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WEEK 1 – introduction and overview of audit and assurance: 
Audit and assurance defined: 
An assurance engagement (or service) is defined as: 

 ‘an engagement in which an assurance practitioner aims to obtain sufficient appropriate evidence 
in order to express a conclusion designed to enhance the degree of confidence of the intended 
users other than the responsible party about the outcome of the measurement or evaluation of an 
underlying subject matter against criteria.’ 

 
The parties involved: 

 Intended users: the people for whom the assurance provider prepares their report (eg; the 
shareholders) 

 The responsible party: the person or organisation (eg; a company) responsible for the preparation 
of the subject matter (eg; the financial report) 

 
Different assurance services: 
Financial report audits: 

 The objective of a financial report audit is for the auditor to express an opinion about whether the 
financial report is prepared in all material respects in accordance with a financial reporting 
framework  

 Within an Australian context, this means that the financial report has been prepared in accordance 
with Australian Accounting Standards and interpretations and any relevant legislation such as 
the Corporations Act 2001 

 The opinion required by the Australian Auditing Standards is on whether the financial report is 
presented fairly, in all material respects, or gives a true and fair view 

o A true and fair view refers to the consistent and faithful application of accounting standards 
in accordance with the financial reporting framework when preparing the financial report  

 It is part of the auditor’s responsibility to form an opinion on the truth and fairness of the financial 
report. In fulfilling their role, the auditor must be independent of the company they audit, exercise 
due professional care, and comply with Auditing and Assurance Standards 

 
Limitations of a financial report audit: 

 The limitations of an audit stem from the nature of financial reporting, the nature of audit 
procedures and the need for the audit to be conducted within a reasonable period of time and at a 
reasonable cost 

 The nature of financial reporting refers to the use of judgement when preparing financial reports 
due to the subjectivity required when arriving at accounting estimates. Judgement is also required 
when selecting and applying accounting methods 

 The nature of audit procedures refers to the reliance on evidence provided by the client and its 
management. If an auditor does not have access to all the information relevant to the audit there is 
a limitation in the scope of their audit. If the auditor is unaware of this situation, they may arrive at 
an inappropriate conclusion based on incomplete facts 

 The timeliness and cost of a financial report audit refers to the pressure an auditor faces to 
complete their audit within a certain time frame at a reasonable cost. While it is important that an 
auditor does not omit procedures in an effort to meet time and cost constraints, they may be under 
some pressure to do so 
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Compliance audits: 
 A compliance audit involves gathering evidence to ascertain whether the person or entity under 

review has followed the rules, policies, procedures, laws and regulations with which they must 
conform 

 Examples of compliance audits: 
o A tax audit is used to determine whether an individual or company has completed their tax 

return in accordance with the Income Tax Assessment Act 1936 and the Income Tax 
Assessment Act 1997 

o A company may have policies and procedures for the hiring of new staff. In that case the 
organisation’s internal auditors may be called upon to check whether employees are 
following the specified processes appropriately 

 
Performance audits: 

 Performance audits are concerned with the economy, efficiency and effectiveness of an 
organisation’s activities 

o Economy refers to the cost of inputs, including wages and materials 
o Efficiency refers to the relationship between inputs and outputs (use of the minimum 

amount of inputs to achieve a given output) 
o Effectiveness refers to the achievement of certain goals or the production of a certain level 

of outputs 
 From an organisation’s perspective it is important to perform well across all three dimensions and 

not allow one to dominate  
o Eg, if buying cheap inputs results in an inefficient production process, efficiency may be seen 

to be sacrificed to achieve economic goals 
 Performance audits are generally conducted by an organisation’s internal auditors or they may be 

outsourced to an external audit firm 
 Performance audits are sometimes referred to as value for money audits, operational audits or 

efficiency audits 
 
Comprehensive audits: 

 A comprehensive audit may encompass elements of a financial report audit, a compliance audit and 
a performance audit 

 Eg; an auditor may report on whether an entity has met its efficiency targets 
 Comprehensive audits most commonly occur in the public sector where compliance with various 

regulations is examined when completing a financial report audit 
 
Internal audits: 

 Internal audits are conducted to provide assurance about various aspects of an organisation’s 
activities 

 The internal audit function is typically conducted by employees of the organisation being audited, 
but can be outsourced to an external audit firm 

 As such, the function of internal audit is determined by those charged with governance and 
management within the organisation 

 Functions of internal audits are generally to evaluating and improving risk management, internal 
control procedures and elements of the governance process 

 The internal audit function often conducts performance audits, compliance audits, internal control 
assessments and reviews 

 When conducting the financial report audit, the external auditor will consider and often rely on the 
work done by the internal auditors 

 


