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Professional Ethics in Accounting and Finance (PETH)
Sample: Assessment Book



Sample assessment

Professional Ethics in Accounting and Finance
Level 3 Diploma in Accounting
Assessment book

· This sample assessment is for familiarisation purposes only and must not be used in place of a live assessment.

· When you feel prepared to sit the live assessment please contact your Training Provider who can schedule a live assessment for you.

Instructions to candidates
To ‘state’ something, you need to answer with a fact. If you are asked to ‘explain’ something you need to state the relevant fact and then give brief reason(s) for why that fact is the right answer. If you are asked to ‘describe’ you should set out what is involved without further explanation.
The time allowed to complete this Professional Ethics in Accounting and Finance assessment is 2 hours and 30 minutes. 


Task 1 (8 marks)
(a) Which body is responsible for regulating the UK accountancy profession as a whole?
     
(b) Which body sets global ethical standards for accountants?

     
(c) State TWO of the four sponsoring bodies of AAT.

(1)       
(2)       
(d) State TWO of the three statutory regulated (reserved) areas in accounting and finance.


(1)       
(2)       
(e) All professional accountants have five ethical principles which they have a duty to comply with. Explain whether this duty is more important for professional accountants in practice rather than those in business. 

     
Task 2 (12 marks)
(a) Professional accountants are required to undertake continuing professional development (CPD). State which ONE of the five fundamental principles is safeguarded by CPD.

     
(b) Charis is a professional accountant with her own small practice. She prepares sets of accounts and tax returns for a wide range of sole traders. 
In light of her client base, explain ONE area of technical knowledge in which Charis must keep up-to-date.

     
(c) Complete the following statement: 

A professional accountant who complies with the law, brings no disrepute on the profession and is perceived as being ethical by other people has complied with the fundamental principle of      
Task 2, continued

(d) Frank, a professional accountant in practice, has acted outside the limits of his professional expertise in working for his client Nancy. Nancy has incurred a regulatory fine as a result. 
State TWO grounds on which Nancy may be able to seek compensation from Frank for this loss.

(1)       
(2)       
(e) Christie is a professional accountant in practice who has had Alpha Ltd as a client for many years. In her professional capacity, Christie has been asked by Alpha Ltd’s new landlord to give a written reference confirming that the company is likely to be able to pay rent over the next five years. Alpha Ltd is paying Christie a large fee for supplying the reference.

(i) Is it acceptable practice for Christie to include a disclaimer of liability in the written reference?



(ii) If Christie gives the reference, even though she knows that Alpha Ltd has no means of paying the rent, what kind of fraud is she committing?
     


(f) Marion, a professional accountant in practice, gives Larch Ltd an opinion on the application of accounting principles to the company’s specific transactions. Marion knew that she was forming her opinion on the basis of inadequate information. 
In addition to integrity, state which other ONE of Marion’s fundamental ethical principles is threatened by this situation. Explain the reasons for your answer.

     
(g) Henry is a professional accountant. He finished his exams and qualified a year ago. 

State ONE way in which Henry can ensure he keeps up-to-date with technical changes in accounting and reporting.

     


Task 3 (5 marks)

Leonardo is a professional accountant in practice as a sole practitioner. His client, Alana, has given Leonardo £10,000 to hold on her behalf so that he can transfer money for her to HM Revenue and Customs (HMRC) when necessary. Leonardo now has good reason to believe the money is criminal property.


(a) With what crime could Leonardo be charged if he retains Alana’s money without notifying the authorities?

     
(b) Leonardo has taken custody of monies for another client so that he can carry out the client’s instructions.

(i) In what legal capacity does Leonardo hold these client monies for the client?

     
(ii) For what TWO crimes could Leonardo be prosecuted if he fails to properly account to the client for the monies?


(1)       
(2)       


(iii) May Leonardo retain these monies in his practice bank account?
     

Task 4 (5 marks)
(a) Professional accountants must maintain the confidentiality of information which is obtained in circumstances that give rise to a duty of confidentiality. 
Is this an ethical principle only, a legal obligation only, or both an ethical principle and a legal obligation?

     

(b) Explain whether a professional accountant is allowed to use knowledge, information and experience gained from a previous employer in a new job.

     
(c) George is a professional accountant in practice. He has several pieces of confidential information about his client Mabel. 
State whether it may be appropriate for George to disclose the information in the following circumstances:

(i) Disclosure to the appropriate public authority of Mabel’s infringement of the criminal law.
     
(ii) Disclosure which is not required by law but which is authorised by Mabel.
     
Tasks 5-9

Tasks 5-9 are based on the following project scenario and the six matters listed. Each task indicates which of the six specific matters is/are relevant to the task.

Project Scenario

ABC Co is a well-established firm of accountants with a single office in the city of Standley. In total ABC Co employs ten fully qualified professional accountants, three part-qualified student accountants and six administrative staff.

Any letters received in the post by ABC Co are opened immediately by one of the administrative staff. They are then left in a closed folder on the relevant person’s desk. 

ABC Co’s clients include:

· Straithard Ltd, a trading company run by Mick Gurdy

· Williams Ltd, a small painting and decorating company with annual revenue of £50,000 and annual profits of £10,000

· Crawthorne Ltd, a company which manufactures high quality wooden furniture to order

· Unwin Ltd and Idris Ltd, both of which are technology companies based in Standley

· Bradley Ltd, a new client operating in the transport sector. 

You are Chris, one of the three part-qualified student accountants at ABC Co. You report to Ian, one of the fully qualified professional accountants.

Recently the following six matters have come to light.

Matter 1

Eliza Brown, one of the fully qualified professional accountants in ABC Co, has been off sick for a week. Your line manager Ian asked you to go through the mail folder on Eliza’s desk to see if there was anything that needed to be dealt with urgently. You found the following note:

Note from: Mick Gurdy, Straithard Ltd

Addressed to: Eliza Brown, ABC Co

Eliza


I’m pretty disappointed that you haven’t answered my emails or texts. I thought I had made it clear to you that I’ll let you have that £500 you need for your holiday but only if you go ahead and include on the company’s tax return the revenue figure that I gave you. I don’t care that it’s much less than the figure from the accounts. You know that if you don’t do as I say by the end of the month I’m going to tell your firm about the other ways in which you have helped me manipulate our figures in the past. This is your last chance.


Mick


Matter 2

Williams Ltd, a small painting and decorating company, has unexpectedly requested ABC Co help it to apply for a gambling licence and to look for premises for a casino costing £10 million.

Matter 3

In response to best-practice guidelines issued by its trade organisation and encouragement from ABC Co, Crawthorne Ltd has drafted a six-point Code of Practice for use within the company’s finance function. You have been handed the following extract:

Confidential
 

Extract from draft Code of Practice for finance function of Crawthorne Ltd


For reference only by Crawthorne Ltd’s finance function staff in the course of their duties


Drafted by: Kenny Long, Assistant Accountant, Crawthorne Ltd


Each member of Crawthorne Ltd’s finance function staff will ensure that:


1) Any request for information from regulators, staff, customers or suppliers will be treated in a timely manner and with openness, honesty, accuracy and respect

2) Personal information held in the finance function will be treated with respect and in line with relevant statutory requirements

3) Purchase prices paid to suppliers for goods and services will be reviewed by a senior person in terms of their fairness to both parties if a complaint is raised by the supplier 

4) Payments to all suppliers will be made so that funds are received by them no later than 30 days after the relevant invoice has been recorded, unless some other arrangement has been expressly agreed with the supplier

5) No individual finance function member will accept an offer of a gift or hospitality from any person unless (a) its worth is less that £20 AND (b) the same offer is made to all or substantially all of the person’s business associates

6) Any complaint from Crawthorne Ltd employees about the amount or timing of a payroll payment will be reviewed and responded to within 24 hours of its receipt in the finance function. 


Matter 3, continued


When looking at the company’s file you also note that Crawthorne Ltd recently asked ABC Co for advice in relation to an e-mail received from one of its customers, Tolly Ltd. Tolly Ltd had ordered furniture to a value of £200 from Crawthorne Ltd. 

From: r.askew@tollyltd.com
To: k.long@crawthorneltd.co.uk
Subject: Payment error

Hi Kenny


Stupidly we have made a transfer of funds to you in error, even though you have not yet delivered the furniture to us. Our transfer is for £20,000. It would be embarrassing to have the money repaid to our bank account so could you transfer £19,800 instead to the bank account of: Japes Ltd, sort code 30-25-94, account number 98924983? You can keep hold of £200 in advance payment of your invoice to us once raised.


Ryan Askew, Tolly Ltd


You note that on the advice of ABC Co, Crawthorne Ltd did not make the requested transfer because of the possibility of this action implicating Crawthorne Ltd in illegal activity by Tolly Ltd.  The matter is still being investigated.


Matter 4

Bernard is one of ABC Co’s fully qualified professional accountants, For several years Bernard has dealt with two competing technology companies, Unwin Ltd and Idris Ltd, with their general consent. The two companies have existing premises in Standley Science Park, where a new building has just been completed. Idris Ltd and Unwin Ltd are both putting in a bid to lease the whole of the new building. They each asked Bernard to act for them in relation to the bid. When the companies realised they were both interested in leasing the same building, Idris Ltd offered Bernard an extra £3,000 to act for it exclusively; Unwin Ltd also offered Bernard an additional £3,000 for exclusive representation. Neither company is willing for Bernard to act for both parties with respect to the lease.


Matter 5

Very recently ABC Co started an engagement for a new client operating in the transport sector, Bradley Ltd, following appropriate customer due diligence procedures. Sam, one of ABC Co’s fully qualified professional accountants, had been working on Bradley Ltd’s accounts for a short time when she realised that a serious tax error had been made in the previous period’s tax return. The tax error was made by Bradley Ltd’s financial controller, Vince, and led to a large underpayment of tax. Sam has brought this error to Vince’s attention but the directors of Bradley Ltd categorically refuse to disclose the error to HMRC. Sam needs to decide firstly whether ABC Co should continue to act for Bradley Ltd and secondly whether she has any external reporting requirements in respect of Bradley Ltd.
Matter 6
One of ABC Co’s newest fully qualified professional accountants, Jamie, is very keen to promote sustainability and sustainable development in the firm, and has made a presentation to the firm’s staff which mentions:

· the Brundtland definition of sustainability

· that professional accountants are obliged to support sustainability as far as they are able in the context of their work

· that ABC Co should champion sustainability by encouraging its clients to focus on their ‘triple bottom line’

Unfortunately no-one is clear about what Jamie actually meant.

Task 5 (10 marks)
Refer to the Project Scenario and Matter 1.

(a) Explain which THREE of Eliza Brown’s fundamental principles are most threatened by the situation outlined in Mick Gurdy’s note.

     
(b) In terms of the conceptual framework, explain the TWO threats being faced by Eliza. 


     
Task 6 (10 marks)

Refer to the Project Scenario and Matters 2 and 3.

(a) Explain whether ABC Co should conduct customer due diligence (CDD) procedures with respect to Williams Ltd’s request about the gambling licence and casino.
     
(b) Explain THREE of Crawthorne Ltd’s key ethical organisational values with reference to its draft Code of Practice.

     
(c) Explain whether Crawthorne Ltd’s Code of Practice will be a statutory code once it is implemented. 

     
(d) Draft a seventh point for Crawthorne Ltd’s draft Code of Practice to address the type of situation that the company is facing in relation to Tolly Ltd.

     
Task 7 (10 marks) 

Refer to the Project Scenario and Matter 4. 

(a) Explain which TWO of Bernard’s fundamental principles are threatened by the fact that both Idris Ltd and Unwin Ltd are bidding for the lease on the same building in Standley Science Park.
     
(b) Describe the ethical conflict resolution process that Bernard should undertake in deciding how to act in respect of this matter. Assume that he will be able to resolve the conflict of interest without external professional advice.

     
(c) Assuming he decides he can act for one of the clients, explain TWO issues Bernard must consider when carrying out the engagement. 

     
Task 8 (10 marks) 

Refer to the Project Scenario and Matter 5.


(a) (i)  Explain the actions Sam must take in respect of Bradley Ltd.

     
(ii) Explain the consequences for Sam if the actions in (a) (i) are NOT taken.

     


(b) Explain what actions Vince should take about Bradley Ltd’s refusal to report to HMRC, and what protection these actions will give him.

     



Task 9 (10 marks)

Refer to the Project Scenario and Matter 6. . 

(a) Explain the TWO key aspects of sustainability as set out in the UN Brundtland Report.
     
(b) Explain the nature of the professional accountant’s obligation to uphold the values of sustainability.

     
(c) Explain what Jamie meant by ‘the triple bottom line’ for ABC Co’s clients. 

     
(d) Describe for your accountant colleagues in ABC Co FOUR ways in which they can seek to support sustainability and sustainable development within ABC Co itself. 
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