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THE USE OF ANALYTICAL PROCEDURES AT
THE AUDIT PLANNING STAGE

Abstract

The article considers the main stages of an audit. They allow to achieve the main goal of audit planning, that is,
the implementation of a reporting test to identify possible errors; reporting testing for probable errors; horizontal and
vertical analysis and "reading" of reports; express analysis of reporting. At the stage of planning the audit, after the
disclosure of inconsistencies in the forms of financial statements, significant changes in the dynamics and structure, it
is possible to determine the coefficients and at the same time the method of express analysis of the statements is used.
The article focuses on the main mistakes in financial reporting. The main ratios for the analysis of financial statements
are also given: liquidity ratios; financial stability; turnover; profitability. The analytical procedures presented in the
article, which are guided by auditors at the stage of planning an audit, can be divided into the following groups. In
addition, the division of audit procedures helps to identify problems in the provided information in a timely manner
when disclosing it in the financial statements, and is aimed at identifying audit risks at the substantive stage. The use
of analytical procedures at the stage of planning an audit allows you to create an audit program with minimal time
costs, reduce the risks of problems that are associated with a lack of time and skills of personnel.
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An important stage of the audit, which decides what will be the strategy and detailed approaches
to the scope of audit procedures, the timing of the implementation, the expectation of the result — is
the planning of the audit. The planning process takes into account the specifics of each entity subject
to audit.

One of the main objectives of the audit planning stage is to identify possible risks, information in
which there are errors and, on this basis, to assess the scope of procedures performed at the next stages
of the audit.

The use of analytical procedures in audit planning was discussed in more detail in the works of
d.o.e. N. A. Kazakova [1], c.o.e. E. S. Surnina [2], Sh. I. Alibekov [3], A.V. Tereshkina [4] and others.

There are several types of analytical procedures that allow you to achieve the main goal of audit
planning, namely:

¢ conducting a reporting test to identify possible errors;

¢ testing the reporting for possible errors;

+ horizontal and vertical analysis and «reading» of reports;

¢ express analysis of reports.

It is worth noting that the division of analytical procedures into several types is conditional,
in practice, most often there is a parallel execution of these procedures, without a clearly defined
sequence. Let’s analyze each of the types separately.

Conducting a test of financial statements to identify possible errors is one of the first analytical
procedures that should be performed by the auditor at the stage of planning the audit.

The most common errors in the financial statements are shown in figure 1 (p. 32).

Organizational and technical errors can be identified by the auditor at the stage of audit planning,
methodological errors — when performing substantive procedures.

To identify organizational errors, the auditor should check the number of financial reporting
forms, as well as the correctness of filling in the required details in them.
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Organizational (formal) — related to incorrect determination of the composition of accounting
(financial) statements, the frequency of its preparation, filling in certain details, violation of the
rules for signing, etc.

Technical — mainly represented by arithmetic errors, inconsistencies between indicators of
different reporting forms, or lines in the same form due to incorrect calculations, negligence, or
other reasons.

Methodology errors — those that have appeared in connection with incorrect accounting,
violation of the standards provided for by law, and the rules of accounting policy.

Figure 1 — Errors encountered in the financial statements

Note — Developed by the authors.

In order to ensure that there are no technical errors in the financial statements, the auditor should
perform an analytical procedure related to checking the correlation of the indicators of the reporting
forms.

To confirm the arithmetic correctness of the data in one form of financial statements, the auditor
must sum up the indicators of each of the sections or lines and compare the resulting result with the
final value [5].

When testing reports for the presence of «technical errors» in it, it is important to check the
arithmetic correlation of indicators of different reporting forms with each other. Let us illustrate the
considered analytical procedure with examples (Table 1).

Table 1 — Equality between items f. 1-B «Balance sheet» and f. 2-OPU «Income statement» f. 5-1
«Statement of changes in equity»

Balance Compliance Other Indicators
sheet forms
1 2 3 4
STATEMENT OF PROFIT AND LOSS
String = String Total profit (total loss) for the period.
414 300 Discrepancies are possible in two cases:

- when spending retained earnings in the reporting period on the basis of
decisions of the owners of the JSC (LLP). For example, for the payment
of dividends, repayment of losses of previous years, increase in the
authorized capital and other purposes;

- with mandatory contributions to the reserve capital (for JSC).

STATEMENT OF CHANGES IN EQUITY

String = String Authorized capital at the beginning of the reporting period

410 400

String = String Retained earnings (uncovered loss) at the beginning of the reporting
414 400 period

String = String Total equity and reserves at the beginning of the reporting period
420 400

String = String Authorized capital at the end of the reporting period

410 800

String = String Retained earnings (uncovered loss) at the end of the reporting period
414 800

String = String Total equity and reserves at the end of the reporting period

420 800

Note — Compiled by the authors.
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The auditor should make sure that the indicator for line 500 «Total capital» of section 5 of the
«Balance Sheet» at the beginning of the reporting year does not differ from the data for line «Balance as
of January 1 of the reporting year» of the «Statement of Changes in Equity» at the end of the previous
year. And only in cases of changes in legislation, or changes in accounting policies or corrections
of errors of previous years, the indicators can show a difference. If there were such changes, then
naturally, they should be reflected in the financial statements, and the user of the statements understood
the reasons for the inconsistencies at the beginning and end of the periods.

The change for the period under line 414 «Retained earnings» on the balance sheet should be
reflected and correspond to the indicators in the form «Statement of Changes in Equity». But at the
same time, possible expenses of the net profit of previous years for various purposes are taken into
account.

Thus, the analytical procedure, which is a test of financial reporting forms for the presence of
arithmetic errors, helps the auditor at the audit planning stage to identify potential risks of incorrect
reporting of indicators that need to be paid special attention to when conducting substantive procedures.

«Reading the financial statements» at the audit planning stage allows the auditor to get acquainted
with the company on the basis of these reporting forms, identify trends in the main performance
indicators, qualitative changes in its property and financial position, as well as identify priority areas
of reporting for further analysis and verification during substantive procedures [6].

Table 2 below shows an example of the outcome options that the auditor can come to when
«readingy the balance sheet.

Table 2 — Auditor’s conclusions in the «reading the balance sheet» procedure

Section / Article Conclusion
Increase in the indicator Decrease in the indicator
1 2 3
Section 1 «Short-term Both the increase and decrease in the numerical indicator for this article does not
assetsy. allow the auditor to draw any significant conclusions
1. Cash.

Page 015 «Short-term
accounts receivabley (it

If the increase is due to higher sales
volume, the conclusion is that the

If the decrease occurs together with
an increase in sales revenue, then the

is advisable to consider
in conjunction with the
indicator of income
from sales)

growth of income AO (LLP) was due to
changes in the credit policy, extend trade
credit, delayed payments.

If the increase occurs, but at the

same time the revenue decreases, the
conclusion is as follows: JSC (LLP)
fails to raise customer loyalty, despite
the improvement of the credit policy
towards customers. And this is a sign of
an increase in the operational risks of the
JSC (LLP).

conclusion is that buyers pay their bills
earlier (either there was a reduction

in the terms of deferred payments, or
payment on prepayment).

If the income decreased, then the debt
of customers decreased.

Page 018 «Inventory»

A large number of stocks and

their annual growth may indicate
overstocking, as well as the recognition
in the accounting and reporting of stocks
with signs of impairment

A regular decrease in inventory
shows both a decrease in business
activity, that is, a reduction in the
scale of activity, and a lack of funds
to purchase the necessary amount of
inventory.

Section 2 «Non-current
assets»

The increase indicates the acquisition
of property or investment. If there is a
significant increase in one of the articles
in this section, then it is necessary

to analyze the articles of obligations

to determine at what expense these
investments were made.

The decline shows both the sale of
fixed assets and depreciation, which
indicates the physical obsolescence of
fixed assets.

33



«Typan» yHHBepcUTETIHIH Xa0aplIbIChl» FRUTBIMU >KypHaib! 2021 x. Ne 1(89)

Continuation of table 2

Page 213 «Short-term The increase in debt to suppliers also The reduction in debt indicates
accounts payable» evidence of delayed payments, that is, both a more stringent credit policy
(needs to be analyzed by | the violation of JSC (LLP) financial of suppliers, and the availability of
type of debt) discipline and agreements to increase the | advance payments for products.
time delay resulting in the conservation The decrease in tax liabilities shows
of the volume of purchases, there is a both their timely fulfillment and the
good relationship. An increase in tax decrease in the amount of taxes due to
liabilities indicates an increase in the tax | a decrease in the business activity of
risk of the organization the JSC (LLP).
Page 210 «Loans» The auditor may indicate the presence of short-term or long-term loans from JSC

(LLP), an increase or decrease in their amounts. But it will not be possible for the
auditor to make a conclusion about the effectiveness of the use of credit funds,
since there is not enough information for this.

Page 410 «Authorized Changing the articles of the Charter capital, as a rule, occurs only in the case of re
capital» JSC (LLP) (for example, change of ownership, the issue of additional shares, etc.).
Page 414 «Retained At the stage of « reading» the statements, the auditor needs to pay attention to
earnings (uncovered the «loss» indicator — the article shows the problems in the JSC (LLP), and when
loss)» conducting substantive procedures, and when assessing the continuity of the

company’s activities. But to identify the reasons for the decline in this indicator and
for a detailed analysis, there is not enough data in the balance sheet.

Note — Developed by the authors.

As a rule, simultaneously with the «reading» of the financial statements, the auditor applies
analytical procedures related to the elements of financial analysis — horizontal and vertical analysis of
the financial statements.

Horizontal analysis is a comparison of the indicators of the reporting period with the indicators of
previous periods. In this case, deviations are determined: absolute — this is in the monetary meter and
relative — this is in percentages, fractions.

When applying horizontal analysis, you should consider the following:

a) it should be carried out if there are several analyzed periods, because in this case it is possible
to track the dynamics of changes in funds and their sources;

b) such an analysis is impractical in a period of inflation, since in this case an increase in some
indicator is associated with an increase in prices, but not with the scale of production.

At the planning stage, horizontal analysis helps to identify significant changes in some indicators,
as well as the associated potential risks associated with incorrect accounting of transactions, as well as
the risks of incompatibility of indicators reflected in different time periods.

The vertical analysis determines the structure of the indicators, while identifying the impact of
each reporting item on the overall result. The purpose of such an analysis is to be able to analyze the
whole by means of individual elements, to determine its structure and all changes in it. (Table 3).

Table 3 — Vertical analysis, using the example of the article «Stocks»

Articles Indicator % of total | Indicator atthe | % of total Absolute
at the beginning end of the period, deviation,
of the period, thousand tenge thousand tenge
thousand tenge
Stocks, including 495 100% 510 100% 15
Raw materials and supplies 180 36% 18 4% (162)
Work in progress 265 54% 25 5% (240)
Finished products 10 2% 428 84% 418
Deferred expenses 40 8% 39 7% ()
Note — Compiled by the authors from the audit materials.
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The example shows that with small changes in the final indicator for the item “Reserves” at the
end of the period compared to the beginning, there were significant changes in its structure. At the
beginning of the period, work in progress accounted for 54% and raw materials and supplies for 36%,
and at the end of the period — finished products for 84%.

Horizontal and vertical analysis complement each other. And auditors develop comprehensive
analytical tables that show both the structure and dynamics of indicators. The results of these types
of analysis are valuable, because they help to analyze the reports of different types and volumes of
production of the company.

At the planning stage of the audit, after the discrepancies between the amounts of the financial
statements and significant changes in the dynamics and structure have been identified, it is possible to
calculate the coefficients using the express analysis of the statements.

The purpose of the express analysis of the financial statements is to determine the financial position
and condition of the company. Namely, the dynamics of income and expenses, the structure of assets
and liabilities. This type of analysis is more suitable for the audit planning stage, since it is intended
to determine the scope of the audit, its strategy and timing [7].

Rapid analysis of financial statements calculates key performance parameters, the so-called
financial ratios, which help the auditor to identify critical areas of reporting and identify bottlenecks,
and then develop an audit program, taking into account the risks of conducting a substantive audit. In
international practice, there are more than 200 financial indicators that are used in the analysis of the
activities of companies [6]. These indicators can be grouped as follows:

¢ liquidity indicators;

¢ financial stability indicators;

¢ indicators of turnover;

¢ profitability indicators.

These financial indicators can be calculated at the planning stage, as part of analytical procedures,
using the indicators presented in the Balance Sheet of the Income Statement. In the course of analyzing
the indicators based on the results obtained, the head of the audit team can optimize the audit. The
indicators will show the areas of «risk», i.e. it is possible to optimize the verification of the reporting
items at the stage of substantive verification. Optimization occurs due to the allocation of labor and
time resources, when more detailed consideration is given to risk areas.

The current liquidity ratio is considered the most common indicator.

This indicator shows how much the company has enough funds to repay its short-term liabilities
within a certain period. According to international practice, this coefficient should be approximately
in the range from 1 to 2 (sometimes more than 3) [7, p. 308].

The term liquidity ratio is the ratio of the most liquid part of short-term assets to short-term
liabilities. The regulatory level of the coefficient must also be higher than 1.

This indicator shows whether the company can repay short-term liabilities using the most liquid
assets.

When calculating the term liquidity indicator, a positive conclusion can be made about the
company’s liquidity in both cases, since the amount of the organization’s short-term assets exceeds
the value of its short-term liabilities. This indicator shows how much the company is dependent on
external loans. If the coefficient has a high value, the lower the level of solvency and the high risk of
a shortage of money [7, p. 297]. To characterize this indicator, it is necessary to know the levels of the
coefficient for the industry, the specifics of the company’s production activities.

The turnover ratios are useful for the analysis of financial statements, as well as conducting
analytical procedures: first, they describe the business activity of the organization in the market; second,
under certain conditions, they may indicate that a company is illiquid assets; third, they identify the
specifics of the business depending on the industry.

So, this group includes three main coefficients:

Average amount of accounts receivable

Turnover ratio of accounts receivable = x 365 (1)

zalezvolume

average carrying amount of inventory

Inventory turnover ratio = X 365;

the volume of purchazes=
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Fixed asset turnover ratio = %Eleswmm& x 365. 2)
average carrving amount of fixed azzets

This indicator is used when a production company is being checked, especially when analyzing
fixed assets. And it shows the economic efficiency of production.

The low level of the coefficient may cause the auditor to have questions about the use of fixed
assets in the production process. This level of return on capital may indicate a high level of investment
in fixed assets, or insufficient efficiency in the use of assets, or a low level of sales.

For manufacturing companies, a high value of this indicator is preferable. And it means that for
every tenge of revenue, the company invests less in fixed assets.

Profitability indicators demonstrate the overall performance of the company.

Gross profit margin is one of the profitability ratios used by auditors. This indicator is calculated
using the following formula:

irevenue —costprice] x 100%.

| " (3)
Gross FT‘G}FH margin revenues

Another factor is the return on sales, which shows how much tenge of net profit a unit of products
sold brings.
net profit

The cost — effectiveness = 4)

volume of products zold ’

Coefficients play a role in the audit process. For audit purposes, it is advisable to consider the
margins in the dynamics for certain periods (often month, quarter, year).

According to the analysis of the coefficients it is possible to draw the following conclusions:

¢ if the liquidity indicators are normal values, this means that JSC (LLP) is quite stable in the
market is functioning, and the auditor is not necessary to doubt the validity of the «principle of
continuity»;

+ if the financial stability indicators show a slight dependence of the JSC (LLP) on external
sources of financing, this allows the auditor to do without conducting basic procedures for the audit
of borrowed funds;

¢ if the turnover rate of accounts receivable is low, it means that you need to pay attention to
the amount of accounts receivable. And this will require expanding the analytical procedures for
determining doubtful debts, and including them in the company’s assets;

+ if the capital return ratio is low, this indicates the need to evaluate fixed assets, and analyze the
use of fixed assets during analytical procedures.

If the indicators do not correspond to the normal values, the auditor should pay attention to the
pricing, to the composition of the company’s customers. And such procedures require both time and
expertise of the auditor.

The analytical procedures considered at the stage of planning the audit were conditionally divided
into three groups: testing the reports for possible errors, «reading» the reports, horizontal and vertical
analysis, and express analysis of the reports. They help the auditor determine the direction and strategy
of the audit, its plan, and the scope of the audit. In addition, they are aimed at identifying problems in
the disclosure of information in the financial statements, and identifying risk areas at the substantive
review stage. The use of analytical procedures at the audit planning stage will allow you to create an
audit program with minimal time costs, as well as reduce the risks of problems that are associated with
a lack of time and skills of personnel.
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AYJUTTIH XKOCIAPIAY CATBICBIHIA
AHAJIMTUKAJIBIK IMPOUEIAYPAJIAPIBI KOJNJAHY

Anjgarna

ABTOpIIap OCHI MakKajaa ayIuTTiH HeTi3Ti Ke3eHIepiH KapacTeipaasl. Omap ayauTOPIIBIK KOCHIapiayIslH 0acThl
MaKcaThIHA KOJI )KeTKi3yTre MyMKIHIiK Oepei, sIFHH MYMKiH OOJIaThIH KaTeIep Il aHbIKTAY YIIIiH €CENTLUTIK TECTiH )Ky3ere
achIpy; BIKTHUMAJI KaTeJIKTEp/IiH O0ybIHA €CENTUIIKTI TECTIIEY; KOJIICHEH j)KOHE TiK TaJJIay KOHE €CENTUIIKTI «OKYy»;
CCEMNTLUIIKTI JKeNeN Taliay. AYIUTTI )KOCIapiiay Ke3eHIHIC KapKbLIbIK CCENTILIIK HhICAHIAPbIHIAFbI COMKECCI3IIKTED,
JIUHAMUKA MCH KYPBUIBIMJIAFbI €JICYJI1 ©3repicTep aHbIKTallFaHHAH KeHiH KO PUIIMEHTTEP I aHBIKTayFa O0JIaIbl JKOHE
OYJT peTTe eCeNTLTIKTI Kee Talaay o/ici KOMIaHbIIaabl. Makanaaa Kap>KeIIBIK €CEeNTUTIKTET1 HEeTi3T1 KaTemiKTepre
Ha3zap aynapbeutagsl. CoHmai-aKk KapKBUTBIK €CEeNTUTIKTI TalXayablH HeTi3ri ko3 GUIIEeHTTepi: OTIMIUTIK; Kap>KbIIBIK
TYPaKTBUIBIK, aHAIBIMIBUIBIK; PEHTAOCNBIUTIK KodPUIMenTTepi Kenrtipineni. Makanana YCHIHBIIFAH ayIuTTi
Kocrmapiay Ke3eHIH/Ie ayIuTopiap 0acuIbUIbIKKA aJlaThlH aHAIMTHKAJIBIK MPOIIeIypaiap/ sl OipHeIe Tomka 0eyre
Oomanpl. bynman Oacka, ayIUTOPIBIK pociMuepii 0eily KapKbUIBIK CCENTUIIKTE OHBI ally Ke3iHAC YCBIHBUIFaAH
aKIapaTTarsl IpoOieMaliap bl yaKThUTBI aHBIKTAYFa BIKITAJ €Te/Ii )KOHE MOH1 OOMBIHIIIA TEKCEPY Ke3CHIH/IC ayTUTOPIIBIK
TOyeKeIep/i aHbIKTayFa OarbITTalFaH. AyJIUTTI XKOCTapiay Ke3eHiH/e aHAUTUKAIIBIK [POIeaypaiap/bl KOJIaHy
YaKbITTBl a3 JKYMCail OTBIPBII, AyAUTOPJIBIK OaraapiamMaHbl KypyFa, KaipliapiblH JKETKITIKCI3 YaKTBUIBIFBI MEH
OinmikTimirine GaimaHBICTHI MpoOIeMaIapAbIH Maiiaa 60Ty KayIliH a3aiTyra MyMKIHAIK Oepei.

Tipek ce3nmep: ayauT, €CENTILIIK, ayAUTOPIBIK TEKCEPY, TAIAdy PICIMAEPI, Kocmapiay, ayTuTopiap, KapiKbl.
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NCHOJB30OBAHUE AHAJIUTUYECKHUX NPOLEAYP
HA JTAIIE IIVIAHUPOBAHUSA AYIUTA

AHHOTALUA
B namHOI# cTaThe pacCMaTpPUBAIOTCS OCHOBHBIE STAIbI MPOBeIeHUS ayauTa. OHHU TTO3BOJSIIOT TOCTHYD TIIABHON
IeH ayTUTOPCKOTO TUIAHUPOBAHHSI, TO €CTh OCYIIECCTBICHHUE TECTa OTYCTHOCTH Ha ONpeIeTIeHIE BO3ZMOKHBIX OIITH-
0O0K; TECTHPOBaHNE OTYETHOCTH Ha HAJIMYUE BEPOSITHBIX IMOTPEIIHOCTEH; TOPH30HTAIBHBINA U BEPTUKAIBHBII aHAN3
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U YTEHUE» OTYETHOCTH; DKCIIPECC-aHalIM3 OTYETHOCTH. Ha aTare niiaHupoBaHMs ayuTa yxKe 1ociie pacKphIThs He-
COOTBETCTBHH B (hopMax (PMHAHCOBOIT OTYETHOCTH, 3HAYUTEIHHBIX M3MEHEHUH B TMHAMHKE M CTPYKTYPE BO3MOXKHO
omnperneneHue KodQGUIMEHTOB, ¥ IPH 3TOM HCHOJIB3YETCs METOJ] SKCIPecc-aHalli3a OTYETHOCTH. B craThe penaercs
aKIIEHT Ha OCHOBHBIC OMIMOKM B (PMHAHCOBOM OTYETHOCTH. Takke MPUBOAATCS OCHOBHBIC KOY(D(UITMCHTH aHAIH3a
(brHAHCOBOW OTUETHOCTH: KOA(POUITUEHTH JTUKBUIHOCTH; (PMHAHCOBON YCTOMYUBOCTH; 000paunBaeMOCTH; PEHTa-
6eTbHOCTH. AHAJIMTHYECKHE MPOIETypPhl, KOTOPHIMU PYKOBOACTBYIOTCSI ayJJUTOPBI Ha dTare IUIAaHUPOBaHMS ayIu-
TOPCKOM NPOBEPKH, NPE/ICTABICHHBIE B CTaThe, MOXKHO PA3/IeINTh HAa HECKOJIbKO rpymi. Kpome Toro, nenenue ayam-
TOPCKHX MPOLIEIYP CIIOCOOCTBYET CBOEBPEMEHHOMY BBISIBIICHHIO ITPpo0ieM B HH(OpMAIHH, IPECTaBICHHON TIPH e
PacKpbITHH B (PMHAHCOBOI OTYETHOCTH, ¥ HAIIPABICHO Ha BBISBICHHE ayJUTOPCKUX PHCKOB B IEPHOJ IIPOBEPKH MO
cymectBy. Mcnonp30Banue aHAIUTHYECKUX HPOLEAYp Ha dTale IUIAHUPOBAHUS ayIUTOPCKOH MPOBEPKH JacT BO3-
MOKHOCTB C(hOPMHUPOBATH MIPOrpaMMy ayIUTOPCKOH MPOBEPKH ¢ MHHUMAJIBHBIMH 3aTPaTaMH BPEMEHH, YMEHBIIHUTD
PHUCKH MOSIBJICHUS TIPOOJIEM, CBS3aHHBIX ¢ HEIOCTATOUHOW CBOCBPEMEHHOCTBIO U KBATM(UKAIMEH KaIpPOB.

KiroueBble croBa: ayAuT, OTUETHOCTb, ayAUTOPCKas MPOBEpPKA, aHAIUTHUECKUE MPOLENYpHl, MIIaHUPOBAaHUE,
AyZUTOPBI, (PUHAHCHI.
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