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Following management's request for information regarding the different roles of internal
and external audit, you have collated a list of key characteristics.

Match the following characteristics to the appropriate auditor.

Characteristic Type of auditor

Appointed by audit committee Internal auditor

Reports are publicly available to

shareholders Internal auditor

Review effectiveness of internal

controls to improve operations Eeinaliattlion

Express an opinion on the truth and .
fairness of the financial statements Edemalancitoy
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If the internal and external audit assignments are accepted, what safeguards, if
any, are needed in relation to the basis for the fee?

As long as the total fee received from Maldini Co is less than 15% of the firm's total
fee income then no safeguards are needed

The client should be informed that only the internal audit fee can be based on
profit after tax

The fees should be based on Maldini Co's profit before tax

No safeguards can be applied and this basis for fee determination should be
rejected
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Balotelli Co operates a number of hotels providing accommodation,
leisure facilities and restaurants. You are an audit senior of Mario & Co
and you are currently conducting the audit of Balotelli Co for the year
ended 31 December 20X4. During the course of the audit the following
events and issues have been brought to your attention.

Depreciation

Balotelli Co incurred significant capital expenditure during the year
updating the leisure facilities at several of the company's hotels.
Depreciation is charged on all assets monthly on a straight-line basis
(SL) and it is company policy to charge a full month's depreciation in
the month of acquisition and none in the month of disposal.

Food poisoning

Balotelli Co’s directors received correspondence in November 20X4
from a group of customers who attended a wedding at one of the
company's hotels. They have alleged that they suffered severe food
poisoning from food eaten at the hotel and are claiming substantial
damages. Management have stated that based on discussions with
their lawyers the claim is unlikely to be successful.

Trade receivables

Balotelli Co's trade receivables have historically been low as most
customers are required to pay in advance or at the time of visiting the
hotel. However during the year a number of companies opened
corporate accounts which are payable monthly in arrears. As such the
trade receivables balance has risen significantly and is now a material
balance.
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During the audit of non-current assets, the audit team has obtained the following extract of the non-current assets
register detailing some of the new leisure equipment acquired during the year.

Balotelli Co - Non-current assets register

Accumulated | Charge for the

Date Description
1 May 20X4 [15 treadmills 18,000 36 months SL

15 May 20X4 |20 exercise bikes 17,0003 years SL
17 August 20X4 |15 rowing machines 9.750]36 months SL
19 August 20X4 [10 cross trainers 11,000]36 months SL

In order to verify the depreciation charge for the year, the audit team have been asked to perform a proof in total.
This will involve developing an expectation of the depreciation expense for the year and comparing this to the actual
expense to assess if the client has calculated the depreciation charge for the year correctly.

What is the expected depreciation expense for the above assets for the year ended 31 December 20X4 and
the resultant impact on non-current assets?

Depreciation should be $10,660, assets are understated
Depreciation should be $18,583, assets are understated
Depreciation should be $9,111, assets are overstated

Depreciation should be $12,549, assets are overstated
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The audit assistant who has been assighed to help you with the audit work on non-
current assets, has expressed some uncertainty over why certain audit procedures are
carried out and specifically is unsure what procedures relate to the valuation and
allocation assertion.

Which FOUR of the following audit procedures are appropriate to test the
VALUATION assertion for non-current assets?

Review board minutes for evidence of disposals during the year and verify that
hese are appropriately reflected in the non-current asset register

[ Agree a sample of additions included in the non-current assets register to
purchase invoice and cash book

) Review the repairs and maintenance expense account for evidence of items of a
capital nature

) Recalculate the depreciation charge for a sample of assets ensuring that it is
being applied consistently and in accordance with IAS 16 Property, Plant and
Equipment

) Review physical condition of non-current assets for any signs of damage

[ Ensure disposals are properly accounted for and recalculate gain/loss on
disposal
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In relation to the claim regarding the alleged food poisoning, which of the
following audit procedures would provide the auditor with the MOST reliable
audit evidence regarding the likely outcome of the litigation?

Request a written representation from management supporting their assertion that
the claim will not be successful

Send an enquiry letter to the lawyers of Balotelli Co to obtain their view as to the
probability of the claim being successful

Review the correspondence from the customers claiming food poisoning to assess
whether Balotelli Co has a present obligation as a result of a past event

Review board minutes to understand why the directors believe that the claim will
not be successful
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As the trade receivables is a material balance, the audit partner has asked that the
audit team carry out a trade receivables circularisation.

Which TWO of the following are benefits of carrying out a trade receivables
circularisation?

[ It provides evidence from an independent external source
[ It provides sufficient appropriate evidence over all balance assertions
[ It improves audit efficiency as all customers are required to respond

[ It improves the reliability of audit evidence as the process is under the control of
the auditor
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The results of
detailed below:

Customer

Balance
per sales
ledger
($)

Balance
per customer
confirmation

($)

he trade receivables circularisation carried out by the audit team are

Comment

Willow Co

42,500

42,500

Cedar Co

35,000

25,000

Invoice raised 28 December 20X4

Maple Co

60,000

45,000

Payment made 30 December 20X4

Laurel Co

55,000

55,000

A balance of $20,000 is currently being
disputed by Laurel Co

The auditor has been asked to assess the replies and consider whether any additional
audit work is required.

Based on the results of the circularisation, match each customer to the appropriate

audit procedu

re.

Customer

Willow Co

Cedar Co

Maple Co

Laurel Co

Audit procedure

Agreed to post year end cash book and
bank statement

Discuss with management and consider
whether amount should be included in
allowance for receivables

No further audit procedures required

Agree to pre year end invoice
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Cannavaro.com is a website desigh company whose year end was 31

statements are due to
$3.8m and revenue is

board of directors has

During the audit it has
receivables balance at

inancial statements.

December 20X4. The audit is almost complete and the financial

be signed shortly. Profit before tax for the year is
11.2m.

The company has only required an audit for the last two years and the

asked your firm to provide more detail in relation

o the form and content of the auditor's report.

come to light that a key customer, Pirlo Co, with a
he year end of $285,000, has just notified

Cannavaro.com that they are experiencing cash flow difficulties,
meaning they are unable to make any payments for the foreseeable
uture. The finance director of Cannavaro.com has notified the auditor
hat he will write this balance off as an irrecoverable debt in the 20X5
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To explain to the board the content of the audit report the audit partner has asked you
to provide details as to why certain elements are included within an unmodified report.

Match the following elements of the unmodified audit report, to the correct

explanation for its inclusion.

Element of audit report

Date of report
m
Auditor's responsibilities

Opinion paragraph

Reason for inclusion

[Explains the financial statements are

presented fairly

Demonstrates the point at which
sufficient appropriate evidence has
been obtained

larifies who may rely on the opinion

included in the report

Explains the role and remit of the
audit
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The audit assistant assigned to the audit of Cannavaro.com wants a better understanding of the
impact that subsequent events have on the audit and has made the following statements.

Identify, by clicking on the relevant box in the table below, whether each of the following
statements is true or false.

All material subsequent events require the numbers in the
financial statements to be adjusted

A non-adjusting event is a subsequent event for which
NO amendments to the current year financial statements
are required

The auditor's responsibilities for subsequent events
which occur prior to the audit report being signed are
different from their responsibilities after the audit report
has been issued

The auditor should request a written representation
confirming that all relevant subsequent events have been
disclosed
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The audit engagement partner has asked you to make an initial assessment of the
materiality of the issue with the outstanding receivables balance with Pirlo Co and to
consider the overall impact on the financial statements.

Which of the following options correctly summarises the effect of the
outstanding balance with Pirlo Co?

Option Material Impact on accounts

A No Revenue is overstated

B No Gross profit is understated

(o} Yes Profit is overstated

D Yes Going concern principle is in doubt
Option A
Option B
Option C

Option D
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The audit partner requires you to perform additional procedures in order to conclude on
the level of any adjustment needed in relation to the outstanding balance with Pirlo Co.

Which TWO of the following audit procedures should be performed to form a
conclusion as to whether the financial statements require adjustment?

[ Discuss with management the reasons for not amending the financial statements
) Review the cash book post year end for receipts from Pirlo Co
[ Send a request to Pirlo Co to confirm the outstanding balance

) Agree the outstanding balance to invoices and sales orders
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The finance director has asked you to outline the appropriate audit opinions which will
be provided depending on whether the company decides to amend or not amend the
20X4 financial statements for the issue identified regarding the recoverability of the
balance with Pirlo Co.

Complete the following sentences by dragging and dropping the appropriate
audit opinions.

If the 20X4 financial statements are not amended, our opinion will

be D

If the appropriate adjustment is made to the financial statements, our

epmenwioe I:I
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Audit opinions

adverse

unmodified with emphasis qualified ‘except for

of matter paragraph

unmodified
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A Elag for Review

Section B

This section of the exam contains three constructed response questions.

Each question contains a scenario which relates to one or more requirement(s) which may be split
over multiple question screens.

Each question is worth 20 or 30 marks and is compulsory.

This exam section is worth 70 marks in total.

Important: In your live exam please show all notes/workings that you want the marker to see
within the spreadsheet or word processing answer areas where applicable. Remember, any
notes/workings made on the Scratch Pad or on your workings paper will not be marked.

Select Next to continue.
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This scenario relates to five requirements.

Milla Cola Co (Milla Co) manufactures fizzy drinks such as cola and
lemonade as well as other soft drinks and its year end is 30 September
20X5. You are an audit manager of Totti & Co and are currently
planning the audit of Milla Co. You attended the planning meeting with
the audit engagement parther and finance director last week and the
minutes from the meeting are shown below. You are reviewing these as
part of the process of preparing the audit strategy document.

Minutes of planning meeting for Milla Co

Milla Co's trading results have been strong this year and the company
is forecasting revenue of $85m, which is an increase from the previous
year. The company has invested significantly in the cola and fizzy
drinks production process at the factory. This resulted in expenditure of
$5m on updating, repairing and replacing a significant amount of the
machinery used in the production process.

As the level of production has increased, the company has expanded
the number of warehouses it uses to store inventory. It now utilises 15
warehouses; some are owned by Milla Co and some are rented from
third parties. There will be inventory counts taking place at all 15 of
these sites at the year end.

A new accounting general ledger has been introduced at the
beginning of the year, with the old and new systems being run in
parallel for a period of two months. In addition, Milla Co has incurred
expenditure of $4-5m on developing a hew brand of fizzy soft drinks.
The company started this process in July 20X4 and is close to
launching their new product into the market place.

As a result of the increase in revenue, Milla Co has recently
recruited a new credit controller to chase outstanding receivables.
The finance director thinks it is not necessary to continue to maintain
an allowance for receivables and so has released the opening
allowance of $1-5m.





image23.png
The finance director stated that there was a problem in April in the
mixing of raw materials within the production process which resulted
in a large batch of cola products tasting different. A number of these
products were sold; however, due to complaints by customers about
the flavour, no further sales of these goods have been made. No
adjustment has been made to the valuation of the damaged
inventory, which will still be held at cost of $1m at the year end.

As in previous years, the management of Milla Co is due to be paid
a significant annual bonus based on the value of year-end total
assets

(a) Explain audit risk and the components of audit risk.
(5 marks)

(0| ¥ h B | & &
‘Paragraph - \_' ‘E

(b) Using the minutes provided, identify and describe SEVEN audit risks, and
explain the auditor's response to each risk, in planning the audit of Milla Cola
Co.

(14 marks)
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(c) Identify the main areas, other than audit risks, which should be included
within the audit strategy document for Milla Cola Co, and for each area provide

an example relevant to the audit.
(4 marks)

0| % & © |6 # H|B 7 YU S |x X L
| Paragraph "_'|E E A %'EE %E}E =

The finance director has requested that the deadline for the 20X6 audit be shortened
by a month and has asked the audit engagement partner to consider if this will be
possible. The partner has suggested that in order to meet this new tighter deadline
the firm may carry out both an interim and final audit for the audit of Milla Co to 30
September 20X6.

(d) Explain the difference between an interim and a final audit.
(3 marks)

(e) Explain the procedures which are likely to be performed during an interim
audit of Milla Co and the impact which it would have on the final audit.
(4 marks)

(30 marks)
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This scenario relates to four requirements.

Baggio International Co (Baggio Co) is a manufacturer of electrical
equipment. It has factories across the country and its customer base
includes retailers as well as individuals, to whom direct sales are made
through their website. The company’s year end is 30 September 20X5.
You are an audit supervisor of Suarez & Co and are currently reviewing
documentation of Baggio Co’s internal control in preparation for the
interim audit.

Baggio Co’s website allows individuals to order goods directly, and full
payment is taken in advance. Currently the website is not integrated
into the inventory system and inventory levels are not checked at the
time when orders are placed. Inventory is valued at the lower of cost
and net realisable value.

Goods are despatched via local couriers; however, they do not always
record customer sighatures as proof that the customer has received the
goods. Over the past 12 months there have been customer complaints
about the delay between sales orders and receipt of goods. Baggio Co
has investigated these and found that, in each case, the sales order
had been entered into the sales system correctly but was not
forwarded to the despatch department for fulfilling.

Baggio Co’s retail customers undergo credit checks prior to being
accepted and credit limits are set accordingly by sales ledger clerks.
These customers place their orders through one of the sales team, who
decides on sales discount levels.

Raw materials used in the manufacturing process are purchased from
a wide range of suppliers. As a result of staff changes in the purchase
ledger department, supplier statement reconciliations are no longer
performed. Additionally, changes to supplier details in the purchase
ledger master file can be undertaken by purchase ledger clerks as well
as supervisors.
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In the past six months, Baggio has changed part of its manufacturing
process and as a result some new equipment has been purchased,
however, there are considerable levels of plant and equipment which
are now surplus to requirement. Purchase requisitions for all new
equipment have been authorised by production supervisors and little
has been done to reduce the surplus of old equipment.

(a) In respect of the internal control of Baggio International Co:

(i) Identify and explain SIX deficiencies;

(ii) Recommend a control to address each of these deficiencies; and

(iii) Describe a test of control Suarez & Co would perform to assess whether
each of these controls, if implemented, is operating effectively.

Note: The total marks will be split equally between each part.
(18 marks)
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(b) Describe substantive procedures Suarez & Co should perform at the year end

to confirm plant and equipment additions.
(2 marks)

(20 marks)
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This scenario relates to four requirements.

Vieri Motor Cars Co (Vieri Co) manufactures a range of motor cars and
its year end is 30 June 20X5. You are the audit supervisor of Rossi & Co
and are currently preparing the audit programmes for the year-end audit
of Vieri Co. You have had a meeting with your audit manager and he has
notified you of the following issues identified during the audit risk
assessment process:

Land and buildings

Vieri Co has a policy of revaluing land and buildings, this is undertaken
on a rolling basis over a five-year period. During the year Vieri Co
requested an external independent valuer to revalue a number of
properties, including a warehouse purchased in January 20X5.
Depreciation is charged on a pro rata basis.

Work in progress

Vieri Co undertakes continuous production of cars, 24 hours a day,
seven days a week. An inventory count is to be undertaken at the year
end and Rossi & Co will attend. You are responsible for the audit of work
in progress (WIP) and will be part of the team attending the count as
well as the final audit. WIP constitutes the partly assembled cars at the
year end and this balance is likely to be material. Vieri Co values WIP
according to percentage of completion, and standard costs are then
applied to these percentages.

(a) Explain the factors Rossi & Co should consider when placing reliance on the
work of the independent valuer.
(5 marks)
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(b) Describe the substantive procedures the auditor should perform to obtain
sufficient and appropriate audit evidence in relation to the revaluation of land
and buildings and the recently purchased warehouse.

(6 marks
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(c) Describe the substantive procedures the auditor should perform to obtain
sufficient and appropriate audit evidence in relation to the valuation of work in

progress.

(4 marks)
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During the audit, the team has identified an error in the valuation of work in progress,
as a humber of the assumptions contain out of date information. The directors of Vieri
Co have indicated that they do not wish to amend the financial statements.

(d) Explain the steps Rossi & Co should now take and the impact on the
auditor's report in relation to the directors’ refusal to amend the financial

statements.

(5 marks)

(20 marks)
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Section A

This section of the exam contains three OT cases.
Each OT case contains a scenario which relates to five OT questions.
Each question is worth 2 marks and is compulsory.

This exam section is worth 30 marks in total.

Select Next to continue.
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You are an audit manager at Buffon & Co, responsible for the audit of

Maldini Co. The audit engagement partner for Mal
company, has been in place for approximately eig

dini Co, a listed
ht years and her son

has just been offered a role with Maldini Co as a sales manager. This
role would entitle him to shares in Maldini Co as part of his remuneration

package.

Maldini Co’s board of directors are considering es
audit function, and the finance director has asked

ablishing an internal
the audit firm, Buffon

& Co, about the differences in the role of internal audit and external

audit. If the internal audit function is established,
suggested that they may wish to outsource this to

The finance director has suggested to the board t|
appointed as internal as well as external auditors,

he directors have
Buffon & Co.

hat if Buffon & Co are
then fees should be

renegotiated with at least 20% of all internal and external audit fees
being based on the profit after tax of the company, as this will align the

interests of Buffon & Co and Maldini Co.
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Your audit assistant has highlighted a number of potential threats to independence in
respect of the audit of Maldini Co.

Identify which of the following facts from the scenario represent valid threats to
independence, matching each threat to the appropriate category.

Facts Category of threat

Audit partner has been in position for
eight years

Self-interest

Maldini Co has asked for advice

regarding role of internal audit Self-interest

Partner's son may hold shares in
Maldini Co

Familiarity

[Maldini Co has asked Buffon & Co to
carry out internal audit work

Fee will be 20% of profit after tax

Self-review
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In relation to the audit engagement partner holding the role for eight years, and her
son's offer of employment with Maldini Co:

Which of the following safeguards should be implemented in order to comply
with ACCA's Code of Ethics and Conduct?

The audit partner should be removed from the audit team
An independent review partner should be appointed
The audit partner should be removed if her son accepts the position

© Buffon & Co should resign from the audit
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In line with ACCA's Code of Ethics and Conduct, which TWO of the following
factors must be considered before the internal audit engagement should be
accepted?

[ Whether the external audit team have the expertise to carry out the internal audit
work

[ If the assignments will relate to the internal controls over financial reporting

O If management will accept responsibility for implementing appropriate
recommendations

[ The probable timescale for the outsourcing of the internal audit function




