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FOREWORD

It 1s with tremendous pleasure that I present the foreword to the seventh edition of Auditing and
Assurance Services in Australia. This 1s definitely one of the most widely used and pre-eminent
textbooks on auditing and assurance 1n our region. The authors, Grant Gay and Roger Simnett, are two
of the most widely respected and pre-eminent experts on the subject and 1t 1s indeed a great honour to
be asked to write the foreword for the latest edition.

In the interests of full disclosure, Roger Simnett also happens to be the current chair of the Auditing
and Assurance Standards Board (AUASB), who I work for; so, while 1t might seem obvious I am
required to say nice things about Roger and this publication, I can assure readers that its content and
quality are first class and an asset to any auditing and assurance professional (student or practitioner).

Since the publication of the previous edition of this textbook in 2015 the pressure on auditors to
deliver high quality audits in a challenging marketplace and evolving regulatory environment continues
to increase. The demand for different assurance offerings from audit and assurance practitioners is also
constantly evolving. These factors, among other things, have driven the need for global and national
standard setters, and professional bodies responsible for setting and overseeing auditing and assurance
standards, to make numerous improvements to the assurance reporting framework—all of which are
covered with distinction in the new edition. This new edition also discusses the practical considerations
of these changes, and how they integrate with the existing auditing and assurance requirements, so
students can understand not only what the changes are, but why they have been implemented.

The other major change that has occurred across the profession since the last edition was published
15 the increasing focus on the use of data analytics and the impact of other new technologies on the way
audits are performed. This 1ssue has the potential to transform the way audits and assurance engagements
are carried out, particularly in respect of traditional auditing techniques like analytical procedures and
audit sampling. The authors have provided context throughout this edition on the potential impact new
technologies and big data have on the auditing and assurance standards, the audit expectation gap and
how audits may be performed in the future.

The seventh edition also represents the first time the new auditor reporting standards, which became
effective for years ending on or after 15 December 2016, have been applied. The new requirements for
auditor reporting, such as the introduction of key audit matters for listed entities and the amendments to
how the audit report 1s structured, are arguably the most significant changes to what stakeholders will see
when 1t comes to the audit in almost a decade. This edition not only teaches readers about what 1s different
but also researches and analyses the impact for auditors, regulators, clients and other users of the accounts.

In the broader non-traditional assurance space there have been many developments, which are
incorporated into this edition. The latter chapters of this textbook address a range of arcas where there 1s
an increased demand for different types of assurance engagements, and most importantly how auditors
and assurance professionals perform these engagements. There 1s also great emphasis on how financial
reporting requirements and the auditing and assurance standards interact. Both of these topics are
examples of where auditing students and scholars of all types need to think pragmatically and responsively
as assurance engagements evolve and address the different needs of users as well as the public interest.

Other key topics added in this updated edition include:

+ the increased oversight by audit regulators and 1nspectors, both locally and around the globe, on
audit quality findings, and efforts by firms and professional bodies to address the areas of concern
raised

« updates made to the ethical code of conduct regarding independence requirements, and the auditor’s
and assurance professional’s responsibilities when it comes to responding to non-compliance with
laws and regulations
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« the increasingly important role the concept of professional scepticism has both 1n the auditing and
assurance standards as well as how engagements are implemented

» changes made to the auditing standards impacting core concepts such as audit assertions and how
the assessment of going concern 1s made and reported

« 1mportant developments impacting requirements and auditing and assurance practice in the internal
audit and public auditing sectors.

This new edition of Auditing and Assurance Services in Australia retains its place as one of the most
valuable and respected references on auditing and assurance for both students and practitioners alike.
In my time as an auditing and assurance expert in both the private and public sectors 1t has been the
‘go to’ source to investigate technical 1ssues or as a guide to develop training materials. Its combination
of written content and 1llustrative examples provide readers with practical and precise guidance on the
core principles of auditing and assurance practice, as well as topical and relevant analysis of current and
future 1ssues facing the profession.

If there is one thing we know about auditing and assurance services it is that they are constantly
changing as markets and regulatory requirements evolve to meet new challenges—but auditing and
assurance professionals have proven again and again that they have the ability to make the necessary
adjustments, to not only meet these challenges but improve what we do. This textbook 1s, and will be, a
great tool for all current and future auditors and assurance providers. It builds essential knowledge and
skills in what 1s a very interesting and exciting time to be in our profession.

Matthew Zappulla, FCA

Technical Director

Australian Auditing and Assurance Standards Board
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MAJOR CHANGES TO THE SEVENTH EDITION

Since the sixth edition was published, a few important

changes have occurred as a result of amendments to the

auditing standards , other professional pronouncements

and ASIC regulations. These changes have been included
in the seventh edition, as follows:

In Chapter 1 consideration has been given to the

recent changes in the auditor report and impact on the
expectations gap.

In Chapter 2 consideration has been given to the
changes in the auditing standards covering quality
control and the need for the auditing profession to
improve their performance in this area based on ASIC's
inspection program.

In Chapter 3 consideration has been given to the revised
APES 110 issued in 2017 and the impact of NOCLAR on
the auditor’s duty of confidentiality.

In Chapter 3, the requirements for an auditor of a

public company to resign prior to an Annual General
Meeting have been updated for changes made to ASIC’s
Regulatory Guide 26.

In Chapter 4 and then throughout the text, the audit
assertions have been amended to reflect amendments to
the auditing standards in 2015 to condense the previous
three categories of assertions into the current two
categories. Thus removing presentation and disclosure
as a separate category and incorporating the assertions
under this category into the remaining two categories.

In Chapter 4 and then throughout the book,
consideration has been given to the impact of advanced
data analytics on the audit process and the need for this
to be addressed in the auditing standards.

In Chapter 7 consideration had been given to big data
and its impact on the audit.

In Chapters 8, 9 and 10, increased consideration of

new accounting standards and advanced data analytics

CHAPTER 1 Assurance and auditing: an overview

« Updated for changes to the assurance framework and
enhanced discussion of new assurance services

« closer linking of the learning objectives on attributes of

accounting with demand for assurance

« updated the discussion on the audit—client—public

relationship with the recent expectation gap discussion

related to auditor reporting
« streamlining of the section on the evolution of the audit
function

xvi

for tests of controls, substantive testing and auditor
sampling respectively.

In Chapters 11 and 12, the auditor’s responsibilities for
the appropriateness of the going concern basis have
been updated for the amendments to the auditing
standards.

Inh Chapter 12, discussion of the new audit reporting
requirements that have been effective for audits of
financial reports for periods ending on or after 15
December 2016, has been updated. This includes
enhanced discussion of recent amendments to auditor
reporting including Key Audit Matters, enhancing auditor
communication, and the auditor’s responsibility for other
information in the financial report have been expanded,
along wit the latest information as to how these changes
are being implemented, and potential impacts.

In Chapter 13, updated discussion of limited assurance,
effectiveness of Internal control, environmental and
sustainability assurance, greenhouse gas statement
assurance and e-commerce, including blockchain.

In Chapter 14, the discussion has been updated for
changes in the internal audit standards and surveys of
current practice.

In Chapter 15, the discussion of performance
engagements and compliance engagements has been
updated for changes in the revised ASAE 3500 and
ASAE 3100.

Throughout the text, references to paragraphs within
the auditing standards have been updated to the new
paragraph references in the amended auditing standards
in effect at 1 January 2018.

New “Auditing in the global news” features have been
included in each chapter.

End-of-chapter guestions, discussion problems and case
studies have been extensively replaced.

updated the section on the expectation gap, including
reference to the information gap and also to the
communications gap

CHAPTER 2 Audit regulation, structure of the
profession and auditor’s liability

updated discussion of AUASB to include consicderation of
AUASB strategy document

included discussion of Monitoring Group discussion paper
on suggested changes to international auditing standard
setting process



« Updated discussion of Companies Auditors Disciplinary
Board for change of name and application now only to
auditors

« increased discussion on the need for auditors to improve
their quality based on ASIC audit inspections

« Updated audit quality discussion to reflect revised ASA
220 and revised ASQC 1 issued in May 2017

CHAPTER 3 Ethics, independence and corporate

governance

- Updated discussion of independence for the amendments
to APES 110 issued in September 2017

« included discussion of responding to non-compliance
with laws and regulations ([NOCLAR) and its impact on an
auditor’s duty of confidentiality

» Updated the requirements necessary for an auditor of
a public company to resign prior to an Annual General
Meeting due to changes made to ASIC's Regulatory
Guide 26

- updated audit firm rotation material for implementation of
EU legislation in 2016

CHAPTER 4 Overview of elements of the financial

report audit process

« expanded the discussion of professional scepticism and
professional judgment and increased the emphasis on their
importance

« expanded discussion of electronic information, including
advanced data analytics

« the audit assertions have been amended to reflect
amendments to ASA 315 issued in December 2015 to
condense the previous three categories of assertions into
the current two categories. Thus removing presentation
and disclosure as a separate category and incorporating
the assertions under this category into the remaining two
categories

« updated discussion of materiality for the requirements
of the revised ASA 450 issued in May 2017 and AASEB
Practice Statement 2 issued in December 2017

CHAPTER 5 Planning, understanding the entity

and assessing business risk

« discussed how advanced data analytics can assist the
auditor in understanding the entity

CHAPTER 6 Assessing inherent risk and other

specific business risks

» Updated fraud requirements for revised ASA 240 issued in
May 2017

« discussed impact of advanced data analytics on fraud
detection

« discussed impact of NOCLAR on fraud reporting

Major changes to the seventh edition xvli

« updated reporting of illegal acts requirements for revised
ASA 250 issued in May 2017

CHAPTER 7 Understanding and assessing

internal control

-« discussed big data and the use of advanced data analytics
on large populations

CHAPTER 8 Tests of controls

« improved discussion of specific instances of control
environment

» reduced the discussions of basic controls in a sales cycle
and expenditures cycle: these higher level controls are well
discussed at a more generic level in the chapter

« updated control environment to reflect move away from
documents to electronic transactions, including impact of
data analytics on tests of controls

» added discussion on auditor response if the test of controls
suggests that the control is not working

« reduced general discussion around primary control-related
functions

« deleted the section on advanced CAATSs; this included audit

hooks, shapshots, etc.

CHAPTER 9 Substantive tests of transactions

and balances

« updated the guidance on bank confirmation requests, from
AGS 1002 to GS 016

« revised each of the areas of substantive testing to make
procedures more concise and use more specific examples
of substantive testing

= updated discussion on different transactions and account
balances to reflect increased emphasis on electronic
accounting systems and transactions

« updated discussion of changes in accounting standards and
auditing of fair value and impairment

« increased discussion on advanced data analytics for
substantive testing

« increased reference to use of Excel as an audit software
technique

CHAPTER 10 Audit sampling

« greater linking of attribute sampling technigues with tests of
control (Chapter 8) and dollar unit sampling to substantive
testing (Chapter 9)

« synthesised discussion of definitions and features of audit
sampling

« enhanced discussion on evaluating sample results

« enhanced discussion of data analytics and relationship with
audit sampling

« removal of the appendices on evaluation of sample results
using statistical technigues



xvill Major changes to the seventh edition

CHAPTER 11 Completion and review

« Updated the auditor’s responsibilities for the
appropriateness of the going concern basis due to
amendments to ASA 570 in December 2015

CHAPTER 12 The auditor’s reporting obligations

« significantly updated to reflect the recent changes to the
auditor’s reporting requirements to enhance communication
effectiveness

« enhanced discussion of the reasons for enhancing auditor
report communications in the current environment

- UuUpdated discussion on types of audit reports issued in
Australia

« updated for auditor’s responsibilities for other information
contained in an annual report

CHAPTER 13 Other assurance services and

advanced topics

« Updated for the revised ISAE 3000 Assurance Engagements
other than Audits or Reviews of Historical Finchcicil
Information

« updated for the revised Assurance Framework

« updated for GHG assurance and changes,
including reference to GS 021 Engagements Under the
National Greenhouse and Energy Reporting Scheme,
Carbon Pricing Mechanism and Related Schemes

« Updated the material on environmental and sustainability,
including 2017 KPMG survey

« updated for ASAE 3450 Assurance Engagements Involving
Corporate Fundraisings and/or Prospective Financial
Information

« Updated for ASAE 3610 Assurance oh Geheral Purpose
Water Accounting Reports

« updated for the revised ASRE review engagement suite

« Updated for the changes to the agreed-upon procedures
standards (ASRS 4400)

« Updated discussion on e-commerce, and included small
discussion on blockchain

« Updated to reflect latest developments on Standard
Business Reporting

CHAPTER 14 Internal auditing (online)

- updated for changes in internal audit standards

« Updated for surveys of current practice of internal audit

- Updated for the COSO framework changes, including ERM
COS50 strategy 2017,

« inclusion of table and enhanced discussion of comparison
between internal audit and external audit

« Updated discussion of the activities of the Institute of
Internal Auditors

- enhanced discussion and examples of internal audit

included a discussion on Internal audit, data analytics and
cybersecurity

CHAPTER 15 Audit and assurance services in the

public sector (online)

« revised coverage of performance engagements and
requirements of revised ASAE 3500 issued in October 2017

« increased discussion of compliance engagements and
requirements of revised ASAE 3100 issued in February
2017

« UuUpdated discussion of the ANAQ



DIGITAL RESOURCES

This text comes with McGraw-Hill Connect—a digital teaching and learning environment that responds to contemporary
students’ needs. Connect brings a variety of learning resources that accompany this text together in one place, and
can also integrate and interact with your LMS. Connect allows instructors the opportunity to provide a blended learning

approach to their teaching.

Interactive end-of-chapter questions

A selection of activities from the end of each chapter have also been

specially built as interactive questions to allow students to practise
what they are learning in a responsive environment that caters to every ‘ . pogrom 7
learning style. These include a range of drag-and-drop guestions and :

worksheet questions.

Case studies

Connect also provides a series of case study-type gquestions.
The continuous case study from the text has been built as an
interactive, fully-digital case study inside Connect. Additionally,
a range of online-only cases of auditing scenarios as well as
comprehension cases (stepped out for students) have also been
provided. Designed to replace the static experience of

printed case study companions, these online cases allow
students to better understand audit principles as they are
couched in “practice-oriented” learning opportunities.

Assessment content and instructor support

Connect also houses a range of assessment content in

the form of testbanks and quizzes to facilitate and provide
formative and summative learning opportunities. Instructors
are further supported with an Instructor Resource Manual and
PowerPoints to deliver each lesson effectively.
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TAGE LEARNING AT THE SPEED OF YOU

=

'Le;ﬂfnﬁmatt Advantage IS a series of adaptive learning products fuelled by LearnSmart—the most widely used
aﬂﬁpﬂve learning resource proven to strengthen memeory recall, increase retention and boost grades.

Adaptive learning

No two students are the same, so why should their learning
s | y experience be? Adaplive technology uses continual
:H assessment and artificial intelligence to personalise the
f:m:“ : learning experience for each individual student. As the global
= leader in adaptive and personalised learning technologies,
McGraw-Hill Education is pioneering ways to improve results
and retention across all disciplines.

SmartBook

Fuelled by LearnSmart, SmartBook is the first and only
adaptive reading experience available today. Starting with an
initial preview of each chapter and key learning objectives,
students read material and are guided fo the fopics they most
need to practise at that time, based on their responses to a
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continuously adapting diagnostic. To ensure concept mastery RN rosiiiaion) (i
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and retention, reading and practice continue until SmartBook ﬂ -—— \
directs students to recharge and review important material
they are most likely to forget.

LearnSmart

LearnSmart maximises learning productivity and efficiency by
identifying the most important learning objectives for each student
to master at a given point in time. It knows when students are
likely 1o forget specific information and revisits that content to
advance knowledge from their short-term to long-term memaory.
LearnSmart is proven to improve academic performance, ensuring
higher retention rates and better grades.

To find out more about SmartBook visit
www.mheducation.com.au/student-smartbook
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Learn without Limits

Graw-Hill Connect® is the only learning platform that continually adapts to you, delivering precisely
‘what you need, when you need it.

Higher Pass at.es . Proven effective

- With Connect, you can complete your coursework anytime, anywhere.
Millions of students have used Connect and the results are in: research
shows that studying with McGraw-Hill Connect will increase the

likelihood that you'll pass your course and get a better grade.

Connect support

Connect includes animated tutorials, videos and additional
embedded hints within specific questions to help you succeed.
The Connect Success Academy for Students is where you'll find
futorials on getting started, your study resources and completing
assignments in Connect. Everything you need to know about
Connect is here!

Visual progress

Connect provides you with reports to help you identify what you
should study and when your next assignment is due, and tracks your
performance. Connect’s Overall Performance report allows you to
see all of your assignment attemppts, your score on each attempit, the
date you started and submitted the assighment, and the date the
assignment was scored.

To learn more about McGraw-Hill Connect®, visit
www.mheducation.com.au/student-connect
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PART OPENER

GRADUATE SPOTLIGHT

‘What interested you about working in auditng?

Spudfically, thih role allws me o be expoed o {he devslopmesrd ol the business sirsfegy and rol-co# ol nes infsies by
amunng those pragmm can be suslainebsie el dahbe. Aucilicg mu b work clawsdy with the bumiress lender 1o
felp undendind B challenges aed holp sbape the Afure of e crgansmion. For ssample, the success of $= compery s

mi=oul grvsirgg Lha righl Behrsiaun o compiement lhe sysiem oo processes in ploy. The beh sviounal aedilicg progmme Lht |
taun churmpiemed aliow me 1o flush oz the bebavicurs thel are rct aligred bo the values of th s businee i skt wen kKingg the

meiling 2 pace Felps me pley & chilica | ras in makiog 8 business schisve B slrelsgc gansls

‘What did you keam in your degres that has been most usefal in your caresr?

The dugrees gave mae n goee undersimnding ef the basic coreppls. Examplos are soriroh, sw=iems and prossmies important

n the sccsaywiem of am crganiaslicn.

¥hat haws you been up te sinos @ raduationt

Tin gmduaiion | worked for the globel aocounting fim EY, ol in Pdalaysin and Aceimis. Falarted off in s aesumncs [uncion
mrel thun bErarehed oul inla advaesry finlermal sueiliesg and process impressman]. Doricsg mey tenuea aé B, D eokee e roas
differes] Fchation, r<bcdng Financisl Services; Manolecdurng, Bicing, Publc Seciar and Sacdcea. | than sed up the icternel
Aud] funslion ol fdsciso Limiled. in 2018, Aschne was pardy acqured iy Brocklesld e arinciue Palrecs I8YSE-Axied

a:qlllr\.nlmﬁnh.ll Allmmabve Sasel Managor, mnd | sas e clfered the mbe i ead the Bk and neorance luncicn of the
riorva bp-mutablinhed businees (L Cargo Care Group)

'What doss your current job/oositon involee?
| mm primkismhing the Erserpiise Bisk M = i Ir k 5w Anl ¢ el Corruntiom Progpam, ared the mormmes

shalegy |Fchixing presenting 1o G neaoesrcs markels as perl ed e arnual nuar ance rerurEn] programy. | am ko wer Hng
ik B Laegal nnd Opersticrnl Sorclions 1o onsure conlracts and icilinives heee robonl shik managemenl practicon

What do wou =nioy most sbout wour workT
| workud =izusly Wity the senicr Esckerihip leam b belp meke B businpes baber jby reling o pee programs af work 1o

drivw opli mal behmwiaum mprove compeiBvaness of the aganheiion eic} ord keep them o of rouble feneunng non-
somplance is lkoroughly PvesSgaled ond soebeseed 1o i danen " repaal Feeil anclcr mani e inlo s bigger smue)|

‘What adwice would you give prosEective students who want to pursue 8 career in saditing?

Diurirsg W sairmerar brnnds, ey aned nd nn inlsmsbie with one ef the scountng lime, = e expenenco inlames gain cam pul

m lol ol corcupis they hrew sbodiad ol unsemily inkbc peapecie,

What ane your thoughts on the futwe of the suditing industry?
Audiling whaulkd b= a slribege reban al fhe crgermastion. Tha s beceoe d plegs o crilicsl garl o the scosyslam =l an
arguniEeiicn Howssar, monre vk & required 1o sducebe oo irase acders on the e valus i the HiklSng Tunckicn and oy,

n gromte foom e invesiment o this Tunclion n generste deddendy for the anganiaiian

CHAPTER OPENER

LEARMIMG OBJECTIVES (LO]

1.1 Understand the framework for assurance engagements and the types of assurance engagements that can be
provided.

1.2 Define auditing and appreciate the fundamental principbes 1o e,

1.2 Appreciate the atirbutes of accownting information and understand the reasons giving nse o de mand for
assurance and resufling benefits.

14  Expladn the concept of the expectation gap, especialy in tha aress of auditers repart massages, corparats

failures, frawd and commuracating different kewels of assurance, and appreciate the relationships between the
auditor, the client and the pubkc.

1.5 Aporeciate the robe of auditing standards and their autharity under the carporations act 2004

16  Obizin an overview of other applications of the assurance function, including complance engagements,
performance engagemants, comprehensive engagemsants, internal auditing and forensic auditing, as well as
of providing assurance on sdbject metter other than histericad financial information,

RELEWVANT GUIDANCE

Overml Oofechives of the Moeoencem Auchtor aed' the Canduect of an ATl in Acoondomos Wity
Avatration [Triemoianal) Audiing Skonoaras

The duditor's Responsibiies f=ioting o Soud i iﬂ.lld‘l’ afl o Financiod fepoit

Canrsigerolion of Lows ond Begwobions in the dadd o o Finonciol f=pari

foemifEng and AsxegEing the Sk of sotara) Miasfolement [vouph Linoersionoing the Entty and
rs Ermvioanment

The Aooitar's Rengonses 1o Assennsd Sisks

Ralmed Aol

Going Concemn

Reiplad Party Discioaures

Cade of Ethics far Frodesasionm Accoandands

Graduate spotlights

Each part opens with an introduction of the key
concepts and issues that will be discussed and now
includes a new Graduate Spotlight feature. Each
Spotlight features an auditor working at real companies

and sharing their experiences and advice on the field of

auditing.

Learning objectives

Every chapter opens with a clear set of learning
objectives telling you what you should be able to do
after you have finished reading that chapter. These
learning objectives are also displayed in the margin
alongside the section of the chapter that provides this
knowledge and skills.

Relevant guidance

Both Australian and international auditing and
assurance standards and other guidance relevant to
topics covered are listed at the start of each chapter.



CHAPTER OQUTLIME

Althocugh a finencial report aedhi i only ones type of assurance =ngegement, | Is the mosi common. Theredfore, In
this chapber an owerdew of the slements of the fnancial repoit audi process |s peoyfdesd.

Winlle a financiet report awdit of & comples =niity = a complicabed process, =een the most compley audit has
cerisdn asic slements. This chapter compares fnancial report awd

elements of the audit process, Inciuding professional scepdicism and professional judgment. These bulkiing biocks
are necessary to understand hiow an oudit |s accomp@snead i canfarmity with Australian audiing standards. kdost

of the auditor's woark Bn forming en aplnicn on the fnancial repon consists of ooiaining snd svaleating =svdence
abiout the asserthens in the inancial regort by appiing aedEing procedures. IE Is Imporiant io nderstand sach of
the elementc—sudit evidence, materlaliby, assertlons and sedl procedures—In order 1o comprehend the audit of a
fimanclal regaoet, wihich will e condacied withén the framework of the ewdit risk madel and the clent's business sk,

The BiEdASr mast alsa pregare and malrtsin sdequate ot warking papers b2 dacument thelr war This
Cchapter explains the funclion and cantent of audit working papers

Mo s chapdsr M inbd e oeerall nencial oot sodi = ustrated in Sgurs 4.1, Which 1T an axpansion of
part of the owerall fiowchart provided in Chapter 1.

CHAPTER BODY

Earninps manapem ent occurs when judenseni in financial reporing and in sInciureng imnsactions is
used o ulter fineneial repess o inflesnes he parcopicns of ankehalders ubaul (ke upserlying
ecanomis perfiormance of the company or & inlleence outoomes that depend an reponted occounting
numbers; Enmings manzgement afecits the irmnsparency of mderying sconomic realiny and stk eboldar
decisions in the allocation of scoroe resources . [Incentives for enrmings managemeni may be classified os
ciiner behavioumal or markel=haed.

Emmingm

LI AR T ] ]

‘W hon judg meeant in
Erancisl mperting
end in wlruchuring
iramnchonm m used
o0 sler Imanc w

Behaviourul incemtives includs: rmparts b= infusnce

ihe prooplicrm ol
L ' ' ' o '
«  paldical considerations 1 avoll regulatican of enhance ehgibilizy fisr concessions almashokden maou
o ExeCubve remmneraiion based on fimencial ar shane |1ri-.'-.' ;I-.-rli.nrnl.u'n.'-.' ihe undartying

WIONomc

» ilscretwnary fransuctions over which there i ambaguaity or flexsblity within acconnfing slandanls
serformarece o tha

e svhars e seeses oeiumo s s e ace peie

Key terms and margin definitions

Key terms are highlighted and defined in the margin.
These terms are also listed at the end of the chapter
and the definitions repeated in the end-of-book
glossary. Designed for easy access, they are a useful
tool for exam revision.

Global examples

Worked and illustrative examples explain the theory
and show their relevance to real-world situations.

GLOBAL EXAMPLE 8.2 Drlvers of fraud

Facts

Fater Eherl i e oomer-mansger of 8 kiichen repguatian business, s iend Jack has suoed him
1o rersavate bl KRchen and hes offered 10 pay cash for & good price as he can™ aford the full relail
price. Jack smvs that Peter can do It off the baaks, a5 Jsck doesn'l nesd any papervork and then
Patar Soesrt need b incude Hin his iaxsble ncome.

Pressure or incentive
Peter s being pressured by a friend and has the InceEntkee 1o redwoe e he woulkd otherwise have

1o P,

Opportunity
A fine awner-meanesger af the bushess, Pater s able 1o oseride any conbrals and not record §he
NEVETILE |nifhe Company's booics

Ratienalization

PeteEr imay b abile Jushfy this deal o nimsed by seping Shat he 1= just elping aut 8 friend and that
he plresdy pays too much tax and lots of cther people do the same thing In the cash sconoemy

Exhibits

These provide you with examples of typical and
actual documentation—such as standard letters of
appointment, ASX listing rules and standard guidelines.

Chapter outlines

Each chapter starts with an overview of the material to
be covered, placing it in context with current Australian
and international practice, including flowcharts to

illustrate the steps in the audit and assurance process.

QUICK REVIEW

1. Inherent sk s the rsk of misstaternent arising from the choredleristics of the entity and the
emvironment and Industry 0 which It operoies.

2. inherent fsk needs fo be consigerad as porf of the planning process becouse it affects otber
decisrons mode at this tme.

4. inherent sk must be ossessed both af the finan clal repart fevel! ond of the aszartion level.

Quick reviews

At the end of each section of the chapter, a set of
points summarises the key concepts to be taken from
that section. These are the essential takeaway points
for exam revision.

Auditing in the global news

MNews items and snippets impacting on auditing highlight
the relevance of chapter topics to events in auditing.

6.1 ﬁuﬂiﬂng-in ﬁiﬂghﬁ:ﬂl news...

KPMG survey reveals surge in fraud in Australia

KOMG's [atest sie-monthly Fraod Barameter shows 3 [arge rise 0 the value of fraud being
committed In Australia. For the period April 2016 to September 2016, the total value of frawds
rose by 16 percent to a total of $442m, from $381m In the previous sty month perliod—atthaugh
average walue per fraud fall slighthy, from 33.3m o 3. 1m.

Frasuds perpetrated by professional criminals nofably rase by 300 percem—although the majority
of frauds are sl carmed oul By company Inslders—with techneology playing an Increasing rolke,

Gary Glll, Head of Forensic at KPMG Australia, sald: ‘Cur Barometer shows that fraud comtinues
to rse relenthesshy in Austradia .

THE INTERRELATIONSHIPS OF THE COMPONENTS
OF AUDIT RISK

Detection risk malrix

EXHIBIT 4.2

Ascescment of rontrol risk
High Medinm Lo
High Lo Liw Mediam
SR Miedium i Mediam High
inherent risk
Law Medium Higk High

xx1ll



END-OF-CHAPTER

Chapter summaries

These summaries are an excellent pre-exam revision
tool, giving you a concise summary of the main points
from that chapter.

Summary

A major component of audin risk is inherent risk, which is the risk of emors occurring due o the
characteristics of the entity and the environment in which it operates. Special risk areas that need w be
considered are fraud, including earnings management; related-party transactions; and the appropristeness
of the roing concern basis for preparing the lnancial report.

Contlnuous case study

Background Information for the continucus case study, Rellable Printers Lid (RPLL & contained in the
Appendix o this Dook

6.28 EASY You are conducting your fsk assessment of BPL e-paed-al g io-borvoioul-los

the year ended 30 June 2018,

REQUIRED

Based on the background information for RPL contained In the Appendix, identify two inherent dsk
factors that anse from the nature of RRUs business operations. Explain why each of these 15 & sk
and how It may affect the risk of matedal misstatement in the financda report. Los.A

Sowrce: This guestion was agapled from the Charered Accouniants Brogram of the Insibube of Chartered
Aocouinlants in-Ausirala, 2012 (3] sudit and assurence module.

629 MEDIUM As part of yvour audit of RPL for the year ended 30 June 2018, you are conskdering the
r1s& that fraud may have oocurmad.

RE)UIRED
fa} Based on the background information for RPL contained In the Appendix, identify and

explain tweo key Fraud risk factors relating to misstatements arlsing from fraudulent financial
reporting to which RPL may be susceptible.

(b Explain how the risk factors identiflied in {z) would affect the conduct of the audit. Lo 62

Bowrce: This guesllon wes adapled from the Chadered Acocourdants Pyogram of the Insiiube of Chartered
Accoundanls In Suisbrala, 2012 |2 audit amd as=grance module:

xxlv

Comprehensive end-of-chapter

questions

Grouped by topic and linked directly to the chapter
learning objectives, these problems and questions give
you an opportunity to test how well you've understood
the chapter topics.

Review questions

Inherant risk

6.1 Delne nherenl sisk and expéain why 15 i mportant o eveuste inmerent fsk e part aof au=o
planning. Lo 6.4

B.2 Critiine the factoes thal may iInfuence inferend sk sl e Nnanchl report ievel. Lo

6.3  Oullne the factors that may Influence Inherent risk &l ihe assertion level Lo E.1

Risk of fraud

5.4 W'hal are the ways in which fraudulent nancial repofing may be adleved” LD 6.2
5.5 Describe fhvee iypes of enguiry ihat an sudibor will make of mensgement with regerd o

Faud. LOE&3
E.B Wahal mpact Wil schvanced data anahdlics feee on fraod deteclion® O a2

Continuous case study

A continuous case study can be found at the end of
Chapters 4 to 12. In this case study, you can follow the
various decision-making points of one company as it
proceeds through the financial report audit process.
This continuous case study is supported by substantial
background information on the company in the
Appendix. The entire case study has also been built as
an interactive, fully-digital case study in Connect.



PART 1

The auditing and assurance services
profession

This part of the textbook introduces the concepts of auditing and assurance services and
explains the relationship between them. It outlines recent developments arising from the
assurance framework adopted by the International Auditing and Assurance Standards Board
(IAASB) and the Australian Auditing and Assurance Standards Board (AUASB), with particular
emphasis given to recent developments relating to audit engagements (providing reasonable
assurance) and review engagements (providing limited assurance) of financial reports.

Part 1 also recognises that audits of financial reports are extremely important, since they are
the primary service on which the profession has developed its reputation. It also outlines the major
influences in society that give rise to a demand for auditing and assurance services. It further
considers other influences on the environment associated with assurance service providers,
including the internationalisation of auditing, the development of industry specialisations by
audit firms, the roles played by the corporate governance structure within organisations and
the ethical rules and ethical decision-making models associated with the auditing profession.
This textbook incorporates the recent changes to the international and Australian auditing and
assurance standards that apply to audits beginning on or after 1 January 2018.
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GRADUATE SPOTLIGHT

NAME: PRAKASH RAJANDRAN
Degree studied: Bachelor of Commerce (Accounting & Finance)

University: Curtin University of Technology, Western Australia

Current position: Head of Risk and Insurance

Employer: LINX Cargo Care Group (primarily owned Brookfield — Global Alternative
Asset Manager)

What Iinterested you about working In auditing?

Specifically, this role allows me to be exposed to the development of the business strategy and roll-out of new initiatives by
ensuring those programs can be sustainable and scalable. Auditing allows me to work closely with the business leaders to
help understand its challenges and help shape the future of the organisation. For example, the success of the company is
about driving the right behaviours to complement the systems and processes in play. The behavioural auditing programs that |
have championed allow me to flush out the behaviours that are not aligned to the values of the business. In short, working the
auditing space helps me play a critical role in making a business achieve its strategic goals.

What did you learn In your degree that has been most useful In your career?

The degree gave me a good understanding of the basic concepts. Examples are controls, systems and processes important
in the ecosystem of an organisation.

What have you been up to since graduation?

On graduation | worked for the global accounting firm EY, both in Malaysia and Australia. | started off in the assurance function
and then branched out into advisory (internal auditing and process improvement). During my tenure at EY, | worked across
different industries, including Financial Services, Manufacturing, Mining, Public Sector and Services. | then set up the Internal
Audit function of Asciano Limited. In 2016, Asciano was partly acquired by Brookfield Infrastructure Partners (NYSE-listed
organisation/Global Alternative Asset Manager), and | was then offered the role to lead the Risk and Insurance function of the
newly-established business (LINX Cargo Care Group).

What does your current job/position Involve?

| am establishing the Enterprise Risk Management framework, the Anti-Bribery and Corruption Program, and the insurance
strategy (including presenting to the insurance markets as part of the annual insurance renewal program). | am also working
with the Legal and Operational functions to ensure contracts and initiatives have robust risk management practices.

What do you enjoy most about your work?

| worked closely with the senior leadership team to help make the business better (by rolling out new programs of work to
drive optimal behaviours, improve competitiveness of the organisation, etc.) and keep them out of trouble (ensuring non-
compliance is thoroughly investigated and addressed so it doesn’t repeat itself and/or manifest into a bigger issue).

What advice would you glve prospective students who want to pursue a career In audlting?

During the summer breaks, try and land an internship with one of the accounting firms, as the experience interns gain can put
a lot of concepts they have studied at university into perspective.

What are your thoughts on the future of the auditing Industry?

Auditing should be a strategic function of the organisation. This is because it plays a critical part in the ecosystem of an
organisation. However, more work is required to educate business leaders on the true value of the auditing function and how
a greater focus and investment in this function can generate dividends for the organisation.



CHAPTER 1

Assurance and auditing: an overview

LEARNING OBJECTIVES (LO)

1.1 Understand the framework for assurance engagements and the types of assurance engagements that can be
provided.

1.2 Define auditing and appreciate the fundamental principles underlying an audit.

1.3  Appreciate the attributes of accounting information and understand the reasons giving rise to demand for
assurance and resulting benefits.

1.4  Explain the concept of the expectation gap, especially in the areas of auditor’s report messages, corporate
failures, fraud and communicating different levels of assurance, and appreciate the relationships between the
auditor, the client and the public.

1.5 Appreciate the role of auditing standards and their authority under the Corporations Act 2001.

1.6  Obtain an overview of other applications of the assurance function, including compliance engagements,
performance engagements, comprehensive engagements, internal auditing and forensic auditing, as well as
of providing assurance on subject matter other than historical financial information.

RELEVANT GUIDANCE

Compliance with Ethical Requirements when Performing Audits, Reviews and Other Assurance
Engagements

ASA 102

Overall Objectives of the Independent Auditor and the Conduct of an Audit in Accordance with
Australian (International) Auditing Standards

ASA 200/ISA 200

ASA 220/ISA 220 Quality Controf for an Audit of g Financial Report and Other Historical Financial Information

ASAE 3000Q/ISAE 3000 Assurance Engagements Other than Audits or Reviews of Historical Financial Information

APES 21710 Conformity with Auditing and Assurance Standards

AUASE Foreword to AUASB Pronouncements

AUASEB/IAASB AUASE Glossary/Glossary of Terms

Framework for Assurance Engagements/International Framework for Assurance
Engagements

AUASB/IAASE

Preface to the International Standards on Quality Control, Auditing, Review, Other Assurance
and Related Services
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CHAPTER OUTLINE AND REVIEW OF CURRENT AUDITING ENVIRONMENT

Entities achieve their goals through the use of human and economic resources. In order to account for the use of
these human and economic resources, entities issue reports explaining the use of the resources entrusted to their
control.

These reports can take a number of forms, including financial reports, which are prepared in accordance with
accounting standards in order to provide information on the financial position and performance of an entity, and
environmental reports, which are prepared in accordance with environmental standards to provide information
on the environmental performance of an entity. A primary function of the auditing and assurance profession is to
provide independent and expert opinions on these reports based on an examination of the evidence underlying
the information reported, in order to improve the credibility of these reports.

Auditors usually bring two major types of expertise to an audit. One of these is an expertiise on the subject
matter of the underlying report. For example, if the audit is of a financial report, this requires expertise on the
accounting standards and regulations that underpin the financial report. Students will have started to develop this
expertise by undertaking the financial accounting subjects contained in an accounting degree, and will further
develop it in practice.

The second major type of expertise is auditing and assurance expertise. This involves, firstly, understanding
the auditing and assurance services profession (Chapters 1=3). Further, for any particular engagement, it involves
appropriately planning and assessing risk, including developing an understanding of the reporting entity and of
the industry and environment in which it operates, assessing the major risks of misstatement in the underlying
report (Chapters 4—7), collecting audit evidence so that the risk of misstatement is reduced to an acceptably
low level (Chapters 8—10) and effectively communicating the findings (Chapters 11—-12). This book explains this
process and helps to develop this expertise.

The auditor has developed the audit process and their own expertise and reputation in the area of auditing
financial reports. However, this process and expertise can be applied to areas other than financial reports, such as
providing assurance on an entity’s disclosure of its corporate social responsibility or its level of carbon emissions.
The concept of applying the audit process more broadly is introduced in this chapter and discussed further in
Chapters 13-15.

Figure 1.1 outlines the way the text works through the various stages of the audit process in a logical manner.
Each step in the process builds on the steps that precede it. This framework is expanded upon in each chapter of
the text.



CHAPTER 1

Part 1: The auditing and assurance services profession

* Assurance and auditing: an overview (Chapter 1)

« Audit regulation, structure of the profession and auditor’s liability (Chapter 2)

* Ethics, independence and corporate governance (Chapter 3)

Assurance and auditing: an overview

FINANCIAL REPORT AUDITS

Part 2: Planning and risk assessment
« Overview of the elements of a financial report audit (Chapter 4)
« Planning, understanding the entity and assessing business risk (Chapter 5)

* Assessing inherent risk and other specific business risks (Chapter 6)

* Understanding and assessing internal control (Chapter 7)

Part 3: Response to assessed risks: tests of controls and tests of details
e Tests of controls (Chapter 8)
«Substantive tests of transactions and balances (Chapter 9)

« Audit sampling (Chapter 10)

Part 4: Completion and communication

« Completion and review (Chapter 11)

« The auditor’s reporting obligations (Chapter 12)

OTHER ASSURANCE SERVICES

Part 5: Other assurance services
» Other assurance services and advanced topics (Chapter 13)

* |nternal auditing (Chapter 14)

* Audit and assurance services in the public sector (Chapter 15)

FIGURE 1.1 Flowchart of overall auditing and assurance framework
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