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PART D: ETHICS AND VALUES 

 

D.1: Introduction to Assurance Engagements 

Accountants in professional practice and also internal auditors undertake assurance engagements. 

An audit is one type of assurance engagement. This chapter explains the concept and nature of 

assurance, and situations in which assurance services are provided by practicing accountants 

Notes: 
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D.1.1. Definition of assurance engagements 

An assurance engagement is an engagement in which a practitioner (accountant) expresses an 

opinion or conclusion about a subject matter by applying certain criteria.  

 

The opinion is provided to an intended user about information provided by another person (a 

'responsible party') 

 

A definition of an assurance engagement, based on the International Auditing and Assurance 

Standards Board (IAASB) International framework for assurance engagements, is as follows 

 

An assurance engagement is an engagement:  

❑ A practitioner (accountant in practice) expresses a conclusion  
❑ Which is intended to enhance the degree of confidence of intended users  
❑ About information on a subject matter ('the evaluation or measurement of a subject matter')  
❑ That has been produced by applying certain criteria to the subject matter 
❑ The information has been produced by someone who is not the intended user of the 

information 
 

An external annual audit of the financial statements is one type of assurance engagement, and it 

may help to explain this definition of an assurance engagement in terms of an audit engagement. 

An external audit is an engagement in which a qualified practitioner expresses an opinion to the 

shareholders of a company about financial statements that have been produced by the company 

 

D.1.2. Objectives of an assurance engagement 

An assurance engagement provides either reasonable or limited assurance to the intended user 

The objective of an assurance engagement is to provide assurance to the intended user of the 

information. Assurance may be either of the following:  

✓ Reasonable  

✓ Limited 

Reasonable assurance 

Reasonable assurance is a fairly high level of assurance, but it is not 100% absolute assurance 

With reasonable assurance, the practitioner reduces the risk of expressing an incorrect opinion to 

an acceptably low level. By reducing the risk of an incorrect opinion to such a low level, the 

practitioner is able to express their opinion in a positive form 

In order to give reasonable assurance, a significant amount of testing and evaluation is required to 

support the positive conclusion, such as the opinion given in the auditor's report on the financial 

statements 
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Limited assurance 

Limited assurance is a lower level of assurance than reasonable assurance. It allows for a lesser 

amount of testing and evaluation. As a consequence, there is a greater risk ('assurance engagement 

risk') that the auditor may give an incorrect opinion 

Because the risk of an incorrect opinion is greater than with a reasonable assurance engagement, 

the practitioner does not express their opinion in a positive form. Instead, the practitioner presents 

their conclusion with a negative form of expression 

 

Types of limited assurance engagement Limited assurance engagements do not have to relate to 

financial reports or accounting figures. They may relate to non-financial information, systems, 

controls and practices. Here are some examples 
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Notice that a feature of a limited assurance engagement is that a report or statement is prepared by 

one party, typically a company, with the intention of presenting it to intended users of the 

information in the report. The assurance practitioner gives an opinion about the information 

produced by the preparer, to provide assurance (limited assurance) to its intended users 

 

D.1.3. Elements of an assurance engagement 

There are five key elements in an assurance engagement: a three-party relationship, a subject 

matter, suitable criteria, sufficient evidence to reach an opinion and a report 
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One way to remember these five elements of an assurance engagement is using the mnemonic 

CREST.  

C. Criteria  

R. Report  

E. Evidence  

S. Subject matter  

T. Three-party relationship 

Objectives and scope of an assurance engagement  

The objective of an assurance engagement is for the practitioner to provide either reasonable 

assurance or limited assurance on the subject matter.  

The scope of the engagement – how much investigation work the practitioner undertakes – depends 

on both the subject matter and the level of assurance required. A limited assurance engagement 

has a narrower scope than an audit of the same subject matter 
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Three-party relationship  

Every assurance engagement, whether a reasonable or a limited assurance engagement, involves 

three parties:  

✓ Intended users. These are the person, persons or class of persons for whom the practitioner 

prepares the assurance report.  

✓ The responsible party is the person (or persons) responsible for the subject matter (in a 

direct reporting engagement) or subject matter information of the assurance engagement. 

This is usually a company that engages the assurance practitioner to carry out an assurance 

engagement.  

✓ The practitioner is the individual providing professional services that will review the 

subject matter and provide the assurance 

Appropriate subject matter  

The Sri Lanka Framework for Assurance Engagements states that an assurance engagement must 

have appropriate subject matter. Appropriate subject matter for an assurance engagement should 

be:  

❑ Identifiable. It must also be capable of consistent measurement or evaluation against the 

criteria that have been identified for the engagement  

❑ Collectable. It must be possible to subject information relating to the subject matter to 

procedures for gathering, so that sufficient appropriate evidence can be obtained for the 

purpose of the assurance engagement 

Suitable criteria  

Criteria are the benchmarks that are used to evaluate or measure the subject matter of the assurance 

engagements. The assurance practitioner provides assurance about the subject matter that has been 

prepared by relating it to the agreed criteria for the assurance engagement 

The criteria for an assurance engagement must be clearly specified. They should have the 

following characteristics:  

✓ Relevance: they should be relevant to the purpose  

✓ Completeness  

✓ Reliability  

✓ Neutrality (freedom from bias)  

✓ Understandability 

Sufficient and appropriate evidence  

An assurance practitioner reaches an opinion on the basis of the evidence that they are able to 

gather. The evidence available to the assurance practitioner must be sufficient and appropriate, to 

enable the practitioner to reach their professional judgement about the subject matter 

✓ Sufficiency means that there should be a large enough quantity of evidence  

✓ Appropriate means that the evidence must be of a sufficient quality: the evidence must be 

relevant and reliable 
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Engagements that are not assurance engagements: related services 

Assurance practitioners may carry out services for a client which are not assurance engagements. 

The characteristics of an assurance engagement have been explained, and a related service is an 

engagement that does not have all these characteristics 

❑ Agreed-upon procedures are engagements involving a client and the practitioner. SLSRS 

4400 Engagements to perform agreed-upon procedures regarding financial information 

provides guidance for accountants carrying out agreed-upon procedures and sets out the 

objective of such an engagement 

❑ Compilation work where the practitioner is engaged to put together (compile) information 

for the client. An example of this is tax work, where a practitioner may be asked to put 

together the information that the client needs to submit a tax return to the tax authorities 

 

D.1.4. Types of assurance engagement 

The objective of an assurance engagement is to provide either reasonable assurance or limited 

assurance. The scope of an assurance assignment depends on the subject matter as well as the level 

of assurance required 

There are different types of assurance engagement, ranging from external audits to review 

engagements. Sometimes, the terms 'audit' and 'assurance' are used to describe different types of 

engagement. When this distinction is made, 'audit' refers to an engagement where the auditor gives 
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an opinion that expresses reasonable assurance, and an 'assurance engagement' is one where the 

practitioner gives an opinion that expresses limited assurance.  

However, it is probably better to think of assurance engagements as a general term for any 

engagement in which a practitioner is required to give an opinion. Using this definition, assurance 

engagements include both audits and review engagements 

Comparison of audit and review engagements 

'Assurance' means the practitioner's satisfaction as to the reliability of the assertion made by one 

party for use by another party 

Directors prepare financial statements for the benefit of shareholders. They assert that the financial 

statements give a true and fair view. The auditors provide assurance on that assertion.  

To provide such assurance, the auditors must: 

❑ Assess the assurance risk  

❑ Plan audit procedures that will be sufficient to reduce the assurance engagement risk to a 

level where reasonable assurance can be provided  

❑ Conduct audit procedures  

❑ Assess the results  

❑ Express an opinion, giving reasonable assurance – an opinion expressed in a positive form 
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D.1.5. Review engagements 

External audits are reasonable assurance engagements. Review engagements are usually limited 

review engagements 

A review engagement may require a practitioner to provide limited assurance about the 

information contained in financial statements.  

The objective of a review engagement is to enable a practitioner to state whether:  

❑ On the basis of procedures which do not provide all the evidence that would be required in 

an audit  

❑ Anything has come to the practitioner's attention  

❑ That causes the practitioner to believe that the financial statements are not prepared, in all 

material respects, in accordance with an applicable financial reporting framework 

Types of review engagements 
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D.1.6. Internal audit 

Assurance engagements are also undertaken by internal auditors. Internal auditors are usually 

employees of the company, but should remain as objective as possible.  

Internal auditors help with the monitoring and review of the internal control system. As such, they 

are part of the internal control system 

Internal audit function 

Internal audit is an appraisal or monitoring activity established by an organization to carry out 

assurance engagements on behalf of management, the board of directors or the audit committee. 

The role of internal auditors includes examining, evaluating and monitoring the adequacy and 

effectiveness of internal control 

Larger organizations may therefore appoint full-time staff whose function is to monitor and report 

on the running of the company's operations. Some of the work carried out by internal auditors is 

similar to that performed by external auditors; however, there are important distinctions between 

the two functions in terms of their responsibilities, scope and relationship with the company 

Internal audit assignments 

There are a number of different types of assignment that may be carried out by internal auditors. 

These could be either reasonable assurance or limited assurance engagements 
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D.1.7. Value for money audits 

Value for money (VFM) audits are investigations into a business process or activity to check for 

the three Es 

Value for money (VFM) audits examine the economy, efficiency and effectiveness of activities 

and processes. These are known as the three Es of VFM audits.  

(a) Economy means obtaining the appropriate quantity and quality of physical, human and 

financial resources (inputs) at lowest cost. An activity would not be economical if, for 

example, there is over-staffing or failure to purchase materials of requisite quality at the 

lowest available price 

(b) Efficiency is the relationship between goods or services produced (outputs) and the 

resources used to produce them. An efficient operation produces the maximum output for 

any given set of resource inputs, or it has minimum inputs for any given quantity and 

quality of product or service provided 

(c) Effectiveness is concerned with how well an activity is achieving its policy objectives or 

other intended objectives[ 

An illustrative list is shown below of the sort of spending areas that might be looked at, and the 

aspects of spending where value for money might be improved.  

❑ Employee expenses  

❑ Premises expenses  

❑ Suppliers and services  

❑ Establishment expenses  

❑ Capital expenditure 

 

 

D.1.8. Internal auditors and financial audit 

The financial audit is a traditional role for internal auditors. It involves reviewing all the available 

evidence to substantiate information in management reporting and financial reporting. The 

procedures and tests used by external auditors are also used by internal auditors 

The importance of controls in preventing financial reporting errors mean that it is necessary to 

review certain areas regularly, to ensure that the relevant controls continue to be in place. Many 

internal audit functions therefore adopt a cycle approach to financial internal audit engagements, 

auditing different aspects of the financial system in an ongoing cycle of audits, to ensure each area 

is reviewed on a regular basis 
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D.1.9. Assurance and reports 

An auditors' report on a company's annual financial statements is expressed in terms of truth and 

fairness. This is generally taken to mean that the financial statements:  

✓ Are factual  

✓ Are free from bias  

✓ Reflect the commercial substance of the transactions of the business 

Truth and fairness  

Below is an example of an auditor's report on an entity's financial statements. This is a report with 

an unmodified opinion (which means the financial statements are true and fair and properly 

prepared) 
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D.1.10. Auditing standards 

Sri Lanka Auditing Standards (SLAuS) are published by the Institute of Chartered Accountants of 

Sri Lanka (CA Sri Lanka) 

Readers want assurance when making comparisons that the reliability of the financial statements 

does not vary from company to company. This assurance will be obtained not just from knowing 

that each set of financial statements has been audited, but also from knowing that this has been 

done to common standards 

Hence there is a need for audits to be regulated so that auditors follow the same standards. Auditors 

have to follow rules issued by a variety of bodies. Some obligations are imposed by governments 

in law or statute. Some obligations are imposed by the professional bodies to which auditors are 

required to belong, such as the Institute of Chartered Accountants of Sri Lanka (CA Sri Lanka).  

Sri Lanka Auditing Standards (SLAuS) are produced by CA Sri Lanka and are based on the 

International Standards on Auditing (ISAs) produced by the International Auditing and Assurance 

Standards Board (IAASB), a technical standing committee of International Federation of 

Accountants (IFAC), which also issues standards relating to review engagements, other assurance 

engagements, quality control and related services 
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Chapter review questions 

1. Complete the definition of an audit:  

 

The objective of an audit of financial statements is to enable the auditor to _______ an 

________ on whether the financial statements are prepared, in all _________ respects, in 

accordance with an identified financial reporting framework 

 

2. Link the correct definition to each term.  

 

Terms:  

(i) Accountable (iv) True (ii) Steward (v) Fair (iii) Agent (vi) Materiality  

Definitions:  

(a) An expression of the relative significance or importance of a particular matter in the 

context of the financial statements as a whole.  

(b) A person employed to provide a particular service.  

(c) Factual and conforming to reality. In conformity with relevant standards and law and 

correctly extracted from accounting records.  

(d) A person employed to manage other people's property.  

(e) Free from discrimination and bias and in compliance with expected standards and rules. 

Reflecting the commercial substance of underlying transactions.  

(f) Being required or expected to justify actions and decisions 

3. What level of assurance is provided by a review engagement? 

4. Which of the following assurance engagements provides the highest level of assurance?  

❑ External audit  

❑ Review engagement 

 

5. What are the three Es of a VFM audit? 

 

6. Which two of the following statements are true?  

 

(a) The IAASB publishes Sri Lanka Auditing Standards (SLAuS).  

(b) In an agreed-upon procedures engagement the auditor expresses assurance based on the 

procedures carried out.  

(c) SLAuS give users of the financial statements comfort that common standards have been 

used when comparing two audit reports on the financial statements of two different 

companies.  

(d) An unmodified audit opinion means users of the financial statements can assume they 

are free from any errors  

(e) Compilation work does not involve providing assurance 


