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Abstract 

This study was conducted on the Ethiopian private auditor's professional 
responsibili ties and Jegal liability, in comparison with those developed 
countries aUditing principles and , standards. The paper tested the 
responsibilities of the managem ent a nd the auditors with regard to 
prepara tion of the financial statements and subsequ ent discovery to 
misstatements to the audited fin ancial statements in Ethiopia . The 
paper qua lita tively estimated to what extent private auditors exercise 
their professional and legal respon s ib ili ties . Th e pa per a lso tested the 
legal consequences on auditors as a resul t of those viola ted professional 
and legal responsibilities . Besides it tes ted that to which auditors are 
liable [or the violation of contractual and statutory responsibilities . 
Further the study tried to explore the constra ints related to private 
auditors in exercising their responsibilities. Finally, not the least the 
paper explored some cases related to Ethiopia private a uditors' practices. 
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CHAPTER ONE 

INTRODUCTION 

1.1 Background of the Study 

It is the responsibilily of the manage ment to apply accountin g standard s 

when communicating wi th investors a nd cred itors through the financial 

s ta tements. Another g roup, auditors , serves as an independent 

intermediary to help ensure that management has in faet approp l'iately 

a pplied GAAP in pre pa ring the entities financia l s tatements. Auditors 

examine or a udit financia l s tatements to express a professional 

independent opinion. The opi nion re flects the auditors' assessment of the 

statem ents "fa irness" whic h is determined by the ex tent to whic h Lhey 

are prepared in compliance with GAAP. 

Supporting this Johannes says, a uditors examme finan cial statements 

and lend credibility to the reports of enterprise verifying that financial 

and economic facts do portray the entity's progress and financial 

position. The quest for deve lopin g a means for achieving better and more 

informative a nd reliable financia l reports is continuous and not stat ic. If 

financial reports are to be intelligible a nd of u se to different groups, then, 

there must be a dialogue to shape th e basis fo r accounting "common 

interest". (Johannes : 1994) . 



As per Foulks assumption generally, the objective of a n external audit is 

to express an opinion on whether the fin ancial statements of a n entity 

are prepared in accordance with Generally Accepted Accounting 

"principles (Foulks lynch: 2003). This mean s that the auditors can not 

guarantee tha t the financial statements are free of fraud or error because 

of the inherent limitations of the audi t. 

As Meigs, Whittington, Pany, Meigs and Lam say, financial statements to 

be in accordance with generally accepted accounting principles, they 

must be free from material misstatement . Therefore, the auditors have a 

responsibility to detect various ly pes of misstatements, including errors, 

fraud, and those caused by certain illegal acls (Meigs, Whittington, Pany, 

Meigs and Lam: 1992). 

GAAS require the auditors to des ign their aud it procedures to reduce the 

risk of not detecting a material misstate ment resulting from error, 

unintentional misstatements m fi nancia l sta tements, or fraud, 

intentional misstatement in fin ancial s tatements, to an appropriate low 

level. Accordingly, the auditors must exercise due professional care in 

planning, performing, and evaluating the results of audit .procedures. 

They also must exercise the proper degree of professional skepticism by 

not assuming unquestioned honesty a nd good faith on · part. of 

management. 
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As a responsibility, the auditors should inform the appropriate level of 

management about material misstatements. For example if fraud IS 

detec ted, the level of managem ent to inform is usually at least one level 

above those suspected to be involved in the fraud. Also the audit 

committee of the client's board of directors should be informed of any 

significant misstatements. The statement of auditing standards describes 

the basic principles which govern the auditors professional 

responsibilities and which must be complied with whenever an audit is 

carried out. It provides a framework within which professional judgment 

must be exercised and establish the minimum standard to be fo llowed on 

individual audits. (Arens and Loebbecke: 1991) 

As RJ Anderson FCA says, auditors' professional responsibilities are 

governed by the rules of professional conduct whose enforcement is 

handled exclusively by the recommendations of GAAS (Generally 

Accepted Auditing Standards). (RJ Anderson FCA: 1984). 

In addition to professional responsibilities, auditors should respect legal 

responsibility. The auditors legal responsibili ty can be statutory, 

con tractual, and tort. 

RJ Anderson FCA Pointed out that, ideally legal responsibilities 'should 

constitute a minimum standard which professional responsibilities 

3 



exceed. Occasionally, however, a legal standard may exceed promulgated 

profess iona l rules. The courts will ofte n turn to though they are not 

necessarily bound by, professional pronouncements in interpreting a 

lega l standard due care. (RJ Ande rson FCA: 1984). From these RJ 

And erson concludes legal responsibili ties of the external, auditors arise 

from one or m ore of s tatutes, contract and tort. 

Also as Meigs, Whittington, Meigs and La m slaled the auditors legal 

responsibi lity can be statutory, contractual or both. (Meigs, Whittington, 

Meigs and Lam: 1987). 

FTC Foulcks lyn ch on ACCA paper 3.1 (Audit a nd assurance service) 

stated that auditor s should report to members on whether th e fin a n cia l 

statements of the company show a "true and fair view "or "present fairly" 

the finical position. Also specific duties such as to con s ider whether the 

information in the management report is consistent with the financial 

statements and whether proper accounting record s have been kept by 

the compa ny were a lso considered. 

Accordingly, such s tatutory responsibilities impose liabilities if things go 

wrong. Auditor's liabilities in most countries can be categorized as 

liabili ty under legis la tion either civil or crimina l (in counties with civil 
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code legal tradition s) and liability arising from negligence under common 

law (in countries with common low legal traditions). 

Some wri ters conclude th a t, those who fail to fulfill their professional and 

legal responsibili ty satisfactory may be faced with legal ac tion. Thus, 

public accoun tants must be keenly aware of their legal responsibility and 

liabi lity. (M egis, Whittington, Meigs, Pany a nd Lam : 1992) 

Hence, this study is designed to describe the au d itors' professional 

responsibility and legal liability with reference to private auditors in 

Ethiopia . The findin gs and the conclusions drawn from the study will 

h elp all concerned bodies in the country to be aware of the existing 

practice and to address the problem of fa ilure to fulfill the professional 

and legal respo n s ibility. 

1.2 Statement of the problem 

In most cases the u sers of financial statements of all. entity prefer 

audi ted fina n cial statements for m a king rational decis ions. However, lll. 

developing countries like Ethiopia, the awareness creation a nd efficient 

practices of the auditors has not yet developed very well. The student 

researcher in five year s of work experience has obse rved auditor. acting in. 

what m ay seem illegal during examination of the financia l statements of 
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an entity. Thus , it is his belief that some audi tors in Elh iopia may be 

releas ing mi s leading audited fina ncia l sta te men ts . There is a rea son of 

believe tha t priva te auditors of Ethiopia may h ave been producing 

mis leading a udited financia l statements by: 

• Re porting as sets that do not exis t, 

• Considering or not disclosing ina dequate p rovis ion for doubtful 

deb ts, 

.. Repor ting s tock records disregarding stock inventory counts, 

.. Treating capital expenditures a s periodic expenses, 

• Not disclosing misapplication of accounting princ ip les , 

.. Expressing the audit opinion based on th e clienl's in te rest and 

olhers . 

Generally, a s the research er observed from the la s~ five years audit 

experience, there is reason to conclude , some priva te au d ito rs of Ethiopia 

have been violating a uditors' professional respon s ib ili ties . Tha t is, most 

of th e tim e violation of professional res ponsibili ties is for the sake of 

personal financia l interest. 

Therefore, the purpose of this study was to find out the prac tice of some 

priva te au d itor's in exercising the professional and legal responsibility in 

Ethiopia. Also thi s study was designed to explore wh ether the 

consequen ce of violation of these re s ponsibilities is exposed and 

prosecuted at all. 
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1.3 Purpose and Objective of the Study 

The genera l objective of the projec t pa per was to examIne the a uditor's 

professiona l respon s i bili ties and legal liability in Ethiopia . In light of this, 

the specific obj ectives of the project include the following: 

• to identi fy th e sources of and audit requirement ma nd a ted by 

the inte rn ation a l and local organizations, 

• to infe t" the auditors professional and legal re s pons ibili tie s a nd 

ration a le therefo re, 

• to identify th e res ponsibility of directors (manageme n t) a nd 

aud ito rs lVith rcgard to financial statements and subseque n t to 

the d iscove r of m iss ta tements to audited financ ia l statemen ts, 

• to iden tify the major legal concepts that relate auditors' lia bility 

to clients and th ird pa rties under common la w , 

Hence, h aving the above objective this project paper was designed to 

answer the fo llowing basic questions. 

• To wh at exten t do private auditors exerCIse their professional 

and legal respons ibilities? 

• To wh at extent d oes the client prepare financial sta tements for 

easy veri fication? 

• Are private a uditors subject to legal liability for committing 

wha t m ay be seem illegal audit practices? 
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• What constraints exist on private auditors 10 al lempling to 

exe rcise their responsibility? 

1.4 Research Methodology 

For these objectives to be achieved secondary data was on e source of 

informatic?'1} which was gathered from: 

• The Offi ce of Federal Auditors Genera l(OFAG),in order to 

identify the sou rces of a nd audit requirement mandalcd by the 

in ternational and local organizations, and to in fer the auditors 

professional a nd legal res ponsibilities and rationa le t herefore; 

• The EPAAA in order to explore that to what extent do private 

auditors exercise their professional and legal responsibilities? 

• Commercial code of Ethiopia, in terms of the m ajor legal 

concepts lhat re late auditors' liability to clients and third 

parties uncle r common law, and 

• Other publications such as n ews paper, magazines, Journals 

and others, in terms of some violated professional and legal 

responsibil ities, a nd legal action ta ken at a ll. 

The study a lso employed a primary data which was gathered using 

questionnaires and interview in terms of the auditors p rofessional and · 

legal responsibili ties, the responsibility of d irectors (management) a nd 

auditors with regard to financial statements and subsequent to the 

discovery of mi sstatem ents to audited financia l s tatements, and the 
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constraints cxist on priva te auditors In a ttempting to exercise their 

responsibility. 

This was done by distributing a questionnaire to a sample of selected 

auditee (organization or firms to be audited) m a nagem ent. The survey 

questioner was mad e on fifteen organization managers found in Addis 

Ababa . And th e inte rview was ad ministered to seven samples of selected 

audit firm's man age rs. 

Moreover, two cases werc analyzed in order to fulfill the objective of the 

study. Thus, due to the confidentiali ty nature of information sources the 

researcher was unable to access to the right data . Hen ce, in order to 

prove that whether the a uditors' professional responsibilities were 

impaired and the legal consequence on su ch viola ted respon sibi lities the 

cases were analyzed. 

To make the fin a l result dependa ble and s ignificant for u se rs of the 

information, great care was taken at the time of collection and editing. 

The researcher gathered the list of targe t organization or firm s along with 

their te lephone n u mber, fax number, post number, and for some of them 

e-mail address from the chamber of commerce business directory and 

from the sampled organizations or firms office. Having this data the 
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researcher reac h ed the managers of the orga nization or firm s and 

gathered the ir opinion. 

The research er purposive sa m pled the above sources of primar-y d a ta . In 

this paper the researche r ha d employed tables to analyze the s urvey 

results. 

1.5 Significance of the Study 

Users of fina n cial sta temenLS of an enti ty mostly depend on audiLed 

financial statements. Du r ing co nductin g a n audit auditors should 

exercise due profess io na l care, and should follow auditing sta nda r'ds 

formulated by in ternatio na l o rganization as well as local gove rn menl 

body. Violation of thesc stand a rds may subj ect to legal liab ili Ly to 

auditors' . 

Hen ce, the study intended Lo clarity the auditors' practices in exercisillg 

professional a nd legal re sponsib ili ty and th e legal liability subjecL Lo not 

fulfilling these r esponsibili t ies in Ethiopia. 

Therefore, thi s s tudy was s igni fi cant for the following major reaso n s; 

• the findings of th e s tudy may create awareness on a u d ito rs 

professional respon s ibility a nd legal liability among ed u ca Lors , 

students, s hareh o lde rs a nd all other concerned; 
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• it may h c lp all conce rned bodies in addressing some of the 

problems related to viol'l Lio n of professional a nd legal 

responsi bility by an audito r ; 

• the findin gs of th e st ud " tn ay help as a basis for further 

resea rch and discussi on s; 

• the study may conLribute to the s um total of the body of 

knowledge. 

1.6 Scope and Limitation of the Study 

In most developing countri es, like S Lhiopia, accounting and auditing 

profession has n ot yet d eve loped . Thus, Ethiopia is among these 

countries where there are no loca ll\' dcvc loped auditing standards. 

Supporting the above Le mma a nd I\ssc fa a rgued that, to date in 

Ethiopia, there were no n a tional!,· pmtnu lgated standards to be followed 

by auditors, but it was widely k ,l0\\11 Lha t Ge nerally Accepted Auditing 

Standards (GAAS) have been a do pted by pra ctically a ll auditors in private 

sector. It is expected that, on th e bas is of GAAS, private auditors plan, 

control, record their audit work unde rtake n, review accounting systems 

and internal control, collect and acccss audit evidences and review 

financial statements to draw reasonable conclusions to form their 

opmlOn to culminate in final reports (Lemma Argaw and Assefa Desta : 

1994) . 
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Also Tesfaye Mengas h a on hi s art iclc concl uded that, Ethiopia is among 

those countries whe re thcre are r.O locally developed standa rds . 

Accordingly, those deve loped clscllhere have generally bee n adopted. 

However, it is saddenin g to nOlc the fo llowing conditions under whic h 

local auditors are being su bjectcd to, summarized here brief1y: 

• Outdated regulation (c.g. Corn:nc rc ia l code of Ethiopia of 1960!) 

• Insufficient qua ntity and qua lity of accountants responsible for 

handling the a ccounling and repor ting function. 

• Weak management infonnation system s (MIS) 

• Weak governance and controls by those responsible, 

• Weak regulation / monitoring a re themselves - motivated o r 

otherwise . 

• Ineffective/ inappropriate ste ps by those responsible for 

certification and mon i toring. 

• Weak investors' and gcneral public a wareness sometimes 

resulting in expectation gaps . 

• Insufficient level of fees being ra ised. 

• Inappropriate method s of co ntracting audit assignment to the 

extent of becoming incapable of preserving the auditor's 

independence . 

• Inappropriate, and unethica l practices by the practitioners 

themselves. (Tesfaye Mengash a :2003) 

12 



From the a bove, one can say that in Ethiopi a there is a lack of internally 

established accounting and auditing standards. Accordingly, priva te 

auditors of Ethiopia mostly depend on auditing standards established by 

deve loped countries specially U.S a nd U.I<. Hence, the s tudy depends on 

those s tandards developed by internation a l professional association and 

those a dopted from international standards . 

Therefore, in a ddition to the above facts the project paper has the 

fo llowing limitations: 

• Due to the confidentiali ty nature of info rma tion there was no 

access to the right data, 

• Organization or firm 's managers disappointing andlor not 

punctual to appointments, 

• Shortage of finance, 

• Shortage of internet facility, 

• Lack of recent publication in relation to the project title, a nd 

• Lack of past studies relevant to the project paper title. 

1.7 Definition of Key Terms 

Terms that will have a unique m eaning for the purpose of this study are 

defined as fo llows: 
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Private auditors: are also called external auditors. External auditors 

are professional accoun tants who audit the financial 

s tatements of the organizations in o rder to add credibility to 

the financial information. (Mei gs Wh ittington Meigs and Lam: 

1987) 

Professional responsibilities: Professional responsibilities are the 

competence, judgment and integrity of personnel of an audit 

service rendering firm, (Meigs WhitLington, Pany and Meigs 

and La m: 1992) 

Legal responsibility: the auditors' legal responsibility can be statutory, 

Contractual and tort. Statutory responsibilities are the 

responsibilities to appoin t audito t·s, independence of auditors, 

responsibility to report, responsibiliLy to make examination, 

responsibility to attend meetings, responsibility to hold office, 

and local legislation. Contractual responsibilities are 

res ponsibilities to statutory audit engagements, and non-audit 

engagements . A tort is a private or civi l wrong. (RJ Anderson 

FCA: 1984) 

Legal liability: auditor's litigation in which persons with rea l or fa ncied 

gnevances are likely to take the ir grievances to court. (RJ . 

Anderson FCA: 1984) 

Authorized auditors: profess ional accountants who received certificate 

of professional competence from the office of Office of. the 
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Fede ra l Audi tor General (OFAG) a nd au thorized to provide 

audi ting and related services to aud it clients . (OFAG: 2004) 

Profes s ional services: a ny services requi ring accountancy or related 

s ki lls perform ed by a profess ional accoun tant in cluding 

accounting, au diting, taxa tion , m a n agement consulting, 

system d esign and developmen~ a nd fina nc ia l m anagemen t 

services . (OFAG: 2004) 

Aud it client (auditee): an en tity in r espect of which a p rofessional 

accounta n t conduc ts an audit en gagement. (OFAG: 2004) 

1.8 Organization of the Pape r 

The paper has five ch a p ter s . Ch ap ter one p resen ts the introduction part 

containing s ta tements of th e problern a nd research meth odology. 

Ch apter two p resents a critical review of the re lated literature . Ch apter 

three reviews the Ethiopia n practice on auditor 's professiona l 

responsibi lities and legal lia bility. Cha p ter fou r conta ins the da ta 

a na lysis and presenta t ion; and case a n a lys is . The paper ends with major 

findings , conclusion that summa rizes the m a in results of the s tudy and 

gives some recomm enda tion s in the fi fth ch a pter. 
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CHAPTER TWO 

REVIEW OF THE RELATED LITERATURE 

2.1 Auditors Rule of Professional Conduct 

The ethical base of auditing has an ethical guide known as the rules of 

professional conduct. (Foulks lynch: 2004). The main areas of these rules 

are : 

1. the fund amental principles; 

2. integrity, objectivity , and independence; 

3. confidentiality; 

4. changes in professional appointments; 

5. fees; 

6. ownership of books and papers; 

7 . conflicts of interest. 

The fundamental principles m professional conduct involve integrity 

objectivity, competency, exercising due professional skills, and behaving 

with courtesy a nd consideration. (Foulks lynch: 2004). Members should 

behave with integrity in all professional, business and personal financial 

relationships. Objectivity is the state of mind which has regClrd to a ll . 

considerations relevant to the task in ha nd but no other. Auditors should 

not accept or perform work which they are not competent to undertake 

unless they obtain such advice and assistance as will enable them 
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competently to carry out the work. Also they should carry out their 

profess ional work with due skill, care, diligence and courtesy. (Foulks 

lynch: 2004) 

[n carrying their duty auditors should be ind ependent of the client, such 

independence is in terms of fees, family re lations hip, and other interests. 

f.'or instance, it is recognized that a depe nde nce on income from a 

particular client or group of clien ts may impair objectivity. So that, a firm 

which derives most of its income from one client may find it difficult to 

make a stand on a particular issue , as a loss of that client would have a 

disastrous effect on the firm's financi al posi Lion (Foulks lynch: 2004). 

Aud itors' working papers are their own property a nd any request for their 

production should be refused. However, if lhc taxation authority requests 

lhc production working papers relating Lo a particular client whose 

a ffairs a re under investigation , auditors shou ld ensure their response is 

in the best possible interests of the clienl. (Foulks lynch: 2004) . 

As per Arens and Loebbecke the AICPA code of professional conduct 

co nsists of general statements of ideal conduct or specific ru les that 

define unacceptable behavior. (Aren s a nd Loebbccke: 1991). 
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Thus, the code consists four pa rts; princ iples , rules of conduct, 

interpretations, and ethical ru lings; which a re listed in order of 

in creas ing specificity. (Arens a nd Loebbecke: 1991). The ethical 

pr inciples a re ideal standa rds of ethical conduct stated in philosophical 

term s but a re not enforceable . These principles include tha t; 

• members should exercise sensitive pro fessional and m ora l 

judgments in all their activities; 

• members should accept the obligation to ac t in a way that will 

serve the public interest; honor public tru s t , a nd demonstrate 

com mitment to professionalism; 

• m em bers should perform a ll professiona l responsibilities with 

the highest sense of integrity; 

• member should mainta in objectivity and be frce of conflicts of 

in te rest in discharging professiona l respon sib ilities; 

• a member in public practice should be inde pende nt in fact and 

a ppearance when providing auditing a nd a ttestation services; 

and 

• member should observe the professiona l's technica l and ethica l 

standards or simply exercise due profess ional care . 

The rules of conduct are minimum standa rd s of eth ical condu ct stated as . 

specific rules which a re a lso enforceable. This part of the code includes 

the explicit rules that must be followed by every CPA in the practice of 

public accounting . 
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The n eed for publis hed interpretations of the rules of conduc t anses 

when there are frequent questio ns from practitioners about a particular 

rule, for this reason these parts a re not en forceable . The ethical rulings, 

which are highly specific, are explanations by the executive committee of 

AICPA to questions about the rules of conduct.{Arens and Loebbecke : 

1991) . 

Also Meigs, Whittigton, Pany, Megis and Lam pointed out th at the rules 

of professiona l conduct of various provincia l institutes consist of three 

parts; 

• Fundamenta l principles; s uch a s m embers responsibility to the 

public and the profession; integrity, due care, and competence; 

objectivity; a nd responsibilities to clients and colleagues, 

• Applicable a n d enforceable rules of conduct, and 

• Interpretations of rules of professional conduct. (M eigs, 

Whittigton, Pany, Megis and Lam: 1992). 

Therefore, from many wri ters' explana tion s one can conclude that the 

rules of professiona l conduct adopted by public accountants in most 

countries a re similar in principles but differ in their specification a nd 

enforceable by the profession. 
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2.2 Auditor's Professional Responsibilities 

The U.S. Government Accoun tability Office (U.S.GAO) publicized through 

internet that preparation 01" financial reports is the respon s ibilities of the 

auditee entity not the auditor. Thu s, Officials of the audited entity 

entrusted with han.dling public and private resources and au~itors of 

government programs or entiL), fulfill essential roles and responsibiliti es 

in ensuring that public resources are used efficiently, economically, 

effectively, and legally. Aud it organization s also have the important 

responsibility of ensuring that auditors can meet their respon sibilities. 

These unique roles invol ve using sound management practices and 

providing professional audits a nd attes ta tion engagements. (In ternet 

sources: U.S GAO) 

The management 's of the audited entity (for example , managers of a state 

or local governmental entiLy or a nonprofit entity that receives federal 

awards) are responsible for 

• applying those resources effic iently, economically, effectively, and 

legally to achieve the purposes for which the resources were furnished 

or the program was established; 

• complying with applicable laws and regulations, including identifying 

the requirem ents with \Nhich the entity and the official must comply 

and implemen ting systems designed to achieve that complia n ce; 
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• establishing and maintaining effective internal control to help ensure 

that appropriate goals and objectives are met; resources are used 

efficiently, economically, and effectively, and are safeguarded; laws 

and regulations are followed; and reliable data are obtain ed , 

m a intained, a nd fairly di sclosed; 

• providing appropriate reports Lo Lhose who oversee their aCLions and 

to the public in oreIer Lo be accountable for the resources used to 

carry out government programs and the rcsults of these programs; 

• addressing the findings and recommendations of auditors, and for 

establishing and maintaining a process to track the status of su ch 

findings and recommendations; and 

• following sound procurement practices when contracting for audi ts 

and attestation engagements, including ensunng procedures are in 

place for monitoring contract performance. The objectives and scope 

of the audit or attestation engagemcnt Ilecd to be m ade clear. In 

addi tion to price, other factors that may be considered in evaluating 

bid proposa ls include the responsiveness of the bidder to the request 

for proposal; the prior performance a nd expe rience of the bidder; the 

availability of the bidder's staff who have the appropriate professional 

qualifications and technical abilities; and the results of the bidder's 

peer reviews . (Internet source: U.S GAO ) 

Also as explained by the U.S Government Accountabi lity Office, the 

following are the auditors' Respon sibili ties : 
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o In disch a rgin g the ir profess ion;li l"Cspons ibil ities, a uditors need to 

observe the prin ciples of se rvin g the public in t.erest a nd ma inta ining 

the h ighes t degree of in tegri ty, o bjec tivity, and independence . The 

public in te rest is defined as the co llective we ll-heillg of th e commun ity 

of people a n d en titie s the au d ito rs serve . These princ iples a re 

fundamen tal to the re s poll:o; ibi lit ies of audito rs. 

• Auditors s hou ld a c t in a Wily thai will se rve tile pu b lic intere s t, honor 

the pu blic trust, u nd u phold tilei r pmkss ionaii s ill . A d ist ingu ishing 

mark of a profession is acceptance of its respo n si bil ity to the publ ic . 

This res pon s ibili ty IS c ri tical when a u d it ing in the gove rnmen t 

en viron men t . OM S em body the cO ll cept of accou n ta bili ty, which is 

fund a mental to serving the public interest. 

• Auditors need to m ake dec is ion s tila t a re cons is tent with the publ ic 

interest in the program or activi ty under a u el it. In d ischarging their 

professiona l respon s ibil ities , a ud itors may encounter conflicting 

pressures from manageme n t of tile a u d ited entity, va rious levels of 

government, and oth ers who rely on the objecLivity and in depe ndence 

of the audi tors . In reso lvi ng those co nfli cts , au di to rs a re responsible 

for acting with in tegrity , guided by the p recept tha t wh en a uditors 

fu lfill their respon s ibilities to the public, these in dividuals' a nd 

organiza tions' in terests are bes t served. 

• To maintain and broaden p u b lic co nfid ence, aud itors n eed to perform 

a ll p rofessiona l respons ib ili t ies with the h ighes t degree of integrity . 
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Auditors nced tu be proi'cssiumli, objl!etivl!, faet-iJasl!e!, nonpartisan, 

ane! non-ideological in thcir relatiunships with auditcd cntities and 

u sers of the auditors' rcports. Auciitors should Ix' llUncst and candid 

with the a uditcd entity and Wiers of the uuditors' work in the co nduct 

of thcir work, within thl! cllnsil"Uints of thc audited entity's 

confid entia li ty laws, rules , or policies. Auditors need to bc prudent in 

the u se of information acquired in the coursc 01 their duties . They 

s hould no t u se s uch informution for allY pcrsonal gain or 111 a ny 

manner tha t would be delrimcntal to the legilimate and e thical 

objectives of the audited cntity . 

• Service and the public t l'Ust should not be subordinated to personal 

gain and advantage. In tegrity can accommodate the inadvertent error 

and the honest differencc of opinion; it ca ll110t accommodate deceit or 

subordin a tion of principle. In tegri ty n.:qui I'es audi tars to observe both 

the form a nd the spi rit of tech nical and ethical standards; 

circumvention of those standards constitutes subordin ation of 

judgment. Integrity a lso req uires auditors to observe the principles of 

objectivity a nd independe nce . 

• Auditors should be object ive a nd free of co nOicts of interes t in 

discharging th e ir professional responsibilities. Auditors are also 

responsible fOI" bein g indepe ndent in fact and appeara nce when 

providing audi t and attestalion services . Objectivity is a slate of mind 

that requires a udi tors to b(; impartial, intclleclually honest, and free 



of confl icts of intercsl. Ill cicpclldellcc jJreeludes rcbtionships lhat may 

in fact o r appearance impair auditors' objectivity in performing the 

audit or attestation engagement. The maintenance of objectivity and 

independence requires continuing assessment of relationships with 

the audited entities in the context of the auditors' responsibility to the 

public. 

• In applying GAAS, auditors a rc responsible for using professional 

judgmcnt whcn cstablishing scope and rnethoclologies for their work, 

determining the tests and proeedur·cs to be per·formed, conductin g the 

work, and reporting the results . Aud itors need to maintain integrity 

and objectivily whell doing thei r work to make decisions that are 

consistent with the broader public interest in the program or activity 

under review . When reporting on the resu lts of their work, auditors 

are responsible for disclos ing a ll mater ial or significant facts known to 

them which, if n ot disclosed, could mislead knowledgeable users, 

misrepresent the results, or conceal improper or unlawful practices . 

• Auditors are responsible for helping management and othe r report 

users understa nd th e auditors' rcsponsibilities under GAAS a nd other 

audit or attestation coverage required by law or regUla tion . To help 

lnanagers and other repor t uscrs unclersland an engagement's 

objectives , time fra m es, and clata needs, a uditors need to 

communicate information concernll1g planning, conduct, and 

reporting of the engagement to the parties involved during the 
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planning stages of the clLlcii l or alles lalion c:lIg'lgemenl. ( Internet 

source: U.S GI\O) 

On the other hand , a s per U.S GOVC\' IlIIIC;lll ACCOlll1laiJ iiily Office internet 

source audit organizations'(audilors) have responsibiliLY ror ensuring that 

(1) independence and objectivily are maintained in a ll phases of the 

assignment, (2) professional judgment IS used lI'l planning and 

performing the work and ill. reporting the results , (3) the work is 

performed by per sonnel who are p rofessionally 'competent and 

collectively have the necessary skills and knowledge, a nd (4) a n 

independent peer review is pe r iod ically performed resulting in a n opinion 

issued as to whether an audi t organization's system o f q u a li ty control is 

designed and being complied with to provide reasonable assura nce o[ 

conforming with professiona l standards. 

While managemen t is responsible for addressing audit and attestation 

engagement findings and recommendations and tracking their status of 

resolution , a udit organizations a re responsible [or establishing policies 

and procedures for follow -up to determine whether p revious s ignifica nt 

findings and recommendations are add res sed and are considered in 

planning future engagements . (In ternet sources : U.S GAO) 

Also RJ . Anderson pointed out that, audi to rs' professional 

responsibilities are governed by the rules of professiorlal conduct whose 
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enforcement is handled exclusivt:ly by the local sta lldarc!t; . Most of thcsc 

rules, however, refer to thc acco unting and Auditing standards of the 

profession, which in turn inllucnccd by the recommendations in local 

standards. Among the a uditing recolllIllendations, the Illost fundamental 

are GAAS. (R.J. Ancierson FCA: 198<1). 

Some writers (M e igs, WhiLl lgto l1, Megis and Lam: 1991) say, Generally 

Accepted Auditing Standards arc authoritative rules for measuring the 

quality of performance. Also as per Arens and Loebbeckc, the existence of 

GAAS is evidence that audi tors are very concerned with the maintena nce 

of a uniformly high quality of aud it work by all independent public 

accountants. If every publi c accountant has adequate technical training 

and performs audits with skill, care, a nd proi"cssiona l judgment, the 

prestige of the profession ',vill rise, a nd the public will attribute more and 

more s ignificance to the auciitors ' op inion aLLached to finan cial 

statements. (Arens and Loeubeckc : 199 1) 

As per the United states GAAS, the 1972 Statements on Auditing 

Standards No 1 (SAS-l) issued by AICPA, the auditors' professional 

responsibilities a re based on three broad standards (Arens and 

Loebbccke: 1991) No . 1) . These a re: 
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1. General standards: 

The examinations arc to bt: performed by a pe rson or group of pcrsons 

h aving adequate technica l training and proficiency as an a uditor. 

In all matters relating Lo the assignment, in dependence in mental 

attitude is to be maintained by the a uditors (s). 

Due professional Cat'e is to be exercised in thc performance of the 

examin a tion and the p reparation of the repon . 

2 . Standards of field work: 

The work is to be adequately planned and assistants, if any, a re to be 

properly supervised . 

There is to be a proper sLudy and evaluMion of [he existing lI1ternal 

control as a basis for rel iance thereon and for the de termination of the 

resulta nt extent of the tests to which aUditing procedures are to be 

res tric ted . 

Sufficient competent ev idcntial matter is to be obtained through 

inspection, observation, inquiries, and confirmations to afford a 

reasonable bas is for an opinion regarding the financial statements 

under examina tion. 

3. standards of reporting: 

The repor t shall s tate whether the financial statements a re presented 

in accordance with generally accepted accounting prin cip les. 

The report shall state whether such principles have been consisten tly 

observed in the current period in relation to the preceding period. 
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Informat ive d isc losu res in the fin'lII ciCi I sL;llemcnls a rc lo be rega rd ed 

as rea sona b ly adequ ale unless olherwise slaled iii the repo rt. 

The report shall e ither contain all expression of opin ion regarding the 

finan cia l stateme n ts, t[1;((;" as CI whole, or an asserLion to the effec t 

that an opinion ca n not be cxp n;ssed . When an ove ra ll opll1lOn can 

not be expressed, the reason therefore shou ld be sta led . In all cases 

where an auditors ' name is associated wilh financ ial s ta tements, the 

report should co nta in a clear cut ind icalion oC the character of the 

auditor's examination, if a ny , a nd the dcgrec of res ponsibi li ty he is 

taking. 

Moreover, FTC Foulks lynch , flCCA papc r 3 . 1 (Audi t a nd Assurance 

service), discusses that the a ud itor has no respon s ib il ity for the 

prevention and detection of fraud and error. As a respon s ibili ty, a uditor's 

should design audit procedures to obtain reasonable assura n ce tha t 

those frauds a nd errors which a re m a terial a nd mi ght impair the truth 

and fa irness have not occurred, or that if they ha ve occurred they have 

either been corrected or properly disclosed in the financial statements. 

The auditor should have a res ponsibility to report to the management 

and those charged with governance of an enterpri se when the aud it has 

brought to light any irregula rities or errors. When the m a tter is material 

hel she should ensure the manageme nt a re informed pl"Omptly and that, 
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where appropri ate, a repol·t is 111:,,1,' to til<' I)(),"'d ()f din'cto t's ()r the aud it 

commiLtee . 

Auditors s hould report to the users of the audit report to the extent that 

in their opinion, the "true and fair vicw" or "fail' presentation", is a ffected . 

(Foulks lynch, ACCA paper 3.1: 2004). 

Therefore, from thc above IVriters' discussio ll it is wise to summarize that 

management of an entity is rcsponsible for the efficient, economic a nd 

effective utilization of entity's ,·csources. l3esidcs it is the responsibili ty of 

the managem ent preparing financial statement for easy verification . On 

the other h and , it is the responsibility of auditors to form an independent 

opinion based on audit examination and to report the findings to the 

users of audited financial statements. Accordingly, auditor should based 

on standards or principles formulated by the professional and / or 

regulatory body to which they arc members or by which the have been 

regulated . 

2.3 Auditors Legal Responsibilities 

As some writers say, the auditor's lega l rcsponsibility can be statuary, 

contractu al or both, Statutory responsibility wh ich is based on the 

mandatory audit requirement in the federal and local business act. 

Contractual respon s ibili ty drives from an agreement mutually decided up 
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on by lhc <Juciilo]" u!ld Ilw ('li cl !! , I~ (JI J I 11!'l.\' :t1S() ,q!,lt'c!() ('~r[(Jil) functions 

in addition to the statutury requin;lllellts; ill sucil CClse, the auditor will 

be respo nsible LO the dielll for botil tile slallll"l)' 'Illd the add itional 

contractual ITCjui rcmcnls. i lcsici,'s Ille Ci uciilol'S tnlls l be familiar with the 

s pec ifi c act applicable: to c<lc ll of their c licllls (Megs, Wh ittington, Meigs, 

and Lam: 1987). 

The auditors ' statutory rc sponsibilities ,md compa ny or national 

legislation consist of the general duly thal audilor;; have to report to 

users on whether the fi nancial statemcnts of the cOtrlpany show a 'true 

and fair view' or 'prescnt fairly' the financicil posilio,1 and results of its 

operations . Specific duties sueh as to consider wh ether thc information 

in the ma nagement report is cOllsislent with the financial statements 

and whether propcr aCCOUll ting records have beCll kl'pt by the company 

were also considered as st ippled in staLuLory rCCjUlrcments . (poulks 

Lynch: 2004). 

As per RJ Anderson, (RJ Anderson [<CA, 1984), legal responsibi litie s of 

the external auditor arise from one or more of statues, as interpreted by 

common law; contract, a s governcd by e01111110n low; ancl lorl , as 

governed by common law . 
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From the above ciiseussioll'; , Lil" n;sL:drcl,cl' uJilciucli:s that auci itor is 

legally responsible ror both cOlitracl.uul Clgn;cmcnL madc between the 

auditor and the client; and sLo.LuLory cluci iL requircments, 

2.4 Auditors Legal Liability 

In our env iron menL, inves Lors <Inc! unlitors wilo surkr rrolll fi nCln cial 

reversa ls rind Cluciitors, "S \\"cll :is 1:lwY';I's ;11)(1 co rpor;ILc ciirecLors, 

must approach eve ry cngagemcnL will i tile prospcct t. haL Liley may be 

required to defcnd th eir work in coun, Even ir tlie court rillcis in favor of 

a u d ito r s , the cost or defen ding a legal action can bc VC I"y substantial. As 

a result, the cost of professional liability in surance has escalated greatly, 

(Meigs, Whi ttington, Meigs and Lam: 1987) 

Accordingly, eo sts are not the only COllcern, lawsui ts ean be extremely 

da maging to a p rofessiomli's rcpcl itioll. In exl.reme cases, the aud itors 

m ay even be tried c ri minal ly 1'01' 111; li In;lCt icc. Ilcll el' , ;Iud ilors <Irc legally 

lia ble to their clients WId to Lh ird p;lrLies who rely upo n ;lud iLed finan cial 

statem en ts , 

As Foulks lynch (Foulks lynch : 2004) says, statutory responsibilities 

impose liabilities if thin gs go wrong, Aud itor liability in most coun tries 

can be categorized as liability under lcgislaLion eiLher civi l or criminal in 
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those countries with civil code legal lradilions and liabilily arising from 

negligence under common law in those countries with common law legal 

traditions. 

The civil code of many countries makes director or others responsible for 

a company liable for fines and other penalties for: 

• failing to properly prepare and deliver financial statements to the 

relevant authorities within the given time period. 

• failing to provide auditors with access to the books, records and 

necessary information and explanation for the purpose of the 

audit. 

• failing to keep proper books account. 

• fai ling to appoint auditors. 

On the other hand, auditors may be liable In the following 

circumstances; 

• to third parties suffering loss as a result of relying on a negligently 

prepared audit report, 

• under insolvency legisl ation to creditors, 

• under fiscal legislation (such as tax fraud) 

• under financial services legislation to investors, 

• Under stock exchange legislation and / or rules. 
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Criminal liabili ty can arise in the followin g circum s tances; 

• It is always a n offence to accept an appointment as audito r when 

ineligible to do so or to continue in office after becoming ineligible. 

• It may be criminal offence to misappropria te others property, 

obtain a financial advantage by deception, falsify accounting 

records or documents, publish a misleading statement intended to 

deceive members or creditors. 

Foulks lynch also stated that, the company has a contract with the 

auditors, a nd h ence can sue the aud itor for breach of contract if the 

auditor simply fa ils to deliver a n audi t report, or de livers a negligently 

prepared audit report. In countries with common law legal tra di tions, the 

auditor may be lia ble to sh a reholders and others who have relied on the 

financial statement up on which h e expressed an opinion, under the 

general principle of owing a duty of care to those parties a nd being liable 

in th e tort of negligence if h e fa ils in tha t duty. 

A third party (i. e . a person who has no con tractual relation ship with the 

auditor) may also sue the aud itor for damages', i. e . a fin ancial award ­

which is liabili ty in fort. Writers a lso pointed out (Meigs Whittington, 

Meigs a nd Lam 1987) auditors are liable to thei r cl ients when fail ed to 

exercise due professional care. This obligation exists whether or not it is 

specifically set forth in the written contrac t with the client. Thus, priva te 
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auditors are liable Lo Lheir clients under common law for any losses 

proximately caused by the auditors' failure to exe rcise due professional 

care. That is, to cover its loss an injured client need only prove tha t the 

auditors were gu il ty of negligence and that the auditor 's negligence has 

the proximate cause of the cl ienl's losses . 

The liability of private audiLin g firm s to thirdparLies not in practice has 

developed under the common law. The respo nsibilities of aud itors to 

third parties who may rely on Lhe auditors report has evolved through 

several significant court cases. These cases involve the aud itors' lia bility 

to third parties for negligence, gross negligence and fraud . Negligence is 

failure to perform an audit in accordance with applicable professional 

standards. Substantial failures on the part of an auditor to comply with 

genera lly accepted auditing standards might be interpreted as gross 

negligence. Fraud is misrepresentation by a pcrson of a malerial fact, 

known by that person to be untruc or made with reckless indifferences 

as to whether the fact is true, with the intention of deceiving the other 

party and with the result th at the other party is injured (Meigs, 

Whittington, Meigs And Lam: 1987). 

As per RJ Anderson (RJ Anderson FCA 1984) private auditors become 

legally liable to certain parties, if they fail to discharge statutory 

responsibilities, contractual respo ns ibilities a nd responsibi lities in tort. 
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The majority of errors which expose a private auditor to legal liability fall 

under the law of torts and specifically the tort of negligent 

misrepresentation. Negligence results from the failure to perform a legal 

duty or the failure to perform that duty with the requisite standard of 

care. 

Whether the duty is statutory, contractual or one in tort may affect the 

technical nature of the action brought against auditor. An action for 

negligence brought by third parties we generally be an action in tort 

where as one brought by the auditor's client will generally be for breach 

of contract (RJ Anderson FCA: 1984). 

Some writers argued that, litigation has had a significant impact on the 

public accounting profession and it seems reasonable to expect that it 

will continue to do so in the foresecable future. To avoid litigation, it is 

vital that the auditor comply fully with professional pronouncements in 

completing each audit engagemen t and use sound professional judgment 

during the audit and at the time of issuing the audit report. The issue of 

auditor liability is very much an unresolved matter. Aud itors are liable 

under statute to their clients for breach of duty under corporations' law. 

However, the interpretation of the law has been largely dependent on 

court cases. (Gill, Cosserat, Leung & Coram: 1999) 
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As per Grant Gay & Rogcr S iml1 CLl , thc aud itor duty of care to a client 

arises both in contract and in tort of negligcnce. If the a uditor has been 

negligent, the clients may sue the auditor for breach of the implici t term 

of the contract, a nd recover any consequential loss suffered. 

Alternatively, the client may sue the a udi to r in the tor t of negligence to 

obtain damages sullici ent to restorc the c licn t to its original position. 

Moreover, the situation of the aud itor's liability in relation to persons 

other than the immediate client has bccn the subjcct of mu ch litigation. 

Third pa rties who rely on an aud itor's opinion, and suffer a loss caused 

by the negligence of the a uditor, have no contractual claim [or recovery of 

losses. An injured third party can, however, bring a n action in tort, 

which is a civil wrong compensated by a n award for damages . A right of 

action tort depends on whether a n in terest protec ted by la w has been 

injured (Grant Gay & Roge r Simnett). 

Therefore, the researcher summarizes the abovc writers' discussions, as 

that auditor should be legally liable for violation of contractual, statutory 

and/or both. Thus, an auditor should be liable to the client for violation 

of both contractual agreement and statutory audit requirements . 

Moreover , the auditor should be liable to third party who suffers a 

financial loss as a result of miss stated audit re port, which is a liability 

in tort. 
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CHAPTER THREE 

PRIVATE AUDITORS PROFESSIONAL RESPONSIBILITIES 

AND LEGAL LIABILITY: THE CASE OF ETHIOPIA 

Auditing Standards are the criteria o r yardstick against which the 

qualities of audit results a re evaluated. They provide minimum guidance 

for the aud itor that helps Lo determine Lhc extcnt of audit ing steps and 

procedures that should be applied in the audi t work. 

Similarly, the Ethiopian Government Auditing Standards stated that the 

statement of aUditing standards describes the basic principles which 

govern the auditor's professional responsibilities and which must be 

complied with whenever an audit is carried out. It provides a framework 

with in which professional judgment must be exercised and establish the 

minimum standard to be followed on individual audits.(OFAG: Ethiopian 

Government Auditing Standards : 2004) 

Due to absence of a well organized and empowered professional 

accounting and auditing body in Ethiopia at the present time, there are 

no form alized professional standards issued by any authority in the 

country. However, OFAG have adopted minimum aUditing standards 

incorporated in their respective audit standards which it has developed. 
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The task of preparing det.ailed cthical principlcs ancl mlcs is primarily 

th at of the professional associations '~1I1c1 that all members of the 

associations have the responsibilities to accepl, implement ancl enforce 

such requirements . In Ethiopia, clue to the absence of an organized 

strong national professional association there is no comprehensive set of 

eth ical standards to govern the behaviors of professional accountants . In 

the case of autho rized auditors, it is assumed that they adhere to the 

code of ethics set by the professional bodies to which they are members . 

(OFAG: 2004). 

Therefore, this chapter of the project paper is going to explore the 

Ethiopian private auditors' practices in applying auditing standards 

es ta blished by professional body to which they are members; the code of 

ethics applicable to them, and the major legal concepts that relate 

auditors' liability to clients and third parties under common law. 

3. 1 Et hiopian Government Auditing Standards 

The purpose of auditing standards is to establish standards and provide 

guidance on th e objective and principles governing an auclit of financ ial 

statements . The objective of a udit of financial statcments is to enable 

auditors to gIve an opinion on those fin ancial statements taken as a 

whole and thereby to provide reasonable assuran cc that th e financi a l 
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statements give a true and fair view and have iJeell prepared 111 

accordance with relevant accounting standards or other requ irements. 

The a uditing standa rds adapted by OFAG have elassifica tion as General 

standards, fie ldwork standards , a nd repor ting standards. These 

standards a re adopted from Internationa l Federa tion of Accountants 

(WAC) , UK and AICPA.. 

In this regard Johannes summarized that in u nderdeveloped countries 

like Ethiopia, the deve lopment of public accounting profession cannot be 

left or be waited upon to develop by itself volunta rily in a self-regulated 

m anner as in those adva nced countries as England and America . A 

deliberate attempt instead must be made through legislation to establish, 

develop, a nd regula te public accounting profession despite the 

disadvantages that may loom in developing an accounting profess ion by 

legislation (Johannes; 1970). 

Therefore, from the a bove d iscussion it IS wise to conclude that fo r the 

accounting profession to be we ll developed a ll the concerned body 

including the audit organization should regulate and monitor the 

auditing activities in one way or another. 
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3.1.1 General Standards 

According to Ethiopi a n government aUdit ing standards document issued 

by office of the Auditor General (OPAG:2002) the general standards 

includes the auditors ind ependence in all a spec ts fmm the client, 

auditor's professiona l competence, exercising due professional care, 

audit quality control by both the aud itor's and cl ient, audit engagement 

letter requirement (comm ercia l perspec tive), subsequent events to 

audited fin ancial statemenL (comme rcial perspective) a nd going concern 

requirement (commercial perspective) . 

3.1.2 Fieldwork Standards 

Office of the Auditor General (OFAG : 2002) also discloses fieldwork 

related standards, which a re the responsibility of the auditor's . These 

include planning the audit, Knowledge of the entity, materiality of the 

information to be disclosed, accounting and internal control systems 

requirement, audit sampling require ment, supervisio n and review of the 

work of field auditors by senior a uditors, fraud and error detection 

requirement, compliance with applicable laws and regulations, audit 

evidence gathering, audit of accounting estimates requirement, obtain ing 

m anagement representation s, openIng balances and comparatives 

discloser, discloser of related parties information (commercial 

perspective), considering the work of internal a udit , using the work of an 
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expert, the relationship bcLIVCCll principal llucliLor anc! oLhcr audiLor, and 

working paper importance a nd its ownership . 

3.1.3 Reporting Standards 

According to the document issued by office of the audito!~ General (OFAG: 

2002), the reporting standards involve the report format, report contents, 

report presentation, timeliness of thc report, report disLribution, and the 

importance of the report to managemenL. 

From the above discussion s it is wise Lo conc lude that the auditing 

standards adopted from the in ternationaJ standards are the gu idelines to 

be followed by the auditors. Moreover, these standards are adopted from 

CPA and ACCA standards. 

3.2 Code of Ethics Applicable to Authorized Auditors 

As stated on the OFAG code of Ethics for authorized auditors (2004), 

most authorized auditors and accountants perform their duties and 

responsibilities in accordance with the professional standards and 

ethical requirements developed by OFAG In the past. However, clients 

and their parties have been complainin g against some authorized 

auditors and accountants regarding the uneth ical ac tions done by the 

practicing auditors and accountants. 
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Therefore, fore thc~c reason~, OFAG cstabl ished u ['cv iscd code of Ethics 

for authorized a uditors to be u~cd as a basis in discharging their 

professiona l duties to the public, as follows: 

Independence: a professiona l accountant, mcmlJer of as~uran ce teams 

and firms should be independent in the performance of professional 

services [or the client. Indepcndence requi res the slate of mind that 

permits the provis ion of an opinion without being a ffected by influences 

that compromise professional judgment, allowing an individual to act 

with integrity, a nd exercise objectiv ity and professional skepticism. 

Besides it requires that a vo idance of facts a nd circumstances that are so 

significant that a reasonable and informed third par ty, including 

safeguards applied, would reasonably conclude a firm's or a member of 

the assurance team's, in tegrity, objectivity or professional skepticism had 

been compromised . 

Professional competence and Responsibilities regarding the use of 

Non-accountants: professiona l accountants should ref ra in from agreeing 

to perform professional services which they a re not competent to carry 

out unless competent advice and ass istance is obtained so as to enable 

them to satisfac tol-Y perform such services . If a pro fessional accountant 

does not havc the competence to perform a specific part of the 

professiona l service , technical advice may be sough t from experts such 
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as other professional accountants, lawyers, actua r ies, engineers, 

geologists, and values. 

Fees and commissions: professional accou ntants, who undertake 

professional services for a client, assu me the respon sibly to perform such 

services with integrity and objectivily and in accordance with the 

appropriate technical standards . Tha[ rcsponsiiJility is di scharged by 

applying th e pmfessional sk ill and knowledge which professional 

accounta nts h ave acquired lh rough lraining and experience . For the 

service rendered, the professional accoun[ant is en litled to rcmuneration. 

Professiona l fee s should be a fair rel1ection of the value of the 

professiona l services performed for the client, taking in to account the 

skill and knowledge required the level of train ing and experience, the 

time necessary occupied by each person and the degree of responsibility . 

A profession a l accountant should not pay a commission to obtain client 

nor should a commission be accep ted [or referral of a clien t to a third 

party. A professional accoLln [an t should not accept a commission for the 

referral of the p roducts or services of others . 

Activities incompatible with the practice of public accountancy: A 

profession a l accounta nt s h ould no t concurrently engage in any business, 
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occupation or activity thal impa it's or mighl impa ir integrity, objectiv ity 

or independ ence, or th e good reputation of L1ic prol'ession and therefore 

would be incompatible with the rendering of professional services. 

The rendering two or more professiona ls services concurrently does not 

by itself impair integrity, objectivity or independence, but regarded as 

incons istent with the practice of public accountancy . 

Relations with other professional accountants: Professional 

accountants should only accept new assignments wh ich they can expect 

to complete with professiona l co mpetence . It is essential therefore for the 

profession in general and in the in terests of their c li ents that professional 

accountants be encouraged to obtain advice when a ppropriate from those 

who are competent to provide it. 

Besides the proprietors of a business have an independent right to 

choose their professional advices and to chan ge to others s hould they so 

desire. While it is essential that the legitimate interests of the proprietors 

be protected, it is a lso important th a t a professional accountant who is 

asked to replace another professional accountant has th e oppor tunity to 

ascertain if there a re any professional reasons why the a ppointment 

should not be accepted . This can not effectively be done without direct 

communication with th e existing accountant. In the absen ce of a specific 
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reques t, the ex isti ng accountant s hould not vo lunteer in fo rmation a bout 

the client's a ffa irs . 

Advertising and solicitation: advertis ing a nd solicitation should be 

aimed at informing the public in a n obj ective ma nner and should be 

decent, honest, truthful, a nd in good taste. Solicitation by the u se of 

coercion or ha rassm en t should be proh ibitcd . 

I t is clearly desira ble tha t thc publi c sho u ld be aware of the range of 

services a va ila ble from a professional accountant. 

Accordingly, there is no o bjec tion to a mcmbe r body commu n icating such 

information to the public on a n in s titutiona l bas is , i.e ., in the name of 

the member body . 

Hence, it is wIse to conclude from the a bove that Ethiopia private 

auditors should have a res ponsibility to follow those fundamenta l 

principles. Thus, these fundame ntal principles a re the gu idelines to 

regulate the practice of the aud itors. 

3.3 Legal Responsibilities and Liability 

Authorized auditors and acco un tan ts havc an impor tan t ro le in soc iety . 

Inves tors, credi tors, employees a nd other secto rs of the business 

community as well as the government and the public at la rge rely on 

professional accountants for sound finan cia l accounting and reporting, 
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effcctive finan cia l ma nagemcnt and cornpeLe nL adv ice 011 a va rie ty of 

business and taxation ma tter s . Th e at ti tud e a nd behavior of profession a l 

accountants in provid ing such services h ave a n impact on the economic 

well being of the communi ty . 

Therefore, they should accept the obliga tion to act in a way that will 

serve the public intercst, honor thc publ ic tr ust, a nd demonstrate 

commitment to profe s si onal ism (OrAG : 2004) . 

Article 374 of the comm erc ia l cod e of E th iopi a states tha t the auditors 

shall h ave duties or respons ibil ities: 

To audit the books and securities of the compa ny 

To verify the correctness and accuracy of the inventories, bala nce 

sheets and profit and loss accounts, 

To certify that the report of the board and dircc tors rel1ects the correct 

s tate of the company's affairs , 

To carry out such special duties as may be a ssigned to them 

Also the auditors have a legal respons ibility to s ubmit to the a nnual 

genera l m eeting a written report to board of d irectors . (Commercial code 

of Ethiopia Art. 375) 

Besides as stated on commercia l code Ar t. 376 sub 1, auditors are legal 

responsible to inform directors irregularities . Thus where the auditors 

find irregularities or breaches of legal or sta tutory requirements, they 

sh all inform the directors and, where grave irregularities or breaches 
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have occurred, they shall inform the general meeting. (Art 376 of 

commercial code of Ethiopia). 

On the other hand, auditors arc legally liable for violation of professional 

res ponsibilities and legal responsibilities. Supporting lhis, Art 380 of 

commercial code of Ethiopia, state that audilors s ha ll be civilly liable to 

the company and third parities for any fault in the exercise of their 

duties which occasioned loss . Besides an auditor who knowingly gives, or 

confirms an untrue report concerning the position of a company or fails 

to inform the public prosecutor of all. offence which he known to have 

been committed shall be punished under Art. 438 or Art. 664 of penal 

code as the case may be . 

Of course, as stated on the commercial code of Ethiopia, Art 373, 

Auditors shall be liable to penalties prescribed in Art 407 of the penal 

code for breaches of professional secrecy, i.e. professional and legal 

responsibilities. 

Therefore, the researcher concludes from the above that private auditors 

sh ould strictly follow that code of ethics formulated by OFAG and the 

commercial code of Ethiopia 1960 111 examll1ll1g 
I 

en ti ties books of 

accounts as well as 111 reporting to the users audited financial 

statements. Thus, failure to comply with these regulations has legal 

liability to their clients and the law of the lanel. 
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CHAPTER FOUR 

DATA ANALYSIS AND PRESENTATION 

This part of the project paper is designed to address the extent to which 

private auditors exercise their professional and legal responsibilities, and 

the extent to which the client prepare financial statements for easy 

verification . Moreover, il designed to explore the responsibility of 

directors (management) and auditors with regard to financ ial statements 

and subsequent to the discovery of misslalemen ls to audited financial 

statement. Also tries to examine the extent to which private a uditors are 

subject to legal liability for committing illegal audit practices, and the 

constraints that exist on private auditors in attempting to exercise their 

responsibility. 

For the fulfillment of the above objective the student researcher has 

purposively sampled fifteen organ izations managers in order to respond 

the research questioner. However, only eleven managers' successfully 

answered the questioner. The personal data of the managers 

(respondents) and characteristics of the organ izations are presented in 

annexes respectively by table 1, and table 2 . 
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As observed fmm the responses obt.ai ne.;e! Lhe: majority of the respondents 

are male, 73 .33%, a ne! a ll are Ethiopia n s . More tha n 75% of the 

respondents hold B.A/ B. Sc a nd above (see table one from th e a nnex). 

Of the total responding organizations the majorities a re charac terized as 

private limited companies, 54. 55U
;') , and about 18.1 8% a re non­

gove rnmenta l orga nizations (NCOs). I\lso most of the.; organ izations o f the 

respondents a re me rchand ising business, 4 5-'16%" and only 9 .09'% from 

cons truction type bus inesses. Most of them aged more than 5 years on 

a verage, 72 .72'Yu . The annual profit of Lhe respondent organ ization 

mostly between Birr 50,000 LO birr 100,000. No ne of th e respondent's 

organizations h as a subsidia ry or branch from abroad (see table two from 

the annex). 

On the other h and, the researcher planned to interview seven audit 

firms' manager s. However , only six of th em, 85 .7 1%, were available for 

the interview, all of who have Ethiopia n nation a li ty a nd m a le . All of the 

interviewed firm s a re com pan ies, which we re establi s hed before 10 years 

on average . 
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4.1 Responses from Clients and Auditor's concerning as to 

what Extent Ethiopian Private Auditors are Exercising 

Professional and Legal Responsibilities 

4.1.1 Independence 

The survey was conducLcd in ordcr Lo assess Lile audiLor's indepcndence 

in exercising professional re sponsibiliLies . Thus, in all mallen, relating to 

the audit work, the audit organ iza Lion and the individual auditors, 

wheth er government or public should have an adequate degree of 

independence from the legis lature and should be free from executive and 

audited entity and should maintain an independent attitude in fact and 

appearance . The survey result concerning to independence is as follows: 

Table 1: Clients response on auditor's independence: 

Response 

-
Item Yes No Total 

No % No % No % 

When conducting and audi t, do 

you think that your auditor 
7 63 .64 4 36 .36 1 1 100 

independent from you In a ll 

aspects? 
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As shown above, seven (63.64'X,) of the clienls responded lhat private 

auditors were independent in all aspects from the influence of audit 

organization in relation to the aud it work. However, a con s iderable 

number (36.36%) confirmed that private auditors were not independent. 

On the other hand, the majority (57 .14%) of the interviewee responded as 

those in a ll aspects private auditors were independent of their c lients . 

But, the remain ing 42.86% sa id that most of the time private auditors 

loss indepen dence in terms of soliciting clients, negotiating audit fee, and 

giving an opinion. 

As s tated on the article of Tesfaye Mengasha, on capital weekly news 

letter," bidding/tendering may sometimes result in saving in audit fees. 

Should this be the primalY concern of the government? Audit fee levels 

were recovered to be the lowest even by African s tandards, before the 

tendering/bidding systems came about. What if such reductions in fees 

are achieved at the expense of the quali ty / effectiveness of the 

independent a u dit, which is the "raison-d'etre" of the entire exercise? 

When the tax collection role of the government is considered, the quality 

of the audit, as a reliable source of in fo rm ation, becomes even more 

important, relative to th e requircd audit fees. Having said this, one must 

be wary of the limitations of an audit with the possibility of expectation 

gaps being created. Financial statement audits are sample based. Clear 
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distinction should be madc bcLween Lax eva::;ion, an illegal practice, and 

tax avoidance scheme, which should bc regarded as quite legitima te. Not 

everyone is an angel in as much as not everyone Satan. Any a udi t has its 

own start up costs to the auditor concerned . Far too frequent changes in 

auditors, followin g the mechanical bidding/Lcndering system, a lso break 

continuity and familiarity wiLh the a::;signmcnl. As a result, the auditors' 

independence could be impaired". (Capital: 2003) 

From the above over all analysis of the data the researcher concluded 

that although it is said that private auditors were independent in their 

audit work there could an occasion where private auditors by force or 

interest can violate the principle of auditor's independence from their 

clients in conducting an audit work. Moreover, it is wise to conclude 

from the above mentioned article that as a result of tendering/bidding 

nature the auditors' independence could be compromised . 

4 .1.2 Competence 

The audit organization needs to command the range of skills and 

expenence necessary for effective discharge of the audit mandate. 

Whatever the nature of the audit to be undertaken under that mandate, 

persons whose education and experience is commensurate with the 
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nature, scope and complexitics of the audil lask should ca rry out the 

audit work. The survey result is shown in this rega rd as follows: 

Table 2: Clients response on auditor's competence: 

Response 

Item Yes No Total 

No % No % No % 

Is there a moment you faced that 

your auditor is not professionally 3 27 .27 8 72.73 11 100 

trained and competent? 

As depicted by table 2, 72.73% of the respondents showed that auditors 

were professionally skilled, trained and competent in order to carry out 

their professional responsibilities . On the other hand a ll the interview 

responses revealed that most of the time individual auditors hold B.A 

degree and above in accounting profcssion in order to perform audit 

work. 27 .27% of the respondents, howcver, claimed that some times less 

qualified and incompetenL field auditors were comll1g to their 

organization. Thus, the data implied that most private auditors were 

professionally trained and competent. 
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4.1.3 Audit Work Plan and Supervision 

The auditor should plan the audit work in a manner which en s ures that 

an audit of high quality is carried out in on time, an economic, efficient 

and effective way. On top of th is, proper supervIsIon and control IS 

therefore necessary in all cases regardless of the competence of 

individual auditors as is shown in the table blow: 

Table 3: Clients respons e on audit work plan and field work 

supervision: 

Response 

Item Yes No Total 

No % No % No % 

Do you think that your auditor is 

adequately planning and frequ ently 
9 8 1.82 2 18.18 11 100 

.. 
the work of field supervlsmg 

auditors? 
I 

The majority of the respondents, (8 1.82%) agreed that private auditors 

properly planned their work and the senior a uditors frequently supervise 

field auditors. Similarly, all of the interview responses depicted the same 

conclusion. 
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Hence, the analysis of the overall da ta s hows tha t priva te a uditors 

adequately plan their audit work and frequ ently supervise the work of 

field auditors . 

4.1.4 Due Professional Care 

The student resea rc he r also I.r ied to identify wh ether the auditor exercise 

due professional care or no t. Thu s, the a uditor a nd the audit 

organization must exercise due care and concern in complying with the 

auditing standards. This embra ces due ca re in specifying, gathering and 

evaluating evidence, and 111 reporting findings, conclusions and 

recommendations . In thi s regard the Sl.Hvey result showed the following: 

Table 4: Clients response on auditor' s due professional care 

exercise: 

Re sponse 

Item Yes No Total 

No % No % No 

Do you think that all aUditing 
11 100 0 0 11 

processes need due professional care? 

Accordingly, as shown in table 4 above and data obtained from interview 

result, both the clients and private auditors agreed that all auditing 

processes need exercising of due professional care. Thus, both 
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preparation of financia l statements, which is the responsi bility of the 

management of the client; and examina tion of th e financial statements , 

which is the responsibi lity of the a ud itor's need exercising due 

professional care. 

4.1.5 Internal Control Structure 

The study a lso tried to clarity whether private auditors examme the 

internal control structure of an audit entity. Thus, as i t was obta ined 

from the clients ' responses (see table below) mos t of them, (63 .64%), 

agreed that auditors examine the internal control structu re of an a udit 

organization. Moreover, the c lients' respondents added that examination 

of internal control structure of the c li ent help the aud ito r for gath e ring 

efficient competent evidential informa tion LO express a n opinion. 

Table 5: Clients response on internal control structure 

Response 

Item Yes No Total 

No % No % No % 

Does your auditor exammes the 

internal control structure of your 7 63 .64 4 36.36 1 1 100 

organization? 
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Simila rly, 85.71% of the inlerviewee agrccd lhal cX<lmining the internal 

control s tructure of an organizalion under audit helps lo evaluale the 

extent of sampl ing, tests of the documents in order lo galher sufficient 

evidentia l matter to express an opinion. 

From the above, the student researcher conclude that examination or 

evaluation of clien t in lernal control syslem helps the auditor in gathering 

the important information fo r the exprcssion of an opinion. 

4.1.6 Evidence 

The researcher a lso administer s an interview in order lo obtain data to 

identify how th e auditors obtain sufficient evidenlial matters in order to 

express an opinion. Accordingly, the majori ly of the interviewee (Wi.7 1%) 

responded that such in fo rmation we re obtained through inspection , 

observation, inquires, and circula ting confirmations to serve as a 

reasonable basis for an opinion . 

The researcher concludes from th e a bove that private auditor were 

properly planning a nd performing th e audit so as to obtain sufficient 

evidence to give reasonable assu rance that the financia l statemen ts of 

the client are free from m aterial misstatements . 
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4.1. 7 Reporting Standards 

The audi tors should follow repor ting standards wh ile preparing a report 

for the u sers. The reporting standards demand that the report shall 

state whether financial sta tements are presented in accordance with 

generally accepted accouming principles ; whether such principles have 

been consi stently applied in the curren t pel-iod in relat ion to the previous 

period; adequate informatio n disclosu re 1.0 thc users of the report; and 

an expression of an opinion rega rding th e financial statements, taken as 

a whole , or a n assertion to the effecL LhaL an opin ion can not expressed. 

Table 6: Clients response on consistent application of GAAP 

Response 

Item Yes No Total 

No % No % No % 

Is there a momen t you ba se on 
a a 11 100 1 1 100 

principles other than GAAP? 

-

Accordingly, the resu lt of the survey (see table 6) revealed that, a ll the 

client respondents responded that, the generally accepted accounting 

principle a re applied in the preparation of the financi a l statements. 

Moreover, GAAP has been applied consistently, as the entire client 

replied . All the interviewee responses showed that cl ients h ad been 

consis tently followin g GAAP, though there were circumstances th at lead 
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the financial sta tem ents to opi n ion other th a n unqualified one . However 

regarding the application of GAA P the studen t researcher in his five years 

auditing experience obse rved that organ iza tion , like NGO s, were not 

applying GAAP. But the in te rviewed aud itors a nd th ose NGOs m a nagers 

respondents were not honest to d isc lose th e fact. They further added 

that sometimes when such things a rise the c lients request other opinion , 

qualified opinion when the opinion goes to either of adverse or d isclaimer 

one. 

Table 7: clients' response o n materiality principle 

Response 

Item Yes No Total 

No % No % No % 

Do you think that mate ria lity 

principle u sed as a base ll1 

8 72.73 3 27.27 I 1 100 
disclosing a n error obta ined 

during an a udit examination? 

The survey result a lso showed (see table 7) tha t eight (72.73%) of the 

client respondents confirmed that auditors follow the materiality of 

informa tion in d isclosing LO the u sers of th e report. However, the 

remaining clien ts respon dents (27.27%) showed that aud itors were 

disclosing a ll information obtained, regard less of its materiality to the 

users of audited finan c ia l stateme nts . 
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On the other hand, the interview response showed that even though the 

error obtained was immaterial, the long run effect of the information on 

the going concern was taken in to account to disclose in the repo rt. But 

they added that such immaterial information was repat-ted on the 

m a nagemen t letter for internal control purpose and in ol-de r to eliminate 

the long run effect of it . 

In this rega rd Tesfaye Mengasha articulated on Capital week ly news 

letter dated 13 July 2003 supporling his another arlicle on the same 

news letter dated 6 J uly 2003, "some of us might find it d ifficul t to 

imagine as to how the same Bank with two d ifferen t auditors could a rrive 

at two different results using numbers, which we normally understand 

them to be precise . Unfor tunately, accounting l S fu ll of es tima te s . An 

audit is simply a n exercise of professional judgment. Both the 

internation a l a nd local auditors are entitled to their own opinion . 

However, to m e as a n outsider now, divergence of this magnitu de can not 

be easily a ccommodated within the spectrum of "opinion" di ffe rence of 

course assuming the two exercises to be s imilar in scope" . (Capi ta l: 

2003). 

This s hows th at , th ough the a udi ting s tanda rd s applica ble by both 

international and local audi tors is th e sam e th ere could be an occasion 

that audi tors compromise professional responsibili ty . 
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From the a bove a na lys is und discuss ions, Lhe s Lude nL resea rcher 

concludes that there l S a circumstance \Nhere the a uditors a re 

negotia ting with their clien t Lo chan ge Lhe opinion. 

4.1.8 Contractual Agre ement 

The second part of Lh is secLion dea ls wiLh the a ud iLors legal 

responsibilities with regard Lo exa min aLion or th e fin a ncial statemen ts of 

the audit client's from Lhe po in L of view of bo th clients and aud itors . In 

this regard th e student researc her attemp Led to a sses s the issues as 

follows: 

Table 8: Signing contractual agreement before the starting the audit: 

Response 

Item Yes No Total 

No % No % No % 

When your business lS audited, 

a re you singing a contrac t or an 8 72.73 3 27 .27 11 100 

agreem ent with your auditor? 

As indicated in table 8, of the total chent respondents, eight of them, 

(72.73%), replied that once the auditor is assigned or selected, the next 

step is signing contractual agreement cons isLing of the scope of the 

61 



audit, the qualification of the auditor's staff to be involved in the audit 

task, duration of th e audit work, responsibility of the management and 

the auditors, audit fee and others. Similarly, all the interviewed a uditors 

responded that it is mandatory to s ign co ntractual agreement consisting 

the scope of the audit, the quali fication of the auditor staff to be involved 

in the audit task, duration of the aud it work, responsibility of the 

management a nd the audi tors, auclit fcc alld others before starting the 

audit. 

From these the researcher can conclude tha t businesses s ign contractual 

agreement with auclitors before start auditing the books of accounts . 

4 . 1.9 Contractual Obligation 

Table 9: Clients response on auditor's contractual responsibility: 

Response 

Item Yes No Total 

No % No % No 

Do you th ink that private auditor is liable 
11 100 0 0 11 

for violation of contractual responsibility? 

As it is depicted in the above table all the respondents, 100%, confirmed 

that auditors are responsible for contractual agreements made between 
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the client and the auditor. Morcovn, the respondenls confirmed that, 

auditors who violate a conlraetual agreemenl are made legally liable to 

the client and the law of the land . 

On the other hand as determined from the in te rv iew result, private 

auditors have the responsibility to follow contraclual agreement signed 

between the two parties in conducting audit work. 

Thus, from the analysis of data on auditor's contractual responsibility, it 

is possible to infer that privale a uditors are made liable for violation of 

contractual responsibility. 

4.1.10 Statutory Obligation 

As stated on Art. 380 of commercial code of Ethiopia, auditors shall be 

civilly liable to the company and third parities for a ny fault in the 

exercise of their duties which occasioned loss . Besides, an auditor who 

knowingly gives, or confirms an untrue report concerning the position of 

a company or fails to inform the public prosecutor of an offence which he 

known to have been committed shall be pun ished under Art. 438 or Art. 

664 of penal code as the case may be . The survey result in this regard is 

as follow: 
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Table 10: Clients response on auditor's statutory responsibility 

Response 

Item Yes No Total 

No % No % No % 

Are private auditors liable for 
11 100 0 0 11 100 

viola tion of s tatutory respon sibility? 

As it is depicted in the above table, all the respondents (100%) confessed 

that, auditor s a re responsible for statuto ry audit requirements . 

Moreover, the respondents confirmed th a t, auditors who violate statu tory 

responsibility are legally liable for both to theil: client and a th ird pa r ty . 

On the other hand, as examined from the in terview result, private 

a uditors have the responsibility to follow statutory audit requirements 

when conducting audit work and made liable for the violation of th ose 

responsibi lities. 

In general, from the overall analysis of the data, it is possible to conclude 

that private auditors a re liable for violation of statutory responsibility . 
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4.2 The responsibilities of management and auditors with 

regard to the financial statements and subsequent to the 

discovery of misstatements to the financial statements 

In order to identify the responsibilities of the managernent from the 

auditor with regard to prcpa t-atiOtl or financia l statements and 

subsequently di scovery of miss tatements lO the audited financial 

statements the student re searcher explore the following I~esul ts: 

4.2 . 1 Preparation of Financial Statements: 

Table 11: Clients' response on preparation of financial statements: 

Response 

Item Yes No ! Total 

No % No % No % 

--
Is there an occasIon where you 

invited your auditor for financial 0 0 11 100 11 100 

statements preparation? 

As it is depicted in the table , all the respondents (100%), agreed that 

preparation of financial statements IS the re sponsibility of the 

management of the client organizatio n_ Accordingly, the interview result 

revealed that, all the interviewee responded as that, preparation of 
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financial s ta tements is the responsibility of the management, whereas it 

is the re sponsibility of the aud itor's to express an opinion whether the 

financial statements produced presents the "true and fair view" of the 

entity. 

From the above a nalysis, it is wise Lo conclude that p reparation of 

financia l statements is that of the clien t where as the auditors 

responsibility is examining financial SLaLcrnCnLS produced by Lheir client. 

4.2.2 Misstatement of Audited Financial Statements 

Table 12: Clients' response on subsequently discovery of 

misstatements to audit financial statements: 

Response 

Item Yes No Total 

No % No % No % 

Do you think that private auditors 

legally liable, for subsequen tly 
11 100 a a 11 100 

discovery of misstated audited 

financial statements? 
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As depicted by thc above lablc, thc cmirc rcspo nde nl (IOO'X.) agrecd that 

private audi tors are legally liable fo[' s ubsequenlly d iscove ry of 

m isstatemen t audited financial statements. Similarly, all the interview 

respondents showed agreement to the same conclusion. However the 

interviewee argued that thi s hold true only if the auditor expressed 

inappropriate opinion . 

From the above discussions the sludcnt researcher concludes that the 

audi tors not li able for "iubseque[llly d iscovered misstated audited 

financial statements if their op in ion was qual ifi ed for these cffects . 

4.3 Responses of the Audit Organization with Regard to 

Auditor's rules of Professional Ethics 

Advertising and solicitation should be aimed at informing the public in 

a n objective manner and should bc decent, honest, truthful, and in good 

taste . Solicitation by the use of coercion or harassment should be 

prohibited. 

Supporting the above Jack C. Hobe rlson (1990) argued that professional 

ethics for accountants is not s imply a malle I' covered by a few rules in a 

forma l code of professional condu ct. Concepts of [proper professional 

conduct permeate all areas of practice. Ethics and its accompanying 
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disciplinary potentia l cl rc the found atio n for public accountants self 

regula tory efforts (Jack C . Robertson: 1990). The survey rcsult in this 

regard showed the followin g: 

4.3.1 Selection of Auditors 

Table 13: Auditors selection criteria: 

What are your criteria w h en selecting an auditor? Response 

Number % 

--_. -- - --- -- - ---

Through advertisement on media 5 45.46 

By family or friend relations hi p 4 36.36 

The controlling part can assign 2 18.18 

Other 0 0 

Total 11 100 

._-

As shown above in table 13, most o f the respondents, 45 .46'Vo indicated 

that auditor's selection is made mostly th rough advertise m ent. However, 

a reasonab le number of the responcients (36 .36'X») claimed that se lection 

is a lso made on family or ft'iendship bm;is . On the othe r hand the result 

of the interview showed that aud it task lS obtained through 

advertisement made by client, it can be by family or friend relationship, it 

can be by assignment by thc controll in g pany. But as s ignment is only for 

th ose organizations under the control of privatization agency . 
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Therefore, frolll the Lilwl)' si s "I' n;s p" IISCS, it is sCI re lo illrc r Liwt, a lLilOugh 

advertisement is mosLly useci 1'01' audito l· 's seleetion, family or friendship 

based selection is a lso made. 

4 .3 .2 Purpose of Audit Report 

In order to make rationed il lvesli ncl lt , c rcdit ra tin g, bus iness expansion 

and others decis ions, decisi o n make rs rely on the finan c ial information of 

business entitie s . T h e decisio:1 mLlkers a rc more confident when such 

finan cial information IS examin ed by inde pende nt professional 

accountants . [-rom the above pers pective, the s urvey tried to look at the 

following questions: 

Table 14: The purpose of audit report: 

For what purpose is your business audited? l<esponse 

Number % 

For taxation pUl·pose 4 36 .36 

For creditors o r others external use rs 5 45 .46 

Auditing the books of aceounts is m,ulciatory 2 18.18 

----~ -
Total 1 1 100 
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As shown by Lhc abovc "csponsc resuit, tiS/i()'X, of th e respondenLs 

agreed Lhat the purpose of auciiting books of aecounLs is in orde r Lo 

satisfy the credi to rs in mak ing cieeisions regard ing loan, trade on 

aecoun ts a nd others. On the oLher hand while 36.36% of the 

respondents argued that the purpose for audiL re porL is for taxation 

purpose , only 18.18'Yu rcplicd lhaL it is mand aLory to aud it books of 

accou n ts . 

Hen ce, from thc abovc analysis iL is possible 1.0 conclude that most 

clients lack understanding about the purpose of auditi ng because most 

clients confirm ed that the purpose of aud iting thc books of account is for 

creditors or other external users. 

4.4 Constraints to Private Auditors in Attempting to 

Exercise their Responsibility 

As stated in the rcview of literature part of the study , in order to make 

rationa l business decisions, investors, creditors, ma nage rs, s hareholders 

of a business need financial information of the ir own as well as 

competitors. Accordingly, in order to be confident in making decision 

they base their decision on aud ited financial statements . The refore, it is 

the responsibility of auditors to disclose informatio n shown on the 

financia l statem ents to the use rs of audited financial statements . 
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However, then.: arc eonstrclillls Ull Cluliil()l-s ill iliteillpting to exe rcise their 

responsibilities_ Thus, as determined from the survey questionnaire and 

interview result, auditors arc subject but not limited to the following 

constra ints : 

l. As d etermined from the s urvey result shown below, most of th e time 

the clients dem a nd unqualified opinion _ 

Response 

-- ---~-- -

Item Yes No Total 

~ 

No % No % No % 

---- -~~-~ 
When your aud itor IS exanlliling 

your books of accounts, do you 
4 36.36 7 63 .64 1 1 100 

expect an opmlOn other than 

unqualified one'? 

Similarly, the interview responses showed that all the t ime audit 

organizations demand unqualified Opll110n when the opinion goes to 

qualified or disclaimer or adverse one . Also as examined from the 

interview respon se sometimes there is a loss of client when the opinion 

goes too qualified or disclaimer or adverse one. 

2. As determined from the interview response analysis there has been 

lack of nationally organ ized professional body that is responsible for 

controlling the duties and responsibilities of a udi tors and to formul ate 
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prin ciples, standa r'ds which Sovcm j)[,'lclieins accounts and aud itors . 

They a dded th at depe ndence on fntemational Standards on Aud iting 

there has been a time ga p betwccn I hc amcnciments or these standarcis 

and a pplication in E th iopia . 

3. As determined from the su rvey n~::;ult (~ee table 13) in s ome cases if 

not always client selec tion depends on family or fr ien d re la tionship as a 

result of which violation of the pro fession a l respon s ibili ties occurred. 

4 . Interview res pon ses showed tha t , mos t of the time private 

organizations excep t share companies do not want to present real 

information for aud iting. 

5 . Responses from th e majority of the in terviewee revealed that, on e of 

the m ajor constraints in th e aud it work is lack of demand of a u d it service 

on the part of the clients or bu s iness rirms on regu la r basis . 

4.5 Case Analysis 

Although the s tudy attempted to disclose the maj or problem s on 

a udi tors' profession al responsibilities and legal liability with regard to 

private auditors , due to th e con fi den tiai natu re of the issue under study, 

the d a ta obtained from thc responcients ciid not adeq uate ly co nfirm th e 

assumed problems . 
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Hen ce , for the purpose or obtain in g addit ional rindings the follow ing 

cases which werc obtained from various sources are analyzed as fo llows . 

1. The case of United Insurance S.Co and Kokeb Moges and Co . 

United Insurance Company is one or Insura nce Co mpanies in the 

coun try and o ne of the fil 'st private III SUr,IIlCe compa nies ro rmed 

following fin aneiul sector li l)CI'uliz;lI i011 In 1<)9'1. 0 11 the o ther ha nd, 

Kokeb Mages and Co is one of the private aud it firms prov ing a uditing 

service in the country . 

As per the law of th e country finan cial institutions are operating under 

the regulation of National Bank of Ethiopia (NBE), and Office of Auditor 

General is respon s ible to regulate priva te audit firms. 

Accordingly, fin ancial institutions should subm it a udited financia l 

statements to NBE: in order to renew lheir licen se every year. 

As repor ted on Fortune a nd Reporter, weekly newsletters, dated 

respective ly December 4 a nd December 3 1, 2005 NBE had forced the 

United Insu rance Company to revise audit report. 

As per the repo r ted dated December 3:, 2005; Kokeb Moges and Co. 

produced two au d it re ports ror the same riscal year (the year ended June 
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30, 20 05) . As per the fi rst LLudit r(;port dated September 27, 2005 the 

profit and loss accou n t of the company showed profit before taxatio n of 

birr 11,775,769. Moreover, the Balance sheet on the same data showed 

debtors amounting birr 27,910,1 93 a nd investments amounting birr 

20,973,737 (see annex 5 and 6) . 

On the other h and as per the second audit re port d ated November 26, 

2005 profit and loss account SllOW(;cI a ncl loss 0[' birr 960 ,590. Besides, 

the Ba la nce sheet on the satlle dale sllm.vcd that debtors amounting birr 

13, 049,236 a nd investments Clmounting b ir r 22,323 ,737 (sec annex 5) . 

Similarly, the auditor expressed two d ifferent opinions on the two audit 

report. The first opinion is unqualified, wh ic h was stated as, "In our 

opinion, the financial statements give a true and fa ir view of the s ta te of 

the company's a ffairs as at 30 June 2005 a nd of its results and cash 

flows for the year then ended in accordance with the accounting policies 

adopted by the company" . (See annex 6) Whereas th e second opinion is 

qualified, which was stated as, "Except for any a djus tmen ts , which migh t 

be necessary in respect of the above m;ILtc r in ou r opinion the fi nanc ial 

statements give a true and fair view of the state of the compa ny's affairs 

as at 30 June 2005 and o f its results Lln ci cash nows fo r the year th en 

ended in accordance wi th accounting pol icies ad op ted by the company" 

(see annex 5) 
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The difference in the two audit repol·ts is a result of:: 

1. Investment worth a sum of birr I, 350,000 s ix year before the audit 

report from which the company received no return. Also as explained in 

the report the going concern of the compa ny at which such investment 

was made is critically quest.ioned by the illvestee auditor. (see annex 5) 

2 . As per the first report no provision has been made for the debtors 

amounting birr 13,302,784.21, which lVas long outstanding for four 

years as of the balance sheet data. (sec annex 5) 

Moreover, as stated on fortune, dated December 4, 2005, the nature of 

the provision was a financial guarantee bond the united insurance S . Co 

issued four years ago as of the balance sheet data on behalf of its clients . 

(See annex 3) 

Also as depicted on Fortune, the insunlilce companies regulatory body 

(NBE) introduced new debts aging instructions effective Decembe r 2002 

instead of the old one. (See annex 3) 

The auditor from his side also stated on the second report that "by not 

observing the provisions specifically mentioned under paragraph 6 

above, the company has committed inappropriate accounting treatment 

of transactions which gives rise to an u nderstatement of provision for 
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profil lax uy ~1I1 ~IIll OLIIlI ur !JilT I,O,,7 ,IF )() :llld pmril "11d loss "ccounl 

and legal reserves respeclively" 

Regarding the case the researcher lried to get data from OFAG, NBE and 

the Auditor concerned . But a ll the organ izations did n ot allow access to 

the right data because of the conficieillially nature of the da ta an d the 

final decision has not bee n disclosed i'rom disc iplinary committee, 

chaired by OFAG. 

Therefore, from th e above a nalysi s in the view of the researcher possible 

to conclude that the auditor violated profess iona l responsibility by not 

disclos ing relevant information and examining the accounting policies of 

the company. Thus: 

• The auditor did n ot take in to accou n t the NBE rules and 

regulations when condu cting an aud it. Thus, the de btors aging 

policies of the NBE has nol been considered . 

• Misap plication of the accoun t in g principle ha s not been ciisclosed . 

• Provision on debtors has nol been disclosed. 
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2. The case of HST chartered certified accountants 

HST Chartered Ce rtified !\ccountants is a private aud it firm es ta blished 

in 2003 in partnership between Haileleul Tamiru, Solomon Gizaw and 

Tekeste Gebru with a capita l of birr 300,000 having a customer based of 

about 200 clients. HST represents in Eth iopia, Deloitte and Touche, one 

of the four largest global aud its and cons ul ting firms . 

Authorized auditors must co ndu ct an aud it in accordance with generally 

accepted auditin g standards and loce)ll), forrnulated aud itin g standa rd s, 

if any . Thus, they are responsible 1'01' the code of e thi cs establi s hed by 

the professional body to whi ch they a re members . 

As stated on ACCA rule book, that the code of ethics and conduct 

establishes the e thical requirements for members . It sets out the 

fundamental principles and provides a conceptual framework for 

applying those principles. Members are required to apply this 

conceptual framework to identify thl"eats to co mpliance with the 

fundamental principles, to evaluate their significance a nd, if such threats 

are other than clearly ins ignificant, to apply safeguards to e liminate them 

or reduce them to an acccptable level suc h tha t com pliance with the 

fundamental principles is not compromised (!\CCA : 2007) . 
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Besides, OFAG sLatcd utI thc code of prol"cssional cLhics undcr Lhe 

enforcement of rule of conduct that each profess ional accountant has the 

responsibility to promotc the high standards of professional conduct and 

to ensure that ethical requirements are observed and failure to do so 

would be investigated and appropriate act ion taken (OFAG: 2004). 

Moreover, the Office of AudiLor General · IS responsible for the 

enforcement of the ethical requirements described in the OFAG code of 

Ethics (2004) and for taking appropriate discip linary act ion until such 

time that a separate and competent body able to take on th is 

responsibility is established by the government of Ethiopia (OFAG: 2004). 

From the above it is wise to conclude that Ethiopian private auditors 

have a responsibility LO act in accordance w i th the code of e thics 

established or formulated by, ACCA Clnd OFAG . Violation of these codes 

of ethics is subject to Icgal liability. 13ut as reported on the fortunc, 

weekly news letter, dated December] 0, 2006; the Auditor General has 

imposed the highest penalty with warning on HST because of violation of 

"profession a l behavior" one of the nine values articulated in the basic 

principles (see annex 7) . 

As reported on the newsletter, Auditor General further explained that, 

"we h ave earlier done the audit report conducted by HST; and accord ing 
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to our rules, an audit firm has to con::;ult the onc that has done the work 

before taking the assignment" . Regarding this the researcher tried to get 

more information from auditor general, but the concerned official did not 

allow accessing to the right data saying that "the matter is confidential". 

Also the researcher tried to get data concerning the ca::;e fo rm Ethiopian 

Professional Association of Accountants and Auditors (EPAAA), but 

because of confidentiality naturc of thc data the association did not allow 

the researcher access to the right c1ata. However, as revealed from the 

interview response EPAAA is a voluntary association which has no power 

to take action on thc auditors as wcll as accountants working in the 

country. 

On the other hand, partner in I-1ST justified the case on the same new 

letter that "the decision by thc Auditor General is due LO a" professional 

disagreement" and we have not violated any code of conduct" (see annex 

7) 

Similarly, as determined from the interviel'j response of HST senior 

partner, "the firm had taken the job from the defendants (or defense 

Lawyers) and the auditors general was selected to conduct audit by the 

anti corruption commission. Thus they said, "Our clients are totally 

different . Besides we accepted the penalty only because of the fact that 
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auditor general was empowe red I)y th e law (d eclaratio n No. 68/1997) to 

issue, renew and withdraw licenses of accountants and aud itors. " 

Moreover, interview respon se of the I-IST senior partner revealed that, 

"An audit firm has to consult a clients previous auditor to learn whether 

the firm has had a professional related problem to leave the company 

before taking up the work, which is articulated 111 the Rule Book of 

ACCA," . Also they said, "We did noL violate a profess ion a l ethics, but this 

is a professional misinterpretation ." 

From the above case analysis; it is possiLJIc to infer tha~; 

• though the clients of the two auditor s differ, and as far as the 

books of accounts aud ited is for the same organization the firm 

has violated professional ethics. 

• the auditor general is a regulatory body of auditors and at the 

same time acting as an arbitrator. Hence, h ere there is a violation 

of professional ethics, because of the fact that one organ (body) 

should not be a regulatory body and at the sam e time auditor. 

• there is a lack of well organized professional body which 

independently regulo te the professionals. Thus, EPAAA (a 

voluntary association) has no power to regulate auditors and play 

a role for the development of the profession . 
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CHAPTER FIVE 

MAJOR FINDINGS, CONCLUSIONS AND 

RECOMMENDATIONS 

5.1 Major Findings 

As it has been dealt with in this research, auditing standards provide 

minimum guidance for the aud itor that helps to dete rmi n e the exten t of 

auditing steps and procedures that should be applied in the audit work. 

However, there have been circumstances when auditors are violating 

these minimum guidelines or auditing standards. Therefore on the basis 

of the analysis of the data the following major findings were obtained: 

The study revealed that most clients or audit organizations lack 

awaren ess abou t the purpose of getting their books of accounts 

audited . Because 45.46% and 36.36% of client respondents 

considered the purpose of audit report with creditors and taxation 

respectively. 

It was found ou t that, lack of a well organized professional body 

resulted in violation of professional eth ics. Accordin oly a lthouO'h b , b 

advertisement was the 1110s11y used method for auditors selection as 

confirmed by 45.46% of the respondents, family o r frienci relationsh ip 

was also u sed as confessed by 36 .36% of the responcients 
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As mentioned in the literature part of the pape r auditors should be 

independent of their clicnt both mcntally an d physically. Private 

auditors' independence from c lients in their audit work wa s co nfirmed 

by 63.64% of client respondents and 85 .71% of the interviewee. 

However, there was a n occasion where private auditors by force or 

interest may violate the principle of auditor's ind ependence from th eir 

clients in conducting an audit work (as replied by 36.36% of the 

clients and 14.29% of the intervi ewee) . 

72.73% of client respondents con fir med that, private auditors 

performing audit work were professionally trained and competen t. 

However, 27 .27% replied that there was a moment when incompetent 

auditors were coming to the ir organization to perform the a u dit work. 

According to 81.82% of client respondents, private auditors 

adequately plan their audit work and frequently supervise the work of 

field auditors. 

All the responden ts (both c lients and a uditors) confessed that, private 

auditors properly exercise due professional ca re in the auditing 

process . The study resul t revealed thal , the generally accepted 

accounting principles had been appl ied by the clients in the 

preparation of the finan cial statements . 

63.64% of client respondents and 85 .71% of the sampled auditors 

agreed that private auditors examine the internal control structure of 
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an audit enLity for the purpose of gathering necessa ry information for 

the expression of an opinion. 

Though the majority of the respondents confirmed that audi tors 

express an opinion based on in Lernationa l standards on auditing, 

there were situations where audito rs give a n opinion based on the 

demand of their clienLs as replied by 36. 36'Yo of Lhe respondents. 

It was confirmed by the majority (72.73%) of client respondents that, 

audit organizations sign conLmcLual agrcemenL wiLh aud ito rs before 

auditing. However, 27.27% of Lhe respondents disagreed with the 

existence of such prac tice . 

The study result showed LhaL ])I'ivaLc audiLors were made liable for 

violation of contractual Agreement signed between the a udit 

organization and the auditor. Moreover , the study revealed that 

private auditors were also legally liable for violation of statutory 

responsibility . 

All the respondents confessed Lhat, the preparation of fin a ncial 

statements was the responsibiliLy of the management of Lhe audit 

organization. Fu r thermol 'e , the respondenLs confirmed that private 

auditors were legally liable for subscquenLiy discovery of misstated 

audited financial stateme nts . Moreover, 18.18% of the respondents 

revealed that there were circumstances when the same auditor was 

doing both the accounting and a uditing services for one and the same 

client. 
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It was found out in this sludy lhul, tile follolVillg IVel'e identified as the 

major constraints to private audilors in aLLcmpting to exercise their 

responsibil ity. There were an occasions thal c lienls demand 

unqu a lified opinion ; there was low d emand for audit service, and 

th ere was no stron g prol'essional associalion for audilors , 
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5.2 Conclusions 

As it h as been examin ed in thi s research, the pUI"pose of aud it ing 

standards is to establish standal'ds and provide guidance on thc 

obj ective and principles govcrn lng an aud it of financial statements . The 

objective of audit of finan cial statemcnts is to enable auditors to give an 

opinion on those fin a ncial statements taken as a whole and th ereby to 

provide reasona ble assurance th at the financia l sta tements give a true 

and fa ir view and h ave been prepared in accordance with relevant 

accounting standards or other requirements . 

Thus, formulation of thesc aud iting standards is the responsibility of 

professiona l assoc iation or body, nationally or internationally. However, 

due to absence of well established professional accountin g association in 

Ethiopia at the presenl time, there are no formalized professional 

standards issued by any au thori ty in the country. However, OFAG h ave 

adapted minimum audi ting standards incorporated in in lern ational audit 

standards . 

As determined from the in terview responses and observed by the student 

resea rch er in his five years a udi ting experie nce, absence of well 

organized professiona l body in E th iopia may cause aud itors not to 
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properly exercise their professional and Icgal responsibilities. Por 

instance; 

lack of awareness of about the purpose of getting their books of 

accounts audited; 

there may be an occasion that organ izations se lec t aud it o r"s basecl 

on family or friends relationship, 

there is rela tively aud itor 's dependence on their cl ient's for 

financi a l a nd other interest, 

situation s when audi tor's give an opinion based on the demand of 

their clients , and clients demand unqualified opillion, 

doing both accountin g and auditing services for one a nd the same 

client, which may result in violation of profess ional ethics. 

On the other hand the research showed that preparation of financial 

statements is the re spons ibility of the managemcnt but the responsibi li ty 

of a uditors rest on examining the financia l statements produced by the 

management and expressi ng a n opinion based on findin gs . Besides, it 

h as been identified through th is study and in principle auditors are 

legally liable for subsequently discovered m isstatemen t audited fin a ncial 

statements. 

The research a lso identified aud itors shall be civ illy lia ble to the company 

and third parities for any fault in the exercise of their responsibilities 
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which occasioned loss. /\s pC!" the law of the country, a n auditor who 

knowingly gives or confirms an untruc rcport concerning the position of a 

com pany or fai ls to inform th e public pmsccutor of an offence whieh he 

k nown to have been committed shall be pu nished under Art. 438 or Art. 

664 of penal code as the case may be . But as it has been revealed 

through th is study there has been an occasion that auditors have been 

violating legal responsibilities. For instance there is a circumstance that 

auditors are not signing contract of agreemcnt with their clients for the 

purpose of audit work, compromising of auditor independen ce, and 

assigning less competent auditors . 

Th erefore, from the overall results of the study which is based on the 

opin ion of the respondents and some documents, although some of the 

professional and legal responsibilities of auditors have been adequately 

exercised by the private auditors, some probkms have been detected by 

the study . Moreover, audit related cases have been noted and revealed 

sh owing som e practical violation of auditors' professional and legal 

responsibilities (see case analysis earlier). 

Hence, the case analysis revealed that aud itor violated professional 

responsibility, as a result of which the rcgulatory body imposed a pcnalty 

on them and some cases are under process of investigation. 
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5.3 Recommendations 

The following possible recommenda tions may be used in order to h elp 

auditors in exercising their professional and legal responsibilities, and in 

providing decision makers with relevant a udit report. 

Auditors and accountants in Sthiopia as a whole should 

main tain a strong pro Cessional associat ion o r body . 

As much as possible th e cl icnts or [lud it organizations s hould 

employ professional accountant or train the existing staff in 

order to produce financi a l statements for themselves and 

b ecome aware about the importance of getting their books of 

accounts audited regularly. 

There s hould be fair assignment of auditors by th e professional 

association or the controlling authority based on quality of 

auditors. Thus, SPAAA and OF'AG should wo rk together 111 

order to eliminate or minimize problems in th is regard . 

Auditors should adapt signing a contract of agreement with the 

audit organizations before star t auditing the books of accounts. 

Auditors shall a ssign field a uditors who a re competent but if 

competent staffs not exist they s hould train the existing s taff in 

order to attain professional competence and also the staff 



should be aware of the developmcnt of their profession and 

senior a uditor's should supervise fi e ld a uditors. 

Auditors should give an opinion based o n th e findin gs during 

an examination of fin a nc ia l statements not base on the wish of 

their clien t's. 

One and the same auditor shou ld not aud it the books of 

accounts of the samc client for longer time period, may be for 

not more than three years . 

One a nd the same aud itot· shou ld not pt"Ovicle both accounting 

and audi ting services [or one ancl the same client. 
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Annex - 1 

Table 1 Personal information of manager respondents 

No Items Responses 

No % 

1 Sex: a ) Male 9 73.33 

b) Fem a le 2. 26 .67 

Total 11 100 

2 Nationa lity : 

a) l:<: thiopi ull I 1 100':;', 

b) Non-Elhiopia n Q Q 

To lal 1 1 100% 

3 Educational qualificalion 

a ) Ph.D 2 18.1 8 

b) MA/MSc 4 36 .37 

c) SA/SSc 3 27.27 

d) College Diploma - -

e) Certificate 2 18.18 

Total 1 1 100 



Annex - 2 

Table 2 Characteristics of the sampled organizations/firms: 

No Items r~ esponscs 

No % 

1 Business Type : 

a) PLC 6 54 .55 

b) Share Com[Jcmy 3 27.27 

e) NGO 2. 18.18 

Total 11 100 

2 Category of business 

a) Con striction I 9 09 

b) Manufacturing 3 27 .27 

c) Merchandising 5 45.46 

d) NGO 2 18.18 

Total 11 100 

3 Year of establishmen t of the firm on 

average : 

a) Less lhan 2 years 1 9 .09 

b) 3 to 5 years 2 18 .19 

c) 5 to 10 years 4 36 .36 

d) Older them 10 years :1: 36 .36 

Total 11 100 

4 Annual profit on average : 

a) 10,000 - 50,000 2 18.18 

b) 50,000 - 100,000 5 45.46 

c) 100,000 - 500,000 3 27 .27 

d) Above 500,000 1 9.09 

TOLai 11 100 

5 Have branch in other cou ntry: 

a) Yes 0 0 

b) No I 1 100 

Total II 100 
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companies was formed following 
fin:lllcial sector li beral ization in 
1994. It eruered into the dispute 

-With NBE doe to a 13.3 million Be 
fin:lncial 2i.nrilO1fc hood it had 
issued four re:us agO 0 0 beb:J!f of 
itS clients. 

_. Financial guarmlee bonds were 
-<' UIloonditiorul commitments entered 

into by i.n.sunnce firms when CliC:U3 

· borrowed money from · banks. 
distribute";' A1Ulough cocsidered by the industry 
reports as as not strict..1r 411 insurance product, 

with the rut-throat cOCilpetilion :md the fe-'''[ 

Bank not to lose ~Iients were rca son 
behind chem being fo rced to is..sue 

• them, c::1e:.pite the enormous thr~t 
to their stlbi.lity. The regul:!.tory 
agency b3::LD.OO such pncl ices in 
December 2002, md introduced :1 

plusing QUI instructio n .1b:l.t will 
._oom"e to ilD rod tbis month. 

The dJm:lge b:l.:s been done lS most 
com parties h.e already burned 
their figures. 

· Un ited Insu:mce, which l isa 
· declared a. De! (os.s of 2.9 mill.!on 

Br the preo.ioo:s Yelr, had p:lid 13.3 
Plillion Bi in fmanciaI gu1nntee 

~':~~ ~r. _ ~~.~~ !JI:1 beb1!f ~f th.~ customers, 
Fsur:Ul~e<~~ being fo r Ajem. Pic. 
u: and :one.::i-:-Owned 

in !he trmo;port:i!.ion, trade and the 
manubcturir:g of millstone, It was 
one of the com paniC:) whose ovmers 
werec:wght-up by the anticorruption 
saga and u;us bec::une 3. company 
m:l!1JgCJ by 3. CJ.!eI::lker :lppointed 
by the Feder:l.! Supreme Court . Its 
owner W:lS j:liled in 2001 and 
reoolined in cus tod), until his 
release this )'e:lr. 

Ajema Pic took 3. loan of over 10 
million Br from the Commercial · 
Bank of Elhiopi.:! (CBE) four }'earS 

ago for the procuremenl of 11 
lruck:;, for which United provided. 
the gU:lr:l!l!r:e. The compl1ly had 
seNceJ :111 but 7.23 million Br of 
this aJncunL 

The m:J.tllgeme.!l' of United, alter 
rel lizing th3t CBE also took the 
compl[l(s II trucks as colblcral, 

cover the 800,000 Br :mou:al 
premiums for the Ixx1d. 

requ ested the releJ..'iC of Ole bond. According to Eyesuswork Zllu, 
The latter refused to release the managing director of United, this 
bond but agI'C(-d to gi\·e the truci-.3 was done in the interests of the 
should t:r..ned p:l)' the reque:>ted company:u::d the wel.1~being ol his 
money. United pl id Wh31 the customer. He .argued thll since 
company owed CBE and took United lud promissory notes from 
possession of the [rucks, hoping tha.t Ajema as well as colhteral ol the . 
the company .would continue to . ·. trucks estim:a.ted to :be wor1h 13.5 ;: : 
operate under the caret3.king ~ . ·million 'Br;' the ·o;onei · shOuld be ..... ~ 
.but direct :U1 re\-'t':ll.ues made from ~"*fS(ered .as receivable 
thetrucksto pl}'nolonlytheamount . : or ered hv ih p · inrn ... 

Unital !"tid 10 the Bonk but aIso 'lo . 

incurred chims. 

10 Ir:lns!er tile 13.3 million Bf from 
the ;'ec ~h'3.ble account to the 
incurred cbims. 

'11tis is purely contrary to the spiti: 
of the I3w," said a disgruntled 
EyesuS'iVork 

He argued iliat the prochm3iion 
st:Ues till! :u:. :l.'Iiount is (relied :!S 

payable by a company when th:H 
company~ecomes entitled to 
receive i,t, even if the time fo r 
discharge of tbe eniitlem ent is 
payable by iostaImenls. 

His claim, WlS supported by j,js 
extemJ! wditors who certified the 
"financial sta.tements ue free from 
ml te ri:l.l st:l.temenl , whether 
caused 'by fuud or ether 
irregu.1lritics or errors." 

Fortune's :l.t!eGlp! 10 get l.1. 

expbn:l.tion from NSE W3.S 

unsuccessful. l:J.kew Lemm l, 
Get.ames;q Dege!u., duirman of the , direc tor ;. of the Supervision 
Bo2fd of Directors for Un iLed, lOW Directorate, declined to comment 
glum-heed shar~1ders merung 2.C on !he iss.~e ~ing tlu1 if is. not 
the Sher1IDn on Thesd..ly, fioycmber a m:1lter to be dIScussed ?ubhc~'. 
29, 2005, that after the financial For the sJureholders, howe\:er, it 
.st:uements were audited by an W:lS bld nm, s:J.id one sh:1r'E'h.older 
external a.uditor aid one million who cbimed he saw no reason eo.·en 

. . to the ·government 25· ~ to _attend ihejenei:ll ~bly, 
.- they: ;~CI;c~ive'd ·· ·iI; :~.~ ·:.n;:~t;;;~~:·Ifut~~~~· ha;e -been . 
• ·Ute'-l-I"BE which 'he -.~ed dhidefl(ls-for'~:o sulisequenl 

.. .. he· s.aid;-peeved. "':The 
'.. n~ return from- the 

~ 
~ 
~ 

~ 
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• . . 'ThoU ruted Ins-unric~ c;,;,;p;;;~(J~ IC) , 
'one of. the private imuiailcc 'comp~,ud~' has 
illcurred:l 4.6 ;1110 b,ire 101> " in the fi sc;i,ycar 
t~ndcu 2005, GclamcsllY Degcfu, ' U<,lMrU 
L'haie~llall or UN1,~, 'SAid, ' ,: . ' 

"\'\1e arc forced by the National D:m k of 
Elhiopi;-t If) ccvi s(~ fhe r('pocl. But we h:lvC 
n:gisterc'd :I 6,5 min birr profi~." he aJded. 
.\cconting (0 him, thc audit'report \V:lS 
;t ccept.\!~ by an cxternal audi tor but the NB E 
had rejected it. . 

At the 11 th annual gdlcral m"·,'I;.n a of 
,har<hpId"", held ~Tu<stby at theSh,';"',:on 
Addis,'Gct'inesay·'s:i.id ·tl.lt'. c'c)nipaiiy ·w. 
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ConJolida led Uilianct S hee l as a l 30 June 2005 

i\SSF.TS EMPl..OYED 
CURRENT ASSETS 

CAtrrency: Ethiopian Birr 

Cash .nd b.nk ba la nces 
D. nk. deposiu . 1 inleJcst 
I)ebtolt 

Due (rom reins urers 

Pfofil till reeoverable 

CURJtF.NfllAlJIIIDr.s 
Outst,lI)d ing cl;lirns 

Due to reinsurers 

Other credilors, BCC/ llab &. prnv isinn~ 

N ~':T ClIHI{f.NT A.'\.St:TS 

DEfERREJ)OIARUI~<> 

INVESrEMENI"X 
FIXED ASSETS 
S·' ATlJrORY DEI'05;IT 
NKfTOTAL ASSETS 

I'INANCEOIJY 
TE(ll.NICALPROYIS[ON$ 

Unearned premiums 
Other techn ica l provisions 
Life Fund 

Profitability bonus for Li fe policy ho ldel~ 

SHAREIIOLDERS' FUNUS 
Paid-up share eapital 
Lcgal reserve 
Profi l &. loss account 

TOTAL TECI I NICALVROVIS ION~& 

SHAREJ IOlDERS FUND 

~ 
6.123,446 

22,M8,463 

13,().19,2)6 

33 1.921 
527,rm 

42 (fXJ,9:D 

17.55),081 
2.6)7,702 

~~2.{iJ] 
].\~),\,<\20 

tlJ.2li1 
22,.\2).7)7 

l,v62,791 
1kl1,I}2Q 

~ 

9.598.4<15 
1.762,.\]2 

5.227,254 

~ 
J.M~ 

JO.953,(XX) 
2,702.919 

(1J11.l!.llU 
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INOEP[NU>ENT AUDITORS ' RF.PO RTTO Til E S l lA Rf:IIOI.1) f:lt$ O F 
TilE UNrn:D INSllRANCEC01\lI'ANYSC 

t W. hive ,( .• ud h~ ~ Ill e rev". d rlnan,i sl tl ll r t>l.nll ot ·rhe Un"".1 hllll.~nce 
(" ""pall ), Sr<UNK··El"IIIOrl ,..:-ru, II>c: y .. , <n,'e.l)O June 200.\. HI ..,,,1 Oft pasu 
) '" l b. wllieh IIlv< been prq, ... lI l1nlle, lI iltOlic~ 1 cou convenlio" anll ilo. ICcou"I ,n, 
JMl lin~' on p •• e I I . 

Knpectln rtsponslbllltlu of M .nal:tlllfn i a nd A lJtJllorJ 

1. lhc "hn~1:cn .. nl o( < UNI( ·· I'TIlIOP IA > i .... ponsiblc to!' III. r rcpH~ I;on or Ihe 
. "n:",ei"1 Ililemenu. II is our " ~\lIJnlibl~ 10 f,@. .n independenl opinion, bll(<J 01. 

, .... , .ooil. un Ih'He IIUrmenl1 "".! I.., '.p<>I' oll r opirnon 10 you 

/ 
J . w~ ",n\Jutted {)lor ~ .. <lil in JCf""b"c~ "" , III R ~n. ," lly ' ccepted 'udilina 11.,, 11 . , <1, . 

An ~ ... J.I j"clud ... nomi"a,ion , ,In • test buil . or evide nce ' tICy'n l to til •• mounU 
• ' . • ,,<1 <l"d"Jllr1: ' in tile l'in.Mi.1 Ill lc "'.nll. II all(! inc1udu I n u l c"'ncnt or Iht 

"JI"I'c~nl "li"'''lu and ju.!~" .. n .. ~.!. by I~ ma ... ageme nl ;n III. PfO plr"alion or 
Ih,' 1,,,anC,11 .111.,",,"15. Ind "f wl>. llIer Ille I((OIInl;nl pnl.iciu Ir. Ipp,op.; lle 10 
Ih. ("""n'pl ny ' l t;tcumslann • . cIl" ... lenlly Ipplied In oj .,Jequl lcly disclos.d. 

4 . W. pllnnc,J .n" pufo.me.! 0,,, audil 10 U to obllin .11 III. ;nformllion I nd 
• 'pllnllionl ",lIiell ""e conl;,J«.d n...e .... ry ,n Ofd.r 10 p.oyi"e UI ""i lll l umdt hl 
."'''! . n.:~ "' ,ive .... onl ble I UU""n IlIlt 11> . (inln,, "1 natemenu 0<. free r.o m 
..... lc' ;11 "I;ulilemeni. ""lIelhc, cau .... by t .. ud Of oillcr irr.lu'uiiy 0' .''0'. In 
rOfmin, ou, opinion _ .bo cv, lu"cd I .... ovttlll IdeqUICy of III. p, ... nlil ion 1' ( 
Inf",mo lion In Ih, I1n l nci,1 1I.IUllenIS. 

.1. llM (""un'reny I>at ""'Iulm! ,lIl1u from Uf. lin. 5nlull .... tl.! .") SC .... wllI I ,unt "r 
11 11 , 1. "0.000 I I. ) .... hfu ... II,. UMII • .,! I n,u ,",,~ o ,1\01 ''''1 "I>"h. 1M)' .<Iu,n 
rmm luch inYUlmm!. W. un<l. nllnd Ihll u r. 1.1",," $o;!tulion hit luIY.,C\! lIu. e lou 
Ind hu 1.'"1 IU cop;llI rully II ut )0 June l OU4. Mu,eovet. the "' u.lilo n of Ihe 
el>ll1pln), upfnloCd dit.cllimct opinll>ll Ind c,il ic illy quell iooed I ..... oin, eoncern 
ulunlllli"", ctTClovcd in lhe orenUliinn ot ill I ( COunIS. Moreove" ,..un ("Onl'·" 

Con~ol!d ~ led Profi t a nd l.Alu Slattme nt & Appropria tion or 

Pro fi t (I .ou) for the )"n r end ed 30 June 2005 

CAtrrcncy: Ethiopia" B irr 

Ulu!crwliling surplus 

Interest incollle 

Dividend income 
Other incomc:-rni:;cc:llanCOliS 

TOlal income 

t:XPENSt.:s 
EIIlJlloy~e5' u ta,;cs,~ benc:rlls 
l ) iltClou' fixct l elllohttllent, 

I)erltci~tllln & ImOl li7.8l;o" 

f>H I ~i$ ion for do ulMu l ,!clou 
Alldit feu 

FinancII I ClIPCIIS('S 

Genen t & allminislrl l jVt exl';::u.scs ) 

To tal c)l pCnSCS 

NET (LOSS) I' I{QHI"IlEFOKF l AX N()N· LlfE 
PROFIT FROM LIFE DUSINESS 

PRO VISIOIN!'OR TAX 

NET(LOSS)lPROm A!-' ER TAX 
lltANSFER TO LEGAL RS<:;ERVE 

OALANCE DROUGI ITFOR WARD 
lllANSFER TO DIVIDEND rA YAllI.!: 

(2,926,605) 

PRIOR YEAR ADJU1:,IMENT 
NCT(LOSSYI'ROFITUF.FOREAI'PROI'RIATIONS 
APPROPRIATIONS 
BALANCCARRlED TO BALANCE S/ IEI:I 

3.873.356 

739.650 
2.472,969 

ill..Q1§ = 
1,425.559 

37,Il00 
485. 104 

] .2[4 ,107 
24.150 
38.0.17 

2,973.824 
8,1 98,581 

(%O,l90) 

(960.590) 

(%O,l90) 

(960.590) 

(2,926,605) 

(664,'33) 
(ffiT.6i8i 

l<oktb IHogtS & CO. 
ClMrUred Cenm.d ActOUntants (londori) 

III.! n UleoJ OUI "., III. ov. n U "!'V,,,,,I nr I LS (" .. n'P,ny . nd I H. i .. diu lion Ih" l I .... nl". 
of .n)' ,1I,'eI .. ·i l"""1 Iny "'Oflh. Ilcne< Ihe i"'·U I .... ':nl ml de ,n U f( I."" Soiu" (lt\ ""ill n<>l 
liH I ny in ... lln. nl lelll,n .nd . , Ihe 1I,,,e time , lie .ho, n m . y nOI hl v .. ny v ,l u ~ . 

TII .. ",h thi. i., tl>e , ,, . Ii l y 'he ,,,vul m<n l .. nu t "''' Ii <n .. rr f.n m thf bo<.> k. or <UNI(·· 
E-rI !lOI' I"'·. :- Icroun u . 

h . The Co"'pany hu plid I lu,n o f n", I ).)O~ . 184.2 1 10 diff •• c", obll.e .. un beh. lf or 
d.bIOol" (Ill" ....... ' m it " "d .Iood .. , urel)'. In HCOI.! I n(C willi 11K provisie>ru or "', Iidc t940 
of the (" ivil ("".Ie of 1960: 

a) ·' he 1:".lIn IOl' who II .. ""id I hl lll>c ;ndcm .. ir. C\! I.)' the prindplt debtor whetller 
' he ~ u' flnt .. hl oJ bHn ~i ven ", illl u' ... · ; III,,~ . the I,"e,·, " f>O wl.lI~e. 

b) Such inJc"'''i l)' cb im ,h,lI Ipply tu Ihe pr;" cipd. ;n,.rUI ."d CUllS ;ncun,.,J 

,..1 , lIoUlh Illose princ ipI I d<blOIi IIlv , .... c.! In<J en le,ed ;nlO ru •• ller (Ontue lll. 1 
., .. c.nen ll 10 lellie Ille I mOlln ll pl ill by Ill e ("ump"ny wi l h ;nlerCl I, some hive 
pruv idcd colhlefll .nd sonl< motley i. I I,udy c"tlc(tcd .n., the bllanu sll •• 1 d. ,e 
. Md Ihe Complny "ill 11 01 .11 . ome p' ''mi"..,. y nOle. I nd post·Jal.J (lIe'luel. the 
(""omp."y 1101. in contrav'nlion of Ih< p.o ,·il'"n .. r ""Iiclci ~R 0 ). ~L) Ind 0) or 
f',oc lln~lion No. 28(11]001. e> pcn,«lJhr,..h:o.b"CC 10 Ihe (""b' m$ P. id Ae<O)llnl inllnd 
of 'cco,n;, inl rece ivables .nd ",;';ilon, ;nlc. n l on Sllch ouuuliJ'nl 1iili nc n • 

0 )' nOI oble t vin, lhe p.ovision. sp(cil1C1l1), m. n, ion.d un.l., pll . s u pll to .bove . 'he 
("omp. ny hit commillCoJ inapp,op,iate I((ollnlinl lIeltmen ' of I .. nu~ 'ion. · wllicll , ives 
rin 10 I n undenUlement of r",,·i, ion fn, 1'",111 Tu by In lloounl of 0, t.OH.'l 'l C, and 
SlIlfelloloJclI FundI nlme l)' P'ufit .n" I.ou ACCOllnl I nd UI,I Mue.v. propOllionatcl~ . 

Qualitkd opinion 

E~UI'I ror Iny I dju,t" .. "lS. which mi B'" be nee ....... .., ;n .especl of Ille . bove ""Itt" in "'" 
",,;n;on, Ihc fin ~ n<iol ,111.e_nl . ,ioe I "". In" r. i. vi cw o r I"~ ,I.'. \If lilt Complny·, 
I frl" ... II )0 J~". JOO~ Ind "f h. ,. ,,,\t .... ,1 H . I> n ..... r ... tho ) .... h .... n" • ., In 
IccOl,Jlnu ... lth , .... I t(o"ntLn, po ,lid .. . ,Jnp,.d by ,I>< (·o ....... nJ 

9. We If, nOi plovided ... ilh III, u p .. " or lhe lin .. " Df n,,« I ...... -.cnee "' t ""nul ,I.e In)' 
commenl .. il reloln ID lhe finanei.1 11010",,"," Ind pu"""" 10Artieic }1.1 of II>c: ('ommerc i.t 
code of E.hiopil . 
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Incompliancc withA . licJe 18/) (h) ur 1',001:lInalio ll N. 86,1994, the Consolid~ led Il:ilauce Shee t as al ) Olli June 2005 and Consolidated PlOfit 1,1lI Lo.t Account for UK: year ended 30lh June 2005 or The United Insurance COOlI,a ny SC is he,euntlcr p Liblilhed ror publ ic in(ormll iol\, 
~ verlned by the E xtern al Auditors and accept ed b y Fed eral In la nd I{eve ll ue Au IlHl riI Y. leiter ltd. Nu. UG-U-(l44/98 of December 20,2005 

-.. ' \. --:: 

Con.olld ated nllallCe Sheel .. .. t30 J une 2005 

ASSETSEfl.tpU)YED 
CUj\REl'IT ASSETS 

Cash ,nd bank b. lancc:s 
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,Senior partners ,at Hsr:a priv~te audit firm subjected to ' sev~r(i p~naltY.tclalm i ; '" 
their fi rm is a vict im of professio nal disagreem ent with the regulatory agency, ; ,; , .' Ie 

• '>\ NHmlJTactlln~a 

Auditor Gen~ra' Gets, Tough on Pr!vate: ~,udi~lFi~~ ;; ; i i,4; ; ;;:i : j i ii: 
'nle Office of [he Auditor G(llCI.~ Ius , liy WUDINEII ZENJ:JIE ' !lSi' s~nJor 1r.U1IlCrs ar!1llc lhatlhls is t ~ ~Ii . ' . t A' BY' SI 

b- • " ' :'.," ' ,t,' ,;,' , I, b$ucJastrongletler Ohl·.UIliug, whicll , '~ FOHTUNESfAFFWHl'I'EIt ":t pnJfcssion:tl misinterpretation." ;,~ ~, 
also :UtaciH..'<i a-25,OOO Br monetary " 11 1cc~uc.'\J rcqu:rcmcl.!shou1d~PIlJ/, " , ' ;..JiJ I' , I' 
penally, against a' priV'J.tc audit firm,; t~cr !I:in: ,violated CUE's lending had they bc..:n appvinlcd by. the · 1 \ .~ .:>.:~ :; i ... ,j! j ll~ 
IlSf Chartered Ccrtifit.'ll AcrountanlS, polices whilc adv:mdug loans 10 COIIUllissiun\\hidlW'.c;SCI\'L'<1uylhc ,! I: ~,~{ t '.:! :.:~,·t ;,11 
d:timillg t11:11 lhe finn It IS violau.'t! the' bu~incsspcoVlc th:lt werc :trrcstcu Auditor Genc;'aI's Office: ' • ," • I' ,~ f .. , .... ~ ~ ," 
U:lSil' prillOP!cs the n,:glllllOIY agency wilh them, allcl:euiy s,)iici [ing . "llI .our ClSe, our ciill1ts :Ire totaLy ~ 'A'" B~' Sl S:: : I N:.' ','fA; i,',' 
bSUL'(i in J:t.l1ttU)'200~,·· ~ illegili lO:!lc uellef/ls, lIlany of the, different ," one of the thr< .. 'C partners I: J-\ ) 
I\ccvrding 10 reliablc sources, the bu ~ illtSSmcn includeJ ill Ihese told Fvrll!m', "WIJ:ll is wriLll!flln the ', ' ,! !, ~ 1 ~ I i '\ 
letter W;tS sigued by Lemma' Argaw, ch:l rgts · sUl:h as Wvrku Mew:!, bask priHciple coull! havc apillied ,~ : " j \'~'" '. i i . 
the long scr.iug :lUditor gl:ller:~ , the Eskillut r Yoseph, Abcb:tw Dcst:t, ill're had we t:tkcn the Job from thc ~t t ~I t t~! .; ,; .l t ! 
SllllC week he was maue to reti re Menwuyclcl Alnafu alld Ycshih:lfi; Conllnission willlou( comulling the 
irom omce. The finn was Informed a-wdie ' hme sincc o...'Cll acquitted, :lUWt finn thai has been seIi'ing it 
Ihrough thc lelle r, but dL'nkd :lll Prost'I.:UlUrs at Ihe Collll1ljs~lo/l had tx-ron.~ us. Here, ills cil:.lr lh:ll. our , ), 
opportunity 10 appcar',brfore the ' subminl'd all audit report conducll-d ciicll,s ;U'C the ddellcc la",.ycrs," 1! 
COlllnl,illeC cntruslL'd by.tlle/Audito r ,) by the Auditor Gencrill Office 'to, Ule . TI'~ K~1l1 to I,:lve' wun)tllc S)'THr;~hY~ : 
GClkrai to j nve~lig:lle the GISt:. " ' Federal Hi gh COUI'I) firsl criminal (rom thci r'colk.lgues in' the inuuslly. ' 10<'-::::,,':;:'; 

The Atalitor (jcllce;~ h;l$.imposcd the ; belich, i!J order to S\lb~Ullti:ue thdr Audit CXI)l,!r\.s .th:u Furl~lI(! 1.1lked to 
ch:u'!>t's. 011 tile olhel' hll ld, dcft.!JKC , hiWll'st lK:ll:1.ltyon liST aIkgjug that h .tl'glh: Ih:tl it is u!lf:tir to sulJjl'd IIsr 

(he firm h:1S taken IIP;u\ :mdit ,work !:t"'yers (jf those stlJ under litigatioll, 10 S\~dl SI.':t'Cf~ lX.'iI:Uty wide there is 
two },e:lfS. ago obli'J i.ous 10 the . ~ulenlptcd ' IO Use the audit report It 'clear di s:lg rcclllenl o\'er thc :: 
, r ' _. b I . ",~; uJ " " I subnultl.'\110 Ihem oy liST six monills ' pro eSSIOIl,u e \;\\10ur :U!.IC it l'1.l interpn:t:~ons of the ~kgl.'d brel~h, ~ 
lS unc of the Oine val ues in the b:lSic ,:lgo, before the Auditor CClle r;u's of conduct. Above :ill" tlil.,), argued, I 

, 'I Office su~peridl'd il 01111.1.' V'tJund th.l! pnnclJl ~s. , tl:c Auditor General Officc, although 
it W:IS JOll!..! ,iolalil:g Lasic princip!.:.). 

P:.Inners in liST justili~u their acts, )', " empowered by tile 1:.1\'1' (dcd:.tration 
1Iid sa!O the decision b)' the Audilor "An audil firm has 10 consult a client's nwnber 6&' 1 997) to issUe, rcnt..,.." and 
GCllcril iis du~ to a, "profe~si.onal prt"l;ous audiltJr to le.U'n whetllCr the' witlldraw licenscs, is , it wrong pbce 
disagreemcnt" and Ihey have not ' firm has h~d a profession;U]y rd:tlcd , to police and enfo rce thesc basic 

"problem to ll'3vC the comp:U1y before \io!:ncd ;my code of wnouct. ,\ principks ;tS it is ilseU operating in 
" lakill); lip the work," according to :tIl Ihe markct, 13.ki ng ;lUJit 

HST was establishl'd in 2003. ill 'audit expert: This is ;lrticui:llcd in the ' 
P:!!1llershipuClWel.'nll:tildeuITamru, " ill ' k r ro I' appoilllmcnlS,', pll1k'ular"ly(rom, st.ue IR' c [ioo 0 Association 0 'lartlTl.'( 
Solomon GiZlW :lIJd Tekl.'~le Gebru, Ccrti fil.'d t\ccounl:l!Its CAeCA), enlerprises . 
.... i!h:t l.'apit:U of 300,000 Ur. 1 [:Iring:l :\(10p\ed i,n ):UHlfUY 2000, ;I\,hi~ing liS "lIow culllJ rou t7\)C~t ~ CHtity (0 
customer b:t5e of dose' io 200 clie!IIS, members 10 CO lll:ICI tIle c.xistillt; be ;t n:guL!(oIY:1gl'nry:tnd :ttllic salliC > 

HST reprcsen~, ill Ethiopia, Deloit!e 'accountant!:mdilor to :1~l:Crt:ti1l if tilill" be an arbitrator," s:tid another , 
& TOUChe', olle of the [utir largesl , tll~J'C arc :Illy rna!tCJ S IIII..'\' should oc CXPt'rl , "III m:luy olh~r pl:tcc~, the ' 
gJobaJ auwts and cOI:suiting firms, aW:tfc' of when dl.'CJdmg 'whelher or audit firms Ilarc lheir own associ:l:,ou 
A yc-.u after its bunching, liST h:lO nOl to :lCCCPI an appointflll..'nt. 
'l.!.l:en:! job (rom defence b\\)'ers oi "WI.!' \'c wlier denc tilC atldil repoi1 
Tl.l:i,hull Aba;; forrneq>!csigcJl I,of lhe ~I., conducl~ by !lST," slid :lI1 ofikial 
ConulIcrciai Bank of E~opi:1 CepE), :,IIT fror1l ;the AUdiior .. GcJll:ral's Officl', 
,UlU 54"aUlee defend:UllS cbarged ,by I ~ requesting iUlOn)lllil)~ "According 10 
the fetlcral Et.hics and Anticorruption" ,: oUr rules, ':lI} audit firm h:JS to consult 
Comntission. in April 2001, l1lCY arc ~ ~ the OiH~ th:U haS done Ihcwork before 
,still fighting, (rom Pfi~~n, c~;u'ge~ th:u ; .: I;wng tl;e lSsigllfllellt." 
ct\OV(A r ISEMPIT) 

~lJl (jVl'r~L't:S elhic:~ mi~conUUCI~." 

Thl..' Offic~' of tht..' Audit Geller:ll, 
whIch is now under As~eh Dc~(a, 
:lcting unlil thc federal gO\'CrBflICnl 
find ;l replacement· (or Lemma 

, 1 ' ' 
Arg:1W, dc~!Jned lOt"com me!lt onf ' 
these . issues , desplle repeated , 

. :1II.'ntpl~d by rOr(II'~~ , :. ,; , 
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Addis Ababa University 

School Of Graduate Studies 

Department of accounting and Finance 

Survey questions on the Auditors Professional Responsibilities 

and legal liability with regard to Private Auditors in Ethiopia. 

The main purpose of this questionnairc is to gather information for the fulfillment 

of a study, which is made to assess the au di tor's profess ional and legal responsibilities 

practice by private auditors and the consequence of violat ion of these responsibil it ies in 

Ethiopia. 

The quest ion naire deal s with thc auditee organi.zRlion view on private auditors 

professional rcspons ibi lit ies exercise as well as measures 10 be taken on illegal audit 

praeticcs. Thererore. yo ur assistance in respond ing to this questionnaire is ind ispensable. 

This qucstionnaire is to be filled in by the management of sampled organizations 

or compan ies in Ethiopia, Addis Ababa. 

I would like to assurc you that all the inrormation given would be kept confidential. 

In advance I thank yo u very much ror devoting yo ur precious 1V0rking time in filling thi s 

questionnaire. 
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In tilling the questionnaire the following arc suggested 

I. It is not necessary to write your name 

2. You can c ircle the leller (s) your cho ice (s) to questions with alternative answers. 

For the open- ended quest ions you may write your response in the space 

prov ided . 

Part-J Demographic Data 

Age: ____ _ 

D 
malc Female Sex: 

Marital status: Marricd D sing le 

D 
D fam il y person D 

Citizenship _______ _ 

Nat iona li ty _______ _ 

Pos ition : ______ _ 

Ed ucationa l status: Certificate (12+ 1) 

Diploma (12+2) 

D 
D 

Degree and above D 

Others (please spec ify) _ ____ _ 

What is the fu linaillc of you r organ ization? 

Busincss type: A. Corporation B. Partnership C. Pri vate limited company 

D. Sole prop ri etorship E. Other ______________ _ 
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In which of the foll owing sectors can your orga ni zat ion be categorized? 

A. Hotel s and restaumnts B. Agricul ture, hunting and forestry C. Mining and quarry ing 

D. Other _________________________ _ 

Par"t-II Busin ess Organization 

I. When did you start yo ur bus iness in Eth iopia? G.C 

2. What is your annual profit (on average)? ___________ (in birr). 

3. Do you have business in other countries of the world? 

A. Yes B. No 

4. If yo ur answer for question no . 3 is "Yes " is your business in other countries differ 

from the one in Ethiopia 

II. Yes B.No 

5. Is you r husincss iltltiilcc!'! 

II. yes n. no 

6. II' your answer to quest ion no 5 is "yes", how often yo u have got your accounts 

audited? 

A. a!ways 

B. somctimes 

C. othcrs ________ ____ _ 
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7. If your answcr to qucstion No 6 is "A" on what time interval you have got audited your 

business? 

A. Quarterly 

B. Scm i-annua ll y 

C. Annually 

D. Other --------------------

8. If you r answer to question no 5 is "yes", how you select the auditor? 

A. th rough adverti sement 

B. family or friend relationship 

C. the con trolling pa rty assigns the aud itor 

D.other ______________ _ 

9. If you r answer to question no 5 is "yes" for what purpose is your business audited? 

A. for taxat ion 

B. creditors or other external users 

C. Other ____________________________ _ 

10. When you r business is audi ted, are yo u s inging a contract or an agreement with your 

auditor? 

A. yes B. no 

I I. I f your answer to question no lOis "yes" what items you are including in the contract, 

please spec ify 

thel11 _____________ __________ ________ __ 
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12. When conducting an audit, do you think that your auditor independent from you in 

all aspects? 

A. Yes B.l1o 

13. If your answer to quest ion no 12 is "no", please specify your reason. 

14. Is there a mOlllcnt you faced that your aud itor IS not professiona lly trained and 

competent? 

A. yes B. no 

15. If your answer to quest ion no 14 is "yes" , please spec ify your reason how such 

ari ses . ----------------------------------------------------

16. When your aud il or is examining your books of accou nts, do you expect an opinion 

olher Ihan unqual i lied onc? 

II. yes 11. no 

17. I r your answcr 10 question no 16 is "ycs" what type of opinion? Please 

speci~ ________________________________________________________ __ 
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18. What is your reason for your answer to question no 17? Please 

spec ify ___________________ _________ _ 

19. For how long your account is audited by the same auditor? 

Please speci fy 

20. What is lhe category or you r audito r? 

A. A B. B c.c D. I do not know. 

2 1. Is lhere an occasion where yo u invitetl aud itor ror Iinancial statements preparation? 

A. ycs B. no 

22. Do you gOlhave audited that business you are opcrating abroad? 

II . yes B. no 
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23. If you r answer to question no 22 is "yes", do you think that the auditing principles 

applicable abroaci are thc same as Ethiopian private auditors' practices? 

A. yes B. no 

24 . Do YOli think that private auditors legally liable, for misstated audited financ ial 

statements? 

A . yes B. no 

25 . Do private auditors liable for violation of statutory responsibili ty? 

A. yes B. no 

26. If you r answer to question no 25 is "yes", to whom? 

A. third party 

13. managcme nt (clicnt) 

C. others, __________ _ 

27. If your answcr to qucstion no 25 is "ycs". do you have such experience in Ethiopia? 

A. yes 13. no 

28. Do you think that private auciitor is liable for violation of contractual responsibility? 

A. yes B. no 

29 . If your answer 10 question no 28 is "yes" to whom pr ivate auditor responsible? 

A. th ird party 

B. Cli ent 

C. olher ___ _ 
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Addis Ababa Univc rsin­

School Of Gradua te Studies 

Depa rtment of accounting and Finance 

Survey interview questions 011 the Aud itors Professional and Legal Responsibilities 

with regard to Private Auditors ill Ethiopia. 

The main purpose of thi s interview is to gather information for the fu lfi llment of a 

study, which is made to assess the auditor' s professional and lega l responsib ilities 

practice by private auditors and the consequence of violat ion of these responsibilities in 

Ethiop ia. 

The interview deals with the pri vate auciitors view on private auditors professional 

responsibiliti es cxerc ise as well as measures to be taken on illega l aud it practices. 

Therefore. your assista nce in rcsponding to thi s interview is indi spensable. 

This intervicw is to be answered by th e management of sampled private aud it 

firms in Ethiop ia, Addi s Ababa . 

I would li ke to ass ure you that all the informat ion given would be kept confidential. 

In advance I thank you ve ry much for devoting your precious working time for 

responding this interv iew. 

Muluneh Bcyene 09 II 64 18 48 



In conducting thc intervicw the following arc suggested 

I. Would yo u tellmc YOllr : 

• Nat iona li ty 

• Educat iona l background 

• Job status in the firm 

• The num ber of the staff in the firm with their related qualification 

• The category of your fi rm 

• Other you may want to say 

2. What is the full namc of your organization/firm ? 

3. Would you pleasc tcllmc you r busincss type? 

A . Corporation 

11. Partncrship 

C. Pri vate li mited company 

D. Sole proprietorship 

E.Othcr _____________ _ 

4. Whcn did YOll start your bllsincss in Eth iopia? O.C 

5. What is YOllr allll ll al pro fit (011 avcragc)? ___________ (i11 birr). 

G. Do you havc brallch in other countries orthc 1V0rld? 

A. Yes B. No 

7. If you r answer for qllest ion no. 3 is "Yes "is your business in other countri es differ 

from the one ill Ethiopi" in category or other speci fi cation such as staff qualificati on? 

A. Yes B. No 

Muluneh Beyene 09 II 64 1848 2 



8. Would you please tell me, how you se lect the client? 

A. through advertiseme nt 

B. fami Iy or frie nd relati onshi p 

C. the control ling pa rty ass igns the client 

D. other _ __________________ _ 

9. Woul d you please te ll me fo r what pu rpose your cl ient need audited books of 

accounts? 

A. for taxation 

B. fo r creditors or other external users 

C. others ______________________ _ 

J O. Before starting an aud it work are you singing a contract or an agreement with your 

client? 

A. yes B. no 

II . If your answer to quest ion no lOis "yes" what items you are inc luding in the contract, 

please speci fy 

12. When conducting an audit is there an occasion of compromising statutory or legal 

rcquirements fulil iment? 

A . Yes B . no 

13. Is th erc c irculll stances that you were fo rced in negotiating aud it fce, so lic iting client, 

presen ting (giving) an opinion? 
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A. yes B. no 

14. I f your answer to question no 13 is "yes" by whom? 

A. client 

B. government 

C. other _ __________ _ 

15. I-low many of your staff is recognized or hold, 

A.CPA 

B. ACCA 

C. Dcgree in accou nting 

D. Diploma in accounting 

E. Ccrtifi catc 

F. Anothcr _ ____ ___ _________ _ 

I G. Whcn you arc cxamining your clicnt books of accounts, do your client expect ing an 

op inion othcr than unqualified onc? 

A. yes B. no 

17. I f your answer to qucstion no 16 is "ycs" what type of op inion? Please 

spcci~ _ ___________________________ _ 

18. What is your reason for your answcr to qucst ion no 17? Please 

spcci ly ____________________________ _ 

19. How long you arc aud iting one and the same clicnt? 
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Please spec i Ii' 

20. Is there a circumstancc you may be invited for the preparation of the financial 

statclllents? 

A . yes B. no 

2 I. I r you r answer to question no 20 is "yes" is there a moment that you have audited 

those business you providcd accounting scrv icc? 

II . vc,. 13. no 

22 . 1)0 vou Ihink Ihnttilc 'llidiling principle applicablc in Eth iopian especially by private 

Huditor's tile same ilS other countries? 

!\. vcs fl. no 

?3. If your ,,,,,weI' to q"estion no 22 is "yes". which coun tries of the worl d? Please 

specify __ _ 

24. Do you Ihi nk Ihat pr ivate aud itors legally lia ble, for misstated aud iled financial 

sln lernents? 

II. yes n. rH, 

25. For whi ch oflhe 11111011 ing private audilor legall) liable? 

f\. ,1:1l utor) rcsponsibilil y 

8. cQ .1tract!1 al 

C. "nih 

n. nther ________ _ 
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26. Iryour answer to question no 25 is '·a or b or d". to whom pri vate aud itors liable? 

A. Sta tu tory to _____ ________ _ 

B. Contractual to --------------------

C. others, ______________ _ 

27. Ir your answer to ques ti on no 25 is yes, do you have such experience in Ethiopia? 

A . yes 13 . no 

28. Iryour answer to qucstionno 25 is "ves" would vou please tell me. to what extent the 

auditors have bccn liablc? 1'lcilSC specily 

29. Are you supervisi ng field work? 

1\. yes Il. no 

30. I r your answer to quest ion Ito 29 is "yes" . how olien') 

/\ . I'requen tl" c. nlwayc.; 

n. SOtl1CtiflH.'S \). Iwt at all 

3 1. I)" you thi nk tit,, ! all auditing steps need due proless ional care? 

/\. \r.;s Il. no 

32. 1)0 you think ~Ilat clicllt illtcrnili control st ructure examinati on IS important JI1 

gathering slilTicicnl compe tellt ev idential inllJrlllation to express an opin ion? 

1\. yes 11 . no 
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30. Is your auditor superv isi ng fie ld auditors? 

A. yes B. no 

3 1. If yo ur answer to question no 30 is "yes", how often? 

A. frequentl y C. always 

B. sometimes D. at the end the duty E. not at all 

32. Do you thin k lhal all auditi ng steps need due profess ional care? 

A. yes B. no 

33. Is your aud itor examines the internal control structure of your organi zation? 

A. yes B. no 

34. If your answer to qucstion no 33 is "yes" does this examination is important in 

gathering su ffi cicnt competent ev identia l information to express an opinion? 

A . yes B. no 

35. Is there a moment you based on princip les other than g~nerally accepted accounting 

principles in preparation of financial statements? 

A. yes B. no 

36. If your answer to question no 35 is "no" are you cons istent in applyi ng GAAP? 

A. ycs 13. no 

37. Do you think that materiality principle is used as a base 111 disc losing an error 

observed du ri ng all audit cxam ination? 

J\. yes 0. no 

38 . Iryour answer to qucstion no 37 is "no" is there a 1110ment your auditor disclosed all 

information obtaincd to the usc rs of tinancial statements? 

A. yes B. no 

Thank you again. 
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23. If your answer to quest ion no 22 is "yes", do you think that the auditing principles 

applicable abroad are the same as Ethiop ian pri vate auditors' practices? 

A. yes B. no 

24. Do you th in k that private auditors lega ll y liable, for misstated audited financial 

statements? 

A . yes 0. no 

25 . Do pri vate auditors liab le for violat ion of statutory responsibil ity? 

A. yes B. no 

26. If your answer to question no 25 is "yes", to whom? 

A . th ird pa rty 

0. managcmcnt (clicnt) 

C. othcrs, _ _________ _ 

27. If your answer to qucst ion no 25 is "ycs". do yo u have such experience in Ethiopia? 

A. yes 0. no 

28. Do you thin k tha t pri vate auditor is liab le for violati on of contractual responsibility? 

A. ycs B. no 

29. I f your answer to question no 28 is "yes" to whom private auditor responsible? 

A. thi rd party 

B. Cli ent 

C. other ____ _ 
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33. Is there a momcnt vou lilced that your client based on pri nciples other than generally 

acccptcd accounting principles in preparation of financial statements? 

II. ycs B. no 

34 . I f your answer to questi on no 33 is " no" do your client consistent in apply ing GAAP? 

/\. ycs 13. no 

35 . Do you thillk that materia l ity principle is uscd as a base in disclosing an error 

observed during an audil exalllinalion? 

1\. yes 13.11 0 

Jr, . II· your an swer to quest ion no 35 is " no" doi ng all inlo rmation obtained disc losed to 

the users ol· lillalle ial statcmcnts? 

II. yes 13. no 

37. Is there an auditing standards locall y formulated? 

A. yes 13. no 

38. I r )\Hlr <l11 SWer is: 

/I. Yes by whol1l, ________ _ 

/Ire you 1i) lIoIV ing those standards? ______ _ 

n .no 

IVhy ______________ ___________________ _ 

39. Is thcrc a prolcss ional body or organiza tion that control private auditors in Eth iopia? 

Why 

Thallk YO II again. 
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