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ANSWER-1
ANSWER-A

The Chartered Accountant has a responsibility to remain independent by taking into account
the context in which they practice, the threats to independence and the safeguards available to
eliminate the threats. (1 MARK)

The following are the guiding principles in this regard: -

1. For the public to have confidence in the quality of audit, it is essential that auditors
should always be and appears to be independent of the entities that they are auditing.

In the case of audit, the key fundamental principles are integrity, objectivity and
professional skepticism, which necessarily require the auditor to be independent.

Before taking on any work, an auditor must conscientiously consider whether it involves
threats to his independence.

When such threats exist, the auditor should either desist from the task or put in place

safeguards that eliminate them.

If the auditor is unable to fully implement credible and adequate safeguards, then he

must not accept the work.

(5*1 = 5 MARKS)
ANSWER -B

As per SA-200 “Overall Objectives of the Independent Auditor”, in conducting an audit of
financial statements, the overall objectives of the auditor are:

(@ To obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement ; and

(b) Toreport on the financial statements, and communicate as required
by the SAs, in accordance with the auditor’s findings.

(2*1 = 2 MARKS)

Timeliness of Financial Reporting and the Balance between Benefit and Cost: The matter of

difficulty, time, or cost involved is not in itself a valid basis for the auditor to omit an audit

procedure for which there is no alternative or to be satisfied with audit evidence that is less
than persuasive. Appropriate planning assists in making sufficient time and resources
available for the conduct of the audit. Notwithstanding this, the relevance of information, and
thereby its value, tends to diminish over time, and there is a balance to be struck between the
reliability of information and its cost. There is an expectation by users of financial statements
that the auditor will form an opinion on the financial statements within a reasonable period of
time and at a reasonable cost, recognizing that it is impracticable to address all information
that may exist or to pursue every matter exhaustively on the assumption that information s
in error or fraudulent until proved otherwise.

(2 MARKS)
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ANSWER -2
ANSWER-A

As per SA 210 Acceptance of a Change in Engagement: An auditor who, before the
completion of the engagement, is requested to change the engagement to one which
provides a lower level of assurance, should consider the appropriateness of doing so.

A request from the client for the auditor to change the engagement may result from a change
in circumstances affecting the need for the service, a misunderstanding as to the nature of an
audit or related service originally requested or a restriction on the scope of the engagement,
whether imposed by management or caused by circumstances. The auditor would consider
carefully the reason given for the request, particularly the implications of a restriction on the
scope of the engagement, especially any legal or contractual implications.

If the auditor concludes that there is reasonable justification to change the engagement and
if the audit work performed complied with the SAs applicable to the changed engagement,
the report issued would be appropriate for the revised terms of engagement. In order to
avoid confusion, the report would not include reference to-

(i) the original engagement; or

(ii) any procedures that may have been performed in the original engagement,
except where the engagement is changed to an engagement to undertake
agreed-upon procedures and thus reference to the procedures performed is
a normal part of the report.

The auditor should not agree to a change of engagement where there is no reasonable
justification for doing so.

If the terms of the audit engagement are changed, the auditor and management shall agree on
and record the new terms of the engagement in an engagement letter or other suitable form of
written agreement.

If the auditor is unable to agree to a change of the terms of the audit engagement and is not
permitted by management to continue the original audit engagement, the auditor shall-

(i) Withdraw from the audit engagement where possible under applicable law
or regulation; and

(ii) Determine whether there is any obligation, either contractual or otherwise,
to report the circumstances to other parties, such as those charged with
governance, owners or regulators.

(6 MARKS)

ANSWER -B

The relationship between auditing and law is very close one. Auditing involves examination of
various transactions from the view point of whether or not these have been properly entered
into. It necessitates that an auditor should have a good knowledge of business laws affecting
the entity. He should be familiar with the law of contracts, negotiable instruments, etc. The
knowledge of taxation laws is also inevitable as entity is required to prepare their financial
statements taking into account various provisions affected by various tax laws. In analyzing the
impact of various transactions particularly from the accounting aspect, an auditor ought to
have a good knowledge about the direct as well as indirect tax laws.
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(4 MARKS)
ANSWER -3
ANSWER - A

The firm should establish policies and procedures designed to provide it with reasonable
assurance that the policies and procedures relating to the system of quality control are
relevant, adequate, operating effectively and complied with in practice. Such policies and
procedures should include an ongoing consideration and evaluation of the firm’s system of
quality control, including a periodic inspection of a selection of completed engagements.

The purpose of monitoring compliance with quality control policies and procedures is to
provide an evaluation of:

(a) Adherence to professional standards and regulatory and legal requirements;

(b) Whether the quality control system has been appropriately designed and
effectively implemented; and

(c) Whether the firm’s quality control policies and procedures have been
appropriately applied, so that reports that are issued by the firm or
engagement partners are appropriate in the circumstances.

Follow-up by appropriate firm personnel so that necessary modifications are promptly made to
the quality control policies and procedures.

(5 MARKS)

ANSWER -B

The objective of the IAASB is to serve the public interest by setting high quality auditing
standards _and by facilitating the convergence of international and national standards,
thereby enhancing the quality and uniformity of practice throughout the world and
strengthening public confidence in the global auditing and assurance profession. The IAASB
achieves this objective by:

» Establishing high quality auditing standards and guidance for financial statement audits

that are generally accepted and recognized by investors, auditors, governments, banking

regulators, securities regulators and other key stakeholders across the world;

Establishing high quality standards and guidance for other types of assurance services

on both financial and non-financial matters;

Establishing high quality standards and guidance for other related services;

Establishing high quality standards for quality control covering the scope of services
addressed by the IAASB; and

Publishing other pronouncements on auditing and assurance matters, thereby
advancing public understanding of the roles and responsibility of professional auditors
and assurance service providers.

(5*1 = 5 MARKS)
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