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DiFFERinG lEvEls oF AUDiT 
AssURAnCE 17

The profession itself has been unable to define a systematic 
framework that…defines what reasonable assurance even is.  
At best, it’s better than nebulous, but it is a concept that’s not well 
articulated.
— Standard setter

1.0 Key issues

One of the issues that the auditing profession has grappled with for some 
time is the notion of differential levels of audit assurance. The auditing 
standards have settled on one level of assurance for audit (that is, reasonable 
assurance), with the other level for assurance being a review (not an 
audit—that is, limited assurance). This chapter examines stakeholders’ 
responses to the proposition that audit engagements could result in either 
higher or lower levels of assurance than is ‘reasonable’. In doing this, the 
key issues around audit, as opposed to review, include:

•	 could there be circumstances in which auditors might be able to 
sign off on an audit at a level of assurance different from ‘reasonable 
assurance’; and, if so, what might these circumstances be

•	 if circumstances exist for audit where deviation from reasonable 
assurance can be given, is that assurance to be provided at a higher 
or lower level than reasonable assurance

•	 is it possible for auditors in an audit engagement to provide a higher 
than reasonable level of assurance such that it constitutes a guarantee

•	 is there demand for levels of audit assurance higher than reasonable 
assurance at the price it is likely to cost

•	 what would be the consequences for auditors’ legal liability if either 
or both higher or lower levels of assurance in an audit existed
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•	 would readers of audit reports be confused if differential levels of 
audit-level assurance existed in the marketplace 

•	 is there confusion in the marketplace about audit and review levels of 
assurance provided?

2.0 introduction

Stakeholders were questioned in the face-to-face interviews about their 
view of whether scope existed to sign off on audit engagements (not 
review engagements) at a level of assurance different from that currently 
in place—that is, reasonable assurance. This chapter provides analysis of 
responses to this line of questioning.

2.1 Users

Some users are enthusiastic about the possibility of higher or lower levels 
of audit assurance than is currently provided by an auditor: reasonable 
assurance.

[Is there scope to sign off at a higher level of assurance?] For sure. 
It may be at a lower level too…When we saw the audit report of 
this particular organisation that went down, on the face of it, you 
would’ve thought they were confident in their numbers…they had 
a couple of provisos, but I would’ve thought if they had an option 
to maybe a lower level, they might’ve taken that where you’d think, 
okay maybe you need to be careful of this organisation. And…by 
the same token, if they’re really confident then obviously they’re 
staking their reputations on it.

The same person continues after more probing by the interviewer:

[F]rom the limited experience that I’ve had at looking at the audit…
you go back and say look I’m interested in the financial health 
of this organisation. If they’re just saying we are satisfied, that’s 
one level. But it could be we need…more information, or we have 
limited satisfaction or whatever. Maybe it’s a signatory to say, ‘Look 
maybe you need to be careful.’10

10 One could argue, however, that this already exists with the emphasis of matter. 
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The same user continues:

[Would companies be prepared to pay for different levels of assurance?] 
For sure. And you know if you’re doing damage to the investor 
market, capital markets, say, ‘Well, why do we need to do that?’ 
So you’re right. And it always goes down to one versus the other…
what you’re trying to do, which you may not be able to…those 
companies that you think are not going to be around for a while, 
people are aware of them. So it just speeds up their death. But who 
would be willing to provide the death certification is another story, 
isn’t it, and [it] can be quite expensive too. Or people say, ‘Well, we 
won’t bother with it.’

Yeah, that’s right [one level of assurance and no variation 
perhaps], no matter what you’re looking at. It’s not an absolute 
level of assurance…otherwise just the costs that get imposed on 
organisations.

[In response to the question: ‘So you don’t feel they would be willing to 
pay extra because of all those added costs, if there was a variation?’] 
[T]he need would have to be demonstrated about what it is. I’d need 
to see what the question or the issue was that needed that extra 
level of assurance, rather than just simply be saying that we should 
be providing a higher level of assurance for the sake of it.

2.1.1 Summary

One user is enthusiastic about the possibility of levels of audit assurance 
other than ‘reasonable’ being provided on financial information. This user 
appears to argue that auditors could base the level of assurance on the 
confidence they have in their report and the continued viability of clients. 
Another user, however, wants a single level of assurance across financial 
and non-financial information. There is modest evidence provided that 
users would be willing to pay for differential levels of assurance.

2.2 Suppliers

This first supplier speaks about audit clients seeing the audit as a necessary 
evil and, as such, the likelihood of these clients being prepared to pay for 
a higher than ‘reasonable’ audit assurance level is unlikely.
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[T]he average small company and SME who might 
require an audit sees the audit process as being purely 
a reactive necessary process to satisfy the regulator, 
and is generally very reluctant to go and ask the 
auditor to broaden their scope and pay for broadened 
scope. If the auditor has to strictly comply with the 
financial reporting for the requirements…under 
audit, it’s very difficult for the auditor to broaden 

their scope under the prescribed climates…Taking superannuation 
audit, we have to comply with the auditor’s report and we can’t 
necessarily even narrow our scope to say that we can’t comment on 
an item or an issue which we’re obliged to comment on; we can’t 
narrow that scope. And similarly, we can’t broaden the scope under 
that report unless it’s a special-purpose audit which the client, the 
trustees, are asking us to do. And then there’s no formal audit report 
to cover that…generally, users of financial reports regard the audit 
as being a necessary evil, or the management regards the audit as 
being [that].

The same person continues, implying that the threat of legal liability 
impedes auditors providing many potentially value-adding services:

[A]s soon as an auditor is trying to value add—and we all do try 
to value add—but as soon as we say something is good in trying 
to add value to the process, or something is enhanced to add value 
to the process, if it turns out that that’s wrong…we’re dead…
consequently, even though we’d love to value add, because of the 
competitive nature of our profession, we’re scared to do it half the 
time. Like the regulator in superannuation wants us to write positive 
management letters as well as negative management letters…I’m 
loath to put my hand up and write a positive management letter 
and say the industry fund that I’m auditing is all hunky-dory and 
there’s nothing wrong with it, because you know that there is going 
to be something wrong with it within the confines of materiality. 

Another supplier expresses doubts about the potential for provision  
of a higher level of assurance:

[W]hether you go for a higher level of assurance…that depends on 
the circumstances. If we talked about a listed environment, would 
the readers of financial reports get some comfort out of it, or is there 

‘[g]enerally, users 
of financial reports 
regard the audit as 
being a necessary 

evil.’
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scope to do a higher level of assurance? I have some doubt whether 
you could. It would vary from organisation to organisation.

The same person continues, discussing a lower rather than higher level  
of assurance: 

[A]s you get down into the lower forms…there’s probably some 
scope to have different levels of assurance down at that level, 
particularly where…you’ve got private family companies that are 
being audited by virtue of the fact that they pass the thresholds 
under the Corps Act. You’re effectively reporting to—it might be 
two shareholders, both family members—so therefore what are they 
looking for? Well, they’re primarily getting the audit done because 
they have to under the law, but they don’t necessarily always see 
much value out of it. So potentially there’s some scope for some 
lower level of assurance there. I don’t know how far you’d bring the 
bar down…that would be questionable…[but] there is some scope 
for that, particularly down the track.

The same person continues, making it clear that explanation of the 
scope of a higher-level assurance engagement would need to be given 
in the report: 

A higher level? Look, as long as you scope it out properly as to 
what…constitutes that higher level of assurance you’re giving. 
Now does that mean that there’s more concentration on work 
around the internal controls and we report more significantly on 
internal controls? Yeah…there’s some scope to do that. But…you 
would need to make sure that what that higher level of assurance 
is has been properly scoped out and is understood, certainly in the 
report as to what you’ve done there…You’d need to be very careful 
of that one.

[W]e have the three levels that are clear at the moment. We have 
the positive assurance, the negative assurance and the agreed 
upon procedures,11 which…give us enough scope to move around 
financial statements generally. I would not be averse to giving an 
opinion on a specific aspect, because at the moment…if you get 
a question on goodwill or debtors or something in the financial 

11 Some would argue that ‘no assurance’, as is the case with an agreed-on procedures 
engagement, is not a level of assurance.
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statements, our stock standard phrase before we get into that is, we 
give an opinion on the accounts as a whole et cetera. 

The same person provides some examples of when directors might want  
to have additional assurance provided:

I can see some scope where…the directors would want to have 
additional assurance when we’re doing our audit in particular 
places. And that’s commonplace…we’ll do some extra on tax. Or 
we only have to do three stocktakes around your 10 sites, but we’ll 
do five to give you extra comfort. If you’re doing that, you know 
there are ways in which that can be disclosed as having to give some 
extra comfort around those. So I don’t think it’s a problem on that.12

The same supplier then discusses the prohibitive cost of high levels  
of assurance:

The only way you could get further positive assurance across the 
financial statements as a whole, I’m not sure what the mechanisms 
[are] because we’re doing that and it’s a reasonable assurance. 
Whether we get into territory [where] we can give absolute 
assurance is beginning to get into the realms of statistical stuff. 
So…there’s scope for it, but…the price would be so prohibitive 
that people wouldn’t choose to do it. And…the only purpose to do 
it would…be to try and get the auditors on the hook if there was 
something wrong with it. And there’d always be test cases around 
that. Goodness knows what it would do to the PI [professional 
indemnity] market and so on. 

No…we should all have the same level of assurance and the 
same standards because that’s the only way you’re going to get 
uniformity in terms of reporting in opinions both nationally and…
internationally. You start playing around with that one and then 
you might start saying well which standards are we going to apply? 
No…we’ve all got to have an agreed upon type of procedure for the 
level of assurance that’s requested, and it shouldn’t be a question of 
money or anything else.

12 The existing auditing standards framework does not facilitate public disclosure of such 
assurance, but it could be provided to directors and/or audit committees.
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2.2.1 Summary

Suppliers are mixed in their views of varying the level of assurance 
provided in an audit engagement. The views range from a certainty that 
one level only is appropriate in order to ensure uniformity in reporting 
options to a view that such engagements and reporting would be viable 
and that demand would be present. One supplier gives an example of 
where a higher level of assurance might be given as directors seeking to 
have more audit work done around a specific account balance than the 
auditor considers necessary—albeit the outcome would be communicated 
privately to directors. Another supplier raises the fact that the cost of 
absolute assurance would be prohibitive, because of the professional 
indemnity premiums required.

2.3 Standard setters

This first standard setter, as per the overarching quotation at the 
beginning of this chapter, points to how difficult the profession has found 
it to articulate even how the well-accepted ‘reasonable assurance’ level is 
defined, implying that until that definition is under control, other levels 
of audit assurance are problematic. The same standard setter, in response 
to the interviewer’s comment, ‘Is it not well defined?’, responds:

Well, certainly not well defined and therefore on the side of 
recipients, it’s not well understood. 

The interviewer comments: ‘So, you’re saying the supply side of the 
market doesn’t define it well?’ The same standard setter’s response is:

It doesn’t define what it’s providing.

The interviewer comments: ‘So there’s no hope?’ This same standard setter 
responds:

No hope for those on the demand side being really clear about what 
they’re getting…if they think about it, [they might] have some 
notion of there being an audit sign-off and that’s part of the job 
that needs to be done as a director, or as a shareholder you might 
vaguely understand. Well, the sophisticated shareholders would 
have some understanding of the process presumably and know that 
it’s got to be there, and probably think that it’s valuable much of 
the time, or most of the time. Would they be willing to pay more for 
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a higher level? Possibly. And it may be much more in the context 
of a very explicit assignment, rather than the general financial 
statement audit.

Another standard setter speaks about the difficulty of providing higher 
than reasonable assurance:

[T]he guarantee issue is probably very difficult to obtain because 
you’re dealing with information provided by a third party which, 
in turn, you are then expressing a view on. And…if you go to 
most things…do you know what most…‘guaranteed’ means? You’d 
rarely see ‘guaranteed’ on anything other than, ‘We guarantee that 
if you bring this back within 30 days, we’ll replace it with a new 
one.’ Well, that’s pretty easy to do, isn’t it? 

The same person continues, giving examples of how it would be virtually 
impossible for an auditor to provide a guarantee:

If you…go through the concept of what it is that 
we see in the marketplace that’s guaranteed, even 
these rental streams that are guaranteed, they’re 
guaranteed as long as there’s sufficient funding 
in the vehicle that’s providing the guarantee…Go 
and read the fine print—they’re not guaranteed 
at all, so you then turn around and say, well 
how might an assurance practitioner provide a 
guarantee? And again, you get to the fine print 

and…you’d find that you’d be back to the reasonable assurance or 
moderate-type levels again. And you say well what areas would 
people want guarantees on? No-one’s going to guarantee that the 
value of fixed assets or non-current assets is recoverable because 
it’s dependent on future outcomes and assumptions. No-one’s going 
to guarantee that the tax benefits are recoverable…the reasoning 
being that if you…go through the standards, they’re all based on 
probability anyway…they’re not even at a guaranteed level, so 
you’d be asking somebody to sign off on something at a higher level 
than it’s…being presented under anyway in the first instance. So…
unless directors were prepared to guarantee something then the 
auditor or the assurance practitioner’s not.

‘[U]nless directors were 
prepared to guarantee 

something then  
the auditor or  
the assurance  

practitioner’s not.’
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Using another example, this time non-financial, the same standard setter 
emphasises the difficulty of an auditor providing a guarantee:

Probably the closest thing you could ever get to a guarantee would 
be—and even then you’d have to be dealing with pretty good 
governments—would be government bonds where someone had 
some [debtor] fees and [could] swear there was an investment in the 
government bond that was going to provide the cash-flow stream. 
But then you probably wouldn’t need the guarantee because of 
the nature of the investment. So you go through some of the other 
examples around management integrity, objectivity, corporate 
governance, environmental, I don’t think anyone’s going to provide 
a guarantee. Let’s say someone wants a guarantee that X-company’s 
emissions outputs are so many tonnes of carbon a year…you’d be 
relying on an engineer’s assessment of the output, which could 
change depending on whether there was a breakage in a gas tube 
somewhere or something else that could happen.

The same standard setter continues, implying that even with almost 100 
per cent re-performance of the transaction processing, a guarantee would 
still be difficult to elicit from an auditor: 

Guarantees are absolute, and the funny thing is you…
look at the audit reports that a lot of government 
entities want on various matters and they…ask for a 
certification, which is effectively a guarantee. Those 
reports typically get wound back from a certification 
to ‘and in my opinion’ or ‘in our opinion’, and an 
audit or assurance-type report because a guarantee is 
absolute. And…you’d say well, most investors would 
love it if someone can say, ‘Yes, we guarantee these accounts are free 
of error’…you’d have to almost do a 100 per cent re-performance 
and then you’d probably want your work audited. 

The same standard setter invokes moderate assurance available under 
review engagements against which to juxtapose the concept of reasonable 
assurance:

[W]hen you put it in perspective…what an audit is predicated 
on is [that] someone’s got adequate systems to generate reliable 
financial information, which if you test over a sample basis you 

‘[y]ou’d have 
to almost do a 
100 per cent 

re-performance 
and then you’d 

probably want your 
work audited.’
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get to a reasonable conclusion that the outcome that’s presented is 
reasonable. That’s…the gist of it—and that there are processes to 
deal with the judgmental factors outside of that. But that’s why the 
moderate level of assurance sits there because really what it’s saying 
is: ‘You presented me with this information; based on that, nothing’s 
come to my attention.’ Really what someone’s saying when they say 
that is: ‘There may be something else outside of that which I haven’t 
been made aware of and if I was, I [would] have a different view.’ 

2.3.1 Summary

Standard setters are not positive in their response to the interviewer’s 
question about the possibility of levels of assurance other than the 
reasonable assurance for audit engagements. One standard setter points 
out that even that well-accepted concept has not been defined. A second 
standard setter provides examples—financial and non-financial—to 
illustrate what he or she sees as the virtual impossibility of auditors 
being able to provide a higher level of audit assurance that constitutes  
a guarantee.

2.4 Regulators

The first regulator comments on the confusion that he or she perceives 
will be felt when unsophisticated audit report readers find another level 
of audit assurance to comprehend:

[In response to: ‘How do you communicate the relative levels of 
assurance?’] Good question. [I] don’t know because…people who 
aren’t attuned to audit are even going to get more confused. Because 
as soon as I try and say: ‘This is not just the product which we’ve 
tried forever and a day to explain what it is, that now my product’s 
actually this bit, and this bit, but this bit isn’t this bit.’

Another regulator, however, can see a place for differing levels of audit 
assurance, depending on the nature of the subject matter:

I’m not saying this is my view, but opining for a minute, that 
the assurance provided within the financial statements on the 
robustness of the numbers is as we know it now. The commentary 
by the auditor in another section of the annual report around 
management’s commentary on its performance might be at a lower 
level of assurance. 
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2.4.1 Summary

Confusion among audit report readers if more than one level of assurance 
is provided on an audit engagement is how one regulator sees it. Another, 
however, can see that reasonable assurance could be provided on the 
financial information with a lower level of assurance around management 
discussion and analysis.

3.0 issues and implications

The field of differential levels of audit assurance evokes some thought-
provoking observations from various stakeholders, including users, 
suppliers, standard setters and regulators. Users demonstrate on the one 
hand a desire for higher levels of audit assurance, but only relative to 
a demonstrated need for that assurance, and on the other hand some 
not inconsiderable confusion as to what is presently available and 
communicated in the market for audit services. On the part of one user 
there appears to be confusion about differential levels of assurance as 
opposed to the differential information conveyed in an audit opinion.

Suppliers by and large are relatively guarded against higher levels of 
assurance and there are multiple reasons for this. First, they observe that, 
from their perspective, users are not necessarily enthusiastic about the 
current audit product let alone something that is enhanced. Repeatedly, 
the audit process is described as ‘a necessary evil’ or is seen simply as 
a compliance commodity that is not necessarily high value adding—at 
least for some stakeholders. Second, there is concern about higher levels 
of assurance attracting the threat of legal liability, which might attach to 
audit reports set at this higher level. One supplier observes that there are 
circumstances where a lower level of audit assurance might be viable—
that is, where the stakeholders or recipients of the audit opinion have lower 
levels of information need and the audit opinion adds lower information 
value than would otherwise be the case (for example, where a company is  
a closely held family concern). Higher levels of assurance might be possible, 
but the need would have to be clearly defined and clearly scoped. There 
was an assumption by suppliers who believed higher levels of assurance 
were possible that this higher assurance would in fact be communicated 
privately to directors as opposed to communicated openly to shareholders 
and other parties. An observation is made that extremely high levels of 
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assurance would come at a prohibitively high cost so the market for it 
could be limited, if it exists at all. Another limitation to differential levels 
of audit assurance is around the fact that there needs to be uniformity, 
if not complete consistency, in the calibration of levels—nationally and 
internationally.

Standard setters believe that it is hard to articulate—or perhaps more 
correctly, communicate—the current level of audit assurance to the market 
for audit services in Australia. Having differential levels would add to 
the confusion in the market. There is also a very lengthy enunciation 
that higher levels of audit assurance in the form of a guarantee or a near 
guarantee would be impossible. Even if those words are used, there would 
be limitations and conditions on them that would in fact mean that the 
‘guarantee’ would cascade down to reasonable assurance anyway. Generally, 
standard setters are not positive about differing levels of assurance. This 
viewpoint contrasts with one regulator, who believes that it is possible to 
have differential levels of assurance where those differential levels attach 
to different components of what is communicated to shareholders. Here, 
reasonable assurance could attach to financial information and a lower 
level of assurance could attach to the management discussion and analysis 
component of an annual report. Another regulator is concerned that the 
differential levels of assurance would give rise to misunderstanding in the 
market and then questions how easy it would be to communicate with the 
market on these differential levels of assurance.

Across these various stakeholder groups, there is only limited interest 
in differential levels of assurance, although there is a prospect of it in 
specific circumstances. Consequently, in certain conditions, differential 
levels of audit assurance might be possible, but otherwise, there is little if 
any enthusiasm for differential levels of audit assurance.

4.0 Concluding remarks

There is some evidence that demonstrates that for all stakeholders 
in the capital market, having differing levels of assurance for audits 
has considerable cost in terms of potential confusion, without great 
enhancement to the efficiency of the capital market or informing the 
participants within that market. It is important to remember of course 
that the framework within which auditors operate allows for review 
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engagements and audit engagements where review engagements provide 
only ‘limited assurance’ and audits provide ‘reasonable assurance’. The 
one potential anomaly here is that reasonable assurance, which is included 
as black lettering in the auditing standards, thereby becomes an upper-
level cap on the amount of assurance that may be obtained, at least for 
statutory audits. This is so despite the fact that boards of directors may 
seek much higher levels of assurance over particularly controversial, high-
risk or pressing matters. 

At present, to use one contemporary example, if a board of directors 
desired higher than reasonable assurance on an executive termination 
package then it could not ask for it as part of the statutory audit opinion 
and obtain anything other than reasonable assurance. If the board was 
to ask, not unreasonably, for a special report to be distributed to only 
the board and/or audit committee comprising such information then that 
would be seen as either ‘agreed-on’ procedures or an additional assurance 
assignment that is outside the framework of the auditing standards. 
Agreed-on procedures bring no assurance. So if the engagement was 
conducted as agreed-on procedures, a board would be unable to receive 
assurance. If the engagement was an additional assurance assignment 
within the framework of the auditing standards, the board would not 
be able to seek assurance beyond ‘reasonable’ and if the engagement 
was taken as additional assurance to some level beyond reasonable then 
it cannot be conducted within the auditing standards. Put bluntly, 
reasonable assurance becomes the cap of the level of assurance that can 
be provided under the auditing standards, which might be unsatisfactory 
to the purchasers in the market for audit services. While this might be 
broadly acceptable, there could be instances where there are issues of high 
value or high risk where greater than reasonable assurance is needed by 
the client and can be provided. Policymakers need to consider whether 
‘agreed-on’ procedures engagements may in fact give some level of 
assurance, including higher than reasonable assurance and whether this 
would be useful beyond traditional agreed-on procedures engagements, 
or alternatively, that, where feasible, further audit engagements may 
give assurance above the level of reasonable. We note that there might 
be considerable potential confusion with the public reporting of the 
outcomes of these engagements. There are, however, some stakeholders, 
including audit committees and boards of directors, who seek from time 
to time such assurances and who presently have no way of having them 
delivered under the auditing standards.


