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Improving of assessment methodology of the audited organizations 
performance at the stage of audit planning

Abstract. The authors consider the role of assessment procedure of the performance of an audited organization at the stage 
of audit planning. They have systematized external and internal factors affecting the activities of an audited organization and 
developed a unique model that includes a separate unit of assessment of investment attractiveness with the help of rating express 
method of the economic entities ranking.
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1. Introduction. Assessment procedures of the audi-
ted organizations’ performance are not enough specified in 
the re gulatory documents in Russia. In this regard, there is 
a need to develop the method of assessing the performance 
of an  audited organization at the planning stage. The neces-
sity of developing the methodological tools of audit work con-
tributes to the quality of audit at the planning stage and the 
whole procedure of audit work in general.

2. Problem statement. The planning of audit work is spe-
cified in the normative documents. However, they are of ge-
neral nature and do not take into account the specific objects 
of an audit, there is no regulation of special methodological in-
struments for assessing the performance of an audited organi-
zation at the stage of audit planning.

The method of assessing the performance of audited or-
ganizations at different stages of audit may have distinctive fea-
tures. At the stage of audit planning, there is a need in express 
method of estimating performance indicators for the purpose 
of appropriateness of additional indicators calculation. In con-
nection with this, there is a need to clarify indicators and the 
assessment method of an audited organization’s performance. 
Aforementioned determines the obvious relevance of the study.

3. Analysis of recent studies and publications. The con-
cept of audit planning, the main stages and principles of its 
planning are discussed in the works of such foreign scientists 
and practitioners, as: R. Adams (1995) [1], A. A. Arens (1995) 
[2], A. Burke (2015) [3] D. R. Carmichael (1995) [4], J. K. Loeb-
becke (1995) [2], R. Dodge (1992) [5], J. Robertson (1993) [6], 
O. Podolyanchuk (2014) [7], A. V. Smetanko (2014) [8], etc.

The organization and methods of audit are considered in the 
works of leading Russian scholars and practitioners, namely: 

N.  V. Parushina (2008) [9], V. I. Podolsky (2014) [10], A. A. Savin 
(2015) [11], I. A. Savin (2015) [11], V. P. Suits (2008) [12], 
N. N. Khakhonova (2011) [13], A. D. Sheremet (2008) [12], etc.

In accordance with the international standard on auditing 
activities ISA 300 «Planning an Audit of Financial Statements», 
audit planning involves the overall audit strategy establishing 
and an audit plan developing [14].

In the Russian practice of auditing activity, audit planning 
is regulated by the Federal rule (standard) of auditing activi-
ty No. 3 «Audit Planning». It considers audit planning as «the 
development of a general strategy and detailed approach to 
expected nature of audit, time frame and scope of audit pro-
cedures» [15]. The same opinion is expressed in the works of 
N. N. Khakhonova, I. N. Bogataya (2011) [13, p. 108], N. V. Pa-
rushina, S. P. Suvorova (2008) [9, p. 65].

According to A. A. Arens and J. K. Loebbecke (1995), pre-
liminary planning is carried out at the initial phase of  audit 
work, and often (if appropriate) at the client’s office. Prelimi-
nary audit planning includes deciding on the consent to be-
gin or continue the audit for a client, establishing reasons why 
a client justifies his order on the audit, selecting personnel to 
perform audit work and making up a written commitment [2].

A. Burke (2015) says that there are some primary benefits 
from audit work planning: it helps an auditor to obtain sufficient 
appropriate evidence of circumstances that make it possible 
to see the reasonable cost of audit in order to avoid misunder-
standings with a client [3].

However, it should be noted that theorists and practitio-
ners do not have a shared opinion about the content of the 
preparatory stage of audit. The questions of standardization 
of audit planning content are insufficiently worked out, which 
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 determines not only the quality of audit planning and its pro-
cedure, but also the quality of an auditor’s judgment.

4. The purpose of the article is to summarize the proposed 
methods for assessing the performance of an audited organi-
zation at the stage of audit planning and to develop own tech-
nique based on the assessment of investment attractiveness 
with the help of rating express method of ranking the econo-
mic entities.

5. Results. When planning audit work, one must not for-
get an important issue of quality and reliability of information. 
 Also, as state M. Vasyliuk and O. Hryhoriv (2015), «All actions 
on formation of management system and quality assurance of 
audit services should be based on the following general ma-
nagement functions: problem definition, goal setting; ensuring 
the implementation of the set task; task control; taking correc-
tive measures in case of deviations of results from the set tar-
gets and goals» [16, p. 65].

At the initial stage of audit planning, an auditor must make 
a conclusion that an organization will be able to continue as a 
going concern, as it is a fundamental principle of prepa ring fi-
nancial statements. The need for such analysis is due to the 
fact that an organization makes forecast for the future only 
when it is going to operate in this future.

The actions of an auditor on checking the validity of pre-
paring financial reporting by the economic entity on the ba-
sis of going concern assumption is regulated by Federal Rules 
(Standards) of Auditor Activity No. 11 «The applicability of going 
concern assumption of an audited entity» [15]. In international 
practice, there is ISA No. 570 «Going concern». On the whole, 
the content of the Russian and international standards of audi-
ting does not have significant differences.

According to the legislation on conducting accounting and 
drawing up accounting statements, economic entity must con-
duct a special evaluation procedure of its going concern ability, 
and also it must disclose all events and conditions being sub-
ject to review that may affect the compliance with going con-
cern assumption.

«Certain financial indicators can be estimated with the use 
of analytical procedures, the definition of which is given in Fe-
deral Standard of Auditor Activity 7/2011 «Audit evidence». In 
accor dance with this Standard, when performing analytical pro-
cedures, an auditor evaluates financial information and analy zes 
the relationship between the data of financial and non-financial 
nature. Analytical procedures also include the study of the re-
vealed deviations and relationships that contradict any other in-
formation or differ significantly from the forecast data» [17, p. 127].

According to ISA 500, audit evidence is the information 
used by an auditor in formulating the conclusions which form 
an audit opinion [7, p. 61].

 A very important purpose of audit along with the confirma-
tion of accounting reliability of reporting is the assessment of an 
organization’s performance, which involves the development of 
methods for integrated assessment of external and internal fac-
tors affecting the business of an audited entity [18, p. 116].

In line with this, there is an objective necessity, 
namely the development and modification of assess-
ment methods of the performance of an audited organi-
zation and all factors influencing it at the stage of audit 
planning.

Federal Standard of Auditor Activity No. 8 involves 
the assessment of internal and external factors affec-
ting the business of an audited entity, however, it is not 
enough developed and requires further regulation in the 
local papers of audit organizations.

A. V. Smetanko (2014) recommends dividing the 
factors into 2 groups:
• environmental factors (external) are the most risky 

factors that usually do not depend on the decisions 
taken by senior management. These factors are de-
fined by the expert method and in most cases they 
are objective ones. For example, such risk factors in-
clude inflation, regulatory policies, etc.;

• factors of internal environment (internal) are the risk-
factors that arise in the system of management in 
business transactions (business processes and busi-

ness transactions) and management decisions. Such factors 
of risk include shares prices, the amount of distributed divi-
dends, production volumes, etc. [8, p. 137].

Our earlier studies revealed that the method of assessing 
the performance of an audited organization should take into ac-
count the influence of state policy, industry practices, regulation, 
the organizational structure of an enterprise and the structure 
of accounting, profit level and growth rate of borrowed funds. All 
these factors allow one to assess the performance of an enter-
prise, but any analysis necessarily includes comparing the va-
lues of indicators with industry average indicators or with simi-
lar indicators of other enterprises of the same industry. In  other 
words, more objective assessment of an enterprise’s perfor-
mance requires comparative assessment of its performance in-
dicators with those of other companies; so to say it is necessary 
to assess the competitiveness of an audited organization. Also, 
at the stage of audit planning, it is important to evaluate the in-
vestment attractiveness of an audited organization. This would 
allow an auditor to give the most reasonable assessment of an 
enterprise’s performance, and an auditor would be able to study 
audit results of other companies in the same industry, which 
would help him in the course of audit work to give recommenda-
tions what should be paid more attention to. In general, it could 
give a better understanding of the specifics of the whole industry.

The investment attractiveness of an enterprise is an inte-
grated indicator that characterizes the advisability of investing 
in the given company [19, p. 137].

The proposed methods do not take into account the le vel 
of competitiveness and investment attractiveness, which is of 
particular value for the assessment of going concern of an 
 audited organization.

The analysis of competitiveness level and investment attrac-
tiveness of an enterprise can be carried out with the help of ra-
ting express method of ranking the economic entities [19, p. 96].

Our developed methodology is based upon the assess-
ment of the most significant coefficients: financial stability in-
dex, asset turnover ratio, liquid assets ratio, profitability ratio 
and their comparison with standard values. Complying with the 
criteria for each of the analyzed financial coefficients, gives the 
appropriate value of rating in points with the use of corrective 
points. After the performed calculations, an economic entity 
may refer to the one of 4 groups of investment rating (where 1 
is the  highest index, and 4 is the lowest index of rating score).

Let us apply the developed methodology to assess the 
level of competitiveness and investment attractiveness of the 
OJSC «Kursk Factory of Technical Fabrics» (a consumer goods 
industry enterprise from Kursk Region). The results of assess-
ment are presented in the Table 1.

Production and economic assessment of our research ob-
ject showed that in 2014, the OJSC «Kursk Factory of Technical 
Fabrics» had decrease in its performance indices as compared 
with 2013. In particular, despite an increase in growth rates 
of the company’s revenues, profit growth rates were increa-
sing slowly, and asset growth rates were increasing faster than 

Tab. 1: Rating express method of assessment of the enterprise’s 
performance (On the example of the OJSC «Kursk Factory

of Technical Fabrics» data for 2014)

Source: Developed and calculated by the authors
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 revenues growth rates. That is, the company did not follow the 
so-called «golden rule of economy». The indicators of returns 
on assets, liquidity, profitability and turnover decreased in 2014 
as compared with 2013. This decreasing tendency was greatly 
influenced by a significant increase in the cost of fixed assets, 
growing accounts receivable and accounts payable, lack of 
funds to repay the most urgent commitments. Aforementioned 
points to the fact that the organization’s performance reduced 
in 2014. In addition, there was a high percentage of fixed assets 
wear, and, in particular, its active part (about 70-80%). In 2014, 
the organization significantly updated basic production assets, 
which, at a later stage, will allow it to increase production vo-
lumes, reduce costs for repair and maintenance of equipment 
and make it possible to produce more competitive products.

The assessment of investment attractiveness and compe-
titiveness has shown that this enterprise belonged to group 3 
of ranking score of investment attractiveness, i.e. investment of 
finance in this enterprise is risky enough.

Thus, for a more complete assessment of the enterprise’s 
performance, an auditor must include the assessment of com-
petitiveness and investment attractiveness of the enterprise 
in the preliminary planning. This will provide a comprehensive 
and detailed study of the performance of an audited entity and 
more qualitative audit on the whole. Figure 1 presents an up-
dated algorithm for the assessment of the performance of eco-
nomic entities at the stage of audit planning.

Thus, the assessment of competitiveness and investment 
attractiveness of economic entities allows us to determine the 
group of investment rating to which a certain enterprise be-
longs, i.e. it allows us to assess the attractiveness of an orga-
nization for investors.

This is one of the most important indicators of an enter-
prise’s performance, since investments provide an opportunity 
to grow, to increase production rate, to develop a new market 
share. Competitiveness and investment attractiveness show 
the efficiency of a company’s performance in comparison with 
other organizations in the same industry. Since competition is 
one of the most important external factors influen cing a com-
pany’s performance, its assessment is necessary at the stage 
of audit planning.

6. Conclusion. The results of economic entities’ perfor-
mance assessment during the stage of audit planning is close-
ly linked with the use of analytical methods of internal accoun-
ting information processing and the analysis of external factors 
concerning the state of the market, partners, competitors, fi-
nancial system, etc.

The investment attractiveness of organizations is a key 
condition for their sustainable development, as the need to re-

store raw materials potential is a factor of increasing the com-
petitiveness of products (works, services).

 The proposed algorithm includes the assessment of in-
vestment attractiveness based upon rating express method of 
economic entities ranking. At the stage of audit planning, it will 
allow us to identify high-risk areas, which, in general, will lead 
to a fair reasonable assessment of an audited organization’s 
performance and its going concern.

References

1. Adams, R. (1995). Basics of audit. Ya. V. Sokolov (Eds.). (Trans. from English by Y. A. Arienko). Moscow: Audit (in Russ.).
2. Arens, A. A., & Loebbecke, J. K. (1995). Audit. Ya. V. Sokolova (Eds.). (Trans. from English). Moscow: Finance and statistics (in Russ.). 
3. Burke, A. (2015). Introduction to Audit Planning, Examiner Professional 1 Auditing. Retrieved from http://www.cpaireland.ie/docs/default-source/Students/
Study-Support/P1-Auditing/introduction-to-audit-planning.pdf?sfvrsn=0
4. Carmichael, D. R., & Denis, M. (1995). Audit standards and norms. (Trans. from English). Moscow (in Russ.). 
5. Dodge, R. (1992). A brief guide to the standards and norms of audit. (Trans. from English by S. A. Stukau). Moscow: Finance and statistics (in Russ.). 
6. Robertson, J. (1993) Audit.  (Trans. from English). Moscow: KPMG, Audit firm «Contact» (in Russ.). 
7. Podolyanchuk, Е. А. (2014). Procedures for obtaining audit evidence. Ekonomicnij casopis-XXI (Economic Annals-XXI), 1-2(2), 60-63. Retrieved from 
http://soskin.info/userfiles/file/2014/1-2_2014/2/Podolianchuk.pdf (in Ukr.)
8. Smetanko, А. V. (2014) Improving the process of identification and responding to risks by internal audit service. Ekonomicnij casopis-XXI (Economic 
Annals-XXI), 11-12, 135-139. Retrieved from http://soskin.info/userfiles/file/2014/11-12_2014/Smetanko.pdf (in Ukr.)
9. Parushina, N. V., & Suvorova, S. P. (2008). Audit. Moscow: ID «FORUM»: INFRA-M (in Russ.).
10. Podol’skiy, V. I. (2014). Audit. Moscow: UNITI-DANA (in Russ.).
11.  Savin, А. А., & Savin, I. А. (2015). Audit. Moscow: Yurait (in Russ.).
12.  Sheremet, А. D., & Suits, V. P. (2008). Audit. Moscow: INFRA-M (in Russ.).
13. Khakhonova, N. N., & Bogataya, I. N. (2011) Audit. Moscow: KNORUS (in Russ.).
14. International Federation of Accountants (2010). International standard on auditing 300 «Planning an audit of financial statements». Retrieved from 
http://www.ifac.org/system/files/downloads/a016-2010-iaasb-handbook-isa-300.pdf
15. The Government of the Russian Federation (2011, December  22). Decree of the Government of the Russian Federation of September  23, 2002 No. 696  
«On approval of Federal rules (standards) of audit activity» (Revised on December 22, 2011) (in Russ.).
16. Vasyliuk, M., & Hryhoriv, O. (2015). Parameters of quality forming in modern audit practice. Ekonomicnij casopis-XXI (Economic Annals-XXI), 3-4(2), 63-66. 
Retrieved from http://soskin.info/userfiles/file/2015/3-4_2_2015/Vasyliuk,%20Hryhoriv.pdf (in Ukr.)
17. Alekseeva, V. V., & Milgunova, I. V. (2015) Audit (Basics of organization, planning and documentation): training manual. Kursk: Southwest State University 
(in Russ.)
18. Alekseeva, V. V. (2012). Development of assessment methodology of organizations’ performance at the stage of audit planning.  Izvestiya Yugo-zapadnogo 
gosudarstvennogo universiteta. Seriya: Ekonomika. Sotsiologiya. Menedzhment (Southwest State University Bulletin. Series of Works: Economy. Sociology. 
Management), 3-4(43), 116-119 (in Russ.).
19. Milgunova, I. V., & Vertakova, Yu. V., & Kolmykova, T. S. (2012). Formation and assessment of competitive advantages of industrial enterprises: monograph. 
Kursk: Southwest State University (in Russ.).

Received 8.12.2015

Fig. 1: Updated algorithm of assessing the performance 
of economic entities

Source: Developed by the authors based at previous works
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