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Abstract 

The risk-based audit approach (RBA) has proved more efficient than conventional auditing 

methods. This study investigates how auditors evaluate audit risk to identify significant audit areas in 

audits of public investment projects. This study collected data for state auditors of Vietnam's specialized 

and regional state audits through documentary analysis and interviews. The research data comprises 25 

audit records from 2018 to 2022 and discussions with 35 state auditors. The results suggest using an audit 

risk model applicable to audits of finalization reports for completed projects but not compliance or 

performance audits. However, the audit risk model used in audits of financial statements should be 

appropriate for designing compliance and performance audit procedures. This finding contributes 

theoretically to the application of RBA in three ways: (i) the audit method is not merely technical but also 

dependent on the social context; (ii) the application of RBA to audits of public investment projects 
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improves audit efficiency and quality; and (iii) the legal risk for auditors is reduced. In practice, the 

proposed audit risk model can assist auditors in accumulating risk assessment results from previous 

audits and applying them to future audits of a comparable nature by adjusting the assessed risk ratio. 

Keywords: investment project audit, audit materiality, approach, audit risk model, RBA, residual risk, 

Vietnam. 

1. Introduction 

An audit is in the public interest and is predicated on professionalism, reputation, 

and credibility in all nations. Audit results enhance the dependability and usefulness of 

audited information, thereby decreasing transaction and monitoring costs (Wallace, 

1980). Supreme audit institutions (SAIs) emphasize errors, frauds, or corrupt practices to 

promote greater accountability (Schelker & Eichenberger, 2010; Wallace, 1980) and to aid 

in operational efficiency improvement (Hay & Cordery, 2018). Hay and Cordery (2018) 

Audit results contribute to cost savings, budget revenue growth, and increased levels of 

trust, transparency, and accountability. Users of audit reports likewise anticipate these 

outcomes. However, there is always an audit expectation disparity between expectations 

and performance (Liggio, 1974; Porter, 1993). This is primarily because misconduct, 

corruption, and waste in the public sector are not detected promptly through auditing, 

particularly in developing nations. To close this gap and enhance audit quality, SAIs are 

increasingly refining their standards and employing new, more effective auditing 

methods (Dung & Tuan, 2019). However, new approaches will also present audit 

professionals with the following challenges: (i) the expectation gap; (ii) ambiguous audit 

responsibility; (iii) reasonable assurance; (iv) audit quality requirements; (v) the need to 

use professional judgment; and (vi) standard practice (different methodologies) 

(Prinsloo, 2008). In this regard, Eilifsen, Knechel, and Wallage (2001) cautioned that 

"changes in audit approaches need to be evaluated and studied during and after 

implementation; for example, changes to guidance in standards risk" (p. 204). 

The effectiveness of the risk-based audit approach (RBA) in auditing corporate 

financial statements has prompted SAIs to implement RBA in their audit practices 

(SAV, 2020b). Auditing of public investment projects is one of the State Audit of 

Vietnam's (SAV) five primary areas of activity, the others being: (i) audit of local 
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budget reports; (ii) audit of state-owned enterprises; (iii) audit of credit institutions; 

and (iv) audit of the national target program. However, the application of RBA in 

auditing the financial statements of public investment projects (also known as 

finalization reports of completed projects) is limited. Most auditors evaluate risk 

based on professional judgment and use substantive audit procedures to obtain audit 

evidence (audit of details) for large and complex projects. This approach to auditing 

entails a high auditing risk and inadequate audit quality. SAV issued guidance on 

risk-based auditing approaches for construction investment projects in 2023 (SAV, 

2023). Users of the audit report for a public investment project are also interested in 

legal compliance and the economy, efficiency, and efficacy of the owner's project 

management and implementation (Hossain, 2010). In addition to assessing the risk of 

significant material deviations from the finalization reports of a completed investment 

project, the auditor must also evaluate the risk of legal compliance and the economy, 

efficiency, and efficacy of project management. 

This study has two objectives: (i) to explore how auditors assess risk in the audit 

of public investment projects; and (ii) to develop the audit risk model applied in public 

investment project audits based on financial statement audit methodology. To achieve 

these research objectives, the following three research questions need to be answered: 

1. How are the public investment projects of SAV audited using RBA? 

2. What is the material audit applied by auditors in public investment project 

audits? 

3. Can RBA from financial statement audits be applied in investment project 

audits, including compliance and performance audits? 

The research results provide evidence that the application of RBA in the audit 

of financial statements can be applied to audit investment projects. This finding 

contributes theoretically to the application of RBA in three ways (i) the audit method 

is not simply technical but also depends on the social context; (ii) applying the RBA in 

public investment project audits helps increase audit efficiency and quality and (iii) 

reduce the legal risk for auditors. In terms of practice, the proposed audit risk model 

provides the auditor with a tool for consistent application in public investment project 

audits and practical application in different audits of investment projects. 
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This research structure includes: The first part introduces the theoretical 

framework of RBA. The second part presents research methods, data, and data 

processing methods. The third section presents the study's results and discusses the 

three research questions—finally, conclusions and policy implications. 

2. Theoretical framework 

2.1 Auditing methodology 

The term "approach" is defined as a "technique or method" (Corsini, 2002) or a 

"specific strategy used to achieve an objective or goal" (Prinsloo, 2008; VandenBos, 

2006). The audit approach is the technique or method used to achieve audit objectives. 

Checking transactions and balances to confirm the information on financial statements 

is part of the traditional audit approach, such as (i) a balance sheet–based approach, 

(ii) a systems-based approach, and (iii) a cycle or process-based approach (Puttick & 

Van Esch, 2007). In the meantime, the modern audit approach also referred to as RBA, 

comprises (i) business RBA and (ii) process/strategic RBA (Prinsloo, 2008). RBA 

denotes that the auditor will conduct more direct testing on items with a higher error 

probability (Arens et al., 2020), focusing on risk assessment. 

According to Curtis and Turley (2007), earlier documents exhibit varying 

perspectives on audit methods. Most of what is commonly known as conventional audit 

research. Gendron and Bédard (2001) believes that auditing is a technical activity. Much of 

this literature, particularly the audit evaluation and decision-making (JDM) literature, 

employs a cognitive psychology-based rational model based on the notion that humans 

and even societies adhere to predetermined rules (Westerdahl, 2004). The second 

perspective adds limitations to the first by incorporating a social context in which 

judgments are not merely the result of employing a set of audit techniques (Kirkham, 1992). 

RBA receives great attention in academic research on various fronts (Esmail & 

Haque, 2022). There are two primary trends in RBA research: (i) investigating the 

formation and development of RBA and (ii) examining the impact of RBA on the audit 

process and quality (Bell et al., 1997). According to Dung and Tuan (2019) and Prinsloo 

(2008), RBA is necessary to develop audits and is instrumental in providing reasonable 
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assurance to users of the audit report that it complies with professional standards and 

narrowing the audit expectation gap. 

Castanheira, Lima Rodrigues, and Craig (2009) found that risk-based audits are 

strongly associated with international and publicly traded companies. They observe, 

however, that company size, industry, and public or private sector are not significant 

predictors of RBA adoption during the audit planning phase. Other studies have found 

that company size, regulation, industry, and organizational culture play a significant role 

in adopting risk-based audits during the auditing process (Koutoupis & Tsamis, 2009). 

However, the absence of statistical evidence in previous studies prompted the current 

study to investigate the application of RBA to audits of public investment projects. 

2.2 Risk-based audit approach 

Risk-based auditing involves identifying and reporting the likelihood of material 

financial statement distortions. This strategy enhances the product's value (financial 

statements) and increases the profitability of auditing. Risk-based auditing, in other 

terms, satisfies both managers and auditors (Harrington, 2004). The auditor must 

comprehend the client's business process/strategy to apply RBA. These risks jeopardize 

the success of the strategy, the client's response to the risk, and the impact of a material 

misstatement caused by the risk. Fogarty, Graham, and Schubert (2006) found that RBA 

is more effective than traditional approaches because it helps the auditor evaluate and 

enhance the design and implementation of risk-reduction audit procedures. 

(Arifianto & Putra, 2019) The RBA provides an efficient and effective audit 

practice to maintain audit quality in the public sector. Auditors evaluate risk and 

significance, determine which evidence to collect, and determine whether the 

collected evidence is sufficient to support a specific audit report. Thus, auditing is a 

judgment-intensive endeavor (Evans & Stanovich, 2013). 

An auditor must consider risks before conducting an audit, including inherent, 

control, and detection risks. According to Spira and Page (2003), developments in 

corporate governance reporting present opportunities for groups seeking to advance 

their interests to appropriate risk and its management. Consequently, the threat has 

become fundamental to corporate governance and is associated with internal control. 
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3. Research Methods 

Methodology 

The research methodology is based on experiential knowledge. Therefore, it is 

valid to make certain assumptions and treat them as premises: 

Premise 1: Public investment project audits are organized and performed as a type of 

audit. The purpose is to limit the scope of research to auditors because other agencies and 

organizations, such as construction quality inspection and workload capacity testing, 

have also applied some of the methods and techniques in investment project audits. 

Premise 2: Auditors are well-versed in auditing and have received training or participated 

in auditing activities. The purpose of recognition is that: (i) the auditor's perceptions will be 

translated into specific auditing behaviors; and (ii) the auditor will prioritize implementing 

auditing skills, knowledge, and experience to a new type or field of auditing. 

Research Process 

In the public sector, applying RBA begins with identifying the research object. 

Auditing standards, procedures, and guidelines for public investment projects and 

financial statement audits are included in the research data. The classification and 

extraction of research data for categorization and continuous comparative analysis are 

to identify specific conceptual units. Detailed conceptual elements or concepts 

associated with field data are used to construct conceptual topics. Lastly, concept 

dimensions are examined to generalize the types or methodologies for implementing 

RBA in investigations of public investment projects. 

Research Data 

To answer the first research question, we analyze documents related to the 

audit function of SAV's public investment projects, including but not limited to (i) 

public investment project audit process, guidance on audit approach based on risk 

assessment, and materiality in the audit of investment project financial statements. 

and (ii) audit folders and documents from 25 sampled audits conducted between 2018 

and 2022. This is the first occasion SAV has adopted RBA for auditing purposes. From 

2018 through 2022, the SAV conducted an average of twenty audits of investment 

initiatives per year. Consequently, we select a sample of 25 audits (the sample rate is 
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approximately 25%). During 2018-2022, the State Audit of Vietnam conducted, on 

average, twenty audits of investment projects per year. 

Consequently, we select a sample of 25 audits (the sample rate is approximately 

25%). Each year, we choose five completed audits of investment projects. Records are 

collected from the SAV's consulting branch, the General Department. 

For the second research question, we conducted interviews with 35 auditors 

with over ten years of experience auditing public investment projects at SAV to 

determine the audit content that is most frequently selected for public investment 

project audits. Auditors participating in the interviews were sampled using a practical 

method within SAV's human resource management system. This sample aims to 

identify a state auditor with experience auditing investment initiatives. The material 

audit scope is determined based on the audit risk model's residual risk assessment 

results. Auditors will select inherent risk and control risk assessment levels for each 

public investment project audit based on three levels: Low, Medium, and High. This 

evaluation is used to determine the material audit contents. 

Regarding the third research query, the project's finalization report includes 

investment expenses, capital sources, receivables, payables, fixed assets, and capital 

construction in progress. Therefore, the implementation of RBA in audits of financial 

statements can also be applied to audits of project finalization reports. The purpose of 

the audit is to evaluate regulatory compliance and the effectiveness and efficacy of 

investment projects. RBA is unsuitable for auditing financial statements because it 

only helps determine the scope of audit evidence based on the audit risk model's 

determination of the level of detection risk. In the meantime, the audit of public 

investment projects consist of various audit components, including investment costs, 

contractor selection, design estimation, quality, and project implementation schedule. 

Regarding sources, it is crucial to note that document analysis and interviews 

were conducted with all public sector auditing agencies in Vietnam, allowing for 

comprehensive data triangulation and comparability. All research team members 

participated in discussions, documents, and interview analyses. 

The steps to apply and develop RBA in public investment projects and financial 

statement audits are presented in Table 1.
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Table 1. RBA application methodology in public investment project and financial statement audit 

Procedure RBA in financial statement audit RBA in public investment project audit Evaluation 

Step 1. Preliminary risk 

assessment 

Preliminary assessment of business 

process/strategy risks 

Initial evaluation of public investment 

project risks 

 

Risk identification Business strategy/process risk Public investment project risks Consistently applicable 

Identify inherent risks and 

impacts 

Estimating inherent risk from the effects of 

process/strategic risk from the perspective 

of the financial statements as a whole 

Identifying the likelihood of each type of 

risk and their impact if they occur for 

each audit objective corresponding to 

three types of audits—project financial 

statement audit, compliance audit, and 

performance audit 

Estimating inherent risk 

through two 

components, i.e., the 

probability and 

consequences of each 

type of risk for RBA in 

public investment 

project audi 

Assess inherent risks Assessing inherent risks based on the 

risk matrix table 

Step 2. Risk assessment of 

material misstatement 

Assessment of the risks of material 

misstatement at the assertion level of 

financial statements 

Assessment of the risk of material 

misstatement for each material audit 

content related to the audit of the 

project's financial statements and project 

implementation management activities 

It is necessary to assess 

the risks involved in 

complying with the law 

and the effectiveness 

and efficiency of the 

investment project. 

These two objectives of 

public investment 

project audits differ 

from those of financial 

statement audits, which 

are only intended to 

confirm the reliability of 

financial information. 
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Procedure RBA in financial statement audit RBA in public investment project audit Evaluation 

Identify inherent risks Estimating the inherent risk associated with 

each assertion 

Identifying inherent risks corresponding 

to each material audit content 

Consistently applicable 

Determine control risk Estimating control risk by assessing the 

effectiveness of internal control 

Identifying project management control 

risks by evaluating the effectiveness of 

the internal control system 

Consistently applicable 

Calculate the risk of material 

misstatement 

inherent risk x control risk inherent risk x control risk 

Step 3. Calculate detection 

risk to determine the 

minimum level of confidence 

to be achieved and the extent 

to which the audit evidence 

will be collected 

The ratio of audit risk to the risk of material 

misstatement determines the detection risk 

Detection risk is applied in the audit of 

financial statements of investment 

projects. 

The difference between overall control 

and material misstatement risks for each 

material audit item determines residual 

risk. 

Adding residual risk as 

a basis for determining 

the level of assurance 

that needs to be 

achieved for compliance 

and performance audit 

objectives in public 

investment project 

audits 

Source. Author's analysis 

4. Research Results and Discussion 

4.1. Status using RBA in the audit of the public investment projects of SAV 

4.1.1. Audit results of public investment projects 

SAV is a specialized state financial investigation agency established by the National Assembly, operating autonomously and 

following the law (SAV, 2005). It was established as a government agency in 1994, and the Law on State Audit was enacted in 2005. 
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Financial audits, compliance audits, and performance audits are the primary 

focuses of SAV. It seeks to accomplish the following three goals: (i) confirm the truth 

and fairness of the completed project settlement report; (ii) assess compliance with the 

law in investment and construction; and (iii) assess the economics, efficiency, and 

efficacy of investment projects. In the 28 years since its founding, SAV has 

demonstrated that the scope, quality, and efficacy of its audits have increased, as 

evidenced by its financial findings and recommendations exceeding VND 550,000 

billion, of which increased revenue and decreased state budget expenditure account 

for nearly 40% of the total financial requests (SAV, 2020a). SAV also proposed a VND 

42,603 billion reduction in public investment expenditure (SAV, 2021). However, these 

results did not meet the requirements and expectations of the National Assembly, the 

people's councils, and the leaders of SAV, as SAV could not detect content related to 

wasteful corruption. The number of implemented recommendations must be 

increased, as only 73% have been implemented. 

4.1.2. Audit process for public investment projects 

The results of an analysis of 25 audit records for 2018–2022 indicate that SAV 

currently audits large-scale public investment projects separately. In contrast, SAV 

conducts integrated audits with local budget audits or audits of state-owned 

enterprises' financial statements for small-scale investment projects. In large-scale 

public investment projects, SAV integrates all three audit categories, i.e., financial 

statement audit, compliance audit, and operational audit. In contrast, only financial 

statement and compliance audits are conducted in small-scale public investment 

projects. There are three categories of audits for public investment projects: pre-audit, 

parallel, and post-audit, focusing primarily on information confirmation. However, it 

differs from global auditing practices for investment projects, which entail evaluating 

the process or quality of public investment projects via exhaustive tests. Audits of 

content investment projects include financial and technical considerations and a 

confirmation of the project's financial statements to provide information to the 

competent authority for approval of the final payment. In addition, they evaluate the 

compliance with the law of the parties involved in the administration and 
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implementation of public investment projects, including the quality of construction 

and project implementation progress. In addition, many large-scale public investment 

initiatives include audit content about the economy, effectiveness, and efficiency. This 

is a difficult, high-risk endeavor. SAV employs auditors with financial and technical 

expertise to audit investment initiatives. However, the four largest auditing firms 

worldwide do not audit this industry due to quality concerns and legal hazards. 

The auditing procedure for public investment projects consists of four steps: (i) 

audit preparation (creating the annual overall audit plan and the audit plan's audit 

plan); (ii) conducting the audit; (iii) preparing and issuing the audit report; and (iv) 

ensuring that the audit conclusions and recommendations are implemented following 

the guidelines of the global organization of supreme auditing bodies (INTOSAI). In 

the audit report, there are three primary categories of audit findings: (i) financial 

misstatements associated with the payment and settlement of the completed volume 

that is inconsistent with the actual volume of work; (ii) violations of the law on 

investment and construction; and (iii) limitations in the management of investment 

project implementation relating to the efficiency and effectiveness of the project. 

4.2. Material audit content in public investment project audits 

Figure 1 depicts the material audit content corresponding to the six project 

implementation processes for audits of public investment projects. The initial phase is 

investment preparation, which entails formulating, evaluating, and approving the 

investment project and determining the total budget (Establish projects). The second 

phase is project implementation, which includes the following four processes: (i) 

formulation, appraisal, and approval of construction design, i.e., cost estimate 

(construction design); (ii) procurement, contractor selection, and contract signing 

(contractor selection); (iii) project progress and quality management (project 

management); and (iv) cost management, including volume and unit price (investment 

cost). Accepting the completed work and incorporating it into the final settlement of the 

completed project (completion of completed projects) is the third stage. 

Audits of public investment projects are conducted sequentially, beginning 

with preparing project reports for evaluation before approval. The procedures 
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mentioned above are mandated to prevent possible errors. The next phase of the 

project implementation management process also effectively detects errors in 

previous steps. Figure 1 depicts the information flow used to manage investment 

capital and determine investment objective, form, and scope. As the basis for 

estimating construction costs, the construction design work at the costing stage is 

concretized from the basic design to the project formulation phase. Estimates of 

construction costs are used to manage and control costs throughout the tendering, 

contractor selection, and contract signing processes (management in terms of unit 

price and contract value). Contract management is accomplished by administrating 

volume, quality, and schedule (volume management of contracts). The acceptance, 

payment, and settlement procedure for controlling investment costs are implemented 

for settlement approval. 

We identified six significant audit contents corresponding to the six project 

implementation management processes from the public investment project 

management process and SAV's investment project audit guidance (Figure 1). 

 

Figure 1. Relationship between public investment project implementation 

management processes 

Source: Author 

Investment cost  
(5) 

Finalization of 
completed projects  

(6) 
Establish 
projects 

(1) 

Construction design  
(2) 

Project 
management 

(4) 

Contractor 
selection 

(3) 
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4.3. Developing an audit risk model for public investment project audits 

The audit methodology for financial statements is widely accepted and 

extensively utilized in auditing practice. Nonetheless, for public investment project 

audits, there is no standardization among auditors when confirming financial and 

other information in public investment project reports due to the absence of a risk 

assessment methodology that would aid in identifying the material audit content in 

audit activities. Since auditing public investment projects is also a form of auditing, 

the audit methodology for financial statements can also be applied to auditing public 

investment projects. Following is a discussion of how RBA from financial statements 

can be used to audit investment projects. 

This procedure was derived from the audit practice of public investment 

initiatives in Vietnam and the theory of auditing financial statements (Figure 2). 

 

Figure 2. Audit risk model, public investment projects, and the construction sector 

Source: Arens et al. (2020) 
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Audits of public investment projects are conducted to confirm the integrity 

and accuracy of investment project reports, assess compliance with applicable 

laws and regulations, and evaluate the economy, efficiency, and efficacy of 

investment projects. Consequently, the auditor must: (i) comprehend the 

investment project and the construction industry and (ii) evaluate the risks 

influencing the investment project's objectives. The latter is contingent on three 

factors: (i) information investment project dependability; (ii) compliance with 

laws and regulations; and (iii) achieving economy, efficiency, and effectiveness, 

which correspond to three categories of audits: financial statement audit, 

compliance audit, and performance audit. 

The auditor evaluates the risks of material misstatement in the financial 

statements of the project and their impact, if any, on legal compliance or the 

effectiveness and efficiency of public investment projects based on the 

determination of the material audit content, as depicted in Figure 2. In financial 

statement audits, the risk of material misstatement of financial statements 

comprises inherent and control risks. When determining risks during the audit of 

public investment projects, the auditor must link these two categories of risks to 

the audit's desired outcomes. When auditing the financial statements of a public 

investment project, for instance, the risk of material misstatement in the case of a 

performance audit is evaluated from the perspective of the investment project's 

effectiveness and efficiency. 

4.3.1. Risk assessment of public investment projects 

From the process/strategy RBA, the risk assessment of public investment project 

audits has been developed. This is the possibility that the project will be constructed but 

fail to meet investment objectives. The risk of a public investment project can be 

caused by any factor that affects the investment and construction of the project, 

including the owner's project implementation management and environmental 

factors. For instance, high inflation resulting in higher investment costs 

compromises the ability to balance, allocate, and disburse investment capital, and 

crises such as the COVID-19 pandemic delay the project's implementation schedule 

(Table 2). 
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Table 2. Types of Risks and risk factors in public investment projects 

Type of risk Risk factor 

Political risk Government affordability; Changing policies and laws; 

Corruption; Slow approval; Force majeure political incidents 

Financial risk Economic instability; Inability to pay; Lack of guarantee; Funding 

risk; Inflation; Interest rate; Exchange rate fluctuations 

Construction risk Slow recovery and construction site clearance; Construction costs 

exceeding total budget; Slow progress; Lack of raw materials and 

labor; Project location; Weakness of the bid solicitor; Unqualified 

and inexperienced contractors; Force majeure construction 

incidents 

Operation and 

maintenance risk 

Outstanding operating and maintenance costs; Incompetent 

operating unit; Low operating productivity is low; Lack of 

material; Force majeure events 

Legal risk Unobjective project approval process; Interference of state 

agencies in selection of contractors; Highly controlling state that 

hinders the project; Changes in fiscal policy; Changes in project 

scope; Unstable laws and policies with low effectiveness; 

Violation of contract terms; Risk of force majeure law 

Source: Kwak, Chih, and Ibbs (2009) 

After identifying the risk type and factors (Table 2), the auditor must 

consistently describe these risks in the risk identification table. Theoretically, the 

structure that best describes a form of risk follows a standard equation. 

Risk description structure = Problem + Cause + Impact 

First, the auditor must identify the problem, its primary cause, and the risk's 

most severe consequence. The risk assessment matrix (Table 2) is frequently used to 

determine the risk level of public investment initiatives. The most difficult aspect is 

determining the likelihood (probability) of each type of risk identified by incomplete 

information. The auditor relies on a specific assumption when estimating the 

likelihood of an event and documents it in the audit file. Typically, these assumptions 

are derived from previous audits of similar initiatives based on a cause-and-effect 

relationship. According to ECA (2013), auditors should evaluate the probability of 

occurrence and impact of high, medium, and low risks using the Preliminary Risk 

Assessment Model (Table 3). 
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Table 3. Matrix for the preliminary assessment of risks of public investment projects 

Level of preliminary risk = Probability of occurrence x Impact of event 

  Impact 

  Low Medium Hight 

P
ro

b
ab

i

li
ty

 o
f 

ri
sk

 Low L M M 
Medium L M H 

Hight M H H 

Source. Kwak et al. (2009) 

The auditor must investigate the risk response measures implemented by 

management for medium (M) and high (H) risks. The objective of the audit is to determine 

whether the entity's risk management policies, procedures, and controls can assist in 

avoiding, eliminating, or minimizing risks that could hinder the investment project's 

objectives. The auditor evaluates the internal control system to establish the control risk level. 

4.3.2. Risk assessment of material deviations on investment project reports 

Risk assessment of material misstatement is an audit procedure performed by 

an auditor based on their professional discretion to identify and evaluate risks of 

material misstatement due to error or violation of law that could impact the goals of 

public investment projects. Table 4 depicts the level of each risk category in the audit 

risk model–inherited RBA for financial statement audits. 

According to the audit risk models depicted in Figure 2 and Table 4, the 

auditor must reduce inherent and control risks to reduce audit risk to an acceptable 

level. Thus, auditors must carefully consider and evaluate factors influencing inherent 

risks, such as the characteristics of public investment projects and investment fields, 

the environment, the owner/project management culture, and the auditor's 

experience. High inherent risk and control risk, in contrast, reduce detection risk. 

Table 4. Audit risk assessment matrix 

Audit risk = Inherent risk x Control risk x Detection risk 

  Control risk 

  Low Medium Hight 

In
h

er
en

t 
ri

sk
 Low H H L 

Medium H M M 
Hight M L L 

Source: Arens et al. (2020) 
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After concluding the preliminary risk assessment of the public investment 

project, the auditor should meet with the audit team to discuss the audit's essential 

scope and content to formulate the audit plan. In general, the objective of the risk 

assessment of an investment project is to identify critical issues of interest to the audit 

report's audience. The material issue is determined based on the high or medium 

residual risk. Residual risk (RR) is the risk that the project performance management 

system is intended to accommodate but is ineffective in practice due to the inability to 

prevent or detect material deviations caused by errors, regulatory violations, or the 

failure to achieve economy, efficiency, and effectiveness of public investment projects. 

RR = CR – IR x CR. 

Audits of public investment projects are, therefore, a combination of three 

categories of audits: audit of investment project financial statements, compliance, and 

performance audits. The risk assessment phase of an investment endeavor is critical. 

The methodology for constructing the risk assessment model is inherited from the 

RBA process but is applied in the preliminary risk assessment step to select material 

audit content. Inheriting the RBA process, the auditor will assess the risk of material 

misstatement for each identified audit material content after determining the audit 

content and scope. In this phase, the audit risk model is most applicable to the audit 

of financial statements. We surveyed seasoned public auditors to determine the risk 

assessment decisions that auditors implement. 

4.4. Assess the suitability of the investment project audit risk model in SAV 

practices 

An audit of a public investment project typically has three goals: (i) confirming 

the accuracy of the project's financial information; (ii) assessing compliance with legal 

regulations; and (iii) evaluating the investment project's effectiveness and efficiency 

to determine the owner's responsibilities in the management and implementation of 

the public investment project. Consequently, auditors frequently include all three 

objectives mentioned above in an audit. However, the scope will differ based on the 

nature of the project and the user's level of interest. However, how materiality is 
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assessed in an audit of an investment project depends on the nature and specific 

characteristics of each investment project, as well as the auditor's professional 

judgment. Therefore, selecting audit content is frequently subjective; auditors have 

identified this as a high inherent risk. To enhance consistency and provide a suitable 

methodology to assist the auditor in determining material audit content based on 

RBA, 35 state auditors with experience in RBA were surveyed. The survey aimed to 

categorize risk levels into three categories: high, medium, and low. 

The results of the inherent risk survey reveal three important audit contents 

that are rated as high risk: (i) confirmation of investment costs; (ii) design estimate; 

and (iii) project preparation, with high consensus rates of 67%, 81%, and 88%, 

respectively. The content of the bid process and contract signature had the lowest 

inherent risk, at 30% (Table 5). 

Table 5. Potential risk assessment results for investment projects 

Audit material content 
Inherent risk  Risk rating 

Hight Medium Low Hight Medium Low 

Project planning 18 11 6 18 11 6 

Design estimate 26 5 4 26 5 4 

Contractor selection and contract signing 6 9 20 6 9 20 

Project management (quality and progress) 8 20 7 8 20 7 

Investment cost management 10 16 9 10 16 9 

Finalization of completed projects 28 4 3 28 4 3 

Note. The ratio is determined by the score divided by 35 (the number of auditors 

participating in the risk assessment) 

Source. Author's analysis 

For control risk, four audit contents were rated medium risk by auditors: (i) 

design estimate; (ii) project management; (iii) cost management; and (iv) finalization 

of completed projects. Two processes were rated low risk: (i) project preparation and 

(ii) contractor selection. This implies that the owner and stakeholders have the 

capacity and experience to control project formulation and contractor selection (Table 

6). 
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Table 6. Control risk assessment results for public investment projects 

Material content 
Control risk  Risk rating 

Hight Medium Low Hight Medium Low 

Project planning 8 11 16 8 11 16 

Design estimate 8 20 7 8 20 7 

Contractor selection and contract signing 11 8 16 11 8 16 

Project management (quality and progress) 9 16 10 9 16 10 

Investment cost management 9 16 10 9 16 10 

Finalization of completed projects 9 18 10 9 18 10 

Note. The ratio is determined by the score divided by 35 (the number of auditors 

participating in the risk assessment) 

Source. Author's analysis 

We established the risk assessment matrix (Table 7) based on the 

evaluation results of each risk component. Table 7's Sections A and B have been 

compiled from Tables 5 and 6. Section C defines "risk of material misstatement" 

as the combination of inherent and control risks. Assuming that the acceptable 

audit risk for a public investment project is 5%, the ratio of audit risk to the risk 

of material misstatement will determine the detection risk. The audit risk model 

guides the auditor in determining the scope and quantity of audit evidence to 

gather based on the identification and evaluation of detection risk. The scope 

and quantity of audit evidence to be gathered are inversely proportional to the 

assessed level of detection risk (Table 7 of Section E). This RBA process/strategy 

applies to audits of public investment projects. In addition to the audit, the 

auditor must evaluate compliance with applicable laws to confirm the 

investment costs in the finalization report, even if they do not distort the 

financial statements. 

The limitations of project implementation management impact the project's 

economy, efficacy, and efficiency. For the audit objective of evaluating compliance 

with the law and the project's effectiveness and efficiency, it is, therefore, necessary to 

conduct a residual risk assessment. The RBA process/strategy is augmented with the 
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calculation of residual risk as the premise for collecting audit evidence in public 

investment project audits. 

In contrast to the inverse relationship between detection risk and the 

quantity of evidence to be gathered, residual risk and the quantity of 

evidence are positively related. The greater the residual risk, the more 

evidence the auditor must acquire to demonstrate project management 

weaknesses by the owner and stakeholders. This approach allows a risk 

assessment to determine audit evidence, both for the confirmation of the 

financial statements and in deciding whether the project management has 

ensured regulatory compliance and whether public investment projects have 

achieved efficiency and effectiveness. 35 experienced auditors rated the 

inherent risk of the material audit content for the investment cost settlement 

process as high (86%), the control risk as medium (51%), and the detection 

risk as low (11%). Consequently, the scope of the auditor's audit evidence 

collection is at a high level to ensure the integrity of the audit content, 

validating the finalization report for the completed project at 89% (Section 

F, Table 7). 

The risk assessment results assist the auditor in selecting the appropriate 

audit procedures to detect material misstatements in the finalization report of 

the project. Nevertheless, this step-by-step risk assessment procedure has not 

yet provided the auditor with a premise for identifying the limitations of the 

project management control system that impact legal compliance and the 

achievement of project objectives. As a result, residual risk (Section G, Table 7) 

is the premise for determining the unachieved assurance level. Continuing with 

the preceding illustration, the residual risk for the audit content confirming the 

completed project balance sheet is 7% (Line G, Table 7), indicating that the 

auditor must conduct additional control tests to obtain audit evidence with a 

confidence level of at least 7%. The implementation of residual risk 

determination aims to supplement the limitations of the RBA process for 

auditing financial statements when applied to auditing public investment 

projects.
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Table 7. Auditor's risk assessment results 

 Content 
Project 

planning 

Design 

estimate 

Contractor 

selection 

Project 

management 

Investment cost 

management 

Finalization of 

completed projects 

A Auditor's assessment of 

material deviations before 

considering project 

management controls 

Expect a lot of 

material 

deviations 

Expect a lot of 

material 

deviations 

Expectations less 

materially 

deviate 

Expect some 

material deviations 

Expect some 

material deviations 

Expect some 

material deviations 

Inherent risk score (IR) 24 29 11 18 18 30 

Inherent risk ratio 67% 81% 30% 51% 51% 86% 

Level of inherent risk High High Low Medium Medium High 

B Evaluating the effectiveness 

of project management 

controls in preventing or 

detecting material 

deviations 

High Medium Low Medium Medium Medium 

Control risk score (CR) 14 18 15 17 17 18 

Control risk ratio 39% 51% 43% 49% 49% 51% 

Level of control risk Low Medium Low Medium Medium Medium 

C Risk of material 

misstatement (IRxCR) 

26% 42% 13% 25% 25% 44% 

D The acceptable risk level of 

the auditor (AR) 

willing to 

accept low 

audit risk 

willing to 

accept low 

audit risk 

willing to accept 

low audit risk 

willing to accept 

low audit risk 

willing to accept 

low audit risk 

willing to accept 

low audit risk 

Audit risk ratio 5% 5% 5% 5% 5% 5% 

Audit risk Low Low Low Low Low Low 
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 Content 
Project 

planning 

Design 

estimate 

Contractor 

selection 

Project 

management 

Investment cost 

management 

Finalization of 

completed projects 

E Scope of evidence that the 

auditor needs to collect for 

misstatements in financial 

statements 

Medium High Low Medium Medium High 

Detection risk ratio 

(DR=AR/IR CR) 

19% 12% 39% 20% 20% 11% 

Level of detection risk Medium Low High Medium Medium Low 

F The minimum level of 

confidence to be achieved 

when performing detailed 

tests applicable to the 

validation of financial 

statements of a public 

investment project (1-DR) 

81% 88% 51% 80% 80% 89% 

G The minimum level of 

confidence is to be achieved 

when performing tests of 

controls to assess the 

effectiveness of the internal 

control system in ensuring 

legal compliance and 

ensuring that the project 

reaches the defined point and 

efficiency. determined by 

residual risk ratio (RR=CR-

IRxCR) 

13% 10% 30% 24% 24% 7% 

Source. Developed from the audit risk model by Arens et al. (2020)
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The risk assessment results are shown in Table 7. (i) demonstrate the audit 

contents for the preparation, evaluation, and approval of design cost estimates, and 

(ii) verify that the finalization report for the completed project has the lowest detection 

risk. Therefore, the audit sample collection requirements are the greatest. There are 

three significant audit contents, and the majority of auditors assess the risk of 

detection to be medium, corresponding to the selected sample at a medium level: (i) 

project formulation; (ii) project management; and (iii) cost management. The auditor's 

risk assessment results correspond with the audit findings stated in the SAV audit 

reports. The auditor focuses on the design estimation and investment costs in the 

project finalization report because the design estimation process positively correlates 

with the investment cost item's accuracy. This means that the quality of the design is 

not guaranteed, which can result in an inaccurate determination of the value of the 

project estimate and an inaccurate estimation of the tendering package. On the other 

hand, a preliminary assessment of these two processes will provide evidence to assist 

the auditor in determining the scope of the remaining material audit contents, given 

that the six projects mentioned above management processes are interdependent and 

interconnected within the project management cycle. 

For contractor selection, a contract is executed with the highest assessed detection 

risk and the lowest evidence collection (smallest sample size). This outcome suggests that 

investment project auditors evaluate the risk of material misstatement when selecting and 

contracting work with low inherent risk and control risk. Therefore, the danger of 

detection is anticipated to be high. Most recent violations in the administration and 

implementation of public investment projects in Vietnam about bidding, particularly the 

procurement of medical equipment, drugs, and school equipment, render this result 

inconsistent across SAV's operational practices. The inconsistency between the 

investment project auditor's judgment and the practice of audit risk assessment suggests 

that: (i) Investment project auditors are unable to detect illegal acts due to collusion 

among project participants; and (ii) the high quality of audits of implemented investment 

projects cannot be guaranteed due to the lack of appropriate audit procedures that help 

detect violations of procurement law, such as verification, third-party reconciliation, or 

procedures to detect tampering. This procurement contracting procedure has the highest 
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residual risk among the six project management processes. This suggests that the risk of 

public investment projects for the tendering process and contracting is subjectively 

dependent on the owner's project implementation management. 

Consequently, the risk assessment procedures for identifying material 

misstatements do not indicate a potential for fraud or "collusion" between the parties. 

Although the risk of fraud during the tendering process and contract signing is quite 

common, there is a lack of effective audit procedures to collect sufficient and 

appropriate audit evidence to identify "collusion" practices. This indicates that the 

disparity between the auditor's responsibility in investment projects and society's 

expectations is still narrowing (Dang & Nguyen, 2021). 

5. Conclusion and policy implications 

The auditing strategy for a public investment project is determined by the 

project's nature and specific characteristics. The process begins with a risk assessment 

to determine what is most important; in an audit of an investment project, if risks 

materialize, they will hinder the achievement of investment objectives. Audits of 

investment projects, such as audits of financial statements, require a unified theory of 

risk classification. This study examined the application of the audit risk model in 

SAV's audits of public investment projects. It proposed an audit risk model inherited 

from RBA and applied it to audit financial statements. 

The first objective of this study is to determine how auditors evaluate risk in the 

audit of public investment initiatives. We conducted an analysis. Analysis of 25 audit 

files revealed that SAV has used RBA in audits of public investment projects since 2019, 

but primarily to corroborate the accuracy of a project's financial data. According to 

research, state auditors have identified six significant audit contents in audits of public 

investment projects. However, the selection of audit content is contingent on the 

auditor's risk assessment results during the audit preparation phase and the user's 

needs. No single risk assessment method exists for selecting auditable material. The risk 

assessment results continue to rely heavily on the auditor's professional judgment. This 

finding provides evidence for both perspectives; the audit method is not merely 

technical (Westerdahl, 2004) but also dependent on the social context (Kirkham, 1992). 
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The research aims to create the audit risk model used in audits of public 

investment projects based on financial statement audit methodology. We interviewed 

thirty-five state auditors to develop an inherited risk assessment model from the 

theory of auditing financial statements. The research findings demonstrate that 

applying RBA in the audit of financial statements can also be applied to audit 

investment initiatives. We propose that RBA should be used to evaluate legal 

compliance and that it should be used to identify the limitations of public investment 

initiatives due to a lack of suitable guidance. The risk assessment results for material 

audit content differ from the status of law violations on bids for public investment 

projects during 2018–2022. Determining the level of assurance corresponding to the 

audit of legal compliance and assessment of the effectiveness and efficiency attained 

in public investment projects necessitates the addition of a residual risk component to 

the RBA model. 

This finding makes three theoretical contributions to the application of RBA. 

First, RBA increases audit efficiency more than the conventional audit method. 

Second, RBA provides auditors with an excellent orientation in auditing practice, 

enhancing audit quality. Thirdly, according to the proposed audit risk model, auditors 

can reduce legal risks associated with failing to detect law violations in managing and 

implementing the owner's project by conducting audits promptly. 

The proposed audit risk model provides the auditor with a tool for consistent 

application in public investment project audits and practical application in various 

audits of investment projects. In addition, the risk matrix table incorporates 

quantitative assessment (risk percentage) to help auditors gain experience in risk 

assessment, which will be useful for future audits of similar projects. 

This study has limitations, such as the need for many Vietnamese state auditors 

to update best practices for conducting audits. In addition, research on auditing 

methodologies must be expanded to determine if the application of RBA in audits of 

investment projects is feasible. Before the results of the present study can be 

generalized, additional research is required to investigate the impact of cultural 

factors and different contexts on the application of RBA in other supreme auditing 

institutions around the globe. 
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