	


	CLIENT:
	
	PREPARED BY:
	
	DATE:
	

	PERIOD:
	YEAR ENDING MARCH 2008
	REVIEWED BY:
	
	DATE:
	

	
	
	REVIEWED BY:
	
	DATE:
	



MATERIALITY LEVEL CALCULATION (Figures in lakhs)

	
	Per Draft
	Adjustments
	Adjusted *
	%
	Weight
	

	INITIAL
	Accounts
	
	Balance 
	(Note 1)
	(Note 2)
	Rs. (in lacs)

	Turnover
	
	
	1423.99
	0.25%
	0.40
	1.42

	Result before Tax
	
	
	144.33
	5.0%
	0.30
	2.16

	Gross Assets
	
	
	455.89
	0.25%
	0.30
	0.34

	TOTAL
	
	
	
	
	1
	3.93

	
	
	
	
	
	

	MATERIALITY LEVEL 
	
	
	
	Rs. 
	3.93


* Materiality level is calculated on the basis of audited figures for Financial Year 2007-08
	
	Per Final 
	Adjustments
	Adjusted 
	%
	Weight
	

	FINAL
	Accounts
	
	Balance
	(Note 1)
	(Note 2)
	

	Turnover
	
	
	
	
	
	

	Result before Tax
	
	
	
	
	
	

	Gross Assets
	
	
	
	
	
	

	TOTAL
	
	
	
	
	
	

	
	
	
	
	
	

	MATERIALITY LEVEL
	
	
	
	
	

	
	
	
	
	
	
	


Note1

	Turnover/Gross assets (Amount in Rs)
	Percentage

	0-5,00,000
	1.5%

	5,00,001-10,00,000
	1.25%

	10,00,001-20,00,000
	1%

	20,00,001-75,00,000
	0.75%

	75,00,000 –1,00,00,000
	0.5%

	1 crore and above
	0.25%


	Result before Tax
	2.5%-5.0%


Note 2
Equal weighting unless indicated below

Comments:
	· Considering the percentage increase in turnover and PBT, the turnover has been given a higher weightage than PBT and gross assets. 

	

	

	


RISK ANALYSIS
1.
Business Risk Analysis
	
	
	Yes
	No

	I)
	Business Environment
	
	

	
	(a)
	Does the company operate in a high risk industry?
	
	√

	
	(b)
	Is the company insolvent?
	
	√

	
	(c)
	Is the business likely to be sold in the near future?
	
	√

	
	(d)
	Are there  any non-executives  holding  more  than 25% of the issued share capital or voting rights? 
	
	√

	
	(e)
	Are there any significant third party loan creditors?
	
	√

	
	(f)
	Are there significant third party transactions?
	
	√

	
	(g)
	Do the financial trends and key ratios indicate any deterioration in the working of the company?  
	
	√

	
	(h)  
	Has there been any significant change in technology which might affect the business adversely?
	
	√

	
	(i)
	Has there been any change in the accounting practices common to the industry?
	
	√

	
	
	
	
	

	II)
	Management
	
	

	
	(a)
	Have there been any changes in key management personnel over the accounting period?
	
	√

	
	(b)
	Are management and administrative controls weak?
	
	√

	
	(c)
	Are reported results of personal significance  to  management?    
	
	√

	
	(d)
	Are management completely divorced from day-to-day  operations?
	
	√

	
	(e)
	Are management  inexperienced or with insufficient knowledge of the business?
	
	√

	
	(f)
	Are there unusual pressures on the management for eg. circumstances  that might predispose management to misstate the financial statements?   
	
	√

	
	
	
	

	III)
	Accounting
	
	

	
	(a)
	Is    the   accounts  department  badly  organised   or supervised?
	
	√

	
	(b)
	Are accounting  staff working under a great deal of pressure?
	
	√

	
	(c)
	Are accounting staff incompetent?
	
	√

	
	(d)
	Is the quality of the accounting system good?
	
	√

	
	
	
	
	

	IV)
	Audit
	
	

	
	(a)
	Is this the first time the firm has done this audit?
	
	√

	
	(b)
	Has the audit report contained a qualification in the last two years?
	√
	

	
	(c)
	Is there any significant fee or time pressure?
	
	√

	
	(d)
	Are     there  any    significant    problems   in   the relationship with the client?
	
	√

	
	(e)
	Are there a significant number of ‘hard to audit transactions’?
	
	√

	
	
	
	
	


Having considered the above indicators, the business risk on this client is:

	
	HIGH
	MEDIUM
	LOW
	( Tick as appropriate)

	Result
	
	
	[image: image1]
	


Comments:

	


SPECIFIC RISK

Risk Analysis

	
	
	Stocks
	Sales
	Purchase
	Debtors
	Creditors
	Cash/ Bank
	JVs
	Employee records

	
	a)
	Did this section of the audit prove to be a problem last year?
	No
	No
	No
	No
	No
	No
	No
	No

	
	
	
	
	
	
	
	
	
	
	

	
	b)
	Is there any evidence may prove to be problem this year?
	No
	No
	No
	No
	No
	No
	No
	No

	
	
	
	
	
	
	
	
	
	
	

	
	c)
	Do the figures in this area depend greatly on judgment & calculation?
	Yes

High
	No
	No
	No
	No


	No
	No
	No

	
	
	
	
	
	
	
	
	
	
	

	
	
	Net Results
	High
	Low
	Low
	Low
	Low
	Low
	Low
	Low

	
	
	
	75%
	50%
	50%
	50%
	50%
	50%
	50%
	50%


	
	
	SPECIFIC RISK
	

	
	Business Risk
	LOW
	MEDIUM
	HIGH
	

	
	Low
	50%
	60%
	75%
	

	
	Medium
	60%
	70%
	85%
	

	
	High
	75%
	85%
	100%
	


2 CONTROL RISK


Can we rely on internal controls?


If the answer is YES, then REDUCE RISK by 25%

3 NON SAMPLING DETECTION RISK 


Can we use analytical review to substantiate this area?


If the answer is Yes, then reduce risk by up to 25%

4 SAMPLING PLAN

	
	Risk
	Sampling Interval
	Sample Sizes

	
	81 -100%
	0.5   X  Materiality Factor
	60

	
	61 -  80%
	0.75 X  Materiality Factor
	40

	
	41 -  60%
	1      X  Materiality Factor
	30

	
	21 -  40%
	1.5   X  Materiality Factor
	20

	
	  0 -  20%
	2      X  Materiality Factor
	15


Audit Risk and Sample Sizes

	Materiality:     Rs. 6.7 Lac (Six Lacs Seventy Thousand)

	Business Risk Factor:      Low


	Audit Area
	Specific Risk
	Risk Factor (%)
	Reliance on

Internal Controls
	Use of

Analytical

Review
	Overall

Risk Factor (%)
	Sampling

Interval
	Sample

Size

	Stocks
	High
	75%
	Yes
	0%
	Yes
	0%
	75%
	
	40

	Sales
	Low
	50%
	Yes
	0%
	Yes
	0%
	50%
	
	30

	Purchase
	Low
	50%
	Yes
	0%
	Yes
	0%
	50%
	
	30

	Debtors
	Low
	50%
	Yes
	0%
	Yes
	0%
	50%
	
	See Comments

	Creditors
	Low
	50%
	Yes
	0%
	Yes
	0%
	50%
	
	See Comments

	Cash/ Bank
	Low
	50%
	Yes
	0%
	No
	0%
	50%
	
	30

	JV
	Low
	50%
	Yes 
	0%
	No
	0%
	50%
	
	30

	Salary/ Employee Records
	Low
	50%
	Yes
	0%
	No
	0%
	50%
	
	30

	TDS 
	Low
	50%
	Yes
	0%
	No
	0%
	50%
	
	See Comments


Comments

	*         Scrutiny of Debtor’s Ledger is to be done in full.

	**       Scrutiny of Supplier’s Ledger is to de done in full.

	***     TDS compliance to be checked in full  

	****   Vouchers exceeding materiality level in individual is to be checked in full.

	***** Additions to Capital Assets is to be checked in full.














