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HBC 2207: PRINCIPLES OF AUDITING          
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INSTRUCTIONS: Answer question one and any other two questions 
 

QUESTION ONE (30 MARKS) 

On 31st May 2014 the board of directors of Mamo ltd did approach Mr. Oloo and Associates 
who are practising firm accountants to make an interim audit of the company for the half year 
period ending 30th June 2014.  However, Mr. Ole Lenku, the company Chief Executive 
Officer feels that an interim audit is not necessary and is a waste of scarce company resources 
but the board was for the view that since the company intended to raise additional capital 
through floatation of new shares issue, an interim review of the company was important.  Ole 
Lenku thereafter agreed for the interim audit other than for risk based audit which he 
preferred.  

 
Required:  

a) i) Explain clearly differences between interim audit and risk based audits.  (3 marks)  
ii) How is an interim audit different from final audit? Explain.    (3 marks) 
  

b) Briefly discuss the likely benefits that would accrue to Mamo ltd and to the auditor from 
interim audit as proposed by the board of directors.     ( 6 marks)  

c) Explain with clear highlights the duties and responsibilities of directors with regard to Mamo 
Ltd accounts and financial statements.       (6 marks)  

d) Highlight some of the limitations of interim audits and reports.    (3 marks)  
e) Discuss the duties and responsibilities of external auditors with regard to company accounts 

and financial statements.         (9 marks)  
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QUESTION TWO  
 
The modern approach to auditing is first to evaluate the enterprises system of internal 
controls.  Examine it and ascertain the degree of its effective functionality in safeguarding 
assets.  

 
Required;  

a)  Explain clearly and in details the meaning of internal controls.   (3 marks)  
b) Highlight the need for internal controls in a business enterprise.  (5 marks)  
c) Discuss the essentials of good internal controls system.   (6 marks)  
d) Explain the measures that a bank can take to protect customer deposits from thefts and losses. 

           (6 marks)  
 
QUESTION THREE (20 MARKS)  

 
Paul and Pauline operates a cyber cafe partnership and a digital training school for elementary 
computer skills.  They have approached Faulu-Kenya Microfinance for additional business 
finance of shs.2,000,000 of which their personal assets can secure the loan.  However, Faulu-
Kenya credit manger was categorical that unless they provide audited accounts and financial 
statements for the last three years of business operations, no credit will be given to their 
business.  

 
Required;  

 

a) Explain with clear highlights why it is important for business accounts and financial 
statements to be audited.        (7 marks)  

b) Highlight the challenges that auditors may face when auditing business enterprises such as 
partnerships.         (6 marks)  

c) Explain the other likely users of audited accounts and financial statements and reasons behind 
their use of this information.       (4 marks)  

d) Clearly differentiate auditing from accounting.     (3 marks)  
 

QUESTION FOUR (20 MARKS)  
 
a) Discuss any four features that you would expect an information system auditor to find helpful 

in standard audit software.       (6 marks)  
b) Explain the terms working papers as used in auditing.    (2 marks)  
c) Explain four ways in which computer assisted auditing techniques can be used for fraud 

detection.          (6 marks)  
 

 
 
 



 
QUESTION FIVE (20 marks)  
 

a) Discuss five audit objectives that an auditor may have when auditing purchases and 
procurements of goods and services by a state corporation.   (8 marks)  

b) Explain the audit techniques or procedures the auditor is likely to use to enable him or her 
form an audit opinion with regard to purchases and procurement in (a) above.  (6 marks)  

c) Identify and highlight five situations where auditors have to rely on the work experts when 
evaluating and reviewing procurements of goods and services in an organization.   (6 marks)  
 


