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ABSTRACT

Auctitors should detevmine inherent visk and comef risk of fineneial stotement meateriof oceounts diring awdir
plaaning, and plan substantive procedures so as to decrease the detection Fisk to an appropriate level, frar Audi
organization has proposed the rate of inherent risk in some certain acoount balunces level This study aimy to evaluate
the rate of inhervent risk in ceriain aovount balunces tevel from the independent auditor's viewpoint and to determine
whether they agree with the proposed percents by audit organization or nol. So, sivmie researches conducied on mathods
of evaluating inherent risk in acoount hofance level are studied here and the out coming resalt was that evalwations are
in terms of assessmenis of management ussertion. Therefore, the average of five management assertions has been
coasidered a5 the therent visk level It is concluded thar generally speaking main differences between indzpendent
arditor'y ideas and the proposed percepts Iy auidit arganization corcerning inheren! Fisk rely on cash, purchuse of the
raw materiols and commodity, wages, moveable fived avsets and materiof consumption accounts, and there's no

significant disagrecment in ofher isxues.
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INTRODUCTION

Todav's socety needs Lo have reliable financial
information o survive. However, the purposc of thosc
who try to put these picees of fact together is different
from the people who use them, so it is necessary to have
some mdependent avditors, usinge their professional
efficiency and honesty, determine whether reliable
financial data clearly reflect reality or not (Salehi, 2008,
Micgs et al, 1992). This wouldn't promise ta detect all
kinds of misstatements, though it may assure us of there
not being some main misstaloments. Considenng the
situations, auditors lirst decide to accept what extent of
audit risk, and thes try to plan and manage auditing, so as
to keep auditrisk it a certain leve ) (Rezazadeh, 2005),

According to article |1, Cnde 40 of auditing
standards of Tran "auditer should cstimate the mberent
tisk in [inancial statement level to make 3 gencral
scheme and relale il (¢ main account balance or 1o
matcrial clusses of transactions, or may it asswme their
relevant imherent risk is high” (Rezazadeh, 2005}, I the
auditors estimate the control and inherent risk more than
what really 15, auditing will be done more than what is
actuatly needed, and it will deercases the sources
uselessly. Contrary to this, estimating the control and
inherent nisk lower than what is real, will destroy the
effectiveness of auditing that leads to complaints made
against the auditor (Monroe and Ng, 20003,

In 2000, the Amenican Institwle of Cortified
Public Accountants (AICPAY scrutinized instan-es on
which auditors having failed o detect the clients” fraud,
led to the conclusion that in 44% out of 45 inves igated
cases, the reason was false audit planning. One of the
factors relevant t o audit planning was a failure in the
proper assessing the inherent risk and balancmg the audit
planning based on this.

Weilligh {2004) conducted a study on “actors
with a high risk in long-term financial statements of
insurance companics, listed from South Africa, ai ned to
find certain account, potentially exposed to statements of
insurance companies s South Africa. He askxd the
auditors to evaluate cach of the assertions concerning
special account balance as the inherent risk ol that
account or signiticant affairs of insurance industry in the
form of matrices, and considered the average irherent
nsk i a level to five assertions regarding each of the
account tites as the inherent risk of that account, The
research indicates that “policy liabilities™ and “openating
profit (rom long-term insurance activities” are
potentially cxposed to a significantly higher lovel of
inherend risk than the other industry- specific elements of
the financial statements ol long-rerm insurers.

In 2002, Tran Audit Organization, in publ cation
No. 130 stated that: "revised sections approachin g audit
risk managetnent”, has offered specific percant of
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inherent risk at the account balance level for some
certan accounts, The main issue, heor, s that if the
independent auditors agree with these offered percents,

Awdit Risk Model

Audit risk mode! refers to that kind of risk so that
auditors cannot consciously change ther ideas in
accordance with mijsstated financial statements
{Moravesh ot al, 2004). The inherent nisk is compased of
componenis like inherent risk, control risk and deteetion
risk.

[nherent sk is the probability of a significant
misstalement occurTing in an account. assuming the fact
that there is no internal control for it. Conirot sk is the
condition in which the clicals internal control cannot
prevent or detect a significant misstatement; while
deteclion risk is that the auditing methods Jead o the
conclusion that there maybe no significant misstatement
inan account, though the account has actually one. Audit
risk maodel is applied in both finaneial statement levet
and account balance level or martcria! classes of
traniactions and its integrated components arc cxpressed
as follows: AR =R = CR = DR. Audit disk model mayhc
wsedd in planning and dividing audit tasks in a preat
aclivities, since it determines areas with a higher
inherent risk and/or a lower internal control, so auditors
can get the best bencfil of the resources (Woodhead,
1992).

In other words, because the conlent tests cost
much, doing them can increase the efficicncy of audit
only to a proper level tor affecting audit {Dusenbury et
al, 2000}, Cosserat (2004) explains the concept of audil
risk model in "Modemn Audit” resembling it to raindrops
falling from a cloud which contains errors caused by the
type and business identity ol the clicnt, These raindrops
are relerred to a5 the inberent risk. The first filter on the
method of falling down the drops i3 the intemal conirol
systetn of the company. To evaluate how this filter canse
the fall to stop, forms the auditors” assessment of control
risk ievel. The second filter is the content test, tnanaged
3y auditors. Assessing bow this filter prevents the fall
yassed through the first filter to Mlow further, shows the
Jetection risk level. So, audit risk is the probability of
assing Lhe raindrops through bath filwrs and falling 1o
"he ground- which is the financial statement crrors
accured, but didn't get deterted by internal control
SYSIeT Content tests,

Woodhead (1992) illustrated the audit Tisk
model asin figure 1;
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Figure 1: Ladder Tree THagrm o Ulustrate Altemative
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In the above first path, some of the vceurred
crrors haven't been detected by means of irtemal
controls and audirors' tests. This way audit risk wil be IR
* CK = DR. Path 2 happens when the auditors would
detect main crrors not through intermal controls, but by
his Lests; so, the insurance level will be against the risk,
the percent of which is equal to one minus the risk
percentage. That is the sum of detceted main arrors as
compared 1o the existed main errors m the aceunts,
Therefore, the audit risk in this case willbe IR » CR < (1-
DR}. In the same way, main errors having been deteeted
and/or by preventad internal controls, the audit will flow
in path3and there's no need to the content test anymore,
s0 DR will be neglected and audit risk will be expressed
as IR = {1- CR), In case, main crrors never ocolr in a
company, fesullant auditing will be through path 4.
Explaiming these all, Woodhecad said that the auditing
procedure would take one of the mentioned saths.
During his planmng, the independent auditor warts the
auditing provess 1o take the first path. If he detects some
main errars, be will take the sceond, The interal auditors
mainly considers path 3 and ignores the fourth, sitce he
cannot assume there'd be no main errorat all.

In addition, Dusenbury et al, (1996} in 1 risk
assessmenl, agreed-based model against a probability-
based model and belicve that Belicf-based one would
cxpross auditor's ideas much betier. For example, in case
the auditor tends to ignore factors of inherent risk, he
would consider it 100%. A probability-based 100de]
proposcs thit this means indeed there is some errars in
the balance account, while this is not what the auditor
really has in mind. Similarly, if the auditor evaluates the
inherent risk equal to 70 per cent, accordirg Lo
praobability-based modet, there's a 709, possibilily -led to
the results that maybe the account balance is wrenyly
stated- and a 30% probability of no main erver =t all,
However, in an Beliefbased model, auditor will
continue surveying uatil he decides that there's ng main
error in financial statements, but he evaluate the risk as
0%, ic. there's a probability of 70% ignoring the
mherent risk factors and just beimg aware of. and
examining the 30% of them. This means main ertors to
an auditor would be regarding the probability of his
being partly aware of the risk factors, but to 100% there
maybe no error at all. Mereover, Dusenbury et al. { 159a)
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sand that many audit companies, apply the audic risk
model based on rank asscssment by means of terms Like
high. middle, low. This approach is cxamined along
probability-hased and agreed-based that manages the
asscssment in a quantitative manner.

Stonc and Dalla {1994 came to & conclusion,
over how to assess the risk that auditors agree together
mostly when they express their judgments through
aumbers mihier than with words, [n genecral, the resulis
show that numeral cxpressions improve on the risk
~udgments by auditors,

TNHERENT RISK

Hitzig {2001) defines the inherent risk as "an
auditor's impressiom of susceptibility to misstatemem to
“orm the basis for reasonable assurance, even though no
dudit procedures has been performed”. loherent nisk
diould be cvalusied at the two following levels:
zenerally at the financial statement level and at the level
ol ¢laims concerning cach ol material account or classes
altrmnsactioms. The isherent fisk at the aceount balance
depends on the identity and instinet of cach account.
Som2 accounts can be more misstated than others, and as
1 result would have a higher inherent risk than assessing

nherent and control risk contains professional
_udgsmnent; specially as to the inherent risk.

Ritchic and Khorwatt (2007} noted that the

mtent of inherent risk is detenmined by professional

_udgment. This can be between 50w 100 percent. This

‘way, a high inherent risk, respoctvely cquals o 00, 75

wnd 30 percent (Rezaradeh, 2005), Other researchers, as

essier el al, (2000 and Maletta (19931 estimatad the
nherent risk among zeroto 100

LITERATURE REVIEW

There has been some researches done on factors
uTecting inherent risk, for instance, Monroes's sampling
Tame 10 1993 included 48 factoms, 42 of which were of
nherent risk and & were of control nsk. that were called
‘he most relevant facors in stalements, instctions and
wditing texts, The study led to the conclusion that
inancing pressurg, frequent charge or discharee of
nanagers, application of subsidiary ledger of account
receivable to ledger management unwillingness of
accepting audit adjustments and the record of crrars in
aceount balances are of most important Tactors in
computing inherent risk (Rezazadeh, 2005).

Colbert (1988) has studied how auditors assess
-nherent risk for inventory, So, the four inherent risk
-actors have heen tested that inchodes: turnover of the
«anteoller, financing pressure, amount and complexity of
overhead in inventory and the quality of personnel. The
cesult reasoncd that the quality of personnel has won the
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attention of auditors. Bonitz ct al, (1987) caplains that
liquidity problems, a history of emors and fraud,
inventory  levels, occurrences of charging and
discharging the managers, the strength of intemnal
gontrel are some factors including inherent risk. Cther
rescan:hes on inhercot nsk spin around imherent risk and
factors influcocing it {Helliar, 1996).

Braun {1995}, in his casc study over a sampling
frame of 210 auditers, reported that the average of
evaluating inherent nsk for each of the threg assertio1s of
completeness, existence and accuracy for both of the
account balance of inventory and accounts receivable,
tmiddle and assessing inherent risk for valuation
assertion, hag been high, Aceording to this conclusion,
auditers mind the valuation more than any other
assertions. Moreover, Braun (2000} reported the imrpact
level of inherent risk faclors o four existence,
completencss, accuracy and valvation assertions for
both inveotory and accounts reccivable, trom the
viewpoint of chicf managers of one of six main
companies, and realized that main inherent risk factors
are: prior year misstatements, tumover of accounting
personnel and competenee of accounting personnel.

Shailer et al, (1998) ¢valuated the perception of
the chief auditers’ in main companies in Svdney, Kuala
Lumpur, and Awckland in conceming the identity and
evaluating inhcrent tsk in risk-based auditing. Somc of
the main faclors in this regard are management indu stry,
tinancing pressure, transaction complexities and bype of
industry. Additionally, results show that two thicd of
respondents evaluated the inherent and corurgl sk
distinetly (Shailercral, 1998).

Helliar et al, (1996), conducted an empirical
study in the UK regarding auditors' perceptios of
inherent risk, applied a comprebensive hist of inherent
risk lactors containing inherem risk factors at account
balance level, and a1 financial statement level. Besulis
show some factors such as the ratio of changing high
ranked managers and the reward which is part of their
income similarly would attract anditors.

Hassas Yeganch and Elizeyi (2003} have studied
the perception of Iranian auditors of inhcrent risk, and
have found that some variables such as rewards,
companics' tatie of trade risk and records of signif cant
c}'rfrs arc of the main factors used to determine inherent
nisk.

Muonroe and Ng {20009, studied if the ordzr at
which we get awarc of ditterent risk (actors influences
the auditurs” evaluation of inherent risk. They concluded
that auditors would give the lion's share to positive
faclors-with a high inherent risk- in their asscssments
and take carclul actions. 5o, the order of knowing the
positive and negative fTactors-with low inherent -<sk-
dnes natinlluence the assessment of inherent risk.
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Taylor (20007 nvestigaled the auditors’ risk
2valuation to determine the effect of industry
specialization. He compared (w0 groups of auditors the
Girst of whom were professional in hanking and the
wecond wasm't, The findings showed the second group
nainty distinguished a higher inherent risk in an
wsertion  valuation conceming loan receivable &
speceal kind of account balance in banking- than did the
wrofissional group: while the difference in propetty and
squipment account -that is general in all industries-
wasi't that important. Furthenmore, the unprotessionals
aad 3 lower confidence in their assessment rather than
‘he professionals.

Kin Yew Low (2004} concluded that knowledge
af auditors of the clicnt's industry would allow him to do
1 different evaluation and vitally affect his nature,
quabity and sensitivity in decision making.

Petar et al {1989) also studied how seasoned and
professional auditors applied ditterent factors in audiling
judgment. They proposed a concepal model for
evaluating inherent risk presented as computer-based
software.

A lot of rescarches has been done on the
dependence vs. independence of inherent and control
nsk. Messter o al (2000) found ihat four factors of
management ending to report the finaneial outcome at
his own will, his motive to neglect cortrolling methods,
cfficiency of accounting personnel and complexity of
accounting affairs, will affier both the inherent and
control risk.

Haskins and Drirsinith (1993} alse studicd 4%
practical factor in inherent ask and contral nsk and gain
the conelusion that nearly 58% featres of controlling
environment has an cqual cifeet on both inberent and
control risks.

Ritchic and Khorwatt {2K)7) rescarched the
perception and function of Libyan auditors in ¢valuatian
inherett and conorot risk. The result showed that most of
auditors, mainly consider the Tactors of inherent risk for
control risk; however, they are expert in distinguishing
the faciors ol eonlrol risk.

The actual level of audit risk may be higher than
the rgk determined by audit nisk model. since in this
model multiplying the components of awlit nisk in cach
other, those components has been regarded as
independent. But acmeally inherent risk is a function of
internal control of the client and the control sk as well.
So, same of audit institutions, evaluate a combination of
inherent and control risk, Since auditors determine the
inherent and control risk based on judgment this
evaluation can be higher or lower than the actual iInherent
and vontrol nsk ol the clicnt, The difference can affect
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deretmining the detection and audil nsk. Howeve , the
audit risk model is an important 1ol for audit planning.
As a result of different ideas among researchers the
rclationship between the inherent and control risk i still
amatter of diseussion. The issues here is that profissional
standards allow the audilor to do separare evaluatin or
assess combination of the inherent and contral risk, and
said that the method by which auditors siudy the
components of risk and combinc them, include
protessional judgment.

Soume rescarches investigated the relationship of
inherent risk and other variables, For exarnple, Malleta
{1993y reasoned that inherent risk influence: the
awditor's decision 10 make sure of the internal aucitor's
function.

Burt Al- Harshani (2003} believes inherent risk
has nothing to do with the intemal auditor’s function,
which differcd with last rescarches and professional
cuidelines that identify a negative refation berween the
two variahles.

Austen o al, (2000} found that inheren. risk
factors at financial statements, incloding pers nel
issues, management honesty, and acoounting adjus-ment
relate to the detected misstatements.

Elder and Allen {2040} came to the conclusion
that the sampling size depends on the auditor's
evaluation of both the inherent and contrel nisk and when
risk evaluations affect directly on sampling size, au ditors
tend to estimate the risk lower, in case they would find a
lower sampling, this way the relationship in audit cisk
model will be preserved.

But as Biersiaker and Wright {2001) believe
sometimes other individual's desires such as the cliens,
the pariner or even people in society can atfect the
auditors planning and the selected sampling sz, and
this causcs the relationship in the model to get conlusing,

Research hypothesces and Methodokogy

According to above literature, the below 10
hypotheses were postulated in this study:

First hypothesis: The inherent tisk of the immoseable
fixed assets in lraman companies is less than 50%,

Second hypothesis: The inherent risk of the moscable
fixed assets in [ranian companies is less than 60%,

Third hypothesis: The inherent nisk ol the wade
accownts payables in [ranian companies is under 60 .

Fourth hypathesis: The inherent risk of the wages in
Iramian companics is under 5%,
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Fifth hypothesis: The inhcrent risk of the inventory in
“ranian companics is elow 7%,

sizth hypethesis: The inherent risk of the wrade

receivables in Iranian companies is below 70%.,

seventh hypothesis: The inhercnt risk of the sales in
“ranisncompanies is under TO%.

Eighth hypothesis: The inhcrent risk of the raw
naterials consumption in Jranian companics is below
3%,

Ninth hypothesis; The inherent risk of the purchasing
the raw materials and commeodity in [ranian companies is
less than 80%.

Tenth hypothesis: The inherent risk of ¢ash in Iranian
companics is less than 100%.

The research type here is an empirical study,
based on the purpose, and is survey considening the data
vollection method. In order to prepare qUESTHLONMMIC, we
firsi reviewed the works on the ways of assessing the
inherent risk at the aceount balance fevel, and conchoded
that evaluations are al the management assertion level.
Then, we defined a “relative inherent risk index™ and
used it to evaluale inhercni risk at the account balanee
mentionad belote: so, we take five assertions including
completencss, existence, valuation, rights and
ablizations, presentation and disclosure, and considersd
the average of these five assertions as the inherent risk of
that account balance,

The population of the study includes two distinet
groups of [ranian accountants employed in the audit
organization vs. those employed in other auditing firms
{Audil finns). Here, the frame elements were selected
through random sampling, considering this fact thar
primary information relawed to peetest implies a
maximum standard deviation of individuals’ responses
a5 to inherent risk of account titles in financial seatcments
of firms equals to 13.520% with a 93% confidence level,
at least 45 certified public accountants in a lrame ol 873
samplcs, provide 4% precision. Tn the survey we applicd
T-test and in all circumnstances considered an invaluable
p-value of less than 0.05%;, and in each of the hypothesis
a = 105,

Testing Hypotheses and Analyzing
The wsting of hypotheses is summarized in
Table | which hypotheses are as follows:

HI: The inherent risk of the immoveable fixed assets in
Iranian companics is less than 50%,

Wita 95% confidence level, on average, the rate of the
inhcrent risk of the immoveable fixed asscls in [ranian
companics is less than 50%, and this verilics the
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hypothesis. Morcover, considering the upper and Inwer
interval it ¢can be said that with a 95% confidence >vel,
the avernge cvaluation of the inherent risk of the
mmmoveabla fixed assers is berween 45.04% and 3001%;
so, the average evaluation is 2.43%; less than what the
audit organization had proposed. Therefore, the research
hypothesis 15 accepted and null hypothesis is rejected.

H 2: The inhercnt tisk of the moveable (xed asseis in
Iranian companics is less than 60%.

With 25% confidenece level, on average, the rate cf the
inherent risk of the moveable fixed assels i lranian
companics is less than 60%, and this verifies the
hypothesis. Morcover, considering the upper and lower
interval it can be said that with a 95% confidence level,
the average cvaluation of the inhercol risk o7 the
moveable Axed assets is between 5087 % and 58, 6%,
sa, the average cvaluation is 5.54% less than what the
audit orgamzation had proposed. Therefore, the research
hiypothesis is accepted and mul] hypothesis is rejected.

H3: The inherent risk of the trade accounts payab es in
Iranian companies is under 50%,.

With 95% conbidence level, oa average, the g of the
iherent risk of the trade accounts payables in Iranian
compinies 1s under 60%, and this venifies the hypothesis.
Morcover, considering the upper and lower interval it
can be said thal with a 95% confidence leved, the avzrage
gvaluation of the inharent risk of the tradc accounts
payables is between 54.9% and 58.9%%; so, the avarage
evaluation is 3.1% less than what the audit organiznion
had proposcd. Therefore, the research hypothesis is
accepted and null hypothesis is rejecied.

H4: The inherent nisk of the wages in [ranian companies
is under 65%.

With 95% confidence level, on average, the rate of the
inberent risk of the wages in lmanian companies is nder
63%, and this verifies the hypothesis. Morcover,
considering the upper and lower mterval it can be said
that with a 95% confidence level, the average cvaluation
of the inherent risk of the wages is berween 34 41% and
59.5%:; so, the average evaluation is 8.03% less than
what the audit organization had proposed. Therefose, the
rescarch hypothesis is accepred and nul! hypothesis s
rejected.

H5: The inberent nisk of the inventory in Irunian
companies 1s below 70%.

With 95% counfideace level, on average, the e » the
inherent rsk of the inventory in [ranian companics
excecds or equals c070%, and this rejects the hypothesis.
Muorcover, considenng the upper and lower interval it
can be said that with a 95% confidence level, the average
cvialuation of the inherent nisk of the inventory is
berween 55.11% and 73 .63%; so, the average evalmation
is 0.87% more than what the audit organizatio1 had
propascd. 5o, the rescarch hypothesis is rejected and null
hypothesis is aceepied.
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Hé6: The inherent risk of the trade receivables in franian
companies is below 70%. With 95% confidence level, on
wverage, the rate of the irhercot nsk of the trade
rzceivables in Iranian companics cxceeds or cquals o
+0%, and this rgjects the hypothesis. Mormeover,
considening the upper and lower interval it can be said that
with a 5% confidence level, the average evaluation of the
i therent risk of the trade receivables is between 68 23%,
and 72. 7%, so, the average evaluation is (.47% more that
what the audit orgamzation had proposed. So, the rescarch
Fypothesis is rejected and null hypothesis is accepted.

H7: The inherent nisk of the sales in Tranian companies is
Lnder 70%. With 95% confidence level, on averape, the
rate of the inherent risk of the sales o Iranian companies is
under 70%, and this confirms the hypothesis, Moreover,
considering the uppet and lower interval it can be said that
with a 95% confidence level, the average evaluation of the
inherent risk of the sales is between 66.25% and 70.15%;
=a, the average evaluation is 1.8% less than what the andit
crganization had proposed. Therefore, the  research
hypothesis is aceepted and null hypothesis is rejected.

HE8: The inherent risk of the mw materals consumption in
kanian companies is below 75%. With 93% confidence
[zvel, on averape, the rate of the inherent risk of the raw
materials consumption in Iranian companics 15 wnder 75%,
end this confirms the hypothesis. Morcover, considering
the upper and lawer interval it can be smd that with 4 95%
confidence level, the average evaluation of the inherent
risk of the raw materials consumption is berween 66.94%
end 73.01%; so, the average evaluation is 5.03%, less than
what the audit orgamization had proposed. Therefore, the
wescarch hypothesis is accepted and null hypothesis is
rejected.

Table 1, the results of testing hypotheses

Audin Mean
Ty peibmh Crganixath Degree of | F- Valwr i L]
Fropasal | sam
Firsl Hypuhrinsis ] 4157 D0T3S | Accepied |
Samnd Hoyprith & FR T TS | Accepie |
Third Hypodheais L] L) OIS | Ascapee |
Fourth Hypwodhesis [ a5 0S| Axvequed
| Fith Hypothesin T FUET [REE Rejecied
| Sinth Hypodheais ] ETLE L detad Rejecied
Sevonil Hyguahesis Tk 4.4 W3l | Accepeed
Eighih Hypaihesiy I3 Y I Accepued
Fimh H i ] way 0T | Accepted |
Tenth Hypeihasas [[1] &R.91 DOES | Accemed

H9: The inherent risk of the purchasing the raw materials
and commedity in Iranian companies is less than 30%46,

With 95% confidence bevel, on average, Lthe rate of the
tnherent risk of the purchasing the raw materials and
romaodity in [ramian companics is fewer than 80% and
this eonfirms the hypothesis. Morcover, considering the
upper and lower intcrval it can be said that with a 95%
sonlidence level, the average evaluation of the inherent
risk of the purchasing the raw marerials and commadity
5 between 67.42% and 72.52%; so, the average
avaluation is 10.03% less than what the aedit
organization bad proposed. Thercfore, the research
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hypothesis is aceepled and null hypothesis is nejoctesd.

H10: The inherent risk of cash in Iranian companies is
less than 100745,

With 95% confidence level, on avemge, the rale of the
inherent risk of the cash in Iranian companics is vnder
10)%%, and this confirms the hypothesis. Moreaver,
considering the upper and lower interval it can be said
that with a 953% confidence level, the average evaluation
of the inherent risk of the cash is between 86.61% and
01.26%; 50, the average evaluation is 11.07% less than
whal the audil organization had proposed. Theretore, the
research hypothesis is accepted and null hypothesis is
rejected.

In order to determine the corrclation or
miscortelaton between the age and the inherent nisk of
each account title, a Pearson's comelation test has been
donc scparately. Results represent. with a 95%
confidence level, there is no significant correlation
between the age and inherent risk of account titles. The
p-valuc presented m Table 2 85 over 005 in all
circumstances, i.e. it confirms the HU with a 99%
confidence level. This test also aimed ar revealing the
correlation or miscorrclaion between the auditors'
record of service and inherent risk of cach ol tte 10
account titles separately. The results denote that with a
5% confidence, there is no significant correlalion
between the record of service and inherent risk. The p-
value presented an Table 3 is more than 0.05% that
vierifies the HO with 95% confidence.
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Tahle 2; p-value (Pearson’s correlation test botween the
awe and the inherent risk of cach aceount title)

Tahle 3: p-value (Pearson’s correlation test between the
auditors' record of serviee and the inherent risk of each
account title)
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[n addition, F-test is used to distinguish if there
are some differences between auditor ideas with diferent
audic rank regarding the evaluation of inherent risk of
accountant titles. Results imply there is no significant
difference between ideas of panners, supetvisors,
managers and chief auditors, on inherent risk of any of’
the account titles. The p-valuc presented in Table 4 is

more than 0.03% that verfies the HO with 95%
conlidence.
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Tabte 4: p-valuc (F-test)
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In addirion, to compare the ideas of cach pairs of
ndividuals concemning the inhcrent risk evaluation of
weount titles, there has been taken o Dunkan Test.
Aesuhs ropresent that only in “purchasimg the raw
naterials and commodines", there's a  partial
lizagreement among supervisors and managers, and in
‘cash” among managers and chief auditors. The
micomes of this test, regarding the inherent risk of
‘purchasing the raw matenials and comrmodines” and
‘cash”, are illustrated in tables 5, 6 respectively.

Fable 8: Dunkan st for “purchasing the raw matenals
and vommeditics” inherent risk

Auditrank | Subser 1 i Subsel 2
Supervisor ¢ b 40046

Chicf auditar 685000 B 5]

partner 692500 | 692500

| ThAnager 75 SN

Table &: Cunkan test for “cash’™ inlierent risk

| Audin rank Subza | Subsai 2
manager £4, 304
Supervisor 878250 E7.8250
parter §9.3444 EY. 3
Chief awditor S T3}

Also, 2 T-Test was done to determine if there's a
sipnificant dilference between ideas ol certified public
sccountants of audit organization and cenified public
accountants of other firrns; the findings show there 1snt
any in nonc of the account atles. The p-value presented
intable 7.

Table 7: Comparing the average of the certified public
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CONCLUSION

The siudy was aimed at finding out the inherent
rsk at some account balance level of financial
statements, to offer some pereents by the lranian
coertified public accountamts oul of their judgment for
compiling an audit plan, and to see if there is a significant
disagreement between their ideas and the proposed
percents by auditorganization, Results of the hypot ieses
of this survey are declared bricfly in table?. [n general,
there has been found any considerable diffe-ence
between the ideas of the independent auditors and the
proposed  pereentages by audit organization  aboul
inherent risk, which equals wo 11.07% in cash accounts,
10.03% i purchasing the raw materials and
commodiiies, 8.05% in wages, 5.54% in moveable {ixed
assets, and 5.03% in the mw matenial consumptior, The
differences in other accounts were not much striking, and
are recorded as follows: 2.43% io munoveable fixed
asscts, 3.1% in trade accounts payables, 0.87% in
inventory, .47% in trade accounts roccivables, and
1 &% insales. Theretore, the fifth one{inventory jand the
sixth (trade accounts reccivable) hypotheses have been
rejected with a slight difference.
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