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SA-330 

 

 

Q.1. What is Auditor's duty in SA-330? 

The Auditor is to obtain sufficient appropriate Audit 

Evidence about the assessed risks of material 

Misstatement, through designing and implementing 

appropriate responses to those risks. 

Let’s revise what learnt in SA-200, the risk that the 

Financial Statements are materially misstated prior to 

Audit is known as Audit Risk. This consists of two 

components, ROMS and Detection Risk.  

ROMS – Risk of Material Misstatements consist further 

of Inherent Risk and Control Risk. Hence, we can 

conclude that: 

AUDIT RISK = ROMS X DETECTION RISK 

AUDIT RISK = (INHERENT RISK X DETECTION RISK) 

X CONTROL RISK 

Inherent risk – The susceptibility of an assertion about 

a class of transaction, account balance or disclosure to 

SA-330 - The Auditor’s Responses to Assessed 

Risks - [Effective Date 01.04.2008] 
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a Misstatement that could be material, either 

individually or when aggregated with other 

misstatements, before consideration of any related 

controls. 

Hence, we can conclude that: If we assume in entity 

under Audit that there is no internal control, the risk 

of fraud or error for each item of the Balance Sheet 

and Statement of Profit and Loss is known as inherent 

risk at assertion level. 

Q.2. Which one of the following class of 

transactions contains more inherent risk? 

1. Daily sale and purchase of shares in bulk in an 

investment company. 

 Daily sale and purchase of petrol-by-petrol pump. 

If we assume there is no internal control over these 

transactions in both of these business than chances of 

Misstatement are more in recording sale of shares due 

to its fluctuating price and Intangible nature on the 

other hand petrol prices are governed by regulatory 

Authorities, hence chances of recording wrong price in 

sales price is difficult. Hence, we can say sales of share 
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and purchase in bulk is more susceptible to 

Misstatement, hence, contains more inherent risk. 

2. Control risk – The 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, on a timely 

basis by the entity's internal control. 

Hence, we can conclude that, after assessment of 

controls adopted by the management to prevent 

Misstatement, Auditor feels that still Misstatement can 

be there despite of controls it is known as control risk. 

Q.3. Which business contains more control 

risk? 

Trivedi International Ltd has three persons in accounts 

department one is cashier, who only receives and pays 

cash. Cashier cannot pay unless it is passed by a second 

person. The third person accounts for it. The first and 

third person sit with the second one at the close every 

day and tally the cash in books and cash in hand. 
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Maheshwari Ltd has one employee who receives and 

pays cash and records the same on computer online as 

the computerized books cash balance always tallies 

with cash in hand, management never physically 

verifies the cash. 

Q.4. What is Detection Risk? 

According to SA-330, The Risk that the procedures 

performed by the Auditor to reduce Audit Risk to an 

acceptably low level will not detect a Misstatement 

that exists and that could be material, either 

individually or when aggregated with other 

misstatements. 

Hence, we can conclude that, after assessment of Risk 

of Misstatement Auditor determines the Nature Timing 

and Extent of the Audit procedure to be performed. If 

still Auditor feels that there may be chances that 

despite of his Audit procedures some misstatements 

may remain undiscovered it is known as Detection 

Risk. 
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Q.5. In which case Detection Risk is more? 

Case 1: Mr. Rambharose the Auditor did not want to 

check 100% debtor’s account he selected the accounts 

randomly and applied Audit procedures on the same. 

Case 2: Mr. Karmyogi the Auditor did not want to 

check 100% debtor’s account he selected all material 

balances and applied exhaustive Audit procedures and 

in case of immaterial items he applied Audit sampling. 

In case -1 neither the Auditor specially designed his 

Audit procedure to material items nor did he assure 

himself about verification of all material accounts. 

Hence, in case-1 there are chances of not detecting a 

Misstatement in material item. 

Q.6. Why and how to assess Audit Risk? 

SA-330, Cast duty on Auditor regarding Audit Risk as, 

"The Auditor should use Professional Judgment to 

assess Audit Risk and to design Audit procedures to 

ensure that it is reduced to an acceptably low level" 

Hence, it is professional duty of the Auditor to first 

assess the Audit Risk and during his Audit always tries 

to make it sure that the Audit Risk reduced to an 
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acceptably low level by modifying the Audit 

procedures. The order of assessing the various 

components of Audit Risk is as follows: 

Step 1 :  Assess inherent Risk 

 At the level of Financial Statement 

 Projecting the above at the level of individual 

balances and class of transactions 

Step 2 :   Preliminary assessment of control risk. 

Step 3 :  Applying substantive procedures and also  

   performing test of control. 

Step 4 :  If test of control supports preliminary 

 assessment of control risk applied 

 substantive procedures are sufficient for 

 Audit. 

Step 5 :  If test of control is contrary to the    

   preliminary assessment of control risk, in  

   such a case modification in substantive   

   procedure is a must. 
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Q.7. How and Auditor give response to 

assessed Risk of Misstatement? 

As we know that; 

Audit Risk  = Risk of Misstatement × Detection risk 

Audit Risk = (Inherent Risk × Control risk) ×  

       Detection risk 

AR   =  IR × CR × DR 

It is clear from the above equation that total Audit 

Risk is multiplication effect of all risks. We can have 

another view to this equation that; 

Risk that an Auditor will issue an inappropriate 

opinion when material Misstatement is present in 

Financial Statement is depend on: 

1. How risky the nature and complexity business is 

(i.e. inherent risk) and 

2. How management is addressing such risk by 

applying the internal control (i.e. control risk) and 

3. How effective are the substantive procedures of 

Auditor (i.e. Detection Risk). 
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Q.8. Auditor found that the nature of the 

business is too complex yet the internal 

control is not appropriately designed and 

in operation. What shall be his response 

to the Detection risk? 

As the business is too complex if Auditor assumes that 

there is no internal control he can imagine that the 

inherent risk is high. 

Against this imagined high inherent risk, this is also a 

fact that business is not having proper internal control 

hence Auditor will feel that the control risk is also 

high. 

As both inherent and control risks are high the 

multiplication effect of both risks will be "HIGHEST". 

In this situation if Auditor wishes to minimize the total 

Audit Risk he is bound to apply such in-depth 

substantive procedure so that the Detection Risk shall 

be at lowest. Now, this answer can be presented in 

following equation: 

Audit Risk =  (IR × CR) × DR  = (High × high) × 

lowest 

=  Highest × Lowest  =  Medium 
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Hence, despite of highest cumulative effect of inherent 

and control risk Auditor is managed to keep the total 

Audit Risk at MEDIUM with the help of his in-depth 

substantive procedure. 

From the above discussion we can understand that, 

combined effect of IR and CR should be inversely 

proportional to DR, if Auditor wish to set its overall 

Audit Risk optimised. 

As interpretation of SA-330 we can conclude that, 

"There is an inverse relationship between Detection 

Risk and the combined level of inherent and control 

risks." For example, when inherent and control risks 

are high, acceptable Detection Risk needs to be low to 

reduce Audit Risk to an acceptably low level. On the 

other hand, when inherent and control risks are low, 

an Auditor can accept a higher Detection Risk and still 

reduce Audit Risk to an acceptably low level. Refer to 

the Appendix to this SA for an illustration of the 

interrelationship of the components of Audit Risk. 
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Q.9. How Auditor evaluates the sufficiency 

and appropriateness of Audit Evidence 

relating to Audit Risk? 

Based on the Audit procedures performed and the 

Audit Evidence obtained, the Auditor shall evaluate 

before the conclusion of the Audit whether the 

assessments of the risks of material Misstatement at the 

assertion level remain appropriate. The Auditor shall 

conclude whether sufficient appropriate Audit 

Evidence has been obtained. In forming an opinion, 

the Auditor shall consider all relevant Audit Evidence, 

regardless of whether it appears to corroborate or to 

contradict the assertions in the Financial Statements. If 

the Auditor has not obtained sufficient appropriate 

Audit Evidence as to a material Financial Statement 

assertion, the Auditor shall attempt to obtain further 

Audit Evidence. If the Auditor is unable to obtain 

sufficient appropriate Audit Evidence, the Auditor shall 

express a qualified opinion or a disclaimer of opinion. 

Documentation 

The Auditor shall document: 

 The overall responses to address the assessed risks 

of material Misstatement at the financial statement 
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level, and the nature, timing and extent of the 

further Audit procedures performed; 

 The linkage of those procedures with the assessed 

risks at the assertion level; and 

 The results of the Audit procedures, including the 

conclusions where these are not otherwise clear. 

If the Auditor plans to use Audit Evidence about the 

operating effectiveness of controls obtained in 

previous audits, the Auditor shall document the 

conclusions reached about relying on such controls 

that were tested in a previous Audit. The Auditors' 

documentation shall demonstrate that the Financial 

Statements agree or reconcile with the underlying 

accounting records. 
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THIS SA IN EXAM 

Q.10. While commencing the statutory audit of 

ABC Company Ltd., the auditor 

undertook the risk assessment and found 

that the detection risk relating to certain 

class of transactions cannot be reduced 

to acceptance level. Explain.    

           (May 17/5 Marks) 

According to SA 315 and 330 the “Detection risk” is 

the risk that an auditor’s substantive procedures will 

not detect a misstatement that exists in an account 

balance or class of transactions that could be 

material. The higher the assessment of inherent and 

control risks, the more audit evidence the auditor 

should obtain from the performance of substantive 

procedures. When both inherent and control risks are 

assessed as high, the auditor needs to consider 

whether substantive procedures can provide sufficient 

appropriate audit evidence to reduce detection risk, 

and therefore audit risk, to an acceptably low level. 
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The auditor should use his professional judgement to 

assess audit risk and to design audit procedures to 

ensure that it is reduced to an acceptably low level. 

If it cannot be reduced to an acceptable level, the 

auditor should express a qualified opinion or a 

disclaimer of opinion as may be appropriate in 

accordance with SA 706. 

Q.11. In the course of Audit of Z Ltd, its Auditor 

wants to rely on Audit Evidence obtained 

in previous Audit in respect of 

effectiveness of internal controls instead 

of retesting the same during the current 

Audit. As an advisor to the Auditor kindly 

caution him the factors that may warrant 

a re-test of controls.     (May 13/ 4 Marks) 

Internal control is not one time process it is continuous 

process, which is often modified on the basis of 

suggestions given by Internal Auditor time to time. It 

may become more effective or if management has not 

taken reasonable steps to maintain its efficiency it may 

deteriorate also by the passage of time. As per SA-330 

on “The Auditor’s Responses to Assessed Risks”, 
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changes may affect the relevance of the Audit Evidence 

obtained in previous audits such that there may no 

longer be a basis for continued reliance. The Auditor’s 

decision on whether to rely on Audit Evidence 

obtained in previous audits for internal control is a 

matter of Professional Judgment. In addition, the 

length of time between retesting such controls is also a 

matter of Professional Judgment. Factors that may 

warrant a re-test of controls are-: 

 A deficient control environment.  

 Deficient monitoring of controls.  

 A significant manual element to the relevant 

controls  

 Personnel changes that significantly affect the 

application of the control.  

 Changing circumstances that indicate the need for 

changes in the control  

 Deficient general IT-controls. 
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