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420 – Design the Nature, Extent, and Timing of Further Audit Procedures

420 - Design the Nature, Extent, and Timing of Further Audit Procedures
Designing Further Audit Procedures
.01 As discussed in FAM 200 (Planning Phase) and FAM 300 (Internal Control Phase), the auditor performs risk assessment procedures to plan further audit procedures for obtaining audit evidence about control effectiveness and about assertions in account balances and classes of transactions. Audit evidence is all the information used by the auditor in arriving at the conclusions on which the auditor’s reports are based. Obtaining evidence is a cumulative process. 
.02 In designing substantive tests, the auditor should design audit procedures whose nature, extent, and timing are responsive to the assessed risk of material misstatement at the relevant assertion level and should consider the
· significance of risk;
· likelihood that a material misstatement will occur;
· characteristics of the class of transactions, account/line item  balance, or disclosure involved;
· nature of the specific controls used by the entity, in particular , whether they are manual or automated; and
· whether the auditor expects to obtain audit evidence to determine if the entity’s controls are effective in preventing or detecting material misstatements.

The design of specific audit procedures is further discussed in FAM 430; sampling control tests in FAM 450; compliance tests in FAM 460; FFMIA tests in FAM 701 and 701A; and substantive procedures in FAM 470, FAM 475, and FAM 480.


Determine the Nature of Tests

.03 Further audit procedures consist of tests of controls and substantive procedures. The auditor should determine the nature of sampling control tests, compliance tests, and substantive procedures that will achieve the audit objectives. 
.04 Substantive procedures are classified as either substantive analytical procedures or detail tests. Substantive analytical procedures involve the comparison of the recorded test amount with the auditor’s expectation of the recorded amount and the investigation of any significant differences between these amounts. Further information on substantive analytical procedures is in FAM 475. 
Detail tests are classified in two general categories – audit sampling and nonsampling. Audit sampling methods involve the selection of individual items from a population with the objective of reaching a conclusion on all the items in the population (including those not selected for testing). Nonsampling methods involve selections to reach a conclusion only on the items tested. When using nonsampling, the auditor must assess the risk of material misstatement in the items not tested. 
.05 The higher the auditor’s assessment of risk of material misstatement, the more reliable and relevant is the audit evidence needed from substantive procedures. The auditor should determine the nature of the population and the objectives of the test procedures. For tests that involve audit sampling, efficiencies can be achieved by using a common sample for each test. These potential efficiencies are discussed in FAM 430.

Determine the Extent of Tests
.06 For each type of test, the auditor should determine the extent of tests to be performed. The extent of sampling control tests is a function of the auditor’s preliminary assessment of the risk of material misstatement, tolerable rate, and the rate of control deviations expected. The extent of compliance tests is a function of the effectiveness of compliance controls. The extent of substantive procedures is a function of the risk of material misstatement, expected misstatement, and tolerable misstatement.
Determine the Timing of Tests

.07 As discussed in FAM 295 D, the auditor may conduct tests before the balance sheet date (interim testing) or conduct all tests as of the balance sheet date. FAM 495 C provides guidance on interim testing, tests of the period between the interim date and the balance sheet date (the roll forward period), and related documentation.
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