Chapter wise test series for 15 Days Hard Challnge

Chapter 2 - Audit Planning. Answer Paper

1. Surya and Chand Ltd is a manufacturing company engaged in the production of
miscellaneous electrical goods. Trilochan and Co. has been appointed as the auditors to
carry out its audit. Auditor thinks that planning an audit would involve establishing the
overall audit strategy for the engagement and developing an audit plan. Also, Adequate
planning benefits the audit of financial statements in several ways. Analyse and Advise
explaining the benefits of adequate planning.

Ans. Planning an audit involves establishing the overall audit strategy for the engagement and
developing an audit plan. Adequate planning benefits the audit of financial statements in
several ways, including the following:

. Helping the auditor to devote appropriate attention to important areas of the audit.

. Helping the auditor identify and resolve potential problems on a timely basis.

. Helping the auditor properly organize and manage the audit engagement so that it is
performed in an effective and efficient manner.

. Assisting 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.

. Facilitating the direction and supervision of engagement team members and the review of
their work.

. Assisting, where applicable, in coordination of work done by auditors of components and
experts.

2. W, the auditor of SKM Ltd asks its finance and audit head to prepare audit strategy
for conducting audit of SKM Ltd. W also insist him to draw detailed audit procedures
also. On the request of auditor W, complete audit strategy as well as audit procedures are
prepared by finance head of the company. Subsequently, auditor realizes that
effectiveness of the audit is compromised and it was his responsibility to prepare the
overall audit strategy. Comment. (ILLUSTRATION SM)

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

facilitate the conduct and management of the audit engagement.

Although these discussions often occur, the overall audit strategy and the audit plan remain

the auditor’s responsibility. When discussing matters included in the overall audit strategy or

audit plan, care is required in order not to compromise the effectiveness of the audit.

The involvement of the engagement partner and other key members of the engagement team

in planning the audit draws on their experience and insight, thereby enhancing the effectiveness

and efficiency of the planning process.

Example:

1. To coordinate some of the planned audit procedures with the work of the entity’s personnel.

2. Discussing the nature and timing of detailed audit procedures with management may
compromise the effectiveness of the audit by making the audit procedures too predictable.




3. Evidence is the very basis for formulation of opinion and an audit programme is
designed to provide for that by prescribing procedures and techniques. Analyse and
explain with the help of example of evidence in respect of Sales.

Ans. Evidence is the very basis for formulation of opinion and an audit programme is designed
to provide for that by prescribing procedures and techniques. What is best evidence for testing
the accuracy of any assertion is a matter of expert knowledge and experience. This is the
primary task before the auditor when he draws up the audit programme. Transactions are varied
in nature and impact; procedures to be prescribed depend on prior knowledge of what evidence
is reasonably available in respect of each transaction.

Example

Sales are evidenced by:

(@) Invoices raised by the client;

(b) Price list;

(c) Forwarding notes to client;

(d) Inventory-issue records;

(e) Sales managers’ advice to the inventory section;

() Acknowledgements of the receipt of goods by the customers; and

(g) Collection of money against sales by the client.

4. In establishing the overall audit strategy, the auditor shall identify the characteristics
of the engagement that define its scope. Explain with example.

Ans. In establishing the overall audit strategy, the auditor shall Identify the characteristics of

the engagement that define its scope.

For Example :
The expected audit coverage, including the number and locations of components to be
included.
The nature of the business segments to be audited, including the need for specialized
knowledge.
The expected use of audit evidence obtained in previous audits, for example, audit evidence
related to risk assessment procedures and tests of controls.




