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QUESTION ONE: COMPULSORY (30 MARKS)

a) Describe two issues of concern in any case study relating to auditing of cash

(4 marks)

b) Explain 2 types of skills that one can learn from case study learning method (4 marks)

c) Describe the independence of an auditor in the context of independence in appearance

and independence in fact (4 marks)

d) Discuss three factors that courts of law take into account to determine materiality of

financial misrepresentation of financial accounts in a criminal case against accountants of

a publicly listed firm (6 marks)

e) Explain three issues relating to internal control environment and the responsibility of an

external auditor (6 marks)

f) Discuss three key issues addressed by the Sarbanes-Oxley Act (2002) (6 marks)

QUESTION TWO

a) Explain the responsibility of accountants (to third parties) in financial reporting in view

of the courts finding on the famous Ultramares-Touch Case and matters of negligence

(6 marks)

b) Discuss three ways in which management of a company can be found guilty of

obstruction of justice in the context of financial reporting and auditing of their company’s

accounts. (6 marks)

c) Briefly explain the following terminology in the context of auditing:

i) Civil liability (2 marks)

ii) Foreseeability (2 marks)
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iii) Control risk (2 marks)

iv) Audit planning (2 marks)

QUESTION THREE

a) Discuss three examples of situations where an auditor may be found criminally liable (in

view of its revenue contracts) under Section 46 of the Kenya Companies Act

(6 marks)

b) Describe three legal issues associated with the auditing of WorldCom and the

responsibility that its auditors (Arthur Andersen) subsequently faced out of the financial

impropriety that was associated with the firm (6 marks)

c) The issue of working papers and the objective of altering them emerged in the E & Y

Partner in the audit of NextCard, Inc.

i) In view of the above case study, explain the importance of working papers in

confirming that the audit was done correctly (4 marks)

ii) Describe what an auditor would accomplish by altering working papers

(4 marks)

QUESTION FOUR

a) Describe three key issues associated with the JEB Fasteners Case particularly on matters

of foreseeability and manipulation of financial statement elements (6 marks)

b) Explain three roles of a company’s board of directors in financial reporting for external

users of financial statements (6 marks)

c) Corporate governance became a major concern for corporate entities following the

collapse of Enron in year 2002. In view of this, describe the professional malpractices
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engaged in by the firm’s auditors and top management leading to its bankruptcy

(8 marks)
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