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2. 
AUDIT PLANNING, STRATEGY & 

EXECUTION 
 

1. Commencing an Audit 

To achieve the overall objectives of the auditor, the auditor shall use the objectives 

stated in SA 200 in planning and performing the audit. Without a careful plan, the 

overall objective of an audit may not be achieved. The audit planning is necessary to 

conduct an effective audit in an efficient and timely manner. 

 

 1.1 Benefits/Advantages of Planning in an Audit of Financial Statements  

Adequate planning benefits the audit of financial statements in several ways described 

hereunder-  

i. Attention to Important Areas - Planning would help the auditor to devote 

appropriate attention to important areas of the audit.  

ii. Timely resolution of Potential Problems - It would also help the auditor identify 

and resolve potential problems on a timely basis.  

iii. Proper Organisation and Management of Audit Engagement - Adequate 

planning would help the auditor in properly organizing and managing the audit 

engagement so that it is performed in an effective and efficient manner.  

iv. Proper Selection of Engagement Team - Planning would assist the auditor in the 

selection of engagement team members with appropriate levels of capabilities and 

competence to respond to anticipated risks, and the proper assignment of work to 

them.  

v. Direction and Supervision of Engagement Team - It would further facilitate the 

direction and supervision of engagement team members and the review of their 

work.  

vi. Easy Coordination - Also, planning would be helpful to the auditor in 

coordination of work done by auditors of components and experts. 

 

1.2 Nature and Extent of Planning  

So far as the nature of planning is concerned, it would vary according to-  

i. Size and Complexity of the Auditee - If the size and complexity of organization 

of which audit is to be conducted is large, then much more planning activities 

would be required as compared to an entity whose size and complexity is small. 

ii. Past Experience - The key engagement team members’ previous experience also 

contributes towards variation in planning activities.  
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iii. Change in Circumstances - Another factor contributing towards variation in 

planning activities is change in circumstances. 

 

1.3 Planning - A Continuous Process  

Planning is not a discrete phase of an audit but rather a continual and iterative process. 

It often begins shortly after (or in connection with) the completion of the previous 

audit and continues until the completion of the current audit engagement. Planning 

includes consideration of the timing of certain activities and audit procedures. 

 

1.4 Overall Audit Strategy and Audit Plan - Responsibility of the Auditor  

i. The auditor may decide to discuss elements of planning with the entity’s 

management to facilitate the conduct and management of the audit engagement. 

ii. Although these discussions often occur but the overall audit strategy and the audit 

plan remain the auditor's responsibility. 

iii. When discussing matters about the overall audit strategy or audit plan, care is 

required in order not to compromise the effectiveness of the audit. 

 

1.5 Acceptance and Continuance of Client Relationships and Audit Engagements 

The auditor shall undertake the following activities at the beginning of the current 

audit engagement-  

i. Performing procedures required by SA 220, “Quality Control for an Audit of 

Financial Statements” regarding the continuance of the client relationship and the 

specific audit engagement.  As per the combined reading of SA 220 and SQC 1, 

information and procedures such as the following assists the auditor in determining 

whether the conclusions reached regarding the acceptance and continuance of 

client relationships and audit engagements are appropriate:  

• The integrity of the principal owners, key management and those charged with 

governance of the entity;  

• Whether the engagement team is competent to perform the audit engagement and 

has the necessary capabilities, including time and resources;  

• Whether the firm and the engagement team can comply with relevant ethical 

requirements; and  

• Significant matters that have arisen during the current or previous audit 

engagement, and their implications for continuing the relationship.  

ii. Evaluating compliance with ethical requirements, including independence, as 

required by SA 220; and  

iii. Establishing an understanding of the terms of the engagement, as required by SA 

210. 
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1.6 Contents of an Audit Plan  

The auditor shall develop an audit plan that shall include a description of-  

i. The nature, timing and extent of planned risk assessment procedures, as 

determined under SA 315 “Identifying and Assessing the Risks of Material 

Misstatement through Understanding the Entity and Its Environment”.  

ii. The nature, timing and extent of planned further audit procedures at the assertion 

level, as determined under SA 330 “The Auditor’s Responses to Assessed Risks”.  

iii. Other planned audit procedures that are required to be carried out so that the 

engagement complies with SAs. 

 

1.7 Changes to Planning Decisions  

The auditor shall update and change the overall audit strategy and the audit plan as 

necessary during the course of the audit.  

The auditor may need to modify the overall audit strategy and audit plan due to below 

mentioned factors-  

i. Result of unexpected events,  

ii. Changes in conditions, or  

iii. The audit evidence obtained from the results of audit procedures.  

Further, the auditor would also modify the nature, timing and extent of further audit 

procedures, based on the revised consideration of assessed risks. This may be the case 

when information coming to the auditor differs significantly from the information 

when he planned the audit procedures.  

 

2. Overall Audit Strategy  

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.  

 

2.1 Factors while establishing Overall Audit Strategy  

Overall audit strategy would involve-  

i. Determination of Characteristics of Audit: Identify the characteristics of the 

engagement that define its scope.  

ii. Reporting Objectives: Ascertain the reporting objectives of the engagement to 

plan the timing of the audit and the nature of the communications required.  

iii. Team’s Efforts: Consider the factors that, in the auditor’s professional judgment, 

are significant in directing the engagement team’s efforts.  

iv. Preliminary Work: Consider the results of preliminary engagement activities and, 

where applicable, whether knowledge gained on other engagements performed by 

the engagement partner for the entity is relevant.  

v. Nature, timing and Resources: Ascertain the nature, timing and extent of 

resources necessary to perform the engagement. 
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2.2 Benefits of Overall Audit Strategy  

The process of establishing the overall audit strategy assists the auditor to determine 

such matters as-  

i. Employment of Qualitative Resources: The resources to deploy for specific audit 

areas, such as the use of appropriately experienced team members for high risk 

areas or the involvement of experts on complex matters.  

ii. Allocation of Quantity of Resources: The amount of resources to allocate to 

specific audit areas, such as the number of team members assigned to observe the 

inventory count at material locations, the extent of review of other auditors’ work 

in the case of group audits, or the audit budget in hours to allocate to high risk 

areas.  

iii. Timing of Deployment of Resources: When these resources are to be deployed, 

such as whether at an interim audit stage or at key cut-off dates.  

iv. Management of Resources: How such resources are managed, directed and 

supervised, such as when team briefing and debriefing meetings are expected to be 

held, how engagement partner and manager reviews are expected to take place (for 

example, on-site or off-site), and whether to complete engagement quality control 

reviews. 

 

2.3 Documenting the Audit Plan  

The auditor shall document-  

i. The overall audit strategy;  

ii. The audit plan; and  

iii. Any significant changes made during the audit engagement to the overall audit 

strategy or the audit plan, and the reasons for such changes as under- 

a) Record of Key Decisions: The documentation of the overall audit strategy is a 

record of the key decisions considered necessary to properly plan the audit and to 

communicate significant matters to the engagement team. For example, the auditor 

may summarize the overall audit strategy in the form of a memorandum that 

contains key decisions regarding the overall scope, timing and conduct of the 

audit.  

b) Record of Nature, Timing and Extent of Risk Assessment Procedures: The 

documentation of the audit plan is a record of the planned nature, timing and 

extent of risk assessment procedures and further audit procedures at the assertion 

level in response to the assessed risks. It also serves as a record of the proper 

planning of the audit procedures that can be reviewed and approved prior to their 

performance. The auditor may use standard audit programs and/or audit 

completion checklists, tailored as needed to reflect the particular engagement 

circumstances.  

c) Record of reasons for Change in Audit Plans: A record of the significant 

changes to the overall audit strategy and the audit plan, and resulting changes to 

the planned nature, timing and extent of audit procedures, explains why the 

significant changes were made, and the overall strategy and audit plan finally 

adopted for the audit. It also reflects the appropriate response to the significant 

changes occurring during the audit. 
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2.4 Relationship between the Overall Audit Strategy and the Audit Plan 

The audit strategy is prepared before the audit plan. The audit plan contains more 

details than the overall audit strategy. Audit strategy and audit plan are inter-related 

because change in one would result into change in the other. The audit strategy 

provides the guidelines for developing the audit plan. It establishes the scope and 

conduct of the audit procedures and thereby works as basis for developing a detailed 

audit plan. Detailed audit plan would include the nature, timing and extent of the audit 

procedures so as to obtain sufficient appropriate audit evidence. 

 

3. Audit Programme 

The important matters which need to be considered in this regard are: 

(a) Nature of business in which the organisation is engaged: On his first 

appointment, the auditor should examine in detail the financial and accounting 

organisation of the business by; 

• Visiting the client’s office;  

• Observing different stages through which papers pass before each transaction is 

authorised and recorded;  

• The record that is kept and the titles of books in which it is kept.  

• In the case of an industrial concern, he must also visit the factory to acquaint 

himself with the different processes of manufacture, the quantitative records 

maintained and the manner in which statistics are compiled in respect of losses in 

process.  

 

(b) Overall plan: Overall plan for the audit programme should be drawn up to ensure 

a systematic approach to the work. If in drawing the audit programme, any divergence 

from the overall plan becomes necessary, first the overall plan should be modified 

after due consideration and thereafter only the matter may be taken in the audit 

programme. The frame provided by the overall plan should be strictly adhered to.  

 

(c) System of internal control and accounting procedures: The existence of a 

system of internal control is essential for every business organisation. 

• It ensures that both financial and statistical records are checked continuously; it 

also unearths errors, both of omission and of commission.  

• The auditor, in framing his opinion on financial statements needs reasonable 

assurance that transactions are properly authorised and recorded in the accounting 

records and that transactions have not been omitted.  

• Internal control may contribute to the reasonable assurance the auditor seeks.  

Therefore, it has become an accepted audit practice to study and evaluate internal 

control as it helps the auditor to establish the reliance he can place on the internal 

control in determining the nature, timing and extent of his substantive auditing 

procedures.  
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The auditor’s examination of the system of internal control should have three features 

- review and preliminary evaluation, testing of compliance and evaluation.  

i. Review and preliminary evaluation - The auditor should review the accounting 

system and related internal control to gain an understanding of the flow of 

transactions and the specific control procedures to be able to make a preliminary 

evaluation and identification of these aspects of internal control on which it might 

be efficient and effective to rely in conducting his audit.  

ii. Test of compliance - Compliance tests should be conducted by the auditor to gain 

evidence that those internal controls on which he intends to rely operate generally 

as identified by him and that they function effectively throughout the period of 

intended reliance.  

iii. Evaluation - It is essentially an objective process of application of auditor’s 

judgement to determine whether all or any of the internal controls in the client’s 

organisation can be relied upon in carrying out the audit.  

 

(d) Size of the organisation and structure of its management: An increase in the 

size of the organisation enhances the complexity of the examination of its accounting 

records. With the increase in the size ordinarily the scope and extent of the system of 

internal control also should increase but it may not be so in every case. It has been the 

experience that while many small businesses have excellent controls, some of the 

large enterprises are deficient in their operational controls.  

 

(e) Information as regards organisation of the business: To plan audit programme, 

it is necessary that the auditor should obtain from his client information as regards the 

under mentioned matters-  

• Client’s history and business.  

• Purpose and nature of engagement.  

• Time schedule for the completion of audit.  

 

(f) Accounting and management policies: On the first appointment it is necessary 

that the auditor should review the financial statements of the past several years, 

audited by his predecessors specially those of the immediately preceding previous 

year. This would reveal to him a great deal of information regarding accounting and 

management policies which have been followed in the past and whether these have 

been employed consistently. 

 

3.1 Drawing up the audit programme  

When an auditor is appointed to audit the accounts of an entity for the first time, the 

audit programme should be developed in three stages stated below:  

i. To begin with, a broad outline of the audit programme should be drawn up.  

ii. After the internal and accounting procedures have been reviewed, the details 

should be filled up on a consideration of the deficiencies in the system of internal 

control.  
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iii. After the detailed checking formality is over, the extent to which the special 

procedures need to be applied should be determined  

 

At each subsequent engagement the programme should be reviewed and, if necessary, 

modified on account of:  

i. Experience gained during the previous audits;  

ii. Important changes that have taken place in the business specially in the system of 

internal control, accounting procedures or in the structure of management or of the 

scope of business; and  

iii. Evaluation of internal control made for the current year.  

 

Given below are a few circumstances where in the audit programme would have to be 

suitably altered:  

i. If the audit procedures were designed for a certain volume of turnover and 

subsequently the volume have substantially increased. Also, when there have been 

significant changes in the accounting organisation, procedures and personnel 

subsequent to the audit procedures.  

ii. Where during the course of an audit, it has been discovered that internal control 

procedures were not as effective as assumed at the time the audit programme was 

framed.  

iii. Where there has been an extraordinary increase in the amount of book debts or that 

in the value of stocks as compared to that in the previous year.  

iv. When a suspicion is aroused during the course of audit or information has been 

received that assets of the company have been misappropriated.  

 
4. AUDIT EXECUTION  

Key phases in the audit execution stage are  

i. Execution Planning 

• To lay down the roadmap for audit execution to ensure timely and quality audit 

results. 

• This helps in carrying out the audit in an effective, efficient and timely manner. 

• The manpower requirement, audit team qualifications, and the time element, etc. 

are some of the important considerations during execution planning. 

ii. Risk and Control Evaluation 

• For each segment of audit, the auditors should conduct a detailed risk and control 

assessment i.e. list the risks that must be reviewed in that segment, capture for 

each risk the controls that exist or those that are needed to protect against the risk 

and show for each control, the work steps required to test the effectiveness of the 

controls.  

• While making Risk & Control assessment it is necessary to borne in mind 

Materiality levels as the same is linked with Audit Risks. 
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iii. Testing 

• Once a comprehensive understanding is gained of the key risks and the controls to 

be evaluated in a given audit area, the auditors should test the operating 

effectiveness of the controls to determine 

• Whether controls are operating as designed. There are multiple test methods which 

can be used to arrive at the conclusions on the effectiveness of the controls 

iv. Reporting 

• The auditor should review and assess the conclusions drawn from the audit 

evidence obtained as the basis for the expression of an opinion on the financial 

statements.  

• This review and assessment involves considering whether the financial statements 

have been prepared in accordance with an acceptable financial reporting 

framework applicable to the entity under audit.  

• It is also necessary to consider whether the financial statements comply with the 

relevant statutory requirements such as compliance of Provisions & Enactments of 

the Company Law, Accounting Standards framed by ICAI, latest Guidelines etc 

 

4.5 Other Important Considerations 

1. Using the Work of Another Auditor (Refer SA 600) 

2. Using the Work of Internal Auditors (Refer SA 610) 

3. Using the Work of Auditors Expert (Refer SA 620) 

4. Auditing Accounting Estimates, Including Fair Value Accounting Estimates 

and Related Disclosures (Refer SA 540) 

5. Control of Quality of Audit Work (Refer SA 220)  

6. Analytical Procedures (Refer SA 520) 


