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ATD LEVEL III 
 

PRINCIPLES OF AUDITING 
 
THURSDAY: 22 August 2024. Afternoon Paper.  Time Allowed: 2 hours. 

This paper consists of fifty (50) Multiple Choice Questions. Answer ALL questions by indicating the letter             
(A, B, C or D) that represents the correct answer. Each question is allocated two (2) marks. Do NOT write anything 
on this paper. 

1. Which one of the following documents does NOT form part of the financial statements subjected to an audit? 
A. The statement of financial position 
B. The statement of profit and loss 
C. The fixed assets valuation report 
D. The cash flow statement (2 marks) 

 
2. The auditor may NOT consider _________________when determining the audit fee. 

A. time to be spent during the audit, the nature of tasks and size 
B. the level of responsibility or members of engagement team involved 
C. type of contract entered into whether fixed or variable depending on the task carried 
D. number of years the client expects the auditor to provide the audit services (2 marks)   

 
3. Which one of the following is the correct list of the fundamental principles of ethics? 

A. Integrity, objectivity, professional competence and due care, professional behaviour and confidentiality 
B. Integrity, objectivity, skepticism, professional behaviour and due care and confidentiality 
C. Integrity, discipline, objectivity, professional competence and due care and confidentiality 
D. Integrity, consistency, objectivity, competence and due care, professional behaviour, confidentiality                                                                          

 (2 marks) 
4. Identify TWO elements that form part of an assurance engagement. 

(i) A three-party relationship            
(ii) Suitable criteria 
(iii) Determination of materiality       
(iv) An engagement letter 
 

A. (i) and (ii)  
B. (i) and (iii)  
C. (ii) and (iii)  
D. (i) and (iv)  (2 marks) 
 

5. When gaining an understanding of the specific business operations of an audit client, which one of the following 
matters would an auditor need to consider? 
A. Acquisition or disposal of client business activities 
B. Products and services and market of the clients business 
C. Accounting principles and industry specific practice relevant to clients business 
D. Leasing of property plant and equipment for use in the client business (2 marks) 

 
6. Which one of the following types of audit evidence is considered most reliable? 

A. Oral representations made by management 
B. Documentary evidence obtained from external sources 
C. Documentary evidence prepared by the entity 
D. Inquiry of the client’s internal audit staff  (2 marks)    
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7. As part of the review stage of an audit, the auditor will consider subsequent events. Up to what date does the 
auditor have an active responsibility to perform procedures designed to identify subsequent events? 
A. The reporting date 
B. The date of issue of the financial statements 
C. The date of the approval of the financial statements 
D. The date of the auditor’s report (2 marks) 

 
8. What is the purpose of using analytical procedures during an audit?  

A. To test the operational effectiveness of internal controls 
B. To assess the risk of material misstatement 
C. To obtain direct evidence about account balances 
D. To identify possible areas of misstatement (2 marks)    
 

9. All work carried out by the external auditors should be documented in their working papers regardless of whether 
it relates to an interim or a final audit. Which one of the following statements is NOT a valid reason for 
producing audit documentation? 
A. It ensures that the auditors cannot be sued for negligence 
B. It enables senior team members to direct supervise and review the audit work 
C. It provides evidence for the basis of key conclusions 
D. It enables quality control reviews to be performed (2 marks) 
 

10. Which one of the following statements is TRUE regarding materiality in accordance with International Standards 
on Auditing (ISA) 320, “Materiality in planning and performing an audit”? 
A. Performance materiality is set at a lower level than materiality for financial statements 
B. The most appropriate measure of materiality is 1% to 2% of revenue 
C. Performance materiality is set at a higher level than materiality for the financial statements 
D. Materiality levels are the same for all amounts in the financial statements (2 marks) 
 

11. The auditors of Kivulini Co. believe that trade receivables are materially misstated because some amounts appear 
to be irrecoverable. The directors have refused to adjust the financial statements. 
 
What form of audit opinion should the auditor give? 
A. A qualified opinion on the basis of material misstatement 
B. A qualified opinion on the basis of recoverability of the debts 
C. An unmodified opinion on the basis of recoverability of the debts 
D. An adverse opinion on the basis of a material misstatement (2 marks) 

 
12. Which one of the following would NOT be expected to achieve an acceptable audit risk? 

A. High inherent risk, high control risk, low amount of audit work 
B. Low inherent risk, low control risk, high detection risk 
C. High inherent risk, high control risk, low detection risk 
D. Low inherent risk, low control risk, high amount of audit work (2 marks) 

 
13. Which one of the following audit procedures would provide the most reliable evidence about the existence of a 

company’s fixed assets? 
A. Inquiry of management 
B. Recalculation of depreciation 
C. Inspection of the assets 
D. Review of the fixed asset ledger                                                                                                     (2 marks) 

 
14. Which one of the following standards requires that the auditor plans the audit to provide reasonable assurance that 

the financial statements are free of material misstatement? 
A. General Standard 
B. Standards of Fieldwork 
C. Reporting Standards 
D. Quality Control Standards (2 marks)    

 
15. What is the term used to describe the probability that a material misstatement could occur and not be detected by 

the client's internal controls? 
A. Detection Risk 
B. Inherent Risk 
C. Control Risk 
D. Audit Risk                                                                                                                                     (2 marks) 

Kas
ne

bn
ot

es
.co

.ke



        AD34 Page 3 
                                                                                                               Out of 6 
 

16. What should an auditor consider when evaluating the sufficiency of audit evidence? 
A. Relevance and reliability 
B. Cost of obtaining the evidence 
C. Timeliness of the evidence 
D. Quantity of the evidence alone                                                                                                        (2 marks) 

 
17. Which one of the following statements would NOT be considered as an inherent limitation of internal controls? 

A. Collusion among employees 
B. Management override of controls 
C. Cost-benefit considerations 
D. Detailed procedures for transaction recording (2 marks)    

 
18. In which phase of the audit would an auditor be most likely to perform substantive procedures? 

A. Planning phase 
B. Interim phase 
C. Fieldwork phase 
D. Reporting phase (2 marks)    

 
19. Which one of the following documents describes the nature, timing and extent of the audit procedures to be 

performed? 
A. Engagement Letter 
B. Audit Plan 
C. Audit Report 
D. Management representation letter (2 marks)    

 
20. The following are types of audit evidence, EXCEPT _______________________. 

A. Observations 
B. Confirmations 
C. Ratios 
D. Recalculations (2 marks)    

 
21. Which one of the following activities is NOT a step in the audit process? 

A. Planning the audit 
B. Testing and evaluating controls 
C. Reporting on the audit 
D. Providing management services (2 marks)    

 
22. Which one of the following audit procedures would be most appropriate for testing the completeness assertion for 

accounts payable? 
A. Testing and evaluating controls 
B. Inspecting receiving reports for goods received before year-end 
C. Recalculating invoices 
D. Examining canceled checks (2 marks)    
 

23. What is the purpose of an audit trail? 
A. To facilitate the auditor’s understanding of internal controls 
B. To provide evidence supporting the amounts recorded in the financial statements 
C. To serve as a primary source of audit evidence 
D. To document the auditor’s conclusion about the financial statements (2 marks)    
 

24. Which one of the following types of audit reports is issued when the financial statements are free of material 
misstatement? 
A. Qualified opinion 
B. Adverse opinion 
C. Disclaimer of opinion 
D. Unqualified opinion (2 marks)    

 
25. When is an auditor required to communicate significant deficiencies and material weaknesses in internal control 

to those charged with governance? 
A. Immediately upon discovery 
B. At the end of the audit 
C. During the interim audit phase 
D. During audit planning process (2 marks)    
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26. What is the primary objective of compliance audits? 
A. To verify the accuracy of financial statements 
B. To ensure adherence to policies and procedures 
C. To detect fraud and other irregularities 
D. To evaluate the effectiveness of internal controls (2 marks)    

 
27. An auditor’s duty to verify whether loans and advances have been properly secured or not is referred to as 

________________. 
A. contractual duties 
B. statutory duties 
C. certain duties imposed by legal or court decisions 
D. duties arising out of professional etiquette  (2 marks) 

 
28. The auditor, in conducting the audit has the following rights, EXCEPT ______________________. 

A. a right of access at all times to the books, accounts and vouchers of the company 
B. the right to obtain from officers (including directors) of the company such explanations and information 

that is required 
C. the right to make a report to the members on their findings including failure on the part of the officers of 

the company to supply all information and explanations 
D. the right to recommend hiring and firing of accounting staff in the company where need for more 

efficiency and cooperation is detected (2 marks)    
 

29. Which one of the following statements is NOT a primary duty of the external auditor? 
A. To form an opinion as to whether the financial statements are true and fair 
B. To ensure the company has kept proper accounting records that agree with the financial statements. 
C. To detect and report on any frauds and errors in the financial statements. 
D. To ensure the financial statements comply with statutory and stock market regulations and that 

appropriate accounting policies have been applied consistently (2 marks)    
 

30. Inherent risk and control risk differ from detection risk in that inherent risk and control risk are 
___________________. 
A. elements of audit risk while detection risk is not 
B. functions of the client and its environment while detection risk is not 
C. changed at the auditor’s discretion while detection risk is not 
D. considered at the individual account- balance detection risk is not (2 marks)    

 
31. In designing written audit programs, an auditor should establish specific audit objectives that relate primarily to 

the _____________________. 
A. financial statement assertions 
B. cost – benefit of gathering evidence 
C. selected audit techniques 
D. timing of audit procedures (2 marks)    

 
32. Which one the following statements explains the term “Internal audit”? 

A. Audit undertaken to ascertain truth and fairness of state of affairs 
B. Audit of the financial statements of an entity in order to demonstrate conformity with quality systems 
C. Audit undertaken by employees of organisation to check financial irregularities 
D. Audit by an independent auditor to improve internal affairs (2 marks)   

  
33. The first auditor of a company will hold office ________________________. 

A. for a period of one year 
B. until a statutory meeting is held 
C. until the conclusion of the first annual general meeting 
D. until a new auditor is appointed (2 marks)    

 
34. Capital profit implies profit earned ____________________. 

A. from sale of non-current assets 
B. through business transactions 
C. from other sources of capital 
D. from sale of current assets (2 marks)    
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35. The evaluation of a company’s performance against planned goals to its community is known as _____________. 
A. cost audit 
B. social audit 
C. management audit 
D. tax audit (2 marks)    

 
36. Final audit is also known as ____________________. 

A. periodical audit 
B. standard audit 
C. efficient audit 
D. operational audit (2 marks)    

 
37. Internal peer review is __________________________. 

A. done by the audit engagement team internally 
B. where an independent partner who did not participate in the audit is called upon to review the working 

papers 
C. done to determine whether an audit organisation’s quality control system is suitably designed and is in 

place and operating effectively             
D. an independent review of audit firm auditing an accounting practice                           (2 marks) 
 

38. The following are source of audit evidence, EXCEPT ___________________. 
A. accounting systems and underlying documents 
B. tangible assets 
C. management and employees 
D. financial statements                                                                                                            (2 marks) 

 
39. The following are reasons for using computer assisted audit techniques (CAATs), EXCEPT ________________. 

A. lack of a visible paper trail may require the use of CAATs in compliance and substantive procedures 
B. ensuring audit findings and conclusions are supported by appropriate analysis and interpretation  
C. need to increase audit quality and comply with auditing standards 
D. CAATs cannot be manipulated by audit staff because they are more reliable than manual systems                                                                                                                                                              

 (2 marks) 
40. An embedded audit facility is also known as _______________________. 

A. resident audit software 
B. generalised audit software 
C. testing software  
D. audit software        (2 marks)    

 
41. Which one of the following entities is required by law to perform an audit? 

A. Limited liability partnership 
B. Non-governmental entity 
C. Sole proprietorship 
D. Public Limited Company (2 marks)    

 
42. The following are techniques of ascertaining the existence of internal controls, EXCEPT _________________. 

A. Observation of client’s procedures 
B. Inspection of documents 
C. Use of internal control evaluation questionnaire 
D. Evaluating risk assessment strategy (2 marks)    

 
43. Which one of the following factors CANNOT expose an auditor to criminal liability?  

A. Breach of the duty of care 
B. Allowing his/her name to be used on financial statements he/she never audited 
C. Assisting the management to commit a fraud 
D. Continuing holding office knowing well that he/she is not qualified to hold office (2 marks)    

 
44. Which one of the following strategies would be a criterion for selecting debtors for sampling? 

A. Debtors with debit balances 
B. Debtors with credit balances 
C. Immaterial debtors 
D. Familiar debtors (2 marks)    
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45. Which one of the following activities is NOT a procedure that can be performed using audit software?      
A. Stock taking 
B. Sample selection 
C. Analytical review procedures 
D. Testing violations of system limits (2 marks) 

 
46. What is the main purpose of an auditor’s report?                                                                 

A. It marks the conclusion of the audit 
B. It determines if too much money was given to an organisation 
C. It can be used in a court of law 
D. It enables the auditor to communicate the audit opinion on the financial statements (2 marks) 
 

47. What does the term “audit documentation” refer to? 
A. The financial statements being audited 
B. The records and work-papers of the auditor 
C. The engagement letter and audit plan 
D. The client’s internal documents (2 marks)    

 
48. Which one of the following activities is an example of a substantive procedure? 

A. Reviewing the client’s documentation of internal controls 
B. Observing the client’s physical inventory count 
C. Inspecting documents for evidence of authorisation 
D. Confirming accounts receivable with customers (2 marks) 

 
49. Which one of the following measures is NOT an access control?                                                            

A. Data encryption 
B. Biometric keys 
C. Passwords  
D. Hash totals  (2 marks)    

 
50. Auditors report consist of the following elements, EXCEPT________________. 

A. auditors qualification 
B. date of the report 
C. auditor’s address 
D. auditor’s signature                                                                                                                        (2 marks) 

 
……………………………………………………………………………….. 
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ATD LEVEL III 

PRINCIPLES OF AUDITING 

THURSDAY: 25 April 2024. Afternoon Paper.  Time Allowed: 2 hours. 

This paper is made up of fifty (50) Multiple Choice Questions. Answer ALL questions by indicating the letter 
(A, B, C or D) that represents the correct answer. Each question is allocated two (2) marks. Do NOT write anything 
on this paper. 

1. Which one of the following statements BEST explains the primary objective of auditing?
A. To examine books of account and vouchers of a business and form an opinion
B. To detect fraud and errors and report to the management
C. To prepare books of account from vouchers of a business
D. To express an opinion on whether the financial statements give a true and fair view (2 marks) 

2. What does the term “true” mean in auditing?
A. The information in the financial statements is free from misstatements
B. The information in the financial statement has been prepared correctly
C. The information in the financial statements is free from errors
D. Errors and fraud may not be detected from the financial statements (2 marks) 

3. Which one of the following parties is an internal user of audited financial statements?
A. Investors
B. Owners
C. Creditors
D. Debtors (2 marks) 

4. Which one of the following is a classification of audit according to the method of approach?
A. Continuous audits
B. Statutory audits
C. Private audits
D. General audits (2 marks) 

5. In which of the following situations is the auditor NOT required to deliver a written statement of circumstances?
A. If the auditor proposes to issue a modified auditors report
B. If the auditor resigns before expiry of their term of office
C. If the auditor is removed from office
D. If the auditor does not seek reappointment at the next annual general meeting for any reason (2 marks)

6. Which one of the following statements is an advantage of continuous audit?
A. Errors and fraud are discovered early and corrective action taken
B. It facilitates completion of final audit as part of the company’s financial periods
C. The audit will provide a feedback to the management regarding the procedures not followed
D. The type of audit is cheap to the client because of the long hours audit staff take (2 marks) 

7. What is the main responsibility of management with regards to the financial statements?
A. To employ external auditors to handle management accounts
B. To examine and audit financial statements
C. To report to shareholder’s fraud committed by staff
D. To prepare and present the financial statements (2 marks) 
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8. Which of the following parties is ineligible to appoint an external auditor? 
A. Directors 
B. Shareholders 
C. Senior management 
D. Registrar of companies (2 marks) 
 

9. Choose one of the following reason that may cause the removal of an auditor from office? 
A. Disqualification by the Companies Act 
B. Qualification of audit report 
C. Resignation 
D. Failure of the auditor to detect errors and fraud     (2 marks)                                                                                                  
 

10. Letter of internal weakness is also referred to as ________________________. 
A. Management letter 
B. Letter of engagement  
C. Appointment letter 
D. Letter of representation  (2 marks) 
 

11. The other name for teeming and lading is ________________________. 
A. Fraud that involve money and items 
B. Delayed accounting 
C. Misappropriation  
D. Misapplication of accounting funds (2 marks) 
 

12. Which one of the following errors might affect the balancing of a trial balance?  
A. Errors of principle 
B. Casting errors 
C. Errors of omission 
D. Compensating errors (2 marks) 
 

13. The following are primary purpose of the risk assessment procedures in an audit EXCEPT _________________. 
A. Confirming specific account balances 
B. Identifying areas of potential fraud 
C. Testing internal controls 
D. Confirming the correctness of the financial statements (2 marks)  
 

14. Which one of the following statements is NOT a purpose of audit working papers? 
A. To coordinate audit examination 
B. To support the financial statements 
C. To assist in preparation of the audit report 
D. To provide evidence of the audit work done (2 marks) 
 

15. In the context of audit evidence, which one of the following is considered the most reliable? 
A. Oral representations 
B. Documentary evidence 
C. Observation evidence 
D. Analytical procedures (2 marks) 
 

16. Who among the following persons can appoint an auditor of a listed company if no auditor is appointed at the 
annual general meeting? 
A. The registrar of companies 
B. The directors  
C. The shareholders 
D. The investors (2 marks) 
                                                                                                                                              

17. Which one of the following is an inherent limitation of internal control? 
A. Lack of segregation of duties 
B. Inadequate documentation 
C. Human error 
D. Poor management oversight (2 marks) 
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18. What is the primary purpose of the work programme in an audit? 

A. Detailing the audit team’s schedule 
B. Providing evidence for every audit procedure 
C. Summarising financial statement amounts 
D. Documenting the planned audit approach (2 marks) 
 

19. What is the primary purpose of the going concern assumption in auditing? 
A. Confirming the accuracy of financial statements 
B. Assessing the entity’s ability to continue operating 
C. Evaluating internal control effectiveness 
D. Detecting fraudulent activities (2 marks) 
 

20. Which one of the following is NOT a type of audit opinion? 
A. Disclaimer opinion 
B. Adverse opinion 
C. Expressed opinion 
D. Unqualified opinion (2 marks) 
 

21. The following are a component of audit risk EXCEPT ________________________. 
A. Control risk 
B. Detection risk 
C. Default risk 
D. Inherent risk  (2 marks) 
 

22. Which one of the following statements is NOT an objective of an audit? 
A. To independently examine books of account and express an opinion 
B. To state whether proper books of account and vouchers of the business are maintained 
C. To prevent errors and frauds from occurring 
D. To issue an audit report (2 marks) 
 

23. In the context of internal control, what is segregation of duties? 
A. Rotating employees through different roles 
B. Assigning different responsibilities to different individuals 
C. Combining incompatible functions to enhance efficiency 
D. Documenting all business processes (2 marks) 
 

24. Which of the following statements is NOT correct in relation to the audit opinion? The audit opinion is reached 
after ___________________________. 
A. Extensive materiality assessment has been performed 
B. Extensive testing of controls and substantive tests on transactions and balances for validity   accuracy and 

completeness of recording 
C. Extensive verification procedures have been performed to test for existence, ownership, valuation 

presentation and disclosure of items in the financial statements 
D. Extensive review of whether the financial statements comply with applicable accounting standards and 

legal requirements (2 marks) 
 

25. The following are some of the functions of the Institute of Public Accountants of Kenya (ICPAK), EXCEPT 
________________________. 
A. Establishing continuing professional development for its members 
B. Setting ethical requirements of its members 
C. Finding and allocating audit and assurance clients to its members 
D. Providing thought leadership on matters of finance and accounting in Kenya (2 marks) 
 

26. Which of the following matters might an auditor consider when gaining an understanding of the specific business 
operations of an audit client?  
A. Acquisition or disposal of client business activities 
B. Products and services and market of the client’s business 
C. Accounting principles and industry specific practice relevant to client’s business 
D. Leasing of property plant and equipment for use in the client business (2 marks) 
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27. The financial statements of TLC Co. have been prepared on the going concern basis, but the auditor believes that 
there is no realistic chance of the company surviving for more than a few months. The note refers to the going 
concern matters, but the directors refuse to change the basis on which the financial statements have been prepared. 
Which of the following correctly describe the auditor’s report? 
A. An unmodified opinion and a separate section headed ‘material uncertainty related to going concern’ 
B. A qualified opinion 
C. An adverse opinion 
D. Disclaimer of opinion (2 marks) 
 

28. The audit work has been planned on the basis that internal controls are expected to be effective. However, the 
planned tests of controls show that this is not infact the case and the controls cannot be relied on. 
Which of the following TWO actions taken together could amount to the appropriate audit response? 
(i) Modifying the audit plan to test controls more thoroughly. 
(ii) Continue with audit work as planned. 
(iii) Inform management about the internal control’s deficiencies. 
(iv) Modify the audit plan to adopt a substantive approach. 
A. (i) and (ii) 
B. (ii) and (iv) 
C. (i) and (iii) 
D. (iii) and (iv) (2 marks) 
 

29. Audit procedures performed by the auditor will reduce which of the following risks? 
A. Inherent risk and control risk 
B. Control risk only 
C. Inherent risk, control risk and detection risk 
D. Detection risk only  (2 marks) 
 

30. Audit procedures on credit notes issued by a company shortly after its year end would be an appropriate response 
to which of the following assessed risks? 
A. Occurrence of sales 
B. Completeness of cash 
C. Completeness of sales 
D. Existence of inventory  (2 marks) 
 

31. An irregularity is a general term referring to _____________________ and ______________________. 
A. Risk and fraud 
B. Errors and fraud 
C. Errors and risks 
D. Risks and misstatements (2 marks) 
                                                                                                                                                                           

32. Which of the following is NOT an example of documents that an auditor should maintain? 
A. Audit programs  
B. Issues memoranda 
C. Letters of confirmation and representation 
D. Clients vouchers and source documents (2 marks) 
                                                                                                                                                                       

33. ________________________ is the measure of the quantity of audit evidence which is meant to eliminate any 
element of doubt. 
A. Validity  
B. Relevance 
C. Reliability 
D. Sufficiency (2 marks) 
                                                                                                                                                                    

34. ________________________ are controls which relate to the environment within which computer-based 
accounting systems are developed, maintained and operated with an aim of providing reasonable assurance that 
the overall objectives of internal controls are achieved. 
A. Application controls 
B. General controls 
C. Access controls 
D. Input controls (2 marks) 
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35. Which one of the following statements is NOT an advantage of using computer-assisted audit techniques 
(CAATs)? 
A. CAATs allow auditors to save time and test more items 
B. Auditors may require the client’s permission to use CAATs 
C. CAATs enable auditors more freedom with their work and focus on critical areas 
D. CAATs let auditors collect more evidence and form better opinions regarding their clients (2 marks) 
                                                                                                                           

36. Which of the following statements is TRUE about an interim audit? 
A. Interim audits culminate in the auditor issuing an audit opinion 
B. Interim audits are carried out by entities that are authorised to declare and issue dividends at the end of                                    
 the year 
C. Interim audits result to higher costs compared to continuous audits 
D. Interim audits do not require intense planning (2 marks) 
                                                                                                                                                                 

37. The following are benefits of an audit to a partnership EXCEPT________________________. 
A. It helps partners to settle their accounts and hence minimise disputes 
B. It ensures that the partnership business is run in compliance with the Company’s Act 
C. It enhances the credibility of financial statements hence they can be used to obtain loans from financial                             
 statements 
D. Valuable advice is given to the partners on how to run an efficient business (2 marks) 
                                                                                                                                                                 

38. ________________________ is the process of assessing a client to establish whether an audit firm can form a 
long term relationship with the client. 
A. Engagement process 
B. Client acceptance 
C. Client screening 
D. Planning process (2 marks) 
                                                                                                                                                                

39. What is the appropriate response if a prospective client does not give permission to a proposed new auditor to 
communicate with the existing or predecessor auditor? 
A. Decline the appointment 
B. Attempt to find out the information by other means and then decide on whether to accept or decline the 

appointment 
C. Accept the appointment anyway as communication is only a matter of professional courtesy 
D. Contact the existing auditor anyway (2 marks) 
 

40. The auditors becomes aware after the financial statements with unmodified audit opinion have been issued to 
members that they contain a material misstatement.  The appropriate action the auditor should take is 
________________________. 
A. No action is needed because the audit has been complete 
B. Seek legal advice 
C. Discuss how management intends to address the matter 
D. Carry out procedures on the necessary amendments (2 marks) 
 

41. A review of invoices received and paid shortly after the year end will provide evidence about the completeness of  
A. Prepayments and expenses 
B. Expenses and cash 
C. Prepayments and accruals 
D. Expenses and accruals (2 marks) 
                                                                                                                                                                             

42. With regard to audit risk, which one of the following statements is INCORRECT? 
A. Audit risk includes the risk that material errors will occur 
B. The risk that the client system of internal control will not prevent or detect such errors 
C. The risk that the client system of control will detect errors and fraud 
D. The risk that any remaining material errors will not be detected by the auditor (2 marks) 
 

43. The extent of reliance that the auditor places on the results of analytical procedures depends on 
________________________. 
A. The materiality of the items involved 
B. The financial statements prepared by management 
C. The work of the internal auditor 
D. The materials of items purchased for resale (2 marks) 
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44. Computer assisted audit techniques (CAATs) may be used in performing the following audit procedures 
EXCEPT ________________________. 
A. Analytical review procedures 
B. Compliance tests of general controls 
C. Posting and reviewing transaction 
D. Compliance tests of application control (2 marks) 
 

45. Computer programs used by the auditor to interrogate a client’s computer files are called? 
A. Audit packages 
B. Audit software 
C. Computer assisted audit techniques (CAATs) 
D. Audit quick books (2 marks) 
 

46. Which assertion is concerned with whether transactions are recorded in the correct accounting period? 
A. Existence 
B. Completeness 
C. Cut-off 
D. Rights and obligations (2 marks) 
 

47. The following are elements of an internal control system EXCEPT ________________________. 
A. Control activities 
B. Segregation of duties 
C. Information system                              
D. Risk assessment process (2 marks) 
 

48. _________________________ is a formulation of strategies that auditors adopt in the conduct of their audit. 
A. Audit programme 
B. Audit documentation  
C. Audit report 
D. Audit plan (2 marks) 
 

49. Which one of the following statements identifies a fraud and makes the most appropriate recommendation to 
prevent it? 
A. Lapping- ensuring that cashiers do not have access to the debtor’s records 
B. Window dressing- regular counting of inventory 
C. Ghost workers- immediate banking of cash collected 
D. Fictitious purchases- installing CCTV cameras (2 marks) 
 

50. A list of assets, liabilities and equity can be found in which of the following statement? 
A. Statement of profit or loss 
B. Statement of cash flows 
C. Statement of financial position 
D. Statement of equity (2 marks) 

 
……………………………………………………………………………….. 
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ATD LEVEL III 
 

PRINCIPLES OF AUDITING 
 
TUESDAY: 5 December 2023.  Afternoon Paper. Time Allowed: 3 hours. 
 
Answer ALL questions. Marks allocated to each question are shown at the end of the question. Do NOT write anything 
on this paper. 

 
QUESTION ONE 
(a) Identify FIVE advantages of undertaking an audit exercise by an organisation. (5 marks) 

(b) It is the responsibility of the directors of a company to prepare financial statements that are presented to the 
shareholders upon the completion of the audit process. 
 
Required: 
Apart from shareholders, describe FOUR other users of audited financial statements. (4 marks) 
 

(c) Explain the following components of audit risks: 
 
(i) Control risks. (2 marks) 

 
(ii) Detective risks. (2 marks) 

 
(iii) Inherent risks. (2 marks) 
 

(d) The directors of Tuliko Company Ltd. have approached you with the intentions of appointing your firm as their 
auditors for the next financial year. They have not given any reason for their desire to replace the current auditor 
except that they criticise his quality of work and feel that they are not getting value for their money. 
 
Required: 
Analyse FIVE reasons why you should communicate with the previous auditor before accepting the new 
appointment from the directors of Tuliko Company Ltd. (5 marks) 

                                                                                                                 (Total: 20 marks) 
 

QUESTION TWO 
(a) An audit software refers to a computer program developed to assist auditors in the conduct of their audit work. 

 
Required: 
Describe FOUR types of software that the auditor may use in obtaining audit evidence to support his conclusions in 
the audit of a computerised accounting system. (8 marks) 
 

(b) An internal control system is essential to every form of business. It is crucial to an effective financial accounting 
system and helps the auditor in assessing risk of material misstatement in the financial statements. The auditor has a 
responsibility to test the existence and effectiveness of the internal control system as part of the audit process. 
 
Required: 
Discuss THREE methods that the auditor might use in order to ascertain that the internal control system of a client 
is working. (6 marks) 
 

(c) List SIX advantages of audit working papers. (6 marks) 
   (Total: 20 marks) 
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QUESTION THREE 
(a) Explain THREE types of audit opinions. (6 marks) 

 
(b) Discuss THREE types of errors that are likely to be committed during the preparation of financial statements of an 

organisation. (6 marks) 
 

(c) (i) Define the term “interim audit”. (2 marks) 
 
(ii) Anita Jones is one of the directors of Bestfoods Ltd., a company that you audit. Anita does not find the 

need to conduct an interim audit. She states that, it is only a way of increasing audit fees and that it adds no 
value to the company. 

 
Required: 
Explain to Anita Jones THREE benefits that Bestfoods Ltd. will enjoy from carrying out an interim audit. (6 marks) 

                                                                                                                         (Total: 20 marks) 
 
QUESTION FOUR 
(a) Highlight FOUR factors that could increase the detection of risk in the course of auditing. (4 marks) 

 
(b) Explain FOUR methods that an auditor could use in gathering audit evidence. (8 marks) 

 
(c) Working papers are the record of the work done by the auditor. However, they do not contain everything that the 

auditor does. The content and form of the working papers are dependent on the auditor’s judgement. 
 

Required: 
Enumerate FIVE factors that could guide the auditor in deciding the content and nature of his working papers.           
  (5 marks) 
 

(d) Outline THREE components of an internal control system. (3 marks) 
                                                                                                                      (Total: 20 marks)  
 
QUESTION FIVE 
(a) (i) Explain the term “money laundering”. (2 marks) 

 
(ii) Describe THREE stages in a money laundering scheme. (6 marks) 
 

(b) Explain SIX rights of an auditor. (12 marks) 
                                                                                                             (Total: 20 marks) 

…………………………………………………………………… 
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ATD LEVEL III 
 

PRINCIPLES OF AUDITING 
 
TUESDAY: 22 August 2023.  Afternoon Paper. Time Allowed: 3 hours. 
 
Answer ALL questions. Marks allocated to each question are shown at the end of the question. Do NOT write 
anything on this paper. 

 
QUESTION ONE 
(a) Explain the meaning of the following terms in relation to auditing in a computerised environment: 

 
(i) Audit trail.   (2 marks) 
 
(ii) Auditing around the computer.                (2 marks) 
 
(iii) Auditing through the computer.  (2 marks) 

 
(b) Define the following terms as used in Computer Assisted Audit Techniques (CAATs): 

 
(i) Test data.   (2 marks) 
 
(ii) Audit software.                (2 marks) 
 

(c) Describe SIX internal control procedures for a sales unit in an organisation. (6 marks) 
 

(d) Explain FOUR ways in which an auditor’s independence might be threatened. (4 marks) 
                                                                                                                 (Total: 20 marks) 

 
QUESTION TWO 
(a) List SIX contents of an audit note book.              (6 marks) 

 
(b) Outline SIX benefits that would accrue to the auditor for using computerised accounting systems.          (6 marks) 

 
(c) Evaluate FOUR benefits that might accrue to the Internal Audit Department of an organisation for working 

closely with the external auditors.  (8 marks) 
   (Total: 20 marks) 
 

QUESTION THREE 
(a) Your audit team has decided to adopt statistical sampling in analysing audit data for a construction company.   

 
Summarise THREE advantages of using statistical sampling technique in auditing. (6 marks) 
 

(b) Highlight FOUR factors that might cast doubt on the going concern of a company. (4 marks) 
 

(c) Analyse THREE ways in which an auditor might minimise risk during an audit. (6 marks) 
 

(d) Explain TWO reasons why an auditor is required to attend a client’s annual stock take. (4 marks) 
                                                                                                                         (Total: 20 marks) 
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QUESTION FOUR 
(a) In relation to components of auditor’s report, describe THREE responsibilities of the directors of a company in 

relation to the accounting function.   (6 marks) 
 
(b) Explain THREE benefits of undertaking an interim audit to the auditor. (6 marks)  

   
(c) Highlight FOUR challenges that an auditor might encounter in the development and implementation of audit 

plans.                                                    (4 marks) 
 

(d) Enumerate FOUR reasons why debtor circularisation is an important source of audit evidence.  (4 marks) 
                                                                                                                      (Total: 20 marks)  
 
QUESTION FIVE 
(a) Explain THREE reasons why the concept of professional independence of the auditor is important.     (6 marks) 

 
(b) Discuss FOUR differences between “auditing” and “accounting”.                   (8 marks) 

 
(c) You are an audit trainee in XYZ Ltd. 

 
Required: 
Explain SIX control measures that you would recommend to the management of the company to adopt so as to 
minimise incidences of fraud.          (6 marks) 

                                                                                                             (Total: 20 marks) 
…………………………………………………………………… 
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ATD LEVEL III 
 

PRINCIPLES OF AUDITING 
 
TUESDAY: 25 April 2023. Afternoon Paper. Time Allowed: 3 hours. 
 

Answer ALL questions. Marks allocated to each question are shown at the end of the question. Do NOT write 
anything on this paper. 

 
QUESTION ONE 
(a) During the planning of an audit for Jikaze Ltd., who is your new client, the Audit Supervisor emphasised for 

more time to be allocated in peer reviewing of the audit working papers to ensure that the audit findings are well 
supported by sufficient audit evidence.  
 
Required: 
(i) Explain FIVE objectives of undertaking peer review.   (5 marks) 
 
(ii) Propose FIVE reasons for maintaining good audit working papers.                (5 marks)  
 

(b) You are the Audit Manager for Hesabu Audit Firm (CPA-K). Directors of SKL Ltd have appointed your firm as 
their new auditors to take over in the upcoming financial year. The directors are of the opinion that the current 
auditors do not give value for money audit.  
 
Required: 
Describe THREE ethical matters you might take into consideration before your firm could accept the 
appointment as auditors of SKL Ltd.  (6 marks) 

 
(c) Enumerate FOUR factors that professional accountants might consider in deciding whether to disclose 

confidential information in the course of an audit.                              (4 marks) 
                                                                                                                 (Total: 20 marks) 

 
QUESTION TWO 
Your internal audit department is in the process of installing an audit software that would assist in continuously analysing 
the huge data generated by the business operations within the organisation. The Head of Internal Audit has requested you 
to prepare a checklist of suitable access controls that the developers could ensure are installed in the organiation audit 
software. 
 
Required: 
(a) Recommend FIVE suitable access controls for the audit software.              (10 marks) 

(b) Highlight SIX contents of a current audit file.                                                (6 marks) 
 

(c) State FOUR criteria which disqualifies a person from acting as the external auditor of a company.                                                                                    
   (4 marks)  

 (Total: 20marks) 
QUESTION THREE 
(a) Amani Ltd. is a company that supplies pharmaceutical products. The company has been your client for the last 

five years. The company recently transited from the manual operations to computerised work environment. This 
has also initiated changes in the audit process through usage of Computer Assisted Audit Techniques (CAATs). 

 
Required: 
(i) Explain FOUR advantages of adopting Computer Assisted Audit Techniques (CAATs) in auditing.                 

   (4 marks) 

(ii) Propose FIVE factors to consider when using Computer Assisted Audit Techniques (CAATs). 
                                                                                                                                   (5 marks) 
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(b) Your firm has recently recruited a team of new auditors under a Graduate Trainee Program. As part of induction, 
you are required to train them on reliability of audit evidence. 
 

 Required:  
(i) Present to the team THREE factors that might influence the level of reliability of audit evidence. 

        (6 marks)             

(ii) Highlight FIVE duties of an external auditor.              (5 marks) 
                                                                                                                         (Total: 20 marks) 

 
QUESTION FOUR 
(a) Jackie and Paul Associates, a recently established audit firm, has many new clients. The Senior Auditor has 

appointed you to lead an audit assignment on one of these new clients. 
 
Required: 
Discuss SIX audit procedures you could undertake when planning the audit for a new client.                  (6 marks) 

 
(b) You have been appointed as the first auditor of ABC Ltd. In the process of gaining understanding of the business 

of the company, you have realised that the company has a weak internal control system. 
    

Required: 
Analyse FOUR actions you might take when an internal control system is identified as weak. (4 marks) 
 

(c) Evaluate SIX benefits that could accrue to a partnership business upon conducting a statutory audit.   (6 marks) 
  
(d) State FOUR fundamental principles that auditors are required to adhere to in the course of their audit work.                                                                                     

 (4 marks) 
                                                                                                                      (Total: 20 marks)  
QUESTION FIVE 
(a) Discuss TWO reasons why it is important to obtain a good understanding of the client’s industry and external 

environment.                             (4 marks) 
 

(b) Explain FOUR advantages of planning in the conduct of an audit.                   (4 marks) 
 

(c) Describe SIX internal control procedures for a purchasing unit of an organisation.          (12 marks) 
                                                                                                             (Total: 20 marks) 

…………………………………………………………………… 
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ATD LEVEL III 
 

PRINCIPLES OF AUDITING 
 
TUESDAY: 6 December 2022. Afternoon Paper. Time Allowed: 3 hours. 
 
Answer ALL questions.  Marks allocated to each question are shown at the end of the question. Do NOT write 
anything on this paper. 

 
QUESTION ONE 
(a) During an induction programme to the new auditors, the Audit Senior emphasised on the need for confidentiality 

of the auditors in execution of their duties.  
 
Required: 
(i) Define the principle of confidentiality. (2 marks) 

 
(ii) Enumerate FOUR circumstances where professional accountants could be required to disclose 

confidential information. (4 marks) 
 

(b) Explain the following types of audit evidence: 
 
(i) Physical examination. (2 marks) 

 
(ii) Documentary. (2 marks) 

 
(iii) Oral. (2 marks) 
 

(c) Describe FOUR limitations of audit. (8 marks) 
  (Total: 20 marks) 

 
QUESTION TWO 
(a) Analyse SIX internal control systems that a company should have in place to prevent and detect errors. (6 marks) 

 
(b) Your firm has been appointed as the auditor for ABC Ltd. that deals with the manufacturing of plastic products. 

The Audit Manager has assigned you a task of verification of inventory in the warehouse. 
 
Required: 
(i) Identify FOUR audit objectives that you would seek to achieve in verification of the inventory.(4 marks) 

 
(ii) Suggest SIX challenges you are likely to encounter in verification of the inventory. (6 marks) 
 

(c) During an audit assignment in a computerised environment, Ann Muhithe suggested the use of dummy testing 
instead of live data testing. 
 
Required: 

 Summarise FOUR disadvantages of adopting dummy testing. (4 marks) 
 (Total: 20 marks) 
 

QUESTION THREE 
(a) (i) Differentiate between “current audit file” and “permanent audit file”.  (2 marks) 

 

(ii) List SIX contents of a permanent audit file. (6 marks) 
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(b) You are at your initial stages of your auditing career. The Audit Manager has presented to you a draft audit 
report for familiarisation. You realise the usage of the terms “True and fair view” being repeatedly mentioned 
under the opinion section of the audit report. 
 
Required: 
Explain FOUR circumstances under which the auditor would indicate that the financial statements present a true 
and fair view of the financial performance and position of the company. (4 marks) 

 
(c) ISA 210: Agreeing the terms of engagements provides guidance on the content of engagement letters and deals 

with the auditor’s responsibilities in agreeing with the terms of the audit engagement with management.  
 
Required: 
(i) Highlight FOUR purposes of an engagement letter. (4 marks) 

 
(ii) Enumerate FOUR matters that ought to be included in the engagement letter. (4 marks) 
  (Total: 20 marks) 

 
QUESTION FOUR 
(a) State FIVE disadvantages of an audit programme. (5 marks) 

 
(b) Name FIVE precautionary measures that could help to overcome the limitations of an audit programme. 

 (5 marks) 
 

(c) In the context of an audit, explain FIVE differences between an error and a fraud. (10 marks) 
   (Total: 20 marks) 
 
 
QUESTION FIVE 
(a) A system of controls does not provide absolute assurance that the control objectives of an organisation 

will be met. Instead, there are several inherent limitations in any system that reduce the level of assurance.  
 
Required: 
Explain FOUR inherent limitations of Internal Control. (8 marks) 
 

(b) Analyse SIX duties of an Auditor. (12 marks) 
  (Total: 20 marks) 
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ATD LEVEL III 
 

PILOT PAPER 
 

PRINCIPLES OF AUDITING 
 

December 2021.  Time Allowed: 3 hours. 

Answer ALL questions. Marks allocated to each question are shown at the end of the question. 

QUESTION ONE 
(a) (i) Explain five ethical threats which might affect the independence of auditors. (10 marks) 

 
(ii) For each threat in (a) (i) above, suggest what the accountancy profession can do to ensure auditors 

remain independent in the course of the audit. (5 marks) 

(b) Describe five benefits that might accrue to an organisation by having their accounts subjected to an audit.  
 (5 marks) 

(Total: 20 marks) 
QUESTION TWO 
You are working in an audit firm as an assistant, your firm has been offered the appointment to audit an agri-business. 
The client has six agri-business centers and all these centers are using Quick Books accounting system. 
 

Required: 
(a) Discuss five factors which might influence your decision on whether to accept the appointment. (10 marks) 

(b) Describe four steps your firm should take before accepting the appointment. (4 marks) 

(c) State three rights and three duties of an auditor. (6 marks) 
  (Total: 20 marks) 
QUESTION THREE 
(a) Define the term “internal control system”. (2 marks) 

(b) ISA 315 “Identifying and Assessing the Risks of Material Misstatement through Understanding the Entity and 
its Environment” requires auditors to obtain an understanding of information systems and control activities 
relevant to the audit. Control activities are the policies and procedures which help ensure that management 
directives are carried out. 

Required: 
(i) Describe four characteristics of a good information system as a component of internal control system.

 (8 marks) 

(ii) Describe four different types of control activities and for each type, provide an example of a control a 
company may implement.  (8 marks) 

(iii) List two components of business risk. (2 marks) 
  (Total: 20 marks) 

 

QUESTION FOUR 
(a) Distinguish between “materiality” and “performance materiality”. (4 marks) 

(b) With reference to ISA 700 “Forming an Opinion and Reporting on Financial Statements”, explain the information 
contained in the paragraph headed “auditor’s responsibility for financial statement”. (6 marks) 

(c) List six elements of the auditor’s report. (6 marks) 

(d) During the cause the audit, you discover that a company had valued their closing stock using LIFO and the 
amounts involved are considered to be material. 

 Required: 
 Explain the type of opinion you could express on this company’s financial statements. (4 marks) 

        (Total: 20 marks) 
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QUESTION FIVE 
(a) Describe the steps that an auditor should perform in undertaking a positive receivables circularisation for a 

company. (4 marks) 

(b) Describe substantive procedures, other than a receivable circularisation, the auditor could perform to verify each 
of the following assertions in relation to account receivables: 

(i) Accuracy, valuation and allocation. (3 marks) 

(ii) Completeness. (3 marks) 

(iii) Rights and obligations. (3 marks) 

(c) Describe the substantive procedures the auditor should perform to obtain sufficient and appropriate audit 
evidence in respect of year end accrual for income tax payable by a limited liability company. (7 marks) 

(Total: 20 marks) 
…………………………………………………………………….. 
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ATD LEVEL III 
 

PRINCIPLES OF AUDITING 
 
TUESDAY: 2 August 2022. Afternoon paper. Time Allowed: 3 hours. 
 
Answer ALL questions.  Marks allocated to each question are shown at the end of the question. Do NOT write 
anything on this paper. 

 
QUESTION ONE 
(a) Explain three factors that have contributed to the growth of internal audit function in modern organisations. 

  (6 marks) 
 

(b) Mazao Enterprises Ltd. manufactures and sells horticultural pesticides. The management has requested your firm 
to carry out an assessment of its internal control systems. 
 
Required: 
Describe five factors you would consider when determining the adequacy of the internal control system of the 
company. (10 marks) 
 

(c) During an audit planning exercise, you have been assigned a role of an engagement partner. 
 
Required: 
In reviewing of the audit work performed by the audit team, propose four matters you would focus on. (4 marks) 
  (Total: 20 marks) 

 
QUESTION TWO 
(a) Describe the five matters that need to be disclosed in the auditor’s report as per the requirements of the 

Company’s Act. (5 marks) 
 

(b) Highlight six factors to consider when assessing the reliability of internal control system in a computerised 
information system. (6 marks) 
 

(c) Sweetpools Ltd. is in the process of automating its internal audit function. The company intends to install a 
Generalised Audit Software (GAS) from a local software firm. 
 
Required: 
Identify four functionalities that would be supported by the Generalised Audit Software (GAS) in the internal 
audit function of the company. (4 marks) 
 

(d) During a directors meeting of ABC Ltd., it was resolved that the Internal Audit department adopts the Risk Audit 
Model in subsequent audit assignments. 
 
Required: 
(i) Explain the term “Risk Audit Model” as used in internal auditing. (1 mark) 

 
(ii) Highlight four advantages of adopting a Risk Audit Model in internal auditing. (4 marks) 

 (Total: 20 marks) 
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QUESTION THREE 
(a) In relation to auditor’s report, describe three contents of each of the following components of the auditor’s 

report: 
 

(i) Auditor’s opinion. (3 marks) 
 

(ii) Basis for opinion. (3 marks) 
 

(b) Explain the following terms in relation to Computer Assisted Audit Techniques (CAATs): 
 
(i) Embedded Audit Module. (2 marks) 

 
(ii) Integrated Test Facility. (2 marks) 

 
(iii) Program Code Analysis. (2 marks) 

 
(c) Propose two circumstances that may result to fraudulent financial reporting. (4 marks) 

 
(d) List four benefits that accrue to an organisation as a result of being audited. (4 marks) 

  (Total: 20 marks) 
 
QUESTION FOUR 
(a) You have been appointed by your audit team leader to undertake a verification of property, plant and equipment 

as indicated in the clients statement of financial position. 
 
Required: 
Suggest four methods of assets valuation you would deploy to ascertain the accuracy of the value of the property, 
plant and equipment indicated in the statement of financial position. (8 marks) 
 

(b) (i)  With reference to gathering audit evidence, distinguish between “positive confirmation” and “negative 
confirmation”. (4 marks) 
 

 (ii) Your firm has recently recruited a team of new auditors directly from tertiary institutions under 
Graduate Trainee program. 

 
  As part of induction, you are required to train them on reliability of audit evidence and audit procedures 

of gathering audit evidence. 
 
  Required: 
  Describe to the new team four audit procedures that can be deployed in gathering audit evidence. 
   (8 marks) 
   (Total: 20 marks) 
QUESTION FIVE 
(a) Explain three provisions of the Companies Act in relation to appointment of auditors. (6 marks) 

 
(b) Summarise three similarities between “internal audit” and “external audit”. (6 marks) 

 
(c) In the course of an audit assignment, an auditor might come across certain errors and frauds. 

 
With reference to the above statement: 
 
(i) Highlight four such types of errors. (4 marks) 

 
(ii) Enumerate four types of frauds. (4 marks) 
  (Total: 20 marks) 

…………………………………………………………………… 
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