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Something has to 

be done!



ISA 315 Practical impact

Risk 
assessment

Design of 
audit tests



‘Multiple material misstatements’ 

Various critical failures

Inventory risk not followed up

FRC Sanctions



Highlights

ISA 315 Overview

General IT controls

Risk assessment

Fraud risk



ISA 315 UK (Revised) 
Identifying and Assessing the 
Risks of Material Misstatement

Overview



ISA 315 (Revised) Identifying and Assessing the Risks of 

Material Misstatement

Revised ISA

• p/c 15 
December 
2021



• Audit teams discussions

• Additional procedures?

• Use of forensic expertise

• Talk to whistle-blowers

• Unbiased testing

Also 
changing 

PC 15 
December 

2021

ISA 240 – Other changes



• Five new inherent risk factors (subjectivity, complexity, 
uncertainty, change and susceptibility to misstatement 
due to management bias or fraud).

•A new concept of ‘spectrum of risk’ which is the degree to 
which inherent risk varies.

•Requiring the auditor to obtain sufficient and appropriate 
audit evidence from risk assessment procedures.

•Significantly more requirements on IT, including general 
IT controls.

•Requiring inherent risk and control risk to be assessed 
separately.

•A new ‘stand-back’ provision

High 
level 

summary

ISA 315 - What has changed?
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Understanding internal controls -
GITCs



Internal controls

• Control environment

• The entity’s risk assessment process

• The entity’s process to monitor the system of 
internal control

• The information system and communication

• Control activities

Understanding the components of the 

entity’s system of internal control



• Significant risk

• Journal entries

• Reliance

• Others controls as appropriate

Control 
activities

• Address material misstatement risk

• Identify relevant applications

• Identify IT-related risks

• Identify relevant IT general controls

IT 
controls

Understanding internal controls



•Observation

•Inspection

•Enquiry

Design and 
implementation

Understanding GITCs









Spreadsheets

…as many as 
90% of 
spreadsheets 
contain 
mistakes.
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Risk assessment



ISA 315 (Revised) Identifying and Assessing the Risks of 

Material Misstatement

Inherent 
risk

Control 
risk

Detection 
risk

Audit 
risk

‘spectrum of inherent risk’ 



ISA 315 (Revised) Identifying and Assessing the Risks of 

Material Misstatement

Inherent 
risk

Control 
risk

Detection 
risk

Audit 
risk

Inherent risk

(a)Inherent risk factors affect the 
susceptibility of relevant 
assertions to misstatement; 
and

(b)The risks of material 
misstatement at the financial 
statement level affect the 
assessment of inherent risk for 
risks of material misstatement 
at the assertion level.



ISA 315 (Revised) Identifying and Assessing the Risks of 

Material Misstatement

Inherent 
risk

Control 
risk

Detection 
risk

Audit 
risk

Control risk

34. If the auditor plans to test the 
operating effectiveness of 
controls, the auditor shall assess 
control risk. If the auditor does 
not plan to test the operating 
effectiveness of controls, the 
auditor’s assessment of control 
risk shall be such that the 
assessment of the risk of 
material misstatement is the 
same as the assessment of 
inherent risk. 



Subjectivity Complexity Uncertainty

Change

Susceptibility to 
misstatement due 
to management 

bias or fraud

Inherent risk factors



• Business model: The existence of complex alliances and 
joint ventures

Complexity

• Financial reporting framework: A wide range of possible 
measurement criteria of an accounting estimate

Subjectivity

• IT: Installation of significant new IT systems related to 
financial reporting

Change

• Reporting: Pending litigation and contingent liabilities, Uncertainty

• Transactions: that are recorded based on management’s 
intent, for example, restructuring

Susceptibility to misstatement 
due to management bias or 

fraud

Inherent risk factors - examples



Example – in the audit of Entity C

C has prepared its draft financial statements for the 
year ended 31 March 20X2. During discussions with 
the head of finance it became apparent that due to 
current economic conditions a significant part of the 
debtor book is unlikely to be recovered. 

The relevant assertion in this instance is ‘valuation’. 
The significant account balance is debtors. This is 
because if the debtor balance is not written off, 
receivables and profit could both be materially 
overstated. 

Also keep in mind that the determination of a relevant 
assertion is made before the auditor considers any 
related controls the client has in place which could 
minimise the risk (i.e. ‘inherent risk’). 

Assertion level risk Complexity

Subjectivity

Change

Uncertainty

Bias or fraud



Spectrum of inherent risk

Likelihood Magnitude
Assertion 
level risk

Significant 
risk – ‘upper 

end of 
spectrum’

Spectrum of inherent risk

Separately 
consider 
internal 
controls



Example – in the audit of Entity D

D Developers Ltd, are redeveloping an 
office block into residential apartments. 
The project is 75% complete at the 
year end and all units have been sold 
off plan and are budgeted to make a 
profit. This is one of a number of 
ongoing similar projects that the 
company is undertaking. Assess 
inherent audit risk using the five 
inherent risk factors. 

Assertion level risk Complexity

Subjectivity

Change

Uncertainty

Bias or fraud



Example – in the audit of Entity F

F Brands Ltd, supplies goods to 
major retailers. Most shipments are 
sent direct from suppliers to the 
customers.

F Brands Ltd operates a significant 
rebate scheme rewarding customers 
who purchase large volumes.

Determine the inherent risks in 
revenue.

Assertion level risk Complexity

Subjectivity

Change

Uncertainty

Bias or fraud



Example 

Fixed assets?

Assertion 
level risk 

Complexity

Subjectivity

Change

Uncertainty

Bias or fraud



The documentation problem

Document
Assess 
inherent 

risk



The documentation problem

Document
Assess 
inherent 

risk



The documentation problem

Assertion 
level

Granularity Scalability

Assess 
inherent 

risk
Document
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Don’t forget



ISA 315 (Revised) Stand back

Evaluating the Audit Evidence Obtained 
from the Risk Assessment Procedures 

35. The auditor shall evaluate whether the 
audit evidence obtained from the risk 
assessment procedures provides an 
appropriate basis for the identification and 
assessment of the risks of material 
misstatement. If not, the auditor shall 
perform additional risk assessment 
procedures until audit evidence has been 
obtained to provide such a basis. In 
identifying and assessing the risks of 
material misstatement, the auditor shall 
take into account all audit evidence 
obtained from the risk assessment 
procedures, whether corroborative or 
contradictory to assertions made by 
management. 



ISA 315 (Revised) Iterative nature of risk assessment

Revision of risk assessment

If the auditor obtains new 
information which is 
inconsistent with the audit 
evidence on which the 
auditor originally based the 
identification or 
assessments of the risks of 
material misstatement, the 
auditor shall revise the 
identification or assessment 



Fraud risk



Detecting fraud – ISA 240 (Revised)

P
a

ra
 7

-1

While, as described above, 
the risk of not detecting a 
material misstatement 
resulting from fraud may be 
higher than the risk of not 
detecting one resulting 
from error, that does not 
diminish the auditor's 
responsibility to plan and 
perform the audit to obtain 
reasonable assurance 
about whether the financial 
statements are free of 
material misstatement due 
to fraud. Reasonable 
assurance is a high, but not 
absolute, level of 
assurance. 



Spectrum of inherent risk - example

• Cash at a supermarket retailer would 
ordinarily be determined to be a high 
likelihood of possible misstatement 
(due to the risk of cash being 
misappropriated), however, the 
magnitude would typically be very low 
(due to the low levels of physical cash 
handled in the stores). The 
combination of these two factors on 
the spectrum of inherent risk would be 
unlikely to result in the existence of 
cash being determined to be a 
significant risk

ISA example
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