
THE USES OF MATERIALITY 
AND 

AUDIT RISK CONCEPTS IN 
AUDITING 

( Relating to Planning And Conducting An Audit) 



A paper Submitted to the Scholl of Accountancy, Institute 

Technology Mara, in Partial fulfillment of the requirement For 

Advanced Diploma in Accountancy. 

Name 
Student No 
Date 

MOHD NAZIM BIN HJ. IBRAHIM 
90002541 
10th September 1992 



TABLE OF CONTENTS 

ACKNOWLEDGEMENTS 

CHAPTER 1 : Introduction 

Objectives of Study 

Methodology 

Scope And Limitation of Study 

CHAPTER 2 : Literature Review 

CHAPTER 3 : FINDINGS 

Application of Materiality And Audit Ri 

Materiality 

- Preliminary Estimate of Materiality 
- Allocate Preliminary Estimate of 
Materiality to Segments 

Materiality Decision 

Audit Risk 

- Audit Risk for Segments 
- Inherent Risk 
- Control Risk 

- Detection Risk 

Relationship of Risk To Evidence 

Basic Audit Risk Components 

Strategy Options 

CHAPTER 4 : CONCLUSION 

Endnotes 
Bibliography 
Appendices 



ACKNOWLEDGEMENTS 

As regards to my preparation, sincere thanks goes 

to Puan Norlela Zaini, my advisor, for her help and advice, 

encouragement and guidance throughout the course of this 

paper. I would also like to extend my gratitute and 

appreciation to Mr. Nik Mohd Hasyudeen, audit manager of 
» 

Aidid & Co., and to Puan Rudzila Subli, semi-senior auditor 

of Coopers & Lybrands, for their invaluable time, patiently 

answering questions during the interviews and supplying 

information for this paper. 

Last but not least, I wish to thank my family and friends 

for their continuous support. 



C H A P T E R O N E 

I N T R O D U C T I O N 

The olanning and conducting an audit may be dif-Ferent -From 

an auditor to another and the principles used are according 

to the accounting and auditing standards and also statutory 

requirement. The Auditor's Operational Standard requires that 

'the auditor should adequately plan control and record his 

work". The associated guideline stress that audits. 

irrespective of their size, must be properly planned, 

controlled and recorded at each stage of their progress if 

they are to be efficiently and effectively carried out. 

In determining the audit strategy. an auditor should 

consider two important factors. namely audit risk and 

materiality. If we refer to the auditor's statement in the 

audit report which stated that: 

"In our opinion: 

a) The accounts aive a ti'ue and fair view of the company and 
the group as at 31 December 1991 and their profit. . . . 

The phrase "In our opinion" implies to readers of the 

report that the auditor may unknowinglv fail to appropriately 

modify his or her opinion for material undetected 

misstatements. It is. because of misapplications of 

accounting principles. recorded transactions which depart 

from fact. and/or omissions of necessary information. the 
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