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Topic : Audit Strategy, Audit Planning and Audit Programme, Risk Assessment and Internal Control,
Audit Sampling, & Audit Report
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Answer 2
(A)
Periodic Review of The Audit Programme
There should be periodic review of the audit programme to assess whether the same continues to
be adequate for obtaining requisite knowledge and evidence about the transactions. Unless this is
done, any change in the business policy of the client may not be adequately known, and
consequently, audit work may be carried on, on the basis of an obsolete programme and, for this
negligence, the whole audit may be held as negligently conducted and the auditor may have to face
legal consequences.
Example – if the audit programme for the audit of a branch of a financial house, drawn up a number
of years ago, fails to take into consideration that the previous policy of financing of a vehicle has
been changed to financing of real estate acquisition, the whole audit conducted thereunder would
be entirely misdirected and may even result into nothing more than a farce. [Pacific Acceptance
Corporation Ltd. v. Forsyth and Others.]
The utility of the audit programme can be retained and enhanced only by keeping the programme
as also client’s operations and internal control under periodic review so that inadequacies or
redundancies of the programme may be removed. However, as a basic feature, audit programme
not only lists the tasks to be carried out but also contains a few relevant instructions, like the extent
of checking, the sampling plan, etc. So long as the programme is not officially changed by the
principal, every assistant deputed on the job should unfailingly carry out the detailed work
according to the instructions governing the work. Many persons believe that this brings an element
of rigidity in the audit programme. This is not true provided the periodic review is undertaken to
keep the programme as up – to – date as possible and by encouraging the assistants on the job to
observe all salient features of the various accounting functions of the client.
(7 Marks)
(B)
Identification of Significant Risks: SA 315 “Identifying and Assessing the Risk of Material
Misstatement through understanding the Entity and its Environment” defines ‘significant risk’ as
an identified and assessed risk of material misstatement that, in the auditor’s judgment, requires
special audit consideration.
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As part of the risk assessment, the auditor shall determine whether any of the risks identified are, in
the auditor’s judgment, a significant risk. In exercising this judgment, the auditor shall exclude the
effects of identified controls related to the risk.
In exercising judgment as to which risks are significant risks, the auditor shall consider at least the
following(i) Whether the risk is a risk of fraud;
(ii) Whether the risk is related to recent significant economic, accounting or other developments
like changes in regulatory environment etc. and therefore requires specific attention;
(iii) The complexity of transactions;
(iv) Whether the risk involves significant transactions with related parties;
(v) The degree of subjectivity in the measurement of financial information related to the risk,
especially those measurements involving a wide range of measurement uncertainty; and
(vi) Whether the risk involves significant transactions that are outside the normal course of
business for the entity or that otherwise appear to be unusual.
(6 Marks)
Answer 3
(A)
Objectives of Internal Control
Internal control over safeguarding of assets against unauthorised acquisition, use, or disposition
may include controls relating to both ﬁnancial reporting and operations objectives. The auditor’s
consideration of such controls is generally limited to those relevant to the reliability of ﬁnancial
reporting. For example, use of access controls, such as passwords, that limit access to the data
and programs that process cash disbursements may be relevant to a ﬁnancial statement audit.
Conversely, safeguarding controls relating to operations objectives, such as controls to prevent
the excessive use of materials in production, generally are not relevant to a ﬁnancial statement
audit.
Objectives of Internal Control are :
(i) transactions are executed in accordance with managements general or speciﬁc
authorization;
(ii) all transactions are promptly recorded in the correct amount in the appropriate accounts
and in the accounting period in which executed so as to permit preparation of ﬁnancial
information within a framework of recognized accounting policies and practices and
relevant statutory requirements, if any, and to maintain accountability for assets;
(iii) assets are safeguarded from unauthorised access, use or disposition; and
(iv) the recorded assets are compared with the existing assets at reasonable intervals and
appropriate action is taken with regard to any differences.
(5 Marks)
(B)

The ﬁrst section of the auditor’s report shall include the auditor’s opinion, and shall have the
heading “Opinion.”
The Opinion section of the auditor’s report shall also:
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(a)

Identify the entity whose ﬁnancial statements have been audited;

(b)

State that the ﬁnancial statements have been audited;

(c)

Identify the title of each statement comprising the ﬁnancial statements;

(d)

Refer to the notes, including the summary of signiﬁcant accounting policies; and

(e)

Specify the date of, or period covered by, each ﬁnancial statement comprising the ﬁnancial
statements.
(3 Marks)

(C)
Plans should be further developed and revised as necessary during the course of the audit.
SA-300, “Planning an Audit of Financial Statements” further expounds this principle. According
to it, planning is not a discrete phase of an audit, but rather a continual and iterative process
that often begins shortly after (or in connection with) the completion of the previous audit and
continues until the completion of the current audit engagement. The auditor shall establish an
overall audit strategy that sets the scope, timing and direction of the audit, and that guides the
development of the audit plan.
(3 Marks)

(D)
The auditor should plan his work to enable him to conduct an effective audit in an efficient
and timely manner. Plans should be based on knowledge of the client’s business.
Plans should be made to cover, among other things:
(a) Acquiring knowledge of the client’s accounting systems, policies and internal control
procedures;
(b) Establishing the expected degree of reliance to be placed on internal control;
(c) determining and programming the nature, timing, and extent of the audit procedures
to be performed; and
(d) coordinating the work to be performed.
(3 Marks)

Answer 4
(A)

The auditor is required to project misstatements for the population to obtain a broad view of
the scale of misstatement but this projection may not be sufficient to determine an amount to
be recorded. When a misstatement has been established as an anomaly, it may be excluded
when projecting misstatements to the population. However, the effect of any such
misstatement, if uncorrected, still needs to be considered in addition to the projection of the
non-anomalous misstatements.
For tests of details, the auditor shall project misstatements found in the sample to the
population whereas for tests of controls, no explicit projection of deviations is necessary since
the sample deviation rate is also the projected deviation rate for the population as a whole.
(4 Marks)
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(B)

The SAs do not ordinarily refer to inherent risk and control risk separately, but rather to a
combined assessment of the “risks of material misstatement”. However, the auditor may make
separate or combined assessments of inherent and control risk depending on preferred audit
techniques or methodologies and practical considerations. The assessment of the risks of
material misstatement may be expressed in quantitative terms, such as in percentages, or in nonquantitative terms. In any case, the need for the auditor to make appropriate risk assessments is
more important than the diﬀerent approaches by which they may be made.
It can be concluded from the above thatRisk of Material Misstatement= Inherent Risk x Control Risk
(3 Marks)
(C)

Emphasis of Matter paragraph – A paragraph included in the auditor’s report that refers to a
matter appropriately presented or disclosed in the financial statements that, in the auditor’s
judgment, is of such importance that it is fundamental to users’ understanding of the financial
statements.
Emphasis of Matter Paragraphs in the Auditor’s Report
If the auditor considers it necessary to draw users’ attention to a matter presented or disclosed in
the financial statements that, in the auditor’s judgment, is of such importance that it is
fundamental to users’ understanding of the financial statements, the auditor shall include an
Emphasis of Matter paragraph in the auditor’s report provided:
(a) The auditor would not be required to modify the opinion in accordance with SA 705 (Revised)
as a result of the matter; and
(b) When SA 701 applies, the matter has not been determined to be a key audit matter to be
communicated in the auditor’s report.
Separate section for Emphasis of Matter paragraph
When the auditor includes an Emphasis of Matter paragraph in the auditor’s report, the auditor
shall:
(a) Include the paragraph within a separate section of the auditor’s report with an appropriate
heading that includes the term “Emphasis of Matter”;
(b) Include in the paragraph a clear reference to the matter being emphasized and to where
relevant disclosures that fully describe the matter can be found in the financial statements.
The paragraph shall refer only to information presented or disclosed in the financial
statements; and
(c) Indicate that the auditor’s opinion is not modified in respect of the matter emphasized.
(6 Marks)
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