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CBT Practice test model answers

Professional Ethics in Accounting and Finance (PEAF)

Practice assessment 3
Section 1

Task 1.1
[image: image2.png](a) Identify whether the following statement concerning the fundamental principle of professional
behaviour is TRUE or FALSE.

Following the fundamental principle of professional behaviour means complying with relevant laws and
fegulations and avoiding any action that brings the profession into disrepute.”

(b) Complete the following statement about AAT's conceptual framework by choosing ONE option.

“Ifa member in practice has a long-standing client and s very sympatheicto the interests of that client,the
member's compliance with the fundamental principles may potentially be threatened by [a familiarity threat g





Task 1.2

[image: image3.png](a) Answer the following question by choosing ONE option.

According to the introduction to AAT's Cade of Professional Ethics, to which of the following objectives is the.
accountancy profession committed?

Rendering services which always provide a commercial return to members of the profession

An outiook which is essentially objective, obtained by being fair minded and free from conflicts of interest

Acknowledgement of duies to the accountancy profession above allother parties

(b) Complete the following statement by choosing ONE option.

‘Inthe UK, the part of the Financial Reporting Council (FRC)thatis directy responsible for checking that
the financial reporting information published by large companies complies with relevant accounting

requirements is [ine Financial Reporting Review Panel (FRRP): v

(c) Identify whether the following statement is TRUE or FALSE.

‘Independent requiation of a professional body is designed to increase the public's confidence in that
professional body.





Task 1.3

[image: image4.png](a) Identify whether each of the following is a sponsoring body of AAT.

(Chartered Institute of Public Finance and Accountancy (CIPFA)

(Chartered Association of Certified Accountants (ACCA)

(Chartered Instite of Management Accountants (CINA)

(b) Identify whether the following statement is TRUE or FALSE.

The AAT is an associate member of the Intemational Federation of Accountants





Task 1.4

[image: image5.png](a) Identify whether the following statement is TRUE or FALSE.

Breach of an industry-wide voluntary code of practice by an employee of a partcipating organisation wil lead
to afine orimprisonment

(b) Answer the following question by choosing ONE option.

Which of he following is a valid reason for an organisation to introduce an ethical code?

To allocate blame ifunethical behaviour is discovered

To communicate the standard of conduct required ofits employees across the organisation





Task 1.5


[image: image6.png](a) Identify whether the following statement is TRUE or FALSE.

When an AAT member in practice intends to enter into a professional relationship witn a client but has
suspicion of money laundering, the member must underiake adequate customer due diligence.

Linda, an AAT member in pracice, has been approached by Preston to provide him with accountancy
senices for his business. Linda has established that the thresholds for customer due diligence contained in
the Money Laundering Regulations applyto this appointment She also believes thatthere are beneficial

owners of the business other than Preston.

(b) Answer the following question by selecting ONE option.

What action should Linda take now?

Try to identify the other beneficial owners

Deciine to enter into the relationship

Enter into the relationship on a temporary basis





Task 1.6

[image: image7.png](a) Identify whether the following statement is TRUE or FALSE.

“Continuing professional development (CPD) develops and maintains the capabiltes that enable a member
to perform competenty within the professional environment

(b) Complete the following statement by choosing ONE option.

“The ART CPD Cycerequifes members o assess, lan, acion and neirieaming and

development needs.’





Task 1.7

[image: image8.png](a) Identify whether each of the following statements is TRUE or FALSE.

[When entering into negotiations regarding professional services, a member
in practice may quote whatever fee is deemed to be appropriate.

|2 member in practice must never charge for any service on a contingent fee basis.

Cerian, an AAT member in praclice as a sole practitioner, has entered into an agreement with Comp Lid,
software vendor. The agreement states that Cerian will receive a commission payment each time her clients.
purchase software from Comp Ltd.

(b) Complete the following statement by choosing ONE option.

“This situation represents a selfinterestthreat to Cerian's compliance with the fundamental principles.

of [objectvity and professional competence and due care” JRlll

Debbie, an AAT member in pracice as a sole praciitioner, specialises in taxation senvices. She has entered
into an agreement with Martin, another sole praciitioner AAT member, who oes not have tax expertise. The
agreement states that Debbie invoices Martins dlients for her senvices and pays Wartin a percentage of each
invoice as a referral fee.

(c) Complete the following statement by choosing ONE option.

“The agreement [is permissible under AAT's Code of Professional Ethics i appropriate safeguards are appiied” gl





Task 1.7, continued

[image: image9.png](d) Complete the following statement by choosing ONE option.

‘Brendan's advertisementis.

permitted provided there is no other firm offering the same senices in the local area

permitted because AAT's Code does not restrict how members in pracice advertise their
senvices.”

not permitted because AAT's Code does not allow members in practice to advertise their
‘senices in newspapers.

not permitted because AAT's Code does not allow members in practice to make exaggerated
claims for services offered.”

(€) Identify whether the following statement is TRUE or FALSE.

Amemberin practice should ordinarily obtain the permission ofthe client before discussing the client's
affairs with a proposed new accountant.





Task 1.8

[image: image10.png](a) Identify whether each of the following actions is a suitable additional safeguard.

|Use of separate engagementteams for Pike Lt and Gumard Ltd.

|Use of confidentiality agreements signed by the management of
|Gurnard Ltd and Pike Ltd.

[Regular review of the application of safeguards by  senior person in Able LLF|
[who is not involved with either the Gumard Ltd or the Pike Ltd engagement.

Josie is a member in practice who plays golf every Saturday morning with Elle, the managing director of
Hobson Ltd, which is a client of Josie's practice.

(b) Complete the following statement by choosing ONE option.

I lightofthis relaionship Josie faces [a amiliarty reat o objecivy” | v |





Task 1.8, continued
[image: image11.png](c) Answer the following question by choosing ONE option.

May Alina acceptlain's hospitality?

Yes —a member in praciice can accept hospitaliy i its value is less than £1,000

No - a member in practice may never accept hospitality from a client

No - Iain's offer is not made in the normal course of business





[image: image12.png](d) Identify which of the following definitions is of independence of mind and which is of independence in
‘appearance by dragging the appropriate option to the relevant box.

[The avoidance offacts and circumstances that are so significant | Independence in appearance
that a reasonable and informed third party, having knowledge of al
relevant information, including safeguards applied, would be fikely
to conclude that a member of the assurance team's integrity,
[objectviy or professional scepticism has been compromised.

The state of mind that permits the expression of a conclusion Independence of mind

without being affected by influences that compromise professional
judgement, allowing an individual o act with integrity and exercise
lobjectivity and professional scepticism





Section 2

Task 2.1

[image: image13.png](a) Identify whether each of the following actions and attitudes indicate compliance or non-compliance
with ethical organisational values.

Actions and attitud

[Employees in Leo Ltd infiate their mileage when claiming travelling
[expenses incurred on behalf of the company. The management of
|Leo Ltd chooses to ignore this.

[The management of Libra Ltd has documented discipiinary
lprocedures to be undertaken if employees are found o be in breach
lof company policies

[The management of Aries Ltd manipulates accounting information
lso thatts performance can be seen in a more favourable light.

(b) Identify which of the following organisational values is set out in the Nolan Principles of Public Life by
choosing ONE option.





Task 2.2

[image: image14.png](a) Complete the following statement by choosing ONE option.

“Kamal has.

fully complied with AAT's Code because he holds the money in a separate bank account”

fully complied with AAT's Code because he has repaid the borrowed money.’

failed o comply fully with AAT's Code because the money should only be used for s intended
purpose.’

Jess, an AAT member in practice, holds clients’ monies in a bank account which is Separate from her
practice bank account The balance on the clients' bank account has eamed interest.

(b) Complete the following statement by choosing ONE option.

“In order to comply fully with AAT's Code of Professional Ethics, Jess

should keep the interest without informing the clients.”

should keep the interest as long as she informs the diients."

must account for the interestto the clients.”





Task 2.3

[image: image15.png](a) Complete the following statement by choosing ONE option.

‘Aedle Ligs ntfcaton mustbe renewed

‘Barryis a sole pracioner who holds his clients’ financial details o his computer.

(b) Identify whether the following statement is TRUE or FALSE.

s Banyis a sole praciitioner, he is exemptfrom notifying the Information Commissioner's Office that he.
s a data controller

Tue

False





Task 2.4

[image: image16.png](a) Complete the following statement by choosing ONE option.

“Nadia should disclose confidentil information on tis matterto [ner firms Money Laundering Reporting Offcer (MLRO)” [Rl]

(b) Identify whether the following statement is TRUE or FALSE.

“Whenitis in the public interest and not prohibited by law, a member may disclose confidential information it
this is necessary to comply with technical standards and ethics requirements.’

Tue

False





Task 2.5

[image: image17.png](a) Identify whether each of the following statements is TRUE or FALSE.

[Members in practice may incur legal liabilities in respect of their
lprofessional work for negligence and breach of contract

[Members in practice may attempt to limit their legal liability to third.
e s o o o

Sheila is an AAT member working as an accountant in business. She has been asked by her managerto
undertake a project which is outside her field of expertise. Sheila is very keen to undertake the project butis

unsure whether AAT's Code of Professional Ethics allows her to do so.

(b) Identify the action to be taken by Sheila by selecting the appropriate option.

Sheila may undertake the project as she has a professional qualification

Sheila must refuse to undertake the project

Sheila may undertake the project but only if she is supenvised by a person with the
necessary training and experience





Task 2.6

[image: image18.png](a) Complete the following statement by choosing ONE option.

‘According to AAT's Code of Professional Ethics, the most prudent period for an AAT member in
practice to retain working papers of any type is years

Linda is an AAT member in practice as a sole practtioner in the UK. Uniilrecently Richard was Linda's client,
with Linda acting as Richard's agent. The two parties have agreed to terminate the client relationship butthey
disagree abouta number of points.

(b) Identify whether each of the following statements is TRUE or FALSE.

/45 she acted as his agent, any documents in Linda's possession are likely
to be the property of Richard.

Linda may retain any documents in her possession under a right of general
lien until Richard pays all outstanding fees owedto Linda.





Task 2.7

[image: image19.png](a) Answer the following question by choosing ONE option.

What should Eric do next?

Discuss the nature of the funds with Gregorio.

Find the necessary evidence with which to make a report

Report his suspicion to the Serious Organised Crime Agency (SOCA).

(b) Identify whether each of the following statements is TRUE or FALSE.

[The money laundering offences are designed to catch any aciviy in respect of
|eriminal property, including possession of the proceeds of one's own criminal conduct

[There is a minimum limit for money laundering offences of £250






Task 2.8 

[image: image20.png]Answer the following question by choosing ONE option.

What should Agnes do?

Evaluate the threat to her compliance with the fundamental principles and implement safeguards as
necessary.

Notiy the tax authorities (HMRC) of the misrepresentation in the report

Resign from Finton Ltd.






Task 2.9

[image: image21.png](a) Complete the following statement by choosing ONE option.

“Gordon has committed the criminal offence of.

failure to disclose.”

money laundering”

tipping off”

(b) Identify whether each of the following is an Internal Report or a Suspicious Activity Report (SAR).

Suspicious
vty Report
AR)

|4 report about suspected money laundering made by an AAT
Imember in practice to the firm's Money Laundering Reporting Officer
(MLRO)

[+ report about suspected money laundering made by a firm's Money
[Laundering Reporting Officer (MLRO) to the Serious Organised
[crime Agency (S0CA)





Task 2.10

[image: image22.png](a) Answer the following question by choosing ONE option.

Which of the following is a protected disclosure’ under the Public Interest Disclosure Act (PIDA)?

Disclosure of inimidation of an employee by a line manager

Disclosure of llegal umping of waste which is harmful to health and the environment

Disclosure of professional negligence

Wyn, an AAT member, has a clause in his contract of employment which prevents him from disclosing
information about his employer to any party outside the organisation. Wyn wishes to make a protected

disclosure to the organisation’s regulator.

(b) Answer the following question by choosing ONE option.
Whatis Wyn's position in respect of the Public Interest Disclosure Act (PIDA)?

He should not make the disclosure because he is bound by his employer's confidentiaity
clause.

He should resign so that he is not bound by the confidentiality clause, and then make the.
disclosure.

He should make the disclosure as the confidentiality clause is null and void in relation to a
protected disclosure.





Task 2.10, continued

[image: image23.png](c) Answer the following question by choosing ONE option.

Which of he following combinations offacts, in addition to the suspects identiy, should be contained in a
‘required disclosure’ when money laundefing is suspected?

Location of the suspect and reasons for suspicion

Location of the laundered property and reasons for
suspicion

Location of the suspect and of the laundered property

Nature of the laundered property and its location





