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Section A
ANSWER ALL QUESTIONS

QUESTION ONE:
1. Theinternal control system contain of:
1. Environmental control.
2. Control procedures.
3. Organizational structure.
4. Human resources.
Which of the following is correct?
A. (2)
B. (1),(2),(3)
C. (1),(2)
D. All above
2. External Auditor objectivity mean
A. To be independent.
B. Have an unbiased own opinion.
C. Build opinion on proves.
D. All above.
3. The subsequent events that required amendments as per IAS 10 :
A. Fire on some assets.
B. Court order of loans.
C. Dividends amendments.
D. Change of auditors.

4. The subsequent events that not required amendments as per IAS 10 :
A. Dividends amendments.
B. Change of auditors.
C. Court order of loans.

D. Allabove
5. Goodwill was normally amortized over:
A. 10 years.
B. 30 years.
C. 50vyears.

D. None of the above.
6. Which of the following is NOT an advantage of a company outsourcing its
internal audit function?
A. There will always be a reduction in costs.
B. Provides access to specialist skills.
C. Can provide access to an internal audit team immediately.
7. Is the following statement true or false?
Audit risk is a function of two components, inherent risk and control risk.
A. True
B. False
Page 1 of 5



8. Which TWO of the following should be included in an audit engagement
letter?

1. Objective and scope of the audit.
2. Results of previous audits.
3. Management’s responsibilities.
4. Need to maintain professional scepticism.
A. (1)and(2)
B. (1)and(3)
C. (2)and(4)
D. (3)and(4)

9. Which of the following is NOT a responsibility of the auditor?

A. To provide an opinion on the truth and fairness of the financial
statements

B. To conduct an audit in accordance with International Standards on
Auditing
C. To express an opinion on the company’s going concern status

10. Which of the following is a DISADVANTAGE of recording accounting and
control systems using internal control

A. They may contain a large number of irrelevant controls
B. It can be difficult to identify missing controls
C. They are time consuming to complete

(Every Question 2 Marks Total 20 marks)
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Section B
ALL SEVEN Questions in this Section are compulsory and MUST be

attempted

Question two

ASAWSANA Enterprises Co (ASAWSANA) manufactures and distributes fashion clothing
to retail stores. Its year end was 31 December 2016. You are the audit manager and the
year-end audit is due to commence shortly. The following three matters have been
brought to your attention.

(i) Supplier statement reconciliations:

ASAWSANA receives monthly statements from its main suppliers and although these
have been retained, none have been reconciled to the payables ledger as at 31 December
2016. The engagement partner has asked the audit senior to recommend the procedures
to be performed on supplier statements.

(5 marks)

(ii) Bank reconciliation

During last year’s audit of ASAWSANAs bank and cash, significant cut off errors were
discovered with a Number of post year-end cheques being processed prior to the year
end to reduce payables. The finance Director has assured the audit engagement partner
that this error has not occurred again this year and that the bank reconciliation has been
carefully prepared. The audit engagement partner has asked that the bank reconciliation
is comprehensively audited.

(5 marks)
(iii) Receivables
ASAWSANA receivables ledger has increased considerably during the year, and the
year-end balance is $2-5 million compared to $1-5 million last year. The finance director of
ASAWSANA has requested that a Receivables circularization is not carried out as a
number of their customers complained last year about the inconvenience involved in
responding. The engagement partner has agreed to this request, and tasked you with
identifying alternative procedures to confirm the existence and valuation of receivables.
(5 marks)
(iiii) there is a legal claim raised against Alsawsana from fired employees , the CFO told
you that those claims are immaterial and the due to ALSAWSANA legal consultants the
poison of the company was very strong in those claims.
Required:
Describe substantive procedures you would perform to obtain sufficient and
appropriate audit evidence in relation to the above four matters.
Note: The mark allocation is shown against each of the three matters above.

(20 marks)
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Question Three

A. Explain emphasis of matter paragraph?
(5 marks)

B. ISA 230 Audit Documentation requires auditors to prepare audit documentation for
an audit of financial statements on a timely basis.

Required:
Describe benefits of documenting audit work.
(5 marks)
(10 marks)

Question Four

Identify requirements and objectives of ISA 200, Overall Objectives of the
Independent Auditor and the Conduct of an Audit in Accordance with International
Standards on Auditing?

(10 marks)

Question Five

SIMA Co provides scientific services to a wide range of clients. Typical assignments
range from testing food for illegal additives to providing forensic analysis on items used
to commit crimes to assist law enforcement officers.

The annual audit is nearly complete. As audit senior you have reported to the
engagement partner that SIMA Co is having some financial difficulties. Income has
fallen due to the adverse effect of two high-profile court cases, where Smithson’s
services to assist the prosecution were found to be in error. Not only did this provide
adverse publicity for SIMA Co, but a number of clients withdrew their contracts. A
senior employee then left Smithson, stating lack of Investment in new analysis
machines was increasing the risk of incorrect information being provided by the
company.

A cash flow forecast prepared internally shows SIMA Co requiring significant
additional cash within the next 12 months to maintain even the current level of
services. SIMA Co auditors have been asked to provide a negative assurance report on
this forecast.

Required:
A. State the audit procedures that may be carried out to try to determine whether or not
SIMA Co is a going concern. (10 marks)

B. Explain the audit procedures the auditor may take where the auditor has decided
that SIMA Co is unlikely to be a going concern.
(10 marks)
(20 marks)
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Question Six
Compliance with the fundamental principles in Code of Ethics and Conduct for
External Auditors can be threatened in a number of ways.

Required:
List FIVE ethical threats to independence and objectivity?

(10 marks)
Question Seven
Define Audit Materiality and it is relation with Audit Risk?

(10 marks)

End of Questions

A daaldl
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Section B
Q2

Up to 1 mark per assertion, ¥2 mark for stating assertion and % mark for explanation, max of
4 marks; up

to 1 mark per relevant revenue substantive procedure, max of 4 marks.

— Occurrence — explanation and relevant substantive procedure

— Completeness — explanation and relevant substantive procedure

— Accuracy — explanation and relevant substantive procedure

— Cut-off — explanation and relevant substantive procedure

— Classification — explanation and relevant substantive procedure 8

Up to 1 mark per well described procedure, overall maximum of 3 marks for supplier
statement

reconciliations, maximum of 4 marks for bank and maximum of 5 marks for receivables.
(i) Supplier statement reconciliation

— Select a sample of supplier statements and agree the balance to the purchase ledger
— Invoices in transit, confirm via GRN if receipt of goods was pre year end, if so confirm
included

in year-end accruals

— Cash in transit, confirm from cashbook and bank statements the cash was sent pre year end
— Discuss any further adjusting items with the purchase ledger supervisor to understand the
nature

of the reconciling item, and whether it has been correctly accounted for 3

(ii) Bank reconciliation

— Check additions of bank reconciliation

— Bank balance to statement/bank confirmation

— Cash book balance to cash book

— Outstanding lodgements

— Unpresentedcheques review

— Old cheques write back 4

(iii) Receivables

— Aged receivables report to identify any slow moving balances

— Review the after date cash receipts

— Review customer correspondence to assess whether there are any invoices in dispute
— Review board minutes

— Calculate average receivable days

— Post year-end sales returns/credit notes

— Cut-off testing of GDN

— Agree to GDN and sales order to ensure existence 5



Q3
— Description of any letters or reports to be issued to the client
— Basis of fee calculation and billing arrangements.

(a) (c) Emphasis of matter paragraph

ISA 706 Emphasis of Matter Paragraphs and Other Matter Paragraphs in the Independent
Auditor’s Report identifies

situations where the audit report is modified, by the inclusion of additional paragraphs, but
result in an unmodified opinion.

An emphasis of matter paragraph is one such example. These are commonly used in raising
awareness of issues such as

going concern.

Emphasis of matter paragraph — A paragraph included in the auditor’s report that refers to a
matter appropriately presented

or disclosed in the financial statements that, in the auditor’s judgement, is of such
importance that it is fundamental to users’

understanding of the financial statements. The paragraph must state that the auditor’s
opinion is not modified in respect of

the matter emphasised.

Objective of the auditor

“The objective of the auditor, having formed an opinion on the financial report, is to draw
users’ attention, when in the auditor’s judgement it is necessary to do so, by way of
clear additional communication in the auditor’s report, to:

A matter, although appropriately presented or disclosed i a. n the financial report, that

is of such importance that it is fundamental to users’ understanding of the financial
report; or

b. As appropriate, any other matter that is relevant to users’ understanding of the audit,
the auditor’s responsibilities or the auditor’s report.”

ASA 706.6 Emphasis of matter paragraphs in the auditor’s report

“If the auditor considers it necessary to draw users’ attention to a matter presented or
disclosed in the financial report that, in the auditor’s judgement, is of such importance
that it is fundamental to users’ understanding of the financial report, the auditor shall
include an Emphasis of Matter paragraph in the auditor’s report provided the auditor
has obtained sufficient appropriate audit evidence that the matter is not materially
misstated in the financial report. Such a paragraph shall refer only to information
presented or disclosed in the financial report.”

ASA 706.

Aus 6.1

“In addition to the requirements in paragraph 6 of this Auditing Standard, the auditor
shall include an Emphasis of Matter paragraph in the auditor’s report where required by
other Auditing Standards.”

ASA 706.7 “When the auditor includes an Emphasis of Matter paragraph in the auditor’s
report, the

auditor shall:

a. Include it immediately after the Opinion paragraph in the auditor’s report;



b. Use the heading “Emphasis of Matter,” or other appropriate heading;

c. Include in the paragraph a clear reference to the matter being emphasised and to

where relevant disclosures that fully describe the matter can be found in the financial
report; and

d. Indicate that the auditor’s opinion is not modified in respect of the

matteremphasised.”

((b) Audit documentation

- Provides evidence of the auditor’s basis for a conclusion about the achievement of the
overall objective of the audit.

— Provides evidence that the audit was planned and performed in accordance with ISAs and
applicable legal and regulatory

requirements.

— Assists the engagement team to plan and perform the audit.

— Assists members of the engagement team responsible for supervision to direct, supervise
and review the audit work.

— Enables the engagement team to be accountable for its work.

— Retains a record of matters of continuing significance to future audits.

Q4

ISA 200 Objective

To obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, thereby enabling the auditor to
express an opinion on whether the financial statements are prepared, in all material respects,
in accordance with an applicable financial reporting framework; and

To report on the financial statements, and communicate as required bythe ISAs, in
accordance with the auditor’s findings.

ISA 200 Requirements

Compliance with ethical requirement relating to audit of financial statement.

Auditor shall exercise professional judgement in planning and performing audit of financial
statement.

Auditor shall obtain sufficient appropriate audit evidence to reduce audit risk to an
acceptably low level for expression of opinion

Auditor shall comply with all ISAs relevant to the audit.

Auditor shall comply with each requirement of an ISA unless, entire ISA is irrelevant or
requirement is conditional and condition doesn’t exist

In case of departure from ISA auditor shall perform alternative audit procedures to achieve
the aim of that requirement.

If objective of ISA cannot be achieved auditor shall evaluate whether this prevents the
auditor from achieving the overall objectives of the auditor and thereby requires the auditor,
in accordance with the ISAs, to modify the auditor’s opinion or withdraw from the
engagement. Document the



Q5

5 (a) Going concern meaning

1 mark each for:

— Definition

- ISA 570 explanation (don’t need the ISA number)
— Audit procedures

— Realistic use of assumption

— Report to members

— Report to audit committee and/or directors

— Discussion with management on going concern
— Other relevant points

Maximum marks 4

(b) Audit procedures on going concern

1 mark per procedure (0-5 if brief or unclear e.g. ‘check the cash flow’)
- Cash flow

— Directors’ view going concern

— Other finance

— Interim financial statements

— Lack of non-current assets

— Reliance on senior employee

— Solicitor’s letter

— Review order book

— Review bank letter

— Review other events after the reporting period
— Management representation

— Other relevant points

Maximum marks 8

(c) Audit procedures company may not be a going concern

1 mark per action (0-5 if brief or unclear e.g. ‘discuss with directors’)
— Discuss with directors

— Need to modify audit report

— Possible emphasis of matter

— Possible qualification

— Letter of representation

— Other relevant points

Maximum marks 4

(d) Negative assurance

1 mark per action (0-5 if brief or unclear e.g. ‘warning cash flow may be inaccurate’)
— Definition



— Audit report = positive assurance
— Level of reliance

— Limited audit procedures

— Other relevant points

Maximum marks 4
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06

Threats to external auditors independent and objectivity

Needed five only

-1 depend on one supplier in it is revenue
2- Personal relations

3- Financial interest in it is client

4- Unaccepted use of client assets

5- To be a member in board

6- Have a shares in Client Company

7- Long term relations with client

8- Acceptance of expensive gifts

9 — Threats of removal from auditing

10- Preparing transactions that he she will give opinions

Q7

Definition of materiality in audit

-. For purposes of the ISAs, performance materiality means the amount or amounts
set by the auditor at less than materiality for the financial statements as a whole to
reduce to an appropriately low level the probability that the aggregate of
uncorrected and undetected misstatements exceeds materiality for the financial
statements as a whole. If applicable, performance materiality also refers to the
amount or amounts set by the auditor at less than the materiality level or levels for
particular classes of transactions, account balances or disclosures

Materiality and Audit Risk

Al. In conducting an audit of financial statements, the overall objectives of the
auditor are to obtain reasonable assurance about whether the financial

statements as a whole are free from material misstatement, whether due to

fraud or error, thereby enabling the auditor to express an opinion on whether

the financial statements are prepared, in all material respects, in accordance

with an applicable financial reporting framework; and to report on the financial
statements, and communicate as required by the ISAs, in accordance with the
auditor’s findings.5 The auditor obtains reasonable assurance by obtaining
sufficient appropriate audit evidence to reduce audit risk to an acceptably low
level.6 Audit risk is the risk that the auditor expresses an inappropriate audit
opinion when the financial statements are materially misstated. Audit risk is a




function of the risks of material misstatement and detection risk.7 Materiality
and audit risk are considered throughout the audit, in particular, when:

(a) Identifying and assessing the risks of material misstatement;8

(b) Determining the nature, timing and extent of further audit procedures;9 and
(c) Evaluating the effect of uncorrected misstatements, if any, on the financial
statements10 and in forming the opinion in the auditor’s report.

The End
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