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The Concept of Audit and Other Engagements

LEVEL OF ASSURANCE PROVIDED BY AUDIT AND

OTHER ENGAGEMENTS

1-600

Level of assurance

The objective of a reasonable assuranc
evaluate or measure a subject matter that
table criteria, and to express a conc
‘high level” of assurance about that subject matter.

against identified sui
intended user with a

The term “reasonable assurance engag
engagements intended to provide a high,

e engagement is for an auditor to
is the responsibility of another party
lusion that provides the

ement” is used to describe assurance
but not absolute, level of assurance.

The auditor designs the engagement process so that the risk of expressing an

inappropriate conclusion that the su
respects with suitable criteria, is reduced t
sufficient appropriate evidence through pr
observation, inquiry, confirmation, computatio

bject matter conforms in all material
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ocedures such as inspection,
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basis for a positive form of expression of the auditHi’s conclusion.

The objective of a
engagement risk to a level that is acc
engag
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auditor’s conclusion.

“limited assurance engagerient” is to reduce assurance
entavle in the circumstances of the
ement but where that risk is geater than a reasonable assurance
he basis fir 4 negative form of expression of the

Audits, assurance engagements and reviews are designed to provide high and

moderate assurance and agresd upon proce

dures and compilations are not

intended to express assuranci. This is illustrated in the following table.
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Table 1.0
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Nature of ; 3 Other Agreed Upon -
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The Regulatory Environment and Corporate Governance

Signpost

The auditor should be familiar with the regulatory framework, corporate
governance practices, and any current development that may affect it.

INTERNATIONAL AND SINGAPORE STANDARDS ON

AUDITING

13-110

International Federation of Accountants

The International Federation of Accountants (“IFAC”) was formed in 1977. It
is an organisation made up of national professional accountancy organisations
representing accountants employed in public practice, business and industry,
the public sector, and education, as well as some specialised groups that
interface frequently with the profession. At present, it has over 170 member
bodies in over 120 countries and jurisdiciions, representing 2.5 million
accountants.

IFAC strives to develop the profession and harmonise its standards worldwide
to enable accountants to provide seivices of consistently high quality in the
public interest.

The primary activities of IFAC are:

o Support the developrienat, adoption and implementation of high quality
international standaris IFAC develops and promotes high quality
technical, professioral and ethical standards, publications and guidance for
use by accountarits employed in every sector. This helps to enhance
transparency.across businesses, thereby enhancing investor confidence.

e Contribuie: to the development of strong professional accountancy
organisations and accounting firms — IFAC issues tools, guidance, and
regources to support member bodies and their members who are either
crotessional accountants in business or practising accountants to enable
high quality practices by professional accountants. IFAC also works with
member bodies and organizations throughout the world to support the
growth and development of the accountancy profession, including those in
emerging economies.

® Promote the value of professional accountants worldwide — IFAC
currently focuses on activities and services aimed at enhancing the
relevance of the accountancy profession following recent global
developments, such as the global financial crisis and sovereign debt crisis.

In order to carry out its objectives, [FAC supports a number of independent
standard-setting boards and technical committees, amongst which are:

o [nternational Auditing and Assurance Standards Board (“IAASB”) —
IAASB works to improve the uniformity of auditing practices and related
services throughout the world, by issuing pronouncements on a variety of
audit and assurance functions and promoting their acceptance worldwide
(see 93-120 for further details).

13-110
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The Regulatory Environment and Corporate Governzr

The Code of Corporate Governance 2012 includes four areas:
(a) board matters;

(b) remuneration matters;

(c) accountability and audit; and

(d) communication with shareholders.

Amongst others, the key principles, guidelines and commentaries
summarised in Table 1.0 for ease of reference.

Table 1.0

Key principles, guidelines and commentaries — Code of
Corporate Governance 2012

Board matters

(1) The board’s conduct of affairs

e The number of Board and Board committee meetings held in the
year, as well as the attendance o every Board member at these
meetings, should be disclosed ‘n ilie company’s annual report.

e (Companies should adopt internal guidelines setting forth matters
that require Board appreval, and specify in their corporate
governance disclosuies the type of material transactions that
require Board approval under such guidelines.

e The companry-:s encouraged to provide training for first-time
directors in accas such as accounting, legal and industry-specific
knowledgg.

(2) Board comuosition and guidance

e There should be a strong and independent element on the Board,
with independent directors making up at least one-third of the
Board. An “independent” director is one who has no relationship
with the company, its related companies or its officers that could
interfere, or be reasonably perceived to interfere, with the exercise
of the director’s independent business judgement with a view to
the best interests of the company.

e The independent directors should make up at least half of the
Board where the Chairman and Chief Executive Officer (“CEQ™)
(1) is the same person; (ii) are immediate family members; (iii) are
part of the same management team; or (iv) if the Chairman is not
independent.

e The independence of any director who has served on the Board
beyond nine years from the date of his first appointment should be
subject to particularly rigorous review. In doing so, the Board
should also take into account the need for progressive refreshing
of the Board. The Board should also explain why any such
director should be considered independent.

13-230
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The Regulatory Environment and Corporate Governan::

preparation for, and attendance at, meetings. Members should strive to atte
every meeting of the committee. The dedication of those members may pos:
challenge given that these are senior members of the profession and typica.
have multiple commitments to different sectors of the business community.

Maintaining the quality of the audit committee’s deliberations and effecti -
oversight of financial matters requires the committee to direct continuo:
attention to:

e understanding business issues;
e communicating regularly with management and the auditors;
e the ongoing training needs of committee members; and

e evaluating its own performance.

AUDITOR’S COMMUNICATION WITH THOSE

CHARGED WITH GOVERNANCE

13-410

3-420

Requirements of SSA 260 and SEA 265

SSA 260 Communications of Audir Matters with Those Charged with
Governance, stipulates that the audiior should communicate with those charged
with governance of an entity the auditor’s responsibilities in relation to
financial statements audit, the planned scope and timing of the audit.
significant findings from the audit, as well as auditor independence in relation
to the engagement.

SSA 260, in recognising the importance of effective two-way communication
in an audit of financial statements, provides an overarching framework for the
auditor’s communication with those charged with governance, and identifies
specific mattérs to be communicated.

In addition, 3SA 265 Communicating Deficiencies in Internal Control to Those
Charged . with Governance and Management establishes specific requirements
regarding the communication of significant deficiencies in internal control
which the auditor has identified during the audit and that, in the auditor’s
professional judgement, are of sufficient importance to merit their respective
attentions, to those charged with governance.

Appropriate persons

The auditor should determine the appropriate persons who are charged with
governance and with whom audit matters of governance interest are
communicated.

Those charged with governance are ordinarily responsible for overseeing the
strategic direction of the entity and obligations related to the accountability of
the entity. This includes overseeing the financial reporting process. For some
entities in some jurisdictions, those charged with governance may include
management personnel, for example, executive members of a governance
board ot a private or public sector entity, or an owner-manager.

The auditor uses judgement to determine those persons with whom audit
matters of governance interest are communicated, taking into account the
governance structure of the entity, the circumstances of the engagement and

13-410
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Professional Ethics and Professional Codes of Conduct |

ACCOUNTANTS (PUBLIC ACCOUNTANTS) RULES

114-400

14-410

Introduction

All public accountants in Singapore have to comply with the Accountants
(Public Accountants) Rules. A public accountant means a person who is
registered or deemed to be registered in accordance with the Accountants Act
(Cap 2). Under the Fourth Schedule of Accountants (Public Accountants)
Rules, it sets out the Code of Professional Conduct and Ethics (“the Code™).
Compliance with the Code is mandatory for all public accountants, accounting
firms, accounting corporations and accounting limited liability partnership.

Independence — assurance engagements

Part IV of the Accountants (Public Accountants) Rules lays out the following:
(a) professional matters and professional ethics issued from time to time;

(b) for the purpose of paragraph (1)“the Public Accountants Oversight
Committee (“PAOC”) may adopt the pronouncements on professional
matters and professional ethics of any other professional accountancy
body; and

(¢) failure to observe the Cad--or any of the pronouncements on professional
matters and ethicg issted or adopted by the PAOC may result in
disciplinary action

The independence reanirements for assurance engagements prescribed in the

s

Code are elaborated below.

The overriding; principles are that an “assurance team” shall not act in a way
affected by the following threats:

e self-inierest threat;
e sclf-review threat;
«_advocacy threat;
e familiarity threat; and
e intimidation threat.
An “assurance team” is defined as:
(a) all members of the engagement team for the assurance engagement;

(b) all others within a firm who can directly influence the outcome of the
assurance engagement, including:

(1) those who recommend the compensation of, or who provide direct
supervisory management or oversight of the assurance engagement
partner in connection with the performance of the assurance
engagement. For the purposes of a financial statement audit
engagement, this includes those at all successively senior levels
above the engagement partner through to the firm’s chief executive;

(2) those who provide consultation regarding technical or industry
specific issues, transactions or events for the assurance engagement;
and

14-400

© 2013 CCH Asia Pte Limited



