on Auditing (VSA) is to establish standards and fundamental principles and provide guidance on planning an audit of financial statements.

02. The auditor and the audit firm should plan the audit work so that the audit will be performed in an effective manner.

03. This VSA applies to audits of financial statements and also applies to an audit of other financial information and related services rendered by the audit firm.


In the case of the first-year audit for a client, the auditor should expand the procedures of planning based upon the contents of this VAS.


The auditor and the audit firm should comply with this VSA in preparing and realizing an audit plan.


It is expected that the client entity should possess essential knowledge of this VSA in joining the audit and dealing with the relations maintained during the audit planning.


In this VSA, the following terms have the meaning attributed below:


04. General strategy means the core direction, focal content and general approach developed at the top level of an audit based upon their knowledge of the client entity’s business operations and environment.

05. Overall audit plan means developing the general strategy and detailed approach for the expected nature, timing and extent of the audit. It is the objective of an overall plan to enable the auditor to perform the audit in an efficient and timely manner.

06. Audit program refers to a set of instructions to the auditor and assistants involved in an audit and a means to control and record the proper execution of the work. The audit program may also contain the audit objectives for each area, the nature, timing and extent of planned audit procedures and the time needed for each area of work.

07. Multi-year audit is an audit conducted at time of the current year’s financial statements and those of the prior year (s). For example, in 2001, an audit is conducted of the financial statements of 2000, 1999 and 1998.


CONTENT OF THE VAS


Planning the Work


08. Planning should be developed for each audit.


Adequate planning of the audit work helps to ensure that appropriate attention is devoted to important areas of the audit, that frauds, errors and potential problems are identified and that the work is completed expeditiously. Planning also assists in proper assignment of work to assistants and in coordination of work done by other auditors and experts. 

09. The extent of planning will vary according to the size of the entity, the complexity of the audit and the auditor’s experience with the entity and knowledge of the business.

010. Obtaining knowledge of the business is an important part of planning the work to assist in the identification of events, transactions and practices which may have a material effect on the financial statements.

011. Planning remains the auditor and the audit firm’s responsibility. To plan the audit, the auditor can require discussion with the entity’s internal auditors, management and staff of issues associated with the audit plan and procedures to improve the effectiveness and efficiency of the audit and to coordinate audit procedures with work of the entity’s personnel.

012. Planning has three components:


· General strategy;


· Overall audit plan;


· Audit program.


General strategy


013. A general strategy should be developed for an audit of big size, and with complexity and large coverage, or for a multi-year audit.

014. An audit of big size is an audit of combined financial statements (or consolidated financial statements) of a corporation with a number of subsidiary entities of the same or different industry.


015. An audit with complexity means an audit which reveals indication of dispute and litigation or which deals with new business launches about which the auditor and audit firm are not experienced enough.

016. An audit with large coverage is an audit of an entity with subsidiaries in various provinces and municipalities, including those across the border.

017. A multi-year audit is conducted as a consequence of an audit firm signing a contract for audit of some consecutive years, for example, in 2000, an audit contract is signed in regard to 2000, 2001 and 2002. In this case, a general strategy should be developed for directing the work and combining the audits of respective years.


For its special management purpose, an audit firm may wish to develop a general strategy for an audit having no features discussed in paragraph 13 through 17 herein.

018. The general strategy contains key objectives, core direction, focal content, general approach and intended progress of an audit (see Appendix 01)

019. The general strategy is prepared by the in-charge personnel and ratified by the Director (or leader) of the audit firm. The general strategy underlies planning the audit, monitoring the implementation and reviewing the audit results.

020. A general strategy will be documented into a separate file or as part of the overall audit plan.


Overall Audit Plan


021. An overall audit plan is developed for each audit, with description of the expected scope and conduct of the audit. The overall audit plan will need to be sufficiently detailed to guide the development of the audit program. The form and content of an audit plan will vary depending on the size of the entity, the complexity of the audit and the specific methodology and technology used by the auditor.

022. Matters to be considered by the auditor in developing the overall audit plan include:


Knowledge of the Business


· General economic factors and industry conditions affecting the entity’s business;


· Important characteristics of the entity, its business, its financial performance and its reporting requirements including changes since the date of the prior audit;


· The general level of competence of management.


Understanding the Accounting and Internal Control Systems


· The accounting policies adopted by the entity and changes in those policies;


· The effect of new accounting or auditing pronouncements;


· The auditor’s cumulative knowledge of the accounting and internal control systems and the relative emphasis expected to be placed on tests of control and substantive procedures.


Risk and Materiality


· The expected assessments of inherent and control risks and the identification of significant audit areas;


· The setting of materiality levels for audit purposes;


· The possibility of material misstatement, including the experience of past periods, or fraud and common error;


· The identification of complex accounting transactions and events including those involving accounting estimates.

Nature, Timing and Extent of Procedures


· Possible change of emphasis on specific audit areas;


· The effect of information technology on the audit;


· The work of internal auditing and its expected effect on external audit procedures.


Coordination, Direction, Supervision and Review


· The involvement of other auditors in the audit of components, for example, subsidiaries, branches and divisions;


· The involvement of experts in other areas;


· The number of locations;


· Staffing requirements.


Other Matters


· The possibility of the business’ going concern;


· Conditions requiring special attention, such as the existence of related parties;


· The terms of the engagement and any statutory responsibilities;


· The nature and timing of reports or other communication with the entity that are expected under the engagement.


023. In case of a general strategy already prepared, its content would not need to be re-stated in the overall audit plan. (see Appendix 02 for sample overall audit plan).


Audit Program


024. An audit program should be developed for each audit, setting out the nature, timing and extent of planned audit procedures required to implement the audit plan.


025. In preparing the audit program, the auditor would consider the specific assessments of inherent and control risks and the required level of assurance to be provided by substantive procedures. The auditor would also consider:


· the timing of tests of controls and substantive procedures;


· the coordination or any assistance expected from the entity, the availability of assistants and the involvement of other auditors or experts.


(see Appendix 03 for sample audit program). 


Changes to the Audit Plan and Audit Program


026. The overall audit plan and the audit program should be revised as necessary during the course of the audit because of changes in conditions or unexpected results of audit procedures. The contents of and reasons for significant changes would be recorded as part of audit documentation.

027. An audit firm using a sample audit program either in the computer or on paper should have additional contents to the audit program relevant to each audit.


APPENDIX 01


SAMPLE GENERAL STRATEGY


(for guidance and reference)


AUDIT FIRM:


GENERAL STRATEGY


Client entity:…………Prepared by………Date:


Year:………….
Approved by:……..Date:


Client feature: (large scale audit, multi-year audit or complexity audit)


Requirement


· General strategy is developed for an audit of big size, and with complexity and large coverage, or for a multi-year audit.


· General strategy is prepared by the in-charge personnel and approved by the Director (or leader) of the audit firm.


· The audit team shall comply with the firm’s relevant regulations and the directions ratified by the Director in connection with the general strategy. 


· Any departures from management’s initial estimation noticed during the process of developing an overall audit plan and implementing the audit should be promptly reported to management for timely solutions.


Contents and procedures of a general strategy


1. Understand the client entity’s business (information gathered on industry, business type, ownership title, production technology, management structure and business operations) particularly the main factors, such as competition drive, business superiority analysis as well as production, market, prices and post sales services;


2. Locate areas concerned with the financial statements, such as accounting regimes and systems, accounting standards in use, financial reporting constraints and the entity’s rights;


3. Locate main risk areas of the entity and their effects on the financial statements (initial assessment of inherent risk and control risk);


4. Assess the internal controls;


5. Identify the focal objectives and audit approach;


6. Determine the need for expertise coordination with legal advisors, internal auditors, other auditors and experts in such field as construction, agriculture…;


7. Nominate team head and time the work;


8. The Director approves and notifies the audit team of the general strategy, based on which the team head develops an overall audit plan and audit program.

APPENDIX 02

SAMPLE OVERALL AUDIT PLAN


(for guidance and reference)


AUDIT FIRM:


OVERALL AUDIT PLAN


Client entity:……….Prepared by:…………….Date:…………


Year:………..
         Approved by:…………Date………….


1. Information about the entity’s business operation:


· Client audit:


First year                                      Recurrent                           Year:……..

· Client name:……………………………………………………………


· Head office:……………………………………………………………


Branches (number and locations)……………………………………..


· Phone no:……………………………….


Fax no:………………………………….Email:…………………….


· Tax code:………………………………………………………..


· Operation license (Investment license, business registration certificate)………………………………………………


· Industry: (steel production, hospitality service, golf court service,…)………………………………………………


· Geographic feature: (nation-wide, foreign operations…)……………


· Total legal capital:………………………Investment capital:………..


· Total loan capital:……………………….Financial lease:…………….


· Business duration: (from…….to………., no time limit)……………..


· Board of Management: (number of members, list of key personnel)……………………………………………………………..


· Board of Directors: (number of members, list of members) …………


· Chief accountant; (name, years with the company)…………………..


· Holding company, partners (joint businesses)……………………….


· Client internal controls outlined……………………………………..


· Management’s competence:…………………………………………

· General understanding of the economic conditions affecting the entity’s business:…...................................................................


..................................................................................................


..................................................................................................


· Client business lines and environments:


+ Environmental requirements:


+ Market and competition:………………………………………..


+ Operational features and technological changes:


+ Business risk:……………………………………………………


+ Change in business size and disadvantages:



………………………………………………………………….


+ ……………………………………………………………………


· Performance features (products, market, suppliers, expenses, transactions):


+ Changes in application of advancements or new technologies to production:………………………………………………………..


+ Change of suppliers:…………………………………………….


+ Expansion of sales network: (establishments)



…………………………………………………………………..


2. Understanding of accounting and internal control systems:


Based on the review of client financial statements and understanding of its business to consider the level of effects on the preparation of financial statements in terms of:


+ The accounting policies adopted by the entity and changes in those policies:……………………………………………………………….

+ The effect of information technology and computer system:……….


+ The effect of new policies on accounting and auditing:…………….


+ Accounting staff:…………………………………………………


+ Reporting requirement:…………………………………………..


Assessing and rating the control environment, accounting system, and internal controls as reliable and effective:

High (                                Medium (                    Low (

3. Risk assessment and materiality measurement:


· Risk assessment:


+   Inherent risk:


High (                                Medium (                    Low (

     +   Assessment of internal controls operations:



……………………………………………………….


· Materiality measurement:


Key indicators for measuring materiality levels include:


		

		Current year

		Preceding year



		- Sales

		

		



		- Expenses

		

		



		- Post-tax income

		

		



		- Current assets and short-term investments

		

		



		- Fixed assets and long-term investments

		

		



		- Funds

		

		



		- Other indicators

		

		





Reason for choice of materiality level:…………………………………..


Assessment of materiality levels for each audit objective……………….


· The possibility of material misstatement, including the experience of past periods, or common fraud and error; The identification of complex accounting transactions and events including those involving accounting estimates.


· Account audit approach:


+ Sample test………………………………………………………


+ Key item test…………………………………………………….


+ 100% examination:………………………………………………


4. Nature, Timing and Extent of Procedures


· Identification of significant changes of audit areas. 


· The effect of information technology on the audit.


· The work of internal auditing


5. Coordination, Direction, Supervision and Examination


· The involvement of other auditors…………………………


· The involvement of legal and other experts ……………..

· The number of locations………………………………..


· Staffing requirements…………………………………..


+ In-charge director (deputy director)……………………….


+ In-charge manager……………………………………….


+ Audit team head………………………………………….


+ Audit assistant 1………………………………………….


+ Audit assistant 2………………………………………….


+ ……………………………………………………………


6. Other matters


· Interim audit;


Inventory taking;


· The possibility of the business going concern:


· Conditions requiring special attention; 


· The contractual terms and any statutory responsibilities;


· The nature and timing of the report audit or other communication with the entity.


7. Overall audit plan summary


		No.

		Significant factors or items

		Inherent risk

		Control risk

		Mat’lity level

		Audit


approach

		Audit pro’dure

		Ref.



		1

		

		

		

		

		

		

		



		2

		

		

		

		

		

		

		



		3

		

		

		

		

		

		

		



		4

		………

		

		

		

		

		

		





· General classification of client

Very important (                      Important (      Not important (

· Other:………


APPENDIX 03

SAMPLE AUDIT PROGRAM


(for guidance and reference)


AUDIT FIRM:


AUDIT PROGRAM


Client entity:…………Prepared by………………Date………….


Year………………….Approved by………………Date…………


LIST OF WORK PARTS


		1. General

		Reference

		A



		2. Accounting and internal control

		

		B



		3. Cash

		

		C



		4. Short-term investment

		

		D



		5. Accounts receivable

		

		E



		6. Inventory

		

		F



		7. Other current assets

		

		G



		8. Non profit expenditure

		

		H



		9. Fixed assets

		

		I



		10. Intangible assets and other fixed assets

		

		J



		11. Long-term investment

		

		K



		12. Construction in progress

		

		L



		13. Long-term deposits and mortgages

		

		M



		14. Current liabilities

		

		N



		15. Taxes payable

		

		O



		16. Long-term borrowings and debts

		

		P



		17. Funds and undistributed earnings

		

		Q



		18. Budget sources 

		

		R



		19. Revenues

		

		S



		20. Cost of sales

		

		T



		21. Selling expenses, administrative expenses

		

		U



		22. Other incomes

		

		V



		23. Other expenses 

		

		X



		24. Others

		

		W





AUDIT FIRM:

TEST-CASH PROGRAM                                                     


Client name:……………………Financial year:……………………………..


Team head:……………………..Date:……………………………………….


Team members


Reviewer 1:…………………….Date:………………………………………


Reviewer 2:……………………..Date:……………………………………..


I.  Documents to be produced by client:


1. Period-end count minute


(Where the auditor did not observe the counting on the intended date, it is necessary for him/her to combine with the client entity to conduct a surprise count of cash by the time of audit and backdate addition (+) or deduction (-) for the actual cash balance at year-end).

2. Basis of discrepant treatment (as a consequence of cash count):


3. Bank reconciliation of account balance


4. Bank ledgers


5. General ledger


6. Cash journal

7. Petty cash ledger and bank ledger


8. Relative papers


II. Audit targets:


		- Existence, completeness, accuracy




		Cash balance which represents the total sum on hand, in bank and in transit at the time of observation is existing and properly recorded.



		- Ownership and obligation

		All existing cash is owned by the entity.



		- Valuation

		Cash balance disclosed on the balance sheet is properly valued.



		- Presentation and disclosure

		Cash balance is adequately presented, classified and disclosed






III. Audit procedures:

		Procedures

		Reference

		Exception

		Performer signing



		

		

		Yes/no

		Identified

		



		A. Analytical procedures

1. Test movement of cash on hand and cash in bank through the years


2. Inquire the entity’s settlement system if it is made in cash or by bank


3. Review internal controls on the entity’s capital in cash to ensure adherence to the principle of:


- Segregation of tasks and responsibilities


- Freedom from other responsibility


- Approval and assignment of management of cash


B. Substantive test procedures


I. Petty cash

1. Compare cash count minute with cashbook, ledger and general ledger to ascertain if cash balance on the balance sheet is adequately disclosed.

2. Screen cash book for irregular items and trace them to source documents to ensure fair presentation thereof.


3a.Randomly take …...... months and for each month  choose ... transactions from ledger (or sub-ledger) for sure of the matching between the book and documents as to nature, date and amount. At the same time check the acceptance of the entity’s relevant personnel.

. If results are good: accept it


. If results are unsatisfactory, expand substantive tests.


3b. Randomly take…months and for each month choose…documents to make sure records kept (in cash book, ledger and sub-ledger) are appropriate.

4. Take…transactions occurring before date and …transactions after date to verify whether cutoff procedures are correct and appropriate.


II. Bank balance and cash in transit

1. Review if any account has been confirmed which left no balance in the prior year. Every account is to be confirmed.


2. Draw up bank balance reconciliation.


a. Check additions. Consider unusual items (of significant value).


b. Agree sub-account balances to the ledger and bank ledger at year-end.


c. Examine the reconciliation of any two months for each account to observe unusual items and re-consider the timing and accuracy. Also examine relevancy personnel’s approval.


3. Collect bank confirmations and test records in the entity’s accounting books.

- Account for differences (if any) at the closing date.


- Reconcile all deposits which are yet to be recorded at year end to bank ledger after date.


4. See if amounts being transferred listed under “Cash in transit” are appropriate (only significant items).


a. Trace them to deposit book, and transfer notes as to date, amount, description.


b. Trace them to year-end bank ledger. Make notes of deposits which are recorded by the bank after date.


c. Consider deposits which are recorded by the bank on a proper date (1-2 days after date of posting by the entity).


d. Review prior year’s financial statements and current year’s working papers to ensure reconciled figures are included in documentation.


C. Additional audit procedures


- See if balances in foreign currencies have been revalued using average inter-bank rates of the closing date.


-Other procedures (if any)……………………




		

		

		

		





IV. Conclusion and recommendations

A. Conclusions and audit objectives:


……………………………………………….


……………………………………………….


B. Recommendations:


………………………………………………..


…………………………………………………


C. Matters that need following up in subsequent audits:


……………………………………………………..


………………………………………………………




Date of completion:……………………




Performer:…………………………….


C
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VIETNAMESE STANDARDS ON AUDITING


--------------------------------------------------------------------------------------------------------

STANDARD 400

RISK ASSESSMENTS AND INTERNAL CONTROL

(Issued in pursuance of the Minister of Finance Decision No. 143/2001/QD-BTC


dated 21 December 2001)

GENERAL

01. The purpose of this Vietnamese Standard on Auditing (VSA) is to establish standards and fundamental procedures and provide guidance on obtaining an understanding of the accounting and internal control systems and on assessing audit risk and its components: inherent risk, control risk and detection risk during an audit of financial statements.

02. The auditor should obtain an understanding of the accounting and internal control systems sufficient to prepare an overall audit plan and develop an effective, appropriate audit approach. The auditor should use professional judgment to assess audit risk and to design audit procedures to ensure it is reduced to an acceptably low level.

03. This VSA applies to audits of financial statements and also applies to audits of other financial information and related services rendered by the audit firm.


The auditor and the audit firm should comply with this VSA in conducting an audit of financial statements and rendering related services


It is expected that the client entity and users of the audit report should possess essential knowledge as to the principles set out in this VSA in working with the auditor and the audit firm, and dealing with the relations maintained during the audit.


In this VSA, the following terms have the meaning attributed below:


04. Inherent risk is the susceptibility of an account balance or class of transactions to misstatement that could be material individually or when aggregated with misstatements in other balances or classes, assuming that there were no related-internal controls.

05. Control risk is the risk that a misstatement, that could occur in an account balance or class of transactions and that could be material individually or when aggregated with misstatement in other balances or classes, will not be prevented or detected and corrected on a timely basis by the accounting and internal control systems.

06. Detection risk is the risk that misstatement exists in an account balance or class of transactions that could be material individually or when aggregated with misstatements in other balances or classes that the auditor and the audit firm fail to detect.

07. Audit risk means the risk that the auditor and the audit firm give an inappropriate audit opinion when the financial statements are materially misstated. Audit risk has three components: inherent risk, control risk and detection risk.

08. Audit risk assessment is the work carried out by the auditor and audit firm to assess the degree in which audit risks may occur, which include the assessment of inherent risk, control risk and detection risk. Audit risk is assessed before the planning stage and before audit performance.

09. Materiality is a term which denotes the importance of information or a disclosure in the financial statements.


Information is material if its omission or misstatement could influence the economic decisions of users taken on the basis of the financial statements. Materiality depends on the size of the item or error judged in the particular circumstances of its omission or misstatement. Thus, materiality should be viewed in respect of both quantitative and qualitative characteristics.

010. Internal control system means all the policies and procedures designed and adopted by an entity to assist compliance with the provisions of law and relevant regulations for prevention and detection of fraud and error, preparation of financial statements that give a true and fair view, and effective safeguarding, management and use of its assets. The internal control comprises the control environment, accounting system, and control procedures.

011. Accounting system means the series of policies and procedures of an entity by which records are maintained and financial statements prepared.

012. Control environment means the understanding, attitude, awareness and actions of members of the boards of Management and Directors regarding the internal control system and its importance in the entity.


The control environment has an effect on the effectiveness of the specific control procedures. A strong control environment can significantly complement specific control procedures. However, a strong environment is not synonymous with a strong internal control system. Such environment does not, by itself, ensure the effectiveness of the internal control system.

013. Control procedures are those policies and procedures which management has established to achieve the entity’s specific objectives.


CONTENTS OF THE VSA


014. When developing the audit approach, the auditor considers the preliminary assessment of inherent risk and control risk to determine the appropriate detection risk to accept for the financial statement assertions and to determine the nature, timing and extent of substantive procedures for such assertions.

Inherent Risk


015. In developing the audit plan, the auditor and the audit firm should assess inherent risk at the financial statement level. In developing the audit program, the auditor should relate such assessment to material account balances and classes of transactions at the assertion level, or otherwise assume that inherent risk is high for the assertion. Based on the assessment on the inherent risk, the auditor estimates the work to conduct and procedures to follow for material balances and transactions in the financial statements, or balances and transactions for which, in the auditor’s judgment, inherent risk is high (see Appendix 01). 

016. To assess inherent risk, the auditor uses professional judgment to evaluate the following major factors:


+
At the Financial Statement Level


· The integrity, experience and knowledge of management and changes in management during the period;


· The experience and competence of the chief accountant, key accounting personnel and internal audit staff and changes (if any) with them;


· Unusual pressures on management and the chief accountant, in particular circumstances that might predispose management and the chief accountant to misstate the financial statements;


· The nature of the entity’s business, for example, technological designs, capital structure, the number of locations, geographical spread and seasonal feature of production;

· Factors affecting the industry in which the entity operates, for example, changes in economic and competitive conditions, in purchasing and selling market and in accounting practices common to the industry.


+
At the Account Balance and Class of Transactions Level


· Financial statement accounts likely to be susceptible to misstatement, for example, accounts which required adjustment in the prior period or which involve a high degree of estimation; or changes in accounting practice which took place during the period;


· Measurement of account balances and business transactions, such as balances of provision accounts, transactions with extra-ordinary repairs either expensed or added to the cost of fixed assets.


· Susceptibility of assets to loss or misappropriation, for example, numerous receipts and expenditures in cash, cash advanced in large amounts and over a long time,…


· The complexity of underlying transactions and other events which might require using the work of an expert, for example litigations or thefts…


· The completion of unusual and complex transactions, particularly at or near period end;


· Other unusual financial and business transactions.


Accounting and Internal Control Systems


017. Internal controls relating to the accounting system are maintained to ensure:


· Transactions are executed in accordance with the authorization of relevant personnel;


· All transactions are promptly recorded in the correct amount, in the appropriate accounts and in the proper accounting period so as to permit preparation of financial statements in accordance with the prevailing accounting regulations;


· Access to assets and records is permitted only in accordance with management’s authorization;


· Recorded assets are compared with the existing assets counted at reasonable intervals and appropriate action is taken regarding any differences.


Inherent Limitations of Internal Controls

018. Accounting and internal control systems cannot provide management with conclusive evidence that objectives are reached because of inherent limitations, such as:


· Management’s usual requirement that the cost of an internal control does not exceed the expected benefits to be derived;


· Most internal controls tend to be directed at routine transactions rather than non-routine transactions;


· The potential for human error due to carelessness, distraction, mistakes of judgment and the misunderstanding of instructions;


· The possibility of circumvention of internal controls through the collusion of a member of management or an employee with parties outside or inside the entity;


· The possibility that a person responsible for exercising an internal control could abuse that responsibility;


· The possibility that procedures may become inadequate due to changes in the existing mechanism and management requirement and compliance with procedures may deteriorate.


Understanding the Accounting and Internal Control Systems


019. Within the scope of a financial statement audit, the auditor is mainly concerned with the accounting and internal control policies and procedures pertaining to assertions in the financial statements. 


Understanding of the accounting and internal control systems of the entity under audit and the assessment of inherent risk and control risk would assist the auditor in:


· Locating the audit scope required for material misstatements likely to exist in the financial statements;


· Reviewing factors which may result in material misstatements; and,


· Designing relevant audit procedures.

020. When obtaining an understanding of the accounting and internal control systems to develop an audit plan, the auditor obtains a knowledge of the design of the accounting and internal control systems and their operation. This would enable the auditor measure the quantity of transactions to be audited and design necessary testing procedures.

021. The nature, timing and extent of the procedures performed by the auditor to obtain an understanding of the accounting and internal control systems will vary with, among other things:


· The size and complexity of the entity and of its computer system, for example wholly or party computerized application; computers operated separately or in a network,…)


· Materiality considerations by the auditor and the audit firm;

· The type of internal controls involved (for example control of purchases, sales or cash,…);


· The entity’s regulation on respective control procedures (for example, procedures of purchases, sales, and those on goods received and dispatched);


· The number of transactions and the entity’s documentation of specific internal controls;


· The auditor’s assessment of inherent risk as high or low.


022. Ordinarily, the auditor’s understanding of the accounting and internal control systems is obtained through:

· previous experience with the entity and its operations;


· inquiries of appropriate management, supervisory and other personnel at various organizational levels within the entity, together with reference to documentation;


· inspection of documents and records produced by the accounting and internal control systems; and 


· observation of the entity’s activities and operations, including observation of the organization of computer operations, management personnel, internal controls and the nature of internal transaction processing.

023. Internal control includes control environment, accounting system and control procedures.


Control Environment


024. The auditor should obtain an understanding of the control environment of the entity in evaluating the Boards of Management and Director’s attitudes, awareness and actions regarding the internal controls.


Key factors reflected in the control environment include:


· The function of the Boards of Management and Directors and their committees and divisions;


· The Boards of Management and Director’s philosophy and operating style;

· The entity’s organizational structure and the authority and responsibility of the components thereof;


· Management’s control system including the managing and control structure, internal audit function, personnel policies and procedures segregation of duties;


· External impacts, such as Government policies, and higher levels and professional bodies’ instruction.


Accounting System


025. The auditor should obtain an understanding of the accounting system sufficient to identify and understand:


· Major classes of transactions in the entity’s operations;


· How such transactions are initiated;


· Organization of the accounting mechanism;


· Organization of the accounting practice, including accounting documents, chart of accounts, accounting books and financial reporting; and


· The accounting for significant transactions and other events, from their initiation to inclusion in the financial statements.


Control Procedures


026. The auditor should obtain an understanding of the control procedures sufficient to develop the audit plan and program. The auditor would consider knowledge of the control environment to define the control procedures in place and those absent that require application (for example in understanding accounting for cash in bank, the auditor would consider whether reconciliation procedures are available and properly performed).

Major control procedures are:


· drawing up, verifying, reconciling and approving of data and relevant documents;


· testing the accuracy of data;


· reviewing computerized programs and environment; 


· comparing data between control account ledgers and sub-ledgers


· reviewing and approving of accounting documents;


· comparing data between control account ledgers and sub-ledgers;

· reviewing and approving of accounting documents;


· comparing internal documents to external documents;

· reconciling count results to book figures;


· limits of access to assets and accounting documents;


· comparing actuality to accounting estimates and budgets.


When reviewing the control procedures, the auditor should consider whether they have been established upon fundamental principles, such as leadership regime, work assignment, duty segregation, authorization and approval.

Control Risks


Preliminary Assessment of Control Risks


027. The preliminary assessment of control risk is the process of evaluating the effectiveness of an entity’s accounting and internal control systems in preventing or detecting and correcting material misstatements. There will always be some control risk because of the inherent limitations of any accounting and internal control system.

028. After obtaining an understanding of the accounting and internal control systems, the auditor and the audit firm should make a preliminary assessment of control risk, at the assertion level, for each material account balance or class of transactions.

029.  The auditor ordinarily assesses control risk at a high level for some or all assertions when:

· the entity’s accounting and internal control systems are not adequate;

· the entity’s accounting and internal control systems would not be efficient;


· the auditor is not provided with an adequate basis for evaluation of the adequacy and effectiveness of the accounting and internal control systems of the client entity.

030. The assessment of control risk for a financial statement assertion should normally be at less than high if the auditor:

· is able to identify internal controls relevant to the assertion which are likely to prevent or detect and correct a material misstatement; and


· plans to perform tests of control to support the assessment of control risk.

Documentation of Assessment of Control Risks

031. The auditor should document in the audit working papers:

· the understanding obtained of the entity’s accounting and internal control systems; and


· the assessment of control risk. When control risk is assessed at less than high, the auditor would also document the basis for the conclusions.

032. Different techniques may be used to document information relating to accounting and internal control systems. The form and extent of this documentation is influenced by the size and complexity of the entity and the nature of the entity’s accounting and internal control systems (for example, the more complex the entity’s accounting and internal control systems and the more extensive the auditor’s procedures, the more extensive the auditor’s documentation will need to be).

Tests of Control


033. Tests of control are performed to obtain audit evidence about the effectiveness of the accounting and internal control systems in respect of:


- design of the accounting and internal control systems, that is, whether they are suitably designed to prevent or detect and correct material misstatements; and

- operation of the accounting and internal control systems throughout the period.


034. Apart from tests of control, the auditor may perform other audit procedures to obtain audit evidence about the effectiveness of the design and operation of the accounting and internal control systems, such as evidence collected through inquiry and observation.

035. When the auditor concludes that procedures provide audit evidence about the effectiveness of the accounting and internal control systems relevant to a particular financial statement assertion, the auditor may use that audit evidence to support a control risk assessment at a low and medium level.

036. Tests of control may include:


· Inspection of documents supporting transactions and other events to gain audit evidence that the accounting and internal control systems have operated properly, for example, verifying that payment related documents have been authorized;


· Inquiries about, and observation of, the performance of those who carry out internal control assignments to determine whether any audit trails are left;


· Reperformance of internal controls, for example, reconciliation of bank accounts, petty cash and inventory count minutes and accounts receivable and payable, to ensure they were correctly performed by the entity.

037. The auditor should obtain audit evidence through tests of control support any assessment of control risk which is less than high. The lower the assessment of control risk, the more support the auditor should obtain that accounting and internal control systems are suitably designed and operating effectively.

038. When obtaining audit evidence about the effective operation of internal controls, the auditor considers how they were applied, the consistency with which they were applied during the period and by whom they were applied. The concept of effective operation recognizes that some deviations may have occurred due to changes in key personnel, significant seasonal fluctuations in volume of transactions and human error. When deviations are detected the auditor makes specific inquiries regarding these matters, particularly the timing of staff changes in key internal control personnel. The auditor then ensures that the tests of control appropriately cover such a period of change or fluctuation.

039. In a computer information systems environment, the objectives of tests of control do not change from those in a manual environment; however, some audit procedures may change. In case the accounting work and internal auditing is performed using computers the auditor may find it necessary, or may prefer, to use computer-assisted audit techniques to collect evidence about the effectiveness of the internal controls.

040. Based on the results of the tests of control, the auditor should evaluate whether the internal controls are designed and operating as contemplated in the preliminary assessment of control risk. The evaluation of deviations may result in the auditor concluding that the assessed level of control risk needs to be revised, thus to modify the nature, timing and extent of planned substantive procedures.


Final Assessment of Control Risk


041. Before the conclusion of the audit, based on the results of substantive procedures and other audit evidence obtained by the auditor should consider whether the assessment of control risk is confirmed.


Relationship Between the Assessments of Inherent and Control Risks


042. Inherent risk and control risk are highly interrelated; and therefore the auditor should assess inherent and control risks together.


Detection Risks


043. The level of detection risk relates directly to the auditor’s substantive procedures.


The auditor’s control risk assessment, together with the inherent risk assessment, influences the nature, timing and extent of substantive procedures to be performed to reduce detection risk, and therefore audit risk, to an acceptably low level.


To reduce audit risk to an acceptably low level, the auditor would consider:


· nature of substantive procedures, for example, using tests directed toward independent parties outside the entity rather than tests directed toward parties or documentation within the entity, or using tests of details for a particular audit objective in addition to analytical procedures;

· the timing of substantive procedures, for example, performing inventory procedures at period end rather than at an earlier date with adjustment; and


· the extent of substantive procedures, for example, using a larger sample size.

It is impossible however to entirely eliminate the detection risk even when the auditor has checked all the transactions and account balances

044. There is an inverse relationship between detection risk and the combined level of inherent and control risks. For example, when inherent and control risks are high, acceptable detection risk needs to be low to reduce audit risk to an acceptably low level. On the other hand, when inherent and control risks are low, an auditor can accept a higher detection risk and still reduce audit risk to an acceptably low level (see Appendix 01)


045. While tests of control and substantive procedures are distinguishable as to their purpose, the results of either type of procedure may contribute to the purpose of the other regarding assessment of inherent risk and control risk. For example misstatements discovered in conducting substantive procedures may cause the auditor to modify the previous assessment of control risk (see Appendix 01).

046. Regardless of the assessed levels of inherent and control risks, the auditor should perform some substantive procedures for material account balances and classes of transactions.

047. The auditor’s assessment of the components of audit risk may change during the course of an audit, for example, information may come to the auditor’s attention when performing substantive procedures that differs significantly from the information on which the auditor originally assessed inherent and control risks. In such cases, the auditor would modify the planned substantive procedures based on a revision of the assessed levels of inherent and control risks.

048. The higher the assessment of inherent and control risk, the more audit evidence the auditor should obtain from the performance of substantive procedures. When the auditor determines that detection risk regarding a financial statement assertion for a material account balance or class of transactions can not be reduced to an acceptable level, the auditor should express a qualified opinion or a disclaimer of opinion.

Audit Risk in the Small Business


049. The auditor needs to obtain the same level of assurance in order to express an unqualified opinion on the financial statements of both small and large entities. However, many internal controls which would be relevant to large entities are not practical in the small business. (For example, in large businesses, those involved in the supervisory controls are separate from the accounting staff while in small businesses, accounting procedures may be performed by a few persons. Accountants may take charge of the supervisory controls, and thus the internal controls are impaired). In circumstances where internal controls are limited due to the absence of segregation of duties, the audit evidence necessary to support the auditor’s opinion on the financial statements may have to be obtained entirely through the performance of substantive procedures.

Communication of Weaknesses


050. As a result of obtaining an understanding of the accounting and internal control systems and tests of control, the auditor may become aware of weaknesses in the systems. The auditor should make management aware, as soon as practical and at an appropriate level of responsibility, of material weaknesses in the design or operation of the accounting and internal control systems.


Such communication would ordinarily be in writing. However, if oral communication is found appropriate, the communication would be documented in the audit working papers.


APPENDIX 01


Interrelationship of the Components of Audit Risk


The following table shows how the acceptable level of detection risk may vary based on assessment of inherent and control risks.

		

		Auditor’s assessment of control risk



		

		High

		Medium

		Low



		Auditor’s assessment of inherent risk

		High

		Lowest

		Lower

		Medium



		

		Medium

		Lower

		Medium

		Higher



		

		Low 

		Medium

		Higher

		Highest





Notes:

· Both inherent risk and control risk are set at three levels: higher, medium and lower.


· The shaded areas relate to detection risk.


· Detection risk is set at five levels: highest, higher, medium, lower and lowest.


There is an inverse relationship between detection risk and the combined level of inherent control risks. For example when inherent risk is assessed as high and control risk is low, acceptable levels of detection risk need to be medium to reduce audit risk to an acceptable low level. On the other hand, when inherent risk is low and control risk is medium, the auditor can accept detection risk as higher and still reduce audit risk to an acceptably low level.
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VIETNAMESE STANDARDS ON AUDITING
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STANDARD 530

AUDIT SAMPLING AND OTHER SELECTIVE TESTING PROCEDURES


(Issued in pursuance of the Minister of Finance Decision No. 143/2001/QD-BTC


dated 21 December 2001)

GENERAL


01. The purpose of this Vietnamese Standard on Auditing (VSA) is to establish standards and fundamental principles and provide guidance on the selection of an audit sample and procedures other to gather audit evidence in an audit of financial statements.

02. When designing audit procedures, the auditor should determine appropriate means for selecting audit sample so as to gather audit evidence to meet the objective of audit testing.

03. This VSA applies to audits of financial statements and also applies to an audit of other financial information and related services rendered by the audit firm.


The auditor and the audit firm should comply with this VSA in conducting an audit of financial statements and other related services.


Following this standard, the audit firm is to prescribe policies and procedures on audit sampling and other selective procedures for use by its staff.


In this VSA, the following terms have the meaning attributed below:


04. Audit sampling (sampling) means the application of audit procedures to less than 100% of the items with in an account balance or class of transactions such that all sampling units have a chance of selection. This will enable the auditor to obtain and evaluate audit evidence about some characteristic of the items selected in order to form of assist in forming a conclusion concerning the population. Audit sampling can use either a statistical or a non-statistical approach.

05. Deviation means either control deviations, when performing tests of control, or misstatements, when performing substantive procedures. These deviations may be caused intentionally (fraud) or unintentionally (error) by an individual or an organization. Similarly, total deviation is used to mean either the rate of deviation or total misstatement.

06. Anomalous error means an error that arises from an isolated event that has not recurred other than on specifically identifiable occasions and is therefore not representative of errors in the population.

07. Population means the entire set of data from which a sample is selected and about which the auditor wishes to draw conclusions. For example, all of the items in an account balance or a class of transactions constitute a population. A population may be divided into strata, or sub-populations, with each stratum being examined separately. The term “population” is used to include the term “stratum”.

08. Sampling risk arises from the possibility that the auditor’s conclusion, based on a sample, may be different from the conclusion reached if the entire population were subjected to the same audit procedure. There are two types of sampling risk:


(a) the risk the auditor will conclude, in the case of a test of control, that control risk is lower than it actually is, or in the case of a substantive test, that a material error does not exist when in fact it does. This type of risk affects audit effectiveness and is more likely to lead to an inappropriate audit opinion; and

(b) the risk the auditor will conclude, in the case of a test of control, that control risk is higher than it actually is, or in the case of substantive test, that a material error exists when in fact it does not. This type of risk affects audit efficiency as it would usually lead to additional work to establish that initial conclusions were incorrect.

09. Non-sampling risk arises from factors that cause the auditor to reach an erroneous conclusion for any reason not related to the size of the sample. For example, the auditor might use inappropriate procedures, or the auditor might misinterpret evidence and fail to recognize an error.

010. Sampling unit means the individual items constituting a population, for example checks listed on deposit slips, credit entries on bank statements, sales invoices or debtor’s balances. Form of sampling unit could be either a monetary unit, quantity or a physical thing. 

011. Statistical sampling means any approach to sampling that has the following two characteristics:


(a) random selection of a sample; and


(b) use of probability-statistical theory to evaluate sample results, including measurement of sampling risk.


“Non-statistical sampling” is a sampling approach that does not have either or both of the above characteristics.


012. Stratification is the division of a population into sub-populations, each of which is a group of sampling units with similar characteristics (often monetary value).

013. Tolerable error means the maximum error in a population that the auditor and audit firm are willing to accept. Tolerable error is normally immaterial.


CONTENT OF THE VSA


Audit Evidence

014. In accordance with VSA 500 “Audit Evidence”, audit evidence is obtained from an appropriate mix of tests of control and substantive procedures.

Tests of Control

015. In accordance with VSA 400 “Risk Assessments and Internal Control” tests of control are performed if the auditor plans to assess control risk less than high for a particular assertion.

016. Based on the auditor’s understanding of the accounting and internal control systems, the auditor identifies the characteristics or attributes that indicate performance of a control, as well as possible deviation conditions which indicate departures from adequate performance. The presence or absence of attributes can then be tested by the auditor.

017. Audit sampling for tests of control is generally appropriate when application of the control leaves evidence of performance (for example, initials of the credit manager on a sales invoice indicating credit approval, or evidence of authorization of data input to a micro-computer based data processing system).

Substantive Procedures


018. Substantive procedures are of two types: analytical procedures and tests of details of transactions and balances. Substantive procedures are only relevant to monetary value. The purpose of substantive procedures is to obtain audit evidence to detect material misstatements in the financial statements. When performing substantive tests of details, audit sampling and other means may be used to verify one or more assertions about a financial statement amount (for example, the existence of accounts receivable), or to make an independent estimate of some amount (for example, the value of obsolete inventories).


Risk Considerations in Obtaining Evidence

019. In obtaining evidence, the auditor should use professional judgment to assess audit risk and design audit procedures to ensure this risk is reduced to an acceptably low level.

020. Audit risk: means the risk that the auditor and the audit firm give an inappropriate audit opinion when the financial statements are materially misstated. Audit risk has three components: inherent risk, control risk and detection risk.

Inherent risk is the susceptibility of an account balance or class of transactions to misstatement that could be material individually or when aggregated with misstatements in other balances or classes, assuming that there were no related internal controls.

Control risk is the risk that a misstatement that could occur in an account balance or class of transactions and that could be material individually or when aggregated with misstatement in other balances or classes will not be prevented or detected and corrected on a timely basis by the accounting and internal control systems.

Detection risk is the risk that misstatement exists in an account balance or class of transactions that could be material individually or when aggregated with misstatements in other balances or classes that the auditor and the audit firm fail to detect.

These three components of audit risk are considered during the planning process in the design of audit procedures in order to reduce audit risk to an accept ably low level. 

021. Sampling risk and non-sampling risk can affect the components of audit risk. For example, when performing tests of control, the auditor may find no errors in a sample and conclude that control risk is low, when the rate of error in the population is, in fact, unacceptably high (sampling risk). Or there may be errors in the sample which the auditor fails to recognize (non-sampling risk). With respect to substantive procedures, the auditor may use a variety of methods to reduce detection risk to an acceptable level. Depending on their nature, these methods will be subject to sampling and/or non-sampling risks. For example, the auditor may choose an inappropriate analytical procedure (non-sampling risk) or may find only minor misstatements in a test of details when, in fact, the population misstatement is greater than the tolerable amount (sampling risk). For both tests of control and substantive tests, sampling risk can be reduced by increasing sample size, while non-sampling risk can be reduced by proper engagement planning, supervision, and review.


Procedures for Obtaining Evidence

022. Procedures for obtaining audit evidence include inspection, observation, inquiry and confirmation, computation and analytical procedures. The choice of appropriate procedures is a matter of professional judgment in the circumstances. Application of these procedures will often involve the selection of items for testing from a population.


Selecting Items for Testing to Gather Audit Evidence


023. When designing audit procedures, the auditor should determine appropriate means of selecting items for testing. The means available to the auditor are:


(a) Selecting all items (100% examination);


(b) Selecting specific items, and


(c) Audit sampling.

024. The application of any one or combination of the above means may be appropriate in particular circumstances. The decision as to which approach to use will depend on assessment of audit risk and the effectiveness of an audit. The auditor needs to be satisfied that methods used are effective in providing sufficient appropriate audit evidence to meet the objectives of the test.


Selecting All Items (100% examination)


025. The auditor may decide that it will be most a appropriate to examine the entire population of items that make up an account balance or class of transactions (or a stratum within that population). Selecting all items is unlikely in the case of tests of control; however, it is more common for substantive procedures. For example, 100% examination may be appropriate when:


· the population constitutes a small number of large value items;

· both inherent and control risks are high and other means do not provide sufficient appropriate audit evidence;


· the repetitive nature of a calculation or other process performed by a computer information system makes selecting all items cost effective;


· there is probable indication of dispute or law suit;


· the client requires.


Select Specific Items


026. The auditor may decide to select specific items from a population based on such factors as knowledge of the client’s business, preliminary assessments of inherent and control risks, and the characteristics of the population being tested. The judgmental selection of specific items is subject to non-sampling risk. Specific items selected may include:


· High value or key items. The auditor may decide to select specific items within a population because they are of high value, or exhibit some other characteristic, for example items that are suspicious, unusual, particularly risk-prone or that have a history of error.


· All items over a certain amount. The auditor may decide to examine items whose values exceed a certain amount so as to verify a large proportion of the total amount of an account balance or class of transactions.

· Items to obtain information. The auditor may examine items to obtain information about matters such as the client’s business, the nature of transactions, accounting and internal control systems.

· Items to test procedures. The auditor may use judgment to select and examine specific items to determine whether or not a particular control procedure is being performed.


027. While selective examination of specific items from an account balance or class of transactions will often be an efficient means of gathering audit evidence, it does not constitute audit sampling. The results of procedures applied to items selected in this way cannot be projected to the entire population. The auditor considers the need to obtain appropriate evidence regarding the remainder of the population when that remainder is material.


Audit Sampling 


028. The auditor may decide to apply audit sampling to an account balance or class of transactions. Audit sampling can be applied using either non-statistical or statistical sampling methods. Audit sampling is discussed in detail in paragraphs 29 through 56.

Statistical Versus Non-Statistical Sampling Approaches


029. The decision whether to use a statistical or non-statistical sampling approach is a matter for the auditor’s judgment regarding the most efficient manner to obtain sufficient appropriate audit evidence in the particular circumstances. For example, in the case of tests of control the auditor’s analysis of the nature and cause of errors will often be more important than the statistical analysis of the mere frequency of errors. In such a situation, non-statistical sampling may be most appropriate.

030. When applying statistical sampling, the sample size can be determined using either probability theory or professional judgment. Moreover, sample size is not a valid criterion to distinguish between statistical and non-statistical approaches. Sample size is a function of factors such as those identified in Appendices 1 and 2. When circumstances are similar, the effect on sample size of factors will be similar regardless of whether a statistical or non-statistical approach is chosen. (see Appendices 01 and 02).

031. When applying non-statistical sampling, the auditor can still use elements of a statistical approach, for example the use of random selection using computer generated random numbers. However, only when the approach adopted has the characteristics of statistical sampling statistical measurements of sampling risk are valid. 

Design of the Sample

032. When designing an audit sample, the auditor should consider the objectives of the test and the attributes of the population from which the sample will be drawn.

033. The auditor first considers the specific objectives to be achieved and the combination of audit procedures which is likely to best achieve those objectives. Consideration of the nature of the audit evidence sought and possible error conditions or other characteristics relating to that audit evidence will assist the auditor in defining what constitutes an error and what population to use for sampling.

034. The auditor considers what conditions constitute an error by reference to the objectives of the test. A clear understanding of what constitutes an error is important for projecting and arriving at a conclusion of errors. For example, (1) in a substantive procedure relating to the existence of accounts receivable, if payments are made by the customer before the confirmation date but received shortly after that date by the client the case is not considered an error. (2) A misposting between customer accounts that does not affect the total accounts receivable balance is an error, but should not be seen as material.

035. When performing tests of control, the auditor generally makes a preliminary assessment of the rate of error the auditor expects to find in the population to be tested and the level of control risk. This assessment is based on the auditor’s prior knowledge or the examination of a small number of items from the population. Similarly, for substantive tests, the auditor generally makes a preliminary assessment of the amount of error in the population. These preliminary assessments are useful for designing an audit sample and in determining sample size. For example, if the expected rate of error is unacceptably high, selecting all items 

Population

036. It is important for the auditor to ensure that the population should be appropriate and complete:

(a) Appropriate: population should be appropriate to the objective of the sampling procedure. For example, if the auditor’s objective is to test for overstatement of accounts payable listing. On the other hand, when testing for understatement of accounts payable, the population is not the accounts payable listing but rather subsequent disbursements, unpaid invoices, suppliers’ statements, unmatched receiving reports or other populations that provide audit evidence of understatement of accounts payable; and

(b) Complete: population should be complete. For example, if the auditor intends to select payment vouchers from a file, the auditor should be satisfied that all vouches have in fact been filed. Similarly, if the auditor intends to use sample to draw conclusions about the operation of an accounting and internal control system during the financial reporting period, the population needs to include all relevant items from the entire period. A different approach may be to stratify the population and use sampling only to draw conclusions about the control during a certain period of time, (for example, the first 9 months of a year), and to use alternative procedures or a separate sample regarding the remaining time (three months). In this case, the population does not need to be complete.


Stratification


037. Audit efficiency may be improved if the auditor stratifies a population by dividing it into discrete sub-populations of similar characteristics. The objective of stratification is to reduce the variability of items within each stratum and therefore allow sample size to be reduced without a proportional increase in sampling risk. Sub-populations need to be carefully defined such that any sampling unit can only belong to one stratum.

038. When performing substantive procedures, an account balance or class of transactions is often stratified by monetary value. This allows greater audit effort to be directed to the larger value items which may contain the greater potential monetary error in terms of overstatement. Similarly, a population may be stratified according to a particular characteristic that indicates a higher risk of error, for example, when testing the valuation of accounts receivable, balances may be stratified by age.

039. The results of procedures applied to a sample of items within a stratum can only be projected to the items that make up that stratum. To draw a conclusion on the entire population, the auditor will need to consider risk and materiality in relation to whatever other strata that make up the entire population. For example, 20% of the items in a population may make up 90% of the value of an account balance. The auditor may decide to examine a sample of these items. The auditor evaluates the results of this sample and reaches a conclusion on the 90% of value separately from the remaining 10%. On this remaining, a further sample or other means of gathering evidence will be used, or which may be considered immaterial.


Value weighted selection


040. It will often be efficient in substantive testing, particularly when testing for overstatements Under this method, the sampling unit is identified as an individual monetary value (e.g.VND 10 million) of the units that make up an account balance or class of transactions. Having selected specific monetary units from within the population, the auditor then examines the particular items that contain those are equal or higher the monetary units. This approach to defining the sampling unit ensures that audit effort is directed to the larger value items and can result in smaller sample sizes. This approach is ordinarily used in conjunction with the systematic method of sample selection (see Appendix 03) and is most efficient when selecting from computerized database.


Sample Size


041. In determining the sample size, the auditor should consider whether sampling risk is reduced to an acceptably low level. Sample size is affected by the level of sampling risk that the auditor is willing to accept. The lower the risk the auditor is willing to accept, the greater the sample size will need to be.

042. The sample size can be determined by the application of a statistically-based formula or through the exercise of professional judgment objectively applied to the circumstances. Appendices 01 and 02 indicated the influences that various factors typically have on the determination of sample sized in tests of control and substantive procedures.


Selecting the Sample Items


043. The auditor should select items for the sample with the expectation that all sampling units in the population have a chance of selection. Statistical sampling requires that sample items are selected at random so that each sampling unit has a known chance of being selected. The sampling units might be physical items (such as invoices) or monetary units. With non-statistical sampling, an auditor uses professional judgment to select the items for a sample. Because the purpose of sampling is to draw conclusions about the entire population, the auditor endeavors to select a representative sample by choosing sample items which have characteristics typical of the population, and the sample needs to be selected so that bias is avoided. 

044. The principal methods of selecting samples are the use of random number tables or computer programs, systematic selection and haphazard selection. Each of these methods is discussed in Appendix 03.


Performing the Audit Procedure


045. The auditor should perform audit procedures appropriate to the particular test objective on each item selected.

046. If a selected item is not appropriate for the application of the procedure, the procedure is ordinarily performed on a replacement item. For example, a voided check may be selected when testing for evidence of payment authorization. If the auditor is satisfied that the check had been properly voided such that it does not constitute an error, an appropriately chosen replacement is examined.

047. When the auditor is unable to apply the planned audit procedures to a selected item because, for instance, documentation relating to that item has been lost and suitable alternative procedures cannot be performed on that item, the auditor ordinarily considers that item to be error.


Nature and Cause of Errors


048. The auditor should consider the sample results, the nature and cause of any errors identified, and their possible effect on the particular test objective and on other areas of the audit.

049. In analyzing the errors discovered, the auditor may observe that many have a common feature, for example, as to transactions, locations, products or period of time. In such circumstances, the auditor may decide to identify all items in the population that possess the common feature, and extend audit procedures in that stratum. Such errors may be intentional, and may indicate the possibility of fraud.

050. Sometimes, the auditor may be able to establish that an error arises from an isolated event that has not recurred other than on specifically identifiable occasions and is therefore not representative of similar errors in the population (an anomalous error). For error to be considered an anomalous error, not representative of the population, the auditor should perform additional work. The additional work depends on the situation, but is adequate to provide the auditor with sufficient appropriate evidence that the error does not affect the remaining part of the population. (1) One example is an error caused by a computer breakdown that is known to have occurred on only one day during the period. In that case, the auditor assesses the effect of the breakdown, for example by examining specific transactions processed on that day, and considers the effect of the cause of the break-down on audit procedures and conclusions. (2) Another example is an error that is found to be caused by use of an error that is found to be caused by use of an incorrect formula in calculating all inventory values at one particular branch. To establish that this is an anomalous error, the auditor needs to ensure the correct formula has been used at other branches.

Projecting Errors


051. When performing substantive procedures, the auditor should project monetary errors found in the sample to the population, and should consider the effect of the projected error on the particular test objective and on other areas of the audit. The auditor projects the total error for the population to obtain a broad view of the scale of errors, and to compare this to the tolerable error. For substantive procedures, tolerable error is the tolerable misstatement, and will be an amount less than or equal to the auditor’s preliminary estimate of materiality used for the individual account balances being audited.

052. When an error has been established as an anomalous error, it may be excluded when projecting sample errors to the population. The effect of any such error, if uncorrected, still needs to be considered in addition to the projection of the non-anomalous errors. If an account balance or class of transactions has been divided into strata, the error is projected for each stratum separately. Projected errors plus anomalous errors for each stratum are then combined when considering the possible effect of errors on the total account balance or class of transactions.

053. For tests of control, no explicit projection of errors is necessary since the sample error rate is also the projected rate of error for the population as a whole.

Evaluating the Sample Results


054. The auditor should evaluate the sample results to confirm the population’s appropriateness and completeness or to decide whether to revise the preliminary assessment thereof. In the case of a test of control, an unexpectedly high sample error rate may lead to an increase in the assessed level of control risk, unless further evidence substantiating the initial assessment is obtained. In the case of a substantive procedure, an unexpectedly high error amount in a sample may cause the auditor to believe that an account balance or class of transactions is materially misstated, in the absence of further evidence that no material misstatement exists.

055. If the total amount of projected error plus (+) anomalous error is less than but close to that which the auditor deems tolerable, the auditor considers the persuasiveness of the sample results in the light of other audit procedures, and may consider it appropriate to obtain additional audit evidence. The total of projected error plus (+) anomalous error is the auditor’s best estimate of error in the population. However, sampling results are affected by sampling risk. Thus when the best estimate of error plus (+) anomalous error is close to the tolerable error, the auditor recognizes the risk that a different sample would result in a different best estimate that could exceed the tolerable error. Considering the results of other audit procedures helps the auditor to assess this risk, while the risk is reduced if additional audit evidence is obtained.

056. If the evaluation of sample results indicates that the preliminary assessment of the relevant characteristic of the population needs to be revised, the auditor may:

(a) request the client’s management to investigate identified errors and the potential for further errors, and to make any necessary adjustments;


(b) modify planned audit procedures. For example, in the case of a test of control, the auditor might extend the sample size, test an alternative control or modify related substantive procedures;

(c) consider the effect on the audit report.


APPENDIX 1:


Examples of Factors Influencing Sample Size for Tests of Control


The following are factors that the auditor considers when determining the sample size for a test of control. These factors need to be considered together and should never be separated:


		FACTOR

		EFFECT ON SAMPLE SIZE



		1. An increase in the auditor’s intended reliance on accounting and internal control systems

		Increase



		2. An increase in the rate of deviation from the prescribed control procedure that the auditor is willing to accept

		Decrease



		3. An increase in the rate of deviation from the prescribed control procedure that the auditor expects to find in the population

		Increase



		4. A decrease in the risk that the auditor will conclude that the control risk is lower than the actual control risk.

		Increase



		5. An increase in the number of sampling units in the population

		Negligible effect





1. The auditor’s intended reliance on accounting and internal control systems: The more assurance the auditor intends to obtain from accounting and internal control systems, the lower the auditor’s assessment of control risk will be, and the large the sample size will need to be. For example, a preliminary assessment of control risk as low indicates that the auditor plans to place considerable reliance on the effective operation of particular internal controls. Te auditor therefore needs to gather more audit evidence to support this assessment than would be the case if control risk were assessed at a higher level.


2. The rate of deviation from the prescribed control procedure the auditor is willing to accept (tolerable error):


The lower the rate of deviation that the auditor is willing to accept, the larger the sample size needs to be.


3. The rate of deviation from the prescribed control procedure the auditor expects to find in the population: The higher the rate of deviation that the auditor expects, the larger the sample size needs to be. Factors relevant to the auditor’s consideration of the expected error rate include the auditor’s understanding of the business (in particular, procedures undertaken to obtain an understanding of the accounting and internal control systems), changes in personnel or in the accounting and internal control systems, the results of audit procedures applied in prior periods and the results of other audit procedures applied for the current period. High expected error rates ordinarily warrant little, if any, reduction of control risk, and therefore in such circumstances tests of controls would ordinarily be omitted.

4. The auditor’s conclusion of control risk as lower than it is: The greater the degree of confidence that the auditor requires that the results of the sample are in fact indicative of the actual incidence of error in the population, the larger the sample size needs to be.


5. The number of sampling units in the population. For large populations, the actual size of the population has little, if any, effect on sample size. For small populations however, audit sampling is often not as efficient as alternative means of obtaining sufficient appropriate audit evidence.


APPENDIX 2

Examples of Factors Influencing Sample Size for Substantive Procedures


The following are factors that the auditor considers when determining the sample size for a substantive procedure. 


		FACTOR




		EFFECT ON SAMPLE SIZE



		1. An increase in the auditor’s assessment of inherent risk

		Increase



		2. An increase in the auditor’s assessment of control risk

		Increase



		3. An increase in the use of other substantive procedures directed at the same financial statement assertion




		Decrease



		4. The risk that the auditor will conclude that a material error does not exist, when in fact it does exist.

		Increase



		5. An increase in the total error that the auditor is willing to accept (tolerable error)

		Decrease



		6. An increase in the amount of error the auditor expects to find in the population

		Increase



		7. Stratification of the population when appropriate

		Decrease



		8. The number of sampling units in the population

		Negligible 


Effect





1. The auditor’s assessment of inherent risk: The higher the auditor’s assessment of inherent risk, the larger the sample size needs to be. Higher inherent risk implies that a lower detection risk is needed to reduce the audit risk to an acceptable low level, thus increasing sample size.

2. The auditor’s assessment of control risk. The higher the auditor’s assessment of control risk, the larger the sample size needs to be. For example, an assessment of control risk as high indicates that auditor cannot place much reliance on the effective operation of internal controls with respect to the particular financial statement assertion. Therefore, in order to reduce audit risk to an acceptably low level, the auditor needs a low detection risk and will rely more on substantive tests. The more reliance that is placed on substantive tests, the larger the sample size will need to be.

3. The use of other substantive procedures directed at the same financial statement assertion. The more the auditor is relying on other substantive procedures (test of detail or analytical procedures) to reduce detection risk to an acceptable level, the less assurance the auditor will require from sampling and, therefore, the smaller the sample size can be.


4. The auditor’s conclusion that a material error does not exist when in fact it does exist: The greater the degree of confidence that the auditor requires that the results of the sample are in fact indicative of the actual amount of error in the population, the larger the sample size needs to be.


5. The total error the auditor is willing to accept (tolerable error). The lower the total error that the auditor is willing to accept, the larger the sample size needs to be.


6. The amount of error the auditor expects to find in the population: The greater the amount of error the auditor expects to find in the population, the larger the sample size needs to be in order to make a reasonable estimate of the actual amount of error in the population. Factors relevant to the auditor’s consideration of the expected error amount include the extent to which item values are determined subjectively, the results of tests of control, the results of audit procedures applied in prior periods, and the results of other substantive procedures applied in the current period.

7. Stratification when there is a wide range in the monetary size of items in the population: It may be useful to group items of similar size into separate sub-populations or strata. When a population can be appropriately stratified, the aggregate of the sample sizes from the strata generally will be less than the sample size applied to the whole population notwithstanding sampling risk being unchanged.


8. The number of sampling units in the population. For large populations, the actual size of the population has little, if any, effect on sample size. Thus, for small populations, audit sampling is often not as efficient as alternative means of obtaining sufficient appropriate audit evidence.

APPENDIX 3


Sample Selection Methods



The principal methods of selecting samples are:

(a) Use of a computerized random number generator or random number tables.

(b) Systematic selection, in which the number of sampling units in the population is divided by the sample size to give a sampling interval (for example for a population of 10,000 and the necessary sampling size of 200, the intervals would be 50). Having determined a starting point within the first 50, each 50th sampling unit thereafter is selected. Given that the starting point is 23, the items selected would be 23, 73, 123 and so forth. When using systematic selection, the auditor would need to determine that sampling units within the population are not structured in such a way that the sampling interval corresponds with a particular pattern in the population.

(c) Haphazard selection, in which the auditor selects the sample without following a structured technique and would nonetheless avoid any conscious bias or predictability (for example avoiding difficult to locate items, or always choosing or avoiding the first or last entries on a page) and thus attempt to ensure that all items in the population have a chance of selection. Haphazard selection is not appropriate when using statistical sampling.


Block selection involves selecting a block (s) of contiguous items from within the population. Block selection cannot ordinarily be used in audit sampling because most populations are structured such that items in a sequence can be expected to have similar characteristics in the population. Although in some circumstances it may be an appropriate audit procedure to examine a block of items, it would rarely be an appropriate sample selection technique when the auditor intends to draw valid inferences about the entire population based on the sample.
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