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Section A – ALL TEN questions are compulsory and MUST be attempted

Please use the space provided on the inside cover of the Candidate Answer Booklet to indicate your chosen answer to
each multiple choice question.
Each question in this section is worth 2 marks.

1 Which of the following circumstances may potentially threaten compliance by an auditor, with the fundamental
principles as set out in ACCA’s Code of Ethics and Conduct?

(i) Self-reliance.
(ii) Self-interest.
(iii) Intimidation.
(iv) Advocacy.

A (i), (ii) and (iii)
B (i), (iii) and (iv)
C (ii) and (iii) only
D (ii), (iii) and (iv)

2 What is the maximum period for which an individual should be retained, as the engagement partner for the audit
of a listed company’s financial statements, before being rotated, according to ACCA’s Code of Ethics and Conduct? 

A Three years
B Five years
C Seven years
D Nine years

3 In which of the following circumstances MUST an ACCA member disclose, to a third party, confidential
information acquired about an audit client company? 

A Where disclosure is reasonably necessary to protect the member’s interest.
B Where the auditor suspects that the company is engaged in money laundering activities.
C In any circumstances provided that the member believes that disclosure will not be detrimental to the company.
D In no circumstances.

4 Which of the following statements are TRUE about International Standards on Auditing (ISAs)?

(i) The auditor should have an understanding of the entire text of an ISA including its application and other
explanatory material.

(ii) There are no circumstances in which an auditor should adapt the contents of an ISA.
(iii) ISAs address the responsibilities of the auditors that may exist in legislation, regulation or otherwise.
(iv) ISAs require the auditor to obtain only reasonable assurance about whether financial statements as a whole are

free from material misstatement.

A (i) and (ii)
B (i) and (iv)
C (ii) and (iii)
D (iii) and (iv) 
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5 Which of the following activities should an auditor carry out when establishing the audit strategy for an audit
engagement?

(i) Identify the characteristics of the engagement that define its scope.
(ii) Ascertain the reporting objectives of the engagement.
(iii) Ascertain the nature, timing and extent of resources necessary to perform the engagement.
(iv) Consider audit procedures that are required to be carried out so that the engagement complies with International

Standards on Auditing.

A (i), (ii) and (iii)
B (i), (ii) and (iv)
C (i), (iii) and (iv)
D (ii), (iii) and (iv)

6 Which of the following statements is NOT TRUE, in the context of the planning of an audit?

A Planning is a continual process.
B Planning often begins shortly after (or in connection with) the completion of the previous audit.
C Planning should be carried out solely by the audit engagement partner.
D Planning does include the consideration of the analytical procedures to be applied as risk assessment procedures.

7 Which of the following are categories of control activities relevant to the determination of control risk, in the
context of the audit of the financial statements of a limited liability company?

(i) Segregation of duties.
(ii) Performance reviews.
(iii) Organisational objectives.
(iv) Authorisation.

A (i) only
B (i), (ii) and (iv)
C (ii) and (iii) only
D (ii), (iii) and (iv)

8 Which of the following audit procedures can be tests of controls? 

(i) Checking that a purchase order has been appropriately authorised.
(ii) Checking that a purchase order is pre-numbered.
(iii) Checking that there is a purchase order for each goods received note raised.
(iv) Checking that a paid invoice for services received is supported with a purchase order.

A (i) and (ii) only
B (iii) and (iv) only
C (i), (ii) and (iii) only
D (i), (ii), (iii) and (iv)

9 Which of the following is the PRIMARY objective of a trade receivables circularisation? 

A To ensure that trade receivables are not understated.
B To ensure that trade receivables are not overstated.
C To ensure that sales are not overstated.
D To ensure that sales and trade receivables are not understated.

3 [P.T.O.



10 In which of the circumstances below should an auditor express a disclaimer of opinion in an audit report?

A Where the auditor has been unable to obtain sufficient appropriate audit evidence on a material matter that is
considered to be pervasive to the financial statements.

B Where the auditor has been unable to obtain sufficient appropriate audit evidence on a material matter that is
considered not to be pervasive to the financial statements.

C Where the financial statements are materially misstated but the misstatement is considered not to be pervasive
to the financial statements.

D Where the financial statements are materially misstated and the misstatement is considered to be pervasive to
the financial statements.

(20 marks)
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Section B – ALL FOUR questions are compulsory and MUST be attempted

1 Pears Co produces car components, is an audit client of your firm and prepares annual financial statements to 30
June. The company has recently been awarded a contract to supply large quantities of components to a new customer
with effect from April 2012. Consequently, recognising the need to invest in new plant and equipment to serve the
increased demands on production, the directors have asked your firm to design an improved internal control system
for tangible non-current assets. 

The directors accept that the existing system is deficient in that established control activities do not meet specified
objectives of the system, for example, ‘to ensure that non-current assets acquired are needed by the company’. Whilst
your firm has agreed to assist in the design of an improved internal control system for the acquisition of non-current
assets, it recognises the consequent self-review threat to its audit procedures and will take measures to reduce the
threat. 

Required:

(a) State FIVE objectives of the internal control that should be exercised over tangible non-current assets by
Pears Co, other than ‘to ensure that non-current assets acquired are needed by the company’. (5 marks)

(b) Define the term ‘control activities’. (2 marks)

(c) Describe SIX control activities that should be established over tangible non-current assets by Pears Co.
(9 marks)

(d) Explain why your firm’s involvement in the design of an improved system will represent a self-review threat
to its audit of the company’s financial statements for the year ending 30 June 2012. (3 marks)

(e) (i) List SIX pieces of information that should be contained in a tangible non-current assets (plant) register
for each non-current asset. (3 marks)

(ii) Explain how your firm should plan to use the tangible non-current assets (plant) register when auditing
the financial statements of Pears Co for the year ending 30 June 2012. (3 marks)

(25 marks)
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2 Peaches Co is an established company engaged in the retail sector. It has 18 stores in various locations throughout
the country and it prepares annual financial statements to 31 December. The company’s accounting system is
computer-based. 

In March 2011 your firm was approached by the directors of Peaches Co with a view to being appointed as the
company’s new auditors. Following a programme of detailed client screening procedures, your firm approved Peaches
Co as a potential audit client and, in July 2011, was duly appointed as the new auditors.

In October 2011 you were part of a team which carried out detailed interim audit procedures in respect of the financial
statements of Peaches Co for the year ending 31 December 2011. The procedures included the recording and
evaluation of the company’s information systems and internal control. Internal Control Questionnaires (ICQs) and
Internal Control Evaluation Questionnaires (ICEQs) were used in this process. 

Following the interim audit, the audit engagement partner emphasised that the wide geographical spread of 
Peaches Co’s stores presented a significant inherent risk to the company’s financial statements for the year ending 
31 December 2011.

Required:

(a) Identify and explain FOUR matters that your firm would have considered in the course of carrying out its
client screening procedures in respect of Peaches Co, before approving the company as a potential audit
client.

(Note: You should not refer to the need to communicate with the company’s previous auditor.) (8 marks)

(b) Explain why your firm would have considered each of the following aspects, when planning the audit of the
financial statements of Peaches Co for the year ending 31 December 2011:

(i) Staffing requirements; and (5 marks)

(ii) The company’s computer-based accounting system. (5 marks)

(c) Explain the purpose of an ICQ and an ICEQ, clearly distinguishing between the two. (5 marks)

(d) Explain why the wide geographical spread of Peaches Co’s stores would represent a significant inherent risk
to the company’s financial statements for the year ending 31 December 2011. (2 marks)

(25 marks)
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3 (a) ISA 500 Audit Evidence states:

‘The objective of the auditor is to design and perform audit procedures in such a way as to enable the auditor to
obtain sufficient appropriate audit evidence to be able to draw reasonable conclusions on which to base the
auditor’s opinion.’

Required:

Define each of the following terms:

(i) sufficiency (of audit evidence); and 

(ii) appropriateness (of audit evidence). (3 marks)

(b) When providing guidance on the reliability of audit evidence, ISA 500 Audit Evidence makes several
generalisations, including:

‘The reliability of audit evidence is increased when it is obtained from independent sources outside the entity.’

Required:

State THREE other generalisations about the reliability of audit evidence, other than that as stated above.
(6 marks)

(c) For each of the categories of audit evidence listed below, identify TWO practical examples typically arising
during the audit of the financial statements of a limited liability company.

(i) documents prepared outside the company; (2 marks)

(ii) documents prepared inside the company; (2 marks)

(iii) recalculations performed by the auditor. (2 marks)

(15 marks)
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4 (a) During the course of an audit engagement, auditors may need to rely on the work of their own ‘auditor’s expert’.
The definition of an auditor’s expert is ‘an individual or organisation possessing expertise in a field other than
accounting or auditing, whose work in that field is used by the auditor to assist the auditor in obtaining sufficient
appropriate audit evidence’. There are various fields of expertise which may be of use to an auditor, for example,
the valuation of jewellery, the estimation of oil reserves, and the analysis or interpretation of complex or unusual
tax issues. 

Required:

(i) Identify FOUR fields, other than those mentioned above, in which an auditor’s expert may have
expertise; (4 marks)

(ii) Identify FOUR sources from which information regarding the competence, capabilities and objectivity of
an auditor’s expert may be obtained. (4 marks)

(b) The form, content and extent of audit documentation (working papers) depend on various factors, an example of
which is the size and complexity of the company.

Required:

(i) State FOUR other factors on which the form, content and extent of audit documentation (working
papers) depend; (4 marks)

(ii) Distinguish between a ‘hot review’ and a ‘cold review’ of audit documentation (working papers).
(3 marks)

(15 marks)

End of Question Paper
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