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Module 1 - Assurance services framework 

Summary 
Financial statement audit process [p17] 

Step Activities 

Client acceptance 1. Engagement letter [p90] 
Planning 
1. Gained understanding of 

entity and environment 
2. Planned the audit 
3. Undertaken initial risk 

assessment of material 
misstatement 

4. Prepared audit program 

1. Audit strategy: [p147] The auditor is to plan the audit so that it 
will be performed in an effective manner.  To reduce audit risk to 
an acceptably low level, this includes (ISA 300): 

 Developing an overall strategy  

 Developing an audit plan  
2. Risk analysis and assessment [p158] 

 Inherent risk [p85] 

 Control risk [p85] 

 Detection risk [p85] 

 Fraud risk [p3027] 

 Materiality [p151] 

 Financial statement assertions [p154] 

 Control environment [p161] 

 Strategic analysis [p177] 

 Analytical procedures [p185] 
Evidence gathering: having 
identified the assertions 
containing a risk of material 
misstatement, the auditor 
undertakes audit procedures to 
reduce this risk to an acceptable 
level via selecting the most 
efficient and effective 
combination of tests of controls 
and substantive procedures. 

1. Tests of controls [p222] 

 Sampling [p230] 
2. Substantive tests [p232] 

 Substantive analytical procedures [p232] 

 Tests of detail [p236] 

 Sampling [p244] 
3. Final procedures 

 Subsequent events [p264] 

 Going concern 

 Management representations [p266] 
Reporting 1. Auditor's report 

 Unmodified opinion (ISA 700 (revised)) [p298] and key 
audit matters (ISA 701) [p302] 

 Modifications 
i. Modified opinion (ISA 705 (revised)) 

1. Qualified [p305] 
2. Disclaimer [p306] 
3. Adverse [p305] 

ii. Modification other than opinion (ISA 706 
(revised)) 

1. Emphasis of matter [p309] 
2. Other matter [p310] 

 Key audit matter/emphasis of matter/other matter 
2. Other communications 

 Those charged with governance [p295] 

 Regulatory bodies [p294] 

 Shareholders [p292] 
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Assurance services framework 
 

What is the definition of assurance engagement as provided by The International Framework for 

Assurance Engagements? [p16] 

 An engagement in which an assurance practitioner expresses an 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 

 

What is the difference between 'auditing' and 'assurance'? [p15] 

1. Auditing is a specific type of assurance engagement (subset of assurance engagements) that 

focuses on historical financial information. 

 

What are the three categories for assurance services, what are the level of assurance provided, 

examples of these categories and the international standards governing the audit services? [p16, 

21] 

Type of information Historical financial 
information 

Historical financial 
information 

All other information 

Types of assurance 
services 

Audits Reviews Assurance 
engagements other 
than audits and 
reviews of historical 
financial information.  
May be future oriented 
and/or non financial. 

Level of assurance 
provided 

Reasonable Limited Reasonable or limited 

Examples Audit of financial 
statements 

Review of financial 
statements 

1. Prospective 
financial 
information 

2. Suitability report 
3. Greenhouse gas 

report 
4. Internal control 

report 
5. Performance 

information 
International 
Standards (Issued by 
IAASB) 

ISAs 100-999 
International 
Standards on Auditing 

ISREs 2000-2699 
International 
Standards on Review 
Engagements 

ISAEs 3000-3699 
International Standards 
on Assurance 
Engagements 

Australian Standards ASA ASRE ASAE 
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What is the ISRS 4000-4699 International standards on Related Services? [p21] 

 These are not for assurance engagements (in that they are not designed to offer a degree of 

assurance), but do utilise assurance-type, evidence-gathering procedures (eg. agreed 

procedures engagements to report factual findings). 

 

What are the four stages of a financial statement audit and the issues at each stage? [p17] 

1. Client acceptance: ethics, engagement letter 

2. Planning: audit strategy, risk analysis and assessment 

3. Evidence gathering: tests of controls, substantive tests, final procedures 

4. Reporting: auditor's report, other communication. 

 

What is the objective of the auditor? [p82] 

1. To obtain reasonable assurance about whether the financial statements as a whole are free 

from material misstatement, whether due to fraud or error, thereby enabling the auditor to 

express an opinion on whether the financial statements are prepared, in all material 

respects, in accordance with an applicable financial reporting framework 

2. To report on the financial statements, and communicate as required by the ISAs, in 

accordance with the auditor's findings. 
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Regulation of Auditing and Auditing Standards 
 

What are the roles of the following bodies IFAC, IASSB, IFIAR in auditing? [p19-20] 

 IFAC (International Federation of Accountants): global organization for the accountancy 

profession where members are the associations of professional accountants from around 

the world.  In charge of establishing the International Ethics Standards Board for 

Accountants (IESBA) to develop the Code of Ethics for Professional Accountants  

 IAASB (International Auditing and Assurance Standards Board): an independent standard-

setting body that serves the public interest by setting high-quality international standards 

for auditing, quality control, review, other assurance, and related services, and by facilitating 

the convergence of international and national standards 

 IFIAR (International Forum of Independent Audit Regulators): Oversight of the auditing 

profession by independent audit regulatory authorities from different countries. 

 

What is the hierarchy, in order of compliance, of IASSB pronouncements? [p20] 

1. IESBA Code of Ethics for Professional Accountants 

2. ISQCs 1-99 International Standards on Quality Control 

 

Which bodies are involved in audit regulation in Australia? [p21-22] 

1. FRC (Financial Reporting Council): Independent statutory agency to oversee the accounting 

and auditing standards-setting process.  Include appointments to the AUASB 

2. ASIC (Australian Securities and Investment Commission): Independent Commonwealth body 

to carry out the work under the Corporations Act 2001 (Cwlth) including oversight of the 

auditing profession (registration of auditors, enforcement of rules regarding auditor 

independence, use of auditing standards and inspection of audit firms) 

3. APESB (Australian Professional and Ethical Standards Board): Funded by the professional 

accounting bodies for setting the ethical standards in Australia and quality control ethical 

conduct and compliance with auditing and assurance standards. 

4. AUASB (Australian Auditing and Assurance Standards Board): Consider revisions and 

improvements to pronouncements initiated by the IAASB 

 

Are the Australian Auditing Standards (ASA) identical to the International Auditing Standards (ISA)? 

[p22] 

 No, differences may arise to accommodate the requirements of Australian legislation or 

have additional requirements to those found in the internal standards which are prefixed by 

Aus x.x. 
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 Eg. ASA 101 Preamble to Australian Auditing Standards has no international equivalent and 

outlines how the AUASB intends the Australian standards to be understood, interpreted and 

applied 

 

 

What are the sections in the each ASA? [p22] 

1. Introduction (purpose, scope and subject matter) 

2. Objectives 

3. Definitions 

4. Requirements 

5. Application and other explanatory material (which may include examples of appropriate 

procedures) 

 

What are guidance statements issued by the AUASB used for? [p22] 

 Include explanations and suggestions that help practitioners comply with AUASB standards 

 

Only auditing standards, as opposed to auditing and assurance standards for other purposes, have 

the 'force of the law'.  What do auditing standards include? [p23] 

1. All the ASAs 

2. ASRE 2410 Review of a Financial Report Performed by the Independent Auditor of the Entity 

3. ASQC 1 Quality Control for Firms that Perform Audits and Review of Financial Reports, Other 

Financial Information, and Other Assurance Engagements 

 

What are some Australian-specific review requirements about when to apply each standard? [p23] 

International Standards on Review 
Engagements 

Australian Standards on Review Engagement 

 ISRE 2400 when the practitioner is not the 
auditor of the entity, undertakes an 
engagement to review the financial 
statements 

 ISRE 2410 when the practitioner is the 
entity's auditor reviews interim financial 
information 

 ASRE 2415 (no international equivalent) 
which describes a three-tiered differential 
reporting framework and describes how to 
select ASRE 2410 and ASRE 2400 for 
conducting a review 

 ASRE 2419 when the auditor has conducted 
the audit of the previous report and has 
gained an understanding of the entity and its 
environment by complying with the auditing 
standards 

 ASRE 2400 when the auditor has not 
conducted an audit or the previous financial 
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report and does not have an understanding 
of the entity and its environment. 
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International Framework for Assurance Engagements 
 

What is the Australian equivalent of the Framework by IAASB? [p22] 

 The Australian Framework for Assurance Engagement (Australian Framework), which 

conforms with the international version with minor differences 

 

What is the Framework used for and what are the matters discussed? [p24] 

 Used to help understand when the ISAs, ISREs, ISAEs and ISRSs apply 

 It is not a standard and does not include any requirements for performance 

 Matters discussed include 

1. Ethical principles 

2. Quality control 

3. Definition of assurance engagements 

4. Reasonable and limited assurance engagements 

5. Attestation and direct engagements 

6. Elements of an assurance engagement (three-party relationship, underlying subject 

matter, criteria, evidence, assurance report) 
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Ethical Principles 

 

Who needs to comply with APES 110 Code of Ethics for Professional accountants (the Code)? [p25] 

 ASA 102 states that auditors, assurance practitioner, engagement quality control reviewer 

and the firm shall comply with the Code. 

 

What are the fundamental principles of the Code? [p25] 

1. Integrity [p25]: Straightforward, honest, trustworthy, honourable, reliable and courageous 

2. Objectivity [p25]: Impartial attitude to work avoid prejudice, bias, conflict of interest or 

undue influence that may compromise professional and business judgements 

3. Professional Competence and due care [p25]:  

a. Maintain the professional knowledge and skills required (qualification and CPD) 

b. Act with due care in accordance with applicable technical and professional standards.  

Act timely and carefully and decline job unless have necessary skills. 

4. Confidentiality [p25]: Not disclose information to third parties without proper authority, 

unless a legal or professional right or duty to disclose. 

5. Professional behaviour [p26]: Comply with relevant laws and regulations and avoid any 

action that discredits the profession. 

 

What are the threats to compliance with the fundamental principles of the Code? [p26] 

1. Self-interest: financial or other interests 

2. Self-review: previous judgement re-evaluated by the person or firm responsible for that 

judgement 

3. Advocacy: Promote or represent client 

4. Familiarity: Long or close relationship with client resulting in sympathy 

5. Intimidation: Deterred from acting objectively due to actual or perceived threats 

 

Where there are threats members must apply safeguards to eliminate or reduce them to an 

acceptable level or decline or discontinue providing the service.  What are the safeguards? [p26] 

1. Safeguard by the profession, legislation or regulation 

2. Safeguard in the work environment of the assurance client 

3. Safeguards in the work environment of the audit firm 

 

What are the specific ethical issues arising from professional accountants in public practice? [p27] 

1. Professional appointment [p27]: 
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a. (Additional requirement for auditors) If the auditor has been an officer or audit-

critical employee of the proposed client within the 12 months immediately before 

the proposed audit period, accepting an appointment is not permitted. 

b. (Additional requirement for auditors) An accountant who is asked to replace an 

existing auditor must request the prospective client's permission to communicate 

with the existing auditor.  If permission is not granted, the accountant should 

decline the appointment. 

2. Conflict of interest [p27]:  

3. Second opinions [p28]:  

a. If fees generated by an assurance client exceed 15% of the firm's total fees, an 

additional independent professional accountant must review the work done and the 

documentation of that review should be delivered to the engagement partner's 

professional body. 

4. Fees and other types of remuneration [p28]:  

5. Gifts and hospitality [p28]:  

6. Independence [p28]: This is the cornerstone of the auditing and assurance profession.  The 

Code requires independent both of mind and in appearance 

a. Mind/Fact: accountant must act with integrity, and exercise objectivity and 

professional scepticism. 

b. Appearance: a reasonable and informed third party would not think that a member's 

integrity, objectivity or professional scepticism has been compromised. 

 

What are the three parts of the framework for audit quality as described in A Framework for Audit 

Quality: Key Elements That Create and Environment for Audit Quality? [p34] 

1. Part 1 is the input, process and output to quality audits  

1. Inputs: exhibiting appropriate values, ethics, attitudes, sufficiently knowledgeable, 

skilled, experience and having sufficient time to perform work 

2. Process: auditors applying rigorous audit process and appropriate quality control 

procedures that comply with laws, regulations and applicable firm and national 

standards 

3. Outputs: Outputs from auditor, audit firm, the entity and audit regulators including 

independent auditor's report, firm's transparency report, management letter to 

audit committee. 

2. Part 2 is the interactions between the various participants in the financial reporting supply 

chain: management, those charged with governance, regulators, users and auditors. 

3. Part 3 are the 10 contextual factors: 

1. Business practices and commercial law 

2. Laws and regulations relating to financial reporting 

3. The applicable financial reporting framework 

4. Information systems 

5. Corporate governance 

6. Broader cultural factors 

7. Audit regulation 
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8. Litigation environment 

9. Attracting talent 

10. Financial reporting timetable 
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Quality control 

 

What is ISQC 1 (ASQC 1) and how does it differ from ISA 220? [p30] 

 ISQC 1 establishes basic principles and essential procedures for firms. 

 The difference between ISA 220 is that it relates to a specific engagement while ISQC 1 is 

broader and relates to the audit firm as a whole. 

 

What is the basic purpose of ISQC 1? [p97] 

 To establish a system of quality control designed to provide reasonable assurance that: 

a. the firm and its personnel comply with professional standards and applicable legal 

and regulatory requirements 

b. reports issued by the firm or engagement partners are appropriate in the 

circumstances. 

Note that national requirements must be at least as demanding as ISQC 1. 

 

According to ISQC 1, what are the six areas where firms should have quality control (QC) in place? 

[p30] 

1. Leadership responsibilities [p30]:  

 Operational responsibility rests with a person with appropriate experience and 

ability 

 Firm should develop, document and implement appropriate QC procedures and a 

formal code of conduct 

 Overriding commitment to quality above commercial considerations such as work is 

not limited to a budget but must be determined by the assessed risk. 

2. Ethical requirements [p31]:  

 Firm to develop, document and implement policies and procedures to ensure ethical 

behaviour. 

 Have systems that support ethical behaviour like databases to match staff 

disclosures with a prohibited securities list. 

 Tracking the firm's performance in accordance with the auditor rotation 

requirements of the Corporations Act. 

3. Acceptance and continuance of client relationships [p31]: 

 An assurance firm must  

i. Consider the integrity of each client 

ii. Determine that it is competent to perform the engagement 

iii. Determine that it can comply with the Code, including especially those 

matters related to independence. 

 Use a risk check list 

4. Human resources [p31]:  



Module 1 - Assurance services framework 
 

International Framework for Assurance Engagements  15 

 Includes recruitment, performance evaluation, promotion and compensation, 

training and work experience, coaching by more experienced staff. 

 Adherence to QC policies and ethical principles are criteria for promotion and 

remuneration decisions. 

 Non-compliance result in disciplinary action and other follow-up procedures such as 

training. 

5. Engagement performance [p32]: Completing assurance engagements in accordance with 

professional standards and legal and regulatory requirements. 

 Engagement support materials: firm provide support material to ensure 

engagements are performed competently and consistently 

 Supervision and review: A hierarchy of reviews in audit teams. 

 Consultation: Specialist partners in assurance firms are available for consultation on 

technical or complex aspects of auditing and accounting issues, tax, systems and 

legal matters. 

 An engagement quality control review (EQCR): On completion of audit of listed 

entities and other public interest entities, EQCR must be performed to provide an 

objective and independent evaluation of the significant judgements made and the 

conclusions reached by the audit team and the audit partner. 

6. Monitoring [p33]: ongoing examination of QC systems and procedures to ensure that they 

are appropriate and are carried out consistently and properly.  In Australia, ASIC started an 

audit firm inspection program, mandating the release of transparency reports by the larger 

audit firms of significant entities. 

 

What are the key issues the engagement partner is responsible for in relation to the quality of 

audits? [p98] 

1. Compliance of engagement team members with ethical requirements [p98] including 

integrity, objectivity, professional competence and due care, confidentiality and professional 

behaviour and independence 

2. Acceptance and continuance of client relationships and specific audit engagements [p99].  

Need to consider independence considerations, possible conflict of interest and the ability to 

provide requisite (necessary) skills to conduct the audit   

3. Assignment of engagement teams [p100].  The engagement team collectively has the 

appropriate capabilities and competence to perform the audit engagement. 

4. Engagement performance [p100].  

a. The engagement partner takes responsibility for the direction, supervision and 

performance of the audit engagement. 

b. Before the auditor's report is issued, the engagement partner review the audit 

documentation and discussion with the engagement team to be satisfied that 

appropriate audit evidence has been obtained to support the conclusions reached 

c. Engagement partner should be available for consultation 

d. Engagement partner to appoint an engagement quality control review if necessary  

5. Consideration of the results of the firm's monitoring process [p102] 

6. Review of audit working papers [p103] by the engagement partner 
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What is a engagement quality control review (previously called a second partner review)? [p101] 

 To include an objective evaluation of the significant judgements made by the engagement 

team and conclusions reached in formulating the auditor's report. 

 

What does a review of audit working papers usually consist of? [p102] 

1. A detailed review of all audit working papers by the person who is directly responsible for 

carrying out detailed audit procedures and for supervising the work of audit assistants 

2. A higher-level review by the individual who has the ultimate responsibility for the audit and 

who signs the auditor's report. 

 

What is the objective of the more detailed review? [p102] 

 

What is the extent of work undertaken by an engagement partner? [p102] 

1. Participation in the planning of the audit 

2. Review and approval of the audit plan 

3. Review and approval of the audit program 

4. Review and clearance of all matters raised by the audit manager 

5. Approval and signing of management letters, reports and correspondence issued by the 

auditor in relation to the audit 

 

Working papers contain a record of the work undertaken by the engagement partner.  What does 

it include? [p103] 

1. Evidence of a review by the audit manager 

2. The signed auditor's report 

 

What are the rules regarding auditor rotation? [p103] 

 The international auditing standards do not require either partner or audit firm rotation, but 

the rules of ethical conduct recognise that threats to independence and be reduced by the 

introduction of such a policy 

 Sarbanes-Oxley mandates audit partner rotation. 

 Corporations Act requires where an individual plays a significant role (generally as a lead or 

review partner) in the audit of a listed entity for 5 successive financial years, the individual 

cannot play a significant role in the audit of the entity for at least another 2 successive years.  
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Furthermore, an individual cannot play a significant role for more than 5/7 successive 

financial years where the involvement is not in consecutive years.  Small or regional audit 

firms may apply to ASIC for an extension of the rotation period to 7 years. 

 Corporations Legislation Amendment (Audit Enhancement) Bill allows directors to extend 

the 5 year auditor rotation period for another 2 years provided the audit committee is 

satisfied that it will not adversely affect independence or undermine the quality of the audit. 

 Currently attention in Europe and US on rotating audit firms rather than partners.  

Arguments for and against [p104] 
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Reasonable and limited assurance 

 

What does it mean to conduct a reasonable assurance engagement? [p36] 

 The practitioner reduces engagement risk to an acceptably low level in the circumstances of 

the engagement as the basis for the practitioner's conclusion. 

 The practitioner's conclusion is expressed in a form that conveys the practitioner's opinion 

on the outcome of the measurement or evaluation of the underlying subject matter against 

criteria. 

 

What does it mean to conduct a limited assurance engagement? [p36] 

 The practitioner reduces engagement risk to a level that is acceptable in the circumstances 

of the engagement but where that risk is greater than for a reasonable assurance 

engagement as the basis for expressing a conclusion in a form that conveys whether, based 

on the procedures performed and evidence obtained, a matter has come to the 

practitioner's attention to cause them to believe the subject matter is materially misstated. 

 Limited assurance should be 'meaningful' and meaningful is 'clearly more than 

inconsequential'. 

 

How does the Framework differentiate between reasonable and limited assurance in the form of 

their reports and evidence collected? [p37] 

 Reasonable Limited 

Reporting "In our opinion, the financial 
statements are fairly presented" 
(Positive form) 

"Nothing has come to our attention that 
would lead us to believe that the financial 
statements are not fairly presented" 
(Negative form) 

Sufficient 
audit 
evidence 

1. Obtaining an understanding of the 
engagement circumstances 

2. Assessing risks 
3. Responding to these risks 
4. Performing further procedures 

including substantive procedures 
5. Evaluating the evidence obtained 

1. Obtaining an understanding of the 
subject matter information and other 
engagement circumstances 

2. Commonly, only substantive procedures 
performed in a review are analytical 
procedures. 
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Attestation and direct engagements 

 

What is the difference between attestation engagements and direct engagements? [p38] 

 Attestation engagements: A party other than the assurance practitioner measures or 

evaluates the underlying subject matter against the criteria 

 Direct engagements: The assurance practitioner directly measures or evaluates the 

underlying subject matter against the criteria 
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Elements of an assurance engagement 

 

What are the 5 elements to an assurance engagement? [p39, 363] 

1. A three-party relationship involving the practitioner (assurance provider), responsible party 

(responsible for the underlying subject matter and the preparation of the subject matter 

information) and the intended users (assurance report) [p41] 

2. Underlying subject matter [p42] 

3. Criteria - rules governing the preparation of the subject matter information (outcome of an 

evaluation or measurement of a subject matter) [p43] 

4. Sufficient appropriate evidence which is collected with professional scepticism and assessed 

with professional judgement [p44] 

5. A written assurance report 

 

What are some characteristics of suitable criteria according to the IFAC Framework? [p44] 

1. Relevance: Relevant to help intended users make decisions 

2. Completeness: All significant and relevant factors that could affect the conclusion of users 

are present. 

3. Reliability: Reasonably consistent evaluation or measurement of the subject matter 

4. Neutrality: Draw conclusions that are free from bias 

5. Understandability: Draw conclusions that are clear and not subject to significantly different 

interpretations 

 

What is professional scepticism? [p45, 84, 88] 

 The practitioner makes an assessment with a questioning mind of the validity of evidence 

obtained, is especially alert to evidence that contradicts or brings into question the reliability 

of documents or representations by the responsible party, alert to conditions that may 

indicate possible fraud, and circumstances that suggest the need for audit procedures in 

addition to those required by ISAs. 

 

What does the Center for Audit Quality (CAQ) suggest that exercising professional scepticism 

includes? [p88] 

1. Evaluating and challenging audit evidence 

2. Remaining alert for information that suggests a material misstatement 

3. Considering the risk that management may override internal controls 

 

What are the six characteristics of scepticism as outlined by the CAQ and Hurtt? [p88] 


