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When conducting an audit, planning analytical procedures are a vital component of the
overall audit strategy. These procedures involve evaluating financial information by
studying plausible relationships among both financial and non-financial data. One critical
aspect of these procedures is their ability to help auditors identify unexpected relationships
or variances that may indicate potential misstatements or fraud. Therefore, the question
arises: if planning analytical procedures uncover some unexpected relationships, would the
auditor take specific follow-up actions? This article explores the significance of such
findings, clarifies whether the statement is true or false, and discusses the appropriate
auditor responses when unexpected relationships are identified during planning.

Understanding Planning Analytical Procedures in
Auditing

What Are Analytical Procedures?
Analytical procedures involve evaluations of financial information through analysis of
plausible relationships among financial and non-financial data. These procedures are used
at various stages of an audit, including planning, substantive testing, and completion.

The Purpose of Planning Analytical Procedures
During the planning phase, analytical procedures help auditors:
- Understand the client's business and industry.
- Identify areas with significant risks of material misstatement.
- Develop an audit plan and determine the nature, timing, and extent of further audit
procedures.
- Detect unusual fluctuations or relationships that merit further investigation.

Expected Relationships Versus Unexpected
Relationships



Expected Relationships
These are relationships that, based on industry knowledge, historical data, or prior audits,
are anticipated to exist. For example:
- Revenue growth correlating with increased sales volume.
- Cost of goods sold proportionate to sales revenue.
- Consistent gross profit margins over periods.

Unexpected Relationships
These are variances or relationships that deviate significantly from expectations. Such
relationships might include:
- Sudden spikes or drops in account balances.
- Unusual ratios or fluctuations that do not align with industry norms.
- Discrepancies between financial data and non-financial indicators.

Implications of Identifying Unexpected
Relationships During Planning

Why Are Unexpected Relationships Important?
Unanticipated relationships can serve as red flags for potential misstatements, fraud, or
errors. Detecting these anomalies early helps:
- Focus audit efforts on high-risk areas.
- Design more targeted audit procedures.
- Enhance overall audit effectiveness.

Statutory and Professional Frameworks
According to auditing standards such as ISA 520 (Analytical Procedures) and PCAOB
guidelines, unexpected findings should prompt careful consideration and further
investigation.

Would the Auditor Take Follow-Up Actions?

Answer: TRUE
In most cases, if planning analytical procedures identify some unexpected relationships, the
auditor would indeed take follow-up actions. These actions aim to understand the nature of
these variances and determine whether they indicate misstatements or other issues.



Reasons Supporting the Statement
The following points explain why the auditor would act upon such findings:

Further Investigation Is Necessary: Unexpected relationships may suggest errors,1.
omissions, or fraud. The auditor’s responsibility includes investigating these anomalies
to assess their impact on financial statements.

Assess Risk of Material Misstatement: Unusual variances increase the assessed2.
risk, prompting the auditor to modify audit procedures or increase audit evidence
collection.

Refinement of Audit Plan: Findings from analytical procedures can lead to3.
adjustments in audit strategies, focusing more on areas with unexpected
relationships.

Supporting Evidence Collection: Follow-up procedures such as detailed testing,4.
confirmation, or inquiry may be necessary to corroborate or refute the initial findings.

Preventing Fraud and Errors: Early detection of irregularities helps in preventing or5.
uncovering potential fraudulent activities or accounting errors.

Typical Follow-Up Actions When Unexpected
Relationships Are Found

Investigative Procedures
The auditor might undertake various steps, including:

Reviewing underlying documentation and transaction records.

Conducting inquiries with management and staff responsible for the affected areas.

Performing detailed substantive tests on accounts involved in the unexpected
relationship.

Comparing current period data with prior periods or industry benchmarks.

Reassessing Risk and Materiality
Unexpected relationships may lead to:



Re-evaluating the assessed risk levels.

Adjusting the nature, timing, and extent of further audit procedures.

Considering whether additional procedures are warranted to obtain sufficient
appropriate audit evidence.

Communicating Findings
Depending on the severity, the auditor may:

Discuss findings with management and those charged with governance.

Document the nature of the unexpected relationship and the investigative procedures
undertaken.

Evaluate whether the issue indicates a possible misstatement that could require
adjustment or disclosure.

Potential Outcomes of Investigating Unexpected
Relationships

Confirmation of Accurate Data
In some cases, investigations reveal that the unexpected relationship was due to timing
differences, accounting estimates, or other legitimate factors, requiring no further action.

Identification of Errors or Fraud
Alternatively, the investigation may uncover material misstatements, errors, or fraudulent
activities, necessitating adjustments and disclosures.

Refinement of Audit Plan
Findings may lead to modifications in audit procedures for remaining areas, emphasizing
the importance of flexibility in audit planning.



Conclusion: Is the Statement True or False?

Based on the principles of auditing standards, professional judgment, and best practices,
the statement:

TRUE OR FALSE If Planning Analytical Procedures Identify Some Unexpected
Relationships, The Auditor Would

is TRUE.

When unexpected relationships are identified during planning analytical procedures,
auditors are expected to take appropriate follow-up actions. These actions are essential to
understanding the underlying causes of the anomalies, assessing their impact on the
financial statements, and designing further audit procedures accordingly. Ignoring such
findings could result in incomplete audit evidence or overlooked risks, compromising the
quality of the audit opinion.

In summary:

- Unexpected relationships signal potential issues that warrant investigation.
- The auditor’s response involves further inquiry, testing, and risk reassessment.
- Proper follow-up ensures the audit remains effective, comprehensive, and compliant with
professional standards.

Final thought:
The proactive approach to investigating unexpected relationships during planning not only
aligns with professional standards but also enhances audit quality and stakeholder
confidence in the financial statements.

Frequently Asked Questions

TRUE OR FALSE: If planning analytical procedures
identify some unexpected relationships, the auditor
would investigate these findings further.
True

TRUE OR FALSE: Unexpected relationships found during
analytical procedures always indicate errors or fraud.
False

TRUE OR FALSE: The auditor should consider the



significance of unexpected relationships identified
during analytical procedures when planning further
audit steps.
True

TRUE OR FALSE: Identifying unexpected relationships
during analytical procedures can help the auditor
uncover potential misstatements or anomalies in
financial data.
True

TRUE OR FALSE: If no unexpected relationships are
identified during analytical procedures, the auditor can
conclude that the financial statements are free of
misstatements.
False

Additional Resources
TRUE OR FALSE: If Planning Analytical Procedures Identify Some Unexpected Relationships,
The Auditor Would

---

Introduction

In the realm of auditing, planning analytical procedures serve as a foundational component
of the overall audit strategy. They provide auditors with insights into the financial data, help
identify potential risks, and guide the subsequent audit procedures. A common question
that arises during this phase is: If planning analytical procedures identify some unexpected
relationships, what should the auditor do? This query touches on the core of audit
judgment, risk assessment, and the effectiveness of the audit process.

This article delves into this question comprehensively, examining whether the statement is
true or false, and exploring the underlying principles, standards, and best practices that
shape auditors' responses to unexpected findings during planning analytical procedures.
We will analyze the significance of unexpected relationships, the auditor's responsibilities,
and the steps to effectively address such situations to ensure a robust and compliant audit.

---

Understanding Planning Analytical Procedures



What Are Analytical Procedures?

Analytical procedures involve evaluating financial information by studying plausible
relationships among both financial and non-financial data. They are used throughout the
audit process, but most notably during planning to understand the client's business,
identify areas of potential risk, and refine audit focus.

According to the International Standards on Auditing (ISA) 520, Analytical Procedures, these
procedures include:

- Developing expectations of financial statement amounts.
- Comparing recorded amounts to expectations.
- Investigating significant differences or unexpected relationships.

In this context, unexpected relationships refer to differences between expected and actual
data that are significant and warrant further investigation.

---

The Significance of Unexpected Relationships

Why Do Unexpected Relationships Matter?

Unexpected relationships are deviations from anticipated financial patterns or ratios. They
can indicate:

- Errors in recording transactions.
- Fraudulent activities or manipulation.
- Changes in business operations or market conditions.
- Weaknesses in internal controls.

Identifying such relationships provides valuable insights into areas that may harbor risks,
enabling auditors to focus their efforts effectively.

---

The Core Question: What Should the Auditor Do?

The Statement in Focus

> "If Planning Analytical Procedures Identify Some Unexpected Relationships, The Auditor
Would"

The question is whether, upon discovering unexpected relationships, the auditor should:

- Investigate further.
- Expand procedures.
- Adjust the audit approach.
- Communicate findings appropriately.

This leads us to the crux: Is the action of investigating unexpected relationships part of the



auditor's responsibilities? Or, in some cases, should the auditor ignore these relationships?

---

Analyzing the Statement: True or False?

Theoretical Perspective

Based on auditing standards and professional guidance, the answer is TRUE.

- When analytical procedures reveal unexpected relationships during planning, auditors are
expected to investigate and understand these relationships.
- Failure to do so could result in missing significant risks or misstatements.
- Investigating unexpected relationships is a key element of audit risk assessment and
planning.

Supporting Standards and Guidelines

- ISA 520 (Analytical Procedures) emphasizes that auditors should investigate significant
differences or unexpected relationships to obtain further evidence.
- ISA 315 (Identifying and Assessing Risks of Material Misstatement) underscores the
importance of understanding the entity and its environment, including unusual or
unexpected relationships.
- The AICPA's Audit Guide states that unexpected relationships identified in analytical
procedures should prompt further inquiry to determine their cause.

Thus, the standard approach is to investigate, analyze, and understand these relationships
to shape the audit plan.

---

Practical Implications of Identifying Unexpected Relationships

Investigative Steps an Auditor Should Take

1. Assess the Materiality and Significance

- Determine whether the unexpected relationship is material to the financial statements.
- Evaluate the potential impact on audit risk.

2. Gather Additional Evidence

- Review supporting documentation.
- Interview management or personnel responsible for the transactions.
- Examine journal entries, reconciliation reports, or other relevant data.

3. Perform Further Analytical Procedures

- Conduct more detailed analyses.
- Break down the data by segments, time periods, or other relevant dimensions.



4. Expand or Modify Audit Procedures

- Design substantive tests targeting the area of concern.
- Increase sampling or testing scope if necessary.

5. Document Findings and Responses

- Record the nature of the unexpected relationship.
- Document investigative steps and conclusions.

6. Communicate Findings

- Discuss significant issues with management and those charged with governance.
- Determine if adjustments to financial statements are necessary.

Handling Material vs. Non-Material Unexpected Relationships

- Material Unexpected Relationships: Require immediate investigation, potential scope
expansion, and possibly revising risk assessments.
- Non-Material Unexpected Relationships: Still warrant investigation but may not
significantly alter the audit approach.

---

When Might the Statement Be Considered False?

While the standard guidance supports investigation, there are exceptional cases where the
statement might be considered false:

- If the unexpected relationship is clearly innocuous or attributable to normal business
fluctuations.
- If the auditor's professional judgment, based on experience and knowledge, indicates that
further investigation is unnecessary.
- If the unexpected relationship falls within acceptable tolerance levels or prior trends.

However, generally, the presence of unexpected relationships during planning should
prompt some level of inquiry, making the blanket statement false in most practical
contexts.

---

Risks of Not Investigating Unexpected Relationships

Neglecting to investigate unexpected relationships can have serious consequences:

- Missed Risks: Failure to identify potential misstatements or fraud.
- Audit Deficiencies: Non-compliance with auditing standards.
- Legal Repercussions: Increased liability if undetected misstatements lead to financial loss.
- Reputational Damage: Loss of credibility with stakeholders.

Thus, due diligence in investigating unexpected relationships is fundamental to maintaining



audit quality and integrity.

---

Summary of Best Practices

| Step | Description | Purpose |
|------------|------------------|--------------|
| Assess significance | Determine materiality of the unexpected relationship | Prioritize
investigation efforts |
| Gather evidence | Review supporting documents, interview personnel | Understand causes
|
| Perform additional analysis | Conduct deeper analytical procedures | Clarify the nature of
the relationship |
| Modify audit procedures | Adjust substantive and test procedures | Obtain sufficient,
appropriate evidence |
| Document findings | Record all steps and conclusions | Support audit documentation and
quality control |
| Communicate | Discuss issues with management and governance | Ensure transparency
and appropriate action |

---

Final Verdict

The answer to the question is: TRUE.

When planning analytical procedures identify some unexpected relationships, the auditor
would investigate further. This is a standard, essential part of the audit process, aligned
with professional standards and best practices. Such investigation ensures the auditor
obtains sufficient evidence, assesses risks accurately, and ultimately forms a reliable
opinion on the financial statements.

---

Conclusion

Unexpected relationships uncovered during planning analytical procedures are not mere
anomalies but red flags that warrant thorough investigation. Recognizing and acting upon
these findings demonstrates the auditor's professional skepticism, enhances audit
effectiveness, and safeguards the quality and credibility of the audit opinion.

In the evolving landscape of audit standards and complex financial environments, proactive
investigation of unexpected relationships remains a cornerstone of effective
auditing—affirming that the statement, "If planning analytical procedures identify some
unexpected relationships, the auditor would investigate further," is fundamentally true.

---
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