
AUDITING  
Course Notes

Topic 1 - Auditing and Assurance: an overview 

Many parties provide reports to users as an aid to making decisions. These report are 
potentially biased due to the vested interests of the report providers, and thus users may 
demand that the credibility of the report be enhanced by having an independent expert 
(an auditor) examine it.

Assurance Engagement Definition 
‘An engagement in which a 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.’ 

Three parties: 
- Assurance practitioner (auditor) 
- Responsible party (preparer) 
- Intended user

Five elements of assurance engagement: 
- Three party relationship  
- Underlying subject matter 
- Criteria  
- Sufficient appropriate evidence  
- A written assurance report

Professional judgement - involves the application of relevant training, knowledge and 
experience in making informed decisions about appropriate courses of action

Professional scepticism - an attitude that includes a questioning mind, being alert to 
conditions indicating possible misstatement and critically assessing audit evidence

Types of assurance engagements: 
- Reasonable assurance engagement (audit engagements) 
- Limited assurance engagement (review)  
- Agreed-upon procedures engagement (no assurance)

Attestation engagement - requires a party other than the assurer to measure or evaluate 
the underlying subject matter against the criteria  
Direct engagement - the auditor directly measures or evaluates the underlying subject 
matter against the criteria
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Auditing Definition:  
‘ A systematic process of objectively obtaining and evaluating evidence regarding 
assertions about economic actions and events to ascertain the degree of 
correspondence between those assertions and established criteria, and communicating 
the results to intended users’

Ethical principles 
- Integrity 
- Objectivity 
- Professional competence and due care  
- Confidentiality 
- Professional behaviour 

Fundamental Auditing principles 
- Knowledge  
- Responsibility 
- Quality control  
- Rigour and scepticism 
- Evidence  
- Professional judgement 
- Documentation  
- Communication  
- Association  
- Reporting

Fundamental Characteristics 
- Relevance  
- Faithful representation  

Enhancing Characteristics 
- Comparability 
- Verifiability 
- Timeliness 
- Understandability

Demand for Assurance  
Demand arises because users are not in a position to establish the credibility of the 
information they are presented with. 
Agency Theory (stewardship hypothesis) - investors entrust resources to managers, who 
have to periodically report on use of resources, which is verified by an independent 
expert
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Information hypothesis - an assurance service is a means of improving the quality of 
information  
Insurance hypothesis - demand for assurance occurs from those who may suffer loss 
when things go wrong, as auditor’s are liable for some losses

The expectation gap - ‘the gap between society’s expectations of auditors and auditor’s 
performance as perceived by society.’  
- Reasonableness gap between what society expects auditors to achieve and what they  
  can reasonably be expected to accomplish  
- The performance gap arising from deficient standards 
- The performance ay arising from deficient performance by auditors

The information gap - there is an information gap between what users believe is 
needed to make informed investment and fiduciary decisions, and what is available to 
them through the entity’s audited financial report or other publicly available information
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Auditing Standards 
- Developed in AUS by the Auditing and Assurance Standards Board (AUASB) 
- Prescribe the basic principles and essential procedures governing the conduct of an  
  auditor 
- For audits conducted under the Corporations Act 2001, the auditing standards (ASAs)  
  must be applied, this giving them legal authority 

Responsibilities under the Corporations Act 2001  
- Management is responsible for the preparation and presentation of appropriate  
  accounts. Accounts are to be accompanied by a report of an independent auditor  
  appointed by the shareholders 
- Section 307A gives legal backing to the auditing standards  
- Auditors are responsible for reporting to company members on the directors’ financial  
  report presented at the AGM 
- They say whether the financial report: 
   * is in accordance with the law, including compliance with accounting standards (s.296) 
   * provides a true and fair view (s.297)

Other applications of the assurance function

- Compliance audit (obtaining and examining evidence to determine compliance to 
rules/regulations)

- Performance audit (analyses efficiency, effectiveness and economy of organisation 
structure, internal systems, workflow and managerial performance)

- Comprehensive audit (usually includes components of compliance, performance and 
financial report audits)

- Internal audit (performed by employees of an organisation as part of the risk 
management process)

- Forensic audit (associated with fraud detection) 

- Assurance on subject matter other than historical financial information (including 
prospective financial information, internal controls, and sustainability and carbon 
emissions reports)
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