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Objectives:
1. To use analytical procedure as a risk assessment procedure to obtain an understanding of the entity and its environment; and at the conclusion stage to form an opinion as to whether the financial statements taken as a whole are consistent with our understanding of the business.

2. To provide a basis for advising the client.

Commentary and Conclusions:

	1. Planning and Risk Assessment Stage: Refer to Section 14.3 of the Manual 

	Area
	Comments / Conclusions

	Gross profit
	Currently at 10.5%. As per our notes under Schedule 5.08, average GP margin is approximately 11.25%. Therefore, there is a possibility of cut-off errors or under-valuation of inventories / overstatement of purchases. 

	Borrowings
	· To ascertain correct split between long and short-term. 

· Gearing is currently at 93%, which is high. To ensure existence of liability and also to assess going concern as this could be an issue if facilities are not renewed.

	Operating expenses
	Repairs and maintenance expenses appear to be very high. To scrutinise for capital items.

	I have considered the preliminary analytical review in Form 5.07 and have recorded any risks of material misstatement identified and their effect on the nature, timing and extent of audit procedures to be performed. The additional audit procedures identified have been incorporated in the Audit Plan - Form 5.02 and in the respective audit programmes.
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	2. Substantive Procedures: Refer to Section 14.5 of the Manual.

Where analytical procedures are to be used as substantive procedures for specific audit areas, these should be listed below. Audit tests should be documented using the guidelines set out in the respective audit programmes for each area. The preliminary analytical risk in Form 5.10 should be assessed based on an understanding of the business and the expected results, and should be low/medium only where analytical procedures are to be used as substantive procedures. In all other cases, analytical risk should be assessed as high. Where the expected result differs from the actual, the analytical risk assessment and the nature, timing and extent of the audit procedures should be re-defined to obtain sufficient and appropriate audit evidence to support the audit opinion.

	Area
	Can Analytical Procedures be Relied Upon Based on the Result of the Tests Carried Out in the Respective Sections? Yes/No

	N/A
	

	
	

	3. Completion Stage: Refer to Section 14.8 of the Manual

	Area
	Comments / Conclusions

	Gross profit
	Final GP margin is 10.8%. This is close to the average GP margin we had been given at the planning stage. The client had expensed goods in transit. A corrective journal entry was passed during the audit. Detailed work done revealed no other exceptions with respect to cut-off errors or overstatement of purchases. 

	Borrowings
	· Gearing is high as this is the first year of operations. The company was in need of financing to set up its operations and enter into the market. Also, the company is expanding rapidly, thus the need for financing. 

· The split between long-term and short-term has been ascertained and is correct.

· All borrowings have been confirmed and are adequately secured. The facilities have also been subsequently renewed, therefore the company will continue as a going concern for at least the next 12 months.

	Operating expenses
	The client had expensed additions to buildings amounting to Shs. 1.98 million. Corrective journal entry passed during the audit. No other exceptions noted.



	The financial statements taken as a whole are consistent with our understanding of the business.
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