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Question 1 [4 Marks]

(a) What factors must the external auditor be satisfied with before relying on the
work of an internal auditor? (2 Marks)

(b) What factors must the external auditor be satisfied with before relying on the
work of an expert? (2 Marks) '




Question 2 {6 Marks]

(a) What is an audit committee and what are its functions? (2 Marks)

(b) In most large companies the audit related activities involve three different
groups — the audit committes, the internal audit department and the external
audit firm. Each of these groups provides separate and distinct services to a
corporation, yet they are interrelated. Explain how the functions of the three
groups are interrelated. (4 Marks)




Question 3 [12 marks]

The following each involve a possible violation of the professional bodies ethical
rules. For each situation, state whether it is a violation. Justify your answer.

(a) Max Friend is a chartered accountant, but not a partner, with three years of
professional experience with Pete and Nonna Chartered Accountants, a
one-office firm. He owns 2,500 shares in an audit client of the firm, but he
does not take part in the audit of the client and the amount of stock is not
material in relation to his total wealth. (3 Marks)

(b) A client requests assistance of Brad Blotter, Chartered Accountant, in the
installation of a computer system for maintaining production records.
Blotter had no experience in this type of work and no knowledge of the
client’s production records, so he obtained assistance from a computer
consultant. The consultant is not in the practice of public accounting, but
Blotter is confident of his professional skills. Because of the highly
technical nature of the work Blotter is not able to review the consultant’s
work. (3 Marks)

(Continued on next page)



Question 3 12 marks] (Continued)

(c) Five small public accounting firms have become involved in an information
project by taking part in an inter-firm working paper review program. Under
the program, each firm designates two partners to review the working papers,
including the tax retumns and the financial statements of another public
accounting firm taking part in the program. At the end of each review, the
auditors who prepared the working papers and the reviewers have a conference
to discuss the strengths and weaknesses of the audit. They do not obtain
authorisation from the audit client before the review takes place. (3 Marks)

(d) Frank Slip, a Chartered Accountant, set up a casualty and fire insurance
agency to complement his auditing and tax services. He does not use his own
name on anything pertaining to the insurance agency and has a highly
competent manager, Kitty Kat, who runs it. Slip frequently requests Kat to
review the adequacy of a client’s insurance with management if it seems
underinsured. He feels that he provides a valuable service to clients by
informing them when they are underinsured. (3 Marks)




Question 4 [15 marks]

For each of the following independent situations, all of which apply to audits of
entities for the year ending 31 December 2004, describe the overall impact on audit
risk and identify the specific component(s) of audit risk affected.

(i) Carry On Limited, a listed company, has been experiencing declining sales
over the last 2 years. Cost cutting has proved difficult due to the high level of
imported machinery used in operations and consequently margins have been
falling. While the bankers are presently happy to continue providing Carry On
with loan facilities, they do expect to see improved results in the next financial
report. Articles about Carry On’s expected fihancial results appearing in recent
press reports all had quite a pessimistic tone. (5 Marks)

(Continued on next page)




Question 4 [15 marks] (Continued)

(i)

Princely Pty. Limited is a long established firm which has been operating a
small chain of dress shops for over 15 years. During this time, it has adopted a
conservative business strategy. A new manager has been appointed to run the
shops from 1 September 2004. She is planning to expand the number of shops
and to implement a new marketing strategy to boost sales. (5 Marks)

(iii)

Sheepy Pty. Limited specialises in the production of wool, Sheepy’s recent
display at a trade show saw a large number of orders come in from overseas.
The accountant, Michael, has done his best to satisfy orders as quickly as
possible while maintaining (foreign currency) accounting records. However,
from some of the questions he has been asking you, you suspect he is out of
his depth. (5 Marks)
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