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Learning objectives
1. Define an assurance engagement 
2. Differentiate between different types of assurance services
3. Explain the different levels of assurance
4. Outline different audit opinions
5. Differentiate between the roles of the preparer and the auditor, and discuss the different firms that provide assurance services
6. Explain why there is a demand for audit and assurance services
7. Identify the different regulators, legislation, and regulations surrounding the assurance process
8. Describe the audit expectation gap
CAS 200 – overall objectives of the independent auditor, and the conduct of an audit in accordance with CAS
CAS 210 – agreeing the terms of audit engagements
CAS 220 – quality control for an audit of financial statements
CAS 240 – the auditor’s responsibilities relating to fraud in an audit of financial statements
CAS 610 – using the work of internal auditors
CAS 700 – forming an opinion and reporting on financial statements
CAS 705 – modifications to the opinion in the independent auditor’s report
CAS 706 – emphasis of matter paragraphs and other matter paragraphs in the independent auditor’s report

CSQC 1 – quality control for firms that perform audits and reviews of financial statements, other financial information, and other assurance engagements


1.1 – auditing and assurance defined
· Assurance engagement – an engagement performed by an auditor or consultant to enhance the reliability of the subject matter
· Accountability relationship – situation in which one party is answerable to another for the subject matterConclusion
Accountability
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Users
Subject Matter





1.1.1 – auditing and assurance terms defined
	Term
	Definition

	Applicable financial reporting framework
	The financial framework chosen by management to prepare a company’s financial statements. For example, an applicable framework for a reporting issuer would be IFRS or ASPE

	Assertions
	Statements made by management regarding the recognition, measurement, and presentation and disclosure of items in the financial statements

	Audit evidence
	Information used by the auditor to support the audit opinion

	Audit file
	The file where the evidence and documentation of the work performed is kept as a permanent record to support the opinion issued

	Audit plan
	The list or description of audit procedures to be performed

	Audit risk
	The risk that the auditor may express an inappropriate opinion. This means the auditor may indicate that the financial statements are not materially misstated when in fact they are

	Financial statements
	A structured representation of historical financial information, including the related notes

	Independent auditor’s report
	The auditor’s formal expression of opinion on whether the financial statements are in accordance with the applicable financial reporting framework

	Internal control
	The process implemented and maintained by management to help the entity achieve its objectives

	Material
	An amount or disclosure that is significant enough to make a difference to a user

	Materiality
	The maximum amount of misstatement or omission the auditor can tolerate and still issue an unmodified or clean opinion

	Sufficient and appropriate evidence
	The quantity and quality of the evidence collected by the auditor

	Unmodified opinion
	The auditor concludes that the financial statements are fairly presented

	Working papers
	Paper or electronic documentation of the audit created by the audit team as evidence of the work completed


1.2.1 – financial statement audits
· As per CAS 200 – the objective of a financial statement audit to for the auditor to express an opinion about whether the financial statements are prepared in all material respects in accordance with a financial reporting framework
· Steps in an audit: planning stage (risk assessment, documentation of the business and environment), execution stage (obtaining information, assessing it, and documents the findings), issuing of unmodified opinion
· If an auditor does not have access to all the information relevant to the audit, there is a limitation in the scope of the audit
· The timeliness and cost of a financial statement audit refers to the pressure an auditor faces to complete the audit within a certain time frame at a reasonable cost
1.2.2 – compliance audits
· Compliance audit – an audit to determine whether the entity has conformed with regulations, rules, or processes (i.e. tax audits)
1.2.3 – operational audits
· Operational audit – an assessment of the economy, efficiency, and effectiveness of an organization’s operations (i.e. internal audits)
1.2.4 – comprehensive audits
· Comprehensive audits – an audit that encompasses a range of audit and audit-related activities, such as a financial statement audit, operational audit, and compliance audit 
1.2.5 – internal audits
· Internal audits – an independent service within an entity that generally evaluates and improves risk management, internal control procedures, and elements of the governance process
1.2.6 – corporate social responsibility (CSR) assurance 
· CSR – a range of activities undertaken voluntarily by a corporation; CSR disclosures include environmental, employee, and social reporting
1.3.1 – reasonable assurance
· Reasonable assurance – assurance that provides high but not absolute assurance on the reliability of the subject matter; does not equate to absolute assurance
1.3.2 – moderate assurance
· Moderate assurance – assurance that provides negative assurance on the subject matter
· The auditor is only able to say that the information is plausible, in that nothing makes them believe otherwise
· Review engagement – engagement in which the auditor does adequate work to report whether or not anything came to their attention that would lead them to believe that the information being assured is not fairly presented
1.3.3 – no assurance
· No assurance – what results when an auditor completes a set of tasks requested by the client and reports factually on the results of that work to the client
· Compilation engagement – engagement in which an auditor compiles a set of financial statements based on the information provided by the client, ensuring mathematical accuracy
· Notice to reader – the communication issued when the auditor performs a compilation engagement
1.4 – different audit opinions
· Unmodified opinion – a clean audit opinion; the auditor concludes that the financial statements are fairly presented
· Emphasis of matter – what results when an auditor will issue an unmodified audit opinion when there is a significant issue that is adequately disclosed and there is a need to draw the attention of the user to it
· Qualified  opinion – opinion provided the auditor concludes that the financial statements contain a material (significant) misstatement
· Adverse opinion – has evidence that identified misstatements, individually or in aggregate, are material and pervasive to the financial statements
· Disclaimer opinion – the auditor is unable to obtain sufficient appropriate audit evidence on which to base the opinion, and concludes that the possible effects on the financial statements could be material and pervasive
	Nature of the matter giving rise to the modification
	Auditor’s judgement about the pervasiveness of the effects or possible effects on the financial statements

	
	Material but not pervasive
	Material and pervasive

	Financial statements are materially misstated
	Qualified opinion
	Adverse opinion

	Inability to obtain sufficient appropriate audit evidence
	Qualified opinion
	Disclaimer of opinion


1.5.1 – preparer responsibility
· It is the responsibility of those charged with governance to ensure that the financial information contained in their financial statements is relevant, reliable, comparable, understandable, and fairly presented
1.5.2 – auditor’s responsibility
· Professional scepticism: attitude adopted by the auditor when conducting the audit. It means that the auditor remains independent of the entity, management, and staff when completing the audit work
· Professional judgement: relates to the level of expertise, knowledge, and training that an auditor uses while conducting an audit
· Due care: being diligent while conducting an audit, applying technical and statute-backed standards, and documenting the stages of the audit
1.6.2 – sources of demand for audit and assurance services
· Information risk – the risk that users will rely on incorrect information to make a decision. The causes of information risk include remoteness, complexity, competing incentives, and reliability
1.8 – the audit expectation gap
· When there is a difference between the expectations of assurance providers and financial statement users. 
