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MODULE 3

Topic 4 – Deciding on the 
right audit strategy
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In this Topic
1. Recap

a) ROMMs – either inherent risks or control risks
b) The audit risk model

2. Identifying “significant risks”
3. Responding to the risks we’ve identified – what to do?
4. Deciding on the audit strategy – linking back to the AR 

model
5. Documenting the plan – audit programs
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Context 
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Topic 4.1 – ROMMs and 
where they come from
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Inherent risks
• Key is to understand the client, industry and environment

• Are management more likely to understate or overstate?

• Increased risk of misstatement = error or fraud in the 
accounting information

• Be able to link to a specific account and assertion

• Low IR = 

• Medium IR = 

• High IR = 
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Control risks
• Identify the components of the systems of internal controls

• Documenting the processes

• Identify control activities

• Identifying control weaknesses

• Low CR =

• Medium CR = 

• High CR = 



©  Dr Amanda White - University of Technology Sydney

Copyright University of Technology Sydney

Copyright University of Technology Sydney

Copyright University of Technology Sydney

Topic 4.2 – Identifying the 
significant risks
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What is a significant risk?
ASA315.11
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How do we figure out which risks are 
significant?

Likelihood of misstatement occurring

Magnitude of 
potential 
misstatement
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If you don’t document it – it didn’t 
happen!

ASA315
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Topic 4.3 – Responding to the 
risks we’ve identified
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What are we required to do?

ASA330 – The Auditor’s Responses to Assessed Risks
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Topic 4.4 – Deciding on the 
audit strategy
Linking back to the audit risk model
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The AR model

• Reminder of the model

• Detection risk is the key

• Remember DR is the risk of NOT detecting a misstatement 
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Practical application of the AR model
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Topic 4.4 – Deciding on the 
audit strategy – part 2
Linking back to the audit risk model



©  Dr Amanda White - University of Technology Sydney

Copyright University of Technology Sydney

Copyright University of Technology Sydney

Copyright University of Technology Sydney

Audit strategies and programs are 
unique
• They are custom designed for the:

• Client

• Current economic environment

• Current industry

• Strategies and plans can change from year to year



©  Dr Amanda White - University of Technology Sydney

Copyright University of Technology Sydney

Copyright University of Technology Sydney

Copyright University of Technology Sydney

Special considerations

• COVID-19 

• Going concern

• Debt covenants

• Thresholds for receiving government assistance
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What comes next?

• Module 4 – gathering evidence
• Implementing our audit strategy

• Designing audit programs

• Executing audit programs and evaluating the evidence

• To be able to do that – we need to understand about audit 
evidence and audit procedures
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What are the requirements for 
gathering audit evidence?
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How do we gather the audit evidence?
Audit procedures

1. __________________

2. __________________

3. __________________

4. __________________

5. __________________

6. __________________

7. __________________

8. __________________

9. __________________
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Major tasks you should be able to do 
from Module 3
• Know how to understand a client – what do you need to 

learn?
• Identify inherent risks and evaluate IR
• Identify control risks and evaluate CR (including the 

control activities and weaknesses)
• Apply the AR model to determine the audit strategy
• Understand the 9 audit procedures


