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OBJECTIVES
To review the client's business in order to reach preliminary conclusions on the degree of risk associated with the respective audit areas and to determine the risk reduction factors and sampling intervals that can be applied when determining the sample sizes.

PROCEDURE:
For each audit area, assess and record the risk (high, medium or low), and determine the factor to be applied using statistical sampling:

1. Inherent risk: The susceptibility of an assertion to a misstatement, that could be material, individually or when aggregated with other misstatements assuming that there were no related internal controls (Appendix I of Section 7 of the Manual provides considerations that the engagement team may consider when assessing inherent risk).

2. Analytical risk (component of detection risk): That the analytical procedures adopted as substantive procedures will fail to detect a material misstatement (Refer to Section 14.7 of the Manual on procedures to be adopted when assessing analytical risk and Form 5.06 - Analytical Review Conclusion on documentation of areas where analytical procedures will be used as substantive procedures).

3. Control risk: The risk that a material misstatement could occur in an assertion and that could be material, individually or when aggregated with other misstatements, will not be prevented or detected and corrected on a timely basis by the entity’s internal controls (Refer to Section 7.4 of the documentation and the assessment of control risk and Form 5.09 on recording the assessment of control risk).

4. W/P Ref: Reference to working paper, where used, to support the assessment of the risk.

	Audit Area / Assertions:
	W/P

Ref
	Inherent

risk

H/M/L
	Analytical

risk

H/M/L
	Control

risk

H/M/L

	A. Intangible assets

· Existence
	-
	L
	H
	M

	· Rights and obligations
	-
	L
	H
	M

	· Completeness
	-
	L
	H
	M

	· Valuation and allocation
	-
	L
	H
	M

	· Classification and understandability
	-
	L
	H
	M

	B. Property, plant and equipment

· Existence
	5.09
	L
	H
	L

	· Rights and obligations
	5.09
	L
	H
	L

	· Completeness
	5.09
	L
	H
	L

	· Valuation and allocation
	5.09
	L
	H
	L

	· Classification and understandability
	5.09
	M
	H
	L

	F. Inventories

· Existence
	F.04
	L
	H
	L

	· Rights and obligations
	F.04
	M
	H
	L

	· Completeness
	F.04
	M
	H
	L

	· Cut-off
	F.04
	M
	H
	M

	· Valuation and allocation
	5.09
	M
	H
	L

	· Classification and understandability
	F.04
	L
	H
	L

	H. Trade and other receivables

· Existence
	5.09
	L
	H
	L

	· Rights and obligations
	5.09
	L
	H
	L

	· Cut-off
	5.09
	L
	H
	L

	· Completeness
	5.09
	H
	H
	L

	· Valuation and allocation 
	5.09
	H
	H
	L

	· Classification and understandability
	5.09
	L
	H
	L

	I. Cash and bank

· Existence
	5.09
	L
	H
	L

	· Rights and obligations
	-
	L
	H
	L

	· Cut-off
	-
	M
	H
	M

	· Completeness
	5.09
	H
	H
	L

	· Valuation and allocation 
	-
	M
	H
	L

	· Classification and understandability
	-
	L
	H
	L

	J. Related party disclosures

· Occurrence
	-
	H
	H
	H

	· Existence 
	-
	H
	H
	H

	· Rights and obligations
	-
	H
	H
	H

	· Completeness
	-
	H
	H
	H

	· Valuation and allocation 
	-
	H
	H
	M

	· Classification and understandability 
	-
	H
	H
	M

	K. Trade and other payables

· Existence
	5.09
	L
	H
	L

	· Rights and obligations
	5.09
	L
	H
	L

	· Cut-off
	5.09
	M
	H
	L

	· Completeness
	5.09
	L
	H
	L

	· Valuation and allocation
	5.09
	L
	H
	L

	· Classification and understandability
	5.09
	L
	H
	L

	L. Borrowings

· Existence
	     -
	L
	H
	M

	· Rights and obligations
	-
	L
	H
	M

	· Completeness
	-
	L
	H
	M

	· Valuation and allocation
	-
	L
	H
	M

	· Classification and understandability
	-
	L
	H
	M

	M. Provisions for liabilities and charges

· Existence
	-
	M
	H
	M

	· Rights and obligations
	-
	M
	H
	M

	· Cut-off
	-
	M
	H
	M

	· Completeness
	-
	M
	H
	M

	· Valuation and allocation
	-
	L
	H
	M

	· Classification and understandability
	-
	L
	H
	M

	Q. Commitments and contingencies

· Existence
	-
	H
	H
	H

	· Rights and obligations
	-
	H
	H
	H

	· Completeness
	-
	H
	H
	H

	· Valuation and allocation
	-
	H
	H
	H

	· Classification and understandability
	-
	H
	H
	H

	R. Director’s emoluments and transactions

· Occurrence
	-
	H
	H
	H

	· Cut-off
	-
	L
	H
	M

	· Classification and understandability
	-
	L
	H
	M

	· Completeness
	-
	M
	H
	M

	· Accuracy
	-
	L
	H
	M

	T. Income - Turnover

· Occurrence
	-
	L
	H
	L

	· Cut-off
	-
	L
	H
	L

	· Completeness
	-
	H
	H
	L

	· Accuracy
	-
	L
	H
	L

	· Valuation and allocation
	-
	L
	H
	L

	· Classification and understandability
	-
	L
	H
	L

	Income - Other (e.g. interest, profit on disposal) 

· Occurrence
	-
	L
	H
	M

	· Completeness
	-
	L
	H
	M

	· Accuracy 
	-
	L
	H
	M

	U. Expenses 

Purchases and cost of sales

· Occurrence
	-
	L
	H
	L

	· Cut-off
	-
	L
	H
	L

	· Classification
	-
	L
	H
	L

	· Completeness
	-
	M
	H
	L

	· Accuracy
	-
	L
	H
	L



	Salaries and wages

· Occurrence
	-
	M
	H
	M

	· Cut-off
	-
	M
	H
	M

	· Classification and understandability
	-
	M
	H
	H

	· Accuracy and valuation
	-
	M
	H
	M

	· Completeness
	-
	M
	H
	M

	General expenses

· Occurrence 
	-
	M
	H
	M

	· Existence 
	-
	M
	H
	M

	· Classification and understandability
	-
	M
	H
	M

	· Accuracy
	-
	M
	H
	M

	· Completeness
	-
	M
	H
	M

	· Cut-off
	-
	M
	H
	M


Audit Approach to Identified Risks


· Record below the identified risks of material misstatements at the financial statement and at the assertion level for each class of transactions, account balances and disclosures. Also record any significant risks that require special audit attention and risks for which substantive tests alone will not provide sufficient appropriate evidence. Refer to Section 7.3 of the Manual.
· Record the audit approach to each assessed risk. Refer to Section 7.7 of the Manual.
	Audit Area
	Assessed Risk
	Audit Approach to Assessed Risk

	1. Sales
	· Understatement of sales.

· Decrease in gross profit margin from the expected, which could indicate incorrect cut-offs.

· Inter-company sales not at arm’s length.
	· Verify the controls over recording and completeness of sales.

· Verify cut-off procedures.

· Check the serial sequence of the invoices and trace sales to source documents.

· Verify controls over the issue of sales returns and test check that credit notes are adequately supported.

· Compare sales as per the ledger with sales as per the VAT returns and inquire on exceptions.

· Verify if income has been recognised in accordance with the accounting policy of the company.

· Compare prices of goods sold to related companies to those of major customers.

	2. Other income

· Interest income

· Management fees

· Miscellaneous income
	· Understatement.

· Tax compliance and implications.
	· Verify interest income to withholding tax certificates (obtain copies).

· Ensure that tax treatment is in line with the fiscal laws and assess impact of non-compliance.



	3. Cost of sales
	· The cost of sales is not correctly stated due to the decrease in the gross profit margin, from the expected.
	· Test check controls over recording and completeness of purchases including year-end accruals (for goods / services received but for which invoices are pending).

· Verify if purchase returns have been correctly accounted.

· Verify cut-off procedures.

· Analyse a sample of purchases on the VAT returns to ensure compliance with VAT regulations.

	4. Expenses
	· Overstatement.

· Allowability for tax purposes. 
	· Verify material items with invoices or records of liabilities.
· Identify items, which may be disallowed for tax purposes or where the tax treatment is unclear (for VAT, WHT and corporation tax).
· Analyse a sample of expenses on the VAT returns to ensure compliance with VAT regulations.

	5. Employment costs
	· Completeness and tax exposure.
	· Verify postings from payroll to control accounts and obtain explanations for exceptions.

· Test check compliance to statutory regulations.

· Confirm the existence of employees by physical inspection and the personnel files.

	6. Borrowings
	· Existence of liabilities, disclosure of amounts and security.

· Completeness.

· Interest accrual.
	· Verify securities and obtain independent confirmation.

· Obtain directors representation over encumbrance of assets.

· Verify year-end reconciliations to independent bank statements and obtain confirmation.

· Obtain independent confirmation.

	7. Commitment and contingencies
	· Completeness and disclosure.

· Impact on solvency.
	· Verify board minutes and year-end contracts for capital commitments.

· Obtain independent confirmations form the company’s lawyers and other professional advisers (e.g. tax consultants).

· Obtain directors representation on completeness of disclosure.

	8. Receivables
	· Correctness and recoverability.

· Related party balances and disclosures.

· Year-end translation of foreign currency receivables.

· Cut-offs.
	· Verify control over customer credit and recording and completeness of receivables.

· Agree totals on trade receivable listing to the control account and obtain explanations on exceptions.

· Obtain independent confirmations and investigate how exceptions have been dealt with in the accounts.

· Verify subsequent receipts for trade receivables.

· Verify ageing and check the adequacy of impairment provisions.

· Obtain independent confirmations for all related party balances; verify if these are from trading / non-trading transactions and the adequacy of disclosure.

· Ensure that year-end translation of trade receivables denominated in foreign currency at appropriate year-end rates.

· Verify cut-offs for year-end prepayment adjustments.

	9. Payables
	· Correctness and existence

· Related party balances and disclosures.

· Year-end translation of foreign currency payables.

· Cut-offs.
	· Agree totals on trade payable listing to the control account and obtain explanations on exceptions.

· Test check amounts on trade creditors listings to supplier statements / invoices and verify the impact of reconciling items on the accounts.

· Obtain independent confirmations of all related party payables; verify if these are from trading / non-trading transactions and the adequacy of disclosure.

· Ensure that year-end translation of trade payables denominated in foreign currency at appropriate year-end rates.

· Verify accrual cut-offs for year-end adjustments. 

	10. Property, plant & equipment
	· Existence.

· Ownership.
	· Verify controls over purchase of assets.

· Check the completeness of the assets register.

· Physically verify assets.

· Verify ownership of assets to documents of title.

· Verify adequacy of insurance.

· Verify adequacy of useful lives and impairment provisions.

· Verify additions to board minutes / invoices / agreements.

· Obtain directors representation.

	11. Intangible assets
	· Existence.

· Ownership.

· Valuation.
	· Verify existence of assets to licences / legal agreements.

· Verify adequacy of useful lives and impairment provisions.

	12. Inventories
	· Valuation.

· Measurement.

· Ownership.
	· Consider adequacy of controls over receipt and movement of stock.

· Verify year-end quantities by attendance at stock take / alternative audit procedures.

· Check adequacy of the valuation principle and test check valuations for a sample.

· Verify that the policy adopted for the inventories is effectively and consistently applied.

· Obtain directors’ representation.

· Verify the correctness of impairment provisions.



	Planning stage: We have considered the assessment of risk at the planning stage and any specific issues arising have been covered in the Audit Plan - Form 5.02.

Engagement partner: ASK                                                Date: 30th March 2007



	Completion: Based on the audit procedures performed and the audit evidence obtained, the preliminary assessment of the risks of material misstatements at the assertion level remains appropriate and further audit procedures have been undertaken to reduce the audit risk.

Engagement partner: ASK                                               Date: 21st May 2007
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