
Week 1 – Chapter 1 - Overview of audit and assurance 

1.1 Defining Auditing and Assurance 

Assurance engagement (service): An engagement in which as assurance practitioner expresses a 

conclusion designed to enhance the degree of confidence of the intended users other than the 

responsible party about the outcome of the evaluation or measurement of a subject matter against 

criteria.  

Enhances the reliability of the subject matter. 

• Intended users: the people for whom the auditor prepares their report. Eg. Shareholders, 

creditors, employees. 

• Responsible party: the person or organisation responsible for preparing the financial 

statements. Eg. Company management. 

• Subject matter: that which the auditor is expressing a conclusion on. Eg. Financial reports. 

• Criteria: the rules or principles by which the subject matter is being evaluated. Eg. 

Accounting standards and interpretations and corporation’s laws. 

1.2 Different Auditing Services 

Financial report audit 

• Provides reasonable assurance about whether the financial report is prepared in all material 

aspects in accordance with a financial reporting framework. 

• Financial report is prepared in accordance with Australian Accounting Standards and 

interpretations and any relevant legislation such as the corporations act.  

• The financial report and notes must give 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. 

• Section 301 Corporations Act requires that the financial report be audited. It is part of the 

auditors’ responsibility to form an opinion on the truth and fairness of the financial report. 

The auditor must be independent of the company they audit, exercise due professional care, 

and comply with Auditing and Assurance Standards. 

Limitations 

• There is no guarantee that the financial report is free from error or fraud. 

• The limitations of an audit are caused by 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. 

• Judgement is required in the process of preparation of the financial statements.  

 

Compliance audit 

• Involves gathering evidence to ascertain whether rules, policies, procedures, laws and 

regulations have been followed.  

• A tax audit is an example of a compliance audit. Eg. It is used to determine whether an 

individual or company has completed their tax return in accordance with the ITAA1936 and 

1997.  



Performance audit 

• An assessment of the economy, efficiency and effectiveness of an organisation’s operations 

and activities.  

• Performance audits are generally conducted by an organisation’s internal auditors 

(appointed by client) or they may be outsourced to an external audit firm (appointed by 

shareholder). 

• Economy: cost of inputs eg. Wages and materials. Efficiency: minimum amount of inputs to 

achieve a given output. Effectiveness: achievement of certain goals or the production of a 

certain level of outputs. Want to perform well across all 3 dimensions.  

Comprehensive audit 

• An audit that combines a range of audit and audit-related activities, such as a financial 

report audit, performance audit and compliance audit. 

• Most commonly occur in the public sector where compliance with various regulations is 

examined when completing a financial report.  

Internal audit 

• Conducted to provide assurance about various aspects of an organisation’s activities.  

• A semi-independent service within an entity which generally evaluates and improves 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. 

Corporate social responsibility (CSR) assurance - voluntary 

• Includes voluntary reporting about environmental, employee and social subject matter. 

• Incorporates both financial and non-financial information. 

• Auditor must consider environmental issues on their clients’ financial reports even if reports 

do not include any disclosures. 

• The assurance of CSR disclosures is currently carried out by either auditors or specialist 

consulting firms: non-audit firms that provide assurance services on information such as 

corporate social responsibility and environmental disclosures. 

 

 

 

 

 

 

 

 

 



1.3 Different Levels of Assurance 

Reasonable assurance: (positive statement) 

• High but not absolute assurance on the reliability of the subject matter. 

• The auditor has done adequate work to report with reasonable certainty that the 

information being assured is, or is not, reliable.  

• Reasonable assurance is the highest level of assurance provided; it is high but not absolute 

assurance. 

Limited assurance: (negative statement) 

• Moderate assurance on the reliability of the subject matter. 

• The objective is to gather sufficient evidence upon which to form a negative expression of an 

opinion regarding the reliability of the information being assured. 

• This means that the auditor has done 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 true and fair. 

• They will not conduct detailed testing and so are not in a position to say whether the 

financial report is in accordance with the relevant law and accounting standards and gives a 

fair view. 

• They are only in a position to say nothing makes them believe otherwise.  

No assurance 

• When an auditor completes a set of tasks requested by their client and they report factually 

on the results of that work.  

• The assurance provider must ensure when reporting their findings that they make clear that 

they are merely reporting the facts of their findings and are not providing assurance.  

• Eg. Agreed upon procedures engagement where an auditor completes a set of tasks from 

which no conclusion is drawn and no assurance is provided to users. 

 

1.4 Different Audit Options 

Unmodified opinion 

• Most common.  

• This type of opinion is arrived at when the auditor concludes that the financial report is 

prepared true and fair, it represents fairly the financial position of the company and the 

information provided is in accordance with Australian Accounting Standards and 

interpretations of the Corporations Act. 

• Also known as an unqualified opinion, or clean opinion. 

 

 

 

 

 



Modified opinions 

• All other reports are modified opinions.  

• An audit report may be modified with the inclusion of an ‘emphasis of matter’ paragraph. 

An emphasis of matter paragraph does not affect the auditor’s opinion that the financial 

report is true and fair. It draws attention of the reader to an issue that the auditor believes 

has been adequately and accurately explained in a note to the financial report. 

• These types of modifications do affect the auditor’s opinion.  

Qualified opinion 

• Provided when the auditor concludes that the financial report contains a material 

(significant) misstatement. It is issued when the author believes that ‘except for’ the effects 

of a matter that is explained in the audit report, the financial report can be relied upon by 

the reader.  

• It is used when the matter of concern can be identified, quantified and explained in the audit 

report. 

Adverse opinion 

• Appropriate if the auditor has evidence that identified misstatements, individually or in 

aggregate, are material and persuasive to the financial report. 

Disclaimer of opinion 

• Used when 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 report could be 

material and persuasive.  

 
 

 

 

 

 

 

 

 

 



 

1.5 Preparers and Auditors 

It is the responsibility of those charged with governance to prepare the financial statements, 

ensuring each financial report is relevant, reliable, comparable, understandable and true and fair. 

Preparer Responsibility 

1. Relevant: Information is relevant if it has an impact on the decisions made by users 

regarding the performance of the entity. Users require information that helps them evaluate 

past, present and future events relating to the entity. 

2. Reliable: Information is reliable when it is free from material misstatements. The 

information must be unbiased and not influential. 

3. Comparable: Comparable through time. Users need to be able to trace an entity’s 

performance to identify any trends that may influence their perception of how well the 

entity is doing. They also need to be able to benchmark the performance of the entity 

against other similar organisations to assess its relative performance. 

4. Understandable: Users need to understand the information presented to make appropriate 

decisions.  

5. True and fair: Refers to the consistent and faithful application of accounting standards or an 

applicable framework when preparing the financial report. It is the responsibility of the 

auditor to form an opinion on the truth and fairness or fair presentation of the financial 

report. 

 

Auditor Responsibility 

1. Professional scepticism: An attitude adopted by the auditor when conducting the audit. 

Maintaining independence of the entity and having a questioning mind to thoroughly 

investigate all evidence presented. 

2. Professional judgement: Use of judgement based on the level of expertise, knowledge and 

training that an auditor obtains. 

3. Due care: Being diligent, applying standards and documenting each stage of the audit 

process. 

Assurance providers 

Assurance services are provided by accounting and consulting firms. 

• First-tier: Big 4 

• Mid-tier: eg. WHK group, BDO, PKF Australia, GT 

• Other: regional and local accounting firms 

All these accounting firms provide non-assurance services as well. These can include management 

consulting, mergers or acquisitions, insolvency, tax and accounting services. 

 

 

 

 



1.6 Demand for Audit and Assurance Services 

The users of the financial statements are not limited to the shareholders or owners of the business. 

Each of these groups will read the financial report for a different reason. 

• Investors: current or potential, decisions include to buy, sell or hold a stake in the 

organisation. 

• Suppliers: may read the report to determine whether the entity can pay them for goods 

supplied. 

• Customers: determine if the entity is likely to remain a going concern, reliable for future 

business. 

• Lenders: assess whether loan repayments can be made as and when they fall due.  

• Employees: assess whether they can pay entitlements, and stability assessed for job 

security. 

• Governments: whether an entity is complying with regulations and paying appropriate 

taxes. 

• The general public: whether they should associate with the entity, what it does and their 

future plans. 

 

Sources of demand for audit and assurance services 

• Remoteness: Most financial report users do not have access to the entity or information 

under review.  

• Complexity: Most financial report users do not have the accounting and legal knowledge to 

enable them to assess the reasonableness of complex accounting and disclosure choices 

being made by the entity. 

• Competing incentives: Management has an incentive to disclose the information contained 

in the financial report in a way that helps them achieve their own objectives, users may find 

it difficult to identify when management is presenting biased information, eg. increased 

profits = increased bonus for management. 

• Reliability: Users are concerned with the reliability of the information contained in the 

financial report as they use this information to make decisions. 

 

Theoretical frameworks 

The reasons for demanding audit and assurance services have led to the development of 3 

theoretical frameworks that have been used to explain why audits occurred prior to regulations 

requiring that they be done, why users may demand an audit from a certain type of firm and why 

users may demand assurance of voluntary disclosed information (eg. Environmental reports).  

1. Agency theory: 

Arises due to the conflicts of interest in management of a company. Managers have incentives to 

provide favourable results. When many different managers exist in the company it can be difficult to 

monitor all managers and their conflicting interests. Agency theory tells us that due to the 

remoteness of the owners from the entity, the complexity of items included in the financial report 

and competing incentives between the owners and the managers, the owners have an incentive to 

hire and auditor to assess the truth and fairness of the information contained in the financial report.  



2. Information hypothesis: 

Users require access to high-quality information to make a variety of decisions. The greater the 

perceived quality of the information, the more likely it is relied upon by the users. The information 

hypothesis tells us that due to the demand for reliable, high-quality information, various user groups 

including shareholders, banks and other lenders will demand that financial reports be audited to aid 

their decision making. 

3. Insurance hypothesis: 

According to the insurance hypothesis, an audit is one way for investors to insure against at least 

part of their loss should their share investment fail. As auditors are required to take out professional 

indemnity insurance policies they are seen as having ‘deep pockets’, should an investor be able to 

prove that audit negligence was to blame, at least in part, for their loss. 

Demand in a voluntary setting 

It is becoming more common for companies to voluntarily disclose CSR information including 

environmental, sustainability and carbon emission reports. The demand is driven by a variety of 

stakeholders where they have demanded that companies be more accountable for their impact on 

the environment and on society. Stakeholders are concerned about more than just profits and 

returns on shareholder funds. Assurance enhances the credibility though and may be in the best 

interest of the company to do so. 

 

1.7 The Role of Regulation and Regulators 

Regulators 

• Financial reporting council (FRC): Oversees the process used for setting accounting and 

auditing standards. Also monitors and reports on auditor independence. 

• Auditing and assurance standards board (AUASB): Responsible for the formulation of 

auditing standards. Responsible for issuing ASRE, ASAE and GS standards and statements. 

Redesigned auditing standards to bring in line with international standards. 

• International auditing and assurance standards board: Develop and issue international 

standards on auditing (ISAs). Operates under the auspices of International Federation of 

Accountants (IFAC). ASA in Australia.  

• Accounting professional and ethical standards board (APESB): Established as an 

independent body by CPA Australia and CAANZ to issue professional and ethical standards. 

APES standards are mandatory for all members of CPA Australia, CAANZ and NIA. 

• Australian securities and investments commission (ASIC): Government body that 

administers the ASIC Act and must of the Corporations Act. Plays a role in overseeing of the 

audit function.  

• Australian Securities Exchange (ASX): Formed in 1987 after merging of six state based 

exchanges. Provide additional obligations for entities wishing to list on the exchange. 

• Companies auditors and liquidators disciplinary board (CALDB): Responds to ASIC and 

APRA regarding breaches of the Corporations Act or ASIC act. Board may cancel or suspend 

auditor, may give warning or ask for understanding to improve conduct. 

• Professional bodies (CPA Australia, CAANZ, IPA): Include professionals in public practice, 

industry, academia and government. Requires further post-graduate study and minimum 

work experience periods to join as members. 



Regulation 

Auditing standards are issued by the AUASB in Australia. These standards provide minimum 

requirements and guidance for auditing and assurance services.  

• Corporations Act: Provides guidance on conducting audit of financial reports. This includes 

that certain accounts need to be audited (s 301), the audit report stating whether it is true 

and fair and in accordance with accounting standards (s 307), standards must be applied (s 

307A), retention of auditing working papers (s 307B), and independence declaration (s 

307C). 

 

• CLERP 9: Significant changes brought about from 1 July 2004 including auditing standards 

having ‘force of law’ – legal document. Other changes include: 

o Disclosure of non-audit services provided by auditor. 

o Enhanced independence and employment requirements. 

o Auditor rotation based on the auditor not exceeding being the auditor for more than 

five out of the last seven years. 

1.8 The Audit Expectation Gap 

The audit expectation gap is the difference between the expectations of assurance providers and 

financial report users. The gap occurs when user beliefs do not align with what an auditor has 

actually done.  

Can be caused by unrealistic user expectations including: 

• The auditor providing a complete assurance 

• The auditor guaranteeing future viability of the entity  

• An unqualified opinion denotes complete accuracy (unmodified) 

• The auditor will find all frauds 

The expectation gap can be reduced by: 

• Auditors performing their duties appropriately  

• Undertaking peer reviews of work performed  

• Reviewing and updating auditing standards  

• Educating the public 

• Enhanced reporting explaining audit processes and levels of opinion auditors provide to the 

entity 

• Greater attention to the risk of material fraud occurring 

 



Week 2: Auditing and Assurance: Ethics, legal liability and client acceptance 

2.1 Fundamental principles of professional ethics 

According to s100.1 APES 110, it is the responsibility of every member of the accountancy profession 

to act in the public interest. This means that members should be mindful of how their actions affect 

others. In this context, the public refers to clients, client providers, governments, employers, 

employees, investors, the business community, the financial community and others who rely on the 

work produced by members of the professional bodies.  

All members of the professional accounting bodies are to comply with the fundamental ethical 

principles (APES 110, s 100.4): 

Integrity 

• The obligation that all members of the accounting professional bodies be straightforward 

and honest. Members should not be associated with information that is materially false or 

misleading. 

Objectivity 

• The obligation that all members of the professional bodies not allow their personal feelings 

or prejudices to influence their professional judgement.  

• Members should be unbiased and not allow a conflict of interest or the influence of others 

to impair their decision process. When a member believes that their objectivity is being 

impaired, they should discontinue the relevant service. 

Professional competence and due care 

• Professional competence is the obligation that all members of the accounting professional 

bodies maintain their knowledge and skill at a required level. 

• Due care is the obligation to complete each task thoroughly, document all work and finish 

on a timely basis. 

• Members must attain a level of competence and keep up-to-date with changes in 

regulations and standards. Must also act diligently, taking care to complete each task 

thoroughly, document all work and finish on a timely basis. 

• Members in positions of seniority have an obligation to ensure that their staff are 

adequately trained and act appropriately in their dealings with clients and employers. 

 

 

 

 

 

 

 

 

 

 

 

 

 



Confidentiality 

• The obligation that all members of the professional bodies refrain from disclosing 

information that is learned as a result of their employment to people outside of their 

workplace. 

• According to S 140.8 of APES 100, when deciding whether to disclose confidential 

information members should consider: 

o Interests of all parties could be harmed 

o Whether all relevant information is known and substantiated to the extent it is 

practicable 

o When the situation involved unsubstantiated facts, incomplete information or 

unsubstantiated conclusions, professional judgement shall be used to determine 

type of disclosure. 

o Type of communication that is expected and to whom it is addressed 

o Whether the parties to whom the communication is addressed are appropriate 

recipients. 

Professional behaviour 

• The obligation that all members of the professional bodies comply with rules and 

regulations and ensure that they do not harm the reputation of the profession. 

• Members should be honest in their representations to current and prospective clients. 

• Members should not claim to be able to provide services that they are not able to provide. 

• They should not claim to possess qualifications that they do not possess, they should not 

claim to have gained experience in areas where they have little or none, and they should not 

undermine the quality of work produced by others or question their reputation. 

S 100.18 contains an overview of a process that can be used by members needing to resolve a 

conflict in relation to ethics: 

1. Gather all relevant facts 

2. Consider the ethical issues involved 

3. Consider the fundamental principles related to the matter 

4. Establish procedures to deal with the matter 

5. Consider alternative courses of action 

 

2.2 Auditor independence: 

• Independence is the ability to act and be seen to act with integrity, objectivity and 

professional scepticism (questioning mind). 

• Financial reports must be relevant, reliable, comparable, understandable, and true and fair. 

A lack of auditor independence impacts on credibility and reliability of the financial report. 

• The auditor must be, and seen to be, independent. It is the responsibility of those charged 

with governance in a company (board of directors: the group that represents the 

shareholders and oversees the activities of a company and its management) to ensure that 

the financial report meets those requirements. 

• It is the responsibility of the external auditor to form an opinion on the truth and fairness of 

the financial report. If independence is compromised in any way, it will detract from the 

ability of users to rely on the financial report to make decisions. 



Two forms of independence 

Independence of mind 

• Auditors themselves 

• Ability to act independently 

• It is the ability to make a decision that is free from bias, personal beliefs and client pressures. 

Independence of mind is also referred to as actual independence. 

Independence in appearance 

• The belief that independence of mind has been achieved. Auditors must consider their 

actions carefully and ensure that nothing is done to compromise their independence both of 

mind and in appearance. Independence in appearance is also referred to as perceived 

independence.  

• It is the responsibility of every auditor to consider potential threats to their independence 

and to seek out appropriate safeguards to reduce those threats to the extent possible.  

• The conceptual framework approach set out in APES 110 is applied by members of the 

professional bodies to: 

a) Identify threats to independence  

b) Evaluate the significance of the threats identified 

c) Apply safeguards, when necessary, to eliminate the threats or reduce them to an 

acceptable level 

 

Auditor independence threats 

Self-interest threat 

• The threat that can occur when an accounting firm or its staff has a financial interest in an 

assurance client. Examples where this can occur: 

o A member of the assurance team having a direct financial interest in the assurance 

client. 

o A firm being concerned about the possibility of losing a significant client. 

o A member of the assurance team having a significant close business relationship 

with an assurance client. 

Self-review threat 

• The threat that can occur when the assurance team need to form an opinion on their own 

work or work performed by others in their firm. Examples where this can occur: 

o A firm issuing an assurance report on the effectiveness of the operation of financial 

systems after designing or implementing the systems. 

o A member of the assurance team being, or having recently been, a director or officer 

of the client.  

o A firm having prepared the original data used to generate records that are the 

subject matter of the assurance engagement. 

 

 

 



Advocacy threat 

• The threat that can occur when a firm or its staff acts on behalf of its assurance client.  

• In such a case, the objectivity of the assurance provider may come under question. 

Examples: 

o The firm promoting shares in the audit client. 

o A member acting as an advocate on behalf of an audit client in litigation or disputes 

with third parties. 

Familiarity threat 

• The threat that can occur when a close relationship exists or develops between the 

assurance firm (staff) and the client (staff). 

• The result can be that the assurance team become too sensitive to the needs of the client 

and lose their objectivity. Examples: 

o A member of the engagement team having a close or immediate family member 

who is a director, officer or influential employee of the client  

o A member accepting gifts or preferential treatment from a client, unless the value is 

trivial or inconsequential. 

Intimidation threat 

• The threat that can occur when a member of the assurance team feels threatened by client 

staff or directors.  

• The result can be that the assurance team member is unable to act objectively, believing 

that if they do so there may be some negative consequence based upon the threat received. 

Examples: 

o A firm being threatened with dismissal from a client engagement. 

o A firm being threatened with litigation by the client.  

o An audit client indicating that it will not award a planned non-assurance contract to 

the firm if the firm continues to disagree with the client’s accounting treatment for a 

particular transaction.  

 

Safeguards to independence of auditors 

• Safeguards are mechanisms that have been developed by the accounting profession, 

legislators, clients and accounting firms to minimise the risk that a threat will surface and to 

deal with a threat when one becomes apparent. 

Safeguards created by the profession, legislation or regulation 

• Safeguards include: 

o Education of accountants about the threats to independence  

o The establishment of a code of ethics 

o Legislation that requires that an auditor be independent and that a declaration be 

made about that independence in a client’s annual report. 

• Another safeguard is a requirement of the Corporations Act that a retired partner must not 

take on a senior role in an audit client for two years. 

 



Safeguards created by clients 

• Clients can put in place appropriate mechanisms that will reduce the threat to 

independence: 

o Put in place appropriate corporate governance mechanisms, such as the 

establishment of an audit committee to liaise between the assurance partner and 

management to enhance independence.  

o Ensure that the responsibility for the appointment and removal of an auditor rests 

with independent directors (a non-executive director without any business or other 

ties to the company) on the audit committee or board. 

o Establish policies and procedures dedicated to ensuring that the financial report is 

true and fair, and also to ensure that the assurance team has access to all required 

documents and records when required. 

• These safeguards can reduce but not eliminate the threat to independence. To ensure their 

effectiveness, clients must ensure that policies and mechanisms established are working 

effectively.  

Safeguards created by accounting firms 

• Accounting firms have in place a range of safeguards to ensure independence: 

o Policies and procedures to ensure the quality of their service, and they provide 

continuing education for their staff regarding these policies and procedures. 

o Client acceptance and continuance procedures to ensure that they identify any 

threats to independence on a timely basis.  

• Firms have partner rotation policies to ensure that audit partners remain independent of 

their clients. They have a policy of peer review and procedures for staff to follow if they 

become aware of a threat to their independence. 

• These safeguards can reduce but not eliminate the threat to independence. To ensure their 

effectiveness, accounting firms must ensure that policies and mechanisms established are 

working effectively. 

 

 

 

 

 

 

 

 

 

 

 

 



Threats to Independence Examples Safeguards to Independence 

Self-Interest Threat - threat 

that can occur when an 

accounting firm or its staff has 

a financial interest in an 

assurance client. 

• An auditor has a financial 
interest in their client. 

• An audit firm relies on the 
fees from a client. 

• An audit partner is 
concerned about losing a 
prestigious client. 

• An auditor has a business 
relationship with a client. 

• Policies and procedures 
within an accounting firm 
identifying staff with 
financial interest in an 
assurance client. 

• Policies and procedures 
prohibiting business 
relationships with clients. 

Self-Review Threat – threat 

that can occur when the 

assurance team need to form 

an opinion on their own work 

or work performed by others 

in their firm. 

• An assurance team is 
asked to evaluate the 
effectiveness of an 
operating system that a 
colleague in their firm 
implemented on behalf of 
the client. 

• An assurance team audits 
records that were 
prepared by a colleague in 
their firm on behalf of the 
client. 

• Minimise the provision of 
non-audit services to 
clients. 

• Having a cooling off period 
before an audit partner 
can be employed in a 
senior role at an audit 
client. 

Advocacy Threat - threat that 

can occur when a firm or its 

staff acts on behalf of its 

assurance client 

• Firm promotes shares of 
an audit client. 

• Auditor represents an 
audit client in a legal case. 

• Policies and procedures 
prohibiting business 
relationships with clients. 

• Policies and procedures 
prohibiting the 
representation of clients in 
any disputes or legal 
matters. 

Familiarity Threat – threat can 

occur when a close 

relationship exists or develops 

between the assurance firm 

and the client. 

• Auditor has a family 
member who is a director 
on the board of an audit 
client. 

• Auditor accepts gifts from 
their client. 

• Long association exists 
between members of the 
audit team and an audit 
client. 

• Partner and staff rotation 
policy. 

• Education regarding 
socialising with clients and 
acceptance of gifts and 
hospitality. 

• Procedures when assigning 
staff to assurance clients 
ensuring no close personal 
relationships exist. 

Intimidation Threat - threat 

that can occur when a 

member of the assurance 

team feels threatened by 

client staff or directors. 

• Client threatens to dismiss 
the audit firm. 

• Client places pressure on 
the audit team to reduce 
the scope of the audit to 
reduce audit fees or to 
meet an unrealistic 
deadline. 

• Avoidance of fee 
dependence. 

• Appropriate corporate 
governance structures 
within clients to liaise with 
senior team members and 
client management. 

 



2.3 The auditor’s relationships with others 

Shareholders 

• Shareholders are acknowledged as the main recipients of the financial report and the 

attached audit report. Shareholders rely on the audit report and the opinion contained 

within it to inform them about the reliability of the information provided by the 

management of their company in the financial report.  

• Shareholders are responsible for the appointment and removal of their company’s auditors. 

• Auditors will not often meet the shareholders they report to except for when they attend 

their client’s AGM. 

Board of directors 

• The board of directors represents the shareholders and oversees the activities of a company 

and its management. A board will generally comprise a mixture of executive directors and 

non-executive directors. 

• Executive directors: employees of the company who also hold a position on the board of 

directors. They are part of the management and team and are full-time employees of the 

company. Have a deeper understanding of the company and its workings. Auditors meet 

with executive directors throughout the audit. 

• Non-executive directors: board members who are not employees of the company. Their 

involvement on the board is limited to preparing for and attending board meetings and 

relevant board committee meetings. Better representatives of shareholders as they are not 

employees of the company and can be more impartial in their dealings with management. 

• The auditor will read the minutes of board meetings to learn about key decisions, 

declarations of dividends, and other plans for big purchases and sales. 

• A company’s financial report must include the directors’ declaration. In their declaration, 

the directors indicate to the shareholders whether they believe that the financial report and 

accompanying notes comply with Australian Accounting standards and the Corporations Act 

and are true and fair, and whether the company will able to pay its debts when they fall due. 

• Boards of larger companies will have a series of committees made up of various members of 

the board. The main board committee that the auditor deals with is the audit committee. 

Examples of other board committees are the nomination committee, the remuneration 

committee and the risk committee.  

Nomination committee: responsible for the oversight of the board of directors, its membership and 

its succession planning. 

Remuneration committee: responsible for establishing policies regarding the payment, hiring, 

retention and removal of senior staff and directors of the board. 

Risk committee: responsible for the oversight of risk identification, mitigation and awareness among 

employees. It is a sub-committee of the board of directors generally responsible for risk 

identification, mitigation and awareness among employees. 

• While the auditor does not liaise on a regular basis with the members of these committees, 

the activities of the committees are of interest. The risks identified by the risk committee, 

for example, can affect the audit plan and the direction of the audit.  

 


