
CHAPTER

3 RISK ASSESSMENT  
AND INTERNAL CONTROL 

WHAT IS AUDIT RISK?

an inappropriate audit opinion

not

RISKS OF MATERIAL MISSTATEMENT

SYNOPSIS
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What is meant by misstatement?

Components of risk of material misstatement

Inherent risk

Examples of Inherent Risks

Control Risk
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Detection risk

Detection risk comprises sampling and non-sampling risk
Sampling risk

Non-sampling risk

Detection 
risk may be reduced by increasing area of checking, testing larger samples and by including competent and 
experienced persons in the engagement team.

Audit risk

Control riskInherent risk

Risks of material

misstatement

Non-Sampling

risk
Sampling risk

Detection risk
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Combined Assessment of the Risk of Material Misstatement

Audit risk

Audit risk

Concept Capsule 1

Suggested answer
Inherent Risk:

Control Risk:

Detection Risk:

Concept Capsule 2

Suggested answer

Concept Capsule 3

Suggested answer
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Concept Capsule 4

Suggested answer

Concept Capsule 5

Suggested answer

SA 315
IDENTIFYING AND ASSESSING 

THE RISK OF MATERIAL MISSTATEMENT 
through UNDERSTANDING the entity & its ENVIRONMENT

Assertions

by way of understanding the entity and its environment
Responding to the risks is not dealt with by this SA. It is discussed by SA 330 (Remember).

Objective
identify  assess the risks

assertion levels

 (a) Assertions
  Representations by management

 (b) Internal control:
internal policies and procedures adopted by the management
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(1) Risk Assessment Procedures and Related Activities
These procedures do not 

Inquiries 

Whom to enquire? Purpose of enquiry

Analytical procedures

Observation and inspection
support inquiries
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Concept Capsule 6

Suggested answer

Concept Capsule 7

Suggested answer

(2) Discussion among the Engagement Team
partner key engagement team members

susceptibility
and

Instances of frauds

(3) The Required Understanding of 
 (A) the Entity and Its Environment,  the Entity’s Internal Control

 (A) The Entity and Its Environment

 o Industry  
 o Regulatory

external factors

nature of the entity

  

types of investments

Selection and application of accounting policies changes
reasons
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measurement and review performance analysts’ 
reports and credit rating agency reports

Asked in Exam

                                                                                                                                                                  (CA IPCC Nov 2017)
Hint answer: Write above (a) to (e) points

Concept Capsule 8

Suggested answer

Concept Capsule 9

Suggested answer

Concept Capsule 10

Suggested answer

(B) The Entity’s Internal Control

 
evaluate the design

whether implemented (whether 


