
NEW RISK ASSESSMENT
AUDITING STANDARDS

Will Enhance Audit Approach and Methodology

On February 22, 2006, the Auditing Standards Board (ASB)
of the American Institute of Certified Public Accountants
(AICPA) announced the approval of eight new Statements
on Auditing Standards (SASs) relating to risk assessment.
These Statements will be effective for the audits of
financial statements for periods beginning on or after
December 15, 2006, although earlier adoption is permitted.

The standards are applicable to privately-held (non-issuer)
entities and are intended to improve the effectiveness of
audit engagements.  They will be available from the AICPA
on or around March 8, 2006.

The new SASs are numbered 104 through 111 and are
comprised of the following:

~ SA S No.  104 , A mendment  to St atement  on  A udi ting
St and ar ds No.  1,  Codi ficat ion of  A udi ting
St and ar ds and  Pro c edur es  - Due P rof ess ional Care
in t he Perf or mance of  W or k.

~ SA S No.  105 , A mendment  to St atement  on  A udi ting
S tan da rd s N o.  95  - Gener al ly Accep ted Audi ting
St and ar ds.

~ S AS N o. 10 6, Audi t Evi den ce .

~ S AS N o. 10 7, A ud it R isk  an d M ate riality in
C on du cting  an  A ud it.

~ S AS N o. 10 8, Pl ann ing and  Super vi si on .

~ SA S No.  109 , U nde rs tan din g the  E ntity an d Its
Envi ro nment  an d Assessi ng the Ri sks of  M ater ial
Misst atement .

~ S AS N o. 11 0, P er form ing  A udit P ro ce du re s in
R es ponse t o Asse ssed  Ri sks and  Eval uat ing the
Audi t Evi den ce Ob tai ned .

~ SA S No.  111 , A mendment  to St atement  on  A udi ting
S tan da rd s N o. 39  - Audi t Sampl ing.

These statements are expected to provide guidance and
improve the auditor’s assessment of the risks of material
misstatement, caused by error or fraud, in a financial
statement audit. The AICPA states that the primary
objective of these SASs is to enhance the auditor’s appli-

cation of the audit risk model by obtaining:

• More in-depth understanding of the entity and its
environment, including its internal control, to identify
the risks of material misstatement in the financial
statements and what the entity is doing to mitigate
them.

• More rigorous assessment of the risks of material
misstatement of the financial statements based on that
understanding.

• Improved linkage between the assessed risks and the
nature, timing, and extent of audit procedures
performed in response to those risks.

W ha t the  N ew  S tan da rd s M ea n for  A ud itors  an d T he ir
C lients

In order to comply with the new standards, auditors must
tailor their audit approach to each client so that it is
responsive to assessed risks and focuses on those areas
where risk of misstatement is greatest.

Auditors will be spending more time with the CEO, CFO
and other financial decision-makers in obtaining an
understanding of the business and its risks in reporting
accurate  financial statements.  It is believed that the more
open the client is about how internal accounting decisions
are made, the better the auditor’s understanding of the
strengths and weaknesses of the organization and the
more efficient and effective the audit will be. 

Items in this publication should not be considered official statements of
position, nor advice for individuals or organizations without consulting a
professional advisor. This information is not intended to be, nor can it be,
used by any taxpayer for the purpose of avoiding tax penalties. For more
information, please contact the director in charge of your account or
John Haslbauer, the Chairman of PKF‛s Accounting & Auditing Committee.
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