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Chapter 2: Audit Strategy, Audit Plan 
and Audit Programme 

Examples and Case Studies 
1. Topic: Examples of Preliminary Engagement Activities performed for establishing an 

overall audit strategy. 

i. Preliminary identification of areas where there may be a higher risk of material 

misstatement. 

ii. Results of previous audits that involved evaluating the operating effectiveness of 

internal control, including the nature of identified deficiencies and action taken to 

address them. 

iii. Volume of transactions, which may determine whether it is more efficient for the 

auditor to rely on internal control. 

2. Topic: Examples of ascertaining nature, timing and extent of resources required for 

establishing an overall audit strategy. 

i. The selection of engagement team and the assignment of audit work to the team 

members, including the assignment of appropriately experienced team members to 

areas where there may be higher RMM. 

ii. Engagement budgeting, including considering the appropriate amount of time to set 

aside for areas where there may be higher RMM. 

3. Topic: Audit Planning and Materiality. 

At the planning stage, the auditor needs to consider the materiality for the FS as a whole. 

The auditor has to carry out a preliminary identification of significant components and material 

classes of transactions, account balances and disclosure which he plans to examine. What 

could be considered material for all situations cannot be defined precisely and an amount or 

transaction material in one situation may not be material in other situation. For example,  

5,000 may be material for a small entity, but even  100,000 may not be material for a large 

entity. 

The auditor has to apply his professional judgement in determining materiality, choosing 

appropriate benchmark and determining level of benchmark. 
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Materiality forms the basis for determination of audit scope and the levels of testing the 

transactions. As per SA 320, Materiality in Planning and Performing an audit, Misstatements, 

including omissions, are considered to be material if they, individually or in the aggregate, 

could reasonably be expected to influence the economic decisions of users taken on the basis 

of the financial statements. If there is any statutory requirement of disclosure, it is to be 

considered material irrespective of the value of amount. 

Example: As per new Division I schedule III of Companies Act, 2013, any item of income or 

expenditure which exceeds one percent of the revenue from operations or  1,00,000, 

whichever is higher, needs to be disclosed separately.  

While judging materiality, the significance of an item has to be viewed from different 

perspectives. Materiality of an item may be judged by considering the impact on the profit 

and loss, or on the balance sheet, or in the total of the category of expenditure or income to 

which it pertains, and on its comparison with the corresponding figure for the previous year. 

Correct-Incorrect Questions 
i. A detailed Audit Programme once prepared for a business can be used for all business under 

all circumstances 

Incorrect. Businesses vary in nature, size and composition; work which is suitable to one 

business may not be suitable to others; efficiency and operation of internal controls and the 

exact nature of the service to be rendered by the auditor are the other factors that vary from 

assignment to assignment. On account of such variations, evolving one audit programme 

applicable to all business under all circumstances is not practicable. 

ii. The audit plan is more detailed than the overall audit strategy. 

Correct. The audit plan is more detailed than the overall audit strategy that includes the 

nature, timing and extent of audit procedures to be performed by engagement team 

members. Planning for these audit procedures takes place over the course of the audit as the 

audit plan for the engagement develops. 

Theoretical Questions 
i. Is it necessary to document the audit plan? If so, what all activities in the planning phase 

needs to be documented? State with Examples. 

Hint: Examples of documentation of planning activities 
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ii. Whether misstatements of lesser amounts than materiality for the financial statements as 

a whole could reasonably be expected to influence the economic decisions of users taken on 

the basis of the financial statements? Explain with examples 

Hint: Factors indicating determination of materiality lower than materiality for FS as 

a whole. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


