Al 55 B RS DT RE R
AR . ICBAARA DB

Rersnsrmms




@il B FHAH FMAL R R
HrMERRFRALTELBELEL2ET S (2008 F 4)

nalMFEREHERN A
A MR
i EDR MDD

B F

g Ml R



BBEREE (CIP) HiE

AT E R M REVII . A . Bk
BRI ER/ FRN . —bat: PRl th AR,
2009. 6

ISBN 978 —7 5058 -8228 -7

o2 L3 . AR -WHER-P15 V.
F276. 6

T iE] AR B 43R CIP Bk s (2009) 25 086328 5

WHEGE: O
SRR X W FEl
BT N
BRI

NEMEEBREHRNTHEFNE:
A, EAEIMADOE
o #F
E RGBT BERRESH
oAb JERTHIGIE X BT 28 5 @ik . 100142
BRI, 88191217  BITUBHLEE . 88191540
Pk . www. esp. com. cn
EL-FHEE: esp@ esp. com. cn
L W ILENREN L
880 %1230 32 FF 11.375 ENgE 270000 F
2009 46 A% 1 EE 2009 4E 6 HEE 1 REDE!
ISBN 978 —7 ~5058 —8228 -7 E#r: 20.00 )T
(BHHWMENLE A, FitssiaRk)
(REALFRE @IS R)



m B

WER, BRNARERRT RS ERERE, €N/ E
RRAATHNEERXE, WEFTRYRAERIWHIAENEAL
Mo HEFRFIT A, LEEENMH, FIHENKH Y ABET £
MEFHBREFHR, EF 2 - ZEHFITHE R, 2003 4£ 10 A,
Elfr#it 5 SR EEL (TAASB) EXAA T ZAFHERF
WREAL, FEEARNE T HFHHERH L,

FERF I RGENERS # “EXERAL" BA, Fitey
FOWHE NS A, REE (2004) AN, RARKESHFITHH
—ANEERERREEZHNNEF, UWRHATHFENE SR
A&, ZEH, HEE (2005) A%, IR S F T+ o A%
FHEUPTBRFRFC, W RFRAKEENREF., I HE
(2006) AN, RENRIFH B REME, o, AE, FAURE
EMEERENTFRE, EoTEFHRERARN T . TEHF. F
FlF (2006) AWy, AMBFHFIUEAERNG T8 F iy L&t
o GHhER, WER T REXNQNMEFHERTETE —
ERERTE, ZHILEARFERLMEELITIIRE - B4
(Lynn Tumer) ##tIFA SN ELSFAEAFNFIT I, €
FHERBTULSNEF I EHRNEIFE, ATERD T LRSS EF
WMWiK, HHEF (2004) B Y RBERCAERZANAN, WAL
AELAHEHERRGERTONEFFAEEFITRATIR, AR
wEiE, EEE (2004) Ak AT R R 96 F K

TR, £FAOMBFHAREALE, REFHEAR



2 | AAMSRAERNAFEETE: RENA. RASRANDLE

Bt BEFEKZ RANNHAE., AFHAR B ZER AN
RAMARFE BT EEWAR, HREARRKR S 6 F I TR
BAMBRFRAERERRNEE HR, AH T ENF B ARFF T
N BANARENE, §EM AT RFHERER, XEAS
W, RE, EXNRBRENA. R ELSTHA, KBS
BABRZANATERT AR LT ERFNSER &G, AEFITXL
HFhoRFOEREAMEL, FROGARN. RETE, X
FhEShhER LR - FLINF, FFEZTENELT:

—. MO EFTESERNTIR

AFEGELFUHERANER, XONBFNFEERRHETT L
PR, RETKAFHFITMNEELNMBFREF A5 L ENR
B, 9L FREFFIRFFHUK A T, TURELITE
RS, ERERRFUNE, oM BFAEFITEN P RMAE
AFL; ERESFRFITNE, 2B FRABRETHTRF, F
BERARETFENRORETF, EF AN, SNBEFRERRWE
WEELHBERAT=ZAFE: AMWOAT ANFIUHEE, UXH
B S B VR AR R BORE R B 21T A BT I B R KR
s RAWHAFBRFRHBT 7o,

. SHEFELERHR

KEXAREHR T &, BESIMEFWBAIAT T HA,
Mo BFOERBER T EHA TR, FHAEEALE, BR
M. RE, MRIMBFEHFITRKE, EXEME, FIHEHEFFITE
ABAH X R, BRI T oM BFATITRNOCES TR T, 17
HZMALAZ2BESNBFERNG; Rit T EE AT RILR
o RRE R ABNYH; LETINBFEHTAURA
FRBGEFE T RN ER, FAERITRFUE L “YOLE” F&
WHRHATTFN, BHAMEFLERAART U T LA TIH
HRBR. KE, EXNGHFTH “FAREL” AFHA, #iH
FIHHARNGEE TR ATBREE A F AN E, ATIHRET 4



# & | 3

|
k. HEMH AT R AR SRR Y, AT S0

FAREMEF P HRFAHATNRE XK TR, URITE
PEAR A ZRG I ERESNEF N ZN AT ERENEA.

=, ETHRBAGUANSTEFFR

EANMBEA, EABLETRAMFEEZEUAMESHKES
FMSBFEZEONEX R, HFEREM LB RERANTOH, FiF
WERENTREFRERET LR, AT, £FITIFLEAT#H
EPAEFMTLRRTE, REENFERZL TS H, LF -1
REPEE: TR ERX T BWENTEL FTREERNF
B? ARG AR - MIAK (WA) EEEK, ATxR
EREBE—NEERTM? Ak, AFELER2TRFFTHE
PRAEFEHMARTHEENE, U THAFT I F AR TEREN
TR G, EXAINMTETRERZARVNANE S THER, UK
EAERTHONARFRE, AAETFRERZZENANI LTS
FHTREF DM EZEDELEAR S &S, FREABARE
MR REF U H RN FEFESE, BREH ATl R A
ok IARRE B F R R DR

W, SHEFRERBEERMFRE

HERASMERE, —ANREEER A HRHE XA 4B
RIFERS, WRAF AN EENL , 7 F 6T E AN 3247 12
FHREMBZRBAEER W, AFYER T EHEENLN . XT
BEH G NAN,; FRFTEEHNEEAN; FHRITEEHN
BTN, FRFUTEERNEITAM. AF, RAAFENE
HHHERFAR T EZERBURAERAN NG R, FAXAEREELX
BRAAETHRITBEARANAEAN, ZEERA T EERMATHEAN
AREERAMAARR. Wb, FFLESTATAUNFHER
RFTERERER T, RWHT N EEZFAETRITERE ST
FIREEEHRAFUTEEN, s, SRAFTESFIHEEYS
FAEFHRERAIRLSEERERE, 5AERIKFAFLAERE



4 | AAMSEASRMAFESRE: SBNA. BEOERRIROE

|

HBWFITEREZLYEH,

., ST EFTHRENARENEZERESIHAR

BAr, RMNAPMRFERERARAEZ KB ESHXH, U
REAHEL LTATNEEMMNER, EXLFEFAMEAH, 4
&, ENRFRERAER DAL AR 2k, dREPEL LFA
AWEEANMERRER AP EFN R LB EEHIAEHAKL
B RARN, EXTHLAMELAATE, A ETFHRREM
TABR, B, KEFARECITAT L B WA LK
FRF %, EEFRT DR T A TMAL A O TN A A 2 4
BEGR. FHOTER: (1) SHENENBEEEANEL, Th
RETNR A AR EZERERATE, EARTHATURT 2
WMREFHARMS; (2) RARTFTFERITEFEY - EAE
MO ETERARKY, EelIfoERIERERAGRAD, &
HENIHMESE, FIHFEATABAZIENR P2 EHLNE
F, TR EREABFSaYNREEER, WEAAENF
WHRIEAF; (3) Sh3 5 WA G R ARAAT Yo 48 47 98 52 5 UM B 38 A
—EERES, RE-ERELXFTIARN NG A FIHFEX
iR Y R F IR R AN A,

N SWEFPHEITABRESUHAR

ERPNRFF, FIHHANREELTRG WAL, RETLER
WY AT RFHABERNE S, o T TR E (FR, —%
WA RRES) FREEHTERIFR AN EFEARTSR; K
B, ANEUHREZAREE, FREEFMESFHAEZFTE LR, HFHL
MRFHEREH, FERLGNTHR, 28, EHEHLEE.
FItiWwEh . HEEASEEN M BFRBWEN; KB, ¥
TARAREM, FiF AT A5 R RL2 P %A KA+
AN, MEAEXAT B K% (Heuristics), Kb, £ UAH
Xk HEa, RAHRAEFART &, BERTONBRFFEENZH
BRE. RFEFEME K E (Representativeness Heuristic) ., H Bl B X



w % | 5

s ( Availability Heuristic) , 4 & ## i % B X % ( Anchoring and
Adjustment Heuristic) , 3314 —# F k&R UK T 8 F AN R
BHATT 0N, HETHHEHEE,

+. EFIAMLEENSIHEFAR

NHEFRAN, AAKTROEFARET AR EEER
B (WiApig), pMEFERARE EE - Ml
ERERQNMBFMANMEERGEENELR, 22— IMNEERREE
EHEEE TR, FiIHHESRATHTRFE, E¥FXAT LU
HHEW O MEAA, CHERE, BRRAER., EREIFEEIFN.

AEESNBOEY, Ao RFREMRA AR URESEF
HATHhRFEHATTHI: (1) ENERAERL, EHFMNTFIUHE
Bxt CHE RN BN, HHT RFOERRI G ISR EHK
MEEZBY; (2) EREEKNE, 280 RPERAH THRE
HHEHRIE, B, X-MROAFERERN ., BERNMT
FRR ., A, EHMEN T WHBRENAE S ITETFRERN
RERMB; 3) EEEETME, £2FHFFTTHFR (Serial) |
P47 R (Parallel) P # /KX (Truncated) #f &% &F &, #
AT BEEREEEEIZANHEEIRFEXR, URZHFAEH
ETES2NRFUREE B E; (4) ERETINHL, £
B THREFNHRHZEHTA (Algebraic-Updating Processes) #r
ETFiEXHHE MY T (Linguistic/Comprehension-Based Process) ,
P B AT T B AR SR e An i or SR X W AR RO E R, I TR
WA REN S EE ARG EER; (5) EEETIHT
HRENE, EHGE N TLONBAFERERF D AMRE EFIHT
HARRZEEWXR, FH T AAHEH T EFHAREELE

AN, o EFERABRNEES S

A, REFHEARS LS P oA 27 FERAHAT
dEAGHEE, b, KEUNFLEOEMSTIFAERHESTT 5
FRE, UHTHRFITELSTONBFRRATERL, RBEEFEE



6 |

AFMFEBERYINEFHE: RN BAREMARCE

WlE AR XA, HELERE R EM2T TS RANSAH
BEERERA, AHATCARNBASR G BNER,
BN FE I RFBRA SRR REREESE; £00
REFNAKRT L, FERESHERN -~ B REENT &, EAR
EERHNEIN T EILFRARA; A LR T EPURENE
AEFHWE—FREEY, ERUTFRAEELE - LRRFERL,
Hih, TLhtheNERFEEFANINEFHS, ALMHXNE
Y, LB MR FHAT T ERIR, #&EFITER,

PMLyE, FARHAFZAET:

L AAALFONRFHEREEH., RREUR S HFit 4
ABAWRKRETTREANNTE, BT oM BFEEANFITE
RERAFHERNM, XEPRRINAT2ATRFHAR, AHTHN
W 1 I A R A AT R IR A

2. AIAARE EH AR LFEHE, SLEFLT AN EFFH R
PHGEREANTUAAUFZERER R, XFAB TONE
FrEg W gdt, R as RERARTHATAULAHELERE X,

3. A CHERE SR X, X FFHEFEIT
HBHTT REWRE, XARESEHR - FFARF T HABE LA
K. REFIEN, AW FESFBRRLFNMAERALL
TR A,

4. AREFEM ST ERERA 2R FHFERLTT HER
B, HERAE-SHEANTRFERT L2 &4 X F i I A
L &HEHF M



Abstract

A serial of financial fraud scandals happened frequently in recent
years, which endanger the development of capital market heavily, make
the audit profession encounter an unprecedented credit crisis. In order teo
prevent audit failure, regulatory organization and auditing standards set-
ter in many countries issued many regulatory policies and measures, one
of those is to restructure audit methodology. In 2003, International Audi-
ting and Assurance Standards Board (IAASB) release three new audit
risk standards, it imply that the modern risk-based auditing { MRBA)
has been established officially.

The new international audit risk standards introduce the concept of
material misstatement risk ( MMR ), audit focus has been converted to
risk assessment. Some scholars argued that a main feature of MRBA is
paying attention to analytical procedure ( AP) to identify MMR; the cen-
ter of risk assessment in MRBA is AP. Despite of the importance of en-
quiry, inspection, observation and walk-through procedures, AP is the
most effective procedure. Other scholars believe that AP is the basis of
MRBA. On the other hand, regulatory organization and other scholars
doubt the function of AP. Lynn Turner, the predecessor chief accountant
of SEC, criticizes that the large audit firms overly rely on analytical-pro-
cedure-based risk assessment to replace substantive tests. By studying the
World Telecom case, some scholars think that Author Anderson, one of

the Big Five, impaired the professional skepticism when using computer
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to perform AP completely.

According to these facts, we can conclude that there are discrepan-
cies for AP among the scholars. Audit academia has not study AP deep-
ly. The objective of this disseriation is to deepen the understanding for
modern AP theory and practice, to study how to improve the performance
of AP when identifying MMR. From the two perspectives of audit tech-
nique and cognitive psychology, it firstly studies the basic theory of
AP. From the three aspects of strategy system, statistical technique and
auditors’ cognition, this paper then discusses how to improve the per-
formance of AP. Lastly, it investigates the application of AP in audit
practice by questionnaire. This paper has been divided into eight chapters
as following :

Chapter 1 research on the rise and development of AP

Combined with the evolvement of audit methodology, this part stud-
ied the rise and development of AP. We think that AP emerge in the stage
of account-based auditing, the original idea of AP is the account analysis
in UK in 1980s. In the stage of control-based auditing, the importance of
AP has been recognized formally in audit standards. In the stage of risk-
based auditing, AP becomes a compulsory procedure and the core proce-
dure of risk assessment. The reasons for the development of AP lie in
three aspects; the increasing expectation gap, the resulting litigation
risk and regulatory threat; the cost pressure of audit firms; the methodol-
ogy basis of system theory.

Chapter 2 research on the basic theory of AP

Firstly, this chapter compares and analyzes the concept of AP,
studies the different techniques of AP and their application and
limitation. Secondly, we illustrate the relation with audit risk,, audit ma-
teriality and audit evidence. Especially, this paper analyzes the orienta-

tion of AP in audit risk model, and points out that this model does not
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include all the risk of AP. We also discuss the difference between AP and
detailed test, think that AP has becomes a absolutely necessary compo-
nent in modern auditing. Lastly, based on auditor’s bounded rationality,
we point out the strength of statistical technique and decision aids, its
profound impact on AP.

Chapter 3 research on the strategy-system-based AP

In order to master the plausible relationships among both financial
and non-financial data, to form accurate expectation value, the auditors
must understand client’s operation and the industry within it. However,
the authoritative standards are not enough to provide guidance with audi-
tor in this aspect. A key question is whether the auditors should pay the
same attention to every item, how to integrate these items by a perspec-
tive to form a comprehensive expectation?

Firstly, the chapter illustrates the importance to understand the
client’s operation and the indusiry within it, poinis out the drawback of
classical audit technique. Secondly, we analyze the strategic-systems-
based knowledge acquisition framework, the corresponding AP process.
We think strategic-systems-based AP will help improve auditors’ misstate-
ment detection abilily. Lastly, we discuss the relation between strategic-
systems-based auditing methodology and MRBA.

Chapter 4 research on investigation rule of AP

In applying AP, a critical question is how to define the unusual
fluctuation or which investigation rule to use. Different rules have impor-
tant impact on the effectiveness and efficiency of AP. This chapter begins
with discussing four types of rules: simple judgment-based rule, materi-
ality-based simple rule, statistical rule without considering audit materi-
ality, and nuueriality-based statistical rule. Then, it tests the perform-
ance of the four rules by simulation study. The result indicates the

strength of statistical rule. Lastly, this part discusses the positive ap-
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proach and negative approach in statistical rule. The difference between
these approaches lies in the hypothesis and materiality considera-
tion. Negative approach is consistent with the audit objective, which pro-
vides reasonable assurance that there is no material misstatement in the
financial statements.

Chapter 5 research on the accuracy and the misstatement
detection performance of AP expectation models

At present, we learn AP’s effectiveness from the oversea literature
or disciplined domestic listed companies. However, this will bring out
two questions. First, the result of oversea literature may not be necessari-
ly appropriate for China. Second, AP’s effectiveness on the disciplined
domestic listed companies is not surprising. How about the effectiveness
when applying AP to undisciplined companies in China? No one answer
the question. Therefore, this chapter uses the actual data of listed com-
panies in chemical industry, applies simulation study to test the accuracy
and the misstatement detection performance of different AP expectation
models. The results indicate that: first, whether in prediction accuracy
or in misstatement detection performance, statistical technique is superi-
or to simple random walk model. Second, statistical AP is effective to

signal material misstatement, but it can not detect smaller or more dis-

_ persed misstatements. Hence, the auditors should not rely on AP heavily

in substantive test. Instead, AP should be combined with detailed test to
provide reasonable assurance. Last, macro economical indicators and in-
dustry indicators are useful for prediction, which provides support for
emphasis on the understanding of entity in MRBA.
Chapter 6 research on audit judgment and its performance in AP
Audit judgment plays a key role in AP. This chapter firstly discusses
the means of judgment performance in AP, and analyzes how to evaluate

the judgment performance in AP according to effectiveness and efficiency.
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Secondly, it infers the performance function from the auditor factor, en-
vironment factor and task factor, discusses the effect on_performance
function of knowledge, experience, task structured level, auditors’ in-
centive and time pressure. Lastly, given auditor’s bounded rationality,
auditors use heuristics in audit judgment and decision process instead of
the Beyes theorem. So we analyze three heuristics: representativeness
heuristic, availability heuristic, anchoring and adjustment Heuristic,
including their reasonableness, possible biases and countermeasures.

Chapter 7 research on AP from the cognitive psychology

Psychologists indicate that detailed describing information processing
can lead to better understanding for decision process. AP is a cognitive
process to great degree. The process of identifying unusual fluctuation by
AP is an information processing procedure from information input to infor-
mation output. When performing AP, auditors typically follow four steps:
mental representation, hypothesis generation, information search, hy-
pothesis evaluation.

Using the theory of cognitive psychology, this chapter discusses the
four steps and decision about subsequent audit actions: (1) for mental
representation, we analyze the effect of audit experience on it, and point
out that sound ability in pattern recognition is vital for the performance of
AP; (2) for hypothesis generation, error knowledge and experience
would help form more accurate initial hypothesis. At the same time, there
are cuing effect, typicality effect and interference effect in this
stage. Besides, we discuss the effect of the size of initial hypothesis set
on the effectiveness and efficiency of AP; (3) for the information search,
we probe inlo the three choices: serial-search strategy, parallel-search
strategy and truncated-search strategy, analyze the interdependence
between hypothesis generation and information search, and discuss the

impact of accountability and time budget on test strategy of AP; (4) for
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hypothesis evaluation, this paper compares algebraic-updating processes
and linguistic/comprehension-based process, analyzes independent strat-
egy and complementary strategy, and discuss the over-confident phenom-
enon and the countermeasures in hypothesis evaluation; (5) for decision
about subsequent audit actions, we discuss the relation between AP re-
sult, fair representation of account and decision about subsequent audit
actions , point out the phenomenon of asymmetric application of AP result
and its implication.

Chapter 8 empirical investigation on the application of AP in
practice

At present, scholar in China has not investigated systematically the
application of AP in practice. Therefore, the chapter investigates it by
questionnaire so as to understand the status and the drawbacks, and to
bring forward some suggestions. The result indicates that auditors appreci-
ale the function of AP, but they doubt the effectiveness of substantive
AP. Auditors generally select simple AP technique, they seldom use more
complex and accurate statistical techniques. There are biases in some com-
mon methods and in investigation of unusual fluctuation. So, the audit
profession should provide more detailed AP guidance and continuing train-
ing, to reduce the biases and improve the audit effectiveness.

Contribution of this dissertation

1. It systematically studies the application, limitation of different AP
technique, analyzes the relation between AP and other important audit
concept, and discusses the role of AP in audit theory. Therefore, this
would deepen the understanding for modern analytical procedure theory
and practice, and help identify MMR accurately.

2. It uses the actual data of listed companies in chemical industry,
applies simulation study to test the accuracy and the misstatement detec-

tion performance of different AP expectation models. This would improve
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the AP practice, and have implication for accurate financial prediction.

3. Combined with cognitive psychology and oversea literature, it in-
tegrates systematically the audit judgment in AP. This would provide sup-
ports for audit judgment research, the improvement of audit standards,
professional Iraining and quality control of audit firms.

4. Tt investigates the application of AP in audit practice with ques-
tionnaire, which results have implications {or studying AP theory and im-
proving audil standards & practice.

The limitation and implication for future research

1. When testing the accuracy and the misstatement detection per-
formance of different AP expectation models, the sample only includes
sixteen listed companies in chemical industry, the account studied only
focus on sale revenue, and we use simulated monthly data instead of ac-
tual data. They all affect the correctness of my conclusions. Fulure re-
search can test more accounts other than revenue, or use actual monthly
data to test the effectiveness of AP.

2. The research on cognitive process of AP is descriptive, and only
focuses on generalizing current literature. The dissertation does not apply
experimental research method to study a concrete issue.

3. The survey is based on the auditor sample of Zhejiang province, so
the results may be different from the actual condition of population in China.
Future research can expand the sample, and study deeply one area.

4. The dissertation mainly studies audit by certified public account-
ants. It seldom includes the governmental audit and internal audit. Future
research can study the special issues in governmental audit and internal

audit.
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