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AUDIT FREQUENCY

Audit frequency categories:

High:
Auditable units with an overall risk rank greater than a 3.6 and up to a 5.0 (highest risk) should be audited 3-5 times over a five year planning horizon. 

Medium:
Auditable units with an overall risk rank greater than a 2.3 and up to a 3.5 (moderate risk) should be audited 1-2 times over a five year planning horizon. 

Low:
Auditable units with an overall risk rank greater than 1 and up to a 2.2 (lower risk) should be audited 0-1 times over a five year planning horizon. 
The following diagrams illustrate the significance of determining the frequency of audits to be performed, based on the overall riskiness of the auditable unit.


Along the vertical axis are the expected losses (in financial terms per unit of time), and along the horizontal axis is time. Losses accrue in the absence of auditing. The dotted line across the top represents a conceptual maximum. If the losses reach that point, management will automatically call for an audit; for example, if fraud or other significant loss were to occur within an auditable unit, then, regardless of where in the auditor's schedule a specific unit was, it would be immediately audited. 
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This curve represents the pattern of expected losses due to inefficiency, errors or fraud. The losses rise at a decreasing rate until they hit the maximum, at which point an audit is automatically called. The losses stop growing because the auditor should be effective at identifying and eliminating the cause of the losses that are occurring within an auditable unit due to fraud, inefficiency, or error.  If the curve is very steep, then this indicates that the unit is very risky and the losses accrue at a very high rate. If the curve is fairly shallow, this indicates that the unit is less risky and the losses due to fraud, waste, etc. accrue at a relatively modest rate.  This indicates the importance of auditing units that have a higher risk factor more frequently.    
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