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Introduction



The Audit Process

Preliminary engagement 
activities

Planning

Establish overall audit 
strategy

Develop an audit plan

Obtain audit evidence (the 
auditor’s response to 

assessed risk)

Perform tests of 
control

Perform substantive 
procedures

Evaluation, concluding and 
reporting
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Introduction to ISA 500

The auditor needs to obtain sufficient appropriate audit evidence
to be able to draw reasonable conclusions on which to base the audit
opinion

Three questions are important and relevant:

• The first question would be what is an audit evidence?

• Secondly we need to consider how much audit evidence is
sufficient, and what type of evidence is appropriate?

• Then the last relevant question would be what procedures need
to be performed in order to obtain that evidence?
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Audit evidence

• Audit evidence is all the information used by the auditor in
arriving at the conclusions on which the audit opinion is based

• It includes information contained in the accounting records
underlying the financials and other information

• Audit evidence is cumulative in nature and therefore includes
evidence obtained from the audit procedures performed in current
and prior audits, and from quality control procedures for client
acceptance and continuance
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Sufficient and appropriate…

Sufficient

• refers to the quantity / sufficiency of evidence required

• depends on the risk of misstatement (greater risk means more
evidence required)

Appropriate

• refers to the quality, i.e. its relevance and reliability

• higher quality means less required
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Sufficient and appropriate

• The cost vs. benefit of obtaining evidence should be considered

• Not all information available is examined, because often
sampling or other means of selecting items will provide sufficient
evidence to draw conclusions about the assertion

• If errors are found in the sample/other selected item this might
mean that a wider range of information is examined

• “Reasonable Assurance”, and not full assurance, is acceptable

• Some evidence is persuasive and not conclusive

• Professional judgement and scepticism should be used to evaluate
the quantity and quality of audit evidence
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Reliability of audit evidence…

The reliability of audit evidence depends on the source, the nature
of the evidence and the individual circumstances under which it
was obtained

Generally (note there may be exceptions), audit evidence:

• is more reliable when it is obtained from independent sources
outside the entity; (e.g. JSE listed prices vs internal prices)

• that is generated internally is more reliable when the related controls
are effective; (e.g. proper controls and reviews in place)

• is more reliable when it is obtained directly by the auditor rather
than indirectly or by inference; (e.g. Bank confirmations vs Bank
statements)

• is more reliable when it exists in documentary form; and

• is more reliable when it is the original version, rather than copied
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Reliability of audit evidence

• All internal information (e.g. schedule/listing/ageing/calculation
received that is client prepared) must be verified for accuracy and
completeness

• Evidence obtained from different sources or of a different nature is
considered more reliable if it is found to be consistent with
other evidence

• It may conflict to evidence already obtained or from representations
made by the client, in which case the inconsistency needs to be
investigated (additional procedures may need to be performed) and
one piece of evidence may be found to be unreliable

• Consider the greater impact of an inconsistency if the
management representation is found to be unreliable? How does that
impact conclusions made regarding client/management integrity?
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Audit Evidence



ISA 500: Theory of Audit Evidence

1. Where to look for Audit evidence:

RISK ASSESSMENT PROCEDURES

Audit evidence is gathered by performing risk assessment and then
perform a combination of test of controls and substantive procedures.

Risk assessment is done in order to obtain an understanding of the
entity and its environment, including its internal control, to assess risks
of material misstatement (at the assertion and FS level)

These are referred to as risk assessment procedures, which can
never by themselves provide sufficient appropriate evidence on which to
base an audit opinion
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ISA 500: Theory of Audit Evidence

TEST OF CONTROLS

When applicable, audit evidence is also obtained by performing audit
procedures to test the operating effectiveness of controls in
preventing, detecting and correcting material misstatements at
the assertion level

These are referred to as tests of controls, and are necessary when the
auditor’s risk assessment includes an expectation of the operating
effectiveness of controls OR when substantive procedures alone do not
provide sufficient appropriate evidence
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ISA 500: Theory of Audit Evidence

SUBSTANTIVE PROCEDURES

Audit evidence is also obtained by performing audit procedures to
detect material misstatements at the assertion level by performing
substantive procedures (tests of detail and substantive analytics)

There are always inherent limitations to internal controls, including the
risk of management override, possibility of human error and the
effect of system changes

Therefore even if tests of controls are performed and controls are found
to be operating effectively, substantive procedures are ALWAYS
required to obtain sufficient appropriate evidence for material classes of
transactions, account balances and presentation and disclosure

Please study ISA 500, par. 5(a) for examples where to look for evidence
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ISA 500: Theory of Audit Evidence

2. Collecting of audit evidence

Collecting of evidence should be done in the audit work paper.

We collect audit evidence through:

• Inspection

• Observation

• Confirmation

• Recalculation

• Re-performance

• Analytical procedures

• Enquiry

Please study ISA 500 par. A14 to A25 for detailed explanation of
methods for collecting evidence.
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ISA 500: Theory of Audit Evidence

3. Sufficient, Appropriate audit evidence

Please study to the following sections for more detail on Sufficient,

Appropriate audit evidence:

• ISA 500 par. 6

• ISA 500 par. A4 for Sufficient

• ISA 500 par. A5 for Appropriate

• ISA 500 par. A27 for Relevance

• J&S Chapter 5 heading Sufficient Appropriate Audit
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ISA 500: Theory of Audit Evidence

4. How to select audit evidence

A52. An effective test provides appropriate audit evidence to an extent that,
taken with other audit evidence obtained or to be obtained, will be sufficient
for the auditor's purposes. In selecting items for testing, the auditor is
required by paragraph 7 to determine the relevance and reliability of
information to be used as audit evidence; the other aspect of effectiveness
(sufficiency) is an important consideration in selecting items to test. The
means available to the auditor for selecting items for testing are:

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

(b) Selecting specific items; and

(c) Audit sampling.

The application of any one or combination of these means may be appropriate
depending on the particular circumstances, for example, the risks of material
misstatement related to the assertion being tested, and the practicality and
efficiency of the different means.
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ISA 500: Relying on information produces by a
management expect

If information to be used as audit evidence has been prepared using the

work of a management's expert, the auditor shall, to the extent

necessary, having regard to the significance of that expert's work for

the auditor's purposes:

(a) Evaluate the competence, capabilities and objectivity of that expert; 
(Ref: Para. A37-A43)

(b) Obtain an understanding of the work of that expert; and (Ref: Para. 
A44-A47)

(c) Evaluate the appropriateness of that expert's work as audit evidence 
for the relevant assertion. (Ref A48)

Please study ISA 500 par A34 to A48



ISA Discussions
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ISA 620: Using work of an Auditor’s Expert

Definition of Auditor’s Expert:

An individual or organization possessing expertise in a field other than accounting or
auditing, whose work in that field is used by the auditor to assist the auditor in obtaining
sufficient appropriate audit evidence. An auditor's expert may be either an auditor's internal
expert (who is a partner or staff, including temporary staff, of the auditor's firm or a network
firm), or an auditor's external expert. (Ref: Para. A1-A3)

Factors to consider if we need an expect (Ref ISA 620 A4 to A9)

• Obtaining an understanding of the entity and its environment, including its internal
control.

• Identifying and assessing the risks of material misstatement.

• Determining and implementing overall responses to assessed risks at the financial
statement level.

• Designing and performing further audit procedures to respond to assessed risks at the
assertion level, comprising tests of controls or substantive procedures.

• Evaluating the sufficiency and appropriateness of audit evidence obtained in forming an
opinion on the financial statements.
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ISA 610: Using work of an internal auditors

The objectives of the external auditor, where the entity has an internal
audit function and the external auditor expects to use the work of the
function to modify the nature or timing, or reduce the extent, of audit
procedures to be performed directly by the external auditor

To determine if the work of the internal auditors should be used you
should consider?

• If using the work of the internal audit function, to determine whether
that work is adequate for purposes of the audit

• If using internal auditors to provide direct assistance, to appropriately
direct, supervise and review their work
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ISA 610: Using work of an internal auditors

If using internal auditors to provide direct assistance, to appropriately
direct, supervise and review their work:

• Making inquiries of appropriate individuals within the internal audit
function.

• Observing procedures performed by the internal audit function.

• Reviewing the internal audit function's work program and working
papers
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ISA 510: Initial engagement – O/B

Initial audit engagement:

An engagement in which either the financial statements for the prior
period were not audited or the financial statements for the prior period
were audited by a predecessor auditor.

Opening balances:

Those account balances that exist at the beginning of the period.
Opening balances are based upon the closing balances of the prior
period and reflect the effects of transactions and events of prior periods
and accounting policies applied in the prior period.

In order to obtain appropriate audit evidence for opening balances is
through performing audit procedures.

Please study: J&S Chapter 17
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ISA 510: Initial engagement – O/B

Activity 1.5.1 Pg. 17

You have recently been appointed as the auditor of Whiskey (Pty) Ltd for the
year ended 31 March 2018. This is the first year in which the financial statements
are being audited, although the organisation has been in existence for 15 years.
The organisation was previously run as a sole proprietor and was converted into
a private company during the past year.

You made provision in your planning of the audit for the auditing of the opening
balances.

The following is an extract from the statement of financial position of Whiskey
(Pty) Ltd (before a company had been established) at 31 March 2017:
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ISA 510: Initial engagement – O/B

• Long-term loan payable: ABC Bank R250 000

• Property, plant and equipment R140 000

• Trade receivables R360 000

• Bank R25 000

• Inventory (perpetual system) R321 000

You were able to obtain sufficient, appropriate audit evidence regarding all of the
account balances, except for the opening balance of inventory. The opening
balance of inventory is deemed to be material but not pervasive to the entity’s
financial position. Except for this matter, the financial statements are fairly
presented. The financial position at year end is fairly presented.
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ISA 510: Initial engagement – O/B

Required:

Describe the audit procedures (substantive procedures) you would apply
in order to verify each of the opening balances mentioned above.

Solution:

Long-term loan payable: ABC Bank

• Send a letter to the creditor requesting the bank to confirm the
balance as at 31 March 2017.

• If the above is impossible, the repayments as laid down in the
contract should be determined and the transactions that have taken
place during the year should be examined.

• The balance at 31 March 2017 plus (or less) the transactions of the
past year should give the opening balance.
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ISA 510: Initial engagement – O/B

Bank

• Obtain the bank statement, cash book and bank reconciliation of the 
organisation as at 31 March 2017.

• Send a letter to the bank in which you request them to confirm the 
balance as at 31 March 2017.

• Compare the balances on the reconciliation with the ledger and the 
bank statement respectively.

• Vouch every reconciling item and ensure that it is valid.

• If the reconciliation is correct, the opening balance can be accepted 
as correct. 
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ISA 540: Accounting Estimates 

Some financial statement items cannot be measured precisely, but can
only be estimated. The nature and reliability of information available to
management to support the making of an accounting estimate varies
widely, which thereby affects the degree of estimation uncertainty
associated with accounting estimates.

Accounting estimate

An approximation of a monetary amount in the absence of a precise
means of measurement. This term is used for an amount measured at
fair value where there is estimation uncertainty, as well as for other
amounts that require estimation.
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ISA 540: Accounting Estimates 

Key risks for accounting estimates:

• Conditions of Uncertainties

• Judgemental

• Management Bias plays a big role

Assessment of the risks

• Identify the applicable accounting framework (standards)

• Understand how management identifies accounting estimates

• Understand how management calculates the estimate

Auditors can response to the assessed risk by formulating and design
audit procedures with the nature, timing and extent (Accounting and
Presentation and Disclosure)
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ISA 530: Audit Sampling

Audit sampling

The application of audit procedures to less than 100% of items within a
population of audit relevance such that all sampling units have a chance
of selection in order to provide the auditor with a reasonable basis on
which to draw conclusions about the entire population.

Population

The entire set of data from which a sample is selected and about which
the auditor wishes to draw conclusions.

Sampling risk

The risk that the auditor's conclusion based on a sample may be
different from the conclusion if the entire population were subjected to
the same audit procedure
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ISA 530: Audit Sampling

WHEN TO USE SAMPLING

• Many transactions (Large Population)

WHY WE USE SAMPLING

• Perform test of controls

> Test if internal controls are functioning

• Perform Substantive procedures

> Test the amounts in the financial statements and test of detail

Please study J&S Chapter 5 under STEPS IN THE SAMPLING EXERCISE

METHODS OF SAMPLING
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ISA 530: Audit Sampling

METHODS OF SAMPLING

• Random selection

• Systematic selections

• Monetary Unit selection

• Haphazard selection

• Block selection
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ISA 505: External Confirmations

External confirmation are likely to be effective when they are

• Reliable

• Relevant

External confirmation - Audit evidence obtained as a direct written response to
the auditor from a third party (the confirming party), in paper form, or by
electronic or other medium

Positive confirmation request - A request that the confirming party respond
directly to the auditor indicating whether the confirming party agrees or
disagrees with the information in the request, or providing the requested
information.

Negative confirmation request - A request that the confirming party respond
directly to the auditor only if the confirming party disagrees with the information
provided in the request
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ISA 580: Written Representation

Written representation

A written statement by management provided to the auditor to confirm
certain matters or to support other audit evidence. Written
representations in this context do not include financial statements, the
assertions therein, or supporting books and records.

Management Responsibility

The auditor shall request management to provide a written
representation that:

• Provided the auditor with all relevant information and access as
agreed in the terms of the audit engagement

• All transactions have been recorded and are reflected in the financial
statements
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ISA 580: Written Representation

Date

The date of the written representations shall be as near as practicable
to, but not after, the date of the auditor's report on the financial
statements
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End of the lecture

Any questions?



Thank you
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