Recorded amount Audited amount
1st  misstatement 1 600 1200
2nd misstatement 15 000 14 800
3rd misstatement 400 0
4th  misstatement 5 000 4 000

Hint: sample size =(Book value X Reliability factor)/
( Tolerable misstatement — Expected misstatement X Expansion
factor).

Requirements:

Please calculate the following for John; (DSample size;
@ Sample interval; @Projected misstatements; @ Basic precision;
(®Incremental allowance,,

[EX]

(1)Sample size=(720 000x3.00)/[4 4000—(5 000X1.6)]
=60

(2)Sample interval=720 000/60=12 000

(3)Projected misstatement=17 600

Book value [ Audited value | Tainting islftrelgl:i miigticntqeeits
1 600 1 200 25% 12 000 3 000
15 000 14 800 0 12 000 200
400 0 1 12 000 12 000
5 000 4 000 20% 12 000 2 400
(4)Basic precision=3%12 000=36 000
(5)Incremental allowance=11 754
Reliability Increment | (Increment—1) Projected Incremental
factor misstatement | allowance
3.00
4.75 1.75 0.75 12 000 9 000
6.30 1.55 0.55 3 000 1 650
7.76 1.46 0.46 2 400 1104
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