
Assurance Engagements

An assurance engagement is when a professional 
examines information for which another party is 

responsible for 
 

Examples: 
 

1) An Auditor examining financial statements prepared 
by a board of directors to express an opinion as to 
whether they comply with accounting standards.  

 
Assurance Engagements will cover many engagements 

other than audit such as... 
2) Risk assessment reports 

3) Review of internal controls  
4) System reliability reports 
5) Value for money reviews  

6) Social and environmental reports 

Every assurance project needs 3 users, some subject 
matter, judged against some criteria by gathering 

evidence, to then be reported on



Levels of Assurance

Reasonable Assurance

This is where there is sufficient evidence that the subject 
matter agrees to certain criteria. 

 
It is a high level of assurance  

It is Positive Assurance (means that the figures are free 
from material misstatement ) 

 
An example is an Audit 

 

Limited Assurance 

This means that the auditor has performed limited 
procedures and has concluded that the financial 

statements appear reasonable  
 

It is a moderate level of assurance  

It is a Negative Assurance (‘we are not aware of any 
material modifications that should be made to the 

financial statements....’) 
 

An example is an Engagement review 



Stewardship 
Stewardship is when a person is responsible for taking 

care of something on behalf of another.  
 

This is known as a ‘Fiduciary Relationship’ and exists 
between directors and shareholders as directors are 
responsible for the management of the shareholders 

property. 

Accountability  
Accountability means holding those in charge 

accountable for their actions. 
 
 

Agency 
Agency is where an agent acts on behalf of a principle to 

perform tasks for them.



True and Fair

True 
1) Information is factual and conforms with reality 

2) Complies with accounting standards and any relevant 
legislation 

3) Data is correctly transferred from accounting records 
to the FS 

 
Fair  

1) Information is clear, impartial and unbiased  
2) Reflects plainly the commercial substance of the 

transactions 

Professional Scepticism

This means not accepting everything you are told as the 
truth 

You need to question everything, look for evidence that 
backs up what you are being told 

You should challenge the assumptions behind what 
you’re told 



IFAC  
The International Federation of Accountants (IFAC) 
serves to strengthen the accountancy profession 

worldwide, to serve the public interest and promote 
adherence to high quality standards. 

 
IAASB  

The International Auditing and Assurance Standards 
Board (IAASB) is a subsidiary of IFAC and sets the 

International Standards on Auditing (ISAs) of which there 
are more than 30. 

 
The IAASB also sets quality control principles for all 

assurance engagements as well as standards for other 
types of assurance engagements 

 
ISAs  

These only apply to the audit of historical financial 
information 

They are split into 3 parts - all of which must be followed 
and viewed as one - principles, guidance and 

explanatory material



Individual nations
They have 3 choices: 

1) Implement and use ISAs in full 
2) Use ISAs - but modify them to suit their requirements 

3) Create their own auditing standards



Auditor Duties
1) Give an opinion on the accounts 
2) State whether they have been prepared in 

accordance with IFRS (or similar) 
3) It is also presumed that the items listed under the 

heading “check” here have been done too 

This is presumed - you’d only report on this if it has not 
been done 



 
 

In order to be appointed as an auditor a person must 
be:  
 

1) A member of a recognised Supervisory Body (RSB) 
such as ACCA 

2) Allowed by that body to act as an auditor or 
3) Be directly authorised by the state  

 
And how are they appointed? 

1) The shareholders appoint the auditor 
2) The appointment will be made at an AGM and run until 

the next AGM 
3) If there is no AGM, the appointment will be automatic 

each year unless a shareholder objects



Rights of the external auditor

They have basically 5 rights - remember these for the 
exam my friend..

. The right of access to all accounting books 
and records at all times.

. The right to all information and explanations 
(from management) necessary for the proper conduct of 

the audit.

. The right to receive notice of all meetings of 
the shareholders (such as the annual general meeting) 

and to attend those meetings.

. The right to speak at shareholders’ meetings 
on matters affecting the audit or the auditor.  

This can be important when the auditors are in 
disagreement with the directors of the client entity and are 
unable to communicate with the shareholders effectively 

by any other method.

. If the company uses written resolutions, the 
auditors should have a right to receive a copy of all such 

resolutions.



An auditor is appointed by (and so can only be 
removed by) shareholders

They are appointed at an AGM or automatically re-
appointed



Audit Committees

Role of the committee  
 

1) To improve the quality of financial reporting  
2) To increase the confidence of the public in the financial 

statements. 
3) Provide a channel to external auditors to report 

concerns or issues. 
4) Review the internal controls. 

5) Recommend the appointment of external auditor.



Advantages of a committee
 
 

1) Independent Reporting  
2) Frees up Executive time  

3) Corporate Governance monitored  
4) Appropriate Internal Controls 

5) Better Communication  
6) Strengthens external audit independence



 
 

Corporate Governance & Auditing
Corporate governance is the system by which companies 

are directed and controlled  
 

Responsibility of Auditors for reporting on Corporate 
Governance 

 
A statement regarding corporate governance included in 

the Annual Report is reviewed by the auditor and any 
inconsistencies highlighted as below: 

1) An error in the financial statements 

The auditor will issue a qualified report if the directors 
refuse to amend the error 

 
2) An error in the corporate governance statement 

The auditor will add an emphasis of matter paragraph to 
their report



 

International Codes of CG (OECD)

6 Principles relevant to the Auditor 
 

1) There should be a clear basis for an effective corporate 
governance framework 

 
2) Shareholders Rights should be upheld. 

Management of the company should recognise that they 
are agents of the shareholders and act in their interests at 

all times. 
 

3) Shareholders should be treated equitably 
 

4) Rights of Stakeholders should be recognised  

Co-operation between the organisation and stakeholders 
should be encouraged. 

 
5) Timely and accurate disclosures should be made. 

 
6) Duties of the board  

The strategic guidance of the company should be 
ensured by the corporate governance framework.



 

Good Corporate Governance

The Board 
Chairman and Chief Executive should be different people 

to prevent unfettered power 
Half of the board to be Non-Executive Directors (NEDs)
There should be a rigorous and transparent nomination 

process. 
Directors should submit for re-election regularly 

 
Remuneration

 Excessive remuneration should be avoided  
Linked to the performance of the corporation. 

The directors should not be responsible for setting their 
own pay.  

There should be a transparent procedure for setting 
directors  - remuneration  

 
Internal Controls

A sound system of internal controls should be maintained. 
An audit committee should be established. 

If no internal audit function, the need for one should be 
considered on an annual basis.



Best practice for Internal Audit

Internal Audit is a department within the company which 
oversees internal control systems and ensures that 
procedures are in place to ensure good corporate 

governance  
 

What does the Internal Audit department do? 
Internal Audit provides assurance to the board by:

 
1) Reporting on and monitoring the effectiveness of 

internal controls. 
2) Assisting with implementation of required accounting 

standards. 
3) Ensuring that laid down procedures are being followed. 

4) Liaising with external auditor to reduce time and 
expense of external audit. 

5) Ensures compliance with OECD Principles.



Is there a need for Internal audit?

Systems need to be assessed regularly to ensure they 
are working effectively 

he need of IA therefore depends on
 

1) Scale, diversity and complexity of the business 
2) Number of Employees 
3) Desire for risk control

Value for Money Audit
Economy 

Are goals achieved at a minimum cost (still paying 
attention to quality) 

Efficiency 
Are resources being used to maximise output?  

Effectiveness 
Are objectives being achieved?

Best value assignments
1) Challenge 

Why and how is a service provided?  
2) Compare 

Assess performance against other providers 
3) Consult 

Talk to users for feedback 
4) Compete  

Provide efficient, effective services through fair 
competition

IT & Financial assignments
 

The main function of internal audit in the area of IT will be 
to assess the controls in place. 

 
The role of IA here is to make sure the information 

required for management and external accounts are 
reliable and produced timely. 

 



Internal v External Audit

Objective & Planning 
1) Internal Audit 

Dictated by management - planning follows this 
However, good corporate governance would allow IA a 

degree of independence over objectives 
 

2) External Audit 
Ensure accounts free from material misstatement and 

prepared in line with reporting framework. 
Planned in accordance with ISAs 

Work planned by themselves 
 
 

Evidence  
1) Internal Audit 

The amount / type gathered would depend upon the 
objective set 

Eg It may just be a check that assets exist, with no 
concern over their value  

 
2) External Audit 

Governed by IAS 330 - gather evidence to address 
misstatement risk 

The risk would have been analysed during planning and 
in the light of subsequent evidence  

 
Reporting 

1) Internal Audit 
Determined by the nature of the assignment 

 
2) External Audit 

Determined by statute & ISAs 700/5/6  
Communicate to stakeholders



Outsourcing Internal Audit

A firm may decide to outsource its internal audit function 
as this may seem like better value for money 

 
Advantages of Outsourcing 

1) The provider will have specialist staff. 
2) Cost of employing and training full time staff is avoided. 

3) Outsourcing provides an immediate internal audit 
department. 

4) Independence may be improved. 
5) Audit methodology and technologies will be up to date.



Formal Internal Report Structure

Cover
The cover will set out the subject, who the report is to, the 

date and any rating/evaluation required

Executive Summary
This section summarises the report to get across 

the essence of the findings

Key findings and recommendations
This section gives an overview of the main problems 

discovered, any breached in procedures and any 
ineffective procedures

Detailed findings and agreed action
How are the problems to be resolved?  Sets out timing, 

actions and responsibilities for corrective action.

Assessment grading or ratings
Internal audit may undertake a ratings system for grading 

those systems under review.



Fundamental Principles

1) Integrity 
Be straightforward and honest in all professional 

relationships 
 

2) Objectivity 
No bias or conflict of interest influencing your business 

judgements 
 

3) Professional Competence & Due Care 
Keep up your professional knowledge and skill so as to 

give a competent professional service, using current 
developments and techniques 

 
4) Confidentiality 

Don't disclose any confidential information to third parties 
without proper and specific authority 

 
5) Professional behaviour 

A professional accountant should act in a manner 
consistent with the good reputation of the profession



Threats

1) Self-interest 
Here the auditor may have a financial (or other) interest in 

a matter 
 

2) Self-review  
Here the auditor reviews a judgement she has taken 

herself 
 

3) Advocacy 
Here the auditor is expected to defend or justify the 

position of the client, and act as an ‘advocate’  
 

4) Intimidation  
Here the auditor can't act independently as she is scared 
due to intimidatory threats such as the threat to take away 

the work unless they do as the client wishes 
 

5) Familiarity 
Here the auditor and client have a too close relationship, 
for example due to a long association over many years in 

carrying out the annual audit..



Safeguards

Audit Firm Level
A culture of independence should be created, this means 

a rotation of the engagement partner and senior staff. 
 

In addition, an audit firm should have the following 
procedures in place: 

 
1) Training 

To an appropriate level for the role  
 

2) Quality control procedures  
This ensures that independence is considered in  all work 

performed by the audit firm. 
 

3) Consultation 
So issues can be discussed internally and procedures are 

laid out to facilitate this 
 

4) Ethical Codes  
 

5) Internal Controls

The Profession
Regular rotation of auditors made compulsory 

Using audit committees 
ACCA Exams and CPD :) 

Corporate Governance and of course auditing standards 
 
 

The Individual 
Complying with CPD regulations - and staying up to date  

Keeping in contact with fellow professionals 
To informally discuss issues and problems 

Independent Mentor used to discuss individual threats 



Professional Scepticism

A healthy scepticism is a fundamental part of any audit 
 

We need to see more scepticism 
 

Not a total distrust it requires an enquiring mind that is 
open to the possibility that something may be wrong  

 
Is it supported by evidence?  

Is it consistent with what is known from elsewhere?  
 

Are assumptions reasonable? In today's world, 
impairment testing is commonplace and works on 

assumptions 
 

The auditor needs to not only see a record of what the 
assumptions are, but also challenge them and understand 

how they affect the conclusions the client has come to.



TYPICAL THREAT SAFEGUARD
Holding Shares in a client None - The interest should either be disposed of, or the team member removed 

from the engagement

Significant Income from client Limit the amount to 10% of total fees if listed; 15% of total fees if unlisted

Separate business venture with client Don't! Although buying things from a client is fine if on normal commercial terms 
and in the normal course of business

Giving a loan to the client Don't - none

Getting a loan from a client Don't unless its a bank (on normal terms)

Lowballing Don't - use a predetermined method e.g.. hours worked

Hospitality and Benefits Do not accept unless of insignificant value and for a good reason

Contingent Fees Audit Fees are not to be determined in this way; other services ok if small 

Accounting Services Don't if listed. Otherwise ensure no management decisions should be made and 
a different team should provide each service

IT services Don't get involved if significant part of accounting system. Otherwise ok but be 
careful to not be seen to be making management decisions

Valuation Services If the valuation requires a degree of judgement then don’t

Tax Services If likely to have a material effect on the financial statements, should not be taken 
on

Corporate Financial Services ok as long as not making management decisions - it is acceptable to assist 
client in raising finance or developing corporate strategies

Internal Audit Services Don't if significant reliance is to be placed on the work of Internal Audit

Former Employee of Client joining Audit Firm The employee cannot be involved in the audit for two years

Participation in Client Affairs The auditor cannot be a director, employee or business partner of client. Cannot 
be part of team if have been one of these in the last 2 years

Family / Personal Relationship No member of the audit team may have a family member or close personal 
relation in the client firm

Auditor for a looooong time If client is listed company engagement partners should act for maximum of 5 yrs 
with 5 yr break in between rotations.

A Key audit partner must have a break of 2 yrs after a period of 7 yrs and senior 
staff on listed audits should also not act for more than 7 yrs. For non-listed 
clients it is advised that partners act for no longer than 10 years.


