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Q. Which is the best combination of paragraphs that describe “Concepts related to an audit of financial
statements.” ?

a. The auditor cannot reduce audit risk to zero and cannot therefore obtain absolute assurance that the
financial statements are free from material misstatement due to fraud or error. This is because there are
inherent limitations of an audit, which result in most of the audit evidence on which the auditor draws
conclusions and bases the auditor's opinion being persuasive rather than conclusive.

b. Risks of material misstatement are assessed at the assertion level in order to determine the nature,
timing and extent of further audit procedures necessary to obtain sufficient appropriate audit evidence. The
risks consist of two components: inherent risk and control risk. Inherent risk and control risk are the entity's
risks; they exist independently of the audit of the financial statements.

c. The auditor shall plan and perform an audit with professional skepticism. However, a belief that
management and those charged with governance are honest and have integrity relieves the auditor of the
need to maintain professional skepticism and allow the auditor to be satisfied with less than persuasive
audit evidence when obtaining reasonable assurance.

d. Written representations from management are necessary information that the auditor requires in
connection with the audit of the entity's financial statements. Similar to responses to inquiries, written
representations are audit evidence. The fact that management has provided reliable written
representations can reduce the extent of other audit evidence that the auditor obtains
about the fulfillment of management's responsibilities, and about specific assertions.
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a. The auditor cannot reduce audit risk to zero and cannot therefore obtain
absolute assurance that the financial statements are free from material
misstatement due to fraud or error. This is because there are inherent
limitations of an audit, which result in most of the audit evidence on which
the auditor draws conclusions and bases the auditor's opinion being
persuasive rather than conclusive.
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b. Risks of material misstatement are assessed at the assertion level in order
to determine the nature, timing and extent of further audit procedures
necessary to obtain sufficient appropriate audit evidence. The risks consist of
two components: inherent risk and control risk. Inherent risk and control risk
are the entity's risks; they exist independently of the audit of the financial
statements.
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c. The auditor shall plan and perform an audit with professional skepticism.
However, a belief that management and those charged with governance are
honest and have integrity relieves the auditor of the need to maintain
professional skepticism and allow the auditor to be satisfied with less than
persuasive audit evidence when obtaining reasonable assurance.
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d. Written representations from management are necessary information that
the auditor requires in connection with the audit of the entity's financial
statements. Similar to responses to inquiries, written representations are
audit evidence. The fact that management has provided reliable written
representations can reduce the extent of other audit evidence that the
auditor obtains about the fulfillment of management's responsibilities, and
about specific assertions.
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