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OBJECTIVES AND INSTRUCTIONS
This risk assessment and audit program form is designed to document the auditor’s understanding of the audit objectives, assessment of risks of material misstatements, the audit approach, and the audit results and conclusions related to the audit area noted above. The primary objectives of this form are to assist and guide the auditor in determining the nature, timing and extent of further audit procedures for this audit area (transaction class, account balance, and presentation and disclosures), and its related assertions, in order to reduce audit risk to an acceptably low level and in such a way that will enable the auditor, at the completion of the audit, to express an opinion on the financial statements taken as a whole and at the opinion units level.  This form is segregated into five (5) major sections and additional subsections as follows:

Section 1 – Management’s Assertions and Related Audit Objectives

This section documents the audit objectives over this audit area, identifies the potential misstatements that could occur related to each audit objective, and identifies the specific management assertions associated with each audit objective.

Section 2 – Risk Assessment Processes

This section documents the risk assessment processes used in identifying the various risks that a material misstatement could occur in an assertion of this audit area, whether caused by error or fraud. Section 2 is divided in to four subsections as follows:

Part A: Assessment of Inherent Risk (IR) 
Part B: Assessment of Control Risk and Extent of Control Testing (CR)
Part C: Assessment of Detection Risk (DR)
Part D: Specifically Identified Risks of Material Misstatement (RMM)

Section 3 – Auditor’s Response to Risks of Material Misstatement

This section documents the auditor’s response to the identified risks of material misstatement and the detection risk determinations used to develop an appropriate auditor response to the risks in the form of further audit procedures. Section 3 is divided into three subsections as follows:

Part A: Further Audit Procedures in the Form of Substantive Procedures
Part B: Further Audit Procedures in Response to Evaluation of Audit Evidence

Section 4 – Summary of Audit Results

This section documents the results of performing the audit procedures in this audit area and summarizes the audit findings, including those that may require further action, communications to management, or communications to those charged with governance.

Section 5 – Conclusions Related to Audit Objectives



This final section documents the auditor’s conclusions as to whether the audit evidence obtained and evaluated as a result of performing the audit procedures sufficiently supports the achievement of the audit objectives for this audit area, and whether audit risk has been reduced to an acceptably low level.


SECTION 1 – MANAGEMENT’S ASSERTIONS AND RELATED AUDIT OBJECTIVES

This section documents the audit objectives over this audit area, identifies the potential misstatements that could occur related to each audit objective, and identifies the specific management assertions associated with each audit objective.

	
Assertions
	Potential Misstatements
 (Caused by Errors or Fraud)
	
Audit Objectives

	
Existence

Occurrence

Accuracy
 
Rights and obligations

Cutoff

Valuation or allocation
	· Recorded assets, deferred outflows, liabilities and deferred inflows do not exist as of a given date.
· Recorded transactions do not represent economic (or cash basis) events that have actually occurred.
· Transactions are not recorded in the appropriate period.
· Transactions are not summarized or recorded in correct amounts.
· Recorded assets are owned by others or pledged where entity has no rights.
· The entity does not have an obligation for recorded liabilities.
· Assets, deferred outflows, liabilities and deferred inflows are valued on an inappropriate basis.
· Revenues or expenses are measured inappropriately. 
	
1. To obtain sufficient evidence to conclude, with reasonable assurance that the account balances or transaction class amounts of this audit area are not materially overstated from errors or fraud.

	
Completeness

Cutoff

Accuracy 

Valuation and allocation
	· Assets, deferred outflows, liabilities or deferred inflows exist but are not recorded.
· Valid transactions are not recorded.
· Transactions are not recorded in the appropriate period.
· Transactions are not summarized or recorded in correct amounts.
· Assets, deferred outflows, liabilities or deferred inflows are valued on an inappropriate basis.
· Revenues or expenses are measured inappropriately.
	
2. To obtain sufficient evidence to conclude, with reasonable assurance, that the account balances or transaction class amounts of this audit area are not materially understated from errors or fraud.

	
Occurrence

Rights and Obligations

Completeness

Classification

Understandability

Accuracy

Valuation
	· Accounts are not properly classified (such as current and non-current, restricted or unrestricted).
· Accounts or transactions are recorded in an inappropriate fund or reporting unit.
· Required information is not disclosed in the statements or footnotes.
· Disclosed events or transactions have not occurred or are in wrong amounts.
· Disclosures are not understandable.
· Undisclosed inconsistent application of accounting principles.
· Undisclosed material instances of noncompliance.
	
3. To obtain sufficient evidence to conclude, with reasonable assurance, that all material events and transactions related to the account balances or transaction class amounts of this audit area are presented and disclosed properly and fully and all required presentations are included.





SECTION 2 – RISK ASSESSMENT PROCESSES 

This risk identification processes involve the gathering and evaluation of information regarding the various risks that a material misstatement could occur in an assertion of this audit area whether caused by error or fraud. Particular attention is given to fraud risks since these risks involve intent to conceal. 

Part A: Assessment of Inherent Risk (IR) 

This risk assessment process considers the risk that a material misstatement could inherently occur in an assertion of this audit area resulting in one or more of the audit objectives not being achieved, disregarding the effect of the entity’s  controls.

	
Inherent Risk Factors
(Highlight any of the factors below that would indicate an increased risk of material misstatement for this audit area or add and highlight any additional inherent risks identified.)


	Organizational/Business Risk Factors:

	Changes in the operations
Changes in personnel
Competency of current personnel
Changes in systems / capability of current systems
Level of supervision or oversight
	Changes in or effectiveness of policies and procedures
New mandates from public or third parties
Declining population, industry, tax base or economy
Level of internal audit / monitoring over the account

	Nature of Account Risk Factors:

	Materiality to financial statement opinion units
Complexity of transactions or calculations
Number of transactions
	Significant estimates required
Complexity of GAAP
Complex compliance requirements affect account balance

	Prior History Risk Factors:

	   Unrecorded off-books activity
   Year-end conversion required
   Unrecorded updates to account balances
   Errors in recording transactions
	   Errors in applying GAAP
   Known history of noncompliance 
   Past history of fraud

	Fraud Risk Factors – Misappropriation/Theft:

	   Susceptibility of assets to misappropriation
   Opportunities available for misappropriation
	   Misappropriation pressures present

	Fraud Risk Factors – Fraudulent Financial Reporting:

	  Questionable management style and characteristics
   Presence of political factors or pressures
   Pressure from outside influences
   Continued disregard of legal requirements
   Unrealistic financial targets or projections
	   Bonuses or continued employment tied to aggressive goals
   Threats of funding losses
   Difficulty in meeting debt covenants
   Potential for questionable related party activity 



	
Inherent Risk Assessment
	
Material Overstatement
	
Material Understatement
	Presentation or Disclosure Deficiency

	
(H = High, M= Moderate, L = Low)
(Highlight assessed risk)
	
H
M
L

	
H
M
L
	
H
M
L




Part B: Assessment of Control Risk and Extent of Control Testing (CR)

This risk assessment process considers the entity’s internal control programs and control procedures/activities for the assessment of  “control risk” – the risk that a material misstatement that could occur in an assertion of this audit area will not be prevented or detected and corrected on a timely basis by the entity’s internal controls. The fundamental question to ask is “Do the entity’s internal controls satisfactorily address risks of material misstatements?” If the answer is “no or partially”, the auditor should consider this specific risk in the assessment of control risk below and the identification of specific risks in Part D of this section.

Controls Understanding and Walkthrough:

Describe methods used to obtain understanding and walkthrough:
	Individuals Consulted
	


	Methods Used to Obtain Understanding
	


	Methods Used to Perform Walkthrough
	




Describe control objectives, and their related assertions and specific risks related to each objective. Then document the entity’s key controls designed and in place and determine whether they satisfactorily address each risk:
	Control Objective
	Assertions
	Risks
	Key Controls Both Designed
and In Place
(describe the controls or lack thereof)
	Internal Control Risk Satisfied?
(Yes, No, Partially)

	

	
	
	
	
	

	
	
	
	
	

	
	
	


	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	





Part B-1: Further Audit Procedures in the Form of Tests of Internal Control Effectiveness (Where Applicable)

GAAS and GAGAS do not require internal controls to be tested for effectiveness. However, for control risk below to be assessed at “Moderate (M)” or “Low (L)”, the controls designed and in place as defined above that will be relied upon for such assessment must be tested for effectiveness and determined to be effective. Also, tests of controls are required when the auditor determines that substantive procedures alone do not provide sufficient appropriate audit evidence.


	
Procedure
	Highlight
Yes/No
	Documentation Reference
	
Done By

	We tested controls in an effort to support a moderate or low assessed level of control risk.  
If Yes, describe tests of controls and continue to step 2 below
If No, assess control risk at high, consider the effect on the design of substantive audit procedures, and consider reporting an audit finding related to an internal control deficiency if the reason for not testing controls for effectiveness is due to lack of sufficient controls

	
Yes

No
	
	

	Description of Tests of Controls: (Document planned test and sample selection)


	
	
	

	Our tests of operating effectiveness support a control risk assessment of moderate or low.
If Yes, tested controls may be relied upon in the assessment of control risk and the development of further substantive audit procedures
If No, assess control risk at high; then consider the effect on the design of substantive audit procedures, and consider reporting an audit finding related to an internal control deficiency

	
Yes

No
	
	



Control Risk Assessment:
      
· Control risk should be assessed at high if the design and/or operation of the controls are deemed ineffective in addressing risks of material misstatement.
· Control risk can be assessed at moderate or low for planning purposes if such an assessment is supported by the evaluation of the design of controls and the walkthrough to ensure they were placed in operation. However, the final assessment of control risk at moderate or low must be supported by the results of the testing of control effectiveness.

	
Control Risk Assessment
	
Material Overstatement
	
Material Understatement
	Presentation or Disclosure Deficiency

	
(H = High, M = Moderate, L = Low)
(Highlight assessed risk)

	
H
M
L

	
H
M
L
	
H
M
L




Part C: Assessment of Detection Risk (DR)

Detection risk is the risk that we will not detect a material misstatement that exists in an assertion of this audit area, including those related to presentation and disclosure. Detection risk is a function of the effectiveness of the audit procedures and their application by us. Detection risk is disaggregated into two risk components: substantive analytical procedures (AP) and tests of details (TD). This model indicates the general relationship between these various risk components as they related to all assertions of this audit area:

Acceptable Audit Risk (AR) is expressed by the model “AR = RMM x DR”.

Risk of Material Misstatement (RMM) - represents the auditor’s combined assessment of inherent risk and control risk

Detection Risk (DR) – represents the product of substantive analytical procedures (AP) and tests of details (TD)

Any further audit procedures to be applied to the applicable assertions of this audit area should be designed based upon the concepts of this risk model. For example, when RMM (combined inherent and control risks) is high, at least one of the components of detection risk must provide a low risk of failing to detect material misstatements in the assertions. On the other hand, when RMM (combined inherent and control risks) is low, a higher detection risk would be allowable.

	
Detection Risk Determination
	
Material
Overstatement
	
Material
Understatement
	Presentation or Disclosure Deficiency

	

	Inherent Risk Assessment (IR) 
	
	
	

	
	x
	x
	x

	Control Risk Assessment (CR) 
	
	
	

	
	=
	=
	=

	Combined Inherent and Control Risk (1) (RMM) 
	
	
	

	

	

	

	Detection Risk Assessment – Analytical Procedures (AP)
	
	
	

	
	x
	x
	x

	Detection Risk Assessment – Test of Details (TD)
	
	
	

	
	=
	=
	=

	Combined Detection Risk (DR)
	
	
	

	

	
Desired Level of Audit Risk (RMM x DR) (2)
	
L
	
L
	
L



 (1) If one of two elements (IR or CR) is Low risk (L) then combined risk (RMM) can be considered low. 

Note: For control risk (CR) to be assessed as low (L), internal controls relied upon for such assessment must have been tested and determined effective.

 (2) To achieve a low (L) level of audit risk, at least one of the two combined risk elements (RMM or DR) should be low (L).


Part D: Specifically Identified Risks of Material Misstatement

From the audit procedures performed in the risk assessment processes noted below, evaluate as to whether specific risks of material misstatement regarding overstatement, understatement, or presentation or disclosure deficiencies were identified from the following:
· Planning Phase Brainstorming Session – How and where this audit area might be materially misstated due to errors or fraud. Consider the results of prior audits also.
· Planning Phase Analytical Review – Unusual relationships identified from year-to-date financial statements and information related to this audit area.
· Inquiries of Management and Others - Interview results that indicate the potential for material misstatements dues to errors or fraud, including questionable or conflicting responses to inquiries.
· Consideration of Inherent Risks - The susceptibility of an assertion of this audit area to material misstatement, assuming no internal controls.
· Consideration of Control Risk - The ability of the design and effectiveness of internal controls to prevent or detect and correct material misstatements.
· Consideration of Management Override - The risk that this audit area could be materially misstated as a result of management override of internal controls, including questionable or unsupported journal entries or unreasonable accounting estimates.

Based on the results of the risk assessment processes described above over the assertions related to this audit area, we have identified the following specific risks of material misstatement (RMM) due to errors or fraud:
 
	

RMM
Reference
	


Specific Risk Identified
	
	Type of Potential Material Misstatement

	
	
	Significant
Risk?
(Yes/No)
	
Material Overstatement
	
Material Understatement
	Presentation or Disclosure Deficiency

	

	
	
	
	
	

	

	
	
	
	
	

	

	
	
	
	
	

	

	
	
	
	
	

	

	
	
	
	
	

	

	
	
	
	
	

	

	
	
	
	
	

	

	
	
	
	
	

	

	
	
	
	
	

	

	
	
	
	
	

	

	
	
	
	
	






SECTION 3 – AUDITOR’S RESPONSE TO RISKS OF MATERIAL MISSTATEMENT

Based on the identified risks of material misstatement and the detection risk determinations, we developed an appropriate auditor response in the form of further audit procedures over this audit area with consideration of the general guidelines for audit evidence that is appropriate and sufficient in response to detection risk determinations as noted in the table below. 

Consideration of Audit Evidence in Response to Detection Risk Determinations

Generally, the lower the detection risk needs to be to achieve an acceptably low level of audit risk, the more persuasive and reliable the evidence needs to be. The following general guidance was considered in determining the nature, timing and extent of audit procedures and evidence.

	Nature of Evidence
 (Source)
	Timing of Evidence 
(When)
	Extent of Evidence
 (How Much)

	
More Persuasive and Reliable When:

Directly Obtained by the Auditor 

Obtained from Independent and Knowledgeable Outside Sources

Internally Obtained When Controls are Effective

Exists in Documentary Form Rather Than Oral Representation

Provided by Original Documents Rather Than Photocopies or Facsimiles


	
More Persuasive and Reliable When:

Obtained Closer to the Time of the Transactions or Valuations

Obtained On an Unannounced or Surprise Basis

Obtained Though Use of Cut-off Periods


Obtained Throughout the Audited Period for Sampling Procedures

	
More Persuasive and Reliable When:

Testing Involves More Individually Significant Items 

Larger Sample Sizes Are Used

Lower Acceptable Analytical Variances Are Established

More Disaggregation is Used in Analytical Procedures

Inquiries or Confirmations Are Corroborated






Part A. Further Audit Procedures in the Form of Substantive Audit Procedures

Regardless of the assessed risks of material misstatement, the auditor should always perform substantive audit procedures over the relevant assertions of this audit area. Substantive procedures may be in the form of analytical procedures, tests of details, or a combination of the two. The nature, timing, and extent of substantive procedures are based on the assessment of detection risk as documented in Section 2, Part C, and also address the specifically identified risks as noted in Section 2, Part D. 

	

Procedure
	RMM Addressed
	Documentation
Reference
	Done
By

	

	
	
	

	

	
	
	

	

	
	
	

	

	
	
	

	

	
	
	

	

	
	
	

	

	
	
	

	

	
	
	

	

	
	
	

	

	
	
	

	

	
	
	

	

	
	
	

	

	
	
	

	

	
	
	

	

	
	
	

	

	
	
	

	

	
	
	

	

	
	
	

	

	
	
	

	

	
	
	

	

	
	
	

	

	
	
	

	

	
	
	

	

	
	
	

	

	
	
	

	

	
	
	

	

	
	
	

	

	
	
	








Part B: Further Audit Procedures in Response to Evaluation of Audit Evidence 

We evaluated the audit evidence obtained and analyzed to this point as to whether the evidence indicates a material misstatement due to errors or fraud, or indicates a previously unidentified risk that needs additional response.





	

Audit Results
	Need for Further Response?
(Highlight)
	Documentation Reference that Indicates Need for Further Response

	Results of Audit Tests - Errors
Do the results of the audit procedures performed to this point provide any indication of material misstatement resulting from errors?
	
Yes

No

	

	Results of Audit Tests - Fraud
Do the results of the audit procedures performed to this point provide any indication of material misstatement resulting from fraud?
	
Yes

No

	

	Analytical Review – Overall Review Phase
Are there any unusual relationships identified from the final financial statement amounts related to this audit area?
	
Yes

No

	

	Evidence of Management Override – Overall Review Phase
Is there any evidence that the audit area is materially misstated as a result of management override of internal controls, including questionable or unsupported journal entries or unreasonable accounting estimates?
	
Yes

No

	

	Evidence of Fraud Risk Factors - Overall Review Phase
Is there evidence of any previously unidentified fraud risk factors related to incentives/pressures, opportunities, or rationalizations that could affect this audit area?
	
Yes

No

	



Based on the evaluation of the audit evidence above, we determined whether there was a need for further audit evidence and, if so, developed an appropriate auditor response in the form of further audit procedures over the appropriate assertions of this audit area, as noted below.


	
Further Audit Procedures Based on Evaluation of Audit Evidence
	Documentation
Reference
	Done
 By

	

	
	

	

	
	

	

	
	

	

	
	

	

	
	





SECTION 4 – SUMMARY OF AUDIT RESULTS

The following represents a summary of the results of the audit procedures performed over this audit area.

	
Results of Audit Evidence
	Response
(Highlight)
	
Comments and Resolution

	
1. Does audit evidence indicate misstatements, either individually or combined with other misstatements, that could be quantitatively material to the financial statements?

	
Yes

No

	

	
2. Does audit evidence indicate misstatements that are not quantitatively material but could be qualitatively material to the financial statements?
	
Yes

No

	

	
3. Does audit evidence indicate there are material presentation errors or omitted or incomplete disclosures?  

	
Yes

No

	

	
4. Does audit evidence indicate the presence of fraud or illegal acts that are more than inconsequential to the financial statements?
	
Yes

No

	

	
5. Does audit evidence indicate the presence of other noncompliance with laws, regulations, or violations of provisions of grant agreements/contracts that are considered to have a material effect on the financial statements?
	
Yes

No

	

	
6. Does audit evidence indicate the presence of internal control deficiencies that are considered significant deficiencies or material weaknesses?
	
Yes

No

	

	
7. Does audit evidence indicate any instances of abuse or other matters that are considered quantitatively or qualitatively material to the financial statements?
	
Yes

No

	

	
8. Does audit evidence result in issues that should be communicated to those charged with governance?
	
Yes

No

	

	
9. Does audit evidence result in advisory comments, in addition to the issues that should be communicated to those charged with governance, that are worthy of communication to management?

	
Yes

No

	



SECTION 5 – CONCLUSIONS RELATED TO AUDIT OBJECTIVES

Conclusions should be made as to whether the evidence obtained and evaluated as a result of performing the above noted audit procedures sufficiently support the achievement of the audit objectives for this audit area, and whether audit risk has been reduced to an acceptably low level.

	
Audit Objective
	Objective Achieved?
(Highlight Yes/No)
	
If NO, Explain

	
1.  To obtain sufficient evidence that the account balances or transaction class amounts of this audit area are not materially overstated.
	
Yes

No

	

	
2. To obtain sufficient evidence that the account balances or transaction class amounts of this audit area are not materially understated.
	
Yes

No

	

	
3. To obtain evidence that all material events or transactions related to the account balances or transaction class amounts of this audit area are presented and disclosed properly and fully and all required presentations are included. 

	
Yes

No

	



NOTE: If potential significant deficiencies or material weaknesses in  internal controls, material noncompliance or illegal acts, potential fraud, or other reportable matters are noted with regards to this audit area, they should be included in Part 3, Section B of master audit document M4 – Evaluating, Concluding, and Reporting Form.
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