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Introduction. The concept of audit risk is one of the most important in audit activities, since the
level of audit risk is necessary to plan the audit and determine audit procedures in accordance with the
assessed risk.

According to the IAASB Glossary of Terms [5], audit risk is defined as follows ‘The risk that the
auditor expresses an inappropriate audit opinion when the financial statements are materially misstated.
Audit risk is a function of material misstatement and detection risk. Audit risk is basically to the audit
process because auditors cannot and do not attempt to check all transactions.

Overview of recent researches and publications. Audit risk based model and implementation of its
concept of auditing activity is an effective method of sustainable economic development. A significant
contribution to the development of conceptual approaches and paradigm of new auditing mainstream is
highlighted in the scientific works by such scientists as: 1. Dmytrenko, T. Kamenska, K. Nazarova, O. Petrik,
N. Proskurina, O. Rubitel et al.

The purpose of the article is to determine the essence, principles and mechanisms of functioning of
the audit risk based model, which is recognized as one of the vectors for the implementation of the concept
of sustainable development both as auditing activities and clients developing.

Basic material and results. Under the influence of the current challenges of the world economy,
traditional forms of audit are actively transforming. The increased attention and widespread practice of
implementing the principles of the risk based audit is explained by the active involvement of not only
governments and legal entities of economic relations, but also ordinary business entities in these processes.

The vast number of transactions in a statement of comprehensive income and a statement of financial
position could not be check efficiency. To minimize the chance of giving an inappropriate audit opinion
auditors should use risk based approach toward auditing. Auditors should direct audit work to the key risks,
where it is more likely that errors in transactions and balances will lead to a material misstatement in the
financial statements

Audit risk is the actions that the auditor must take depending on the freedom of choice available to
him and it is critical to the entire audit process.

During the audit, the auditor faces three types of risks: accounting, control and audit procedures.

So, the audit risk is based on the estimation:

— the risk of inefficiency of the accounting system, which is maintained by the client;

— the risk of ineffectiveness of the client's internal control system;

— the risk of non-detection of client errors by auditors when performing audit procedures.

The first component of audit risk (risk of material misstatement) is associated with the peculiarities
of the functioning of the client enterprise, its accounting system and internal control. In other words, the risk
of material misstatement is the likelihood of material misstatements in the financial statements before the
audit, but after the control procedures introduced by the entity have been implemented. These risks cannot be
influenced by the auditor in any way, since they exist independently of the audit of the financial statements.
Auditor can only assess the level of these risks, helps to better understand them, but he is not able to reduce
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or change them. The inherent risk is considered to be higher if a high degree of judgment and assessment is
required or if the entity's operations are very complex.

Control risk is a function of the effectiveness of the internal control system, implemented and
maintained by management in order to address the identified risks, relevant to financial reporting, that
threaten the achievement of the objectives of the enterprise. That is, businesses must have adequate internal
controls to prevent and detect fraud and error.

The difficulty of estimating control risk for the auditor is due to the fact that most enterprises do not
have a formalized system of internal control or neglect to document its results. The risk of non-identification
is a function of the effectiveness of the audit procedure as it relates to the nature, timing and extent of the
procedures determined by the auditor to reduce audit risk to an acceptably low level.

The auditor's risk needs to be considered in several ways, namely:

1) risk as an economic category from the standpoint of business results (the likelihood or threat of
the auditor losing his reputation, not receiving planned income, or unexpected expenses);

2) risk is a probabilistic category from the standpoint of the occurrence of any event, will lead to the
auditor expressing a positive opinion about “bad” reporting or expressing a negative opinion about “good”
reporting (make incorrect conclusions about the actual state of affairs).

“Audit risk” is the risk that an auditor may give an inappropriate audit opinion on financial
statements that are materially misstated. To reduce the audit risk to an acceptably low level means the
auditor needs to be more than certain that the financial statements are not materially misstated. This is
reiterated by ISA 200, which states, “The auditor should plan and perform the audit to reduce audit risk to an
acceptably low level that is consistent with the objective of an audit.” “Inherent Risk” as per ISA 400 is “the
susceptibility of an account balance or class of transactions to misstatements that could be material,
individually or when aggregated with misstatements in other balances or classes, assuming that there are no
related internal controls” [1].

According to risk based approach, auditor could plan and provide necessary procedures to identify
and recognize fraud or error in an audit of financial statements. The Standard that regulate this issue is ISA
240 “The auditor’s responsibilities relating to fraud in an audit of financial statements”[1]. Let’s to analyze
compliance requirements according to ISA 240 more detailed (in part of risk-based approach and related
activities to plan audit procedures). Para 32 ISA 240 requires auditors to design and perform audit
procedures:

> Test the appropriateness of journal entries in general ledger and other adjustments made in the
preparation of the accounts.

» Review accounting estimates for bias and consider whether this represents a risk of material
misstatement due to fraud.

» For significant transactions outside the normal course of business, or that appear unusual (given
our understanding of entity/environment/other information noted during audit), we need to evaluate whether
the business rationale (or lack) suggests they are there to conceal misappropriation of assets/fraudulent
financial reporting.

Based on this audit Audit Strategy plan could cover follow procedures (Fig. 1).

The auditor evaluates the risks in order to determine the questions regarding:

— resources required for specific audit areas, including the use of personnel with relevant
experience in high-risk areas, or the use of experts on complex issues;

— the amount of resources required to be used at specific audit sites (to oversee the inventory
process, to check the work of other auditors in the case of a group audit, to check high-risk areas, etc.);

— the timing of resource utilization at intermediate stages of the audit or at key closing dates;

— to manage and oversee such resources (conduct briefings and audit team meetings, conduct peer
and performance review by partner and leader, conduct quality assurance checks on the engagement, etc.).

The estimation of the risks of material misstatement affects the appropriateness of any sampling
method for testing and the size of the audit sample. The identified risks of material misstatement are one of
the factors considered by the auditor when formulating requests for external confirmation.

In audit practice, there is still no consensus on the appropriateness of approach to estimating audit
risk, so the right to choose remains by the auditor. In any case, it is more important for the auditor to carry
out an appropriate risk assessment than the approaches by which such an estimation is carried out. But in any
case, the auditor should not neglect the following rules for assessing audit risk:
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— you cannot fully rely on the efficiency of the business and the client's accounting system, that is,
assume the absence of inherent risk; you cannot fully rely on the efficiency of the client’s internal control
system;

— any situation should be allowed in which there is a high probability of revealing material
misstatements.

( Risk based approach and Audit strategy Planning J

4 N\
Identify and assess the risks of material misstatement due to fraud at
the financial statement level, and at the assertion level for classes of
L transactions, account balances and disclosures

J

( N\
Based on a presumption that there are risks of fraud in revenue

»| recognition, evaluate which types of revenue, revenue transactions or
assertions give rise to such risks.
\.

J

( )
If significant risk is identified related to fraud, it is mandatory, to the

extent not already done so, to obtain an understanding of the entity’s

related controls, including control activities, relevant to such risks.
|\ J

Fig. 1. Identification and Assessment of the Risks of Material Misstatement Due to Fraud
*Complied according to the [1,3,6]

The main problem in assessing audit risk and its components is subjectivity, therefore it is advisable
to develop a methodology for its assessment that can solve this problem. It is rather difficult to level the
subjectivity factor, but it is possible by developing step-by-step actions of the auditor to assess risks.

In accordance with ISA 315 (Revised), “ldentifying and Assessing the Risks of Material
Misstatement Through Understanding the Business Entity and Its Environment” (hereinafter — ISA 315), risk
assessment procedures are audit procedures that are performed to [6]:

1) gaining an understanding of the enterprise and its environment, including the enterprise's internal
control system;

2) identifying and determining the risks of material misstatement, whether due to fraud or error, at
the financial reporting and assertion levels.

According to ISA 240, the auditor’s responses to the assessed risks of material misstatement due to
fraud could be (Fig. 2).

As part of gaining an understanding of the risk estimation process, the auditor needs to ensure that
the enterprise:

— business risks are identified that are directly related to the objectives of preparing the financial

statements;

— an estimation of the probability of their occurrence is carried out;

— their influence (consequences) is assessed;

— decisions are made aimed at their elimination (reduction);

— the risk management process is constantly monitored and adjusted if necessary.

The list of procedures to be performed by the auditor is not exhaustive and depends on the auditor's
professional judgment. That is why, in order to gain knowledge about the business of the enterprise, the
auditor needs to decide what information will be relevant and useful to achieve the set goal in the process of
performing the audit engagement. In practice, auditors mainly use only financial information. This ultimately
leads to unreasonable intermediate conclusions regarding the financial activities of the enterprise, since
focusing on only one type of information source causes the risk of losing certain important characteristics of
the audited object.
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Responses to the Assessed Risks of Material Misstatement Due to Fraud ]

Overall response (financial
statement level)

<*

v' Assign and supervise right
level of personnel

v Evaluate whether the
selection and application of
accounting policies by the entity

Assertion level

<>

v' Design and perform further
audit procedures whose nature,
timing and extent are
responsive to the assessed
risks of material misstatement
due to fraud at the assertion

Specific audit procedure for
management override of
controls

<>

v" Vary from entity to entity,
but is nevertheless present in
all entities. Due to the
unpredictable way in which
such override could occur, it is
a risk of material misstatement

has a management bias
(particularly those related to
subjective measurements and
complex transactions)

level. due to fraud and thus a
significant risk.

v' Incorporate an element of
unpredictability in the selection
of the nature, timing and extent
of audit procedures.

Fig. 2. Responses to the Assessed Risks of Material Misstatement Due to Fraud
*Complied according to the [1,3,6]

The specific nature of the audit activity, which is associated with the receipt of a large amount of
information, its systematization, analysis, the formation of intermediate conclusions, requires the use of
professional judgment at all stages of the audit, determines the use of heuristic methods for analyzing
information. But the use of such methods can carry the latent threat of falling into "cognitive traps" — errors
of the auditor's judgment, which can significantly affect both the interim conclusions of the auditor and the
final judgment in the process of forming the audit opinions on the financial statements. Cognitive traps can
occur at any stage of the audit.

Investigation of the role of enterprise business knowledge in the audit process will provide an
opportunity for a more thorough approach to collecting quality information about a business entity, analyzing
it and making informed decisions to achieve this goal, will reduce the risks of errors in the auditor's
judgment, the wrong choice of resources for verification, will contribute to the solution of both theoretical
and practical problems in planning the audit, conducting the actual review of the assessment of audit
evidence and in forming the auditor's opinion.

Conclusions. Knowledge of the business of the enterprise is a prerequisite for ensuring audit quality.
The process of studying a business is long and laborious, since it includes not only obtaining information
from various sources, but also its systematization and subsequent analysis in order to make appropriate
decisions. A proper understanding of the nature of the enterprise is essential in preventing the occurrence of
errors in the auditor's judgment.

The lack of clarity in the construction of the risk system and the corresponding estimation methods
leads to a violation of the audit methodology, even if the process is formalized.

As a result we can see that there are three main benefits from planning audits: it helps the auditor
obtain sufficient appropriate evidence for the circumstances, helps keep audit costs at a reasonable level, and
helps avoid misunderstandings with the client.
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Honnyona Haranis MukonaiBHa, KaHAMIAT EKOHOMIYHMX HayK. KwuiBChkuil HamioHaIBEHUI
TOPTOBEIFHO-eKOHOMIUHMI yHiBepcuTeT. CydyacHHii MEeHCTPUM B ayAWTi: PU3MKH Ta iX ONMiHIOBAHHS.
BrinB eKOHOMIUHOI KpH3H, HenepeadadyBaHoi emiIeMioIoriyHol CUTyalil y CBiTi Ha JisUTbHICTH Cy0’ €KTIB
TOCIIOJIAPIOBAHHA € 3HAYHMUM Ta BCEOCSHKHUM. TOMy TpamuIliiiHi MmiaXxoaW A0 OpraHizaiii ayIuTOpCHKOi
MePeBipKH (TOTAIBLHOTO JOCIIKSHHS OTepalliii Ta IEPBUHHUX JOKYMEHTIB) JIOBEH CBOIO HEEEKTHUBHICTD.
AynmuTopchka CHUIBHOTa MepeOyBae B TOCTIHHOMY MOIIYKY €(EeKTHBHHUX 1 MPOTPECHBHUX MiIXOIIB IO
TUTaHyBaHHs Ta opraHizamii poOoTH. Y TakoMy BHMAJKYy PU3UKH € THM TOJOBHHM KPHUTEPiEM, HA SIKOMY
ayauTop TepmoueproBo ¢Gokycye cBor yBary. ocmimkeHo mporemypu imeHTHdikarii, xracudikami i
OLIHIOBaHHS pPH3HMKIB. YCTAaHOBJIEHO, IO Yy CYYacHOMY CBITi, CIIOBHCHOMY HEBHU3HaY€HOCTEH,
¢dbyHaaMeHTanbHUM (PAKTOPOM YCHiXy Oyab-IKOro cy0’€KTa TocrolaploBaHHs B Pi3HUX chepax eKOHOMIKHU €
ynpaBiiHHS pusznkamu. [1oOymoBa aynuTopchkoi poOOTH Ha OCHOBI OI[IHIOBAHHS PU3HKIB — II€ XOPOIIHI
IIaHC 1 aKTyaJdbHHUMA CIIOCiO 3pO3yMITH pi3sHOMAHITHI 3arpo3H, 3 SIKUMH CTHKA€ThCs opraHizaiis. Po3pobieHo
peKoMeHalii, MOKIMKaHi AONOMOITH OTPHMATH pallioHalbHE, MparMaTU4HEe Ta YCBIIOMIICHE PO3YMiHHS
PO ICHYI0Y1 PU3HKH Cy0’€KTa TOCTIOapIOBAHHS.

Knwouoei cnosa: aynut, pu3nK-Opi€HTOBAHWH MiJXiJl, BIACTHBHHA PW3WK, PU3UK KOHTPOIIO, PU3UK
HEBUSIBICHHS.
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Poddubna Nataliia, Ph.D (Economics). Kyiv National University of Trade and Economics. Modern
Mainstream in Audit: Risks and Their Assessment. Impact of the current economic, financial crisis and
the coronavirus pandemic on the business activities of companies are very huge and unpredictable. The
traditional audit in the form of a total verification of primary documents has proved ineffective. The auditor’s
world is still grappling with how to ensure the most effective approach to organize their work. Risks are the
main vector to which the auditor should pay attention. Risk identification, classification and assessment
procedures are investigated in the article. Author has expressed opinion that risk management is fundamental
to the success of organizations in every business sector. This is the complex world, full of uncertainty, so
whatever its size, it must manage risk. Risk-based audit and assessment is a good chance and a modern way
of understanding different threats that an organization faces. Recommendations on a new auditors’ approach
that should help get a rational and pragmatic view of risk are developed.

Keywords: audit; risk-based approach; audit risk; inherent risk; control risk; detection risk.
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