Question one
It is important to recognize that audit sampling may be constructed on a non-statistical basis. If the auditors use statistical sampling, probability theory will be used to determine sample size and random selection methods to ensure each item or 1 in value of the population has the same chance of selection. Non-statistical sampling is more subjective than statistical sampling, typically using haphazard selection methods and placing no reliance upon probability theory. However, in certain circumstances statistical sampling techniques may be difficult to use. The auditors will review the circumstances of each audit before deciding whether to use statistical or non-statistical sampling.
REQUIRED.
a) Discuss three situations where the auditor would be unlikely to use audit sampling technique. (9mks)
b) Describe the factors which the auditors should consider when determining the size of a sample.(10mks)
c) Describe to what extent statistical sampling enhances the quality of the audit evidence.(6mks)
SECTION B
Question two.
Recently the central bank of Kenya issued a guideline to banks and non-banking financial institutions advising them to consider setting up audit committees.
You are required;
a) The purpose and objectives of an audit committee.       (3mks)
b) Composition of the audit committee                                      (2mks)
c) Responsibilities of an audit committee.                                (6mks)
d) The relationship between the audit committee and the external auditor.(2mks)
e) The relationship between the audit committee and the board of directors. (2mks)
Question three
Describe the following as regard auditing of financial institutions.
a) Distinction between internal and external audit.(5mks)
b) Limitations of audit.                                                (5mks)
c) Benefits of an audit                                                   (5mks)
Question four
When verifying assets the auditor will often have to rely on external confirmation of the assets by third parties.
a)  Indicate the major items which may need to be verified in this way. Who would be responsible for making the confirmation?(8mks)
b) What points should the auditor consider when seeking to rely on third party verification?   (7mks) 
Question five
Describe the following giving their meaning and importance as used in auditing.
a) Audit evidence              (5mks)
b) [bookmark: _GoBack]Third party  evidence  (5mks)
c) Specialist evidence       (5mks)
