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Risk Assessment and Internal Control

3a- qmu Risk (SA w_;)

Q-l ! XYZ bed s engagxd In the business and mnning several stores de.ﬂmg in vaﬂety of ilems such as
| ready made garments for all seasons, shoes, gift items, watches etc, There are sevmty taEs on each
§ st —————— T P . ——
- and every item. Moreover, inventory records are physically verified on monthly v basis. Discuss the
H e R —p—
| types of inhevent, control and detection risks as perceived h} lhc -mdlmr
H—-—-w—-—‘ -

L"“—"'“ i s D — WA S S NS PR <

| Ans.: Inherent, control and detection risks:

(a rent Risk: Because items may have been misappropriated by employees, therefore, risk to

syvould be inaccurate.

| (b) Contro] Risk: There is a security tag onfeach item displayedJMoreover, inventory records are
] ‘ vsically verified on monthly basis. Despite various controls being implemented at the stores,

still coilusion among emplovees may be there and risk to auditer would again be that jnventory

{ the auditor is that inventory

-
records would be inaccurate
_I ' dg].-ﬂetecn‘on Risk: Auditor checks the efficiency and ellectiveness of varicus control systems in e
place. He would do that by making observation, inspection, enquiry, etc. in addition to these, the
— v — — i x ,
auditer would also employ sampling tecﬁniques to check few sales transactions from beginning

to @il However, despite all'these procedures, the auditor may not detect the items which have
[' — beer stolen or niisappropriated.

Q.2 | A Partnership Firm of Chartered ﬂu:cuuntants HT *-md Associates was appmnted to audit the books
| of accounts of Wind and Ice Limited for the financial year 2023-24. There was a I‘lSl\_-;Edt HT and
Associates would give an m"mprapnate audit opinion if the financial statements of Wind and lce

l R r Limited are matenaH} misstated. State the Risk mentioned in Mestmn

A

L

| Ans.: Audit risk:

ar

]
[ Risk menticned in the guestion is known ai Audit Risg because risk that auditor of a company will
| i i . A "

| give an inappropriate audit opinion if the financial statements of that company are materially

———
i —

misstated is known as Audit Risk.

"

{p

paddy stubble burning mainly catering to needs of farmers of North western mdu Due to
- 1mpnrtance given by governments to this issue, companies have eatered in the market in past few
| years. Many of these companies have not been successful and have gone bust, As an auditor of the
L i #

pm
{ company, can you spot the componenl of risks of material misstatement involved in above?
e P———— "

u Q3 ! . Wear & Tear Private Limited is a “start-up” engaged in providing holistic solutions to prﬁhlem of

| Ans.: Component of RoMM:
Facts given in the question highlights that many companies engaged in providing holistic solutions to
problem of stubble burning have not been successful. It shows that line’of activity is inherently risky.
Therefore, there is a greater possibility of misstatements.

Conclusion: Component of RoMM involved is “inherent risk.”
—

e -
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Q¢ 1A company has devised a control that its mwntm of pvrt-:lmbh- goud» is stored in allpfﬂl’ﬂate
conditiens i a controlled environment to provent any damages to inventory. Responsibitity is fixed
Lo twa W‘ D muniter envivonment using sesors and to report on deviations. ldentify lhe

imwm of mi. of material mmmwmm ilwnh ed asan aulli!m of the Lmﬂi’a"}

us_ LMM(‘!‘I- nf RoMM:

Facts given in the question highlights that inventory of perishable goods is stored in appropriate
conditions and vespons:hility is fixed on two persons to monitor environment using sensors and to
feport on deviations. There 18 @ possibility that persons given responsibility do not perform their
WOTK 800 repart doviations,

Conclusion: “-.nmp.mt\m of ROMM involved is “control risk”

et e e e ey e B e e B - e

'LLG Shfee Foods "m ate Ciraited & is C‘mmted in mamzfac!urmf of garlic bread, The auditers of company

\_/f" have planeed audit procedures in respert of recognition of revenucs of the company. Despite that,
. there {s @ possibilit that misstatoments in revenie recoguition are not identified by planned audit

! proecedures. Which sisk is being aiit.‘ded to?

e — S S A L Yol st

Ans: Detection Risi

Facts given in the question highlights that there is a possibility that planned audit procedures may not
achieve desired resultan -m o detect misstatements in revenue recognition.

Tendusien: The riskalluded to it is lde tection risk”.

Q6 | Jelobimitelis n!w:»i:m*z to list o Rombay Stock Exchange next year. As an auditor of fojo Limited,
w 38EnTly anyone Tensar a7 ‘rths‘cd ‘\mht nsk due to listing f‘f the compa.zv,r next vear.

Ams.: Reason of increaas cd audit risk due to hshng:

~-Based on the facts-given in the question, there is a greater cliance of misstatements_in the financial
_.__—-—-=|=-—._"_
ctarem < due 1o piznned listing next vear. There could be a Dohhihh’.tikf intentionai mampulatﬂ

of £S. En ,.haj.‘,cgd ponse is received to proposed issue)

Conclusion: There is increasad audit risk e, risk of expressing inappropriate opinion by the auditor
A — &
—awhenfirancial stat=meanis are materially misstated. - P

v 1 1111011 1k & & B k-

Q7,! ' on pe‘rus:nu fnancial statements of JoJo Limited put up for andit, itis (!'Wl}ﬂ'{“tl by the auditor that
/ - curvent ratie has buproved frem 1.20:1 (in preceding year) to 1.75:1 {in current year). ldentify g
i i‘-"gat kind of risk nssess:pent procedures are being performed by auditor? Has it any relation with |

. Hsting of the company next year en Bombay Stock Exchange? ; '

| Ans: Risk Assessinent Procedure:
'I-'é&s’given in the question highlights that current ratio has improved from 1.20:1 (in preceding year) £
to 1751 {in current year). The auditor is using “analytical procedures” as risk assessment
:- a 'p'ratédm‘es'ﬁ Current ratio has improved from previous year. There could B8 a possibility of P
misstatement in current assets and current liabilities. It is possible that improvement in current ratio '
i is artificial due to misstatements and has been done to secure good response to the proposed issue of

o

company next year.

Conclusion: Audjtur-is asing “analytical procedures“.
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Ans.: Use of Analytical Procedures as Risk Assessment procedures:

* Analytical procedures may identify aspects of the enti ich ¢ jtor was unaware and
may assist in assessing ROMM in order to provide a basis for designing and impiementing
responses to the assessed risks.

i Analytical procedures may include both financial and non-financial information.

Analytical procedures may help identify existence of unusu: al transactions or events, and amounts,

| ratios, and trends that might indicate matters that have mdnt Iillp]il‘_atlﬂp‘i
{ e
| e Unusual or unexpected relationships that are identified may assist the auditor in identifying

phidusi
RoMM, m, ecially RoMM due to fraud.

Ans.- Camponents of nsk of material missmtement'

| RoMM at assertion level comprises of two compenents ie., inherent risk and control risk. Both
inherent risk and control risk are the entity’s risks and they exist independently of the audit of
financial statements. Inherent risk and control risk are influenced by the client. These are entity’s
risks and are not influenced by the auditor.

yherent Risk: Susceptibility of an assertion about a class of transaction, account balance or

disclosure to a misstatement that could be material, assuming that there were no related internal
controls.

} Control Risk: Risk that a misstatement that could occur in an assertion about a class of
transaction, account balance or disclosure and that could be material, either individually or when
aggregated with other misstatements, will not be prevented, or detected and corrected, o 3
timely basis by the entity's internal control.

m SAs do not ord;;tatiiy
mm_mined assessment'of the

Ans.: Combined Assessment of RoMM:

Q.10

ent risk and mntl‘a nsk separatety but rather to
misstatement Explam. : -

o SAs do not ordinarily refer to inherent risk and control risk separately, but rather to a combined
assessment of the “ROMM”, However, auditor may make separate or combined assessments of
inherent and control risk depending on audit techniques or methodologies and practical
considerations.

e Assessment of ROMM may be expressed in quantitative terms, such as in percentages, or in non-
quantitative terms,

Audit risk = Risks of material misstatement x Detection risk

Audit risk = Inherent risk x Control risk x Detection risk

s e e e e e

Q.11 | Discuss what is included in risk assessment prmedures 1o obtain audit evidence about the deszgn
_and implementation of relevant controls. : ~ [RTP-May 181

Ans.: Risk Assessment procedure:

SA 315 “Identifying and Assessing Risk of Material Misstatements through understanding the Entity
and its Environment” defines the term Risk Assessment Procedure as audit procedures performed to

ZObtain an understanding of the entity and its environment, including the entity's internal control, to
identify and assess the risks of material misstatement, whether due to fraud '
identily rani e naterial missta ud or error, at the financial
statement and assertion level%

g
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s or svents, snd amounts, rates, and Frends that mignt indicate mattérs that have
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Chssrvolie and Dspectioa: Observation and inspertion may support inquiries Of

g

. ar bty 4 ite
rement ami others amd maw alse provide information about the entity ané 10

r’{h. “n: mww»m af m&s 3 m gm« malt tt.qg;\-[ent. Explain stating clearis what is not
pcinadind in Aodit BEK™ [uﬂi -Aug 18]

o dudis RSk s She sk thae the uditor Fves an inappropriate audit opinion when the financial

sctenments a0e matecialy misstated Thus, & is the risk that the auditor may fail to eXpress an

—
IOV JERTIE T ST Sty 'Séil{,f'.;‘.l’l'r.'!i'.

- Toarie ez oz

it s = 2 noccon of ROMM and detection risk. Assessment of risks is based on audit

nomgires Jerformed to obtsie nfeemation necessary for that purpese and evidence obtained

TrTEEnh T The Hut

- ndement, rather than a matter capable of precise
worised by an auditor is based on nis Teiming
b _—
AMraEEs dnl SDerence
o

ERREL S
%‘é ne Srcmmime past of Amdit Risk:

L pdie sk s 3 Secanacsl term refated m the process of auditing: it does not refer to the auditor's
-—-———-_._-

————
npsmess s suct a5 less Bom -;r_g:-itr:r: adverse publicity, or other events arising in

~pmecToir Wt the sudit of fesnn _L statzarents.
-.-.._—--—-_

= yﬁ:— =< gires ot nchade the risk Bag ’:,.;; Fuditor

might express an opinion that the financial
,,,,,,, = mot This risk is ordinarily insignificant.

QI3 The 5% de mee sedinaeily refer fo mbereat risk aad control risk separately, but rather to a

comied poessment of the ‘risks of matersd mixsaeement’. Explaim

iRTP~‘\m' 191
S ovmhaed Lssessment of RodM: .

a Sbs dir mer erdinarly refer to inherest cisk axd control risk separately, but rather to a combined
¢ of dhe “ROMM" Howewer guditer mayv malke separate or combined assessments of
piversey ane uacel risk depending oo auwdit techmques or methodologies and practical

LS.

« Eosresmens af BOMM noy be expressed i quantitatve terms, such as in percentages, or in non- |
g STETH i TS,

- i ) . :|
gt st = Tisis of mareral missttement « Decechion risk

S TN = ITETEE

Fhiaesi- iz

e risle = Coatral risk » Dutecton risk

e

i —
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Q14 The visks of m.nlnrlnl misstatement may exist at the financlal statement level and assortion fevel,

xx Explain the two levels, : ; ; (R -Hoy, 20;
| Aus.: Risk of Material Misstatement: Pobenld WP&’ bg Mas l‘
The risks of material misstatement may exist at two |evels: ﬂ A ey

he overall financial statement level: Risks of material misstatement at the ruw.:il financial
statement level refer to risks of material misstatement that relate pervasively 1o the financial

statements as a whole and potentially affect many assertions.

L e
ww\e (ii)_ e assertion level for classes of transactions, account halances, and disclosures. [1isks of
P
o material misstatement at the assertion level are assessed in order to determine the nature,
———— L S e e

s

tiny ning, and extent of further audit procedures necessary to obtain sufficient aporopriate audit

p L,

b evidence, This evidence enables the auditor to express an opinion on the financial statements at
W
an acveptahly low level of audit risk.
""--)" Q.15 For th the purpuse of ldc—ntlfying  and a a%ewing the risks of material h;ivj;taw-nenl the auditor shall
identify risks throughout the process of obtaining an understanding of the entity and its
-..;ﬁ_‘{ environment. Explain in detail along with other relevant points, [RTP-Nov. 20}
' Or
--.\._‘ Di the steps to be taken by the auditor for the purpose of Identifying and assessing the rigks of
T material misstatement as per SA 315, [M TP- ‘-‘ep 22]
--.,‘ Ans.: Identifying and assessing the risks of material r;i;statemél:.“t% -

* The auditor shall identify and assess the risks of material misstatement at:
(A financial statement level;

(B) ssertion level for classes of transactions, account balances, and disclosures to provide a
basis for designing and performing further audit procedures

E * Q . r the purpose of Identifying and assessing the risks of material misstatement, the auditor shall:

environment, including relevant controls that relate to the risks, and by considering the

\ ‘ i H ' T - -
j M J MD classes of transactions, account balances, and disclosures in the financial statemen ts;
Q) *ype st A i, st sl T

Mssess the identified risks, and evaluate whether they relate more pervasively to the

2, Lt
| M financial statements as a whole and potentially affect many assertions;
M

late the identified risks to what can go wrong at the assertion level, taking account of
relevant controls that the auditor intends to test; and

(d) CLonsider the likelihood of misstatement, including the possibility of multiple misstatements,

and whether the potential misstatement is of a magnitude that could result in a material

misstatement,

f
i
j Q.16 _jAMuch, of the information obtained hy the auditor’s inquiries is ohtamed from inanagement and
;’ /  phOse respensible for financial reporting. However, the auditor may also obtain imformation, or a
|
-
-
$
—

diﬁ’erent perspectlve in identifying risks of material misstatement, through inguiries of oihers
w:thm the ﬂltlt_‘.' and other employees with different levels of authonty

Explam with the help uf examples - | : g [RTP-Nov. 20]

; S ae Or
o bR R S o
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6 within thﬁ

Foro vhei amu!om nmmw‘ shialh furlnde the ;“quiriun uflimuaaamunt and erothe lmmg
| ey Al Gy thve apditer’s fdgment may have nnmumlnn thnl s IMeoly to assst in iden

’ t{\‘t\ of prarevial msstatement dile 6 Frad or prvan, . 1
18- Sep. 3‘,2-
i‘\t\!w‘n Hvi At teast theee exampley, M1 l o3t

L Anss tnguivtes of management, and of others within the a-utln-
i . ‘ s for
i M of the mtormation x ebtained through fnquiry Hum m nuut-nn it and lh.. i responsible

" 4
7 financial reporting. However, auditor may also obtain In[nun.atlun Ihlﬂll}_'l'i |||qm|lt"< of others within

the entity & employees,

111 1 I 34

i Example of Inguiries.
| s Inquiries directed toward fnternal audit nersmuwl may provide Information about H
internal audit procedures performed relating to design & gftectiveness of entity's internal Q

control,
ynit'ies of employees involved in Initlating, processing or recording complex or .
S en

unusual transactions: may help auditor to evaluate appropriateness of selection &
applh‘aﬁnn of accounting policies, h
Mﬂiﬁes directed toward in-house legal counsel: may provide information about marters
such as litigation, compliance with laws and regulations, knowledge of fraud or suspected ﬁ
fraud. W . ‘
! \Wries directed towards marketing or sales personnel: may provide information about h
changes in the cEEly'.-: marketing strategies, sales trends, or contractual arrangements with its Ji
customers. ﬁ
i (e iries directed to the risk management function: may provide information about
i operational and regulatory risks that may affect financial reporting. ﬁ
(f) Ingquiries directed to information systems personnel: may provide information about .
| _ system changes, system ot control Taflures, or other infnﬁn_ntinn system-related risks. ﬁ
. (L. i R T i ¢
Q.17 I:\“;J)--““; Bt \.&c:!ures perfarmad oy righk '-.c.omnnnt prnrodurm may ulvntlrv .l\pl'(‘l\ of the vnmt_i-t—y‘ ¢ |
; of which the anditor was nnawnre aud may assisd in assessing the risks of matorial misstatement in ﬁ

order to provide a basis for designing and implementing responses to the assessed risks, Explain . %
i

detai{. RTP-Nov. 20} £

1 Am.. Use ofAnalytlcu! Procedul esas Riah Abbebsmmt Prucerlurvs.

l* o Analytical procedures performed as risk assessment procedures may identify aspects of the h
| entity of which the auditor was unaware and may assist in assessing the risks of material | |
] misstatement in order to provide a basis for designing and implementing responses to the [
‘ assessed risks. ; ’ ‘
J s Analytical procedures performed as risk assessment procedures may include both financial and A
{ |

|

non-financial information, for example, the relationship between sales and square footage of

| o Analytical procedures may help identify the existence of unusual transactions or events, and
| ~ amounts, ratios, and trends that might indicate matters that have audit implications,

' selling space or volume of goods sold. |

ynusual or unexpected relationships that are identified may assist the auditor in identifying risks
of material missiatement, especially risks of material misstatement due to fraud.

i P

{ ¢ ¥

. N . A e b
]

A 3.6 !
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Chapter 3 Risk Assessment and Internal Control

Q18 |

N\

Q.19

2] of managemmt and nthers Biwiss !’ﬂv‘
Wit &

exam les of anditprocedures whuh Illtludt' observation or msgmig_gn ofthe enmsf"‘: aperatlmrsn

faly21 (3 Marks)}’
ks sl

o i it

Ans.: mples of audll pl‘urvdurvs whith Im:!mle oburvatiun nr impection o{ entity s operations:
0

bservation and inspection may support inquiries of management and others, and may also provide
information about the entity and its environment.

Exam Ph'? of such audit procedures include observation or inspection of the following: (’ﬂ E.]?)
's pperations.

ocu ents (such as business plans and strategies), records, and internal control manuals.
orts prep (Quarterly Management Reports and Interim ¥.5.) & TCWG
(Minutes of Bo etings).

tlty s premises and plant facilities.

. A S
You are appointed as an auditor of Gama [.td. mer audit assrstant wants to understand the meaning

of Audit Risk. Explain him the meaning of ﬁ.udlt Risk mth example. Also guide him as to what is net

included in Audit Risk. _ et 029 [May 23 {marks}}

Ans.: Audit Risk:

* Risk that auditor gives an mdppropr:ate audit opinion when F.S. are materially misstated. It is the
possibili ]

» Auditor is required to p!an and perform audit in such a way that audit risk is reduced to an
acceptably low level. SA 200 states that auditor shall obtain suffici i it exidence

to reduce audit risk to an acceptably low level and thereby enable the auditor o draw reasgnable
conclusions on which to ba au s opinion.
e s = e

o Audit risk is a function of the risks of material misstatement and detection risk
Risks not forming part of Audit Risk: Refer Answer of Q, No. 12,

, r?’ rmﬁfg an I&udiz"

Consideratlon of Materiallty and Audit Risk:
Concept of materiality is applied by the auditor both in planning and performing the audit, and in
e e

evaluating the effect of identified misstatements on the audit and of uncorrected misstatements, if
any, on the financial statements and in forming the opinion in the auditor’s report.

Q21 €A

| Ans.: Consideration of Materiality:

Mm nf Secy nty is platenai for audi uditor.

'pdftm' of Build Well Forgmgs Private Limited havmg a revenue of ¥ 25 crore. m

If there isZanz statutory reguirement of disclosure, it is to be considered material. }icheduie i
mandates disclosure of nature of security frelation to loan. The amount involved is irrelevant.

e

3.7
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\r;'hlthtturﬂ have to be considered this |

FHality required to be documented by the auditor?

ki e i

Ans. Dowméﬁratto; .a.niz.M-a.thél.‘iail_ty.:w s el
Audit documentation shall include the following amounts and the factors considered in their
determinatinn‘_xm ML PK e ikl

s.-ra'_l/hld;\tertahty for the financial statements as a whole

(b). If applicable, the materiality level or levels for patticular classes of transactions, account
L

o

balances or disclosures

\
} %
i .._,{d/;erformmwe materiality and

| Mny revision of (a) to (c) as the audit progressed.

{32 W e g e
Q23 | While conducting the audit of Smart TV Ltd., engagement teain of HTR & Co., has considered
| materiality and audit risk throughout the audit. Discuss explainirg the meaning of audit risk.
: s -
[RTP-May 2Z]

Ans.: Audit Risk and Materiality:

« In conducting an audit of F.S, overall objectives of auditor are to obtain reasonable assurance
about whether the E.S. as a whole are free from material misstatement, whether due to fraud or
error, thereby enabling the auditor to express an opinion on whether the F.S. are > prepared, in all
material respects, in accordance with an_applicable FRF; and to report on the FS, and

communicate as required by SAs, in accordance with auditor’s findings.

e Auditor obtains reasonable assurance by obtaining sufficient appropriate audit evidence to reduce
audit risk to an acceptably low level.

/udit risk is the risk that the auditor expresses an inappropriate audit opinion when the financial
statements are materially misstated. Audit risk is a function of the risks of material misstatement

and detection risk.

e Materiglity and audit risk are considered throughout the audit, in particular, when:
\,[zjﬁ:ntifying and assessing the risks of material misstatement;

Determining the nature, timing and extent of further audit procedures; and

Evaluating the effect of uncorrected misstatements, if any, on the financial statements and in

1 forming the opinion in the auditor’s report.
L

Aateriality for ti:e financial statements as a whole may need to be revised as a result of a change in
: reumstances that occurred during the audit. Explain with the help of example. [MTP-0ct, 19}

Aus.: Revision as the Audit Progresses
e SA 320 on “Materiality in Planning and Performing an Audit” lays down the standard on the
concept of IIEE’IEEH}’. :
P Materiality for the F.S. as a whole (and, if applicable, materiality levels for particular classes of
\/V transactigns, account balances or disclosures) may need to be 1~e.iiie£§,s_a£§pjt_ﬂfa:

/C, -LC\//Y ‘_W;e in circumstances that occurred during audit (for example, a decision to dispose of a

major part of the entity’s business),

; few information, or

. ‘tor's understanding of the entity and its operations as a result of performing
. (c)Hfange in a‘udltors understanding h . ; :
| further audit procedures. e — dliiinee

| st

BRI LR s 3.8
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. p : - r— i . i b vt R A
ﬁ the sudiver robbisdies that a lower wmtetiality for the financial statements as a whole (and, ¥

# transactions, account balances o

aptificabile, materiality level or levels for particdar CiAsees ¢
- B

B Lt

tlselostires) than that (nitially dstermined ie appropriate, the suditor shail determine whether 1Lis

necassary fo tivise perfoarmnance matetiality, and whether the pature timing and extent of the

N

hn.il.mr wadli) fid e edbiir o6 vemin A opriatg,

ET e

Q.25 '_W‘it& referetics tu 5 120 “Materiality in plansing and wsu;mmg an andit” fadicate the factors

the fimancial statements as o wheile,

which miay clfedt the Identification of an appropriate beachimaiig griile determining materialitv for

[Bov. 20 {4 Mﬂr?':‘ﬁ

Gr

' You are being apprinted as the auditor of Track Lid, for the first fime. You want ta determine the
materiality level and for that you have applied percentage 1o choose ferchmark as a starting goint

in determining materiality for the financial statements 2s 2 whole.
affect the dentification of an appropriate benchmark?

What are the factors that may
[RTP-May 21}

Or

An auditor has to exercise professional judgement in determining materiality. Explain the facters
that may affect the identification of an appropriate henchmark in determining materiality for the
" financial statements 4s whole,

| Ans.: Factors affecting identification of app-ro;riat; benchmark as per SA 320:

[May 23 (3 Marks}}

Determining materiality involves the exercise of professional judgment. A percentage is often applied
to a chosen benchmark as a starting point in determining materiality for the financial statements as 3

whole. Factors that may affect the identification of an appropriate benchmark include the following:

Melemcms of the financial statements (for example, assets, hiabiities, equity, revenus
expenses);

(Z) Whether there are items on which the attention of the users of the particular entity’s financial
statements tends to be focused (for example, for the purpose of evaluating financial performance
users may tend to focus on profit, revenue or net assets);

(3 © nature of the entity, where the entity is at in its life cycle, and the industry and economic

environment in which the entity operates;
(4) The entity’s ”‘W (for example, if an entity is financed
solely by debt rather than equity, users may put more emphasis on assets, and claims on them,

than an the entity’s earnings); and

(53~ The relative volatility of the benchmark.

LA

 this context, explain the auditor’s assnm;i;ns about users of the financial statements.

0.26 [‘l’he auditor’s determination of materiality is a matter of professional judgment, and is affected by
the auditor’s perception of the financial information needs of users of the financial statements. In

e

b

[RTP-May21}

e

.ns.: Auditor’s assumptions about users of the financial statements:

The auditor’s determination of materiality is a matter of professional judgment, and is affected by the
auditor’s perception of the financial information needs of users of the financial statements. In this

context, it is reasonable for the auditor to assume that users:
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iL-Tlave a reasonable knowledge of_business_;r;ame?r;ncmic activities @
with reasonable diligence:

willingness to study the information in the financial statements
sudited to leveis of

\/ﬂ/llnderstand that financial statements are prepared, presented and

- materiality:
- af
he measurement of ameounts based on the ss& &

(iii) Recognize the uncertainties inherent in 1
estimates, judgment and the consideration of future events; and

N 3.8 i £ 3 5 ;1 apatpTTIeTiA
(ipY” Make reasonable economic decisions on the basis of the information in the financial stateme
_________,_._—————-"“_'_'—_“_ e

in the ami,e'x;;ri the
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Q.27 | Financizl reporting trameworks often discuss the concept of materiality
| preparation and presentation of financial statements. Explain. !R'TP’“_i 3EL

e ; i e
| Ans; ce;t of materiality in the context of the preparation and presentation of F.S.:
. Financial reporting frameworks often discuss the concept of materiality in the comtext of the
preparaticn and presentation of financial statements. Although financial reporting frameworks ma¥
E discuss materiality in different terms, they generally explain that:
{1) Mjsetatements, including omissions, are considered to be material if they, individualiy or in ©
aggregate, could reasonably be expected to influence the economic decisions of users 12520 o8
the basis of the financial statements; -
ngents about mateﬁa]iww of surrounding circumstances, and are
affected by the size or nature of a ‘misstatement, or a combination of both; and
\(3]/un(g‘ments about matters that are material to users of the financial statements are based on 2
consideration of the common ﬁnaEc_i_gLinfonnation geeds of users as a group. The possible effect

=T

! ﬂ-""_-_---_
i of misstatements on specific individua! users, whose needs may vary widely, is not consider=c.
|

Q.28 | What could b2 considered material for all situations cannot be defined precisely and an amount of
' ransaction rnaterial m one smration may not be material in other situation. Explain. [RTP-Nov.21}

| Ans.: Concept of Materiality:

i « SA4 320 “Materiality in Planning and Performing an Audit” requires the auditor to consider
| 2 i . x = X . s = "
| materiality and its relationship with audit risk while conducting an audit. When planning t=¢

audit, the auditor considers what would make the financial information materially misstated.

« The auditor’s preliminary assessment of materiality related to specific account balances and
classes of transactions helps the auditor decide such questions as what items to examine 20d
whether to use sampling and analytical procedures. This enables the auditor to select aud:
procedures that, in combination, can be expected to support the audit opinion at an acceptabiy

low degree of audit risk.

e It may be noted that the auditor’s assessment of materiality and zudit risk may be different at the
time of initially planning of the audit as against at the time of evaluating the results of audit
procedures. At the planning stage, the auditor needs to consider the materiality for the fimancial
statements as a whole. The auditor has to carry out 3 preliminary identification of significant
components and material classes of transactions, account balances and disclosure which he plans

to examine.

« What could be considered material for all situations cannat be defined precisely and an amount or
transaction material in one situation may not be material in other situation. For example, ¥ 5000
may be material for a small entity, but even X 5,00,000 may not be material for a large entity.
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