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1. Whilst there is a difference between the roles of internal auditors and external 
auditors, they often operate on similar fields and liaise on various matters.  

    
Required: 

 

(a) (i) Mention  four activities of an internal audit function.     4 Marks 

 

(ii) State the objectives and scope of an external auditor auditing the 
financial statements of a limited liability company.                  2 Marks 

 
(iii) State the extent to which an internal auditor is expected to detect fraud.  

      3 Marks  

 

(iv) Describe the steps an external auditor would take with regards to 

detection of fraud.                         3 Marks 
 

(b) Explain four matters that external auditors should consider when evaluating 

and testing the work carried out by internal auditors with a view to relying on it 
to reduce their own work.           8 Marks 

(TOTAL: 20 MARKS) 

 

2. The auditing guideline on planning, controlling and recording states that the auditor 
should adequately record his work.  
 

Required: 

 

(a) (i) Define the term ‘audit evidence’.        2 Marks 

(ii) State what it comprises.                    2 Marks 

 

(b) Your firm of public accountants has appointed you to carry out an in-house 
training on the subject of audit evidence and you have been requested to 

address the issue of how an auditor may obtain audit evidence.   
 

Required: 

 
(i) State four procedures that an auditor should follow to obtain audit 

evidence.           8 Marks 
           

(ii) For each procedure in (i) above, provide one example of its use during 
the course of an audit, stating clearly in each example the purpose of 
carrying out the procedure.         8 Marks  

   (TOTAL: 20 MARKS) 
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3. You are the auditor for a large wholesale chain of stores that operates in all major 
cities of Malawi.  The chain sells quite a considerable amount of its goods on credit to 

customers with excellent credit rating.  You are carrying out the final audit in March 
2013 of its accounts for the year ended 31 December 2012.  You carried out an interim 

audit in October 2012 and it showed that there was a good system of internal control 
in the sales system and no serious errors were found in the audit tests.  The company’s 
ledger is maintained on the computer that produces at the end of each month a list of 

transactions, an aged debtors listing and open statements that are sent to customers.  
 

 Required: 

 
(a) State the main objectives of a debtors circularization and briefly explain why 

none of the client’s employees should have any influence on the selection of 
the debtors to be circularized.         4 Marks 

                
(b) Describe any eight audit tests that you, as an auditor, would carry out to verify 

trade debtors at the year end.                                         8 Marks 

 
(c) Describe the substantive audit work that you would carry out on the following 

replies to a debtors circularization: 
 

(i) balance agreed by the debtor;          2 Marks 

(ii) balance not agreed by the debtor;         2 Marks 

(iii) debtor not able to confirm the balance because of his poor record  
 keeping;             2 Marks 

 

(iv) debtor does not reply to circularization.        2 Marks 

 8 Marks 

      (TOTAL : 20 MARKS) 

 

4. The staff partner of your audit firm who is in charge of training conducts monthly 

sessions on various audit matters for all members of staff including new employees 
and some of the topics discussed are audit reports, substantive procedures and internal 

control. 
 

Required: 

 
(a) Describe the circumstances in which each of the following should be expressed 

in an auditor’s report: 
 

(i) Qualified opinion;          2 Marks 

(ii) Disclaimer of opinion;                    2 Marks 

(ii) Adverse opinion.          2 Marks 
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(b) State four factors that determine the extent of reliance that auditors may place 
on analytical procedures to reduce detection risk.         8 Marks 

 
(c) Explain the nature and purpose of a letter on internal control, and state when 

and to whom it should be issued.                    6 Marks 
      (TOTAL: 20 MARKS) 

 

5. Professional independence is a concept fundamental to the accountancy profession.  
There are various legislative and professional rules that govern this. Virtually all 

practising accountancy firms implement control procedures to minimize the risk of an 
occurrence that might result in their independence being impaired. 

 

 Required: 

 

(a) Define the term ‘auditor’s professional independence’.      2 Marks   
 
(b) Give four reasons why auditor’s independence is important.     8 Marks 

 
(c) Briefly explain four practices which have a detrimental effect on the 

independence of auditors.                                8 Marks 

 

(d) Mention two steps that audit firms should take to mitigate the threats in (c), 

above.                                              2 Marks 
(TOTAL : 20 MARKS) 

 

6. Donde Ltd runs a supermarket store that has 100 employees on its payroll.  Some of its 
members of staff are paid on hourly basis.  The firm has a reasonably sized 

administration and accounts department with appropriate segregation of duties, 
supervisory controls and authorization levels throughout the various accounting 

functions. 
 
 Your firm is auditing the financial statements for the year ended 31 March 2013.  You 

have been assigned to audit wages and your team consists of an inexperienced audit 
clerk.  Donde Ltd pays all employees on a weekly basis and uses a computerized 

payroll system to process wages prior to making payments direct into the employees’ 
bank accounts. 

 

 You, as team leader, have been entrusted with the responsibility of explaining to the 
inexperienced audit clerk who does not understand that there are several recognized 

methods that an auditor may adopt when selecting a sample of items to be tested from 
a population. 

 

 Required: 

 

(a) State the advantage of statistical sampling.                     2 Marks 
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(b) Define the following terms as applied to audit sampling methods: 
 

(i) Random selection;          2 Marks 

(ii) Haphazard selection;          3 Marks 

(iii) Systematic selection.         3 Marks

   

(c) State five tests of control that you should carry out in connection with the 
 audit of the reported wages costs in the financial statements of Donde  

Limited for the year ended 31 March 2013.                    10 Marks 

 (TOTAL : 20 MARKS) 

 

7. Database management systems (DBMS) are normally designed for use in real time 
environment and enable element of data to be accessed by different programs.  The 

data is normally only stored once and may be accessible to all users that require it.  
This poses some principal control problems to organizations that use DBMS.  

 

Required: 
 

(a) (i) State five control measures that should be put in place to prevent or  
  detect unauthorized changes to programs in the DBMS.      5 Marks 

                    

(ii) State six controls that would prevent or detect errors during operation 
of the system.           6 Marks 

 
(b) State four controls that should be put in place to ensure the integrity of the 

database system.                                                                  4 Marks 

 
(c) Define  the following terms: 

 
(i) Embedded audit facilities;         2 Marks 

(ii) Test data;                                                                                      1 Mark 

(iii) Integrated test facility (ITF).                     2 Marks 

5 Marks 

      (TOTAL: 20 MARKS) 

 

 

E N D 


