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Topic : Nature, Objective and Scope of Audit, Risk Assessment and
Internal Control, & Audit Report

Answer No. 1

B (1 Mark)
A (1 Mark)
D (1 Mark)
4. D (1 Mark)
D (2 Marks)
6. C (2 Marks)
7. A (2 Marks)

Answer No. 2

(A)
Objectives of Internal Control

Internal control over safeguarding of assets against unauthorised acquisition, use, or
disposition may include controls relating to both financial reporting and operations
objectives. The auditor’s consideration of such controls is generally limited to those relevant
to the reliability of financial reporting. For example, use of access controls, such as
passwords, that limit access to the data and programs that process cash disbursements may
be relevant to a financial statement audit. Conversely, safeguarding controls relating to
operations objectives, such as controls to prevent the excessive use of materials in
production, generally are not relevant to a financial statement audit.

Objectives of Internal Control are :

(i) transactions are executed in accordance with managements general or specific
authorization;

(ii)all transactions are promptly recorded in the correct amount in the appropriate accounts
and in the accounting period in which executed so as to permit preparation of financial
information within a framework of recognized accounting policies and practices and
relevant statutory requirements, if any, and to maintain accountability for assets;

(iii) assets are safeguarded from unauthorised access, use or disposition; and

(iv) the recorded assets are compared with the existing assets at reasonable intervals and
appropriate action is taken with regard to any differences.
(5 Marks)

(B)

Emphasis of Matter paragraph — A paragraph included in the auditor’s report that refers to a
matter appropriately presented or disclosed in the financial statements that, in the auditor’s
judgment, is of such importance that it is fundamental to users’ understanding of the financial
statements.

Emphasis of Matter Paragraphs in the Auditor’s Report

If the auditor considers it necessary to draw users’ attention to a matter presented or disclosed in
the financial statements that, in the auditor’s judgment, is of such importance that it is
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fundamental to users’ understanding of the financial statements, the auditor shall include an
Emphasis of Matter paragraph in the auditor’s report provided:

(@) The auditor would not be required to modify the opinion in accordance with SA 705
(Revised) as a result of the matter; and

(b)  When SA 701 applies, the matter has not been determined to be a key audit matter to be
communicated in the auditor’s report.

Separate section for Emphasis of Matter paragraph
When the auditor includes an Emphasis of Matter paragraph in the auditor’s report, the auditor
shall:

(@) Include the paragraph within a separate section of the auditor’s report with an appropriate
heading that includes the term “Emphasis of Matter”;

Include in the paragraph a clear reference to the matter being emphasized and to where
relevant disclosures that fully describe the matter can be found in the financial statements.
The paragraph shall refer only to information presented or disclosed in the financial
statements; and

(c) Indicate that the auditor’s opinion is not modified in respect of the matter emphasized.
(5 Marks)

Answer No. 3

(A)

Identification of Significant Risks: SA 315 “ldentifying and Assessing the Risk of Material
Misstatement through understanding the Entity and its Environment” defines ‘significant risk’ as
an identified and assessed risk of material misstatement that, in the auditor’s judgment, requires
special audit consideration.

As part of the risk assessment, the auditor shall determine whether any of the risks identified
are, in the auditor’s judgment, a significant risk. In exercising this judgment, the auditor shall
exclude the effects of identified controls related to the risk.

In exercising judgment as to which risks are significant risks, the auditor shall consider at least
the following-

(i) Whether the risk is a risk of fraud;

(ii) Whether the risk is related to recent significant economic, accounting or other
developments like changes in regulatory environment etc. and therefore requires specific
attention;

(iii) The complexity of transactions;
(iv) Whether the risk involves significant transactions with related parties;

(v) The degree of subjectivity in the measurement of financial information related to the risk,
especially those measurements involving a wide range of measurement uncertainty; and

Whether the risk involves significant transactions that are outside the normal course of
business for the entity or that otherwise appear to be unusual.

(6 Marks)
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(B)

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.

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 beindependent.

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.

(4 Marks)

Answer No. 4

(A)

Basis for Opinion: The auditor’s report shall include a section, directly following the Opinion
section, with the heading “Basis for Opinion”,that:

(a) States that the audit was conducted in accordance with Standards on Auditing;

(b) Refers to the section of the auditor’s report that describes the auditor’s responsibilities
under the SAs;

(c) Includes a statement that the auditor is independent of the entity in accordance with the
relevant ethical requirements relating to the audit and has fulfilled the auditor’s other
ethical responsibilities in accordance with these requirements.

States whether the auditor believes that the audit evidence the auditor has obtained is

sufficient and appropriate to provide a basis for the auditor’s opinion.
(4 Marks)

(B)

Other Matters that Affect the Limitations of an Audit: In the case of certain subject matters,
limitations on the auditor’s ability to detect material misstatements are particularly significant.
Such assertions or subject matters include:

Fraud, particularly fraud involving senior management or collusion

The existence and completeness of related party relationships and transactions.
The occurrence of non-compliance with laws and regulations.

Future events or conditions that may cause an entity to cease to continue as a

going concern.
(3 Marks)
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(€)

Ethical Requirements Relating to an Audit of Financial Statements: The auditor shall comply with
relevant ethical requirements, including those pertaining to independence, relating to financial
statement audit engagements. Relevant ethical requirements ordinarily comprise the Code of
Ethics for Professional Accountants (IESBA Code) related to an audit of financial statements.

The Code establishes the following as the fundamental principles of professional ethics relevant

to the auditor when conducting an audit of financial statements :
(@) Integrity;
(b) Obijectivity;
(c) Professional competence and due care;
(d) Confidentiality; and

(e) Professional behavior.

(3 Marks)
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