Yogoda Satsanga Mahavidyalaya
B. Com Semester — VI (C-13) CBCS
Subject: Auditing & Corporate Governance
Topic: Audit Planning
Ravindra Kumar, Associate Professor Department of Commerce

Audit Planning

Audit planning is a critical phase in the auditing process, where auditors develop a
comprehensive strategy to conduct the audit efficiently and effectively. Proper planning helps
ensure that the audit covers all necessary areas, identifies potential issues early, and sets a
clear path for the audit team. Here are the essential components and steps involved in audit
planning:

1. Understanding the Entity and Its Environment

e Industry and Business Environment: Gain an understanding of the industry in which
the entity operates, including economic conditions, industry practices, and regulatory
environment.

e Entity's Operations: Understand the entity’s operations, ownership structure, and
governance. This includes identifying key business processes and internal controls.

e Accounting Policies and Practices: Review the entity’s accounting policies and
practices to ensure they are in line with applicable accounting standards.

2. Risk Assessment

e Identify Risks: Identify significant risks that could affect the financial statements,
including risks of material misstatement due to fraud or error.

e Assess Risks: Evaluate the likelihood and potential impact of these risks. This involves
assessing the entity’s internal controls and determining how they manage and
mitigate risks.

e Fraud Risk Assessment: Specifically consider the risk of fraud, including incentives and
opportunities for fraudulent activity within the entity.

3. Setting Materiality Levels

e Overall Materiality: Determine an overall materiality level for the financial statements
as a whole. Materiality is the threshold above which misstatements could influence
the economic decisions of users.



e Performance Materiality: Set performance materiality levels, which are lower than
overall materiality, to reduce the risk that the aggregate of uncorrected and
undetected misstatements exceeds overall materiality.

e Specific Materiality: Establish specific materiality levels for particular accounts or
disclosures that may be significant.

4. Developing the Audit Strategy

e Scope of the Audit: Define the scope of the audit, including the nature, timing, and
extent of audit procedures.

e Audit Approach: Decide on the audit approach (e.g., substantive testing, reliance on
internal controls, or a combination of both).

e Use of Experts: Determine if the use of experts (e.g., valuation experts, IT specialists)
is necessary for specific audit areas.

5. Planning the Audit Procedures

e Test of Controls: Plan procedures to test the effectiveness of the entity’s internal
controls.

e Substantive Procedures: Plan substantive procedures, including tests of details and
analytical procedures, to detect material misstatements in the financial statements.

e Audit Programs: Develop detailed audit programs that outline specific audit
procedures to be performed, including timing and responsibility assignments.

6. Allocation of Resources

e Audit Team: Assign appropriate staff to the audit team based on their experience,
skills, and knowledge of the client.

e Budgeting: Allocate time and resources for each phase of the audit, ensuring that the
team has sufficient resources to complete the audit effectively.

e Scheduling: Develop a detailed timeline for the audit, including key milestones and
deadlines.

7. Communication and Coordination

e Client Coordination: Communicate with the client to coordinate audit activities,
including obtaining necessary documentation and arranging meetings.

e Team Coordination: Ensure effective communication within the audit team, including
regular meetings to discuss progress and any issues encountered.

8. Documentation and Review



e Audit Plan Documentation: Document the audit plan, including all decisions and
rationale related to audit strategy, risk assessment, materiality, and planned
procedures.

e Review Process: Establish a review process to ensure that all aspects of the audit plan
are reviewed and approved by senior audit personnel.

9. Consideration of IT Environment

e IT Systems: Understand the entity’s IT environment and the role of IT systems in
financial reporting.

e IT Controls: Plan to evaluate the effectiveness of IT general controls and application
controls.

10. Legal and Regulatory Requirements

e Compliance: Ensure that the audit plan considers compliance with relevant legal and
regulatory requirements.

e Reporting Requirements: Plan to meet any specific reporting requirements mandated
by regulators or other stakeholders.

Conclusion

Effective audit planning is essential for conducting a thorough and efficient audit. By
understanding the entity and its environment, assessing risks, setting materiality levels,
developing a comprehensive audit strategy, and allocating resources appropriately, auditors
can ensure that the audit addresses all relevant areas and provides a reliable opinion on the
financial statements. Proper planning also facilitates effective communication and
coordination, helping to identify and resolve issues early in the audit process.
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