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Audit process



The Audit Process

Preliminary engagement 
activities

Planning

Establish overall audit 
strategy

Develop an audit plan

Obtain audit evidence (the 
auditor’s response to 

assessed risk)

Perform tests of 
control

Perform substantive 
procedures

Evaluation, concluding and 
reporting
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Preliminary engagement activities



Preliminary engagement activities

ISA 220 – Quality control for an audit of financial statements

Learning objectives:

 Evaluate whether a prospective audit client can be accepted;

 Evaluate whether a long-term relationship with a client should be 
continued;

 Evaluate whether the audit firm is able to perform an audit in terms 
of the International Auditing Standards;

 Evaluate if the audit engagement agreement is properly formalised in 
an engagement letter



Preliminary engagement activities

Take-aways from this session:

• Evaluate whether a client should be accepted based on the scenario;

• Give concerns on a client that has been accepted by an audit firm 
(criticise)



Preliminary engagement activities

Preliminary engagement 
activities

Step 1: 
Investigate the 

client

Step 2: 
Determine the 

skills, 
competence and 

resources

Step 3: 
Establish terms 

of the 
engagement



Preliminary engagement activities

Framework

Step 1: Client Investigation / Evaluation (CLIENT)

• Independence of the Auditor (threats to independence) which involves
personal, family relationships and financial involvement (CPC)

• Business standing and integrity of management / risks of the client
(business risk which involves management integrity / reputation, legality
of operations, involvement in litigation, financial position (going
concern), commitment to control and attitude towards the audit)

• Changes in the entity (existing clients) affects on: (threats to
independence which relates to changes in management / ownership,
special knowledge required and performance of the audit work)

• Communication with the previous / existing auditor (CPC)
(Communication as per Code of Professional Conduct) (ISA 300 par 13
(b))

• Also consider, the existence of a vacancy (Section 91 of Companies Act)
and client’s ability / willingness to pay audit fees
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Preliminary engagement activities

Example 1:

You are a first year trainee at RYC, an audit firm that has been in
existence for two years. RYC has recently won a tender to audit ABC
Ltd, a company listed on the JSE. ABC’s management have recently
made headlines on local newspapers about certain misconducts, which
include certain “accounting irregularities”. Management of ABC have
expressed their delight to the audit partner of RYC who will be the
partner on this engagement. As RYC is still building its clientele, the
audit of ABC Ltd was accepted without much consideration.

Question: Discuss your concerns in the acceptance of ABC Ltd?
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Preliminary engagement activities

Framework

Step 2: Skills ,Competence and Resources (Auditor)

• Knowledge, skill, experience of staff (industry, subject matter,
regulatory, reporting requirements)

• Availability of personnel to perform quality control reviews (ISA 220)

• Use of an expert (ISA 620)

• Deadlines can be met

• Group audits (component auditor?)

• Reliance on internal audit (ISA 610)

• Audit software

• Quality Control Review (ISQC 1)?
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Preliminary engagement activities

Example 2 (continued from example 1)

RYC’s only partner, Mr Damon Salvatore, has expressed his excitement
that they have landed such a huge client in ABC Ltd. RYC in response to
this major coup, have decided to up their first year trainees intake, to
ensure sufficient capacity to perform the audit of ABC Ltd for the 31
March 2018 year end. This is ABC’s biggest client in size and audit fee
and therefore Mr Salvatore wants to make sure he allocates most of his
staff to this audit. RYC’s other clients include small companies all in the
retail industry, which have year ends of June and September.

ABC Ltd have long service awards for their employees, as well as
employee share schemes. ABC operates in the mining industry, and has
revenues of R 6 billion per year.

Question: Discuss your concerns in the acceptance of ABC Ltd?
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Preliminary engagement activities

Framework

Step 3: Conditions of engagement

• ISA 210 – Agreeing the terms of an engagement

• Engagement letter – contract between client and auditor

• The objectives of the auditor is to accept an audit engagement only
when the basis upon which it is to be performed has been agreed,
through:

 Ensuring that an acceptable financial reporting framework in the preparation
of the AFS was used and management agree on premise on which the audit is
conducted;

 Confirming that there is a common understanding between the auditor and
management of the terms of the audit engagement
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Preliminary engagement activities

Framework

Step 3: Conditions of engagement

• The auditor shall agree the terms of the engagement with 
management as appropriate;

• These shall include:

 Objective and scope of the audit of AFS

 Responsibilities of the auditor (ISA 200)

 Responsibilities of management 

 Identification of the applicable financial reporting framework for the 
preparation of the financial statements;

 Reference to the expected form and content of any reports to be issued by the 
auditor;
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Planning an audit



Planning an audit

Learning objectives:

• Determine an audit plan from the scenario

• Criticise the audit plan developed by the audit plan



Planning an Audit (Framework)

Activity Reference

Obtain an understanding of the entity and it’s environment ISA 315 par 5-10

Assess the risk of material misstatement at the financial 
statement level

ISA 315 Appendix 2

Assess the risk of material misstatement at the assertion
level (to identify Significant Accounts)

ISA 315 A124

Planning activities (response to assessed risks)
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Audit Planning

Statements: ISA 200, 300, 315, 320, 330

Planning consists of:

1) Overall Planning at the Financial Statements level

FS level - Result/Outcome-Overall Audit Strategy

2) Detailed Planning at the Assertion level - Result/Outcome -Detailed 
Audit Plan, e.g. Accounts Receivables
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Audit Planning

Why is planning important?

• To ensure that the audit is conducted effectively and efficiently

What information do we require to plan an audit?

• An understanding of the entity and its control environment

How do we obtain an understanding of an entity and its control
environment?

• Discussion with management, study the AFS, media releases,
previous auditors, entity’s website etc.

Why do we obtain an understanding of an entity and its control
environment?

• To identify and assess the audit risks
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Planning at Overall AFS level

1. Obtain an understanding of the entity and it’s environment (ISA 315)
• External factors (Industry, regulatory, economic, etc)
• Internal factors (Business operations, investments, financing, financial

reporting)
• Objectives, strategies and business risks
• Financial performance (how the entity has performed in the CY compared to

PY, etc)

2. Obtain understanding of internal controls and Information system
• Internal controls (Control environment, risk management process,

governance structures and practices)
• IT systems (General IT controls)

3. Identity and assess risks
• Risks at the financial statement level vs assertion level
• Inherent risks, control risks (Risk of material misstatement) and audit risks

(risk that we don’t detect a material misstatement)
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Planning at Overall AFS level

4. Planning Materiality and identification of significant accounts
(ISA330)

• Overall materiality vs performance materiality

5. Audit strategy and audit plan

• Audit approach (combined or substantive)

• Response to specific risks and accounts: Going concern, asset
valuations, compliance with legislation and regulations

• Planning and staff issues: More/senior staff/ supervisor, timing of
visits, level of unpredictability and professional scepticism
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Developing an Audit Strategy (Response 
at AFS level)

Audit 
Strategy

Audit 
approach

Combined 
vs 

substantive Impact 
of higher 

risk

More 
tests of 
details

Incorporate 
unpredictab

ility

Increase 
sample 
sizes

Exercise 
professional 
skepticism

Specific 
responses 

to 
identified 

risks

Consider 
use of an 

expert

Perform 
testing 
towards 
year end

Use more 
experienced 

staff & 
increase 

supervision

Decrease 
materiality

Less 
reliance on 

mgmnt
represent.
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Audit Approach

Nature

• Before year end or closer to year end
• Any interim testing required?
• Incorporate unpredictability in timing

Timing

Extent

• Combined approach
• Tests of control vs substantive testing
• Substantive tests of detail vs analytics

• Driven by risk assessment and 
materiality

• Sample sizes?
• Nature of control environment

22



Risk Assessment at Overall AFS level 
(Business vs Audit Risks)

Examples of 
Business risks

• Operations in multiple 
jurisdictions

• Liquidity/cash flow issues
• Loss of key customers
• Loss of key management
• Pending litigation
• Dependency on technology
• Operating in a competitive 

environment
• Exchange rates
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Risk Assessment at Overall AFS level 
(Business vs Audit Risks)

Examples of Audit 
risks

• Changes in laws and non-compliance
• Going concern risks?
• Lack of accounting skills
• Changes in IFRS?
• New client (opening balances?)
• Lack of management integrity
• Reliance on 3rd parties?
• Tight audit deadline
• Management incentives based on AFS
• Financials used to raise finance
• JSE Listing
• Change in accounting software
• Possible fraud
• History of errors and restatements
• Related party transactions?
• Recent business combinations (IFRS 

3/IFRS 10)
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Planning at Assertion level

Details of Significant Accounts of individual classes of transactions
and accounts balances

1. Identify Significant Classes of transactions and Account
Balances, based on planning materiality (quantitative/in amount)
and nature of the accounts (qualitative)

2. For the Accounts identified in (1)

• Identify the inherent and control risks for the specific class of
account or balance

• Identify controls to rely on to limit the risk

• Set an audit approach (to address detection risk)

• Design and perform tests of controls and substantive procedures 
(Audit Plan-Response to risks identified)
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Planning at Assertion level

Assess the Risk of Material Misstatement at the Assertion Level (Assertions very
NB)

• ISA 315 par A126

What are assertions:

• Split between balance and transaction assertions (NB)

Transactions:

 Completeness – all transactions and events that should have been recorded
have been recorded;

 Occurrence – transactions that have been recorded have occurred

 Accuracy – transactions have been recorded at the appropriate amounts

 Cutoff – transactions have been recorded in the correct period

 Classification – transactions have been recorded in the correct GL accounts

 Presentation – transactions have been presented in accordance with applicable
financial framework (IFRS, IFRS for SMEs, etc)

26



Planning at Assertion level

What are assertions (continued)

Balances

 Completeness – all assets, liabilities and equity that should have been
recorded have been recorded;

 Rights and obligations – entity holds or controls the rights to assets, and
liabilities are the obligations of the entity

 Existence – assets, liabilities and equity exist

 Valuation (accuracy) – assets, liabilities and equity have been recorded and
disclosed at appropriate amounts

 Classification – assets, liabilities and equity are recorded in correct accounts

 Presentation – assets, liabilities and equity presented in accordance with the
relevant accounting framework

NB: Understand if the question is asking for procedures for all assertions, or for
specific assertions!!
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Planning at Assertion level

• Assessing risk of Material Misstatement at an Assertion Level?

• Identify the risks that impact a specific Class of
Transaction/Account Balance

• Change in regulation, Change in Accounting Standard, Complex
Accounting/Business Process/Controls

• Always relate the risk identified to an Audit Assertion (Impact on fair
amount on the AFS)
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Audit Strategy vs Audit Plan

Both are audit responses to Risks identified

Audit Strategy 
(overall AFS level)

Audit Plan 
(Assertion level)

1. Scope, Timing and Direction 1. Nature, Timing and Extent

2. Limited overall response on the
audit

2. Detailed response to specifics in the
audit

3. Responses may include:
• Engaging experienced staff
• Lower the materiality
• Less reliance on management

representation letter
• Professional scepticism

3. Responses may include:
Follow substantive instead of a
combined approach
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Planning - Planning Materiality

Materiality

 Planning Materiality (ISA 320)

 Planning phase

 Affected by risk

 Performance Materiality (ISA 320)

 Materiality for a specific class for transaction, account balance or 
disclosure

 Affects sample size

 Represents: Maximum potential error (Sample size) –”Catch all”-
link with evaluation of identified errors.

 Less than overall materiality

 Used to scope in accounts
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Planning - Planning Materiality

Setting of materiality

 Indicators:

 Quantitative

• Turnover ½ - 1%

• Gross profit 1 - 2%

• PBT 5 - 10%

• Total assets 1 - 2%

• Equity 2 - 5%. 

• Qualitative:

• Regulation, Accounting Standard

• Control environment/ effectiveness of IC

• Integrity of management

• irregularities

 Relationship between risk and materiality

 High audit risk → lower materiality and vice versa
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Planning - Planning Materiality

Exam Technique / Approach

1. Determine the relevant figures to use

CY TB/ CY Forecast / PY Audited results

2. Consider nature of an entity

Revenue, GP, Profit for the year, Total assets

3. % and calculations

4. Motivate your answer

5. Conclusion

Net loss is not considered an appropriate base

Relationship with audit risk

Performance materiality always lower than planning materiality
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Planning - Early verification (Tight 
Deadline)

REQUIREMENT

Strong control environment, and internal controls

MEANING

• Performance of audit procedures before year end, because of:

 Time limitation on the completion of the audit

 To reduce pressure on firm‘s staff (practice management)

STAGES

• Early verification

• Roll forward

• Year-end
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Recap – Where we are in the Audit 
Process

Preliminary engagement 
activities

Planning

Establish overall audit 
strategy

Develop an audit plan

Obtain audit evidence (the 
auditor’s response to 

assessed risk)

Perform tests of 
control

Perform substantive 
procedures

Evaluation, concluding and 
reporting
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Thank you

Presenter’s details
Koena Gerald Moabelo

BCTA2018 Administration

Rejoyce Mutengera

admin@endunamoo.co.za

+2711 056 6359
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