Chapter 3 Professional Ethics
Answer 1

(a)

The analytical procedures to be applied as part of risk assessment procedures at the planning stage are for the following purposes:

(1)
To understand the client’s business and industry in order to assess the client’s business risk.

(2)
To understand the client’s classes of transactions and account balances.

(3)
To indicate aspects of the entity of which the auditor was unaware and will assist in assessing the risks of material misstatement, in particular risks of material misstatement due to fraud in order to determine nature, timing and extent of further audit procedures.

(4)
To identify financial statement accounts that are likely to contain errors.

(5)
To provide an indication of the company’s performance by comparing client’s ratios to ratios of industry or competitors.

(6)
To identify areas of increased risk of misstatements that may require further attention during the audit where unusual changes in ratios compared to prior years or industry average.

(7)
To identify areas of specific risk by comparing the liquidity and activity ratios with prior years.

(8)
To allocate more resources for investigation of areas of high risk of material misstatement.

(9)
To help identify the existence of unusual transactions or events, and amounts, ratios, and trends that might indicate matters that have audit implications.

(b)

Analytical procedures are the evaluations of financial statements made by a study of comparison of recorded amount to expectation developed by the auditor.

Auditors compare client’s account balances or ratios with:

1.
industry data, e.g. industry average

2.
prior period data, e.g. account balance, total balance and ratios

3.
auditor-determined expected results

4.
client-determined expected results

5.
expected non-financial data

(c)

Independence requires independence in mind and independence in appearance.

Independence of mind

The state of mind that permits the provision of an opinion without being affected by influences that compromise professional judgment, allowing an individual to act with integrity, and exercise objectivity and professional skepticism.
Independence in appearance

The avoidance of facts and circumstances that are so significant that a reasonable and informed third party, having knowledge of all relevant information, including safeguards applied, would reasonably conclude a firm's, or a member of the assurance team's, integrity, objectivity or professional skepticism had been compromised.
It is importance for an auditor to maintain objectivity which means not to allow bias, conflict of interest or undue influence of others to override professional judgments.
(d)

The close relationship between Mary and the accounting manager of NWL creates the familiarity threat.
Familiarity threat is the threat that due to a long or close relationship with a client or employer, a professional accountant will be too sympathetic to their interests or too accepting of their work.

The familiarity threat created would be so significant that the safeguard available to eliminate the threat or reduce it to an acceptable level is to remove Mary from the assurance team.
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