MEAR IMAGE INC.

MODULE # 2 - PLANNING THE AUDIT APPROACH

GENERAL—
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In Module # 2, your team will continue your study of the client’s business for the purpose of identifying significant risks by performing analytical review procedures on the June 30, 2003, financial statements.  After completing this analytical review, you will have to make decisions regarding preliminary materiality levels and then draft a portion of the planning memorandum for the audit.

Continue to write down TO DO points as you complete this module.

DONE BY

PROCEDURES                                                                                         &  DATE_    

1. Open Mear Image’s June 30, 2003 financial statements at 

MII 2003 Analytics and click on the Variations worksheet. Assume that

you have used your firm’s audit software, called AUDITBOT, to 

perform an analysis of variations between the audited 2002 financials

and the latest financials available, June 30, 2003.  Review the 

variations analysis for potential significant audit risks.


________

2.  Assume that you have used AUDITBOT to perform a “percent-

of-total” analysis of the June 30, 2003 financials. Review the analysis

for potential significant audit risks.





________

3. Assume that you have used AUDITBOT, to perform a ratio analysis

of the June 30, 2003 financials.  AUDITBOT includes a series of 

standard ratios which are computed automatically.  You may want to 

add other ratios to assist in your review for significant risks.  Add the 

ratios at the bottom of the ratio schedule by adding appropriate 

formulas in the cells.  Add at least one ratio.  Review the analysis

for potential significant audit risks.  Print out the enhanced ratio 

analysis for later use.      


 



________

4. Analyze the analytical information generated above in detail and 

discuss with the other team members, looking for unusual variations 

and trends that may indicate potential significant audit risks.  

________
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5.  Prepare a draft of the significant risks section of the planning memo 

for the  2003 audit.  Do not just list amounts and percentages, but focus 

on what the numbers tell you about the risks related to MII’s business.  

Consider also what you learned in familiarizing yourself with the client in 

Module #1.  (You may use the 2002 planning memo from Module # 1 as a 

guide but DO NOT JUST COPY IT.  Also include enough numbers and

 percentages from the analysis to demonstrate to me that you understand 

what they tell you regarding the risks you identify.) 



________







6. Open the spreadsheet file at MII What-If Model Example.  This file consists of an example of a what-if model to help you reach conclusions about materiality levels to be used during the planning and preliminary phases of the audit.  See Using the Materiality What-If Model for a

description of how you can use it. 



     

________

7.  After working with the model, you are to conclude as to two 

numbers - the first is the number you consider the materiality threshold for errors affecting the income statement and the second is the materiality threshold for errors affecting only the balance sheet.  Document your decisions by drafting the materiality levels section of the planning memo for the 2003 audit.  Include the amounts you chose rounded to the nearest $10,000 and also your reasons for deciding on those amounts.  (Again, you may use the 2002 planning memo as a  guide but DO NOT JUST COPY IT.  Especially, do not necessarily use the percentage measures of materiality from 2002 since they were chosen to test whether you were using your own professional judgment.  Be sure to justify with reasoning and evidence why you chose the materiality levels

 you did.) 








________

8.  Critically review your work, reviewing for obvious errors and 

omissions.  Make sure all pages are signed and dated and all 

program steps are signed off. 






________

9.  Hand in (1) this program with all the steps signed off, (2) your team’s drafts of the significant risks and materiality levels sections of the planning memo and (3) the ratio analysis schedule.  Include any additional TO DO points you noted during this work.  DO NOT HAND IN PRINT-OUTS OF THE ANALYTICAL REVIEWS OR 

MATERIALITY MODEL!! 






________

   BUDGETED TIME:

5 HOURS

   YOUR ACTUAL TIME: 
________
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