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Sample exam questions

Scenario 1

AA SeptemberDecember 2020 exam (20021 Syllabus)

% Symbol I:l ¥ Highlight -F Strikethrough Calculator ¢ Scratch Pad
This scenario relates to four requirements.

Itis 1 July 20X5_ You are an audit supervisor with Morph & Co responsible for planning the final audit of 8 new client, Hart Co, for the
year ending 30 September 20X5_ Hart Co specialises in the design and construction of customised playgrounds. The audit manager
recently met with Hart Co's finance director and has provided you with the following notes:

Planning meeting notes

Hart Co has a forecast profit before tax of $12.2m (20X4: $9.8m) and total assetls are expected to be $28.5m (20X4: $24.3m). The
finance director has indicated that the directors are very pleased with the forecast performance for the year as the directors are paid a
bonus based on a percentage of profit before tax.

Hart Co is undertaking the construction of playgrounds at 16 sites in various locations across the country. All playgrounds are constructed
to specific customer specifications. Customers pay a 25% deposit on signing the contract, with the balance payable when control of the
playground is fransferred to the customer.

The balance of work in progress (WIP) at 30 June 20X5 is §7.6m in respect of the playgrounds under construction. A WIP count and
valuation will be carried out at all sites on 30 September 20X5. Arrangements have been made for the audit team to attend only five of
the WIF counts. Hart Co offers its customers a warranty at no exira cost, which guarantees that the playgrounds will function as expected
for a period of three years. The warranty provision for the current year has been calculated as 2% of revenue. In the previous year the
warranty was based on 6% of revenue. The finance director has made this change despite no significant difference in construction
technigues or the level of claims in the year.

Hart Co has incurred expenditure of §1.8m relating to the research and development of a new type of environmentally-friendly building
material. $0.6m of the expenditure to date has been written off to the statement of profit or loss. The remaining 31.2m has been
capitalised as an intangible asset. No amortization has been recognised to date as the material has not yet been brought into use.

In June 20X5, the company contracted to purchase new machinery costing $2.4m. It paid $1m on signing the contract to secure the
machinery, which was due to be delivered in July 20X5. Due to a supplier problem, the delivery is delayed and is now scheduled to be
delivered in October 20X5. In order to finance the research and development costs and the machinery purchase, Hart Co made a rights
issue to existing shareholders at a price of $0.75 for each $0.50 share.

Hart Co's payroll function is outsourced fo an exiernal service organisation, Chaz Co, which is responsible for all elements of payroll
processing and maintenance of payroll records.

Hart Co's directors correctly disclosed their remuneration details in the forecast financial statements in line with IFRS Standards,
however, local legislation in the counftry in which Hart Co is based, requires more extensive disclosure. The directors have siated that
they consider this onerous and so do not intend to provide the additional information.
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Scenario 1: requirements

ISA 300 Planning an Audit of Financial Statements provides guidance to assist auditors in planning an audit.

(a) Explain the benefits of audit planning.

D% @@ QB I

(4 marks)
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(b) Describe EIGHT audit risks and explain the auditor’s response to each risk in planning the audit of Hart Co.
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Audit risk

Auditor’s response

(c) Describe substantive procedures the aud
Co’s directors’ bonuses.

Dl B B o claB ]

itor should perform to obtain sufficient and appropriate audit evidence in relation to Hart
(5 marks)
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At the end of the planning meeting, the finance director of Hart Co mentioned to the audit manager that one of the key reasons Morph & Co
was appointed as auditor was because of its knowledge of the industry There were some concerns however, as to how Morph & Co would
keep information obtained during the audit confidential as it audits three other construction companies specialising in environmentally-
friendly building matenals, including Hart Co’s main competitor.

(d) Explain the safeguards which Morph & Co should implement to ensure that this conflict of interest is appropriately managed.
(5 marks)

(30 marks)
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Scenario 2

AA September/December 2020 exam (20021 Syllabus)

$ Symbol [ | ¥ Highlight -F Strikethrough [G] Calculator ¢ Scratch Pad

This scenario relates to four requirements.

Iti= 1 July 20X5. Swift Co prints books which it sells online and supplies to retailers across the country. The company’s year
end is 30 September 20X5. You are an audit supervisor with Toucan & Co, preparing the draft audit programmes and
reviewing the internal controls documentation in preparation for the interim audit.

Payroll

Swift Co employs factory staff who are required to work a standard shift of eight hours per day. Mo staff members are required
to work overtime. All staff members are paid monthly by bank transier. The company has a human resources (HR) department
which is responsible for setting up all new joiners and a payroll department which processes wages and salaries.

When a new employee joins the company, HR completes a joiners’ form which includes a unigque employee number for each
new employee. The joiners’ form is then sent fo the payroll department so that the new employee can be set up for payment.
The unigue employee number must be entered into the payroll system before the employee can be added to payroll. On a
monthly basis, an exceplion report relating to changes to the payroll standing daia is produced and reviewed by the payroll
manager who evidences this review.

Employee hours worked and their hourly wage rates are preset into the system, which automatically calculates the gross and
net pay along with relevant deductions and generates employee payslips. The payroll supervisor selects a sample of the
payslips, re-performs the gross to net pay calculations and investigates any discrepancies. The sampled payslips are then
signed as evidence of this review.

Purchases

The company has a purchasing department based at its head office. When raw materials are required, the production

supervisors submit a requisition form to the purchasing department. A multi-part purchase arder is generated and the

purchasing manager authorises all orders up fo $5,000. Orders over 55,000 are authorised by the purchasing director.

The warehouse team processes goods received from suppliers. They agree the goods received to the purchase order and
check the guantity and the quality of the goods. On completion of those checks a goods received note (GRN) is produced.
One copy of the GRN is then signed and filed in the warehouse. Another copy of the GEN is sent fo the finance department.

A payables ledger clerk logs the purchase invoices in batches of 20 into the purchase day book utilising control totals. A batch
control sheet is completed for each set of 20 invoices and the clerk signs to evidence the checks undertaken.

Supplier statement reconciliations are performed on a monthly basis. All differences are fully investigated, and the financial
controller reviews these reconciliations. Inveices are paid in accordance with the supplier's credit terms. The finance director
authorizes the bank transfer payment list for suppliers having first agreed the amounts to be paid to supporting documentafion
and having reviewed the list for duplicate payments.
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Requirements for Scenario 2

Auditors are required to document a company’'s accounting and internal control systems as part of their audit process. Three methods available
for documenting internal control systems are narrative notes, flowcharts and questionnaires.

(a) For each of the THREE methods identified in the table:

(i) Describe the method for documenting internal control systems; and

(ii) Explain an ADVANTAGE of using this method.

o [0 0 X | Ko W

(6 marks)

b % Xz&

Paragraph v l B~ l::

|

—_— 1=
= =

=
= =

Description

Advantage

Narrative notes

Flowcharts

Questionnaires

(b) In respect of the internal control system of Swift Co:

(i) Identify and explain SEVEN KEY CONTROLS which the auditor may seek to place reliance on; and

(ii) Describe a TEST OF CONTROL the auditor should perform to assess if each of these key controls is operating effectively.

MNote: The marks will be split equally between each part.

(14 marks)

(20 marks)

Key control

Test of control
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Scenario 3

AA SeptemberiDecember 2020 exam (20021 Syllabus)

% Symbol |:| ¥ Highlight -F Strikethrough Calculator & Scratch Pad

This scenario relates to four requirements.

Itis 1 July 205 You are an audit manager of Sagittari & Co and yvou are in charge of two final audits
which are due to commence shorily. Vega Vista Co and Canopus Co are both existing clients with a
financial year ended 31 March 20X5. Vega Vista Co is 8 not-for-profit charitable organisation which raises
funds for disadvantaged families and the draft financial statements show revenue of 30.8m. Canopus Co
manufactures paint products in seven factories across the country and the draft financial statements show
total equity and liabilities of $11.6m.

The following matters have been brought to your attention for each company:
Vega Vista Co

Income

Vega Vista Co generates income in a number of ways. The main source of income is via an annual food
and music festival held in September every year. Tickets, which cost 335, are sold in the nine-month period
prior to the event and can be purchased in advance online or on the day of the event for cash.
Approximately 15,000 people attended the September 20X4 event and more are anticipated for 200¢5. At
the event there are 2 number of stalls selling food and the charity receives a fixed percentage of these
sundry sales. Also, during the festival, volunteers of the charity sign up individuals to make monthly
donations, and these are paid by bank transfer to the charity. During the audit planning, the completeness
and cut-off of income was flagged as a key audit risk.

Canopus Co

Restructuring provision

Canopus Co recently announced plans to fundamentally restructure its production processes due to a
change in the focus of the company's operations. It has included a 2.1m restructuring provision in the
draft financial statements. The restructure involves a refurbishment of the factories, the purchase of new
plant and equipment and retraining of existing staff. These plans were finally agreed at a board meeting in
March 205 and announced to shareholders and employess just before the year end.

Bank loans

In readiness for the operational changes, the directors of Canopus Co decided to restructure the
company's bank loans. As a resuli, several long-term loans were repaid early and a new ten-year bank
loan of $4.8m was taken out on 1 January 20X5. Repayments of 5150,000 are due quarterly in arrears
which includes interest.
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Requirements for Scenario 3

(a) Describe substantive procedures the auditor should perform to obtain sufficient and appropriate audit evidence in relation
to Vega Vista Co's income.

Note® You should assume that the charity adopts International Financial Reporting Standards.
(5 marks)
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(b) Describe substantive procedures the auditor should perform to obtain sufficient and appropriate audit evidence in relation to
Canopus Co's restructuring provision.
{5 marks)
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(c) Describe substantive procedures the auditor should perform to obtain sufficient and appropriate audit evidence in relation to
Canopus Co's bank loans.
(5 marks)
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During the audit of Canopus Co's restructuring provision, the audit team discovered that $270,000 of costs included did not meet the criteria
for inclusion as per IAS 37 Provisions, Contingent Liabilities and Contingent Assets. The finance director has suggested that no adjustment
is made in the 20X5 financial statements as the provision is a matter of judgement and the provision has been deemed reasonable by the
board.

(d) Discuss the issue and describe the impact on the auditor's report, if any, should this issue remain unresolved.
(5 marks)

(20 marks)
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