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INSTRUCTIONS 
Answer Question ONE and other THREE questions. 


QUESTION ONE (25 marks compulsory)
In the course of the audit of ABC Stationers Ltd. for the year ended 30 June 2001, you have noted and recorded in the audit working papers, the following evidential matters:

1. Flowcharts of the company’s payroll prepared by your audit assistant backed up by tests of controls.
2. An oral statement by the production director that the expected working life of plant acquired during the year is ten years.
3. A letter to the managing director from the company’s bank manager indicating that the bank intends to extend overdraft facilities for a period of one year.
4. A list of items of inventory counted by a member of your audit team during observation of the company’s annual stock count.
5. A letter from a customer to your firm in reply to a confirmation request indicating agreement with the balance recorded in the books of ABC Stationers Ltd.

Required:
a) With respect to each matter listed above, explain its relevance to the overall audit objective of forming an opinion and reporting on the financial statements.   						(12 marks)
b) Explain your judgment on the reliability of the audit evidence obtained in five ways listed above.     						(13 marks)                                                                                          

QUESTION TWO
Working papers provide the audit evidence. They can be categorized into:
i. Auditors’ prepared working papers.
ii. Client’s schedules used as working papers.
iii. Audit programmes.
Working papers are then organized into files usually referred to as either current files of permanent files.

Required:
a) What details should each working paper which is prepared by an auditor indicate? 									(3 marks)
									
b) What details should each client schedule used as a working paper indicate? 
											(4 marks)
c) What details should an audit programme indicate? 	  		(4 marks)
d) With appropriate illustrations, differentiate the use and contents of a permanent file from a current file and write brief notes on the evidence that is provided by working papers. 					(4 marks)								 
	       (Total: 15 marks)

QUESTION THREE
The director of one of your growing clients have decided to create an internal audit function in their organizational structure. 
Required:
a) List and briefly describe the duties you would expect the internal audit staff to perform.      								(7 marks)
 
b) List and explain the criteria which you would consider before deciding to rely on the work of the internal audit function. 			(4 marks)	                                           	           
c) State the extent to which you, as an external auditor, can rely on the work of the internal audit function. 	                 		 		(4 marks)
                   (Total: 15 marks)

QUESTION FOUR
a) In the context of a computer based accounting system, explain the meaning of the following terms:
i) Application controls 							(3 marks)
ii) General controls	 							(3 marks)

b) State six examples of controls to prevent unauthorised changes to data files that you would expect to find in a new computer based accounting system 												 (5 marks)
c) A company wishes to change from an old computerised system to a new computer based accounting system. Explain how and why both systems should run parallel prior to the change over the new system	  (4 marks)
                                                                                                                  (Total: 15 marks)
QUESTION FIVE
(a) Describe the duties you would expect the internal audit staff to perform. 								(5 marks) 
(b) Explain the criteria you would consider before deciding to rely on the work of the internal audit function 				(5 marks)
(c) State the extent to which you, as the external auditor can rely on the work of the internal audit function 				(5 marks)
   (Total: 15 marks)
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