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CBT Sample assessment model answers

External Auditing (EXTA)

Sample assessment 2
Task 1

[image: image2.png]Identify whether each of the following statements, in respect of an external auditor's reliance on internal
‘controls, s true or false by selecting the appropriate option.

‘The extenal auditor should always rely on internal controls where possible,
s such an approach will aways take less fime.

‘The extemal auditor can only rely on an entity’s intemal control system where
he has evidence of the satisfactory operation of hat system.

“The external auditor can never rely completely on an entity's intemal control
‘system but must always carmy out some substantive procedures.







Task 2

[image: image3.png]‘Accounting systems have control objectives and control procedures to mitigate the risk that the control
objective is not met

Identify whether each of the following is a control objective, risk, or control procedure by selecting the
‘appropriate option.

Receipts to be reimbursed from petty cash are authorised by Gepariment managers.

[Control proceaure [l

Petty cash is only used for business purposes.

[Contro objectve [l

Petty cash could be stolen

[Risk





Task 3

[image: image4.png]Internal controls comprise a number of components including the control environment, the entity's risk
‘assessment process, the information system, control activities and monitoring of controls.

For each of the following descriptions of internal controls in place at Marrakesh Ltd, identify the
‘component of internal control it is an example of by dragging the appropriate component to the
description.

The entity has a well-staffed human resources department, with policies and ‘Control emronment
procedures covering matters such as recruitment,raining and evaluation.

Atthe beginning of each month the entity reconciles the bank statementfor the. ‘Control aciviy
preceding month to the balance on its cash book atthe same date.

“The sales director regularly reviews correspondence from customers to highlight ‘Monitoring of controls.
procedures which could be improved.






Task 4

[image: image5.png]Practiioners can never provide absolute assurance, due to certain restrictions on the assurance process.

Identify whether the following statement, in respect of the assurance process, is a restriction on the
‘assurance process or not a restriction by selecting the appropriate option.

‘The practiioner may need to rely on the entit’s accounting system in reaching his conclusion

[Restiction _ JRdll





Task 5

[image: image6.png]“The external auditor of Melly Ltd has used an internal control questionnaire to assist him in his evaluation of
internal controls over the sales cycle.

Identify, for each of the questions and answers below, whether the answer indicates a control or a lack of
‘control by selecting the appropriate option.

Is a check made to ensure thatthe value of an order does nottake the customer over
ther credit limit before an order is accepted?
- Yes

Is the customer required to sign a copy of the despatch note on receipt of the goods?
- Yes

Are prices independently checked before an invoice is sentto the customer?
- No






Task 6

[image: image7.png]The external auditor assesses control risk in order to determine the audit approach.

Identify, for each of the following factors, whether the auditor s likely to assess control risk as being
higher o lower by selecting the appropriate option.

‘The audited entity has a robust disaster recovery plan in place which is tested periodically.

‘Overtime claimed by employees does not needto be authorised by their line managers.

Petty cash is counted periodically without notice being given to the custodian of the petty cash.





Task 7

[image: image8.png]An entity uses intemal control procedures to mitigate the risks to which itis exposed. Listed below are two intemal
‘control procedures which are applicable to an entity's property, plant and equipment system.

Match each risk mitigated to the internal control procedure by dragging the appropriate risk to the procedure.

Internal control procedure

Risk mitigated

Assets in the propert, plant and equipment register are regularly
traced to the physical assets

[Theft of property, plant and equipment

‘Aplanned schedule of maintenance s carried out on all property,
plantand equipment

impairment of property, plant and equipment|





Task 8

[image: image9.png]‘The following are descriptions of procedures in operation at Consructico Ltd, a company which carries out
long term construction projects.

Identify whether each procedure is a strength or a weakness by selecting the appropriate option.

Atthe end of each month the financial controller compares actual costs incurredto
date on each project with budgeted costs.

No annual physical inventory countis carried out Instead, closing inventory is taken
from the entity's perpetual inventory records, which are subject to periodic test counts.





Task 9

[image: image10.png]‘The external auditor is required to undertake analytical procedures as part of the planning process to identity the
risk of misstatement offigures in the financial statements.

‘Set out below are descriptions of circumstances at o different companies, together with a statement s to
‘whatimpact each circumstance has had on a particular accounting rafio.

Identify, for each circumstance, whether the impact s likely or notlikely by selecting the appropriate option.

Atthe end of the current year, Branch Ltd changed the method of valuing its inventory from a FIFO.
basis to a LIFO basis. Prices charged by suppliers have been fising throughout the current year.
As aresult the gross profit percentage has increased compared to the previous year.

During the current year, Tree Ltd agreed extended credit terms with its major customers.
As aresult recelvables days increased compared to the previous year.






Task 10
[image: image11.png]‘The objective of a substanive testis to determine the population from which the sample for testing is
selected.

During the current year, Invest Ltd spent substantial sums on a development project. These amounts were
posted to a development expenditure accountin the general ledger.

(a) Identity,for each of the following objectives, the population from which the sample should be
‘selected by dragging the appropriate population to the objective.

Obtain evidence ofthe completeness of the development expenditure | [Purchase invoices for the year
figure in the general ledger

Obtain evidence of the occurrence of the development expenditure figure |[Enties in the development costs
inthe general ledger |accountin the general ledger

There are many methods of selecting items to be included in a sample for audittesting
(b) Identify the method of selection described below by selecting the appropriate option.

Mahout selects every 50th sales invoice, after 3 random start

[Estematic |5l







Task 11

[image: image12.png]External auditors use tests of control, tests of detail and analytical procedures to gather aut evidence.

Identify whether each of the following statements is true or false by selecting the appropriate option.

A substantive procedure can be atest of detail, or an analytcal procedure.

When conducting an audit, an extemal auditor may adopt an approach which uses
tests of control only or substantive procedures only.

SIS

‘The valuation assertion can only be tested by using substantive procedures.





Task 12

[image: image13.png]You are supenvising the auditjunior on the extemal audit o Plum Ltd. The audit junior has been assigneda
testwith the following objectve:

“Aditions to property, plant and equipment are complete.”

Which TWO of the following procedures are the most suitable to meet this test objective?

‘Selecting a sample of debit entries in the property, plant and equipment account in the general ledger
‘and vouching to capital invoices.

Reviewing capital invoices received after the year-end

Reviewing capital invoices for description of tems for the current year

Reviewing repairs and renewals invoices for the current year





Task 13


Identify and explain the audit risks relating to the external audit of Speedico Ltd. Where possible, your answer should refer to specific items in the financial statements which may be at risk of misstatement.

New client/lack of knowledge and understanding of the business

· increased detection risk

· opening balances may be misstated.
Contract not being renewed next year

· going concern risk if the contract cannot be replaced by other work/new customers

· risk of lack of disclosure in notes to financial statements

· or inappropriate basis of preparation.

Older lorries sold at a loss

· could indicate inappropriate depreciation policy

· such that carrying amounts of similar lorries could be overstated (and depreciation understated)

· “significant” losses may not be correctly disclosed (i.e. “exceptional” item/separately disclosed).

Leased assets

· accounting treatment of leased assets may be incorrect
· lease liabilities may not be correctly disclosed.
Failure of refrigeration units

· provisions could be understated re damages claims

· revenue relating to transportation of these goods needs to be reversed/credit note issued

· may need to disclose/accrue for counter claim

· possible impact on going concern due to loss of reputation.
Task 14

[image: image14.png]‘The external auditor will use different veriication techniques to obtain suficient appropriate evidence.

Identify, for each of the following audit procedures, the verification technique it represents by dragging
the verification technique to the audit procedure.

Attending the counting of pety cash Obsenvation
Calculating an expected trade payables figure using the entity's

creditterms and purchases in the last two months of the year. pnalical procedure
Wriing to the entity's trade receivables requesting them o reply | [ External confrmation
stating the amount owed by the eniity atthe year-end.





Task 15

[image: image15.png]Two types of computer-assisted audit techniques (CAATS) are test data and audit software.

Identify, for each of the procedures listed below, the type of CAAT which would be used to perform that
procedure by selecting the appropriate option.

Input of purchase orders with invalid supplier codes to check that the
system rejects the orders.

Analysis of annual sales by customer in order to target likely material
year-end balances for direct confirmation

Comparison of the year-end inventory file to nextyear's sales figures
by inventory line to identify those lines of inventory which have not
moved since the year-end.





Task 16

[image: image16.png]An extemal auditor is responsise for obtaining reasonable assurance thatthe financial statements are free
from material misstatement whether due to fraud or error.

Identify whether each of the following factors is likely to increase or decrease the risk of misstatementin
the financial statements due to fraud or error by selecting the appropriate option.




[image: image17.png]Factor

Allthe directors are paid a significant performance-related bonus.

Increase risk of
misstatement

Decrease risk of
misstatement

The audited entity has an internal audit departmentin place which
operates independently of the board of directors.





Task 17

[image: image18.png]Two of the methods that external auditors may use to document systems of control are internal control
questionnaires and internal control checkists.

Identify whether each of the following points would appear on an interal control questionnaire or an
internal control checkiist by selecting the appropriate option.

Before processing a purchase order, does the purchasing clerk check that
the supplieris on the company’s list of approved suppliers?.

‘The bank reconciliation s signed by the financial accountant s evidence
of his review.





Task 18

[image: image19.png]Audit documentation serves a number of purposes.

Identify the purpose of each of the following working papers by dragging the appropriate reason forits.
preparation to the working paper.

‘Comparison of figures from the draft inancial statements with budgeted figures

Detailed notes of a discussion with the audit firm's technical pariner, concerning | Discharge quality control
anissue which arose during the audit responsibilties

[Record of continuing.
Acopy oflast year's audit report )

significance





Task 19

[image: image20.png]During the audit of Pear Ltd you discover that one inventory line, which is included in the financial statements
atits cost 0f £15,000, has a selling price of £10,000.

‘The materialtythreshold, set by reference to key figures in the financial statements, has been set at£2,500.

Identify whether or not the inventory figure requires adjustment so that an unmodified audit opinion on the
financial statements can be issued by selecting the appropriate option.

[Adjust e inventory igure. |+ ]





Task 20

Set out, in a manner suitable for inclusion in the audit plan, the audit procedures to be undertaken to ensure that the cash and cash equivalents figure is fairly stated in the financial statements for the year ended 31 March 20X1.


· Obtain a bank letter directly from Doji Ltd’s bank

· Agree the balance per the bank letter to the bank statement

· And bank reconciliation

· Agree cash book balance to bank reconciliation

· Re-perform bank reconciliation/check receipts and payments per cash book to bank statements

· Trace unpresented cheques to April 20X1 bank statement

· If any cheques do not clear this month enquire as to reason why

· Review paying-in books and bank statements to confirm the date uncleared lodgements were paid into the bank

· If any uncleared lodgements do not appear in early April, enquire why

· Ensure the cash book has been adjusted for any pre year-end bank charges/other items not known about by client

· If petty cash is material/if required by client

· Visit client at year-end to observe count/verify year-end balance

· Evaluate internal controls over petty cash.

Task 21

[image: image21.png]During the external audit of Onion Lid the audit junior has identified two entries on the bank statement which
he considers to be unusual. For each entry the audit junior has obtained an explanation from the financial
controller.

Identify whether each of the bank statement entries listed below should be referred to the audit junior's.
‘supervisor by selecting the appropriate option.

Paymentto Consult Ltd £6,000

“This was paid to a consultancy company owned by the managing director's
wife. | was told to post tto repairs and renewals as it represents payment of
‘consultancy fees for the redesign and refurbishment of the boardroom.”

Receiptirom Investico Ltd £10,000

“This is the receipt from the sale of some investments during the year.
‘The profiton sale of £3,000 is included in the income statement for the year”






Task 22

[image: image22.png]During the extemal audit of Squash Ltd, the audit junior discovered that several tems of computer equipment had
been written off. The junior has been unable to verify that these items were scrapped and none of the items had
reached the end of their estimated useful lives. The accounts clerk!old the junior that the instruction to wiite off
these items had been given personally by the managing director, who told the clerk that he would organise the
scrapping of the equipment.

Identify which of the following courses of action the audit junior should take by selecting the appropriate option.

[Referto supenisor |+ ]





Task 23


Prepare extracts, suitable for inclusion in a report to the management of Venetia Ltd, which set out:

(i) the possible consequences; and
(ii) the recommendations you would make
in respect of the matter described above.

(i)   Consequences

· Loss of profits

· Adverse impact on cash flow

· Fictitious claims

· Unchecked breaches of company policies weakens the control environment
· Lack of receipts/invoices impedes ability to recover VAT.
(ii)  Recommendations

· Employees to be reminded of the importance of adhering to company policy

· Expenses not to be reimbursed over the nightly limit unless pre-authorised

· Nor if not supported by receipts

· Monitoring of procedures to ensure compliance 

· Breaches to be investigated/staff disciplined.
Task 24
[image: image23.png]“The external auditor has a duty to make a reportto management on deficiencies in infernal control and a
reportto shareholders (‘the auditreport).

Identity whether or not the following error, taken in isolation, should be in the report to management only.
orin the audit report only, by selecting the appropriate option.

The management of Anika Ltd has identified that rade receivables at 31 December 20X2 are materially
overstated, due to an on-going failure of the credit control departmentto chase amounts due. Management
has agreedto correct the trade receivables figure in Anika Ltg's financial statements for tis error.

[Reportto management oniy Al







Task 25

[image: image24.png]Identify, for each of the following situations which have arisen at two unrelated audit clients, the type of
‘audit opinion on the financial statements that should be expressed by selecting the appropriate option.

‘Oregano Ltd has failed to accrue in s statement of financial position as at 31 arch 201 for purchase
invoices relafing o the current year which were not received unfil after the year-end. As a resul, your firm is of
the opinion that the figure for trade and other payables as at 31 March 20X1 is materially understated. The.
directors have refused to make any adjustment in respect of this matter

[Quaiied opinion  JRlll

Basil Ltd operates anumber of shops, located throughout the UK. 10% of sales are paid for with cash. Your
firm has been unable to verity the completeness of Basil Ltd's cash sales for the year ended 31 March 20X1.

[Quaiied opinion  JRlll





Task 26

[image: image25.png]Freya is the audit senior on the audit of Valley Ltd, which operates a chain of gyms. Customers pay an annual
membership in advance which entiles them to use the gym's facilities and 1o take exercise classes. A rebate.
s available it a customer gives up his or her membership part way through the year

While testing a sample of such rebates, Freya has discovered several memberships'taken outin the name
ofthe managing director of Valley Ltd. These were paidin cash taken from the managing director's other
business ventures, where very early rebates have been made info the managing director's personal bank
account.

Which ONE of the following is the most appropriate action for Freya to take?

Reportthe matter to

the police, without discussion with the directors of Valley Ltd.

e firm's money laundering reporting officer, after discussion with the directors of Valley Ltd.

ertis vy g v dsssion i b s vt 1.





Task 27

[image: image26.png]Complete the following sentences and phrases from ISA 200 Overall objectives of the independent auditor.

Tnepupose ofanausiis o ennance tn degee of [sonizanc Jl] of [ronaed ] veers mtve
mancrl sttt

T is achieved by the expression of an opinion by the auditor on whether the inancial statements are
prepared, in all material respects, in accordance with an applicable [inancal reporing JRfl] framevork.





Task 28

[image: image27.png]‘The following are ways in which an external auditor may limit his liabilit to an audited entity.

Which TWO of these are done without agreement with the audited entity?

[

A proportional liabiliy agreement

Aliabilty cap

Y —









Task 29

[image: image28.png]Which ONE of the following statements on International Standards on Auditing (ISAs) is true?

1845 are applied inthe audit of historical financial information and in the examination of projected
financial information

In exceptional circumstances, extemnal auditors may departfrom the provisions of ISAs, but must be.
preparedto justify such a departure









Task 30

[image: image29.png]When inherent and control risk are assessed as high, the extemal auditor should reduce dstection fisk to
keep audit risk at an acceptably low level.

Identify whether or not each of the following changes willreduce detection risk by selecting the
‘appropriate option.

Anincrease in sample sizes when testing transactions and balances

Anincrease in the materialtythreshold when planning the audit

Anincrease in the ratio of senior audit staffto junior audit staff





Task 31

[image: image30.png]Identify whether each of the following statements, in respect of materialiy,is true o false by selecting
the appropriate option.

‘Anytransaction which falls below the materialiy thresholds established
by reference o the figures in the financial statements will not be
considered material

‘The lowerthe risk of misstatement, the lower the materiality threshold
setatthe planning stage of an audit.






Task 32

[image: image31.png]Intenviewing and listening skills are importanttools for the extemal auditor in applying professional
‘sceplicism when intenviewing a client.

In a meefing with the audit partner, the finance director of Japur Ltd confirmed orally that trade payables are.
‘complete. A working paper, prepared by the audit senior, showed the results of analytical procedures, which
indicate that rade payables atthe year-end were lower than expected.

Complete the following statement, in respect of the reliability of the information provided by the finance
director, by selecting the appropriate option.

The statement by the finance direclor thatrade payables are complete is [not ikely to be refiable. Jl]





