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QUESTION 1
SECTION A

1) The professional ethical matters that should have been resolved include:

a) Expectation in increased revenue from baby Wear Ltd

TP Case & Partners is only two years old and has little experience in the baby wear industry, especially on the manufacturing side.  With the expectation in increased revenue from baby Wear Ltd, it is possible that the firm may hasten to accept the engagement without considering its ability to perform.

b) Undue dependence on client
TP Case & Partners only has very few clients. It is therefore possible that revenue from Baby Wear may constitute more than 15% of its total revenue. According to professional requirements, recurring work paid by one client or group of connected clients should not exceed 15% of gross practice income as this constitutes a threat to independence. 
c) Directors under investigation – Baby Wear Ltd seems to be associated with negative publicity
Client screening is undertaken as part of the process of assessing a potential client before accepting appointment to ensure that the auditor is not associated with adverse publicity and related risk. Investigations of Directors suggest negative implications for Baby Wear Ltd that may in turn expose TP Case & Partners to adverse publicity.

d) Expected to answer queries from the Task Force
Information confidential to a client acquired in the course of professional work should not be disclosed except in the course of professional work should not be disclosed except where consent has been obtained from the client or where there is a public duty to disclose or where there is a legal or professional right or duty to disclose.  An accountant should therefore only act for a client on the understanding that the client will make full disclosure.

There is a risk here that unless proper caution is exercised, the firm may comprise its confidentiality obligations

e) Provision of financial advice to directors in their individual capacity
It is possible that some of the affairs of the Directors may have something to do with Baby Wear Ltd. It is therefore possible that conflict of interest can arise where there is a conflict of interest between what is in the best possible interest of the directors and Baby wear Ltd. In accordance with professional requirements, conflicts should, so far as possible, be avoided by not accepting any appointment or assignments in which conflict of interest seems likely to occur.
f) Possible causes for finished goods inventories being stated at net realisable value in the previous year:
Net realization value is the value that can reasonably be expected to be realized on the sale of the goods.  In other words, it is the selling price.  This may sometimes be as low as zero, but is usually higher than cost.
i) Goods have been damaged
There may be inventory that has been slightly damaged in transit or at the warehouse of factory that cannot be sold for the retail price. However, there may still be a market for these goods at a reduced price.  This reduced price may be lower than cost.

ii) Marketing strategy

It is possible that in competitive industry such as the clothing industry, the marketing department may have taken a decision to sell clothes at a loss for a specified period for various reasons, for example, to establish their brand, or to under-cut competitors. In this case, certain blocks of inventory might have a lower retail price than cost, so then the net realization value will be lower.

iii) Technological obsolescence
Inventory items may go out of fashion and unless sold at a relatively lower cost, may remain unsold.
iv) Low sales affected by falling demand and high inflation
Some items may remain in stock longer than usual, especially in times of economic downturn. A decision may be made to sell them at a lower price than cost to avoid incurring further losses due to inflation.

Inherent risk is part of the risk of material misstatement.  It is the risk that items will be misstated due to the characteristics of the item.  In some cases this may be the fact that the item is an estimate, or very important in the accounts or particularly complex. Reasons for high inherent risk associated with Baby Wear Ltd:

· The warehouse is located five miles away from the factory.  This increases the risk of there being goods not included in the account because they are in transit or loaded onto a lorry and forgotten about.
· There is a significant amount of inventory maintained at various third party premises, which may be spread around the country. The inventory at the retailers may come from various sources and they may not give an accurate return of the inventory that belongs to Baby Wear Ltd. This is also increases the risk that inventory will not be included in the account.
· There is a policy that unsold inventory is returned to Jeans Co. after three months when the price is then heavily discounted. This has two risks attached to it.  The first is that goods will be in transit on the date of the count and will therefore not be included.  The second is that the valuation may become complex if the discounted price drops below cost as inventory must be valued at the lower of cost and NRV.
g) Important tasks and purpose of carrying them out

	Item
	Tasks to undertake
	Purpose of undertaking it

	1
	Check the staff are following instructions. 
	Failure to follow the instructions may jeopardise the reliability of the count

	2
	Observe whether procedures for identifying damaged or obsolete inventory are working properly
	This is to ensure that items that are in poor condition are separately identified as they will need to be valued specially.  

	3
	Ask how inventory held at third parties is accounted for and checking there are returns from all retail outlets
	This is to ensure that all inventory are included in the count.

	4
	Observe whether there are appropriate controls in place over the movement of inventory during the inventory count, and make note of last goods in and out
	To ensure that inventory is not counted twice, or left out, and to facilitate cut off testing at the final audit.

	5
	Conclude whether the inventory count has been carried out properly and is reliable
	Because the auditor will rely on the inventory count as evidence and quantity of inventory as the basis fir valuation.


h) Mail opening

i) Reasons why two people should open mail 

This control is designed to ensure that all receipts are banked in company’s account.  This presence of two employees when mail is opened makes it unlikely that there will be theft of receipts, as this would require collusion between them.  Compilation of a list of receipts provides an agreed record which can be used as a check that receipts are not misappropriated before they are banked.  Neither of these people should be the cashier as this too would be a breakdown of internal control in terms of segregation of duties.

ii) Audit procedures. Audit tests on the opening of mail and the subsequent banking 
      of cheques might include the following:-
· Observation (by surprise) of the routine for opening mail and discussion with management and with the staff involved by the way in which it is conducted.  In particular, discuss routine in case of staff absences or holidays.

· Select a representative sample of listing of receipts and agree the amounts to the cash book, paying in slips and bank statements. Ensure that each day’s receipt are banked intact and promptly (i.e. that day to the next). Check that the banking appears on the bank statement within two working days. If there is any delay I should investigate as a teeming and lading fraud may be taking place.

· Compare receipts per listing with other evidence of the amount sent, for example customer remittance advice.

· Circularize a representative sample of customers.  This will provide evidence, among other things, that customer receipts are banked intact.

· Check the bank reconciliation performed during the year and ensure that there are no long- outstanding lodgements or unexplained differences.
i) Cash sales system
i) Weaknesses in system

i. The physical location of the dispatch department and the cashier are not mentioned here, but there are risks of the customer taking the goods without paying.  The customer should pay the cashier on the advice note and the return note for the goods, which should only be released on sight of the paid invoice.

ii. There is a failure in segregation of duties in allowing the cashier to both complete the sales invoice and receive the cash perpetrate a fraud by replacing the original invoice with one of lower value and keeping the difference.

iii. No one checks the invoices to make sure that the cashier has completed them correctly, for example by using the correct prices and performing calculations correctly.

iv. The completeness of the sequence of sales invoices cannot be checked unless they are pre-numbered sequentially and the presence of all the invoices is checked by another person.  The advice notes should also be pre-numbered sequentially.

v. There is also no check that the cashier banks all receipts, i.e. this is a further of weakness related to segregation of duties.

vi. If the sales department prepared and posted the invoices and also posted the cash for cash sales and sundry sales account, this would solve some of the internal control problems mentioned above.  In addition, the sales department could run a weekly check on the account to look for invoices for which no cash had been received.  These could then be investigated.  All of these weaknesses, and possible remedies, should be reported to management.

ii) Procedures to check that there is no material fraud or error. After confirming the cash sales system was operating as described (by walk through test) I would carry out the following tests in order to ensure that there was no material fraud or error in the operation.

a. Select a sample of advice notes issued to customer during the year. Trace the related sales and check that the details correlate (date, unit, amounts etc).  The customer should have signed for the goods and this copy should be retained by the dispatch department.

b. For the sales invoices discovered in the above test, I would check that the correct advice note number is recorded on the invoice, that the prices used are correct (by reference to the prevailing price list) and that the castings and cross – castings (i.e. arithmetic) are correct.

c. I will then trace the value of the sales invoices to the cash book and from the cash book check that total receipts for the day have been banked and appear promptly on the bank statement.

d. I would check that the sales invoices have been correctly posted to a cash book check that the total receipts for the day have been banked and appear promptly on the bank statement.

e.  Because of the weakness in the system I would carry out the following sequence checks on large blocks of advice notes/invoices, e.g. four blocks of 100 advice note/invoices.

f. Check all advice notes present; investigate those missing.

g. Check sales invoices raised for all advice notes.

h. Check all sales invoices in sequence have been used; investigate any missing.

i. Using the results of the above tests I would decide whether the systems for cash sales has operated without material fraud or error.  If I am not satisfied that it has then I will consider modifying my audit report on the grounds of limitation of scope.

SECTION B
2) Analytical review

a) Items that require investigation and the reason why they require investigation
(i) Liquidity 

It would seem that the liquidity position of the company has declined over the last year.  The ‘acid test’ ratio has reduced from 1.24: 1 (5,200,000: 4,200,000).  In the absence of more detailed information it is impossible to say just how serious this decline in the company’s liquidity position is likely to be.  The level of bank overdraft has gone up considerably and appears that a major part of the increase results from the increase in the inventory levels held, although this would need to be confirmed by other audit work.
(ii) Tangible non-current assets and capacity
It is obvious that the tangible non-current assets are a major item in the accounts and that the depreciation charged thereon is a material factor in the determination of profits and losses.  The revenue has increased in the current year by some 10% and there has also been an upturn in the level of inventory held, with finished goods inventory up by 12.5%.  If it transpires that a major part of these increases is the result of inflation, then especially given the decrease in the level of work progress, there may well be signs that the plant is not being worked at a full level of capacity.

If this is so, the auditors would need to review carefully management’s assessment of asset lives and whether the level of depreciation currently being charged is adequate.

(iii) Sales and receivables

Given that revenue has increased, the fact that receivables have declined seems to be worthy of further investigation.  The average number of days sales in receivables at the end of the current year is 63 days as compared with 74 days twelve months earlier.  The auditors should consider the possibility that receivables (and therefore possibly revenue as well) have been understated because of inadequate cut-off procedures (this could also have a bearing on the inventory figure) or that they might have been reduced as a result of significant level of bad debts.
(iv) Distribution costs
It might also be noted that distribution costs (which are clearly related to sales) are lower this year as a percentage of sales (11.8% compared to 12.5%) and the significance of this can only be seen after further investigations has taken place.

(v) Inventories
It is possible that the increase in raw materials inventory and the decrease in work progress are an indication of a reduction in the level of activity (see (ii) above), whilst the increase in the level of finished goods inventory may be the result sales falling short of budget. 
(vi) Gross profit

The gross profit rate has actually increased from 26.7% to 28.6%, possibly suggesting that increased selling prices have resulted in a lower volume of sales.  In this connection, the average number of times that finished inventory is turned over in the year has decreased from 4.7 times to 3.6 times.  The lower inventory turnover should also cause the auditors to consider mush more carefully the possibility of a provision for inventory obsolescence or deterioration being required.  

(b)
Audit queries for items under investigation:

(i)   Liquidity 

(1) Check the terms of the bank overdraft and ensure that they being compiled with, since if the bank were to call in the overdraft the company would be in a very difficult situation indeed.


(2) Enquire into the forecast overdraft requirements and the likelihood of the bank being prepared to continue providing the company with the borrowing facility it requires.

(ii) Tangible and non-current assets
(1) Test the calculation of depreciation charges to ensure that they are appropriate to the company’s circumstances.

(2) Enquire into the present and anticipated level of production capacity and consider the implication of a prolonged period of working at less than full capacity.

(iii)  Receivables 
(1) Consider the need circularize receivables at the year-end in order to provide some assurance that to the reliability of the receivables figure.
(2) Review the recoverability of the outstanding receivables by considering an aged analysis.

(iv) Inventory 
(1) Carry out tests on the inventory records and note carefully any slow moving items, giving careful consideration to their valuation.
(2) Carry out a full series of tests into the adequacy of the company’s cut-off procedures at the year end.

3) Materiality computation:
a) Possible  materiality figures:
	
	2009 (K’Million)
	2008

(K’Million)

	Tangible non-current assets (at net book value)
	22,350
	22,175

	Inventories :
Raw materials


                             Work in progress                   

                             Finished goods     
	   1,100

      400

   5,500
	   1,000

      500

   4,000

	Receivables
	   4,800
	   5,200

	Total assets
	 34,150
	 32,875

	Revenue
	28,000
	25,500

	Profit before tax
	  2,500
	  1,500


	Criteria for 2009
	Amount

K’million
	Range

0.5%
	Range

1%

	Revenue
	28,000
	140
	280

	Average materiality          

                                  
	K 210 million




	Criteria for 2009
	Amount

K’million
	Range

5%
	Range

10%

	Profit before tax
	2,500
	125
	250

	Average materiality          

                                  
	K 188 million




	Criteria for 2009
	Amount

K’million
	Range

1%
	Range

2%

	Total assets
	34,150
	341.5
	683

	Average materiality          

                                  
	K 512 million




b) Selection and justification of monetary planning materiality

The assessment of the cash sales system and the work undertaken under analytical procedures suggest a higher risk profile for Baby Wear Ltd. Accordingly a lower planning monetary figure should be recommended. Based on the above possible figures, K 188 million is suggested.
QUESTION 2

SECTION A

1) Profession ethical matters

a) Discussion and significance 

b) Recommended action

	ITEM
	(a)Professional ethical matter and significance
	(b) Recommended Action

	1
	Relationship between the senior audit manager and the managing director of ZIC: There exists a familiarity threat which is confirmed by the recent communication regarding the tender advertisement
	In the eyes of the public, this relationship would be perceived as being too “cosy’ and therefore pause serious questions relating to the objectivity of the senior manager. The senior manager should have nothing to do with this assignment. It would also help to discuss this matter with the managing director of ZIC

	2
	Quotation of lower fees: The quotation of lower than market rate fees may be perceived to comprise the quality of professional services or result in other services being overcharged.
	Where as lowballing is accepted, Gabman should take steps to ensure that the quality of work is not compromised and no attempt is made to increase fees unduly in future. Additionally, fees from the provision of other services should at the most be kept at market rates.

	3
	Provision of other services: Gabman Professional services will be expected and is expecting to provide other services in addition to the audit service. This is a matter that may threaten their independence.
	If it is acceptable that Gabman should provide other services, it will be necessary to ensure that this is separated from the audit function by involving completely separate teams and restricting such services to an advisory function as opposed to making executive decisions

	4
	Un-due dependence on client: ZIC will become one of the high profile clients and given the expected range of other services to be provide may contribute more than 15% of the annual fees for Gabman Professional Services 
	Gabman should review the impact of ZIC on its revenue. If a risk exists, Gabman should consider reducing on the level of other services. It is perhaps more prudent for Gabman to widen its client portfolio through acceptable marketing activities.

	5
	Insider dealing and management integrity: The integrity of the management director may be questionable for discussing such sensitive information with a third party.
	It may be advisable that a discussion is held with the managing director on the implications of such action. Further inquiries should be made to establish the integrity position of the managing director. This risk should be kept under on-going review.


Conclusion

The existence of the above mentioned professional ethical matters would seem to suggest a higher than normal risk for Gabman to accept this assignment. It is therefore recommended that unless Gabman can demonstrate that it can manage these risks to an acceptable level, the offer should be declined.

2) Commercial matters and selection criteria:

a) FIVE other commercial matters that should be considered before a firm must decide whether to participate in such a bid or not include:

i) The availability of Gabman’s resources to complete the engagement on time

ii) Need to use external experts

iii) Engagement economics – do the expected rewards outweigh the perceived costs/risk

iv) How much was the prior’s fee?

v) Is ZIC profitable and growing?

vi) What additional services would be sold?

b) Other reasons why Gabman may have been preferred. The tender document has implied the criteria to be used in selecting the audit firm:

i) Timeliness of delivery

The External Auditors would be required to perform the necessary audit work to enable them to express an audit opinion for 31st December 2009 in the financial statements of the ZIC Limited and its subsidiaries (in the ZIC group of companies) by end of February 2010.
ii) Originality and technical approach
The Auditor was required to include in their technical proposal their proposed methodology for doing the assignment, including any other technical information relevant to the provision of auditing services

iii) Range of other services

The objective of the tender was to identify, evaluate and appoint an Audit firm capable of performing the audit of the ZIC Group of Companies. This was to include other relevant consultancy services as may be required. The participating firms were also requested to provide details of technical departments (or equivalent departments) specialising in the tax, management consultancy as well as Information Systems Technology

iv) Ability to deliver

The Auditor was expected to amplify on ability to execute the proposed assignment, including detailed information on past and present similar auditing assignments executed or running.
v) Reputation and professionalism

The Zambia Insurance Corporation (ZIC) group of companies wishes to engage a well established and experienced audit firm to provide auditing services to ZIC Limited and its subsidiaries as part of the group good governance management. 

SECTION B
3) Acquisition of Damson Re-insure

a) Audit Evidence
(i) K2 billion profit on sale of property

Although the profit on sale of the property arises from ordinary activities, it needs to be separately identified (IAS 1) so that DRI’s current trading performance can be assessed (by ZIC and the bank).  It should be excluded from any trading results that are being extrapolated to provide figures for profit forecasts.  To include it would result in a distortion of sustainable profits.

DRI’s properties are being valued at historical costs in its financial statements (IAS 16).  ZIC should obtain an independent valuation of the properties before finalizing a purchase price for the acquisition of DRI.

The property sale could have been made to realise cash and so mitigate current cash flow difficulties.  The proposed sale of two more properties and outsourcing of warehousing may further improve the cash flow situation in the short-term.  However, outsourcing warehousing could place a further burden on cash flow if an agreement is entered into and no buyer can subsequently be found for the properties.

DRI’s management is seeking (or negotiating with) a suitable organization to provide warehousing.  However, one of the synergies to be obtained from acquiring DRI may be utilizing ZIC’s spare warehousing capacity.  ZIC should therefore obtain warranties and indemnities in the purchase contract in respect of any contingent liabilities that could arise.  For example, penalties may be incurred if an agreement to outsource warehousing is entered into and subsequent cancelled.

(ii) Sales to Chindo Investment Holdings (CIH)

The two members of the management board of DRI will be related parties (IAS 24) if they are key management personnel (i.e. having authority and responsibility for planning, directing and controlling the activities of DRI).

CIH will be a related party in the management board members have the ability (acting individually or in concert) to exercise influence over CIH’s financial and operating policy decisions.  This seems likely, as 10% of DRI’s sales constitutes material intercompany transactions.  (Control of CIH is not an issue as the two members have only a minority interest.)

Sales of CIH appear to be related party transactions which should have been disclosed in DRI’s financial statements for the year 31 December 2009.

Although prices appear to be on an arm’s length basis, the transaction may  not be at arm’s length if other trading terms (e.g delivery or payment terms) are more or less favorable than transactions with unrelated parties.  If credit terms are not ‘normal commercial’ these sales could be contributing to DRI’s current cash flow difficulties.

(iii) Bank Loan Application

The K1.5 billion discrepancy between the current asset values per the management accounts and the balances per the accounting records appears to be an irregularity and could constitute a fraud against the bank.  It casts serious doubts on the integrity of DRI’s management.  Revising the accounting estimates for allowances against asset values downwards is clearly inappropriate as it is most likely that they should be increased (as stock levels increase with falling demand and customers are more likely to be bad and doubtful).

Refurbishing the offices is unlikely to constitute essential expenditure when the company is experiencing cash flow difficulties.  Also it is possible that refurbishment may not be required when ZIC acquires DRI because the functions of the executive and administration offices may be relocated elsewhere within the ZIC group of companies.

Although current trading performances is clearly below budget (after deducting the profit on disposal and reinstating the provisions against stock and debtors), the loan finance is not being sought for a purpose that would increase the company’s revenue – earning opportunities.  This may cast doubt on the business acumen of DRI’s management.  It is possible that the loan finance would not be forthcoming if the bank were aware of DRI’s true position.

ZIC should seek to have the negotiations with the bank suspended until after the acquisition, when the need for loan finance can be reassessed.  ZIC should obtain guarantees from DRI’s executives in the event that they pursue the loan application (which may possibly create charges over DRI’s assets.

(iv) Budget forecast

The profit estimates made by the management of DRI appear to be unduly optimistic because the first six month’s budget has only been ‘met’ by the inclusion, in the reported results of:
· A non-sustainable profit on disposal of a warehouse

· Unwarranted reversals of provisions against asset values
Perhaps it is more likely that the forecast ‘rising profit trend’ will be achieved (and the annual budget exceeded) through profits arising on the disposal of two more properties rather than increased demand.

Budgeted profits should therefore be disregarded in the determination of the purchases price.

b) Impact of acquisition
i) Practice management
It is possible that audit objectivity may appear to have suffered impairment (e.g due to a closer relationship between ZIC’s management and the audit team having developed during the acquisition assignment).  A second partner review may therefore be required as an appropriate safeguard.
ii) ZIC individual company accounts

The acquisition will constitute an addition, at cost, to investments in subsidiaries in ZIC’s own financial statements.  The purchase consideration paid (or contingency payable) should also be disclosed.

The cost of acquisition should be verified to the sale agreement.  Cash consideration must be agreed to entries in the cashbook and register will evidence consideration in shares.
iii) ZIC’s consolidated accounts
(1) Statement of financial position

DRI’s assets and liabilities, as fair value to the group. Will be combined on a line – by-line basis and any goodwill arising recognized.

The fair value of such assets as the properties (assuming that they have not yet been sold) may be material to the consolidated balance sheet.  Assuming that the properties were independently valued prior to the acquisition, it will be appropriate to seek to place reliance on the work of the expert valuer.

The calculations of the amount attributed to goodwill must be agreed to the excess of the cost of the acquisition over the aggregate fair values of the identifiable assets and liabilities existing at the date of acquisition.
(2) Statement of comprehensive income

As DRI is going to have been acquired late on in the year (certainly the second half of the year) it is possible that its post acquisition results are not material to the consolidated income statement

Unless accounting adjustments are required (e.g. to bring any accounting policies of DRI into line with ZIC) the addition of one more subsidiary into the consolidation working papers is unlikely to have an appreciable impact on the amount of work involved.
(3) Other subsidiaries

The materiality of other subsidiaries, in the group context, should be re-assessed in terms of the enlarged group. The existence of another company (DRI) in the same business within the group may extend the scope of analytical procedures available.

This could the effect of increasing audit efficiency
iv) DRI- Financial statements

(1) Planning

Much of the collection of background information associated with planning the conduct of a new audit assignment will have already been obtained as a result of the pre-acquisition work.
Material matters requiring attention will include:
· Sales of CIH

· Property valuations

· Inventory valuations (raw materials, WIP and finished carpets)

· Trade receivables balances

· Liabilities (including bank loans)

The management accounts for the six months to 30 June should provide information sufficient to make an initial evaluation of materiality.  However, as the reliability of certain management information is in doubt, this should be reassessed before detailed work commences.

The materiality of these items should also be assessed in the context of monetary amounts in the consolidated financial statements.

(2) Risk assessment

Specific areas of audit risk have already been identified, thereby reducing the time required to assess the risk of misstatement at the planning stage.  In particular:

· Inherent risk is high due to DRI’s management overstating profit (even if the management board has since been replaced);

· Inventory may be overstated/ allowances understated due to inventory having increased (due to a fall in demand);

· Trade receivables may be overstated / allowances for bad and doubtful debts understated due to Scorpio’s management having ‘massaged’ these figures to achieve their profit estimates.

(3) Ascertaining the systems and internal controls

Some systems review work may have already been undertaken (e.g. when considering the source of information used in the preparation of DRI information.

The relevance of DRI’s current accounting systems and internal controls will depend on ZIC’s plans for change.  For example, a ZIC office may account for DRI’s transactions.  If significant changes are proposed it may be more appropriate to adopt a substantive approach to the first audit of DRI.

(a) Audit relevance

Some audit evidence should have been obtained for the assignment file (e.g concerning the sales to CIH and the sale of property).  This should be copied/ referred to the audit working papers to ensure that work is not unnecessarily re-performed.

As DRI is in the same business as Gabman, ratio analysis and other substantive analytical procedures should provide a more cost effective approach to obtaining audit evidence than tests of detail.

(b) Review

The relationship between the two members of DRI’s management board and CIH after the date of acquisition must be established and the extent of transactions between them, if any.  (For example, these minority share holders of CIH may no longer hold a board positions and / or sales of CIH may have ceased.

The proportion of sales should be disclosed (e.g. 10%) along with factual information concerning the pricing policy.  Audit tests must verify, for example, that price is determined based on published price list.

Specific areas of audit risk have already been identified, thereby reducing the time required to assess the risk of misstatement at the planning stage.  
4) Relying on Jacob Muma Accountants and Modified opinion
a) Relying on Jacob Muma Accountants
As principal auditors, Gabman Professional services cannot simply rely on the work of other auditors.  The principal may have assessed audit risk for the elements of the audit they are responsible for (as per ISA 315) and designed their procedures so as to minimise the audit risk (as per ISA 330) but they have no guarantee that other auditors have been as prudent.  In fact the other auditors may not even follow International Standards of Auditors

Therefore before relying on Jacob Muma Accountants (JMA), Gabman should:
· Consider the competence of  JMA in the context of the specific assignment;

· Consider any relevant professional qualifications of the partners and staff JMA  and their membership of professionals bodies

· Consider the audit approach and other audit procedures adopted and used by JMA to confirm that they conform to acceptable auditing standards and practice

· Perform procedures to obtain sufficient appropriate evidence that the work of JMA is adequate ; and 

· Consider the significant findings of JMA
b) Modified Opinion
In practice, a situation may arise where a subsidiary may not seem to be a going concern.  If so the subsidiaries accounts, which are consequently consolidated into the group accounts, should be prepared on a break up basis.

However, the group may offer support to the subsidiary to enable it to continue trading in the foreseeable future.  If this is the case the directors must give the principal auditor formal documentation, usually called a ‘comfort’ or ‘support’ letter.  This confirms their intentions to support the ailing subsidiary. This is what Gabman should Professional Accountants should do.
GPA should normally accept such a letter as valid audit evidence of the going concern basis for the subsidiary’s financial statements.  However, they should not take this at face value.  They should consider the position of ZIC to help identify whether it has the resources to fulfil its promise of support.

AS regards the expected modified report, GPA should:

· Ignore it if the matter is not material to the group

· Carry the qualifications through to the group accounts if the matter is material to the subsidiary and also material in group context.

· Note that a disclaimer opinion in a subsidiary may become an ‘except for’ opinion in the group context.
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