a)
	Ethical Threats
(1.5 mark each, up to 6 marks in total)
	Safeguard
(1.5 mark each, up to 6 marks in total)

	Former employee
There is a self-review threat because one of the audit staff used to work for the client. If they are involved in the audit, then they may well end up reviewing their own work.
	The former employee should not be assigned to the audit of Square Ltd for the next two years. This is considered to be an acceptable "cooling off” period.

	Finance Director
There is a familiarity threat because of the personal relationship between one member of your staff and the finance director of Square Ltd. The perception would be that any required professional scepticism would not be applied by the individual who is auditing the work of his own mother.
	The individual involved should not be assigned to the audit of Square Ltd. They have shown sound ethical behaviour by informing us of the relationship though - we may not have found out otherwise.

	Length of time
There is a familiarity threat associated with long association - carrying out an audit for a number of years will make it look as though the audit firm is too relaxed in their audit work so may not do it properly.
	Square Ltd is not listed so all that needs to happen is that the relationship needs to be reviewed, but staff could be swapped to be seen to be acting as responsibly as possible.

	Advice
Tax and management consultancy advice can create a management threat. This is the danger that the audit firm may be making decisions that are normally made by the client.
	We should make sure that Square Ltd has “informed management". This means that it should be clarified with the directors that they know it is their responsibility to make the decisions and that we cannot do it for them.

	Summer holiday
This is a self-interest threat. It may be offered with the best of intentions, but it could be perceived as a bribe to overlook any problems that may be found during the audit.
	It is advisable for this tradition to be stopped. If the reason for doing so is explained carefully, then there is no reason that it should sour the relationship with Square Ltd.

	Size of client
There could be an increased self-interest threat due to our concern over losing the large amount of fee income that is obtained from Square Ltd.
There are a number of services that are being provided on a recurring basis.
	The level of recurring fees should be constantly monitored to ensure that it does not exceed the permitted level (10%, in the case of public interest entities or 15%, in the case of non-listed entities). If necessary, some work could be passed on to a different firm. This would mean a loss of some income but at least the client would still be kept.



b)
An auditor CAN disclose confidential information in certain circumstances;

· A client may give you permission to do so. It is essential that this is documented in case the client tries to deny giving consent at a later date.
· If disclosure is in the public interest, then an auditor can make disclosure of any necessary information
There are also a number of situations where an auditor MUST disclose;
· The auditor must disclose in order to comply with any quality control review that is being carried out by a regulatory body, such as the ACCA.
· The auditor must disclose if we are under investigation by a professional body.
· If the auditor is required by law to act as a witness in a court case, then disclosure will also be necessary.
· Sometimes auditors will find that the client has broken the law, or is potentially going to do so. We would have to disclose this.
· Some specific issues will need to be disclosed relating to any assurance client.
· If they are guilty of terrorism money laundering or drug trafficking, then these must always be disclosed.

Note: 1 mark each, up to 8 marks in total
