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2.2.2 New Engagements and Risk Classification 

Introduction 

This section provides policies and guidance on: 

• accepting proposed entities as clients of the Audit Office (the Office) 

• assessing the potential risk associated with clients and types of engagements 

• classifying the risk within the Office’s risk framework 

• responding to the risk classification. 
 

With the exception of request audits, the Auditor-General cannot refuse a lawfully mandated 

engagement and may only undertake engagements within the statutory mandate. 

Certain types of clients and certain types of engagements carry higher inherent risks for the Audit 

Office. The Audit Office must identify those clients and engagements with higher risk profiles and 

formulate appropriate responses. 

Policies and guidance for financial audit 

Accepting proposed entities as clients of the Office 

1. Prior to accepting an entity as a client of the Audit Office, the Engagement Controller 

(EC) must forward their recommendation to accept the entity as a new client to the 

Executive Director, Quality and Innovation (EDQI). This memorandum must include: 

- relevant background of the proposed entity 

- how the proposed entity is captured by the Office mandate 

- a preliminary risk assessment of the proposed entity. 

2. The EDQI will review the EC’s recommendation to accept the proposed entity as a client 

of the Office, and: 

- where the EDQI endorses the recommendation, a recommendation will be made to 

the Assistant Auditor-General, Financial Audit responsible for resourcing (AAG 

Resourcing) to approve the proposed entity as a client of the Office. 

- where the EDQI does not endorse the recommendation, the AAG Resourcing will 

discuss the recommendation with the Auditor-General and Deputy Auditor-General. 

3. Audit teams must complete the ‘New Client Intake Form’ on Alfie to support the creation of a 

new client in Elite before forwarding to the AAG Resourcing for approval. 
 

Assessing risks arising from client relationships and specific 
engagements 

4. The Deputy Auditor-General, in consultation with the Financial Audit Executive (FAE), 

must obtain, consider and provide the information necessary to advise the Auditor-

General that engagement risk is being appropriately assessed and addressed. 

5. The Deputy Auditor-General must approve engagement and client risk when: 

- the Auditor-General is required to undertake a new type of engagement 

- the Auditor-General is required to undertake new work for an existing client 

- the client has been assessed to be a Public Interest Entity (PIE) 

- an EC changes the client or engagement risk assessment.
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6. The Deputy Auditor-General, after consultation with the FAE and ECs, must re-assess the 

risk classification annually for all existing clients. Once confirmed by the Auditor-

General, the assessment must be made available on Alfie. 

7. To inform the risk classification, the EC must, where appropriate, consider: 

- ethical requirements, including independence (see 2.3.1 Ethics and Independence) 

- professional, legal, regulatory, and business conflicts (see Conflicts of Interest Policy) 

- whether the client is a PIE 

- client risk factors and engagement risk factors. 

8. Client and engagement risk for financial audits must be classified as: 

- normal risk; or 

- greater than normal risk. 
 

Assessing client risk 

9. The EC must evaluate all clients using the guidance in the client risk factors section to 

conclude on the level of inherent risk and to formulate an appropriate response. 

10. Client risk is ordinarily greater in the early years of an engagement because there is little 

accumulated experience and knowledge of the entity. 
 

Assessing engagement risk 

11. The EC must evaluate all types of engagements using the guidance in the engagement 

risk factors section to conclude on the level of inherent risk and formulate an appropriate 

response. 

12. Certain types of engagements are inherently more risky. Where an engagement type has 

been determined to be greater than normal risk, that assessment must be applied in 

planning and conducting all engagements of that type. 
 

Responding to risk and PIE assessments 

13. The EC must assess each new client and annually re-assess existing clients to confirm 

the risk classification and PIE status, and the proposed response to these assessments. 

14. Risk and PIE assessments for new financial audit engagements must remain in place 

until the EC has sufficient experience with the client to recommend an informed 

alternative assessment to the Deputy Auditor-General. 

15. ECs must respond appropriately to the risk and PIE assessments when planning and 

conducting engagements. 

16. For engagements assessed as greater than normal risk and/or PIEs, the respective EC 

must: 

- ensure additional steps are taken to address the specific APES 110 requirements 

for PIE-related engagements regarding threats to fundamental professional 

principles and independence 

- ensure the methodology requirements for responding to increased engagement 

risk are applied, and appropriate responses to address the risk are planned 

- determine, in consultation with the FAE, whether an Engagement Quality Control 

Reviewer (EQCR) should be appointed 

- ensure the methodology requirements relevant to PIE-related engagements are 

applied. 

  

http://alfie/Audit-and-Assurance/Policies-Applicable-to-all-Engagements/2-3-Ethics-and-Independence
http://alfie/corporate-services/human-resources/employee-conduct-and-obligations/conflict-of-interest-policy/conflict-of-interest-policy
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17. The EC must consider the significance of new information obtained throughout the 

engagement that may impact an existing assessment. If new information indicates 

changes in the client or engagement risk profile, or its PIE status, the assessment must 

be re-evaluated and planning decisions reconsidered. 

18. ECs can address the threat posed by increased engagement risk by: 

- establishing clear terms of engagement in writing, and communicating and agreeing 

these with the entity 

- establishing and adhering to high standards of quality through compliance with 

professional standards, laws and regulations 

- increasing involvement of senior engagement team members throughout planning and 

executing the engagement 

- consulting on key issues and judgements 

- increasing focus on identified risk factors, procedures applied, consultations undertaken 

and documentation of conclusions reached 

- applying additional review procedures to monitor and manage both specific and pervasive 

risk 

- issuing a report that is appropriate to the circumstances, reflects the work performed, and 

conforms with applicable Office and professional standards. 
 

Policies and guidance for performance audit 

Engagement risk 

19. All performance audits are considered greater than normal risk due to their profile. 

20. The Principal Analyst and Assistant Auditor-General, Performance Audit (AAG PAB) 

must obtain, consider and provide the information necessary to advise the Auditor-

General and Deputy Auditor-General that engagement risk is being appropriately 

addressed. 

21. For all engagements the AAG PAB must, where appropriate, consider: 

- ethical requirements, including independence (see 2.3.1 Ethics and Independence) 

- professional, legal, regulatory, and business conflicts (see Conflict of Interest Policy) 

- availability of knowledgeable, experienced and qualified professional staff, contracted 

resources and third-party specialists, and the adequacy of time and resources required 

for the proposed engagement. 

22. The AAG PAB must consider the information provided by the Principal Analyst and the 

response to the engagement risk. 
 

Responding to risk 

23. Each engagement must have an EQCR appointed. 

24. The Principal Analyst must advise the AAG PAB of the proposed responses to 

engagement risk. This must be confirmed by the AAG PAB and advised to the Auditor-

General and Deputy Auditor-General. 

25. Principal Analysts must respond appropriately to the risk and observe the requirements 

of the Performance Audit methodology when planning and conducting engagements. 
 

Effective date 

Issued July 2018 and effective July 2018. 
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Guidance on Engagement Risk Factors 

Certain types of engagements present higher risk profiles to the Audit Office. Risk factors include: 

• engagements within the AUSUB Framework described at 2.1.1 Engagement Approach, which 

require specialist skills or competencies, or with which staff are less familiar 

• engagements which are subject to or will be filed with a local or foreign regulatory authority 

• engagements subject to APES 215 ‘Forensic Accounting Services’, such as Public Interest 

Disclosures or work completed for Parliamentary Committees, refer to policy 2.2.8 Forensic 

Accounting Services 

• exposure to criticism and negative publicity from third parties 

• the broad spectrum of stakeholders who may claim they relied on the Audit Office’s assurance 

report 

• the nature of likely decisions by users who relied on the Audit Office’s assurance report 

• the likelihood the Audit Office’s report or work will receive a higher than normal level of publicity, 

scrutiny or a profile 

• the existence of professional standards governing the format and wording of the Audit Office’s 

report 

• the likelihood the Audit Office’s report or work will be used in a court case, or by a Parliamentary 

Committee or legislators. 
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Guidance on Client Risk Factors 

Client risk increases when any of the following considerations alone or in combination are present: 

Those charged with governance 

• inappropriate qualifications, experience or standing in the community 

• insufficient independent members 

• irregular meetings to set policies and objectives and review the entity's performance 

• minutes are not prepared and/or signed on a timely basis 

• duties and responsibilities are not clearly set out in a written charter 

• inappropriate level of knowledge of the entity's operations or the NSW public sector 

environment 

• inappropriate actions regarding deficiencies in the internal control structure 

• corporate governance structure is weak or ineffective 

• failing to meet regularly with internal and external auditors. 
 

Management characteristics and Integrity 

• values or ethics are not communicated 

• involved in questionable acts 

• frequent changes in banks, solicitors or professional advisers 

• failure to engage reputable professional third parties 

• personal difficulties 

• accept unusually high levels of risk 

• dominated by a single personality or small group without effective oversight by those charged 

with governance 

• high turnover, inexperience, disputes or low morale in management 

• excessively concerned with the selection of accounting policies or determination of significant 

estimates 

• unreasonable demands or time constraints on the audit team 

• restrictions that limit our access to people or information 

• failure to volunteer information regarding significant or unusual transactions 

• a history of disputes or lack of co-operation with auditors. 
 

Organisational Structure 

• undue complexity in reporting structure 

• rapid expansion either organically or through acquisitions 

• many decentralised operating entities. 
 

Commitment to reliable financial reporting 

• adopt or fail to adequately disclose controversial accounting policies 

• accounting standards interpreted aggressively 

• reluctance to record adjustments/undue emphasis on achieving budgeted results 

• transactions without substantial economic justification 

• failure to adequately challenge internal estimates and valuations 
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• manipulation of reported earnings to achieve desired results, avoid adverse consequences, or 

minimise financial distributions from tax equivalent payments or dividends, guarantees/letters of 

support. 

Management controls over accounting and information systems 

• lack of controls over the preparation of an accurate "bottom up" budget 

• budget used to motivate managers to reach certain performance targets 

• variations from budget not monitored and plausible explanations for variances not sought on a 

timely basis 

• poorly defined management structure, allocation of responsibility and accountability 

• capability or style inconsistent with the size and nature of the business 

• assets susceptible to misappropriation such as cash, investments, inventory, or fixed assets at 

risk because of inadequate job applicant screening procedures and record keeping, or poor 

physical security 

• management over-rides controls, or disregards the need for monitoring or reducing risks 

• ineffective methods to direct and monitor effective accounting and information system 

processes, which management is slow to address 

• recurring problems with computer systems 

• lack of awareness or underestimation of the importance of computer-related factors affecting 

the business 

• absence of appropriate individuals within computer processing environments 

• inappropriate management of computer processing staff 

• reliance on poorly controlled, designed or monitored systems or critical control activities 

• absence of timely and/or meaningful information 

• high turnover of key individuals within computer processing environments 

• absence of strategic plans for computer processing environments 

• poor communication between computer processing environments and information system users 

• absence of clear reporting relationships for the computer processing environment 

• management is not involved in monitoring the computer processing environment. 
 

Design and maintenance of reliable accounting and information 
systems 

• significant deficiencies in accounting process and internal control deficiencies are not corrected 

• procedures to prevent illegal acts or use of directives are not established 

• inadequate follow up on questions about financial results or variances from budget 

• inadequate trained, qualified and competent accounting, information technology, and/or internal 

audit staff 

• unclear or inadequate criteria for evaluating performance, hiring, checking references, 

promoting and remunerating staff 

• high turnover in key positions 

• job descriptions not clearly established or effectively communicated 

• significant number of misstatements made at/or near year-end 

• poor general state of entity's records and lack of supporting information 

• failure to meet closing schedules, report deadlines (internal and external) 

• disregard for regulatory authorities. 
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Nature of the business and business environment 

• a long-term operating cycle 

• complex or innovative financing techniques 

• volatile industry or markets 

• industry frequently associated with questionable or illegal activities 

• operates in an industry in which management has little experience, is in decline or is 

experiencing great change 

• involved in a major unprofitable project or venture 

• issued securities or bonds to the public 

• there is broad public accountability 

• pressures from regulatory authorities (e.g. Office of Local Government), central agencies (e.g. 

Treasury) or Ministers that may influence management to distort financial results 

• regulatory authority or PAC reports contain matters management has not addressed 

• plans to privatise or sell the entity or a major segment of the business 

• pending or previous litigation, administrative proceedings, disciplinary actions or claims 

• vulnerable to changing economic events, industry conditions, government, regulation, 

accounting standards or statutory requirements, competitive markets, declining margins 

• high dependence on debt or marginal ability to meet debt repayments and covenants. 
 

Internal Audit 

• the nature and scope of internal audit activities are not appropriate to the size and nature of the 

organisation 

• internal audit does not have appropriate, qualifications, technical training or proficiency 

• internal audit work is not appropriately planned, supervised, documented or reviewed 

• internal audit activities are not properly overseen by those charged with governance. 
 

Going Concern 

• insufficient working capital/credit lines/parent or government funding support 

• substantial debt from unusual sources or on unusual terms 

• violations of debt terms or restrictions, the PAFA Act or other legislation 

• inability to make scheduled debt payments or to pay other creditors 

• projection of significant cash-flow difficulties 

• loss or possible loss of a major customer or group of customers 

• off-balance-sheet financing or contingent liabilities 

• inability to generate sufficient cash flows from operations 

• threat of imminent bankruptcy or foreclosure. 
 

Significant accounting issues 

• unique, highly complex material transactions pose difficult ‘substance over form’ questions 

• accounting estimates are unusually significant 

• significant related party transactions, which may be outside the normal course of business 

• changes in accounting methods or application of policies 

• significant non-monetary transactions 

• possible restatement/prior period errors in previous financial statements. 



 
 

 

Guidance on assessing whether an entity is a Public Interest Entity 
(PIE) 

A PIE is characterised by having a large number and wide range of stakeholders and whether it is 

significant due to its size, the nature of its business, the number of employees and its complexity and 

other public interest aspects. Any entity may be considered a PIE. Further guidance can be found in 

APES 110 Code of Ethics for Professional Accountants, sections 290.25 – AUST 290.26.1. 

However, in Australia, the following entities must be considered as PIEs: 

• Listed Entities 

• Authorised deposit-taking institutions (ADIs) and authorised non-operating holding companies 

(NOHCs) regulated by the Australian Prudential Regulatory Authority (APRA) under the Banking 

Act 1959 

• Authorised insurers and authorised NOHCs regulated by APRA under Section 122 of the 

Insurance Act 1973 

• Life insurance companies and registered NOHCs regulated by APRA under the Life Insurance 

Act 1995 

• Disclosing entities as defined in Section 111AC of the Corporations Act 2001 

• Registrable superannuation entity (RSE) licensees, and RSEs under their trusteeship that have 

five or more members, regulated by APRA under the Superannuation Industry (Supervision) Act 

1993 

• Issuers of debt and equity instruments to the public. 
 

APES 110 does not define ‘public’ for the purpose of determining if an entity issues debt and equity 

instruments “to the public”. There is no authoritative guidance as to whether ‘issue’ is confined to the 

retail market or should extend to the wholesale market, nor is there authoritative guidance about the 

issue and resale of such instruments into secondary markets. In the absence of authoritative 

guidance, reference is made to section 111AF of the Corporations Act 2001, whereby an entity is 

defined as a disclosing entity via the nature and extent of securities issued. By analogy, unless the 

debt and equity instruments were subject to a disclosure document and were initially taken up by more 

than 100 persons (or entities), the entity would not be considered a PIE (provided other indicators are 

not present). 

 


