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Risk Assessment and Internal Control
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Q.1 \‘ké itfi i~ enga;gmi ia ttw b\mmﬂs .smi numing se\:emi 5mrm dcaténg in variety Df iiefns th as
Wﬁd} made garments for all I seasons, sl shoes, gﬂ’t items, watches etc. There are semmy tags 1 on each
PR —
;mi} every itern. Moreover, inventory records are physically verifi ed on nwnthh basis. I)ismss t;‘%e
Q‘ges of inbevent, control and detection risks as pxerce;ved hy the aud;tor

S et
e S R R o SRS SRS e raneran e R RS SEECE N REREESCERIGHES S

| Ans.: Inherent, control and detection risks:

{a herent Risk: Because items may have been misappropriated by employees, therefore, risk to
d e ——

ould be inaccurate.

(b) Control Risk: There is a security tag onMox eover, inventory records are
vsmal

; the auditor is that inventory rec

Iy verified on monthly basis. Despite various contro)s being implemented at the stores,
still collusion among emplovees may be there and risk to auditor would again be that jnventQry

records would be inaccurate.

W ——

Mtection Risk: Auditor checks the efficiency and ellectiveness o1 varicus control systems in
place. He would do that by making observation, inspection, Lnguhy, etc. in addition to these, the
R ——
auditer would alss employ sampling tecixmques to check few sales transactions from beginning
to end However, despite all'these procedures, the auditor may not { the items which have

{‘ o ‘beé’n stolen or niisappropriated.
2 A Parmemhlp Firm of Chartered xh:countants HT and Assoaates was appﬂmted ta mdlt the books
of accounts of Wind and e Limited fur the financial vear 2023-24. There was a risk that HT and ,
| Associates would give an inappropriate audit opinion if the financial statements of Wmd and lce
E Limxted are matenaﬁy misstated. State the Risk mennoned in the questmn s .
e

| Ans.. Audit risk:
Risk menticned in the guestion is known aAAudit Ris& because risk that auditor of a company will

¢

;

i give an inappropriate audit opinion if the financial statements of that company are materially
misstated is known as Audit Risk.

Q3 - Wear & Tear Private Lumtee_ is a “start- up engagad in pravxduxé}mhsm solutmus to ;)mhi&m of
; paddg stubble burning mainly catering to_needs of farmers of North western India. Bae 10
u‘npgr{ance gwen by governments to this issue, (fmnpames have eatered in the xm{‘ket m p‘i 'tgfew

- years, Many of these companies have not been successful and have gone ¥ .

R W

_Company, can you spot the wmpeuem of risks of ma;:erm{ mxssmmm:nt

Ans.: Component of RoMM;
Facts given in the question hxg,hhghts that many companies engaged in providing holistic solutions to
problem of stubble burning have not heen successful. It shows that Tine of activity is inherently nsky
Therefore, there is a greater pﬂﬁstbiiit}' of misstatements.

Conclusion: Cc«mponent of RoMM i:wolved is “inherent risk.”

pa——

i Y
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Facts given in the question highlights that inventory of perishable goods is stored in appropriate

conditions and responuibility is fived on two persons to monitor environment using sensors and to

:mwt o «.im”‘;smmx There 18 a possihility that persons given responsibility do not perform their
etk and repont dovighions,

f@m«mm vomponent of RoMM involved is “control rigk”

Ao . e SN e - - TR e, e

b el M Py va!‘e L.m.mm is mgagm! in mamxfwcmm:g 0f garlic bread. The auc*:ters of mmpaayf'

| wave gémamai audit i‘!\‘!“{“"i‘hﬁ‘fn\ in respect of recognizion of revenues of the company. i}esplte that,”
m sa W&m  misstaloments in revente i*e;.ug,mtmn are not identified by piamed audit
w@ém Which sisk is bei ahaded‘tq" :

%:», Detection Risin

Facts given in the question highlights that there is a possibility that planned audit procednres may not
achieve desired result an(i fail jo detect misstatements in revenue recognition.
s i s A S, Sl

Londlusien: Theriskalluded o it is {detection risk”.}

alesningtaiiston Emﬁ ook next vo*x Ac an l:ndi‘or di‘}‘ala I.mmn{:
1.)0“ sﬁrﬁf" s::f ReTessar af L z::reﬂsn,d ‘mﬁa nsk due ta :istmf* f‘f taa comp 1y pe\t vear. : 2

~,m;: Reasen of Increased suditrisk due to lntmg

-~ Based on the factsgiver in the question, there is a greater cliance of misstatements in the financial
i ,__———-———-.ex;
i m:a*ewam» due (o pisanad listing next year. There could be a noss;bﬂztka intentional mampulatxoa

ef F 3. so that good response is received to proposed issue)
e § 7

Conclusion: There is iucreased audit risk ie, risk of expressing inappropriate opinion by the auditor
w &
—aihen-fimancial statemenis are materially misstated. - g

% k}‘ﬁé »sf rigk ns ﬁ‘ss:nmt procedures are being perf()“meu hy audm}r‘ -uS it any re}atmn w!th
| Hist f‘ ﬂﬁ" z‘m mp2ny next year en La b'*y S*oc E\rthanoc‘? » : . ﬁ
Am.. F&,.,k %ssessmem ?rocedure '
;  Facrs given in the question h!ghi!ghts that current ratio has xmpmved from 1.20: 1 (in precedmg year) ﬁ
to 1751 [in current vear). The auditor is using “analytical procedures” as risk assessment :
5 pmmﬁ;res Current ratio has improved from previous year. There could B8 a mf ‘
misstatement in current assets and current li ah}jmes It is possible that improvement in current ratio i
is artificial due to misstatements and has been done to secure good response to the pr oposed issue of
company next year. L
g fondusmn: ﬁudmzr—is asing “analytical pmcedures“,.
1
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Chapter 3 Risk Assessment and Internal Control

Ans.: Use of Analytical Pmcedures as Risk Assessment procedures.

* Analytical procedures may identify aspects of the ¢
may assist m assessing RoMM in order to anwde a_basis for designing and implementing

responses to the assessed risks.

* Analytical procedures may include both financial and nfmn{‘ﬂancmi information.

* Analytical procedures may help identify existence of um usual transactions or events, and amounts,

ratios, and trends that m 1;,}11 ihdu&fe"mattmﬁ that have audit implications.
i -

j o Unusual o unexpected relationships that are identified may assist the auditor in identifying
P ] e e
RoMM, especially RoMM due to fraud.

Ans.. Campanents of risk of material misstatement
i 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.
(al fmherent 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.

\/(b} Contrel Risk: Risk that a misstatement that could occur in an assertion about a ciass 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, o1 a

| timely basis by the entity's internal control.

i ™
l >
Ty Ans.: Combined Assessment of RoOMM:
l ’ ¢ 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.

¢ 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

Q.11 mm.s*; what is included fu nsk assef mmmt prmedurec 10 obtain audlt evideme abm:t ﬂze deszﬁnf

‘;and implementation of relevam contrais i

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 performéd to
Zggl:ain an understanding of the ﬂggy and its environment, including the entity’s internal control, to
identify and —_aﬁgg_s%ﬂle risks of material misstatement, whether due to fraud or error, at the financial

statement and assertion Iev,elsb
/ L ]
33
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s the fioming:
sk sind of others within the satity: Much of the information 5

ssesirtent Prousd
sivaned Yo e swdiee Gl Rge
e e oivcpny aslomate 8 @ &

= 0t
g missgement and others. However, the auditor

3 x ¥ ABSeEAL
Sttt serspective i dentifying rtaks of aterfal

e ermulavees with different
sl dnpiries of sthety within the ety ind other émployees Witll GrietEb
R " Ak "> S

S 5 f R ——

s, v

"f;: A it e

e @w‘%‘w&i procedures: Analvtun o

i
.

nesduree may help Wdentify the existence of unusual

.4

et ar avents, and amounts, rates, and trends that might indicate matiers that Dav

5 bR,

el

oy

ot Cheerwolios and Mspectios: Observation and inspertion may suppart Inguit es of
i : . St ihe
smaogement and ohers amd mav alse provide information about the enfity ane u35

it

+ ok b5 3 m of wwm.g iudgment. Explain gtaﬁag clearly what is net
&mmmm M&EM‘ o jmMTP-Aug l&i

&m &x&:;amamc o iwﬁt Risie

L

o dpdie TSk s che sk that the szditor mves an inappropriate audit opinion when the financiat

sestmrenrs s materialy misstated Thes, € s the risk that the auditor may fail to express an

PR

ECIOrIE SN B ngﬁem

e Bugit meg = 2 uncoon of ROMM and detection risk. Assessment of risks is based on audit

romgirss serformed to obtsic Mformation pecessary for that purpese and evidence obtained
h A ————————————
Sromshrat the it

risks is @ matter of grefessic ther than a matter capable of pracise

Frofessional judmment aercised by an auditor is based on kis traiming
- PSR-

Fnruedme ami experienre
&

: e s
a@ﬁm e Sarming part of Ludit Risk:

o Agdic wsi s 3 tecimacl term related o the proesss of auditing; it does not refer to the auditor’s

s msds such a5 less fom lidgation. adverse publicity, or other events arising in
RESIRESS U T : y g

TSI 3’;,4-» the iﬂl”‘ ‘4-».”.,‘ GO wl statzments

i N .
N :,ﬂ“ ~k dves gor nchude the risk thaf the suditor might express an opinion that the finan

~prearents e muaterialy misstted whee they are not This risk is ordinarily insignificant.

N fiary refer tp inherest cisk aad controel risk separately, but rather to a combined
* e “ROMY”. However, auditor sy make separate or combined assessmients of i

grear and cencvel risk depeading on awdit techniques or methodologies and practical

SIS,

+ : : e be expressed i quantitative terms, such as in p?f{'t”aﬂta"f‘m OF i non-
= Rigis %"mﬂif missttement « Detection risk i
St + sl x Comeroi risl s Detection visk !
o e T % : e R g
W""‘M N . & g
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w M S smtt\mcnh as a whole and potentially affect many fswsrtmm

Q15

th Aw:ﬁwn(*m amf Im; rrml { l/f}i}"(}i

$: Risk of Material Misstatement: ?OW ;
@ Therisks of material misstatement may exist at two Jevels: m
\‘jﬂf"f he overall financial statement level: Risks of material misstatement at the overall financial

oD statement level refer to risks of material misstatement that relate pervasively 1o the fisancial

iy . w assertion level for classes of transactions, account balances, and disclosures: jsks of
oo
material misstatement at the assertion level are assessed in order to mrévﬁnagﬂ; the nature,
e e
timing, and extent of furthey audit procedures necessary to ohtain sufficient appropriate audit
evidence, This evidence enables the auditor to express an opinion on the financial statements at

an acceptably low level of audit risk.

) R

For ﬂm pumosa of !dentifying and ass«wng the risks of materfal misstatement, the auditor sha iﬁ'
{identify risks throughout the process of obtaining an, undemmﬂfimg«:oi the entity and iwf
~enviromment. Explain in detail along with other relevant points, {RTP-Nov. 20} .
I) ¥ the steps to be taken by the audxtor fort!m purrms‘e of ldmnf manéa sessing the ris
mah,: fal missmtementds perSA 315, R % i . iM’ﬂ “Lﬁ 13}

Aikeo. maceireieiiaie

Ans. Idennfying and assessing the risks of material mxsstatement
* 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 o provide a
basis for designing and performing further audit procedures

., ‘Q
,@wg;

r the purpose of Identifying and assessing the risks of material misstatement, the auditor shall:

entify risks throughout the process of obtaining an understanding of
environment, including relevant controls that relate to the risks, and by considering the

\ - h . S —————" . M ) sy
R)‘sv class%oftwtmns, account balances, and disclosures in the financial statements;

Jp)/ﬁssess the identified risks, and evaluate whether they gelate more pervasively to *ne

financial statements as a whole and pogenqallz affect many assertions;
o

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) Lonsider the likelihood of misstatement, i’ncluding the possibility of multiple misstatements,

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

"’uc‘ajof the information abtamed hy the auditor's mquines is ohtamed from managemem anﬁ

‘js;e; efspc;:x ib e farr ﬁmncxal repartmg, However, the audxtur may alsa ol tam mfm natzun ora

‘ {;z'rp-xf;:-. zﬁ;

3.5
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Chapter 3

Rivk Assesement and iberna] Control
) ”f'}x?mmmgemﬁm, and ot oile |
iu si&miﬁ in iﬂwv!if n

"\ﬂ\m “’ﬂls“i i{“ lﬂ “’Gﬁl\ﬁﬂmtﬂugt, ,\“{i ‘\{ oty w nh“‘ ““‘ ““ﬂ‘“ :
et atid mmf v x«;mmime: for "¢

Diwects ot the tformation ix obtaimed through faquiry from manage
m&;h mquu H“& of others within

s financial 1 reporting, However, atditor may also obtain mmnmtlnn thr
i
the cutity R enployees,
Example of Inquiries:
s Inquities directed toward internal audit
internal audit procedures performed velating
4 kil - -
* control,

quirtes of employees involved in initiating, processing or recording complex or

unusual transactions: may help auditor to evaluate appropriateness of selection &

] applicafion of accounting policies.
quiries directed toward in-house legal counsel: may provide information about matters

\))/1“/7
such as litigation, compliance with laws and regulations, knowledge of fraud or suspected
Wi A ———

A

ersonnel: may provide information about

to design & gffectiveness of entity's internal

i
E

! fraud.
I id quiries directed towards marketing or sales personnel: may provide information about
changes in the entity's marketing strategies, sales trends, ov contractual arrangements with its

customers.
iries directed to the visk management function: may provide information about

operational and regulatory risks that may affect financial reporting,
(f) Inquiries directed to information systems personnel: may provide information about
system changes, svstm{rm‘ control fatlures, or otheri nfm‘mat ion system-related risks. ‘

#

Analyticadpr G;m u.u-”,wr%“w ‘:‘ 2% r‘i“.k assassment prmedm 0 nmv 1dmmrv .l\p(‘tl\ of Hm mmw‘”

9{ whirh the *n;dztar w”m unawnre aud May as: siod fit dsses :\f‘i{., tiw risks of matorial misstatement in ﬁ
' ‘ i
i
i )

Q17

onier to promie a uam for de«:: gning and 1mpiwxenmw v vspunsm to the assessed risks, Explain i

C[RY P»Nav. m; :

S A S e S R A e B i i e .

detaii. - :
Aus.. Use sf Analyt:ca! Pr ocedux es as Risk Aswbsmcnt Procedures:

S o et

» Analytical procedures performed as risk assessment procedures may identify aspects of the
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.
Analytical procedures performed as risk assessment procedures may inclade both financial and
non-financial information, for example, the relationship between sales and square factage of

 selling space or volume of goods sold.
Analytical procedures may help identify the existence of unusual transactions Qt‘ events, and

e s .

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

| S e
| i : 3.6

|

h
amounts, ratios, and trends that might indicate matters that have audit implications. a0
!

o

PRSROPRR
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Chapter 3 Hfsk A.f;gewmem and | nzemaf Control

Q8 [§

ries af mamgamﬁm amf others. iﬁscm.
Bhsaispmirast A
yﬁf s~ nmgf ’iﬁ}‘}(‘#‘dﬁﬂﬂ&»

Lt  fjaly 21 (3 Marks

xamples of audit pa (wedu res whiah indude 0bwrvatmn or impaction of enmy s operations:
Observm_mn and inspection may support inquiries of management and others, and may also provide

information about the entity and its environment.
Examples of such audit procedures include observation or inspection of the following: t & E@

, , (Quarterly Management Reports and Interim ¥.5.) & TCWG
(Minutes of Board Meetings),

g ztity’s premises and plant facilities,

Q.19

e
' You are appointed as an auditor of Gama Lm Your amﬁx asswtant wants w anémmd ﬁm mzmng -
vf Auﬂit Risk. Explain him the meaning of Audit Hx&k w&b eumwrn Also gwde his a5 w%at isnot
in mded m Aumgjsk, ’ gm}f 23 {4 Marksl]

Ans.: Audlt Risk:

¢ Risk that auditor gives an mappropﬂate audit apmmn when F.S. are matﬂnaﬂy m:«astated Itis the

conclusions on which to Dase The auditor s opinion.
S it

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.

uditors « ai Bzgmy Eapabie L:m:ted was of the view that ‘%iatf:naht} ami
t plamxmg stage of an aadn;. i:cmment asan autf; tor. :

Consideration of Matenahty and Audit Risk:

S.:
, 7)&“ Concept of materiality is applied by the auditor both in planning and performing the audit, and in

Q.21

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

B d Well f-‘orgmgs l’rwat& Limited hawng 4 revenﬂe of X 25 crore. The
x:tmneé aterm k}an of 50 Zaas froma b;mk. ; 5

of the ymz‘; only t1 nac was avmfed ﬁne to delay in pmmrement of asset. Tt
* )mpany do not dt’&dﬂbtﬁ nature of secuﬁty__g&mst which lean has hee

mpahies Act, 2013 requires Wspﬂa i}zt mss, wﬁetﬁe
secur ty is matemi for aud;mr, L i

Ans.: Consideration of Materiality:
If there isZ;ny statutory requirement of disclosure, it is to be considersd matefigl}cheduie i
mandates disclosure of nature of security i relation to loan. The amount involved is irrelevant.

b Ve L i i B

- &
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Risk Assessment and Internal Control : Chapter 3

1{ réd m\ ﬁe'dmnmcuwé by ﬂm m:d%mr? Wi;m fac mrq %me m bef mﬂsiﬂéreﬁ :

S S e i i S s W o s ‘»»—w‘ww—-’m«—-*'w*"

Ansa Decumenmtion of Materiality:
Audit documentation shall include the following amounts and the factors mnsmereé in their
deter’mmaﬁnnam ML PR S e

Materiality for the financial statements as a whaole

, {I:;)‘ If applicable, the materiality level or levels for particular classes of transactions, account
} P

#

batances or disclosures

| Performance materiality and
Mﬂ\ revision of (a) to (c) as the audit progressed.

fﬂé\"‘t}x}nﬁumnc the audit of Smart TV Ltd., engavenwnt team of HTR & ﬁu;,wi;as cons:dered »

matermmy and autht risk thmughaut the amilt Dlscuss explaining the meaning of audit risk.
~ [RTP-May 22}

Q.23

Ans.: Audit Risk and Materiality:

« In conducting an audit of F.S, overall objectives of auditor are to obtain reasonable assurance

about whether the F.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.

/-Audjt 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.

» Materiality and audit risk are considered throughout the audit, in particular, when:
\J@iﬁ:ntifymg 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

forming the opinion in the auditor’s report.
\-"‘"‘

Q. 24/ ; eﬂamy far t:» fmancxai statements as 3 whole may need to be revised asa ;esu!t t}f a change in
= ~eir nces ‘hat occurred dm ing the audxt E}.plam with the help af E\ampte. ~ ti&ff? -Oct. 19}

Ans.. Revxswn as the Audxt Progresses

 SA 320 on “Materiality in Planning and Performing an Audit” lays down the standard on the

B ———— st
concept of materiality.
s

/ e Materiality for the F.S. as a whole (and, if applicable, materiality levels for particular classes of
\/ WV transactigns, account balances or disclosures) may need to ber Wf a:
~Change in circumstances that occurred during audit (for example, a decision to dispose of a

major part of the entity’s business),
; mfomano“, or
tor’s u ctandine of the entity and its operations as a result of performing
( ¢ ngp in auditor’s understand jlg [ the i P ; P g
furtheraudlt procedures. '

;{
z
!
JM s 38
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lydes tht a lerwer mxfﬁf*fsif?v M’ ?gévﬁgmm Bk &ﬁ’iiﬁ‘f"%‘m‘ﬁs , as 3 whole { ard 0
el classes of trans a,fmm, Fecoumt baiamaa ar
ryine whether it

the aiiditog ?;mﬁirid o
o

38 the wudivor come

it 4,,3:,5?&« f&';éﬂl“fﬁii’i?'} sﬁmwi ot levels for parti

vg@f% i ;P'g‘,*f A ials

B e T

:‘ﬁﬁm’r;ﬁs*‘f andd whether e ngigé

A e AT

W@

iﬂ! P‘ffﬁﬂm £ ta 54 104 %:w:mm i!f Wamﬁfg mﬁ g;w""fmmg 205 mési’“ MW the factors

*Whh‘fh Ay plfpat the i@imstﬂh ation of an appropriate Benitanark white determining maﬁenaim for
the fimancial a}immsw;m 46 4 while, : N Marksil
: Gy i 3L ey

Yﬂﬁ are belng appainted s G auditor of Track 1id, for the first time, You want to determine the
L materiality fevel and for that you have applied percentage to chodse fer:chaark as 2 starting ;:mn%
it determining materiality for the financial statements as & whole, What are the factors that may

: ﬁ@fﬁ_ﬁhv identification of an appropriate benchmark? | [RTP-May 22 ;
: : or Lo sl

An auditor has o exercise professional judgement in determining matenainy Exphain the factors
that may affect the identification af an appropriate benchmark in determinin Memh ty for the
ﬁnmwia! statements as whole. i ;&m .,3 (3! ﬁarﬁs}’;

il ok

i Ame. Facwrs afif*ctmg uimtiﬁmtwn of appropnate benchmark as per SA 320:

Determining materiality involves the exercise of professional ;aévmen, 4 percentage is often applied
to a chosen benchmark as a starting point in determining materiality for the financial statements as a
whole, Factors that may affect the identification of an appropriate benchmark include the following:

(1} e elemnents of the financial statements (for example, assets, liabilities. equily, revenue.

sfxpemeg);
(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 purpese of evaluating financial performance

users may tend to focus on profit, revenue or net assets);

(3} The 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 OMWW (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 on the entity’s earnings); and

The relative volatility of the benchmark.

zud;iwr’ s dmminzmm f?f materiality i isa matter of pmf”es*;mmE ;udmemt, and is affected by
,meaaudtwfa ;sc:m:;rﬁsn of the financial information needs of mﬁm of the financial mtements. in "
‘ ﬁm wﬁt;:xt, ex;ﬁam the auﬁxiﬁf‘s Mﬂmpﬁﬁn% about !i‘if*i‘& of the :m‘mmx smtemmb. ; ‘ ? s

' e sl mm«sag ‘*1} .

Ans.: Auditor’s assumptions about users of the financial statements:
The auditor’s determination of mtﬁriaéiw is a matter of professional judgment, and is affected by the
auditor’s parsv;s%fs of the financial information needs of users of the financial statements. In this

wﬁth, ;t 5 reaw%h%e for the auditor to assume that ﬂsa&?’s

39
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stk Assessment and Internal Control

Chapter 3
o MMWM R
snd_ economic “activities and accountBg aad

\/(}iﬂlnégrmnd that financial statements are prepared,
1% . materiality:

\/ﬁﬁ/“%ake reasonable economtc decisions on the basis of £ tha information
kS e

1 Alave a reasonable knowledge of business an
willingness to study the information in the financial

CTatements With reasonable diligence:

presented and audited t0 tpysts of

s , : ; v oy the ase of
(iti) Recognize the uncertainties inherent in the measurement of amounts based on =€

estimates, judgment and the consideration of future events; and
in the financial statements.

e O e \
the ' fext ’;”f the .

.mm 3! n,pomng framewmfks afmn é’i
': preparation and presenmt%un nf ﬁuancial statemems Explain. oA i |

Wens about materiality are made in the light of surrounding

orting | scuss the concept of materiality in
pRresia L

cept of materiality in the context of the prep;raﬁon and presemm'ﬁ Of F.S“

Financial reporting frameworks often discuss the concept of materiality
preparaticn and presentation of financial statements. Although financial reporting fram
discuss materiality in different terms, they genera Ny explain that:

(1) M
aggregate, could reasonably be expected to influence
the basis of the financial statements;

in the comtext of the
eworks Ay

e
e

to be material if they, individ ually o in the
the economic decisions of users fauen OF

tements, including omissions, are considered

circumstances, and e

affected by the size or nature of a misstatement, ora combination of both; and

{3} gments about matters th: that are material to users of the financial statements are based om 2
consideration of the common financial i information geeds of users as a group. The possible effec

ﬂ'-’——,'_
o misstatements on specific individua! users, whose needs may vary widely, is not const

Q28 |
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| Ans

Curcepf of Maternahty

+ SA 320 “Materiality in Planning and Performing an Audit” requires the auditor y consider
materiality and its relationship with audit risk while conducting an audit. When planning e
audit, the auditor considers what would make the financial information materially misstated

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

b

&

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 resuits of andit
procedures. At the planning stage, the auditor needs to consider the materiality for the financial
statements as a whole. The auditor has to carry out a preliminary identification of sigpificant

components and material classes of transactions, account balances and ciis@asme which he plans

to exa'nme
What could be considered matena} for aﬂ situations cannot be defined precisely and an amount or

rtransactic
may be material fo

r a small entity, but even % 5,00,000 may not be matena% for a large entity.

[ material in one situation may not be material in other situatien. For example, 5000
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