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CBT Sample assessment model answers

External Auditing (ETAU)

Sample assessment 1

Task 1  (2 marks)
[image: image2.png]Identify the level of assurance provided by the following extract from an external auditor's report on
financial statements.

In our opinion, the financial statements give a true and fair iew ofthe state of the company's affairs as at
31 December 20X2 and of ts profitfor the year then ended.

[Reasonable assurance |




Task 2  (3 marks)
[image: image3.png]Below are three statements regarding an external audit of financial statements conducted under International
Standards on Auditing (SAs).

Identify whether each statement s true or false.

The extemal auditor's responsibiliyis to express an opinion on whether the financial
‘statements are prepared in accordance with an applicable financial reporting
framework.

An external audit provides reasonable assurance on the future viabilty of the audited
enity.

‘The application of IS4 requires the external auditor to exercise professional
judgement





Task 3  (3 marks)
[image: image4.png]Complete the following statements relating to the external auditor's liability.

The inclusion of a statement disclaiming lisbilty in the external auditor's report may reduce the risk of claims
for damages from [third parties only. |+ ]

An agreementthat places a limit on the monetary amount of damages payable by the extenal auditor in the

event of professional negligence is known as

[a ity cap. | v |




Task 4  (4 marks)
[image: image5.png](a) Identify, for each of the descriptions below, the concept it represents.

Notto allow bias, conflict of inferest or undue influence of others to override professional or business.
judgments.

Objectity v

To comply with relevantlaws and regulations and avoid any action that discredits the profession

Professional behaviour

(b) WWhich one of the following situations is likely to give rise to a familiarity threat to independence and

Performance of both interal and external audit services for an audited entity

Acting as engagement pariner on the audit of alisted eniity for more than five years

The current year's auditis aboutto commence and the fee from the previous year's auditis stil
outstanding





Task 5  (2 marks)
[image: image6.png]Below are two statements regarding potential safeguards to be applied o protect an external auditor's
independence and objectity.

Identify whether each statement below is true or faise.

When providing both internal and external audit senvices to an audited enti, the
‘assurance firm should use difierent personnel for each of the services.

‘The rotation of audit personnel is an appropriate safeguardto mitigate an
‘atvocacy threat which has arisen because the assurance firm is acting as an
expert witness in support of the client entity.





Task 6  (3 marks)
[image: image7.png]‘There are certain circumstances in which an external auditor must or may disclose confidential information
relating to an existing or former client Some circumstances require the clients permission while ofhers do
not

Identify whether each of the following circumstances requires the external auditor to obtain the client's
‘permission in order to disclose confidential information.

Circumstans

The extemal auditor suspects that a clientis involved in tax
evasion.

(A request by a newly-appointed extemal auditor o access the
previous extemal auditor's working papers, relating to the new
client.

The provision of evidence inthe course of legal proceedings.






Task 7  (3 marks)
[image: image8.png]When evaluating internal controls at an audited entit, the external auditor needs to understand a number of
technical terms.

For each of the descriptions below, identify the technical term to which i relates.

“The actions, policies and procedures that reflectthe overall attudes of the management of an entity about
‘conirol and its importance to the entiy

[Control environment v

‘The allocation of responsibiltes for authorisation, custody and recording to different personnel

[egregation of duties v

Afunction of an entity that performs assurance and consuling actities designedto evaluate and improve the.
effectiveness of the entit’s governance, risk management and intemal control processes.

[iternal avat g




Task 8  (3 marks)
[image: image9.png]‘Accounting systems have features such as control objectives and conirol procedures to mitigate the risk ihat
a control objeciive is not met.

Identify whether each element below is a control objective, risk or control procedure in respect of the.
laws and regulations governing an audited entity by dragging the appropriate feature into the table.
Each answer option can be used more than once o not at all.

|Exposure to fines and penalties. Risk
|Appointment of a compliance offcer to monitor operations | | Control procedure
|Comliance with industry faws and reguiations ‘Control objectve

Features;

Control procedure | [ Control objective Risk





Task 9  (5 marks)
[image: image10.png]‘The internal control checkistfor Gita Ltd indicates that a monthly checkis conducted of the names on the
payrol againstthe personnel records held by the HR department.

() Identify whether or not this would provide assurance on each of the following control objectives.

Control obj

The payrollis complete and contains the names of all employees

The employees on the payroll are genuine employees.

(b) Identify whether each of the following procedures within an inventory system is a strength or a
deficiency.

Warehouse staff, who are responsible for the custody and recording of
inventory, perform monthly counts of the inventory and check the
physical quantities to the inventory records

During the year-end physical count, staff are instructed to keep the
movement of inventory to a minimum

The inventory count sheets distributed to staff responsible for the
inventory count include a pre-printed description of each item of
inventory and the quanti of each tem





Task 10  (4 marks)
[image: image11.png]An entity uses internal control procedures to miigate the risks to which itis exposed.
Listed below are two intemal control procedures which are applicable to an entity's inventory system

Match each internal control procedure to the risk it mi
table.

jates by dragging the appropriate answer into the

Allinventory despatched from the warehouse is checked against Theftof inventary
‘supporting documentation

Exception reporting of inventory items which have not movedin three | [ Opsolete inventory
months






Task 11  (4 marks)
[image: image12.png]External auditors use tests of control, tests of detail and analytical procedures to gather audit evidence in
respect of financial statement assertions.

(@)

o)

Identity whether the following procedure is a test of control, a test of detail or an analytical
procedure.

Developing an expectation of payroll costs using the average pay per employee multiplied by the number
of employees.

[pnaiicalproceaurs Al

Identiy the financial statement assertion for which the procedure described below will provide
assurance.

Inspection of the results of the impairment reviews undertaken by the audited entitys management.

[Valuation |+ ]






Task 12  (2 marks)
[image: image13.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 that would be used to perform that
procedure by selecting the appropriate option.

Interrogation of inventory files to identiy inventory which has a selling
price belowits cost

Input of goods amount and VAT amount on a sales invoice with an
incorrecttotal to check that the system repors the error





Task 13  (4 marks)
[image: image14.png]When using sampling techniques in auditing, the external auditor needs to understand a number of technical
terms.

(a) Identify the technical term for each of the descriptions below.

A sampling approach whereby a population is divided into two o more subsets which have similar
charadteristics.

[Stratiication v

The fisk that the auditor misinterprets audit evidence obtained.

[Non-sampiing risk |3

When selecting items in orderto perform tests of detail the extemal auditor has to consider a number of
factors.

(b) Identify whether the following factor will result in an increase in sample size, decrease in sample
size or have a negligible effect on sample size.

An increase in the use of other substantive procedures directed atthe same assertion

[Decrease in sample size v




Task 14  (3 marks)
[image: image15.png]‘The external auditor may adopt an audit approach which involves undertaking sither:

+tests of controls and substantive procedures, or
+ substantive procedures only, with no tests of controls.

Identify the most likely approach to be adopted by the external auditor in each of the following
circumstances.

Testsof controls  Substantive
and procedures
Circumstance

substantive only, with no
procedures tests of controls

The audited entity introduced a new integrated accounting
software package atthe beginning of the accounting period and
is experiencing operational dificulties with it

There is no segregation of duties within the accounting function
ofthe audited enty.

The audited entity has an interal audit function which routinely
monitors operational and financial controls.





Task 15  (2 marks)
[image: image16.png]‘You are responsible for testing that cash sales are fairly stated in the financial statements of Zita Ltd. You are.
required to test cash sales for both understatement and overstatement

Identity whether the following audit procedure would test for understatement, overstatement or for both
‘understatement and overstatement of cash sales.

Trace tll records to corresponding enties in the cash book.

[Onderstatement oniy




Task 16  (10 marks)
[image: image17.png]Auditrisk s the product o inherent risk, control risk and detection risk. The external auditor assesses
inherent and control risk to determine the audit approach. He then manages detection riskto keep auditrisk
‘atan acceptably low level

() Identify whether each of the following statements, in respect of audit isk and its components, is true.
orfaise.

‘The susceptibility of an assertion to a misstatement that could be material (efther individually or when
‘aggregated with other misstatements) before consideration of any related controls, is known as inherent risk.

‘Sampling risk and non-sampling risk are components of detection risk.

(b) Identify whether each of the following factors it s likely to lead to the auditor assessing control risk
as higher or lower.

Management of the audited entity outinely reviews exception reports of unusual or high-value transactions.
[Controlisklower |8

‘The audited entity has introduced a new computerised accounting system without a parallel run of the old and
new systems.

[Controlisk higher |3

Management of the audited entity does not understand the concept of segregation of duties.

[Controlisk higher |3




Task 16, continued
[image: image18.png](€) Identify whether or not each of the following actions willincrease or decrease detection risk.
Areduction in sample sizes when testing transactions and balances.

[Increase detection risk_ g

‘The use of an industry expert when assessing impairment reviews undertaken by the audited entity's
management.

[Decrease detection risk.

Anincrease in the level of professional scepticism.

[Decrease detection risk_|d

‘The extemal auditor is required to undertake analytical procedures as part of the planning process to identity
the risk of misstatementin the financial statements.

‘The gross profit margin at Dahlia Ltg, a manufacturing company, has decreased in comparison to the.
previous year.

(d) Which one of the following may provide a plausible explanation for the fallin Dahiia Ltd’s gross profit
margin?

[Ungerstatement of closing work in progress |8




Task 17  (3 marks)
[image: image19.png]Identify whether each of the following statements s true or false in respect of materiality.

Performance materialityis used atthe planning stage of an extemal auit to
determine which tems to test.

Once the materialty threshold has been established atthe planning stage of the
audt, it should not be revised s the audit progresses.

Failure by the audited entity to disclose  contingent iabilly, amounting to 11% of
profit before tax and 3% of total asses, in the notes to the financial statements
would generally be considered material but not pervasive.





Task 18  (10 marks)
Identify and explain the audit risks relating to the external audit of Gear Ltd. Where possible, your answer should refer to specific items in the financial statements which may be at risk of misstatement.

Fashion goods:
- subject to obsolescence

- NRV may be lower than cost

- inventory may be overstated

Clothing and accessories paid for in US dollars:
Risk of inappropriate exchange rates/translation errors in:

· purchases

· payables

· inventory 

Overdue receivables:
- potential irrecoverable debts

- overstated receivables and profit

- understated bad debt allowances

New computer system:
- increased risk of errors due to

- lack of familiarity

- lack of parallel running

- unproven track record of software company

- lack of external auditor involvement

Backlog of work:
- increased risk of errors

- in particular, risk of cut-off errors at year end

Bookkeeper solely responsible for input of data:
- lack of segregation of duties

- increased risk of misstatement due to fraud or error
Task 19  (10 marks)
Attend the year-end inventory count

Evaluate procedures, in particular:

· counting in pairs 

· use of sequentially numbered count sheets 

· independent supervision 

· marking items once counted 

· movements kept to a minimum 

· damaged items noted 

Perform test counts

· floor to sheet

· sheet to floor

For a sample of cost records:

· vouch component costs back to purchase invoices

· re-perform translations from foreign currency and 

· check the exchange rate to a reliable source 

· ensure completeness of included components by discussion with employees

· check the time taken to assemble by observation/discussion with employees/timesheets

· vouch hourly rate to payroll records

· re-perform the overhead calculation and ensure

· = 20% of direct costs 

· production costs per management accounts/direct costs per management accounts = 20% 

· ensure overheads are productive in nature/no selling or administrative costs included

· ensure overheads based on normal level of activity/enquire into any idle time

Review selling prices after year end to ensure above cost

Review movements after year end to identify slow-moving/obsolete items
Task 20  (3 marks)
[image: image20.png]‘Audit documentation serves a number of purposes.

Identiy the purpose of each of the working papers in the table below by dragging the appropriate reason
for preparation next to each working paper. Each answer option can be used more than once or not atall.

Details of the physical condition of the audited entity's plant and equipment

‘Supportimpairment
adjustments

Independence questionnaire completed by each member of the engagement
team

‘Compliance with ethical
requirements

Copies of cash flow and profitforecasts prepared by the audited enitys
management

‘Assess going concern
status





Task 21  (3 marks)
[image: image21.png]During the audit of Duggan Lid, the audit junior has identified three journal entries which he considers to be
unusual.

Identify whether each of the journal entries listed below should be referred to the audit supervisor.

The witing down of an amount relating to an item of inventory which has
been damaged.

The transfer of an amount from repairs and maintenance to cost of
property, plant and equipment, which resulted in an increase in proftto
the level required for the payment of directors’ bonuses.

The witing off as a bad debt, an amount relating to a loanto the
managing director of Duggan Ltd.





Task 22  (10 marks)
Consequences

Obsolete inventory

Costs incurred if products have to be scrapped/destroyed

Adverse impact on cash flow

Adverse impact on profits

Expired products may be sold

Leading to loss of customer goodwill/business

Or food poisoning 
Giving rise to legal claims
Investigated by Regulator (Environmental Health) resulting in

-  fines or

-  possible closure

Recommendations
Specific

Regular checks of sell-by dates to be made during inventory counts

Introduce process in warehouse to ensure inventory despatched on a FIFO basis

Record sell-by dates on inventory system and regularly check not expired

Check dates on all products before despatched to customers

Expired inventory should be immediately destroyed

Exception reporting of items close to sell-by date
Discount items approaching sell-by date in order to sell inventory with short life

General
Communicate policy to staff/train staff

Monitor procedures to ensure compliance

Disciplinary procedures for failing to comply with company policy
Task 23  (4 marks)
[image: image22.png]‘The two following situations have arisen at two unrelated audit clients.

Identity, for each situation, the type of audit opinion on the financial statements that should be expressed.

‘The financial statements of Dorratta Ltd include a note regarding a significant uncertainty aboutthe going
‘concem status of the company. The engagement pariner s satisfied that the note includes all the necessary
disclosures for users of the financial statements to understand the situation.

[unmodified opinion |53

“The external auditor of Garotta Ltd was appointed after the year end and, as a result, was unable to attend the
year-end inventory count. Garotta Ltd does not maintain continuous inventory records S0 the external auditor
was unable to perform alternative audit procedures to obtain suficient appropriate evidence regarding the
reliability ofthe inventory figure in the financial statements.

[aualified opinion due to limitation on scope. v
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