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Planning an Audit of Financial Statements — S.L..Au.S 300
A)Introduction

A proper planning is considered as a vital aspect in an audit of financial statements, which
enable the auditor to conduct the audit in an effective and efficient manner. The Engagement
Partner and other Key Members of the Engagement team should involve on the Planning the
audit.

B) What is Audit Planning

Audit Planning is a process of establishing the Overall Strategy for the Engagement and
developing an Audit Plan.

Audit Planning can be segregated into two different activities

a) Preliminary Engagement Activities
b) Planning Activities

Preliminary Engagement Activities

These are considered as the initial activities that needed to be performed at the initial stage of
the Audit Engagement, which involved following activities

1) Performing procedures regarding the Continuance of the Client Relationship and
specific audit arrangement to ensure there are no issues with management integrity that

may affect the Auditor’s willingness to continue the engagement.

2) Evaluating the compliance with the Ethical Requirement to make sure that Auditor
comply with the applicable Ethical Requirements

3) Establish an understanding of the Terms of the Engagement to ensure that there is no
misunderstanding with the client as to the terms of the engagement

Planning Activities

The Auditor should establish the Overall Audit Strategy to set the Scope, Timing and the
Direction to the Audit and guides the development of the Audit Plan.

The Overall Audit Strategy and the Audit Plan needed to be updated and changed as necessary
during the course of the audit.

a) Overall Audit Strategy

The overall audit strategy set the Scope, Timing and Direction of the Audit and it guide the
development towards to a more detail audit plan.

The following factors to be considered, when developing the Overall Audit Strategy.
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No Factors to be considered Element to be addressed

Financial Reporting Framework

Industry specific reporting requirements, such as
reports mandated by industry regulators

Nature of the business segments

Effect of information technology for the audit
procedures

Expected Audit Coverage, including the number
of locations

Availability of the Internal Audit Function
Effects of Information Technology on Audit
Procedures

Identification of Characteristics of
the Engagement that defines the

01 Scope

Reporting objectives, Timing of Audit completion Deadline and the achievement

the audit and the Nature of ofthe deadline

communication Communication meetings with management and
those charge with governance

02

Determination of the Audit Materiality
Auditors emphasis of how to maintain the
questioning mind and to exercise professional
skepticism in gathering and evaluating audit
Significant Factors in directing evidence

03 | the Teams Efforts Areas identified with higher risk of material
misstatements
Significant changes in the Financial Reporting
Framework
Significant business and industry developments,
effecting the entity

04  Consider the results of Preliminary = Please refer above factors, discussed under
Engagement Activities Preliminary Engagement Activities

05  Ascertain the Nature, Timing and Section of the Engagement Team
Extent of Resources to perform the = Assignment of the work to team members
engagement

b) Audit Plan

The Audit Plan converts the Overall Audit Strategy into a more detailed plan, which includes
the Nature, Timing and the Extent of the Audit Procedures to be performed by the engagement
team members in order to obtain sufficient and appropriate audit evidences to reduce the Audit
Risk to an acceptable low level.
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The Audit Plan should include followings

a) A detail description of the Nature, Timing and Extent of the planned Risk Assessment
Procedures

b) A detail description of the Nature, Timing and Extent of the planned further audit
procedures at the assertion level.

c) Other planned procedures required to be carried out for the engagement to comply with
S.L.Au.S

C)Documentation
The Overall Audit Strategy, the Audit Plan and any changes made during the audit

engagement to the Overall Audit Strategy or Audit Plan and the reasons for those changes
should be properly documented.

D)The benefits of adequate planning
% Assisting the auditor to devote the attention to the important areas of the audits

% Assisting the auditor to identify and resolve the potential problem on timely
manner.

+ Helping the Auditor to properly organize and manage the audit engagement in
an effective manner.

+ Facilitating the direction and supervision of the Engagement Team members.

+ Assisting in the selection of engagement team members with appropriate levels
of capabilities and proper assignment of work to them.

+ Assisting in coordination of work done by other auditors

E)Factors to be considered when Planning the Audit of
Financial Statements

+ Knowledge of the Business and the previous years’ experience

#+ Knowledge with regard to the Accounting and Internal Control Systems of the business
organization

+ Audit Risk and Materiality

+ Complexity of the business operations and the magnitude of the operational activities
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F) INTERIM AUDITS AND FINAL AUDITS

Auditors usually carry out their audit work for a financial year in one or more sittings. These
are referred to as the interim audit(s) and the final audit.

It can be beneficial for auditors to perform their audit work in two stages. These are referred
to as the interim audit(s) and the final audit. The interim audit visit is carried out during the
period of review and the final audit visit will take place after the year end.

A) The purpose of the interim audit and procedure likely to be adopted

The purpose of the interim audit is to carry out procedures that would difficult to perform at
the year-end because of time constraints. Work at this visit tends to focus on risk assessment
and on documenting and testing internal controls. Some substantive procedures can also be
carried out, but these are limited because statement of financial position figures will not be the

ones to be reported upon.

The final audit will focus on the audit of the financial statements. It concludes with the auditor
issuing a report which contains the opinion expressed on the financial statements covering the
entire year being audited. The final audit opinion will take account of conclusions reached at

both (or all) audit visits.

Interim Audit Procedures

Final Audit Procedures

Risk  assessment and  gaining an
understanding of the entity and its
environment

Obtaining third party confirmations

Recording of Entities Internal Control

Systems

Analytical procedures relating to figures in
the financial statements

Evaluating the design and the effectiveness
of internal controls

Subsequent events review

Performing limited substantive procedures

Agreeing the FS to the accounting records

Identification of the issues that may have an
impact to the work to take place at year end.

Consideration of Going Concern status
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1A) Impact of interim audit work relating to internal controls on the final
audit

If the auditors are to place reliance on internal controls, they must obtain evidence that controls
have operated effectively throughout the period. If the auditor obtains audit evidence about the
operating effectiveness of controls at the interim audit, when it comes to the final audit, instead
of having to gain evidence over controls covering the whole year, the auditor can focus on:

A) Obtaining audit evidence about significant changes to those controls subsequent to the
interim period

B) Determining the additional audit evidence to be obtained for the remaining period

Factors to be considered by the Auditor when deciding to gain an additional
audit evidence about the controls at the final audit.

a) Significant changes in the Internal Controls during the period of Interim Audit and Final
Audit, which has been already tested at the Interim Audit

b) The length of the remaining period
c) Changes in the Control Environment

d) The extent to which the auditor intends to reduce the further audit procedures based on
the reliance of controls

1B) Impact of substantive procedures performed during the interim audit
on the final audit

If substantive procedures are performed at an interim date, the auditor must cover the remaining
period by performing substantive procedures, or substantive procedures combined with tests of
controls for the intervening period.

Conclusions will have been reached on the testing carried out at the interim audit; the auditor

essentially has to carry out any procedures necessary to provide a reasonable basis for
extending the audit conclusions from the interim date to the period end.
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PRACTICAL APPLICATION OF HOW TO PLAN THE AUDIT

STATEMENT OF FINANCIAL POSITION
2023/24 2022/23 ||
InRs "000" | |In Rs "000"
Non Current Assets
Property, Plant and Equipments 15,000 16,000
15,000 16,000
Current Assets
Inventories 5,200 3,800
Trade Debtors 15,200 3,100
Bank Balance 2,700 5,400
Cash Balance 100 700
23,200 13,000
TOTAL ASSETS 38,200 29,000
EQUITY AND LIABILITIES
Equity
Stated Capital & Reserves 30,000 22,000
30,000 22,000
Non-Current Liabilities
Term Loans 4,000 4,000
4,000 4,000
Current Liabilities
Trade Payable 3,100 3,000
Bank Overdraft 1,100 -
4,200 3,000
TOTAL EQUITY AND LIABILITIES 38,200 29,000
STATEMENT OF PROFIT OR LOSS
2023/24 2022/23 ||
In Rs "000" | |In Rs "000"
Sales - Cash Sals 14,630 17,400
Sales - Credit Sales 45,370 30,600
60,000 48,000
Less - Cost of Sales
Opening Stock 3,800 4,200
Purchases 49,400 38,000
53,200 42,200
Closing Stocks (5,200) (3,800)
Cost of Sales 48,000 38,400
Gross Profit 12,000 9,600
Less:
Administration Expenses (1,100) (1,200)
Depreciation (1,000) (800)
Selling and Distribution (5,200) (1,200)
Finance Expenses (700) (400)
Net Profit 4,000 6,000
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The following information are obtained from the discussion had with Management

a) In2023/24, the Company offered a 5% discount for all Sales

b) For 2022/23, the Company granted a two weeks as the Credit Period and in 2023/24 it has
been increased to four weeks

c) Purchasing Cost remain as it is for both financial years

d) Based on the discount provided, it is assumed that the Closing Stock for 2023/24 is equal to
3 weeks purchases

e) The Company has not paid any Sales Commission for both years

As the Senior Auditor of ABC PLC Audit, you are required to identify 05 areas where your special
attention needed to be devoted to. (Please assume 52 weeks for each year for calculation purpose).
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You are the Audit Senior of ABC PLC for the 2023/24 Financial Year and the Management has provided the
drafted financial statements for 2023/24 Financial Year with the previous year comparatives

STATEMENT OF FINANCIAL POSITION
2023/24 2022/23
InRs "000" [ ]InRs "000"

Non Current Assets
Property, Plant and Equipments 8,000 19,000
8,000 19,000
Current Assets
Inventories 25,000 15,000
Trade Debtors 20,300 5,800
Cash and Bank Balance 10,000 5,500
55,300 26,300
TOTAL ASSETS 63,300 45,300
EQUITY AND LIABILITIES
Equity
Stated Capital 25,000 20,000
Revenue Reserves 15,000 2,000
40,000 22,000
Non-Current Liabilities
Term Loans - 9,000
- 9,000
Current Liabilities
Trade Payable 8,000 8,500
Related Party Payables 15,000 4,000
Bank Overdraft 300 1,800
23,300 14,300
TOTAL EQUITY AND LIABILITIES 63,300 45,300

STATEMENT OF PROFIT OR LOSS
2023/24 2022/23
InRs "000" [ ]InRs "000"

Sales - Cash Sals 140,000 65,000
Sales - Credit Sales 100,000 85,000
Total Sales 240,000 150,000
Cost of Sales 200,000 120,000
Gross Profit 40,000 30,000
Less:
Administration Expenses (2,500) (2,000)
Depreciation (2,200) (2,500)
Selling and Distribution (13,500) (6,000)
Other Expenses (6,800) (1,500)
Net Profit 15,000 18,000
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Based on the discussion which had with the Finance Manager of ABC PLC, following information has been
gathered.

A) The Selling Price increased by 8%, compared to the previous period and the Company did not
experience a price increase in Purchases

B) The average Gross Profit Margin in the Industry is in the range of 23% -25%

C) The Company obtained two Machines to the production factory on 01% October 2023 while obtaining
a Bank Loan from Sampath Bank. The Loan amount is Rs 9,000,000 and the interest rate is 14%

D) Itis assumed that the Closing Stock for year under review is equal to 06 weeks purchases
E) The auditors have not participated to the year end stock verification as at 31 March 2024

F) The suppliers are providing one month credit period for all the purchases.

You are required to identify, 05 areas where the Auditors attention needed to be devoted to.
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