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Harold works as the Finance Manager for Firle Plumbing Ltd and Albert works 

for Glynde Accountants as the Audit Manager. 

Albert has audited Firle Plumbing Ltd every year for almost 40 years and has 

known Harold in a professional capacity for almost 35 years. 

In this time, the two men have become friends and often go for a drink together 

during the audit and for a pub lunch to celebrate the end of the audit.  

Which of the fundamental ethical principles are threatened by this familiarity 

threat and why? 

 
This situation represents a familiarity threat to Harold’s and Albert’s 
objectivity and also potentially to their professional competence and due care 
and professional behaviour. 
 
The fact that Albert has audited Firle Plumbing Ltd for over 40 years and 
known Harold for nearly 35 years can lead to complacency when performing 
the audit. Albert may not carry out sufficient audit testing and not challenge 
explanations. 
 
Going for drinks during the audit goes against what is seen as acceptable 
professional behaviour. 
 

 
What safeguards should both Harold and Albert put in place to deal with this 

familiarity threat? 

 
Albert should suggest that, due to his personal friendship with Harold and the 
fact that he has worked on the audit of Firle Plumbing Ltd for over 40 years, 
someone else should now take over this audit. 
 
If this is not possible, both Harold and Albert should approach the audit in a 
professional manner and Albert should take care to remain diligent during the 
audit and exercise the ‘professional scepticism’ required of an auditor. 
Another member of staff at Glynde Accountants should sample check Albert’s 
work 
 
Both Harold and Albert should agree to not go out for a drink together during 
the audit, although going for a pub lunch at the end of the audit is acceptable. 
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Stuart works for a large firm of Chartered Accountants as an Audit Manager. 

He is currently undertaking statutory the audit of an investment bank. 

Stuart has been invited by the Managing Director of the investment bank to 

attend its annual golf day for senior managers at St. Andrews Golf Club.  

This day includes full hospitality and everyone who attends the golf day is 

presented with an engraved Rolex watch as a memento. 

Which of the fundamental ethical principles are threatened by this familiarity 

threat and why? 

 
This situation represents a familiarity threat to Stuart’s objectivity and 
professional behaviour. 
 
The level of hospitality offered is wholly excessive for an auditor to receive, 
although it may well be common practice within the banking sector.  
 
Whether or not the purpose of offering it is to influence Stuart’s objectivity, 
the perception of accepting this hospitality is that it would affect Stuart’s 
objectivity. 
 
For an auditor to accept this hospitality would demonstrate a lack of 
professional behaviour as it would bring the profession into disrepute. 
 

 
What safeguards should Stuart put in place to deal with this familiarity threat? 

 
Stuart should politely decline this offer of hospitality and explain that he is 
unable to accept it for ethical reasons. 
 
Stuart should also report the fact the fact that he has been offered this 
hospitality in writing to his line manager. 
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Ingrid works as the Senior Finance Officer for Lewes Widgets. 

Lewes Widgets are currently recruiting for an Accounts Assistant and one of the 

applicants is Hannah. 

Ingrid and Hannah know each other quite well as they were on the same AAT 

course at a local college for two years. They are also friends on Facebook. 

Ingrid will be carrying out the interviews for the Accounts Assistant job vacancy. 

Which of the fundamental ethical principles are threatened by this familiarity 

threat and why? 

 
This situation represents a familiarity threat to Ingrid’s objectivity and 
integrity. 
 
As Ingrid knows Hannah personally and is friends with her on Facebook, there 
is a risk that Ingrid would not be sufficiently objective when carrying out the 
interviews for the Accounts Assistant job vacancy or deciding who to appoint 
to the position. It would also be difficult for Ingrid to be seen as objective, 
even if she was, since she knows Hannah personally and has a ‘conflict of 
interest’. 
 
If Ingrid made a decision to appoint Hannah because she was a friend rather 
than on the basis of merit she would not be acting objectively or with integrity. 
 

 
What safeguards should Ingrid put in place to deal with this familiarity threat? 

 
Ingrid should inform her line manager that one of the candidates for the 
Accounts Assistant vacancy is someone she knows personally as a friend 
which gives rise to a conflict of interest. 
 
Ingrid should also ask that either someone else undertakes the interviews or 
that the interviews are carried out by a panel of people who will make the 
decision of whom to appoint together. 
 
Interview questions should be decided on beforehand and all candidates 
should be asked the same questions and scored on their answers so that 
there is a clear record of who the best performing candidate was. 

 


