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Abstract: With the rapid development of economic globalization and the intensification of 

market competition, business leaders need to adopt new information technology so that 

small and medium-sized enterprises can survive and grow in the fierce competition. It Uses 

Internet communication and information technology, as well as related technologies and 

theories, to create an information system that can integrate internal and external 

environments and exchange various types of business information, apply advanced 

technology to reduce costs, improve business efficiency and business competition. Based 

on the background of intelligent finance, this paper studies the financial statements of 

enterprises. This paper selects a real estate company for research and evaluates the material 

error risk of the company's financial statements. According to the relevant formula of the 

weight, the risk evaluation of the report analysis is obtained. The risk evaluation of the 

report layer is 13.27% for high level, 31.25% for high level, 37.64% for medium level, 

10.28% for low level and 6.13% for low level. 

1. Introduction 

Auditing plays an increasingly important role in building the socialist market economy. With 

rapid social and economic development, the content and scope of monitoring work are evolving, 

leading to potential false positives. Financial statements are vital for tax authorities to assess 

taxpayers, uncovering many income tax violations through data analysis. 

As business progresses, loopholes in auditing standards emerge. Researching the link between 

material misstatement risk and audit fees enriches modern risk-oriented auditing theory and guides 

practice. This paper innovatively studies corporate financial statement misstatement risks in the 

intelligent finance context. It proposes three stages: building an intelligent information system, 

using terminals for data collection, and analyzing data. Using a listed company as an example, it 

identifies two factors influencing misstatement risk and suggests countermeasures. 

2. Related Work 

Regarding smart finance, relevant scientists have conducted the following research. Lehmann EE 
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analyzed how smart finance fosters smart growth in urban areas, using the European Commission's 

smart growth framework. This study, based on German metropolitan areas, highlighted the 

complementary effects of smart financial measures and local intelligence in fostering new business 

creation [1]. Donald D.C. examined "smart precision finance" for small businesses, focusing on 

reducing information asymmetry and transaction costs while mitigating agency risks, ultimately 

enhancing venture capital opportunities [2]. 

For corporate financial statements, researchers have made notable contributions. Shang H 

utilized IoT big data mining to select financial indicators, applying fuzzy clustering methods to 

analyze financial risks in listed companies [3]. Mita A F investigated how IFRS adoption improves 

financial statement comparability, indirectly increasing foreign investor ownership, though the 

study's scope was limited to broad IFRS adoption differences [4]. Kim J H explored IFRS 

adoption's impact on reported profits and tax rates, providing insights into the differences between 

consolidated and separate financial statements [5]. Xu W improved methods for capitalizing 

operating leases, demonstrating how these changes affect financial statements and key ratios, 

offering a refined approach for future applications [6]. Despite these advances, some studies face 

recognition challenges due to limited data and sample sizes. 

3. Analytical Methods of Enterprise Financial Statements 

3.1. Smart Finance 

Smart Finance represents a new paradigm in financial management, integrating advanced tools 

and theories to create intelligent systems that combine software and hardware. These systems 

address long-standing information barriers in economics and taxation, enabling enterprises to 

receive comprehensive management reports. Financial practitioners must enhance their capabilities 

and continue researching intelligent financial systems to improve efficiency [7]. 
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Figure 1 Smart financial model 

Key advantages include: 

(1) Enhanced Accuracy: Smart Finance significantly reduces errors in accounting by automating 

processes, notifying users of issues, and streamlining data entry. Unlike traditional methods 

involving manual invoice handling, modern systems ensure higher accuracy and reliability in data 

processing. 

137



(2) Fraud Prevention: Professional accounting systems, with secure accounts and clear divisions 

of labor, effectively limit opportunities for fraud. While fraud cannot be entirely eliminated due to 

human oversight, strengthened data collection and system controls reduce risks, particularly for 

small and medium-sized enterprises [8]. 

(3) Decreased Demand for Accountants: By automating routine tasks, Smart Finance minimizes 

reliance on traditional accountants. This flexibility allows companies to address recurring financial 

challenges efficiently, reallocating human resources to more strategic roles and reducing the 

number of financial management practitioners [9]. 

The smart financial model is shown in Figure 1. 

The unary discriminant method is the earliest quantitative financial crisis early warning model, 

which analyzes the company' s financial status through a single variable, the univariate discriminant 

model is easy to operate and easy to understand, but a single financial ratio cannot fully reflect the 

company' s operating conditions. The simple addition of several financial ratios cannot clearly 

determine whether the company has financial risks, and the multivariate discrimination method 

begins to come into people' s attention [10]. Among them, the most widely used is the z-value 

model, and its discriminant function is: 

54321 6.04.34.13.1 MMMMMz 
                    (1) 

1M  - working capital ratio of total assets 

2M  - total assets retained earnings ratio 

3M
 - return on assets 

4M  - equity market price to debt ratio 

5M
 - total asset turnover ratio 

The original schema of the logistic model is: 
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L  - the resulting probability value 
t  - time mathematically transforms itself 

The neighborhood of attribute set B can be defined as: 
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The upper and lower approximations are: 

  UmMmmMN iii  ,| 
                       (4) 

  UmMmmMN iii  ,|
                        (5) 

3.2. Financial Statements 

Financial statements summarize a company's capital, profits, and losses over time, adhering to 

China's standardized accounting system, which mandates regular reporting, including balance 

sheets, special fund reports, and economic summaries for state-owned and industrial enterprises 

[11]. Financial statement analysis uses accounting data and techniques to evaluate company 

operations and financial health, helping stakeholders understand past performance, assess current 
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status, and make informed decisions. By transforming raw data into actionable insights, this 

analysis supports financial decision-making. It relies on mature diagnostic methods, including 

relational, comparative, and factor analysis, to identify and address financial issues effectively [12]. 

The development of an enterprise must go through different stages, and in these different stages, 

the enterprise shows a series of characteristics unique to a certain stage. Both operational risk and 

financial risk affect the risk of material misstatement of financial statements to varying degrees in 

different life cycle stages, auditors can assess the corresponding risks through life cycle stage 

analysis. The risks at each stage of the enterprise life cycle are shown in Table 1, and the numerical 

values in the table indicate the degree. 

Table 1 Risks at each stage of the business life cycle 

Stage Business risk Financial options 

  
Financial 

risk 
Financing type and proportion Dividend policy 

Lead-in 

period 
5 1 Equity capital 0 

Growth 

period 
4 2 

Equity capital(in private 

placement) 
3 

Maturity 3 3 Debt and Equity Capital 4 

Recession 2 4 Debt 4 

Figure 2 shows the basic logical framework for the impact of material misstatement risk on audit 

fees. 

Material 

misstatement risk
Audit Pricing

Investor Oversight Auditor reputation

Audit cost Risk premium

Proxy conflict

Corporate 

Governance

Legal environment 

(including oversight)

Pricing of material 

misstatement risk reflects 

audit market efficiency

 

Figure 2 Basic logical framework for the impact of material misstatement risk on audit fees 

Financial statements act as an intermediary for information such as a company's financial 

condition and results of operations. Accounting users extract information from financial statements 

and process it by analyzing the data to provide critical information useful for evaluating, analyzing, 

and making decisions about important business information. To manage tax risk, companies look 

for anomalies by analyzing key accounting entities and data and internal relationships observed in 

accounts, thereby helping companies easily reduce tax risk. Financial statements show several 

characteristics, such as a company's production and operations. Tax risks arising from production 

and operation have been included in the financial statements. The detailed analysis of financial 

statements is the recovery of corporate tax risk, followed by the effective management of corporate 

tax risk [13]. 
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4. Experiments in the Analysis of Corporate Financial Statements 

In an ever-changing market environment, companies must strive to be market leaders, not 

followers. The greatest advantage of business intelligence is that it provides the most accurate and 

up-to-date information that helps companies gain a competitive advantage. Business decision 

makers can assess customer usage trends, increase customer loyalty, strengthen supplier 

relationships, reduce financial costs, create new business opportunities, analyze future trends, 

develop business plans and simplify product and distribution network workflows, service 

procedures, etc. [14]. 

Financial intelligence advances financial management theory by integrating databases and 

high-speed computing to support data-driven decision-making. It enables rapid financial analysis 

and logical evaluation of indicators, improving the efficiency, accuracy, and automation of data 

processing compared to traditional methods [15]. As a step toward decision-oriented accounting 

systems, it enhances managerial insights and supports planning, forecasting, and control. 

Serving as a bridge between enterprise systems like ERP, CRM, SCM, and e-commerce, 

financial intelligence aggregates and analyzes data from these sources. Unlike traditional systems, it 

identifies hidden risks and opportunities, interprets business dynamics, and evaluates behavioral 

impacts [16]. 
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Figure 3 Schematic diagram of the composition of the intelligent system 

A financial reporting system includes six key components: data sources, data warehouses, 

research data processing, data technology, data models, and decision-making. Inspectors provide 

and manage the database for analysts, handling data staging, storage, server management, online 

processing, and front-end tools. Once data is used, it is archived centrally. Information checklists 

enhance accessibility. Data scientists then process large volumes of complex program data, 

extracting valuable insights from ambiguous and noisy datasets [17]. These results are visualized by 

financial experts and passed to the CFO for decision-making. To mitigate the challenges of database 

development, technologies like data mining and business intelligence support analysis from specific 

data sources. This method—termed the "low-risk financial information approach"—enables 

analysis and visualization without direct data storage. Figure 3 illustrates the architecture of this 

financial intelligence system. 

The development of intelligent finance occurs in three phases. The first phase establishes the 

foundational intelligent information system and platform, integrating financial standards and 

operational precision. The second phase expands the system using smart terminals and AI to 

convert and store raw data, integrating business and financial flows to improve financial 

management from the source. The third phase applies big data and cloud computing to analyze 
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earlier-stage data, enhancing hospital financial management, emphasizing value and risk control, 

and enabling comprehensive operational decision support. 

A real estate company is used as a case study to evaluate the risk of material misstatements in its 

financial statements. The firm primarily engages in real estate but also diversifies into other areas. 

Figure 4 shows its 2021 gross profit margins across various business segments, along with trends in 

real estate development and sales margins over the past three years. 

 

Figure 4 Gross Profit Margin Chart 

Rei - Real Estate Industry 

Pi-Pesticide Industry 

Phi - Pharmaceutical Industry 

CI - Chemical Industry 

The company's development has shown strong momentum, targeting first-tier cities. As shown in 

Figure 5, the city distribution of the company's land acquisition in the past two years and the area of 

each city. 

 

Figure 5 The distribution of land acquisition cities and the area of each city 

Housing investors face numerous risk factors linked to business and management. Housing 

construction and commercial needs often involve multiple stakeholders, increasing the likelihood of 

financial misstatements. While developers have external resources with minimal raw material risks, 

non-commercial stakeholders rely heavily on contractors for raw material procurement, impacting 

costs, quality, and timelines. The high investment and extended construction periods in real estate 

amplify risks, with complex relationships between invoices, vouchers, and forms adding to the 
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challenge. Contractor management is crucial in mitigating these issues [18]. 

The uncertainty of material misstatement risks creates significant ambiguity in assessing risks for 

real estate development enterprises, as illustrated in Figures 6 and 7, which depict the risk hierarchy 

model [19]. 
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Figure 6 Specific Control Risk Map 
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Figure 7 Residual Control Risk Map 

The material misstatement risk factor importance score table is shown in Table 2 and Table 3. 

Table 2 Identification level importance evaluation table 

Authentication 

layer 

 
Absolutely 

important 

Very 

important 

More 

important 

Slightly 

important 

As 

important 

Raw material 

procurement 

activities 

5 3 2 1 1 

Sales Activity 1 1 5 2 2 

Human resources 

activities 
2 8 1 1 1 

Limited 

financing 

capacity 

2 5 2 2 2 

Design, 

configuration, 

operation and 

maintenance of 

information 

systems 

1 2 2 3 2 
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Table 3 Report layer importance score table 

Report 

layer 

 
Absolutely 

important 

Very 

important 

More 

important 

Slightly 

important 

As 

important 

Design and 

Operation of 

Internal Controls 

1 5 3 1 1 

Choice and 

Application of 

Accounting 

Policies 

2 2 5 1 1 

Appointment and 

removal of 

important cadres 

2 3 3 2 1 

Major investment 

project decisions 
1 1 5 3 1 

Significant related 

party transactions 
1 5 2 1 2 

The formula for calculating the weight is as follows: 





6

1m

op

op

op

G

G
Q

                                (6) 

Q - Weight set 

As shown in Figure 8, it is the sequence value of the index importance of the specific control 

activity (identification layer) given by the auditor and the weight calculated according to the above 

formula [20]. 

 

Figure 8 Importance and weight data 

As shown in Figure 9, it is the risk evaluation of the identification layer and the risk evaluation 
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of the report analysis. 

 

Figure 9 Risk assessment for assertion level and statement analysis 

Factors influencing misstatement risks in financial statements include: (1) Hard-to-view accounts 

or transactions, such as non-traditional or third-party transactions, which often contain inaccuracies 

and require high technical expertise for CPA monitoring. (2) Complex transactions, as larger, 

intricate events increase material error risks, necessitating intelligent financial judgment. 

When auditing misstatement risks, it is vital to: (1) Clearly define the scope of inspection, 

considering control elements and environments like national policies and industry regulations. (2) 

Examine component properties. (3) Choose appropriate accounting policy controls. (4) Supervise 

development policies and financial risks. (5) Set performance measurement standards for control 

elements. (6) Ensure management-related internal control measures. A well-defined scope helps 

assess management risks, identify errors, and apply additional auditing methods effectively. 

5. Discussion 

Addressing material misstatement risks is complex, as contributing factors vary widely and key 

accounting elements have diverse impacts. Effective responses require knowledgeable audit teams 

and professional scepticism. Statutory auditors should strengthen management, establish inspections, 

and ensure process control, with adjustments made to inspection scope and methods based on actual 

conditions to mitigate unforeseen risks. 

Material misstatement risks in financial statements often stem from fraud, influenced by 

financial stress and operational pressures, such as inflating receivables and inventories. These risks 

are closely tied to the enterprise's characteristics and economic behaviors. Under property rights 

theory, economic behaviors' risks and benefits, initially borne by investors, are transferred to 

managers through corporate governance layers. Independent accounting departments incorporate 

these risks into financial statements, affecting investor decisions. 

6. Conclusion   

In the context of rapid social and economic development, the content and scope of regulatory 

work have been continuously improved, increasing the possibility of inaccurate financial statement 

risks. When auditing, the CPA identifies and assesses material deficiency risks and prepares a 

comprehensive risk plan. This paper proposes a risk level model for material misstatements, 
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evaluates risks for a selected company, and suggests preventive countermeasures. Preliminary 

prediction research is conducted, but limited data and academic depth lead to omissions. The status 

quo analysis lacks thorough internal judgment, and the theoretical grasp is insufficient. This study 

develops an evaluation index system for material misstatement risks, tested on China's real estate 

enterprises, yielding theoretical results. Future work should apply this system to audits in other 

industries to enhance its applicability. 
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