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CBT Sample assessment model answers

External Auditing (ETAU)

Sample assessment 2
Task 1  (2 marks)
[image: image2.png]Identiy the missing word in the following sentence relating to the overall objectives of the auditor as set
outinISA 200.

One ofthe overall objectives of the auditor is to obtain B3 =ssurance about whether the

financial statements as awhole are free from material misstatement.




Task 2  (3 marks)
[image: image3.png]The three statements below relate to either an external audit of financial statements conducted under
Interational Standards on Audiing (1SAs) or the role of the Intemational Audiing and Assurance Standards
Board (AASE).

Identify whether each statementis true or faise.

The external auditor is required to form an opinion on whether the audited entity
has kept adequate accounting records.

The primary responsibilty for the prevention and detection of fraud rests with the
management of the audited entity.

SIS

One ofthe objectives of the IAASB is to set audifing and assurance standards
which must be adopted worldwide.






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

Adisclaimer of liabiliy is implemented via

fie auditreport. | v |

Professiona indemiy insurance allows e audi i o recuce s Bl e evrtora

claim againstthe firm.





Task 4  (4 marks)
[image: image5.png]() Identify, for each of the descriptions below, the concept it represents.
To be straightforward and honestin all professional and business relationships.
Notto disclose information to third parties without proper authority.

[Configentaliy v

(b) Which one of the following situations is likely to give rise o a self-review threat to independence and

Amember of the auditteam is married to the audited entity's finance director.

‘The auditfirm is preparing the financial statements in addition to auditing them.

‘The auditfirm is providing recruitment senvices to the audited enity.





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

Identify whether each statementis true or false.

The monitoring of fee levels for indvidual dlients is an appropriate safeguard to
mitigate against the selfinterestthreat arising from hospitality provided by audit
clients.

The use of separate engagement teams is an appropriate safeguard to mitigate
against the selfreview threat arising from carying outinternal and external
audit work.





Task 6  (3 marks)
[image: image7.png]There are certain circumstances in which an external auditor must or may disclose confidential information

felating to an existing or former client. Some circumstances require the client's permission whilst others do
not

Identify whether or not each of the following circumstances require the external auditor to obtain the
client's permission to disclose confidential information.

The external auditor suspects that a dlientis involved in terrorist
actvities.

The external auditor wishes to use evidence obtained on the dlient's
auditto assist himselfin the audit of a different client.

The extemal auditor needs to produce the information to defend
himselfin legal proceedings.





Task 7  (3 marks)
[image: image8.png]Allinternal controls are subjectto inherent limitations such s collusion, management override and human
error.

For each of the following circumstances, identify whether it represents collusion, management override.
or human error.

Due to using a percentage of 0.6% in his spreadshest instead of the correct figure of 6%, the accounts clerk
atVienna Ltd miscalculated the necessary bad debt allowance for the year.

I

Maria agreed to authorise a purchase of stationery by her colleague Brigitta, on the understanding that she.
‘and Brigitia would take the stationery for their personal use.

I

Linz Ltd's financ diector instructed the accounts clerk not to wiite off a debt due from Villach Ltd atthe year
end, even though the debtis very unlikely to be paid.

[Management override |3




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

Identity whether each of the elements below from an inventory system is a control objective, risk or
‘control procedure by dragging the appropriate feature into the table. Each answer option can be used
‘more than once or not at all.

Potential theft of inventory Risk

Inventory is stored in a locked warehouse || Control procedure

Theft ofinventory is minimised Control objeciive





Task 9  (5 marks)
[image: image10.png]‘The internal control checkistfor Garibaldi Ltd indicates that quotes have to be obtained from three suppliers
priorto the authorisation of orders for capital expenditure on plant and equipment.

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

Only plant and equipmentthatis needed is acquired.

Plant and equipmentis acquired on the most favourable terms.





Task 9, continued  
[image: image11.png]‘The internal control checklist for ChocBar Ltd has identified the following interal controls in operation over
the purchases system.

(b) Identify whether o not each of these internal controls indicates that the external auditor should
adopt an audit strategy which involves reliance on that control.

Purchase orders are automatically generated by the
computer system when inventory falls to a
pre-determined level. Only authorised suppliers are
listed on the system.

hen goods are received, the stores Clerk immediately
signs the accompanying despatch note and retains a
copy. He then aims to check the goods for quality and
quantty by the end of that working day.

hen a raw materials purchase invoice is received,
the accounts clerk checks it against the purchase order
and then passes the invoice for payment






Task 10  (4 marks)
[image: image12.png]An entity uses internal control procedures to mitigate the risks to which itis exposed. Listed below are two
intemal control procedures which are applicable to an entit's sales system

Match each internal control procedure to the risk it mitigates by dragging the appropriate answer into the
table.

Orders are only accepted where the order value does ot take the Bad gedts
customer over its creditlimit.

[Invoices cancelledin|

Creditnotes are authorised by management. amor






Task 11  (4 marks)
[image: image13.png]External auditors use tests of control, tests of detail and analyfical procedures to gather audit evidence in
respect of financial statement assertions.

()

(b)

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

‘Attending an entity's year-end inventory count and obsenving whether or notthe count instructions are.
being followed.

[Test of control |+ ]

Identify the financial statement assertion for which the procedure given below will provide assurance.

Review of inventory selling prices after the year end.

[Valuation |+ ]






Task 12  (2 marks)
[image: image14.png]‘Two types of computer-assisted audit techniques (CAATS) are test data and audit software.

Identify the type of CAAT that would be used to perform each of the procedures listed below.

data  Audit

denification of individually material sales invoices.

Input of a purchase invoice with an invalid supplier code to check that
the system rejects the invoice.





Task 13  (4 marks)
[image: image15.png]The objective of an audit procedure will determine the population from which the sample should be selected.

(a) Identify whether the objective of each audit procedure below is to test for overstatement or
understatement.

Selecting a sample of entries from the debit side of the property, plant and equipment accountin the general
ledger and vouching the sample to the relevant purchase invoices.

EEEEEE -

Selecting a sample of approved suppliers based on purchases during the year and tracing the sample to the
vear-endlist of purchase ledger balances.

[Understatement |

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.

Adecrease in the tolerable rate of deviation.

[increase




Task 14  (3 marks)
[image: image16.png]The external auditor may adopt an audit approach which involves undertaking either:

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

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

Tests of Substantive
controls and procedures
substantive only, with no
procedures tests of controls

Circumstance

The audited entity has a small number of high value, easily
verifiable transactions.

The audited entiyis a long-standing audit client with few formal
controls but has historically had a low level of errors.

The audited entity has strong intemal control
management committedto enforcing such

stems and a
ystems







Task 15  (2 marks)
[image: image17.png]You are responsible for testing that inventories are appropriately valued in the financial statements of Steyr Ltd.
Steyr Ltd accounts for inventories on a FIFO basis and achieves a 20% mark-up on all of ts products.

Identify which of the following procedures would be the most suitable to meet this test objective.

Vouch inventoryfines to... [the most recent purchase invoices il





Task 16  (10 marks)
[image: image18.png]Auditrisk is the product of inherent risk, control risk and detection risk The external auditor assesses.
inherent and control rskto determine the audit approach. He then manages dstection risk to keep auditrisk
atan acceptably low level.

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

The factthatthe audited entty operates in a high-tech industry is a factor which impacts on the auditor's
assessment of control isk.

Auditriskis the risk that the auditor expresses an inappropriate opinion when the financial statements are.
materially misstated.





[image: image19.png](b) Identify, for each of the following factors, whether it likely to lead to the auditor assessing control
risk as higher or lower.

The audited entity has an independent audit committee in place.
[Controtisklower |8

Inventories are held in a locked warehouse which can only be accessed via a keypad. Only warehouse
employees have access to the keypad codes.

[Controtisklower |8

The audited entity has grown rapidly over the last year, without any increase in the number of staffin the.
accounts department

[Controlisk higher |3





Task 16, continued
[image: image20.png](€) Identify whether or not each of the following actions willincrease or decrease detection risk.

Adecrease inthe materialit threshold when planning the audit

[Decrease detection risk_|g

The use of audit staff with experience of the indusiry sector in which the audited entiy operates.

[Decrease detection risk_|g

A decrease inthe ratio of senior audit staffto junior audit staff.

[Increase aetection risk_ g

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

Atthe start o the current year, Krems Ltd negotiated a permanent price reduction with ts suppliers. This was
the only significant operating change during the current year

(d) Which one of the following would be a likely result of the above scenario compared to the previous
year?

[Rise in gross profit margin




Task 17  (3 marks)
[image: image21.png]Identify whether each of the following statements relating to materiality is true or faise.

Performance materiality should be set at a level above the level of materiality
forthe financial statements s a whole.

A matter will be pervasive as well as material ifitis not confined to specific
elements, accounts or items of the financial statements

When seting materiait thresholds the auditor usually uses absolute,
presciibed figures.






Task 18  (10 marks)
[image: image22.png]You are planning the audit of Worgl Ltd (Worgl), a company which manufactures domestic appliances (e.g.
ovens, fridges, washing machines and tumble diers). This is the first year you have carried out the audit,
although Worg! has been in business for a number of years.

The company purchases parts from suppliers both in the UK and overseas. Overseas suppliers invoice.
Worgl in the overseas currency. Worgl has a significant quantity of parts on hand at s year end — some for
use in current product ines, but others from now obsolete models. All parts and finished goods are valued at
cost.

There has recently been much publicity in the national press after a series of incidents in which a tumble drier
manufactured by Worgl, the Whirl-go', caught fire. AS a result these customers have sued the company for
significant damages. Worgl's lawyers believe thatthe claims will be successful although none of them had
been settled by the year end. A a result of these incidents, sales of al of Worgl's tumble driers have fallen
significantly.

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




Task 18, continued

[image: image23.png]You are planning the audit of Worgl Ltd (Worgl), a company which manufactures domestic appliances (e.g.
ovens, fridges, washing machines and tumble diers). This is the first year you have carried out the audit,
although Worg! has been in business for a number of years.

The company purchases parts from suppliers both in the UK and overseas. Overseas suppliers invoice.
Worgl in the overseas currency. Worgl has a significant quantity of parts on hand at s year end — some for
use in current product ines, but others from now obsolete models. All parts and finished goods are valued at
cost.

There has recently been much publicity in the national press after a series of incidents in which a tumble drier
manufactured by Worgl, the Whirl-go', caught fire. AS a result these customers have sued the company for
significant damages. Worgl's lawyers believe thatthe claims will be successful although none of them had
been settled by the year end. A a result of these incidents, sales of al of Worgl's tumble driers have fallen
significantly.

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





Worgl Ltd is a new client which means there are the following risks:

- lack of knowledge and understanding of the business

- increased detection risk 

- failure to identify events and transactions which impact on the financial statements/spot errors 

- opening balances may be misstated 

The company pays for part for in overseas currency which means there is a risk of inappropriate exchange rates/translation errors in purchases, payables and inventory.
Inventory has been overstated for parts for obsolete models and for parts for the Whirl-go. 
Possibly also for other tumble driers, finished goods of the Whirl-go and other finished tumble driers. 

The Net Realisable Value (NRV) may be lower than cost 

The unsettled claims for damages mean that there are the following risks:
· incomplete disclosure of the facts regarding the claims 

· provision may not be fairly stated 

· going concern risk (if claims are huge) 

There has been a drop in sales of other tumble driers/adverse publicity which mean there is:

· a going concern risk, as mentioned above.
· a lack of disclosure re going concern risk, or

· a risk of an inappropriate basis of preparation of the financial statements 

Task 19  (10 marks)
[image: image24.png]You are the audit senior on the external audit of Tulin Ltd (Tulin) and are responsible for planning the work to
be undertaken on cash and cash equivalents. Tulln operates a chain of ravel agents, which also provide a
currency exchange senice. Atthe year end, all branches are expected to hold a significant amount of cash,
both in sterling (British pounds) and in foreign currencies.

In addition to the cash held at the branches, Tulln has a positive steriing bank balance in an account
managed by head office. A bank reconciliation will be prepared at the year end of 31 March 20X2. As in
previous years, his is expectedto contain a number of reconciling items, such as unpresented cheques,
uncleared lodgements and bank charges

Set out,in amanner suitable for inclusion in the audit plan, the audit procedures to be undertaken to
ensure that cash and cash equivalents are fairly stated in the financial statements for the year ended
31 March 20X2.




· Attend (a sample of) branches on 31 March 20X2 

· Count the cash (or a sample of it) 

· Trace cash held at (a sample of) branches through to cash book/financial statements, ensuring amounts held in forex are translated at correct closing exchange rate, by referencing a source such as the Financial Times and by checking the calculations performed 

· Obtain a bank letter directly from Tulln’s bank.  

· Agree the balance as per the bank letter to the bank statement and bank reconciliation 

· Agree the cash book balance to the bank reconciliation 

· Reperform the bank reconciliation and trace unpresented cheques to April 20X2 bank statement. If any cheques do not clear in April, enquire as to why this is.
· Review paying-in books and bank statements to confirm uncleared lodgements paid in pre year-end

· If any uncleared lodgements do not clear in April, enquire as to why this is.
· Ensure cash book has been adjusted for any pre year-end bank changes/other items not known about

Task 20  (3 marks)
[image: image25.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.

Analytical procedures on the current year's management accounts.

To assistin planning

A copy ofthe audited entity's overdraft agreement with it bank.

To retain as a record of
continuing significance

Detailed notes of a discussion with the audit irm's technical pariner,
‘concerning an issue which arose during the audit

To discharge quality
control responsibiliies





Task 21  (3 marks)
[image: image26.png]During the audit of Telf Ltd (Telf), the audit junior has identified three purchase invoices which he considers to
be unusual

Identify whether each of the purchase invoices listed below should be referred to the audit supervisor.

Purchast

Aninvoice for rent, posted to office expenses

Aninvoice made outto Telf's sales director, for his daughter's school
fees, postedto ofice expenses.

An invoice for several items of computer equipment,from Lienz Ltd, a
‘company owned by Telfs managing director. The invoice was posted to
‘cost of property, plant and equipment.





Task 22  (10 marks)
[image: image27.png]‘Temnitz Ltd (Temitz) supplies plumbing senvices to domestic households in the UK. The plumbers use their
‘own vehicles and are required to complste 3 “gaily mileage Iog" on a jourey-by-jouney basis. At the start of
each day, each plumber visits Temitz's depot, where they are given the information regarding their allocated
jobs for the day on job sheets. The plumber then tops up his/her inventory of spare parts by visiting the
storeroom and taking the required parts from the shelves. No record is kept of what pars are taken or held by
each plumber.Atthe end of each day, the plumbers retur to the depot and hand in their completed job.
shets.

Atthe end of each month, the plumbers complete a mileage claim based o the number of miles recorded on
their daily mileage logs and the agreed mileage rate of 45p per mile. The sales manager authorises each
ctaim by signing itwithout carrying out any checks.

Prepare extracts, suitable for inclusion in a report to the management of Ternitz, which set out the
following in respect of the matters described above:

« the possible consequences, and
- the recommendations you would make.




Possible consequences:
· The mileage might not relate to company business/false claims for mileage might be made/some sort of fraud 

· Errors might be made in calculating mileage due 

· Spare parts might be taken for personal use/use on “private” jobs 

· Ternitz Ltd may run out of inventory/experience stockouts 

· There may be an adverse impact on cash flow  and on profits 

Recommendations:
· The mileage per each plumber’s vehicle should be recorded at the beginning and end of each day and be independently verified 

· The Sales manager should sign each day’s mileage log 

· After checking that the day’s mileage is reasonable for the locations visited 

· The monthly mileage should be calculated by the accounts department 

· A requisition form should be completed for parts required that day and be signed by the sales manager, with reference to that day’s job sheets and the parts already held by that plumber
· A record should be kept of parts held by each plumber/inventory records maintained and regularly updated for parts issued and used 

· Ternitz LTd should communicate the company policy to staff/train staff and procedures should be monitored to ensure compliance 

There should be disciplinary procedures for failing to comply with company policy 

Task 23  (4 marks)
[image: image28.png]The following two situations have each arisen at unrelated audit clients.

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

Shorty before Zwettl Lids year end, its directors applied for a patent for new technology. The company had
spent a considerable amount of time and resources developing this technology. Without this patent, the
company will be unable to continue in business. Alihough the patent had not been granted by the time the.
audit report was due to be signed, al the evidence indicates that the patent will be granted. The directors
have refused to disclose this uncertainty, which is material but ot pervasive, in the financial statements.

(Qualified opinion v

The directors of Enns Ltd have refused to make an allowance against a material amount due from Glan Lt
They have fully explained their reasoning for this in 3 note to the financial statements. Your firm is of the.
opinion that none of the amount due s recoverable.

(Qualified opinion v
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