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Answer 1(A)

As per AAS 16  Going Concern, Auditor should consider whether going concern assumption adopted by the management holds good . There may be financial, operating or other indicator which may raise a question mark on the going concern assumption adopted by the management.

In the present case, there is a major operating indicator i.e. expiry of license to operate without any prospects of renewal. In such cases As per AAS 16 Auditor should discuss with management, analyse their future plans and discuss with experts to judge the reasonableness of going concern assumption.

In present case it is clearly evident that as per management discussion and expert advice, the license would not be renewed, moreover there are no mitigatory factors, thus entity ceases to be going concern and it is clear that going concern assumption adopted by the management does not hold good.

Now the Auditor should advise the management to adjust the financial statements i.e amend their financial statements not incorporating going concern assumption therein. If the management refuses to do so, auditor should render an adverse opinion.
(B)  Answer : As per Para 14 of AS-29 a Provision should be recognized if the following conditions are satisfied –
Condition 1 : Present obligation as a result of past event : The agreement with the Engineering Firm was entered into in March 2007. Hence present obligation exists at the Balance Sheet date.

Condition 2 : Outflow resources to settle the obligation is probable : Additional evidence arising after Balance Sheet date lead to the conclusion that the outflow is probable i.e. more likely than not. The repair work was also completed before approval of accounts by the Board of Directors.

Condition 3 : Reliable estimate of the amount : Rs.180 lakhs is the amount of the liability. (Given).

Since all the conditions for recognition of a Provision are satisfied, a Provision should be recognized for the year ending March, 2007. The accounting treatment followed by the Company is correct. 

(C)

As per AAS 18 , Audit of accounting estimate, Auditor should judge reasonableness of estimates.Now in present case , the provision for bad debts is an estimate, which should be based on past experience and market trends. In this case auditor should discuss with management ,consider market positions and compare the provision created in last year’s financial statements with actual bad debts. It is given that considering all those points,it should be fifteen percentage and not five percent as shown by the management.The difference between auditors estimated percentage and client estimated percentage appears to be quite material.

As management refuses to adjust the same, in this case auditor should qualify his report regarding provision for bad debts.

(D). As per AAS 30 “External Confirmation” When the auditor seeks to confirm certain balances or other information, and management requests the auditor not to do so, the auditor should consider whether there are valid grounds for such a request. The auditor should also seek the management to submit its request in a written form, detailing therein the reasons for such request.

If the auditor agrees to managements requests not to seek external confirmation regarding a particular matter, the auditor should –

a. document the reasons for acceding to the management’s request; and

b. apply alternative procedures to obtain sufficient appropriate evidence.

If the auditor does not accept the validity of management’s request and is prevented from carrying out the confirmations, there has been a limitation on the scope of the auditor’s work and the auditor should consider the possible impact on the auditor’s report. The auditor should, however, in this case also, document the request made by the management along with the reasons given by the management as well as his own reasons for not accepting the management’s request.

ANSWER 2

 (A)

As per the clause (8) of part I of first schedule of the Chartered Accountants Act ,1949 , a chartered accountant in practice is deemed to be guilty of professional misconduct if he accept appointments as auditor, previously held by another Chartered Accountant or restricted state auditor, without first communicating with him in writing.

However as per this clause incoming auditor’s duty of communication is with that auditor, who conducted the work previously in same capacity in which incoming auditor is accepting the work, i.e income tax Auditor is required to communicate with outgoing tax auditor only or incoming statutory auditor is required to communicate with previous statutory auditor only. In the present case Mr. A is accepting statutory auditorship ( under companies act ) for the year 2006-2007. thus he should communicate with the previous year statutory auditor and not the previous year tax auditor.

So it is not the duty of Mr. A to communicate with Mr. B under this clause and Mr. A will not held guilty of professional misconduct.

(B)

As per the clause II of part I of first schedule of the Chartered Accountants Act 1949 , a chartered accountant in practice shall be deemed to be guilty of professional misconduct if he engages himself in any other business occupation other then profession of Chartered Accountant unless permitted by council so to engage.

Moreover , as per clause (i) of part I of first schedule , a Chartered Accountant will be held guilty of professional misconduct if he submits any false statement to the council or any of it’s committee. Now in present case , it appears that Mr. X did not take permission of council before accepting managing directorship of “S” Ltd. Thus he would be covered under clause 11 of first schedule. Moreover he submits false statements to the ICAI that he is not engaged in any other business/occupation , while he was. Thus he would be covered under clause (i) of third part of first schedule.

Thus Mr. “X”  is guilty of professional misconduct under first schedule as per clause 11 of part 1 and clause (i) of part III.

(C)

As per clause 8 of part 1 of second schedule  of C.A. Act 1949, a C.A. in practice is deemed guilty of professional misconduct if he fails to obtain sufficient information to warrant the expression of opinion as his exceptions are sufficient material  to negate the expression of an opinion.

It requires that C.A should express an opinion only after obtaining the required information.

In the present case it is clearly evident that  “ M “ did not conduct any examination i.e. he failed to obtain sufficient information , still he provided an opinion which is prohibited in terms of said clause.

Thus Mr. “M” would be guilty of professional misconduct under aforementioned clause.

(D)

As per clause (a) of part II of first schedule, a C.A. in practice will be guilty of Professional misconduct, if he accepts or agrees to accept any part of fee, profits or gain from a lawyer, C.A. or broker engaged by such employer by way of commission or gratification.

In the present case Mr. “L” a C.A. in service, agreed to accept a part of fee of a lawyer because he entrusted the work of his employer to said lawyer. It does not make any difference that later on ,Mr. L refused to take anything from the lawyer. The  fact that he agrees for such an agreement, tantamount to misconduct because in the clause aforementioned, both acceptance and agreement to accept are prohibited.

Thus Mr. L would be guilty of professional misconduct.

Answer  to Q.3.(a)

 
Attendance at Physical Inventory Counting (AAS-34)
Management’s:  
Physical verification of inventory is the responsibility of mgt.

responsibility


Auditor’s Duty : 
(1)
Sufficient appropriate audit evidence regarding existence and condition of inventory, by attendance at physical inventory counting unless impracticable

(2) If impracticable, he should obtain sufficient & appropriate evidences through alternative procedures

(3) If he can’t attend physical inventory count on planned date due to unforeseen circumstances, take some physical counts on alternative date and perform procedures to consider appropriate adjustment of changes in inventory between period end and date of physical count.

(4) He ordinarily observes count procedures adopted by management and perform test counts.


Inventory
He should obtain confirmation from IIIrd party. He should also consider:


Under
(i) 
Independence of IIIrd party.


Control of
(ii) 
Observing/arranging another auditor to observe, ph. Count.


IIIrd Parties:
(iii) 
Obtaining another auditors report on IIIrd parties system

(iv) Inspecting documentation regarding inventory held by III parties

(v) Subsequent receipt of goods from IIIrd parties


Management
(a)
completeness of information provided


Representation
(b)
assurance with regard to adherence to laid down procedures for physical Letter 


inventory 
count.


Auditor’s
(
If he is unable to obtain sufficient appropriate evidence w.r.t. Conclusion &

physical inventory count refer scope limitation in audit report


Reporting 
(
If inventory is not properly disclosed in the financial statements, he should issue qualified report.


(b)
Auditor’s Report
The auditor’s report can be either the unqualified or modified as per AAS-28.

An unqualified opinion should be expressed when the auditor concludes that the financial statements give a true and fair view in accordance with the financial reporting framework used for preparation and presentation of the financial statements.

Under following situations auditor’s report may have to be modified

· Matters that do not affect the auditor’s opinion

· Matters that do affect the auditors opinions including qualified opinion, disclaimer of opinion or adverse opinion.

In respect of matters that do not affect the auditor’s opinion, the auditors should modify the report by adding a paragraph to highlight a matter for example some uncertainty the resolution of which is dependent on future events and which may significantly affect the financial statements and the same has already been incorporated by management in financial statement. In such matters, the opinion paragraph would refer to the fact that auditor’s opinion is not qualified in this respect. 

Matters that do affect the auditor’s opinion: The AAS specifies that in respect of matters that do affect the auditor’s opinion.

a. A ‘qualified opinion’ should be expressed when the auditor concludes that an unqualified opinion cannot be expressed but that the effect of any disagreement with the management is not so material and pervasive as to require a adverse opinion, or limitation on scope is not material and pervasive as to require a disclaimer or opinion.

b. A ‘disclaimer of opinion’ should be expressed when the possible effect of a limitation on scope is so material and pervasive that the auditor is in able to obtain sufficient appropriate audit evidence and is hence unable to express an opinion on the financial statements.

c. An ‘adverse opinion’ should be expressed when the possible effect of a limitation on scope is so material and pervasive to the financial statements that the auditor concludes that a qualification of the report is inadequate to disclose the misleading or incomplete nature of the financial statements.

Opinion other than an unqualified opinion:  Whenever the auditor requires an opinion other than unqualified, a description of all the substantive reasons should be included in the report and quantification of the possible effect (s), individually and in aggregate, on the financial statements should be mentioned in the report.

Answer.4.(a)



Computer Assisted Audit Techniques (CAAT) (Used in Auditing through the computer)

1. Audit Software: It is a set of computer programs used by the Auditor, as part of his Auditing Procedures, to process data of audit significance from the entity’s accounting system. The Auditor should use such programs only after he proves their validity for Audit purposes. Audit Software may consist of:
(a) Package Programs – These are generalised Computer Programs, that perform data processing like reading computer files, selecting information, performing calculations, creating data files and printing reports in a format specified by the Auditor. May be used at many clients site.
(b) Purpose Written Programs – These are Computer Programs, designed by the Auditor / entity / outside programmer, to perform Audit tasks in specific circumstances. The Auditor may sometimes use the programs of the entity in the same or in a modified form. But it may not be used at many clients site thus cost consideration should taken care of. 
(c) Utility Programs – These are programs of the entity, designed for non-audit purposes, but for performing common data processing functions like sorting, creating and printing files. These are not designed specifically for audit purpose.
(d) System management  software – These are enhanced productivity tool that require specialised knowledge on part of auditor. However these are not specifically meant for audit purposes. Thus used with much skill and care. For example flow chart review systems. It may be used for comparing source code with object code.
2. Test Data: The Auditor enters a set of test data into the entity’s computer system and compares the results with predetermined results. Test data are used to test specific controls / specific processing characteristics in computer programs like online password and data access controls. The test data are chosen by the Auditor. They may be of the following types –
(a) Testing a set of data selected from previously processed transactions, in the entity’s system, separately from the normal processing procedure.
(b) Establishing a dummy unit to which test transactions are posted during the normal processing cycle of the entity. (Called integrated Test Facility). However, the dummy entries should subsequently be eliminated from the entity’s accounting records. These are used mainly on line real time systems.
Use of CAAT / Audit Software Systems in Fraud Detection:

1. Even while auditing in an EDP environment, the Auditor is required to plan his work by exercising reasonable care and skill in such a manner that there is reasonable expectation of detecting material misstatements in the financial information resulting from fraud or error.
2. Use of the above CAAT / audit software systems will help the Auditor to identify errors and frauds in the accounting and internal control system.
3. However, frauds are intentional and generally deep-laid. While auditing through the computer with adequate knowledge of computer systems may highlight some frauds, there is not empirical evidence to prove the assertion that the use of audit software systems has unearthed well-concealed frauds. Thus it cannot be conclusively said that use of audit software systems increases the probability of detection of fraud due to inherent limitation present in any audit. 

(b)
Difference between Audit and Investigation :


Audit is independent examination of financial statements of an entity whether profit making or not, irrespective of its size and legal structure, where such an examination is conducted with a view to express an opinion thereon.


Investigation means a critical examination conducted for a specific purpose. The distinction between audit and investigation can be explained in the following points :

1. The objective of audit is to ascertain truthfulness and fairness of financial information, whereas, investigation is conducted to establish a fact for some particular purpose.

2. The scope of audit is determined by law, AAS and terms of engagements. Scope of investigation is limited to specific field of work.

3. Audit is conducted on yearly basis, whereas, for investigation there is no certain period.

4. Auditing requires test checking, whereas, investigation generally requires  a detailed study and examination of facts and figures.

5. Audit has more inherent limitations than in investigation.

6. Auditor needs to obtain persuasive evidence whereas investigator requires conclusive evidence.

7. Audit report is submitted to the owner of business, and is generally a general purpose report. Whereas, investigation report is to be submitted to persons on whose behalf it is being conducted and generally more confidential.

Answer.5.


PEER REVEIW

(a) Peer review is conducted to assure that profession is conscious of its responsibilities and strive its best to ensure that highest standards are observed by all practicing members rendering audit and attestation services to the society. 

(b) It involves examination of the systems and procedures of the Practice Unit.

(c) It is conducted to  ensure that in professional assignments, the member of ICAI.

i. Comply with technical standard, and

ii. Have proper system to maintain quality of work.
(d) Entire Peer Review Process has three stages viz. Planning, Execution, Reporting.

Stage-1          PLANNING
1. Empanelment of Reviewers:   The reviewer should be member of ICAI having at least 10 years audit experience (the experience need not be continuous ,it may be on cumulative basis).The reviewer should be  currently in practice.

2. Intimation to practice unit: In writing, information is given to the pu by peer reviw board, of its selection for pear review alongwith a panel of 3 reviewers & a copy of the questionnaire.

3. Initial communication by PU : PU is required to communicate its choice of reviewer to board within 15 days from receipt of information . Within 1 month of receipt of intimation,  PU sends completed questionnaire along with complete list of client to the reviewer.

4. Selection of sample Attestation service engagement:  reviewer selects the sample on Random basis for review.

5.  Confirmation of visit: Reviewer in consultation with PU ,fix the dates for on site review to complete the peer review process within the four months of receipt of initial intimation to PU.

Stage-II        EXECUTION

1. Initial meeting:it is conducted between reviewer & PU to confirm  the accuracy of responses to the questionnaire.

2. Compliance Review: that is to check the independence, maintenance of professional skills and standard consultation, staff selection & supervision & office administration.This checking is required to understand working and control procedures of PU.

3. Selection of Attestation services Engagements: He may modify his initial sample selected for review in consultation with the PU at executions stage.

4.  Review of Records: Compliance & substantive approach: he performs compliance procedure to know worthwhileness of internal controls. Then he decides whether to rely on internal controls or not. In case of reliance, his substantive procedure will be less extensive & vice-versa. However, Compliance procedures are not necessary if size of firm is small/ medium. In that case, he may adopt only substantive procedure.

Stage-III         REPORTING

1. Preliminary Report of Reviewer: At end of review, preliminary report is given to PU (before any report to Board) in case its system & procedure found to be deficient or where non-compliance has been noticed. Otherwise, No preliminary report is required to be given. Report should be prepared on latter head. It should be dated and should contain reviewers signature, membership no. & reviewers code number.
2. Reply to Preliminary Report: Practice Unit is required to submit the reply to preliminary report to the reviewer  in writing within 21 days from receipt of the preliminary report from reviewers.
3. Interim Report of Reviewer: If reviewer is not satisfied with reply, then he renders interim report to Board. The Board recommends to PU and instruct the reviewer to carry out review again after 6 months to verify whether systems and procedures have been modified appropriately.
4. Final Report of Reviews: If reviewer is satisfied with reply of PU, he will render final report to the Peer Review Board. Final report should incorporate the findings.

Answer.6.
(a)CARO shall not apply to : 

(i) a banking company as defined in clause (c) of section 5 of the Banking regulation Act, 1949.

(ii) An insurance company as defined in clause (21) of section 2 of the Companies Act, 1956.

(iii) A company licensed to operate under section 25 of the Companies Act, 1956; and 

(iv) A private limited company with a paid-up capital and reserves not more than rupees fifty lakh and which does not have outstanding loan exceeding rupees twenty five lakhs from any bank or financial institution and does not have a turnover exceeding rupees five crores at any point of time during the financial year.



(b)
Methodology to Energy Auditing : Energy Audit is the activity that serves the purpose of assessing energy use pattern of a factory or energy consuming equipment and identifying energy saving opportunities. As Energy Auditor, we would like to cover it in following two stages : 

i. Preliminary Energy Audit :

(1) It typically involves two or three days of plant visit. 

(2) It is also referred to as walk-through audit.

(3) One may rely on data supplied by the unit or personally read from meters installed in the industry.

(4) In many instances, the meters installed in the industry do not show accurate reading.

(5) Ideally, the energy auditor must carry proper portable instruments and make recommendations.

ii. Detailed Energy audit : 

(1) It goes much beyond the quantitative estimates of cost and savings.

(2) The scope of the audit assignment is discussed in detail with the plant personnel.

(3) The study involves details examination of major energy consuming equipment.

(4) The study proposes specific projects/feasibility study for replacement proposals, providing a cost-benefit analysis of the recommended measures.

(c)
Independent director- As per clause 49 of listing agreement, Independent director is a non-ED, who fulfills all the following conditions - 
(i) He shouldn’t have (apart from receiving managerial remuneration any other material pecuniary relationship / transaction with the company, its promoters, management or Subsidiary which (in judgment of Board) may affect independence of judgment of Board.

(ii) Not related to promoters or persons occupying management positions at Board level or at one level below the Board.

(iii) Not been executive of co. in proceeding 3 Financial Years.

(iv) Not partner / executive (this year or Pr. 3 Financial Years.) of (i) Statutory /internal audit firm and (ii) legal / consulting firm having material association with co.

(v) Not a material supplier, service provider or customer or lesser / lessee of co.

(vi) He is not a substantial shareholder of the company owning 2% or more of block of voting shares.

Answer.7.
(I)

Circuit Breakers



1. Individual Security-wise
2. Market-wide

1. In Securities :
(a) It is levied to curb excessive volatility.
(b) May be 2%, 10% , 20% or 40% based upon categories of shares.

(c) It is calculated w.r.t. closing price of previous trading day.

(d) For example, if on 13:06:2005 the closing rate of AFTEC INFOSYS is Rs.100 the price band in case of 20% circuit breaker is 80 (Lower freeze) and 120 (upper freeze).

2. Market wide C.B.

a. w.e.f. 02:07:2001

b. It has 3 stages of index movement 10%, 15% and 20%.

c. It brings about trading halt in market nationwide (all markets)

d. The percentages are calculated into absolute points of index variations on quarterly basis, based upon closing index of last day of trading in a quarter. 
e. So far only twice in Indian history.

f. Depending upon time of index movement and its percentage trading may be halted for specified time period

II.
Clearing and Settlement Mechanism

1. The securities pay-in obligations of members are down-loaded by the clearing agency.

2. The members make available the required securities in their pool accounts with Depository Participants (DPs) by the prescribed pay-in time for securities.

3. The depository runs an electronic file to transfer the securities from the pool accounts of members with DPs to the DP account of the clearing agency.

4. The securities are transferred on the pay-out day by the depository from the DP account of the clearing agency to the DP accounts of members.

5. Select banks have been empanelled by clearing agency for electronic transfer of funds.

6. The members are informed electronically of their pay-in obligations of funds.

7. The members make available required funds in their accounts with clearing banks by prescribed pay-in day.

8. Same way, funds are transferred on the pay-out day by the clearing banks from the account of the clearing agency to the accounts of members.

·  (b)
 Verification of Reinsurance Inwards


· The Reinsurance inward underwriting should be as per the norms and guidelines prescribed in the Insurance Act, 1938 IRDA Regulations as well as the company’s approved programme.

· The auditor should verify the reinsurance inward transactions are as per the arrangements with re-insurers.

· The auditor should examine the accounting policy of the company in regard to reinsurance business received, premium received and payment of commission and claim costs.

· The auditor should satisfy himself about the system of control over the reinsurance inward programme.

· The auditor should examine the foreign currency transactions and ensure that they comply with Accounting Standards (AS) 11, Accounting for Effects of Changes in Foreign Exchange Rates.

· The auditor should examine whether the outstanding claim figures have been properly obtained well in time, under proper arrangements and adequate provision has been made for outstanding claims.

· The auditor should check whether provision has also been made for claims incurred but not reported.

· Closing balance of the re-insurer’s accounts should be reconciled and confirmation should be obtained form them.

· Verification of Reinsurance Outward 
The auditor should apply the following verification measures for reinsurance outward transactions
 
· The auditor should verify that reinsurance outward transactions are as per the norms and guidelines prescribed in the Insurance Act, 1938, IRDA Regulations and company’s approved reinsurance programme.

· The auditor should verify that insurances have been ceded as per agreements entered into with various companies.

· The auditor should verify the confirmations received form re-insurers regarding claims for losses submitted to them.

· The auditor should examine the aspects of reinsurance premium, commission receivable, paid claims- recovered, outstanding losses- recoverable from re-insurers.

· The auditor should examine the foreign currency transactions and ensure that they comply with Accounting Standard (AS) – 11.

· The auditor should set whether the sub-ledger balance tallies with general ledger control account. He should also scrutinize selected accounts of re-insurers.

· He should verify   any old outstanding claims paid or outstanding at the end of the year.

· The auditor should look into events after balance sheet date which might have significant impact on recovery of claims – paid or outstanding.
Answer 8.(a) Property Audit

· “Propriety Audit stands for verification of transactions on the test of public interest, commonly accepted customs & standards of conduct”.

· Propriety is that which meets the tests of public interest, commonly accepted customs and standards of conduct and particularly as applied to professional performance, requirement of law. Government regulations and professional codes” – E.L. Kohler.
· If shifts the emphasis to substance of transaction
· It requires transactions (mainly expenses) to conform to certain general principles : 

a) Expense is not prima facie more than the occasion demands and same degree of vigilance is exercised as should be exercised in respect of his own money. 

b) Authority exercises its power of sanctioning expenses to pass an order which will not accrue to its own advantage.

c) Funds not  utilized for benefit of a particular person / group.

d) Apart from agreed remuneration, no other avenue is kept open to benefit management personnel, employees and others.

Answer 8.(b)  Exemption from Cost Audit : 

The exemption from Cost Audit on year-to-year basis in the following situation : 

(i) Temporary Closure of the company / products.

(ii) Negligible production activity.

Fees : 
	
	Company having an authorized Capital
	Amount of fees to be paid

	A
	Less than Rs.25 lakh
	Rs.   500

	B
	Rs.25 lakh or more but less than Rs.5 crore
	Rs.1,000

	C
	Rs.5 crore or more
	Rs.2,000


Appropriate documents are required to be furnished along with application for exemption : 

(i) True copy of complete Annual Report containing balance sheet and profit and loss account for the year for which exemption is being sought along with copies of the same pertaining to preceding two years.

(ii) An affidavit containing full facts of capacity utilization turnover and financial status of the company, duly signed by two Directors of the company and authenticated by a Notary Public.

(iii) A brief note/status report on steps taken by the management for revival of the said unit.

Answer 8.(c) AUDIT PROGRAM for Audit under VAT

i. The turnover of sales/purchases of goods has been properly determined. The sales turnover arrived at by applying the generally accepted accounting policies may not be the same as required under the VAT law.

ii. The turnover of purchases should be tested to enable the auditor to get the purchases eligible for grant of input tax credit segregated from other purchases. 

iii. The auditor is expected to list out the due dates of filing of returns and find out the reasons for delay in filing the returns, if any. 

iv. The auditor should apply tests as will enable him to ascertain whether the auditee is eligible for composition. 

v. The auditor may also be expected to check the consolidation of the returns filed for all the periods covered in the year under audit.

vi. The auditor should check whether all the transactions relating to sale and purchase are entered in the books of account and have been taken into consideration while filing the returns. 

Answer to Q.8.(d) As per AAS-33, “Engagement to review financial statement”, the auditor is required to provide the negative assurance which is explained as follows : 

Negative
(1)  State that –

Assurance

(  
Nothing has come to auditor’s attention based on review

· That causes him to believe
· That financial statements do not give a true and fair view (or not presented)

· In accordance with appropriate framework

(2) If matters come to auditor’s attention that impair true and fair view and describe those matters with quantification on financial statement and either

(i) 
Express qualification of negative assurance, or

(ii)
If effect is so material and pervasive that qualification is not adequate give an adverse statement.


(3) If there is material scope limitation, describe the limitation and either–

(i) Express a qualification of negative assurance, or

(ii) When possible effect of limitation is so significant don’t provide any assurance.

Answer to Q.8.(e)

(a) As per AAS-6  – Auditors risk is the risk that the auditor may give an inappropriate opinion when the financial statements are materially misstated. Audit risk has three components, viz., inherent risk, control risk and detection risk.

1. Inherent Risk – Inherent risk is the susceptibility of an account balance or class of transaction to a material misstatement, assuming that there were no internal controls. The auditor should study and evaluate the degree of inherent risk in order to determine the audit plan. He should also consider other factors, which might compensate for an otherwise high degree of inherent risk.

2. Control Risk – Control risk is the risk that a material misstatements could occur in an account balance or class of transaction and that will not be prevented or detected and corrected on a timely basis by the accounting and internal control system. 

3. Detection Risk – Detection risk is the risk that an auditor’s substantive procedures  will not detect a material misstatement. 

There is an inverse relationship between detection risk and the combined level of inherent and control risks. Thus, when inherent and control risks are high, acceptable detection risk should be low to reduce the audit risk to an acceptably low level. 

