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This document is meant to assist practitioners in addressing common questions clients may have regarding the new risk assessment standards, SASs No. 104-111, and what the new standards mean related to their audit engagement.  Practitioners may choose to use it when preparing to have a conversation with clients about the new risk based auditing standards before or during the audit.
What are the new risk based auditing standards? 

Issued by the Auditing Standards Board in March 2006, Statements of Auditing Standards No. 104-111 are comprised of eight separate statements of auditing standards and often are referred to as the “risk assessment standards.”  These standards provide significantly enhanced guidance on identifying and assessing the risks of material misstatement in audit of entity’s financial statements and designing and performing appropriate audit procedures that are responsive to the assessed risks. The standards are effective for audits of financial statements beginning with periods after December 15, 2006.
Why were SASs No. 104-111 issued? 
These standards are designed to improve both the effectiveness and efficiency of audits by focusing audit procedures more directly to assessed risks. The standards were designed to assist auditors in tandem with the existing fraud standard, SAS 99 because the  intent of the Audit Standards Board when issuing these new standards was to strengthen audit quality by guiding auditors to the areas of greatest risk, whether caused by error or fraud.  As a client, you will benefit because the audit approach will be more tailored to your entity, its environment and internal control and thus increasing the quality of the audit.  For example, the standards will require a more robust understanding of various aspects of your environment, including internal control and to assess the risks of material misstatements.  This will allow us to focus our audit procedures to areas where risk is the greatest. This may also allow us to identify areas of improvements in your internal controls.  
How will these new standards impact the audit and fees related to my audit engagement this year? What can I do to minimize an increase in my audit fees?
Given that the new standards requires auditors to gain a deeper understanding of our clients’ environment and controls, you can expect us to conduct a more detailed review of the environment in which your entity operates and your financial processes and transaction cycles, and to increase our documentation over these areas.  We may have documentation from prior year workpapers that may be leverageable, however, for the most part the standards call for additional documentation in respect to the assessment of risks of material misstatement and the design and perform of the audit procedures. 
The standards require that we provide a linkage between our audit procedures and the assessed risks, that is, our audit procedures will be specifically tailored to each assessed risk.  This means, for example, that entities with higher risk environments, which may be associated with more complexity or weaker internal control, may require the execution of more focused audit procedures to address those risks.  You can improve the audit process by strengthening the internal control and documentation over functions that are, or may be, materially relevant to your financial statements. This could help us better manage the audit costs.  The process of documenting your internal control, policies and procedures should begin now. Examples of how to begin include documenting internal control policies and procedures, creating flow charts of the flow of information for significant classes of transactions, and documenting the procedures for initiating, authorizing, recording, processing and reporting those procedures.  
Unfortunately, there is no one–size-fits-all formula for determining the cost of implementing the risk based standards, so we will need to estimate the additional effort required to apply these standards to your audit and keep you apprised of any changes throughout the engagement.  

Where does IT fit in related to the implementation of these standards?

Because information technology (IT) is integral in the financial reporting of most organizations today, ranging from simplistic small business accounting systems to sophisticated enterprise-wide systems, and because many of the controls in entities today are either IT controls or dependent on IT in some way,  we will need to ensure that IT-related risks are appropriately considered.  The auditor will seek to understand and confirm the effectiveness of internal controls that may mitigate these risks.  

DISCLAIMER:  This publication has not been approved, disapproved or otherwise acted upon by any senior technical committees of, and does not represent an official position of, the American Institute of Certified Public Accountants.  It is distributed with the understanding that the contributing authors and editors, and the publisher, are not rendering legal, accounting, or other professional services in this publication.   If legal advice or other expert assistance is required, the services of a competent professional should be sought.
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