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Audit of social, environmental, sustainability and integrated 
reporting 
Instructions: Please answer the following questions to the best of your ability. The correct answer, along with a 
detailed explanation, is provided at the end of this document. 

 

Question 1 

DigitalFuture Plc, a UK technology organization, is preparing its integrated report, which includes metrics on 
data security breaches, employee training hours, and energy consumption of its data centres. The data for 
these metrics is collected by various departments (IT, HR, Facilities) using disparate systems, and then 
manually consolidated by a junior analyst before being presented to management. 

What is the most significant risk of error or misstatement in DigitalFuture Plc's nonfinancial information, as 
implied by the Topic Summary? 

• A. The inherent difficulty in quantifying subjective metrics like employee training effectiveness. 

• B. The lack of suitable criteria for measuring data security breaches. 

• C. The ethical principle of objectivity being compromised by internal reporting. 

• D. The increased risk of error due to data being sourced from across the entire organization and manual 
consolidation. 

 

Question 2 

AgriHarvest Co, a UK agricultural organization, is preparing its first sustainability report, which includes 
metrics on water consumption, pesticide usage, and local biodiversity impact. The data for these metrics is 
collected by various operational departments, including farm managers, environmental specialists, and supply 
chain coordinators, using different systems and spreadsheets. The finance department is not directly involved 
in the initial data collection or aggregation. 

What significant challenge is AgriHarvest Co likely to face regarding the reliability of its nonfinancial data? 

• A. The ethical principle of professional behaviour requiring the finance department to oversee all data. 

• B. The difficulty in applying suitable criteria like GRI Standards to agricultural data. 

• C. The inherent subjectivity in measuring biodiversity impact, making quantification unreliable. 

• D. The increased risk of error or misstatement due to data being sourced across the entire organization, 
not just finance. 

 

Question 3 
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The UK government has recently introduced new regulations requiring listed companies to disclose their 
climate-related financial risks in line with TCFD recommendations. GlobalLogistics Plc, a listed UK 
organization, is now preparing its first report under these new regulations. 

According to the Topic Summary, what is a key driver for GlobalLogistics Plc's increased focus on sustainability 
reporting in this scenario? 

• A. Primarily driven by stakeholder pressure from environmental activist groups. 

• B. Primarily driven by the recognition that long-term value creation depends on more than just financial 
performance. 

• C. Primarily driven by the need to obtain reasonable assurance on its financial statements. 

• D. Primarily driven by regulatory requirements and compliance. 

 

Question 4 

FutureFoods Plc, a UK food production organization, wants to include a metric on 'brand reputation' in its 
sustainability report and obtain assurance on it. Management proposes to measure this by aggregating 
subjective feedback from social media mentions and internal employee surveys, without a clear, consistent 
methodology or external benchmark. 

Which precondition for an assurance engagement is FutureFoods Plc most likely to struggle with for its 'brand 
reputation' metric, based on the Topic Summary? 

• A. The criteria must be suitable and available to intended users. 

• B. The subject matter must be identifiable and capable of consistent evaluation. 

• C. The ethical principle of integrity must be upheld by management. 

• D. The assurance firm must be competent in assessing brand reputation. 

 

Question 5 

TechInnovate Plc, a UK-based software development organization, has recently published its first integrated 
report, including detailed metrics on its carbon footprint, data privacy compliance, and employee mental 
health support programmes. The company approaches AssureRight LLP, a well-established audit firm known 
for its financial statement audits, to provide assurance on this integrated report. AssureRight LLP has extensive 
experience in financial audits but limited prior engagements specifically involving environmental regulations or 
complex social metrics. 

What is the primary ethical consideration AssureRight LLP must address before accepting the engagement for 
TechInnovate Plc's integrated report? 

• A. Ensuring objectivity, as the firm may have existing financial relationships with TechInnovate Plc. 
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• B. Verifying that the integrated report will be a separate document from the assurance report. 

• C. Confirming the integrity of TechInnovate Plc's management regarding their reporting intentions. 

• D. Assessing its own competence in the subject matter of environmental laws and social metrics. 

 

Question 6 

EcoMart Plc, a large UK retail organization, is considering engaging an assurance provider for its inaugural 
sustainability report, which includes metrics on carbon emissions, waste reduction, and employee diversity. 
EcoMart uses its own internally developed metrics for 'employee well-being' and 'community impact' which are 
qualitative and subjective, lacking clear definitions or benchmarks. The board is keen to obtain reasonable 
assurance. 

Which of the following represents the most significant challenge for EcoMart Plc in meeting the preconditions 
for an assurance engagement, particularly for its internally developed metrics? 

• A. The difficulty in obtaining external confirmation for employee well-being data. 

• B. The requirement for the assurance report to be a separate document from the sustainability report. 

• C. The lack of identifiable and consistently evaluable subject matter for certain metrics. 

• D. The ethical principle of objectivity for the assurance firm when assessing internal metrics. 

 

Question 7 

MediCare Group, a UK healthcare organization, is debating whether to obtain reasonable or limited assurance 
on its patient satisfaction and data privacy compliance report. The management is concerned about the cost 
and extent of procedures. 

What is the fundamental difference in the extent of procedures and the conclusion wording between a 
reasonable assurance engagement and a limited assurance engagement, as described in the Topic Summary? 

• A. Reasonable assurance involves less extensive procedures and a negative conclusion, while limited 
assurance involves more extensive procedures and a positive conclusion. 

• B. Both levels of assurance involve the same extent of procedures, but reasonable assurance provides 
a stronger opinion. 

• C. Reasonable assurance involves more extensive procedures and a positive conclusion, while limited 
assurance involves less extensive procedures and a negative conclusion. 

• D. Limited assurance focuses only on inquiry, whereas reasonable assurance requires full substantive 
testing of every transaction. 

 

Question 8 
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GreenBuild Ltd, a construction company in the UK, has engaged an assurance firm to provide a limited 
assurance engagement on its annual environmental performance statement, focusing on water usage and 
energy consumption. The firm has completed its procedures, which included inquiries with management and 
analytical procedures on utility bills. 

Which of the following statements accurately reflects the expected conclusion wording in the assurance report 
for GreenBuild Ltd's environmental performance statement? 

• A. "The environmental performance statement is free from material misstatement regarding water 
usage and energy consumption." 

• B. "In our opinion, the environmental performance statement presents fairly, in all material respects, 
the company's water usage and energy consumption." 

• C. "Based on our work, nothing has come to our attention that causes us to believe that the 
environmental performance statement is not prepared, in all material respects, in accordance with the 
stated criteria." 

• D. "We are unable to express an opinion on the environmental performance statement due to the 
inherent limitations of nonfinancial data." 

 

Question 9 

UrbanDevelopments Plc, a UK property developer, has received an assurance report on its integrated report. 
The board is reviewing the report to ensure it meets the necessary content requirements. 

Which of the following elements is explicitly required to be stated in the assurance report, according to the 
Topic Summary? 

• A. The specific names of all individuals involved in performing the assurance work. 

• B. A detailed breakdown of the assurance firm's fee structure for the engagement. 

• C. A recommendation for future improvements to UrbanDevelopments Plc's reporting processes. 

• D. The level of assurance provided and the responsibilities of management and the practitioner. 

 

Question 10 

BioPharma Innovations Ltd, a UK pharmaceutical organization, has engaged an assurance firm for its first 
sustainability report, which includes metrics on R&D ethics, clinical trial transparency, and waste 
management. Before commencing detailed testing, the assurance firm spends considerable time researching 
the pharmaceutical industry's specific ESG risks and BioPharma Innovations Ltd's internal reporting processes 
for these metrics. 

What is the primary purpose of the assurance firm undertaking this initial work, according to the Topic 
Summary? 
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• A. To directly test the effectiveness of BioPharma Innovations Ltd's internal controls over financial 
reporting. 

• B. To provide a limited assurance conclusion based solely on inquiry and analytical procedures. 

• C. To gain knowledge of the industry, the company's ESG risks, and its reporting processes. 

• D. To identify potential conflicts of interest with BioPharma Innovations Ltd's management. 

 

Answer Key and Explanations 

1. Correct Answer: D. The increased risk of error due to data being sourced from across the entire 
organization and manual consolidation. 

• Explanation: A significant challenge in measuring nonfinancial information is that data is often sourced 
from across the entire organization, not just the finance department. When this data comes from 
disparate systems and undergoes manual consolidation, the risk of error or misstatement is 
substantially increased due to potential inconsistencies, transcription errors, or lack of robust controls. 

2. Correct Answer: D. The increased risk of error or misstatement due to data being sourced across the 
entire organization, not just finance. 

• Explanation: Nonfinancial information often presents challenges in measurement, particularly 
because data may be sourced from various departments across the entire organization rather than 
solely from the finance department. This distributed data collection and processing can increase the 
risk of errors or misstatements in the reported information. 

3. Correct Answer: D. Primarily driven by regulatory requirements and compliance. 

• Explanation: The rise of sustainability reporting is driven by several factors, including stakeholder 
pressure, regulation, and the recognition of long-term value creation. In this scenario, the introduction 
of new government regulations explicitly requiring disclosures is the direct driver for the organization's 
focus on sustainability reporting. 

4. Correct Answer: B. The subject matter must be identifiable and capable of consistent evaluation. 

• Explanation: A key precondition for an assurance engagement is that the subject matter must be 
identifiable and capable of consistent evaluation against suitable criteria. Subjective feedback without 
a clear, consistent methodology makes 'brand reputation' difficult to evaluate consistently, posing a 
significant challenge to this precondition. 

5. Correct Answer: D. Assessing its own competence in the subject matter of environmental laws and 
social metrics. 

• Explanation: A fundamental ethical principle for assurance engagements is professional competence 
and due care. The firm must possess the necessary expertise in the subject matter, such as 
environmental laws and social metrics, to perform the engagement effectively. Lacking this 
competence would be a significant ethical barrier to acceptance. 
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6. Correct Answer: C. The lack of identifiable and consistently evaluable subject matter for certain 
metrics. 

• Explanation: For an assurance engagement, the subject matter must be identifiable and capable of 
consistent evaluation against suitable criteria. Internally developed, subjective metrics without clear 
definitions or benchmarks make it difficult to consistently evaluate the subject matter, thus failing a key 
precondition for the engagement. 

7. Correct Answer: C. Reasonable assurance involves more extensive procedures and a positive 
conclusion, while limited assurance involves less extensive procedures and a negative conclusion. 

• Explanation: Reasonable assurance is a high level of assurance, similar to a financial statement audit, 
involving more extensive procedures and resulting in a positive conclusion. Limited assurance is a 
moderate level, involving less extensive procedures (e.g., inquiry, analytics, limited testing) and 
resulting in a negative conclusion. 

8. Correct Answer: C. "Based on our work, nothing has come to our attention that causes us to believe that 
the environmental performance statement is not prepared, in all material respects, in accordance with the 
stated criteria." 

• Explanation: A limited assurance engagement provides a moderate level of assurance, and its 
conclusion is expressed negatively. This means the practitioner states that based on their work, 
nothing has come to their attention to suggest the report is materially misstated. 

9. Correct Answer: D. The level of assurance provided and the responsibilities of management and the 
practitioner. 

• Explanation: An assurance report must clearly state several key elements, including the subject matter 
and criteria used, the level of assurance provided (reasonable or limited), the responsibilities of 
management, and the responsibilities of the practitioner, along with the work performed and the 
conclusion. 

10. Correct Answer: C. To gain knowledge of the industry, the company's ESG risks, and its reporting 
processes. 

• Explanation: A crucial initial step in any assurance engagement is understanding the entity. This 
involves gaining knowledge of the industry, the company's specific ESG risks, and its reporting 
processes for nonfinancial data. This understanding forms the basis for planning and executing the 
assurance work. 
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Audit-related services 
Instructions: Please answer the following questions to the best of your ability. The correct answer, along with a 
detailed explanation, is provided at the end of this document. 

 

Question 1 

Greenwich Logistics Ltd, a UK-based shipping company, is seeking to raise capital from a new investor. The 
potential investor has requested an independent report on Greenwich's compliance with specific 
environmental regulations outlined in their recent £50 million government contract. The company's 
management has prepared a detailed statement asserting their compliance. The audit firm, 'Thames 
Assurance LLP', is considering undertaking this engagement. 

Given the nature of the request, which type of audit-related service would be most appropriate for Thames 
Assurance LLP to provide, and what level of assurance would typically be associated with it? 

• A. An Attestation engagement, providing limited assurance. 

• B. An Audit of historical financial information, providing positive assurance. 

• C. A Direct engagement, providing reasonable assurance. 

• D. An Agreed-Upon Procedures engagement, providing no assurance. 

 

Question 2 

A UK pension fund, 'Britannia Pensions', has engaged 'Regal Auditors' to provide assurance on the fund's 
compliance with specific investment mandates set by its trustees. The trustees have provided a detailed 
statement outlining their adherence to these mandates. Regal Auditors will perform procedures to verify this 
statement. 

During the pre-acceptance phase, what is a crucial consideration for Regal Auditors regarding the criteria for 
this engagement? 

• A. Whether the criteria are subjective and open to broad interpretation by management. 

• B. Whether the criteria are established by the audit firm itself, ensuring independence. 

• C. Whether the criteria are solely based on generally accepted accounting principles (GAAP). 

• D. Whether the criteria are suitable, meaning they are relevant, complete, reliable, neutral, and 
understandable. 

 

Question 3 

A small UK manufacturing firm, 'Midlands Engineering Ltd', is applying for a new bank loan of £2 million. The 
bank requires an independent report on the company's inventory valuation as of the last quarter-end, 
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specifically requesting that the auditor performs a physical count of 10% of high-value items and verifies their 
cost against purchase invoices. The bank and Midlands Engineering Ltd have jointly agreed on these precise 
procedures. 

Which of the following statements regarding the assurance and reporting of this engagement is correct? 

• A. The auditor will provide positive assurance on the accuracy of the inventory balance. 

• B. The auditor will provide limited assurance on the overall fairness of inventory valuation. 

• C. The auditor will provide reasonable assurance that the inventory valuation is free from material 
misstatement. 

• D. The auditor will provide no assurance, only a report of factual findings restricted to the bank and 
Midlands Engineering Ltd. 

 

Question 4 

A UK financial services firm, 'Capital Wealth Management', is required by its regulator to obtain an independent 
report on its compliance with specific anti-money laundering (AML) regulations. The firm's compliance officer 
has prepared a comprehensive statement detailing their adherence to these regulations. An audit firm, 
'Sterling Assurance', is engaged to provide assurance on this statement. 

What is the primary purpose of Sterling Assurance's engagement in this context? 

• A. To enhance the credibility of Capital Wealth Management's compliance statement for the regulator. 

• B. To provide reasonable assurance on the overall financial statements of Capital Wealth Management. 

• C. To identify all instances of non-compliance with AML regulations and report them directly to law 
enforcement. 

• D. To provide a full audit of the firm's operational risks and internal controls. 

 

Question 5 

A UK local council, 'Riverside Borough Council', has implemented a new IT system for managing council tax 
payments. They wish to obtain independent assurance that the system's data migration from the old system 
was accurate and complete. The council's IT department has prepared a statement asserting the successful 
and accurate migration of all account data. 'Tech Audit LLP' is engaged to verify this statement. 

What ethical consideration is particularly important for 'Tech Audit LLP' to maintain throughout this 
engagement, especially concerning the council's IT department? 

• A. Integrity, ensuring honest and straightforward dealings with the council. 

• B. Objectivity, ensuring that the firm's judgment is not biased by the council's management or IT 
department. 
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• C. Professional competence, ensuring the firm has the technical expertise to assess IT systems. 

• D. Confidentiality, ensuring that the council's IT system details are not disclosed to competitors. 

 

Question 6 

A UK charity, 'Community Support Trust', has received a donation of £100,000 specifically for a new youth 
centre project. The donor requires an independent report confirming that the funds have been used exclusively 
for the specified purpose. The charity's finance team has provided a detailed breakdown of project 
expenditures. 'Charity Check LLP' is engaged to perform this verification. 

If 'Charity Check LLP' provides limited assurance, how would the expression of their conclusion typically be 
worded? 

• A. ""We are unable to form an opinion on the use of funds due to scope limitations."" 

• B. ""Nothing has come to our attention that causes us to believe the funds have not been used for the 
specified purpose."" 

• C. ""In our opinion, the funds have been used fairly and in all material respects for the specified 
purpose."" 

• D. ""We report the factual findings that the funds were used for the specified purpose."" 

 

Question 7 

A UK e-commerce company, 'Online Retailers Ltd', is preparing to launch a new product line. They want an 
independent review of their website's security controls to assure potential customers of data protection. The 
company's IT director has provided a report on the security measures in place. 'CyberSafe Auditors' is engaged 
to provide limited assurance on this report. 

During the pre-acceptance phase, what is a critical factor 'CyberSafe Auditors' must evaluate regarding the 
availability of evidence? 

• A. Whether the evidence is primarily qualitative rather than quantitative. 

• B. Whether the evidence can be obtained solely from management's verbal assertions. 

• C. Whether sufficient appropriate evidence can be obtained to support the assurance conclusion. 

• D. Whether the evidence is easily accessible without any effort from the client. 

 

Question 8 

A UK company, 'Global Trade Solutions Ltd', operates internationally and is subject to various trade sanctions 
regulations. Its board of directors requires an independent assessment of the company's compliance with 
these complex regulations. The audit firm, 'International Compliance Auditors', is engaged to perform this 
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assessment, where they will directly evaluate the company's processes and transactions against the regulatory 
criteria. 

What level of assurance would 'International Compliance Auditors' typically aim to provide in this audit-related 
service, and how does it compare to an audit of financial statements? 

• A. No assurance, as it is a direct engagement. 

• B. Limited assurance, which is a lower level than an audit of financial statements. 

• C. Reasonable assurance, which is the same level as an audit of financial statements. 

• D. Absolute assurance, which is the highest possible level. 

 

Question 9 

A UK manufacturing company, 'Northern Gears Ltd', has been approached by a potential buyer. As part of the 
due diligence, the buyer wants an independent verification of the company's reported production output 
figures for the last two years, specifically focusing on the quantity of units produced and the associated direct 
labour hours. The buyer and Northern Gears Ltd agree on a detailed list of procedures for the audit firm, 'Peak 
Performance LLP', to follow. 

Which statement best describes the nature of the report Peak Performance LLP would issue for this 
engagement? 

• A. A positive opinion on the fairness of the production output figures. 

• B. A report of factual findings, without providing any assurance or opinion. 

• C. A qualified opinion, if any discrepancies are found in the production data. 

• D. A negative assurance statement that nothing has come to their attention to suggest misstatement in 
the figures. 

 

Question 10 

A UK manufacturing company, 'Industrial Innovations Ltd', is considering selling a specific production line. A 
potential buyer has requested an independent report on the condition and valuation of the machinery within 
that production line. The buyer and Industrial Innovations Ltd have agreed that 'Precision Valuations LLP' will 
inspect each machine, compare its condition to manufacturer specifications, and obtain independent market 
valuations for similar assets. 'Precision Valuations LLP' will then report these findings without providing an 
opinion on the overall fairness of the valuation. 

What type of engagement is this, and what is a key characteristic of its report? 

• A. An Agreed-Upon Procedures engagement, providing a report of factual findings. 

• B. A Direct engagement, providing reasonable assurance on the condition of machinery. 
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• C. An Attestation engagement, providing limited assurance on the valuation. 

• D. An Audit of historical financial information, providing a positive opinion on asset values. 

 

Answer Key and Explanations 
1. Correct Answer: A. An Attestation engagement, providing limited assurance. 

• Explanation: The scenario describes an engagement where the subject matter (compliance with 
regulations) is provided by the responsible party (management's statement). This aligns with 
an Attestation Engagement. Audit-related services, including attestation engagements, typically 
provide limited (moderate) assurance, expressed negatively. 

2. Correct Answer: D. Whether the criteria are suitable, meaning they are relevant, complete, reliable, 
neutral, and understandable. 

• Explanation: During pre-acceptance, practitioners must evaluate the suitability of the criteria. Suitable 
criteria are those that are relevant, complete, reliable, neutral, and understandable, enabling 
consistent measurement or evaluation of the subject matter. 

3. Correct Answer: D. The auditor will provide no assurance, only a report of factual findings restricted to 
the bank and Midlands Engineering Ltd. 

• Explanation: This scenario describes an Agreed-Upon Procedures (AUP) engagement. In an AUP 
engagement, the auditor does not provide an opinion or assurance; they simply report the factual 
findings of the procedures performed. The report is restricted to those parties who have agreed to the 
procedures. 

4. Correct Answer: A. To enhance the credibility of Capital Wealth Management's compliance statement 
for the regulator. 

• Explanation: The purpose of audit-related services, which are assurance engagements, is to enhance 
the credibility of the subject matter (in this case, the compliance statement) for intended users (the 
regulator). 

5. Correct Answer: B. Objectivity, ensuring that the firm's judgment is not biased by the council's 
management or IT department. 

• Explanation: The fundamental ethical principles, including objectivity, apply to audit-related services. 
Objectivity is crucial to ensure that the practitioner's judgment is not compromised by bias, conflict of 
interest, or undue influence from others, such as the client's management or specific departments like 
IT. 

6. Correct Answer: B. ""Nothing has come to our attention that causes us to believe the funds have not 
been used for the specified purpose."" 
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• Explanation: Limited (moderate) assurance, which is standard for audit-related services, is 
expressed negatively. This means the practitioner states that nothing has come to their attention that 
causes them to believe the subject matter is not in accordance with the criteria. 

7. Correct Answer: C. Whether sufficient appropriate evidence can be obtained to support the assurance 
conclusion. 

• Explanation: During pre-acceptance, practitioners must evaluate the availability of sufficient 
appropriate evidence. This means determining if enough appropriate evidence can be gathered to 
support the assurance conclusion, which is a fundamental requirement for any assurance 
engagement. 

8. Correct Answer: B. Limited assurance, which is a lower level than an audit of financial statements. 

• Explanation: Audit-related services, including direct engagements, provide a level of assurance lower 
than the reasonable assurance provided by an audit of historical financial information. The standard 
level for audit-related services is limited (moderate) assurance. 

9. Correct Answer: B. A report of factual findings, without providing any assurance or opinion. 

• Explanation: This scenario describes an Agreed-Upon Procedures (AUP) engagement. In an AUP 
engagement, the auditor does not provide an opinion or assurance. Instead, they simply report 
the factual findings of the procedures performed. 

10. Correct Answer: A. An Agreed-Upon Procedures engagement, providing a report of factual findings. 

• Explanation: This scenario describes an Agreed-Upon Procedures (AUP) engagement, where specific 
procedures are agreed upon by the client and third parties. The auditor performs these procedures and 
simply reports the factual findings, without providing any opinion or assurance. 
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Code of ethics and conduct 
Instructions: Please answer the following questions to the best of your ability. The correct answer, along with a 
detailed explanation, is provided at the end of this document. 

 

Question 1 

Iota Auditors currently audits Fashion Forward Ltd, a leading high-street clothing retailer. Iota Auditors has 
recently been approached by Style Savvy PLC, another major competitor in the high-street fashion market, to 
become its new auditor. Both companies operate in highly competitive environments and possess 
commercially sensitive information. 

What is the primary ethical concern for Iota Auditors if they were to accept Style Savvy PLC as an audit client, 
and what safeguard is crucial if they decide to proceed? 

• A. The primary concern is an intimidation threat; a crucial safeguard is to have an independent partner 
review the work. 

• B. The primary concern is a conflict of interest; a crucial safeguard is implementing strict 
confidentiality protocols and obtaining consent from both clients. 

• C. The primary concern is a self-interest threat; a crucial safeguard is to obtain client consent. 

• D. The primary concern is a familiarity threat; a crucial safeguard is partner rotation. 

 

Question 2 

Lambda Accountants has been engaged by Small Business Solutions Ltd, a non-listed client, to prepare its 
annual financial statements. Following the completion of the accounts preparation, Small Business Solutions 
Ltd requests Lambda Accountants to also perform the statutory audit of these financial statements. Lambda 
Accountants plans to use different personnel for the audit work. 

Under the IESBA Code of Ethics, what is the most significant ethical threat arising from Lambda Accountants 
undertaking both services for Small Business Solutions Ltd, and what is the appropriate course of action? 

• A. The most significant threat is self-review, but it is manageable with safeguards, provided an 
independent partner reviews the audit work. 

• B. The most significant threat is familiarity, and Lambda Accountants should ensure separate teams 
are used for each service. 

• C. The most significant threat is self-review, and Lambda Accountants should decline to perform the 
audit engagement. 

• D. The most significant threat is self-interest, and Lambda Accountants should implement an 
independent review of the audit work. 
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Question 3 

Zeta Auditors has been approached by Quantum AI Ltd, a start-up specialising in highly complex artificial 
intelligence algorithms, to perform its inaugural audit. The partners at Zeta Auditors have extensive experience 
in traditional manufacturing and retail audits but have no prior experience with AI companies or the specific 
accounting treatments for intangible assets developed through such advanced technology. 

Which fundamental principle is Zeta Auditors most at risk of breaching if they accept this engagement without 
addressing their current capabilities? 

• A. Confidentiality. 

• B. Professional Competence and Due Care. 

• C. Professional Behaviour. 

• D. Integrity. 

 

Question 4 

During the audit of MegaCorp PLC, the finance director informs the audit engagement partner that if the firm 
does not agree to a particular accounting treatment for a complex revenue recognition issue, MegaCorp PLC 
will consider tendering for a new auditor next year. The finance director also hints that the firm's fees for non-
audit services, which are substantial, might be at risk. 

Which ethical threat is most evident in this scenario, and what fundamental principle is primarily under 
pressure? 

• A. Familiarity threat, compromising Integrity. 

• B. Intimidation threat, compromising Objectivity. 

• C. Self-review threat, compromising Professional Competence and Due Care. 

• D. Advocacy threat, compromising Professional Behaviour. 

 

Question 5 

Delta & Co audits Family Foods Ltd, a non-listed entity. Family Foods Ltd has asked Delta & Co to assist with a 
complex valuation of a new subsidiary acquired during the year, which will be incorporated into the financial 
statements. Delta & Co plans to use a separate team for the valuation work, and an independent partner, not 
involved in the audit, will review the valuation before it is finalised. Family Foods Ltd's finance director is highly 
experienced and capable of making informed judgements. 

Under the IESBA Code, what is the most appropriate conclusion regarding Delta & Co providing the valuation 
services to Family Foods Ltd? 
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• A. The valuation services can be provided, as appropriate safeguards are in place to mitigate the self-
review threat. 

• B. The valuation services can only be provided if the client's finance director takes full responsibility for 
the valuation, without any input from Delta & Co. 

• C. The valuation services are prohibited as they create an unmitigable self-review threat. 

• D. The valuation services are permissible only if the value is immaterial to the financial statements. 

 

Question 6 

An audit partner at Kappa & Co is found to have been regularly posting highly critical and unprofessional 
comments about former clients on public social media forums, without disclosing confidential information but 
clearly identifiable as an accountant. These posts often contain derogatory remarks about business practices 
and management decisions. 

Which fundamental principle is Kappa & Co's partner most clearly breaching through this conduct? 

• A. Integrity. 

• B. Professional Behaviour. 

• C. Professional Competence and Due Care. 

• D. Confidentiality. 

 

Question 7 

Theta & Co is a small audit firm. For the year ended 31 December 2023, its total fee income was £400,000. 
Fees from its largest client, Local Builders Ltd, a non-listed entity, amounted to £65,000. This level of fee 
income from Local Builders Ltd has been consistent for the past three years. Theta & Co operates in the UK and 
adheres to the FRC Ethical Standard. 

Based on the FRC Ethical Standard, what is the most appropriate conclusion regarding Theta & Co's economic 
dependence on Local Builders Ltd? 

• A. The firm is not economically dependent, as the fees are below the 10% threshold for listed clients. 

• B. The firm is economically dependent on Local Builders Ltd, and should not act as auditor, as fees 
regularly exceed 15% of total fee income for a non-listed client. 

• C. The firm is not economically dependent on Local Builders Ltd, as the fees are below the 30% 
threshold for non-listed clients. 

• D. The firm is economically dependent, but the threat can be mitigated by an Engagement Quality 
Review. 
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Question 8 

Mu Auditors has been the auditor of Heritage Holdings PLC, a listed entity, for over 15 years. The Engagement 
Quality Reviewer (EQR), Mr. Davies, has been in his role for Heritage Holdings PLC for 6 consecutive years. The 
Engagement Partner, Ms. Evans, has been the Engagement Partner for 7 consecutive years. The firm adheres to 
the IESBA Code of Ethics. 

Under the IESBA Code of Ethics, what is the most immediate concern regarding long association for the audit 
of Heritage Holdings PLC? 

• A. The combined tenure of the EQR and Engagement Partner creates an overall familiarity threat that 
requires immediate resignation. 

• B. The tenure of the Engagement Partner, Ms. Evans, exceeds the maximum allowed period, requiring 
her rotation. 

• C. The long tenure of the firm as auditor for 15 years creates an unmitigable familiarity threat. 

• D. The tenure of the Engagement Quality Reviewer, Mr. Davies, exceeds the maximum allowed period. 

 

Question 9 

Alpha & Co, an audit firm, has audited GlobalTech PLC, a listed entity, for several years. In the year ended 31 
March 2023, fees from GlobalTech PLC represented 16% of Alpha & Co's total fee income. In the previous year, 
ended 31 March 2022, fees from GlobalTech PLC were 17% of Alpha & Co's total fee income. The firm is 
currently planning the audit for the year ended 31 March 2024. 

Under the IESBA Code of Ethics, what is the most appropriate course of action for Alpha & Co regarding the fee 
dependency threat posed by GlobalTech PLC? 

• A. The firm should disclose the fee dependency to those charged with governance and continue the 
audit, as the threat is not yet critical. 

• B. The firm should immediately resign from the audit engagement due to the significant and 
unmitigable fee dependency. 

• C. The firm should implement an Engagement Quality Review (EQR) for the 2024 audit and consider 
resignation if the threat is not resolved within five years. 

• D. The firm should reduce its fees from GlobalTech PLC to below 15% of its total fee income for the 
upcoming year. 

 

Question 10 

Epsilon Accountants is the auditor of Property Developers PLC. The client is currently involved in a significant 
legal dispute with a former contractor over a large construction project. Property Developers PLC has asked 
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Epsilon Accountants to provide expert witness testimony in court, arguing strongly in favour of the client's 
position and against the contractor. 

Which fundamental principle is most likely to be compromised if Epsilon Accountants agrees to act as an 
expert witness in this manner, and what is the associated threat? 

• A. Confidentiality, due to potential disclosure of client information. 

• B. Integrity, due to a self-interest threat. 

• C. Professional Competence and Due Care, due to lack of legal expertise. 

• D. Objectivity, due to an advocacy threat. 

 

Answer Key and Explanations 
1. Correct Answer: B. The primary concern is a conflict of interest; a crucial safeguard is implementing 
strict confidentiality protocols and obtaining consent from both clients. 

• Explanation: Acting for two clients whose interests are in conflict (direct competitors) creates 
a conflict of interest. Crucial safeguards include disclosing the conflict to all relevant parties, 
obtaining their consent, and implementing strict confidentiality protocols (e.g., Chinese walls) to 
prevent information sharing. 

2. Correct Answer: C. The most significant threat is self-review, and Lambda Accountants should decline to 
perform the audit engagement. 

• Explanation: Preparing accounts and then auditing them creates a fundamental self-review 
threat (auditing one's own work). This threat is significant and cannot be reduced to an acceptable 
level by safeguards alone. The appropriate course is to decline one of the engagements, typically the 
audit. 

3. Correct Answer: B. Professional Competence and Due Care. 

• Explanation: The principle of Professional Competence and Due Care requires accountants to 
maintain knowledge and skill to ensure competent professional service. Accepting an engagement in a 
highly specialised area like AI without the necessary expertise or a plan to acquire it would breach this 
principle. 

4. Correct Answer: B. Intimidation threat, compromising Objectivity. 

• Explanation: The finance director's statements constitute pressure to replace the auditor if a specific 
accounting treatment is not accepted. This is an intimidation threat, which directly compromises the 
fundamental principle of objectivity, as the audit partner's judgement could be unduly influenced by 
the client's demands. 

5. Correct Answer: A. The valuation services can be provided, as appropriate safeguards are in place to 
mitigate the self-review threat. 
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• Explanation: For non-listed clients, many non-audit services can be provided if appropriate safeguards 
are applied. The safeguards mentioned (separate teams, independent partner review, and ensuring 
informed management) are effective in mitigating the self-review threat arising from providing 
valuation services. 

6. Correct Answer: B. Professional Behaviour. 

• Explanation: The principle of Professional Behaviour requires accountants to comply with laws and 
avoid any action that discredits the profession. Posting critical and unprofessional comments about 
former clients on public forums, even without disclosing confidential information, would be considered 
discrediting to the profession. 

7. Correct Answer: B. The firm is economically dependent on Local Builders Ltd, and should not act as 
auditor, as fees regularly exceed 15% of total fee income for a non-listed client. 

• Explanation: Under the FRC Ethical Standard for non-listed clients, a firm should not act if fees 
regularly exceed 15% of total fee income. £65,000 / £400,000 = 16.25%, exceeding the threshold, 
indicating economic dependence, and the firm should not act. 

8. Correct Answer: B. The tenure of the Engagement Partner, Ms. Evans, exceeds the maximum allowed 
period, requiring her rotation. 

• Explanation: Under the IESBA Code for listed clients, key audit partners (including the Engagement 
Partner) must rotate after a maximum of 7 years. Ms. Evans has served for 7 years and must rotate. The 
EQR's 6-year tenure is within the limit. 

9. Correct Answer: C. The firm should implement an Engagement Quality Review (EQR) for the 2024 audit 
and consider resignation if the threat is not resolved within five years. 

• Explanation: For a listed client, if fees exceed 15% for two consecutive years, a self-interest threat 
arises. The IESBA Code requires an Engagement Quality Review (EQR) and consideration of 
resignation after five years if the threat remains unresolved. 

10. Correct Answer: D. Objectivity, due to an advocacy threat. 

• Explanation: Acting as an advocate for a client's position, such as providing expert witness testimony 
strongly in their favour in a legal dispute, creates an advocacy threat. This directly compromises the 
fundamental principle of objectivity, as the firm would be promoting the client's position rather than 
remaining impartial. 
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Completion and review 
Instructions: Please answer the following questions to the best of your ability. The correct answer, along with a 
detailed explanation, is provided at the end of this document. 

 

Question 1 

Phoenix Innovations Plc has faced significant operational challenges, leading to substantial losses and 
negative cash flows. Management has prepared the financial statements for the year ended 31 March 20X4 but 
has included only a brief, generic statement about potential future challenges, without specific disclosure of 
the material uncertainty related to the company's ability to continue as a going concern. The auditor has 
gathered evidence indicating a material uncertainty exists and believes management's disclosures are 
inadequate. 

What is the most appropriate audit opinion for the auditor to issue in this situation? 

• A. A disclaimer of opinion, as the auditor cannot obtain sufficient appropriate evidence regarding the 
going concern assumption. 

• B. A qualified opinion, as the inadequate disclosure represents a material misstatement of the financial 
statements. 

• C. An adverse opinion, as the going concern basis is fundamentally inappropriate due to the lack of 
disclosure. 

• D. An unmodified opinion with a Material Uncertainty Related to Going Concern section, urging 
management to improve disclosures next year. 

 

Question 2 

During the audit of Urban Living Properties Plc, the auditor identified a material misstatement in the valuation 
of investment properties, amounting to £5 million. This misstatement, if uncorrected, would lead to a 
significant overstatement of assets and profit, affecting several key financial ratios. Management has refused 
to adjust the valuation, citing a difference in expert opinion. The overall materiality for the financial statements 
is £1 million. 

Given management's refusal and the nature of the misstatement, what is the most likely impact on the 
auditor's opinion? 

• A. A qualified opinion, as the misstatement is material but not pervasive to the entire financial 
statements. 

• B. An adverse opinion, as the misstatement is both material and pervasive, fundamentally distorting 
the financial statements. 
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• C. An unmodified opinion, with a note in the auditor's report highlighting the disagreement with 
management. 

• D. A disclaimer of opinion, as the auditor cannot agree with management's valuation. 

 

Question 3 

During the audit of Global Traders Ltd, the auditor identified several uncorrected misstatements. Individually, 
each misstatement is below the auditor's determined materiality threshold for the financial statements as a 
whole. However, when aggregated, these uncorrected misstatements amount to £120,000, while the overall 
materiality for the financial statements is £100,000. Management has refused to correct these misstatements, 
arguing that each is individually immaterial. 

What is the auditor's most appropriate course of action regarding these uncorrected misstatements? 

• A. Disclose the aggregate uncorrected misstatements in the auditor's report but still issue an 
unmodified opinion, as they are not pervasive. 

• B. Issue an unmodified opinion, as each misstatement is individually trivial and management has 
provided a valid reason for not correcting them. 

• C. Only request correction for the largest individual misstatement, as the others are clearly trivial. 

• D. Request management to correct all misstatements, and if they refuse, issue a modified opinion 
because the aggregate effect is material. 

 

Question 4 

TechSolutions Plc, a listed entity, has a 31 March 20X4 year-end. The audit team is performing procedures for 
subsequent events before the auditor's report is signed on 15 May 20X4. The engagement partner is concerned 
about potential undisclosed events that could materially impact the financial statements. 

Which of the following procedures would be most effective for the auditor to identify subsequent events that 
may require adjustment or disclosure in TechSolutions Plc's financial statements? 

• A. Performing additional substantive tests on all balance sheet accounts to identify any changes post 
year-end. 

• B. Inquiring solely of the finance director about any significant events, as they are responsible for 
financial reporting. 

• C. Reviewing only the board meeting minutes from April 20X4, as events prior to this would have been 
captured during substantive testing. 

• D. Reviewing management's procedures for identifying subsequent events, reading minutes of 
meetings held after year-end, and inquiring of management and legal counsel. 
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Question 5 

A client, Evergreen Ltd, has a year-end of 31 December 20X3. On 15 January 20X4, a major customer, 'Reliable 
Retailers', declared bankruptcy due to long-standing financial difficulties that were evident throughout 20X3. 
Evergreen Ltd had a significant trade receivable balance of £500,000 from Reliable Retailers at 31 December 
20X3. The auditor's report is due to be signed on 28 February 20X4. 

How should Evergreen Ltd's financial statements for the year ended 31 December 20X3 reflect this event, and 
what is the auditor's primary responsibility regarding it? 

• A. Adjust the financial statements to impair the trade receivable balance, but only if the auditor's report 
has not yet been issued. The auditor should advise management on the timing. 

• B. Disclose the bankruptcy as a non-adjusting event in the notes to the financial statements, as it 
occurred after the year-end. The auditor must ensure adequate disclosure. 

• C. Adjust the financial statements to impair the trade receivable balance, as it provides evidence of a 
condition existing at the year-end. The auditor must ensure the adjustment is made. 

• D. No action is required in the financial statements, as the bankruptcy occurred after the year-end. The 
auditor should simply note the event in their working papers. 

 

Question 6 

The management of FutureTech Innovations Ltd has informed the auditor that they believe the company will 
continue as a going concern for the foreseeable future, despite recent financial difficulties. They have not, 
however, performed a detailed assessment or prepared any forecasts to support this belief. The auditor is 
concerned about the lack of formal assessment. 

What is management's primary responsibility regarding the going concern assessment, and what implication 
does the lack of a detailed assessment have for the auditor? 

• A. The auditor should immediately issue an adverse opinion, as the lack of assessment indicates a 
fundamental problem with the financial statements. 

• B. Management is only required to state their belief; the auditor's role is to perform the detailed 
assessment. 

• C. Management is responsible for assessing the entity's ability to continue as a going concern. The 
auditor must evaluate this assessment; without it, the auditor cannot obtain sufficient appropriate 
evidence. 

• D. The auditor should simply accept management's assertion, as they are ultimately responsible for the 
financial statements. 

 

Question 7 
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Horizon Holdings Ltd is experiencing severe liquidity issues. Management has prepared financial statements 
for the year ended 31 December 20X3, which include a detailed note explaining the material uncertainty 
related to going concern, outlining the risks and management's mitigating actions. The auditor has evaluated 
management's assessment and obtained sufficient appropriate evidence confirming the existence of a 
material uncertainty. The auditor agrees that the disclosures are adequate. 

What type of audit opinion should the auditor issue for Horizon Holdings Ltd's financial statements? 

• A. An unmodified opinion without modification, as management has provided mitigating actions. 

• B. An unmodified opinion with a Material Uncertainty Related to Going Concern section, as adequate 
disclosure has been made. 

• C. An adverse opinion, as the going concern basis is fundamentally inappropriate given the severe 
liquidity issues. 

• D. A qualified opinion due to the material uncertainty, as the entity's ability to continue as a going 
concern is in doubt. 

 

Question 8 

As part of the final audit procedures for Dynamic Solutions Ltd, the auditor is drafting the written 
representations to be obtained from management. The auditor needs to ensure that key aspects of 
management's responsibilities and disclosures are formally acknowledged. 

Which of the following is a key representation that the auditor must obtain from management? 

• A. A guarantee that the entity will remain a going concern for at least the next five years. 

• B. An agreement to accept full liability for any undetected material misstatements in the financial 
statements. 

• C. Acknowledgment of their responsibility for the preparation of the financial statements and belief that 
they are fair, and confirmation of disclosure of all known instances of fraud. 

• D. Confirmation that all internal control deficiencies identified by the auditor have been rectified. 

 

Question 9 

GlobalTech Solutions Plc, a listed entity, is undergoing its annual audit. The audit engagement team has 
completed its fieldwork and drafted the auditor's report. Before the report can be issued, an Engagement 
Quality Control Review (EQCR) is required. 

Who typically performs the EQCR for GlobalTech Solutions Plc, and what is their primary responsibility? 

• A. The client's audit committee, to provide an independent oversight of the audit process. 
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• B. An Engagement Quality Reviewer (EQR), who is not part of the engagement team, to objectively 
evaluate significant judgements and review the financial statements and proposed auditor's report. 

• C. The engagement partner, to ensure all audit work is complete and documented. 

• D. A member of the audit team, to verify the accuracy of calculations and disclosures. 

 

Question 10 

Innovate UK Ltd is a large, non-listed entity but has been identified as a high-risk engagement due to complex 
revenue recognition issues and significant related party transactions. An EQCR is being performed. 

Which of the following aspects would the Engagement Quality Reviewer (EQR) primarily focus on during their 
review for Innovate UK Ltd? 

• A. Verification of the mathematical accuracy of the financial statements. 

• B. Detailed re-performance of substantive tests on all material account balances. 

• C. Objective evaluation of the significant judgements made by the engagement team and review of the 
financial statements and proposed auditor's report. 

• D. Assessment of the client's internal control system effectiveness throughout the year. 

 

Answer Key and Explanations 
1. Correct Answer: B. A qualified opinion, as the inadequate disclosure represents a material 
misstatement of the financial statements. 

• Explanation: If a material uncertainty exists and the financial statements do not adequately disclose it, 
this constitutes a material misstatement. A qualified opinion is appropriate if the misstatement is 
material but not pervasive. The scenario describes inadequate disclosure, not a fundamentally 
inappropriate going concern basis. 

2. Correct Answer: B. An adverse opinion, as the misstatement is both material and pervasive, 
fundamentally distorting the financial statements. 

• Explanation: A £5 million misstatement against a £1 million materiality, significantly affecting assets 
and profit, is likely considered both material and pervasive. This would lead to an adverse 
opinion because the financial statements are not presented fairly. 

3. Correct Answer: D. Request management to correct all misstatements, and if they refuse, issue a 
modified opinion because the aggregate effect is material. 

• Explanation: The auditor must evaluate whether uncorrected misstatements are material, individually 
or in aggregate. If the aggregate (£120,000) exceeds overall materiality (£100,000), the auditor must 
request correction. If management refuses, a modified opinion is required. 
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4. Correct Answer: D. Reviewing management's procedures for identifying subsequent events, reading 
minutes of meetings held after year-end, and inquiring of management and legal counsel. 

• Explanation: To identify subsequent events, the auditor performs procedures including reviewing 
management's procedures, reading minutes of meetings held after the period-end, and making 
inquiries of management and legal counsel. 

5. Correct Answer: C. Adjust the financial statements to impair the trade receivable balance, as it provides 
evidence of a condition existing at the year-end. The auditor must ensure the adjustment is made. 

• Explanation: The bankruptcy of a customer after the year-end, when the underlying financial 
difficulties existed at the year-end, is an adjusting event. It provides evidence of conditions that existed 
at the period-end, requiring an adjustment to impair the receivable. 

6. Correct Answer: C. Management is responsible for assessing the entity's ability to continue as a going 
concern. The auditor must evaluate this assessment; without it, the auditor cannot obtain sufficient 
appropriate evidence. 

• Explanation: Management is responsible for assessing going concern. The auditor's role is to evaluate 
this assessment and obtain sufficient appropriate evidence. Without a proper assessment from 
management, the auditor may struggle to obtain the necessary evidence. 

7. Correct Answer: B. An unmodified opinion with a Material Uncertainty Related to Going Concern section, 
as adequate disclosure has been made. 

• Explanation: If a material uncertainty exists but the financial statements adequately disclose it, the 
auditor issues an unmodified opinion. This opinion will include a separate section titled 'Material 
Uncertainty Related to Going Concern' to draw users' attention to the disclosure. 

8. Correct Answer: C. Acknowledgment of their responsibility for the preparation of the financial 
statements and belief that they are fair, and confirmation of disclosure of all known instances of fraud. 

• Explanation: Key representations include management's acknowledgment of their responsibility for 
the financial statements, their belief that the financial statements are fair, and confirmation that all 
known instances of fraud or noncompliance have been disclosed. 

9. Correct Answer: B. An Engagement Quality Reviewer (EQR), who is not part of the engagement team, to 
objectively evaluate significant judgements and review the financial statements and proposed auditor's 
report. 

• Explanation: For audits of listed entities and other high-risk engagements, an Engagement Quality 
Reviewer (EQR), who is not part of the engagement team, performs an objective evaluation of the 
significant judgements and reviews the financial statements and proposed auditor's report. 

10. Correct Answer: C. Objective evaluation of the significant judgements made by the engagement team 
and review of the financial statements and proposed auditor's report. 
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• Explanation: The Engagement Quality Reviewer (EQR) performs an objective evaluation of the 
significant judgements made by the engagement team. This includes reviewing the financial 
statements and the proposed auditor's report before it is issued. 
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Due diligence 
Instructions: Please answer the following questions to the best of your ability. The correct answer, along with a 
detailed explanation, is provided at the end of this document. 

 

Question 1 

Retail Innovations Group is performing due diligence on Fashion Forward Ltd. for a potential acquisition. 
Fashion Forward's reported profit before tax for the last year was £2.5 million. However, the due diligence team 
identified a one-off gain of £500,000 from the sale of an unused warehouse and an exceptional legal expense 
of £200,000 related to a dispute that has since been resolved and is not expected to recur. The team needs to 
assess the sustainable earnings of the business. 

Based on these findings, what would be Fashion Forward Ltd.'s normalised profit before tax for the purpose of 
assessing the sustainability of its earnings? 

• A. £2.5 million 

• B. £2.8 million 

• C. £2.2 million 

• D. £3.2 million 

 

Question 2 

Healthcare Innovations PLC is performing due diligence on MediTech Devices Ltd. before a major investment. 
While MediTech's financial performance has been strong, Healthcare Innovations' board is particularly 
concerned about any undisclosed issues, such as pending regulatory fines for past product non-compliance or 
unrecorded environmental clean-up costs from an old manufacturing site, which could severely impact the 
investment's value and the future operational stability of the business. 

What is the overarching purpose of due diligence that directly addresses Healthcare Innovations PLC's concern 
about these potential undisclosed issues? 

• A. To provide assurance about commercial, financial, and operational aspects and identify potential 
risks and liabilities. 

• B. To confirm the accuracy of historical financial statements. 

• C. To negotiate a lower purchase price for the investment. 

• D. To ensure compliance with all regulatory requirements. 

 

Question 3 
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E-commerce Ventures PLC is conducting due diligence on Online Retailers Ltd. for a potential investment. E-
commerce Ventures has noted significant fluctuations in Online Retailers' gross profit margins over the past 
three years, despite stable revenue growth. They want to understand the underlying reasons for these 
variations, such as changes in product mix, pricing strategies, or cost of goods sold, to assess the financial 
stability of the business. 

Which specific due diligence procedure would be most effective for E-commerce Ventures PLC to investigate 
the causes of the fluctuating gross profit margins and assess the sustainability of Online Retailers Ltd.'s 
profitability? 

• A. Detailed analytical review 

• B. Verification of key assets and liabilities 

• C. Review of internal board minutes 

• D. Discussions with the target's legal counsel 

 

Question 4 

Property Developers PLC has engaged an assurance firm to perform due diligence on Urban Regeneration Ltd. 
before a potential acquisition. The due diligence report identifies several significant environmental liabilities 
related to Urban Regeneration's historical operational sites, which could substantially impact the deal's 
valuation. Property Developers' CEO suggests that the findings should be shared with their main bank, City 
Bank, to secure better financing terms for the acquisition. 

What is the most appropriate action for the assurance firm regarding the sharing of the due diligence report 
with City Bank? 

• A. Share the report with City Bank, as it benefits the client's financing. 

• B. Obtain Urban Regeneration Ltd.'s consent before sharing the report with City Bank. 

• C. Refuse to share the report, as it is a private report for the client's use only. 

• D. Share only the executive summary with City Bank, keeping detailed analysis confidential. 

 

Question 5 

Integrity Partners, an assurance firm, is conducting due diligence for Global Investments Ltd. on a target 
company, FutureTech Innovations. Global Investments is extremely keen to complete the acquisition quickly 
and has expressed a desire for a 'clean' report to facilitate financing. The engagement partner at Integrity 
Partners is aware of the client's pressure but has identified several inconsistencies in FutureTech's revenue 
recognition policies during the review of internal documents, which could misrepresent the financial health of 
the business. 
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In this situation, what is the most important principle for the engagement partner at Integrity Partners to uphold 
when finalising the due diligence report? 

• A. Professional scepticism and objectivity 

• B. Speed of completion to meet client deadlines 

• C. Client satisfaction to ensure future engagements 

• D. Minimising the identified risks to facilitate the deal 

 

Question 6 

Apex Capital, a private equity firm, is considering acquiring TechInnovate Ltd., a software development 
company. Apex Capital's primary concern is understanding the true profitability and financial health of 
TechInnovate beyond its reported historical figures, especially given recent rapid growth. They suspect some 
reported earnings might be non-recurring or inflated, potentially affecting the long-term sustainability of the 
business. 

Which specific aspect of due diligence would primarily address Apex Capital's concern about the quality and 
sustainability of TechInnovate's earnings? 

• A. Commercial Due Diligence 

• B. Operational Due Diligence 

• C. Legal Due Diligence 

• D. Financial Due Diligence 

 

Question 7 

Venture Builders Ltd. is a small investment firm looking to invest a significant sum in Green Energy Solutions, 
a start-up. Venture Builders has a very specific checklist of items they want verified: the existence of certain 
key assets, confirmation of specific customer contracts, and a review of the company's latest bank 
statements. They do not require an opinion on the financial statements as a whole, but rather a report of 
factual findings on these specific procedures. 

Given Venture Builders' precise requirements, what type of engagement would be most appropriate for the 
practitioner to undertake? 

• A. A statutory audit engagement 

• B. An Agreed-Upon Procedures (AUP) engagement 

• C. A limited assurance engagement 

• D. A reasonable assurance engagement 
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Question 8 

Manufacturing Giants PLC is performing due diligence on Precision Engineering Ltd. for a potential 
acquisition. Precision Engineering's financial statements appear robust, but Manufacturing Giants' 
management is concerned about potential hidden liabilities, such as significant long-term lease commitments 
for factory equipment that are not capitalised on the balance sheet, or extensive product warranty provisions 
that might be understated. These could significantly alter the true financial position of the business. 

Which specific aspect of financial due diligence would be critical for Manufacturing Giants PLC to uncover 
these potential off-balance sheet liabilities? 

• A. Review of net debt and working capital requirements 

• B. Investigation of assets and liabilities (including off-balance sheet) 

• C. Assessment of the reliability of management accounts 

• D. Analysis of the quality and sustainability of earnings 

 

Question 9 

Food & Beverage Group is considering acquiring Artisan Bakeries Ltd., a rapidly expanding chain. Artisan 
Bakeries does not have a fully developed internal audit function, and its management accounts, while 
prepared monthly, have not been subject to external review. Food & Beverage Group needs to assess the 
reliability of these management accounts to make informed decisions about the target's recent performance 
and future projections for the business. 

Which specific aspect of financial due diligence would be crucial for Food & Beverage Group to evaluate the 
trustworthiness of Artisan Bakeries Ltd.'s internal financial reporting? 

• A. Review of the reliability of management accounts 

• B. Assessment of the quality and sustainability of earnings 

• C. Investigation of off-balance sheet liabilities 

• D. Analysis of working capital requirements 

 

Question 10 

Logistics Solutions Ltd. is considering acquiring Fleet Management Services, a company with a large fleet of 
delivery vehicles. As part of the due diligence, Logistics Solutions wants to ensure that all vehicles listed as 
assets on Fleet Management Services' books actually exist, are in the stated condition, and are legally owned 
by the company, rather than being leased. This verification is crucial for confirming the true asset base of the 
business. 

Which specific due diligence procedure would be most effective in verifying the existence and ownership of 
Fleet Management Services' key assets? 
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• A. Verification of key assets and liabilities 

• B. In-depth discussions with the target's management 

• C. Detailed analytical review of financial statements 

• D. Review of internal board minutes and contracts 

 

Answer Key and Explanations 
1. Correct Answer: C. £2.2 million 

• Explanation: Normalised profit is calculated by adjusting reported profit for one-off items. The one-off 
gain of £500,000 should be subtracted, and the exceptional legal expense of £200,000 (which is non-
recurring) should be added back. Therefore, £2.5 million - £0.5 million + £0.2 million = £2.2 million. 

2. Correct Answer: A. To provide assurance about commercial, financial, and operational aspects and 
identify potential risks and liabilities. 

• Explanation: The purpose of due diligence is to provide the client with assurance about the 
commercial, financial, and operational aspects of the target entity and to identify potential risks, 
liabilities, and 'skeletons in the closet' that may not be apparent from the financial statements alone. 

3. Correct Answer: A. Detailed analytical review 

• Explanation: Detailed analytical review is an extensive investigative procedure used in due diligence 
to understand trends, fluctuations, and relationships within financial data, making it ideal for 
investigating the causes of fluctuating profit margins and assessing profitability sustainability. 

4. Correct Answer: C. Refuse to share the report, as it is a private report for the client's use only. 

• Explanation: A due diligence report is a private report for the client's use only and is not for general 
publication. Sharing it with third parties like a bank would violate the terms of the engagement unless 
explicitly agreed upon and potentially subject to additional liability considerations. 

5. Correct Answer: A. Professional scepticism and objectivity 

• Explanation: The practitioner must be scrupulously objective and exercise professional scepticism, 
especially when there is pressure from the client to complete the work quickly or to present a 
favourable view, to ensure the report accurately reflects the findings and potential risks. 

6. Correct Answer: D. Financial Due Diligence 

• Explanation: Financial Due Diligence specifically involves the analysis of the quality and 
sustainability of earnings, working capital requirements, and the reliability of management accounts, 
directly addressing concerns about a business's true profitability and financial health. 

7. Correct Answer: B. An Agreed-Upon Procedures (AUP) engagement 
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• Explanation: An Agreed-Upon Procedures (AUP) engagement is appropriate when the practitioner 
simply reports factual findings from specific procedures agreed upon with the client, rather than 
providing an opinion or overall assurance on the financial information or business. 

8. Correct Answer: B. Investigation of assets and liabilities (including off-balance sheet) 

• Explanation: Financial Due Diligence includes the analysis of assets and liabilities, specifically 
mentioning 'including off-balance sheet' items, which directly addresses the concern about hidden 
lease commitments and understated provisions. 

9. Correct Answer: A. Review of the reliability of management accounts 

• Explanation: Financial Due Diligence explicitly includes the analysis of the reliability of management 
accounts, which is crucial when assessing a target company's internal financial reporting, especially in 
the absence of external review. 

10. Correct Answer: A. Verification of key assets and liabilities 

• Explanation: One of the key investigative procedures in due diligence is the verification of key assets 
and liabilities, which directly involves confirming the existence, condition, and ownership of assets 
like the fleet of vehicles. 
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Employability and technology skills 
Instructions: Please answer the following questions to the best of your ability. The correct answer, along with a 
detailed explanation, is provided at the end of this document. 

 

Question 1 

Sarah, an experienced audit senior, is tasked with preparing a complex working paper for the impairment 
review of a client's significant assets. This paper requires her to integrate detailed financial models from a 
spreadsheet, extensive narrative explanations, and a summary conclusion into a single, cohesive document 
for partner review. The senior manager has emphasised the necessity of a clear, professional layout that is easy 
to follow and amend. 

Which skill is most pertinent for Sarah to ensure her working paper is well-structured, easily navigable, and 
professionally presented to meet the firm's quality and review standards? 

• A. Expertise in preparing digital auditor's reports for external stakeholders. 

• B. The ability to use AI and machine learning for risk identification. 

• C. Proficiency in data analytics to identify trends in large datasets. 

• D. Skill in navigating windows and computer screens to create and amend responses using appropriate 
tools. 

 

Question 2 

During an ACCA AAA exam, a candidate is attempting a question that requires them to draft a report to the 
audit committee. The candidate has several points to make, including calculations derived from a spreadsheet 
and extensive narrative explanations. They find themselves frequently switching between the word processor 
and spreadsheet functions within the exam's digital workspace, struggling to copy and paste information 
accurately, and format it clearly and professionally within the report. 

The candidate's difficulty primarily indicates a weakness in which essential skill for creating and amending 
responses to ensure professional presentation in the digital exam environment? 

• A. Expertise in preparing digital auditor's reports for external stakeholders. 

• B. The ability to apply AI and machine learning for risk identification. 

• C. Effective use of data analytics tools for population testing. 

• D. Proficiency in navigating windows and computer screens to create and amend responses. 

 

Question 3 
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A junior auditor is tasked with preparing a complex reconciliation of intercompany balances for a multinational 
client. The client provides data in various spreadsheet formats, and the auditor needs to consolidate, filter, and 
perform lookups across multiple tabs and even different files within the spreadsheet software. The auditor is 
struggling to efficiently use advanced functions like VLOOKUP, SUMIFS, or pivot tables, leading to manual 
errors, significant delays, and an inability to perform effective data analysis. 

This scenario highlights a deficiency in the auditor's ability to effectively work in a digital workspace by failing to 
utilise which specific aspect of available software functions? 

• A. The ability to navigate windows and computer screens for amending responses. 

• B. The application of AI for predictive analysis. 

• C. The use of computer technology for efficient data manipulation. 

• D. The skill of presenting data using charts and graphs. 

 

Question 4 

A large financial services client is concerned about potential fraudulent transactions within its vast customer 
database, which processes millions of transactions daily. The audit firm is considering implementing an 
advanced technological solution that can learn from historical transaction patterns and customer behaviour 
data to predict and flag transactions with a high probability of being fraudulent, even before they are fully 
processed or become significant. 

This application of technology, aimed at identifying potential future risks and anomalies through learning from 
past data, aligns most closely with which emerging technology in audit practice for risk analysis? 

• A. Digital reporting for auditor's communications. 

• B. AI and machine learning for risk identification and predictive analysis. 

• C. Data analytics for testing entire populations. 

• D. Audit software for managing the audit file. 

 

Question 5 

Sterling & Co., an audit firm, is auditing a large retail client with millions of daily transactions. The audit 
manager, Ms. Davies, is keen to move beyond traditional manual sampling to enhance audit efficiency and 
effectiveness. She proposes leveraging advanced technology to scrutinise the client's extensive sales data, 
aiming to identify patterns and anomalies that might indicate control weaknesses or misstatements. This shift 
requires the team to be adept at handling vast digital information. 

Which of the following skills is most critical for the audit team to efficiently access and manipulate this vast 
digital information for comprehensive data analysis? 

• A. The ability to prepare clear, concise audit reports using standard word processing software. 
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• B. Proficiency in using automated tools to analyse entire populations of data for anomalies or trends. 

• C. Expertise in presenting financial data using charts and graphs for stakeholder communication. 

• D. Skill in navigating digital workspaces to amend responses to exam requirements. 

 

Question 6 

A new audit engagement requires the team to review a vast array of client documentation, including contracts, 
purchase invoices, sales orders, and bank statements. All these documents are provided by the client in 
various digital formats, such as scanned PDFs, image files, and unformatted Excel spreadsheets. The audit 
junior is spending a significant amount of time manually extracting relevant data from these disparate sources 
and consolidating it into a usable format for audit testing. 

The junior auditor's inefficiency in this task points to a gap in their ability to effectively use computer 
technology for which primary purpose in a modern audit environment, crucial for efficient data analysis? 

• A. Efficiently accessing and manipulating relevant information from various digital sources. 

• B. Navigating audit software to manage the audit file. 

• C. Presenting data using tables and charts for clarity. 

• D. Preparing professional digital reports for external users. 

 

Question 7 

An audit team is conducting tests of controls on a client's purchase cycle. They are using the firm's integrated 
audit software to document the walkthroughs, record observations of control effectiveness, and link these 
findings to specific control objectives and identified risks. The audit manager needs to quickly review the 
progress of testing, identify any outstanding issues, and assess the overall control environment documented by 
the team. 

The audit software's capability to streamline the documentation of tests and enable the manager to efficiently 
oversee the audit progress directly relates to its function in which key aspect of audit practice, facilitating 
effective management of the audit process? 

• A. Preparing digital auditor's reports. 

• B. Presenting data using charts and graphs. 

• C. Performing predictive analysis using AI. 

• D. Performing testing and facilitating review. 

 

Question 8 
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An audit senior is preparing a section of the audit report that discusses the client's going concern assessment. 
This section needs to clearly illustrate the client's liquidity ratios (e.g., current ratio, quick ratio) over the past 
five years and project them for the next two, alongside a narrative explanation. The senior wants to make the 
trend visually impactful and easy for the audit committee to grasp quickly. 

To effectively present this financial data and its trends in a clear and impactful manner for reporting, which 
specific tool would be most suitable for the audit senior to employ to enhance visual clarity? 

• A. Detailed narrative descriptions within a word processor. 

• B. Charts and graphs to illustrate trends. 

• C. Audit software's review note functionality. 

• D. Complex pivot tables within a spreadsheet. 

 

Question 9 

The audit engagement for a large construction company is nearing completion. The audit manager needs to 
ensure all working papers are properly cross-referenced, review points addressed, and the audit trail is 
complete and easily accessible before the partner signs off. The firm uses a comprehensive audit software 
system that stores all engagement documentation. 

Which aspect of the audit software's functionality is most directly relevant to the manager's responsibility to 
effectively manage the audit file and facilitate the review process efficiently? 

• A. Its function in preparing digital auditor's reports. 

• B. Its use in performing testing and facilitating review. 

• C. Its capability to generate predictive financial models. 

• D. Its ability to create charts and graphs for data presentation. 

 

Question 10 

During the final review stage of an audit, the engagement partner requests a concise summary of key audit 
findings related to revenue recognition. The partner specifically asks for a visual representation that highlights 
trends in unusual sales returns over the past three years, to be included in the audit committee report. The goal 
is to make the information immediately understandable and impactful for non-financial stakeholders. 

To effectively communicate these findings and enhance the clarity of the audit committee reporting, which 
specific tool would be most appropriate for the audit team to utilise for data presentation? 

• A. Data analytics software to process the entire population of sales data. 

• B. Charts and graphs to visually represent trends and patterns. 

• C. Advanced word processing functions for detailed narrative descriptions. 
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• D. Audit software for managing the audit file and review points. 

 

Answer Key and Explanations 
1. Correct Answer: D. Skill in navigating windows and computer screens to create and amend responses 
using appropriate tools. 

• Explanation: The scenario highlights the need to integrate various components (spreadsheets, 
narrative) into a single document, requiring navigation and amendment skills to ensure a clear, 
professional, and well-presented working paper. This directly relates to the skill of navigating screens 
and using appropriate tools like word processors and spreadsheets. 

2. Correct Answer: D. Proficiency in navigating windows and computer screens to create and amend 
responses. 

• Explanation: The scenario describes difficulties in switching between applications, copying/pasting, 
and formatting within the digital workspace to create a professional report. This directly relates to the 
skill of navigating windows and computer screens to create and amend responses using appropriate 
tools. 

3. Correct Answer: C. The use of computer technology for efficient data manipulation. 

• Explanation: The auditor's struggle with consolidating, filtering, and performing lookups using 
advanced spreadsheet functions indicates a deficiency in efficiently manipulating relevant 
information from various digital sources, which is a core aspect of using computer technology 
effectively in a digital workspace for data analysis. 

4. Correct Answer: B. AI and machine learning for risk identification and predictive analysis. 

• Explanation: The scenario describes a solution that 'learns from historical data patterns to predict and 
flag transactions with a high probability of being fraudulent'. This capability for predictive analysis and 
risk identification through learning is a defining characteristic of AI and machine learning in audit 
practice. 

5. Correct Answer: B. Proficiency in using automated tools to analyse entire populations of data for 
anomalies or trends. 

• Explanation: The scenario describes the need to scrutinise extensive sales data to identify patterns 
and anomalies, moving beyond manual sampling. This directly aligns with using computer technology 
for data analytics, specifically using automated tools to analyse entire populations of data for 
anomalies or trends. 

6. Correct Answer: A. Efficiently accessing and manipulating relevant information from various digital 
sources. 

• Explanation: The junior auditor's struggle with manually extracting and consolidating data from various 
digital formats highlights a lack of skill in efficiently accessing and manipulating relevant 
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information, a fundamental aspect of using computer technology in modern auditing for data analysis 
and testing. 

7. Correct Answer: D. Performing testing and facilitating review. 

• Explanation: The audit software's role in documenting tests, recording observations, and enabling the 
manager to review progress directly aligns with its function to manage the audit file, perform testing, 
and facilitate review, thereby supporting the effective management of the audit process. 

8. Correct Answer: B. Charts and graphs to illustrate trends. 

• Explanation: The need to 'clearly illustrate' trends in liquidity ratios and make them 'visually impactful' 
for the audit committee directly points to the use of charts and graphs, which are effective tools for 
presenting data and information clearly in reports. 

9. Correct Answer: B. Its use in performing testing and facilitating review. 

• Explanation: The audit software's role in ensuring working papers are cross-referenced, review points 
addressed, and the audit trail complete, directly relates to its function in managing the audit 
file, performing testing, and facilitating the review process. 

10. Correct Answer: B. Charts and graphs to visually represent trends and patterns. 

• Explanation: The request for a 'visual representation that highlights trends' to enhance clarity and 
impact for reporting directly points to the use of charts and graphs, which are appropriate tools for 
effective presentation of data and information. 
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Evidence 
Instructions: Please answer the following questions to the best of your ability. The correct answer, along with a 
detailed explanation, is provided at the end of this document. 

 

Question 1 

An auditor for Small Business Solutions Ltd is auditing the cash balance. The client has provided bank 
statements for all accounts. The auditor has also performed bank reconciliations and obtained direct 
confirmations from all banks. The cash balance is material. 

In this scenario, which statement best describes the nature of the audit evidence obtained for the cash 
balance? 

• A. The evidence is sufficient due to the quantity of procedures performed. 

• B. The evidence is appropriate due to its high quality from independent sources. 

• C. The evidence is primarily focused on risk assessment procedures. 

• D. The evidence is both sufficient and appropriate, as high-quality evidence may require less quantity. 

 

Question 2 

Fashion Forward Retailers Ltd conducts its annual physical inventory count on 31 December, its financial 
year-end. The auditor attended the count and observed the procedures. However, during subsequent review, 
the auditor noted several goods received notes (GRNs) dated 2 January but included in the year-end inventory 
count, and sales invoices dated 30 December for goods shipped on 2 January. 

Which specific audit procedure is most directly impacted by these observations, and what assertion is 
primarily at risk for the inventory balance? 

• A. Rights and obligations testing, impacting the ownership assertion. 

• B. Attendance at physical inventory counts, impacting the existence assertion. 

• C. Valuation testing, impacting the accuracy assertion. 

• D. Cutoff testing, impacting the completeness and occurrence assertions. 

 

Question 3 

Chemical Processing Ltd is facing a significant lawsuit from a former employee claiming damages for health 
issues allegedly caused by workplace conditions. Management has stated that their legal counsel believes the 
company has a strong defence and that the likelihood of an outflow of economic benefits is remote. However, 
the auditor has reviewed recent legal correspondence which indicates a more uncertain outcome and 
potential for a substantial settlement. 
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What specific audit procedure for provisions and contingencies should the auditor prioritise given this 
discrepancy? 

• A. Testing the mathematical accuracy of management's provision calculation. 

• B. Reviewing legal correspondence and assessing the likelihood and potential financial impact. 

• C. Confirming the existence of the former employee. 

• D. Inquiring of management about the business rationale for the lawsuit. 

 

Question 4 

Artisan Crafts plc owns a collection of antique furniture, which is a significant non-current asset. Management 
engaged a local antique dealer to value the collection for financial reporting purposes. The auditor, having no 
expertise in antique valuation, decided to use the dealer's valuation as audit evidence. The auditor confirmed 
the dealer's professional qualifications but did not review the specific valuation methodology or the 
assumptions used by the dealer. 

Which critical aspect of using an auditor's expert's work has the auditor most likely overlooked? 

• A. Evaluating the expert's professional competence. 

• B. Evaluating the appropriateness of the expert's work. 

• C. Reperforming a sample of the expert's valuation. 

• D. Evaluating the expert's objectivity. 

 

Question 5 

Precision Engineering Ltd, a manufacturing client, has a significant inventory balance. The auditor attended 
the physical inventory count and observed the company's procedures. However, due to the highly technical 
nature of some components, the auditor is concerned about the accuracy of management's valuation of these 
items. The auditor decides to engage an independent expert to review the valuation methodology and perform 
test counts on a sample of high-value, complex components. 

In this scenario, the auditor's decision to engage an independent expert primarily addresses which aspect of 
audit evidence? 

• A. The effectiveness of internal controls over inventory valuation. 

• B. The appropriateness of audit evidence, by enhancing its reliability and relevance. 

• C. The risk assessment procedures related to the inventory account balance. 

• D. The sufficiency of audit evidence, by increasing the quantity of procedures performed. 
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Question 6 

During the audit of Green Gardens Ltd, a landscaping company, the auditor inquired about a significant 
provision for potential warranty claims on a large project completed last year. Management verbally assured 
the auditor that based on their experience, the likelihood of claims is very low, and the provision is adequate. 
However, the auditor has not yet reviewed any legal correspondence or detailed historical claims data. 

Considering the reliability of audit evidence, what is the most significant concern regarding management's 
verbal assurance about the provision? 

• A. Oral evidence is generally less reliable than documentary evidence. 

• B. The evidence was not obtained directly by the auditor. 

• C. The source of the evidence (management) is not independent. 

• D. The quantity of evidence obtained is insufficient for the provision balance. 

 

Question 7 

Software Solutions Co. develops and sells bespoke software licenses. The company recently adopted IFRS 15 
and recognises revenue over time for certain long-term contracts based on the percentage of completion. The 
auditor observes that for a new contract, revenue has been recognised based on an internal project manager's 
estimate of completion, without sufficient independent verification of work performed or costs incurred. 

Which aspect of revenue auditing is most critically challenged by this scenario, particularly concerning the 
occurrence assertion? 

• A. Verifying the completeness of recorded revenue transactions. 

• B. Assessing the valuation of deferred revenue liabilities. 

• C. Testing against the five-step model from IFRS 15, focusing on the occurrence assertion. 

• D. Testing against the five-step model from IFRS 15, focusing on cutoff. 

 

Question 8 

Global Conglomerate plc has a well-established internal audit function. The external auditor plans to use the 
internal auditors' work on testing controls over the purchase ledger. The external auditor has reviewed the 
internal audit reports and found their methodology to be sound. However, the internal audit manager reports 
directly to the Group Financial Director, and a significant portion of the internal audit team's remuneration is 
tied to the company's annual profit targets. 

Which aspect of the internal audit function would be the most significant concern for the external auditor when 
considering using their work? 

• A. The competence of the internal audit staff. 
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• B. The extent of reperforming internal audit procedures. 

• C. The systematic approach used by the internal audit function. 

• D. The objectivity of the internal audit function. 

 

Question 9 

Renewable Energy Solutions Ltd has a significant accounting estimate for the useful life of its specialised 
power generation equipment, which impacts the annual depreciation charge. Management has provided the 
auditor with a detailed calculation based on internal engineering reports. However, the auditor notes that the 
reports use assumptions about future technological advancements and energy prices that seem overly 
optimistic compared to external industry forecasts. 

When evaluating this accounting estimate, which specific area should the auditor focus on? 

• A. The competence and objectivity of the internal engineers who prepared the reports. 

• B. The data and assumptions used by management in making the estimate. 

• C. The mathematical accuracy of management's calculation. 

• D. The consistency of the estimate with prior periods' estimates. 

 

Question 10 

E-Commerce Giants plc uses advanced data analytics tools to identify unusual patterns in sales returns. The 
auditor has been provided with a report from these tools highlighting a cluster of high-value returns from a 
specific region. Management attributes this to a temporary logistical issue. The auditor is considering relying 
on this data analytics output to reduce substantive testing on sales returns. 

What critical aspect of using data analytics must the auditor carefully consider before reducing substantive 
testing? 

• A. The independence of the data analytics software vendor. 

• B. The cost-effectiveness of using data analytics compared to traditional sampling. 

• C. The auditor's role in evaluating and interpreting the results of these tools, understanding their 
capabilities and limitations. 

• D. The ability of the data analytics tools to test an entire population. 
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Answer Key and Explanations 
1. Correct Answer: D. The evidence is both sufficient and appropriate, as high-quality evidence may require 
less quantity. 

• Explanation: Sufficiency is influenced by the quality of evidence (higher quality evidence may require 
less quantity) and appropriateness is measured by quality, relevance, and reliability. Bank 
confirmations are direct and from independent sources, making them high quality, contributing to both 
sufficiency and appropriateness. 

2. Correct Answer: D. Cutoff testing, impacting the completeness and occurrence assertions. 

• Explanation: The scenario describes items included in inventory that were received after year-end and 
sales recorded before year-end for goods shipped after year-end. This is a classic cutoff issue, 
impacting completeness (goods received after year-end but counted) and occurrence (sales recorded 
but goods not yet shipped). 

3. Correct Answer: B. Reviewing legal correspondence and assessing the likelihood and potential financial 
impact. 

• Explanation: For provisions and contingencies, auditors should review legal correspondence, inquire 
of management, and assess the likelihood and potential financial impact. The scenario presents a 
direct conflict between management's assessment and legal correspondence, making this the priority. 

4. Correct Answer: B. Evaluating the appropriateness of the expert's work. 

• Explanation: The auditor must evaluate the appropriateness of an expert's work when using it as audit 
evidence. While competence was checked, not reviewing the valuation methodology or assumptions 
means the auditor has not assessed whether the expert's work itself is appropriate as audit evidence. 

5. Correct Answer: B. The appropriateness of audit evidence, by enhancing its reliability and relevance. 

• Explanation: Engaging an independent expert is aimed at improving the quality of evidence regarding 
the valuation of complex inventory items. This directly relates to the appropriateness of evidence, 
which is a measure of its quality, relevance, and reliability. 

6. Correct Answer: A. Oral evidence is generally less reliable than documentary evidence. 

• Explanation: Evidence is more reliable when it is in documentary form. Oral evidence, such as 
management's verbal assurance, is inherently less reliable than written documentation or external 
confirmations. 

7. Correct Answer: C. Testing against the five-step model from IFRS 15, focusing on the occurrence 
assertion. 

• Explanation: The scenario describes revenue being recognised based on an internal estimate without 
sufficient verification, raising questions about whether the revenue actually occurred in the period. 
Testing against IFRS 15's five-step model, focusing on the occurrence assertion, is a key procedure. 
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8. Correct Answer: D. The objectivity of the internal audit function. 

• Explanation: The external auditor must evaluate the objectivity of the internal audit function. 
Reporting directly to the Group Financial Director and having remuneration tied to profit targets directly 
compromises the internal auditors' objectivity. 

9. Correct Answer: B. The data and assumptions used by management in making the estimate. 

• Explanation: Evaluating accounting estimates involves evaluating how management made the 
estimate, the data and assumptions used, and testing the calculation. The scenario specifically 
highlights concerns about assumptions that seem overly optimistic. 

10. Correct Answer: C. The auditor's role in evaluating and interpreting the results of these tools, 
understanding their capabilities and limitations. 

• Explanation: The auditor must evaluate and interpret the results of data analytics tools, 
understanding their capabilities and limitations. Simply receiving a report is not enough; the auditor 
must critically assess the output, especially when considering reducing other audit procedures. 
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Financial reporting revision 
Instructions: Please answer the following questions to the best of your ability. The correct answer, along with a 
detailed explanation, is provided at the end of this document. 

 

Question 1 

Global Exports plc, a UK company, has a wholly-owned subsidiary in the Eurozone, EuroTrade S.A. EuroTrade's 
functional currency is the Euro (EUR). For consolidation purposes, management has translated EuroTrade's 
assets and liabilities at the year-end exchange rate, and its income and expenses at the average exchange rate 
for the year. However, the audit team notes that EuroTrade made a significant acquisition of property, plant, 
and equipment (PPE) in March, and management used the average rate for the entire year to translate this 
specific transaction. 

What is the most appropriate audit finding regarding the translation of EuroTrade's financial statements for 
consolidation under IFRS 10? 

• A. All income and expenses, including the depreciation of the newly acquired PPE, should be translated 
at the year-end exchange rate. 

• B. The significant acquisition of PPE in March should have been translated at the exchange rate 
prevailing on the date of the transaction, not the average rate. 

• C. The functional currency of EuroTrade S.A. should be changed to GBP (£) to simplify the consolidation 
process. 

• D. Management's approach to translating assets, liabilities, income, and expenses is entirely 
consistent with IFRS 10. 

 

Question 2 

After acquiring a struggling competitor, MarketShare Ltd, for £50 million, Synergy Group plc recognised 
goodwill of £15 million. One year later, MarketShare's performance has deteriorated significantly due to 
unexpected market shifts and loss of key customers. Management has performed an impairment test, 
concluding that no impairment is necessary because the recoverable amount of MarketShare's cash-
generating unit (CGU) is still above its carrying amount, including goodwill, by a narrow margin. The audit team 
is reviewing the assumptions used in the recoverable amount calculation. 

Which of the following audit procedures would be most crucial in challenging management's conclusion on 
goodwill impairment? 

• A. Insisting that management write off the entire goodwill balance due to the deterioration in 
performance. 

• B. Confirming the mathematical accuracy of management's recoverable amount calculation. 
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• C. Comparing management's projected cash flows for MarketShare with external market forecasts and 
historical performance. 

• D. Verifying that the goodwill was correctly calculated at the time of the business combination. 

 

Question 3 

TransportFleet Ltd, a UK logistics company, leases a fleet of lorries. The lease agreements do not explicitly 
state an interest rate implicit in the lease. Management has used the company's incremental borrowing rate of 
6% to discount the lease payments. However, the audit team notes that TransportFleet recently secured a loan 
for similar assets from a different bank at a rate of 4.5%. 

What is the most appropriate audit action regarding the discount rate used for the lease liabilities under IFRS 
16? 

• A. Require management to obtain an independent valuation of the implicit interest rate in the lease. 

• B. Accept management's 6% rate, as it is the company's general incremental borrowing rate. 

• C. Insist that management use the 4.5% rate, as it is more reflective of the rate for similar assets. 

• D. Assess whether the 6% rate is reasonable by comparing it to prevailing market rates for similar 
financing, considering the 4.5% as a strong indicator. 

 

Question 4 

EcoClean Ltd, a UK chemical manufacturer, is facing a class-action lawsuit from local residents alleging 
environmental damage caused by its historical operations. Legal advisors indicate that it is probable (more 
than 50% chance) that EcoClean will be found liable, and the estimated damages could range from £5 million 
to £15 million, with £10 million being the most likely outcome. Management is reluctant to recognise a 
provision, arguing the exact amount is too uncertain. 

Based on IAS 37, what is the most appropriate audit conclusion regarding the recognition of a provision in 
EcoClean's financial statements? 

• A. A provision of £10 million should be recognised, as a present obligation exists, and a reliable 
estimate can be made. 

• B. No provision or disclosure is required until the court judgment is finalised, as the amount is not fixed. 

• C. A provision of £5 million should be recognised, representing the minimum possible outflow, with 
disclosure of the higher range. 

• D. A contingent liability should be disclosed, but no provision recognised, due to the range of possible 
outcomes. 
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Question 5 

InvestCo plc, a UK investment firm, holds a portfolio of listed equity instruments. Management's stated 
business model is to sell these instruments frequently to realise short-term gains. However, for a specific block 
of shares in a promising tech startup, management has designated them as Fair Value Through Other 
Comprehensive Income (FVOCI) to avoid volatility in profit or loss, despite the intention to sell within 18 
months. 

Which of the following is the most significant audit concern regarding the classification of these financial 
assets under IFRS 9? 

• A. The shares should be classified as Amortised Cost because they are equity instruments. 

• B. The intention to sell within 18 months automatically qualifies them for FVOCI treatment. 

• C. The designation as FVOCI is acceptable as long as the shares are listed and their fair value can be 
reliably measured. 

• D. The classification as FVOCI contradicts management's stated business model of holding to sell, 
suggesting they should be Fair Value Through Profit or Loss (FVTPL). 

 

Question 6 

PropertyHoldings plc, a UK real estate firm, owns a portfolio of commercial properties. Management values 
these properties at fair value using recent transaction prices for similar properties in comparable locations, 
adjusted for specific differences in size, condition, and lease terms. These adjustments require significant 
judgement. 

In evaluating the fair value measurement of these properties under IFRS 13, which of the following audit 
procedures is most crucial for the auditor? 

• A. Challenging the reasonableness of management's adjustments to observable transaction prices for 
specific property differences. 

• B. Obtaining an independent valuation for every single property in the portfolio to ensure accuracy. 

• C. Confirming that all properties are classified as Level 1 in the fair value hierarchy due to the 
availability of transaction prices. 

• D. Verifying that the properties are held for sale in the ordinary course of business, thus qualifying for 
fair value measurement. 

 

Question 7 

Horizon Group plc, a UK conglomerate, has a subsidiary, Horizon Logistics Ltd, which provides transport 
services exclusively to other entities within the group. During the year, Horizon Logistics invoiced Horizon 
Manufacturing Ltd for £2 million in services. At the year-end, Horizon Manufacturing still owed Horizon 
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Logistics £500,000 for these services. Management has correctly eliminated the £2 million revenue and cost of 
sales in the consolidated financial statements, but the audit team notes that the intercompany balance of 
£500,000 remains in the consolidated balance sheet. 

What is the most appropriate audit adjustment required for the consolidated financial statements? 

• A. No adjustment is required as the revenue and cost of sales have already been eliminated. 

• B. Debit Revenue £500,000 and Credit Cost of Sales £500,000. 

• C. Debit Trade Payables £500,000 and Credit Trade Receivables £500,000. 

• D. Debit Trade Receivables £500,000 and Credit Trade Payables £500,000. 

 

Question 8 

Digital Solutions Ltd, a UK software company, sells a perpetual software license to a customer for £100,000. 
The contract also includes a one-year free technical support service and a commitment to provide future 
software updates for an additional fee. Management has recognised the entire £100,000 as revenue upon 
delivery of the license, arguing that the software is the primary component of the transaction. 

Under IFRS 15, what is the most appropriate audit finding regarding Digital Solutions' revenue recognition? 

• A. The contract should be treated as a lease under IFRS 16 due to the ongoing service component. 

• B. The entire £100,000 should be recognised as revenue upon delivery, as the software license is the 
core product. 

• C. The future software updates, being for an additional fee, do not constitute a performance obligation 
at contract inception. 

• D. The technical support service is a distinct performance obligation, and a portion of the £100,000 
transaction price should be allocated to it and recognised over time. 

 

Question 9 

PharmaInnovate Ltd, a UK pharmaceutical company, capitalises significant development costs for new drug 
compounds. Management's policy involves estimating the future economic benefits and the period over which 
these benefits will be realised, which are highly sensitive to changes in market penetration rates and regulatory 
approval timelines. The audit team observes that these estimates are inherently uncertain and require 
significant judgement. 

In evaluating these accounting estimates and judgements, what is the auditor's primary responsibility? 

• A. To confirm that the capitalised development costs will definitely lead to future economic benefits. 

• B. To evaluate the reasonableness of management's judgements and the models and data used, often 
involving the work of a specialist. 
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• C. To ensure that management's estimates are precisely accurate at the balance sheet date. 

• D. To replace management's estimates with the auditor's own, more conservative estimates. 

 

Question 10 

BioTech Innovations Ltd, a UK research company, has a pending patent infringement lawsuit against a 
competitor. Legal advice indicates that it is highly probable (90% chance) that BioTech Innovations will win the 
case and receive damages estimated at £2 million. Management has recognised a contingent asset of £2 
million in the financial statements. 

Based on IAS 37, what is the most appropriate audit conclusion regarding the recognition of this contingent 
asset? 

• A. The contingent asset should be recognised as a revenue item, not an asset, due to its nature as 
damages. 

• B. The amount should be discounted to its present value before recognition, given the uncertainty of 
timing. 

• C. The recognition of a contingent asset is appropriate given the high probability of inflow of economic 
benefits. 

• D. A contingent asset should not be recognised in the financial statements, but a disclosure of the 
contingent asset is required. 

 

Answer Key and Explanations 
1. Correct Answer: B. The significant acquisition of PPE in March should have been translated at the 
exchange rate prevailing on the date of the transaction, not the average rate. 

• Explanation: For foreign operations, income and expenses are translated at exchange rates at the 
dates of the transactions or at an average rate. However, for significant transactions like the 
acquisition of PPE, it is generally more appropriate to use the exchange rate at the date of the 
transaction rather than a period average. 

2. Correct Answer: C. Comparing management's projected cash flows for MarketShare with external 
market forecasts and historical performance. 

• Explanation: The recoverable amount calculation relies heavily on management's assumptions, 
particularly future cash flows. Given the deterioration in performance, the auditor must critically 
evaluate the reasonableness of these assumptions by comparing them to external market data and 
historical performance to challenge management's conclusion. 

3. Correct Answer: D. Assess whether the 6% rate is reasonable by comparing it to prevailing market rates 
for similar financing, considering the 4.5% as a strong indicator. 
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• Explanation: When the implicit rate cannot be determined, the lessee should use its incremental 
borrowing rate. The 4.5% rate for similar assets is a strong indicator that the 6% rate might not be 
appropriate. The auditor must assess the reasonableness of the discount rate used. 

4. Correct Answer: A. A provision of £10 million should be recognised, as a present obligation exists, and a 
reliable estimate can be made. 

• Explanation: Under IAS 37, a provision is recognised when a present obligation exists, it is probable an 
outflow will occur, and a reliable estimate can be made. The legal advice indicates probability and a 
reliable estimate (£10 million most likely), so a provision should be recognised. 

5. Correct Answer: D. The classification as FVOCI contradicts management's stated business model of 
holding to sell, suggesting they should be Fair Value Through Profit or Loss (FVTPL). 

• Explanation: Under IFRS 9, classification depends on the entity's business model. If the business 
model is to sell frequently to realise short-term gains, equity instruments should typically be classified 
as FVTPL, not FVOCI, making this the primary audit concern. 

6. Correct Answer: A. Challenging the reasonableness of management's adjustments to observable 
transaction prices for specific property differences. 

• Explanation: The scenario describes Level 2 fair value inputs. While transaction prices for similar 
properties are observable, adjustments for specific differences require significant judgement. The 
auditor's role is to challenge the reasonableness of these subjective adjustments. 

7. Correct Answer: C. Debit Trade Payables £500,000 and Credit Trade Receivables £500,000. 

• Explanation: In consolidation, all intragroup transactions and balances must be eliminated. The 
outstanding intercompany balance of £500,000 must be eliminated by debiting the payable and 
crediting the receivable to present a true and fair view of the group's financial position. 

8. Correct Answer: D. The technical support service is a distinct performance obligation, and a portion of 
the £100,000 transaction price should be allocated to it and recognised over time. 

• Explanation: Under IFRS 15's 5-step model, the free technical support service is a distinct 
performance obligation providing a service over time. A portion of the transaction price must be 
allocated to it and recognised over the one-year service period. 

9. Correct Answer: B. To evaluate the reasonableness of management's judgements and the models and 
data used, often involving the work of a specialist. 

• Explanation: For accounting estimates and judgements, the auditor must evaluate the reasonableness 
of management's judgements and the models and data used. Given the complexity, involving 
a specialist to assess underlying assumptions and data is critical. 

10. Correct Answer: D. A contingent asset should not be recognised in the financial statements, but a 
disclosure of the contingent asset is required. 
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• Explanation: Under IAS 37, contingent assets are not recognised in financial statements to avoid 
recognising income that may never be realised. When an inflow is probable, disclosure is required, but 
recognition is prohibited. 
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Forensic audits 
Instructions: Please answer the following questions to the best of your ability. The correct answer, along with a 
detailed explanation, is provided at the end of this document. 

 

Question 1 

CityBikes plc, a publicly listed company, is undergoing its annual statutory audit. Simultaneously, the board 
has commissioned a separate forensic audit to investigate a whistleblower's claim of significant inventory theft 
over the past two years. The statutory auditor is primarily focused on expressing an opinion on the financial 
statements, while the forensic auditor is gathering evidence for potential legal action. 

What is the fundamental difference in the primary objective between the statutory audit and the forensic audit 
in this scenario? 

• A. The statutory audit provides limited assurance, while the forensic audit provides reasonable 
assurance. 

• B. The statutory audit uses data analytics, while the forensic audit relies solely on interviews. 

• C. The statutory audit provides an opinion on financial statements, whereas the forensic audit gathers 
evidence for legal proceedings. 

• D. The statutory audit aims to detect all instances of fraud, while the forensic audit focuses on internal 
control weaknesses. 

 

Question 2 

A forensic auditor for PharmaResearch plc has seized several hard drives and physical documents from an 
employee suspected of industrial espionage. To ensure this evidence is admissible in a potential court case, 
the auditor meticulously logs every item, records who handled it, when, and where it was stored, and ensures 
secure transportation. 

What crucial aspect of evidence handling is the auditor meticulously documenting to ensure its admissibility in 
court? 

• A. The chain of custody for evidence. 

• B. The appropriateness of the evidence. 

• C. The reliability of the evidence. 

• D. The sufficiency of the evidence. 

 

Question 3 
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During a forensic audit for PropertyDevelopments UK concerning alleged fraudulent land acquisitions, the 
auditor uncovers several unsigned agreements and email exchanges that strongly suggest collusion. However, 
some of these emails are from personal accounts and the chain of custody for the physical documents is not 
perfectly documented. 

What critical challenge might these pieces of evidence face if used in legal proceedings, according to the 
principles of forensic auditing? 

• A. They might be considered insufficient due to their informal nature. 

• B. They might not meet the higher standard of proof required for legal purposes. 

• C. They are unreliable as they were not generated by the company's accounting system. 

• D. They are inappropriate because they are not directly financial statements. 

 

Question 4 

A forensic accounting firm, InvestigatePro LLP, is approached by FamilyTrust Holdings, a private equity firm, 
to investigate potential embezzlement by a director. It is later discovered that a senior partner at InvestigatePro 
LLP holds a significant personal investment in a subsidiary of FamilyTrust Holdings, which is not directly 
involved in the alleged embezzlement but could be indirectly affected by the outcome. 

Which ethical consideration is most critically challenged by this situation, requiring extreme care from 
InvestigatePro LLP? 

• A. Confidentiality, as the partner might inadvertently disclose information. 

• B. Objectivity and conflicts of interest, due to the partner's personal investment. 

• C. Professional behaviour, as the firm might not adhere to legal standards. 

• D. Professional competence, as the firm might lack the skills for this specific case. 

 

Question 5 

A UK-based construction firm, BuildFast Ltd, suspects a former project manager of colluding with a supplier to 
inflate invoices, leading to significant financial losses over the past three years. The board wants to understand 
the full extent of the loss and gather irrefutable evidence to pursue legal action against the individual and 
recover funds. They approach a forensic accounting firm. 

What is the primary purpose of the forensic audit engagement BuildFast Ltd is seeking? 

• A. To quantify the financial loss and gather evidence for potential legal proceedings. 

• B. To provide limited assurance on the historical financial information related to supplier payments. 

• C. To assess the internal controls over procurement for future improvements. 

• D. To provide an opinion on the fairness of BuildFast Ltd's financial statements. 
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Question 6 

MediCare Supplies plc engages a forensic auditor to investigate suspicious inventory discrepancies. The 
warehouse manager, a long-serving employee with an impeccable record, provides plausible explanations for 
several anomalies, supported by seemingly legitimate internal documentation. The forensic auditor notes 
these explanations but continues to probe deeper, requesting external confirmations and cross-referencing 
data with shipping records and customer orders. 

What characteristic of the forensic auditor's approach is best exemplified by their continued deep probing 
despite plausible explanations? 

• A. An over-reliance on external evidence, disregarding internal controls. 

• B. Strict compliance with the firm's quality control standards. 

• C. Adherence to the principle of professional competence. 

• D. A heightened level of professional scepticism, akin to a bloodhound mentality. 

 

Question 7 

UtilityWorks plc suspects a long-running scheme involving payments to non-existent suppliers. A forensic 
auditor uses specialised software to analyse millions of transaction records, looking for patterns such as 
multiple payments to the same bank account under different supplier names, or payments to suppliers with 
addresses matching employee residences. 

What specific forensic procedure is the auditor primarily utilising to uncover these potential fraudulent 
activities? 

• A. Tracing assets to their ultimate beneficiaries. 

• B. Using software to identify patterns, trends, and outliers. 

• C. Manual review of individual invoices. 

• D. Interviews with procurement staff. 

 

Question 8 

Following a forensic audit that uncovered significant fraud at Heritage Homes Ltd, the company decides to 
pursue legal action. The forensic auditor who conducted the investigation is subsequently called upon to 
testify in court, explaining the methodology used, presenting the findings, and defending the conclusions 
under cross-examination by the opposing counsel. 

What specific role is the forensic auditor fulfilling in this legal proceeding? 

• A. An independent financial statement auditor. 
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• B. A legal counsel for Heritage Homes Ltd. 

• C. An expert witness, presenting and defending their findings. 

• D. A mediator, facilitating a settlement between parties. 

 

Question 9 

Following a successful cyber-attack on FinTech Innovations Ltd, a significant sum of £500,000 was transferred 
out of the company's main operating account to several unknown offshore accounts. A forensic auditor is 
tasked with identifying where these funds ultimately went, potentially across multiple jurisdictions and through 
various intermediary accounts. 

What specific forensic procedure is the auditor primarily undertaking in this situation? 

• A. Performing background checks on the company's IT security team. 

• B. Following the money trail to identify the destination of misappropriated funds. 

• C. Reviewing the company's financial statements for unusual transactions. 

• D. Conducting interviews with the bank's fraud department. 

 

Question 10 

CharityAid UK is investigating a potential conflict of interest involving a newly appointed trustee who has 
significant influence over investment decisions. The board requests a forensic review to ascertain if the trustee 
has any undisclosed affiliations or past business dealings that could compromise their impartiality. 

What specific forensic procedure would be most relevant for the auditor to perform to address the board's 
concerns about the trustee's impartiality? 

• A. Investigating the history of key individuals. 

• B. Reviewing the charity's investment portfolio for unusual returns. 

• C. Analysing the charity's financial accounts for anomalies. 

• D. Conducting structured interviews with other trustees. 

 

Answer Key and Explanations 
1. Correct Answer: C. The statutory audit provides an opinion on financial statements, whereas the 
forensic audit gathers evidence for legal proceedings. 

• Explanation: The fundamental difference lies in their primary objectives. A statutory audit provides an 
opinion on the fairness of financial statements, while a forensic audit's purpose is to gather evidence to 
prove or disprove a specific allegation for legal proceedings. 
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2. Correct Answer: A. The chain of custody for evidence. 

• Explanation: The chain of custody for evidence must be meticulously documented in a forensic audit 
to ensure it is admissible in court. This involves tracking every person who handled the evidence, when, 
and where, to maintain its integrity and prove its authenticity. 

3. Correct Answer: B. They might not meet the higher standard of proof required for legal purposes. 

• Explanation: Evidence in a forensic audit must meet a higher standard of proof for legal purposes. 
Issues with unsigned documents, personal accounts, and an imperfect chain of custody can 
compromise the admissibility and weight of evidence in court. 

4. Correct Answer: B. Objectivity and conflicts of interest, due to the partner's personal investment. 

• Explanation: Extreme care is needed regarding ethical considerations such as confidentiality, conflicts 
of interest, and objectivity. A personal investment in a client's related entity creates a direct conflict of 
interest and compromises the auditor's objectivity. 

5. Correct Answer: A. To quantify the financial loss and gather evidence for potential legal proceedings. 

• Explanation: The purpose of a forensic audit is to quantify a financial loss, investigate allegations of 
fraud or misconduct, resolve disputes, or provide expert witness testimony in court, not to provide an 
opinion on overall financial statements. 

6. Correct Answer: D. A heightened level of professional scepticism, akin to a bloodhound mentality. 

• Explanation: Forensic audits require a heightened level of professional scepticism, moving from a 
watchdog to a bloodhound mentality. This means auditors must continuously question and critically 
assess evidence, even when initial explanations seem plausible. 

7. Correct Answer: B. Using software to identify patterns, trends, and outliers. 

• Explanation: Data analytics is a specific forensic procedure that involves using software to identify 
patterns, trends, and outliers in large datasets, crucial for detecting anomalies like duplicate payments 
or payments to fake suppliers. 

8. Correct Answer: C. An expert witness, presenting and defending their findings. 

• Explanation: The auditor may be required to act as an expert witness and present their findings in 
court, defending their work and conclusions under cross-examination. This role is distinct from a 
traditional financial statement auditor. 

9. Correct Answer: B. Following the money trail to identify the destination of misappropriated funds. 

• Explanation: Tracing assets is a specific forensic procedure that involves following the money trail to 
identify the destination of misappropriated funds, essential for recovering losses and understanding 
the full scope of financial misconduct. 

10. Correct Answer: A. Investigating the history of key individuals. 
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• Explanation: Background checks are a specific forensic procedure involving investigating the history 
of key individuals. This helps uncover undisclosed affiliations or past business dealings that could 
indicate conflicts of interest or compromise impartiality. 
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Group and transnational audits 
Instructions: Please answer the following questions to the best of your ability. The correct answer, along with a 
detailed explanation, is provided at the end of this document. 

 

Question 1 

The group engagement team for Global Connect Plc is planning the audit work for its various components. 
'Connect Europe Ltd' is a financially significant subsidiary, contributing 60% of the group's revenue. 'Connect 
Asia Branch' is not financially significant but operates in a high-risk industry with complex revenue recognition 
policies. 'Connect Africa JV' is a joint venture, not financially significant, and has very stable, low-risk 
operations. 'Connect Americas Inc.' is a subsidiary with specific risks related to a large, one-off transaction that 
occurred during the year. 

Considering the nature of work on components, what type of audit work would be most appropriate for 
'Connect Asia Branch'? 

• A. An audit of specified account balances, classes of transactions, or disclosures. 

• B. Analytical procedures only. 

• C. A full audit of its financial information. 

• D. Specified audit procedures. 

 

Question 2 

A UK-based group, Property Ventures Plc, has a small subsidiary, 'Coastal Developments Ltd', which is not 
financially significant to the group. However, Coastal Developments Ltd recently entered into a complex 
related-party transaction involving the sale of a significant land parcel to a director's family member at a 
potentially undervalued price. The group engagement team is concerned about the valuation and disclosure of 
this specific transaction. 

Given Coastal Developments Ltd's financial insignificance but the presence of a specific high-risk transaction, 
what would be the most appropriate audit response by the group engagement team? 

• A. Conduct an audit of specified account balances, classes of transactions, or disclosures related to 
the land sale. 

• B. Rely on management representations from Coastal Developments Ltd, as it is not financially 
significant. 

• C. Perform a full audit of Coastal Developments Ltd's financial information due to the complexity. 

• D. Apply only analytical procedures to Coastal Developments Ltd's financial statements. 
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Question 3 

The component auditor for AquaTech Solutions Inc. , a US subsidiary of Global Water Plc, informs the group 
engagement team that they were unable to obtain sufficient appropriate audit evidence regarding the valuation 
of a significant intangible asset due to restrictions imposed by AquaTech's local management. This intangible 
asset is material to AquaTech's individual financial statements and potentially to the group. 

How should the component auditor's communication of this limitation primarily impact the group engagement 
team's actions? 

• A. The group engagement team must consider the impact of this limitation on their ability to obtain 
sufficient appropriate audit evidence for the group financial statements. 

• B. The group engagement team should instruct the component auditor to issue a disclaimer of opinion 
on AquaTech's individual financial statements. 

• C. The group engagement team should disregard the limitation if AquaTech Solutions Inc. is not 
financially significant to the group. 

• D. The group engagement team should directly intervene and override AquaTech's local management's 
restrictions. 

 

Question 4 

The group engagement team for United Conglomerate Plc has completed most of its audit procedures for the 
year ended 31 December 20X3. On 15 February 20X4, before the audit report is signed, a major fire destroys a 
significant warehouse belonging to Logistics Solutions Ltd , a key subsidiary. The warehouse and its inventory 
were uninsured. The group engagement team is now considering the implications for the group financial 
statements. 

What is the group auditor's responsibility regarding this event? 

• A. To only consider events that impact intragroup balances. 

• B. To ignore the event as it occurred after the year-end and does not affect the financial position at 31 
December 20X3. 

• C. To advise Logistics Solutions Ltd to immediately acquire insurance for its remaining assets. 

• D. To perform procedures to identify subsequent events that require adjustment or disclosure in the 
group financial statements. 

 

Question 5 

During the audit of Tech Solutions GmbH , a German subsidiary of Innovate UK Plc, the component auditor 
discovers evidence suggesting potential noncompliance with local environmental regulations, which could 
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lead to a significant fine for the subsidiary. The component auditor has completed their initial procedures and 
believes this finding is material to the subsidiary's financial statements. 

What is the component auditor's primary responsibility regarding this finding in relation to the group 
engagement team? 

• A. To immediately report the finding directly to the board of directors of Innovate UK Plc. 

• B. To communicate this significant finding, including suspected noncompliance with laws, to the group 
engagement team. 

• C. To resolve the issue independently with Tech Solutions GmbH's management before informing the 
group engagement team. 

• D. To only report findings that directly impact the consolidation process. 

 

Question 6 

A large UK audit firm, Premier Assurance LLP, is approached to audit MegaCorp Holdings Plc, a complex 
group with over 50 subsidiaries and joint ventures spread across 20 countries. MegaCorp's management 
proposes that Premier Assurance LLP primarily relies on the existing local auditors for 45 of these components, 
with Premier Assurance LLP directly auditing only the 5 largest UK-based subsidiaries. The group engagement 
team's proposed involvement would be minimal for the majority of components. 

What is the primary concern Premier Assurance LLP should address regarding its involvement before accepting 
this engagement? 

• A. The difficulty in coordinating communication with such a large number of component auditors. 

• B. The risk that the local auditors may not be familiar with UK auditing standards. 

• C. The potential for increased travel costs for the group engagement team. 

• D. Whether the group engagement team's involvement will be adequate to obtain sufficient appropriate 
audit evidence regarding the components. 

 

Question 7 

A UK-based multinational company, EuroConnect Plc, prepares its consolidated financial statements under 
IFRS. While the primary users are in the UK, the company also has significant debt covenants with lenders in 
the USA, who require financial statements prepared under US GAAP for compliance purposes. The group 
auditor, a UK firm, is aware that the audit opinion on the IFRS statements will be relied upon by these US 
lenders. 

What is the MOST significant additional challenge the group auditor faces in this transnational audit context? 

• A. Obtaining sufficient audit evidence for components located in different time zones. 
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• B. Ensuring all component auditors are members of the Forum of Firms. 

• C. Complying with differing applicable financial reporting frameworks and potentially different auditing 
standards. 

• D. Reconciling the differences between IFRS and US GAAP for the benefit of US lenders. 

 

Question 8 

The group engagement team for InnovateTech Group Plc has identified that its subsidiary, CyberSecure 
Solutions Ltd , which accounts for 15% of group revenue, operates in a highly volatile and rapidly evolving 
cybersecurity market. This market is prone to quick technological obsolescence and intense competition. 
While not financially significant enough for a full component audit, the inherent risks associated with its 
revenue recognition and valuation of intellectual property are high. 

How should the group engagement team primarily address the identified high inherent risks at CyberSecure 
Solutions Ltd? 

• A. By increasing the group materiality level to absorb potential misstatements from CyberSecure 
Solutions Ltd. 

• B. By performing specified audit procedures focused on the high-risk areas like revenue recognition and 
intellectual property valuation. 

• C. By instructing the component auditor to perform only analytical procedures on CyberSecure 
Solutions Ltd's financial information. 

• D. By concluding that since it's not financially significant, the risks are unlikely to impact the group 
financial statements materially. 

 

Question 9 

A group engagement team has just accepted the audit of Diversified Holdings Plc , a newly formed group with 
several subsidiaries acquired over the past year. The subsidiaries operate in diverse industries, from retail to 
technology. The group has recently implemented a new enterprise resource planning (ERP) system across all 
its major components, aiming for common groupwide controls. 

Beyond understanding the individual components, what specific area is MOST crucial for the group 
engagement team to understand to effectively plan the group audit? 

• A. The group structure, consolidation process, and common groupwide controls. 

• B. The individual tax strategies of each subsidiary. 

• C. The specific marketing strategies employed by each retail subsidiary. 

• D. The detailed personal backgrounds of the senior management of each component. 
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Question 10 

The group auditor for Diversified Investments Plc has established a group materiality of £10 million. The group 
has five components, none of which are individually financially significant enough to warrant a full audit. 
However, the auditor is concerned that if each component had uncorrected misstatements just below its 
individual component materiality, the aggregate of these misstatements could become material to the group 
financial statements. 

Which specific risk is the group auditor trying to mitigate by setting component materiality lower than group 
materiality in this scenario? 

• A. The risk of undetected fraud within any single component. 

• B. The risk of misstatements in the consolidation process itself. 

• C. The risk that the aggregate of uncorrected misstatements across components could be material to 
the group financial statements. 

• D. The risk of management override of controls at the component level. 

 

Answer Key and Explanations 
1. Correct Answer: D. Specified audit procedures. 

• Explanation: Connect Asia Branch is not financially significant but operates in a high-risk industry. This 
indicates a risk of material misstatement to the group, even if the component itself is not financially 
large. Therefore, specified audit procedures would be appropriate to address these specific risks. 

2. Correct Answer: A. Conduct an audit of specified account balances, classes of transactions, or 
disclosures related to the land sale. 

• Explanation: When a component is not financially significant but presents specific risks (a complex 
related-party transaction), the appropriate response is to perform an audit of specified account 
balances, classes of transactions, or disclosures related to that specific risk area. 

3. Correct Answer: A. The group engagement team must consider the impact of this limitation on their 
ability to obtain sufficient appropriate audit evidence for the group financial statements. 

• Explanation: When a component auditor communicates a limitation on their work, the group 
engagement team must critically assess the impact of this limitation on their ability to obtain sufficient 
appropriate audit evidence for the group financial statements. 

4. Correct Answer: D. To perform procedures to identify subsequent events that require adjustment or 
disclosure in the group financial statements. 
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• Explanation: Auditors have a responsibility to perform procedures to identify subsequent events 
between the reporting date and the date of the auditor's report. Events like a major uninsured fire may 
require adjustment or disclosure in the group financial statements. 

5. Correct Answer: B. To communicate this significant finding, including suspected noncompliance with 
laws, to the group engagement team. 

• Explanation: Clear, two-way communication is critical. Component auditors are required to 
communicate any significant findings, including suspected noncompliance with laws or fraud, to the 
group engagement team. 

6. Correct Answer: D. Whether the group engagement team's involvement will be adequate to obtain 
sufficient appropriate audit evidence regarding the components. 

• Explanation: A critical consideration before accepting a group audit engagement is whether the group 
engagement team's involvement will be adequate to obtain sufficient appropriate audit evidence for 
the components. Over-reliance on component auditors could compromise this. 

7. Correct Answer: C. Complying with differing applicable financial reporting frameworks and potentially 
different auditing standards. 

• Explanation: Transnational audits introduce complexities due to different financial reporting 
frameworks (IFRS vs. US GAAP) and auditing standards. The auditor must navigate these differences to 
ensure the audit is appropriate for all intended users. 

8. Correct Answer: B. By performing specified audit procedures focused on the high-risk areas like revenue 
recognition and intellectual property valuation. 

• Explanation: Even if a component is not financially significant, if it poses a risk of material 
misstatement due to specific high-risk areas, the group engagement team must respond by 
performing specified audit procedures tailored to those risks. 

9. Correct Answer: A. The group structure, consolidation process, and common groupwide controls. 

• Explanation: Understanding the group structure, consolidation process, and common groupwide 
controls is fundamental for a group auditor. This understanding is crucial for identifying risks and 
planning the audit approach for the consolidated financial statements. 

10. Correct Answer: C. The risk that the aggregate of uncorrected misstatements across components could 
be material to the group financial statements. 

• Explanation: Setting component materiality lower than group materiality directly 
addresses aggregation risk. This is the risk that while individual misstatements in components might 
be immaterial at their own level, their combined effect across all components could be material to the 
group. 
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Audit of performance information in the public sector 
Instructions: Please answer the following questions to the best of your ability. The correct answer, along with a 
detailed explanation, is provided at the end of this document. 

 

Question 1 

The Department for Environment, Food & Rural Affairs (Defra) reported a 5% increase in biodiversity in 
designated nature reserves across England. This information is crucial for public decision-making regarding 
conservation efforts and funding allocation. However, the auditor noted that the reported figures were based 
on a new, unvalidated statistical model that had not been peer-reviewed, and its underlying assumptions were 
not fully disclosed. Stakeholders, including environmental charities, expressed skepticism about the reliability 
of the reported improvement. 

Which two criteria for reported performance information are most directly undermined by the use of an 
unvalidated and opaque statistical model? 

• A. Usefulness and Reliability 

• B. Validity and Completeness 

• C. Completeness and Accuracy 

• D. Accuracy and Relevance 

 

Question 2 

The Scottish Government set an objective to 'reduce carbon emissions from public sector buildings by 20% by 
2025'. An audit firm was engaged to provide assurance on the reported progress towards this objective. During 
the planning phase, the auditor discovered that the government had not established a clear baseline for 
carbon emissions, nor had it defined the scope of 'public sector buildings' consistently across all reporting 
entities. Furthermore, the methodology for calculating emissions varied significantly between departments. 

Which precondition for an audit of performance information is most significantly lacking in this scenario? 

• A. The availability of sufficient audit staff with environmental expertise. 

• B. The management's willingness to pay the audit fees. 

• C. The existence of a robust internal control system over financial reporting. 

• D. The suitability of the predetermined objectives and criteria for measuring performance. 

 

Question 3 

The UK Department for Social Welfare (DSW) engaged an audit firm, Sterling Assurance LLP, to examine its 
reported achievement of reducing long-term unemployment by 15% in the last fiscal year. Sterling Assurance's 
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engagement specifically focused on verifying the validity, accuracy, and completeness of the reported 
statistics against the predetermined target. Concurrently, the National Audit Office (NAO) initiated a separate 
review into whether the DSW's various unemployment reduction programmes were being delivered with 
optimal economy, efficiency, and effectiveness, aiming to provide recommendations for improvement. 

Which of the following best describes the engagement undertaken by Sterling Assurance LLP? 

• A. A forensic investigation into potential fraud within the unemployment programmes. 

• B. A financial statement audit, assessing the DSW's budgetary compliance. 

• C. A performance audit, focusing on the 3 E's of public sector programmes. 

• D. An audit of performance information, providing assurance on reported data. 

 

Question 4 

The Department for Work and Pensions (DWP) engaged an audit firm to review its reported success in moving 
benefit claimants into employment. The engagement focused on verifying the reported number of claimants 
who secured jobs against a predetermined target. Separately, a parliamentary committee commissioned an 
independent body to conduct a broad review into whether the DWP's employment support programmes were 
achieving value for money, considering their economy, efficiency, and effectiveness, and to recommend policy 
changes. 

What is the fundamental difference in the nature of the engagement undertaken by the audit firm compared to 
the independent body's review? 

• A. The audit firm's engagement focuses on future projections, while the independent body's review 
focuses on historical data. 

• B. The audit firm's engagement is advisory, while the independent body's review is an attestation 
engagement. 

• C. The audit firm's engagement is internal, while the independent body's review is external. 

• D. The audit firm's engagement is an attestation engagement on reported data, while the independent 
body's review is broader, investigative, and advisory. 

 

Question 5 

The UK Border Force reported achieving its target of processing 90% of non-EU passengers within 45 minutes 
at major airports. To audit this performance indicator, the assurance team plans to review the automated time-
stamping data from passport control systems. They also intend to reconcile this data with passenger manifests 
and flight arrival records to identify any discrepancies. Furthermore, they will observe the processing 
procedures at a sample of airport terminals to assess whether the system controls are operating effectively. 

These audit procedures are primarily designed to verify which aspect of the reported performance? 
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• A. The effectiveness of the Border Force's overall security strategy. 

• B. The efficiency of the Border Force's resource allocation. 

• C. The compliance of the Border Force with international travel regulations. 

• D. The accuracy and consistency of the reported passenger processing times. 

 

Question 6 

Following an audit of performance information for the Ministry of Defence (MoD) regarding its target to reduce 
equipment maintenance costs by 8%, the auditor has concluded their work. The MoD's annual report includes 
a section on performance against objectives, and the auditor's report will be included within this document. 
The auditor found that the reported cost reduction was materially misstated due to incorrect allocation of 
overheads. 

Which of the following statements best describes how the auditor's conclusion on the reported performance 
information should be presented? 

• A. A disclaimer of opinion, as the financial information is also affected. 

• B. A statement that the performance information is NOT presented, in all material respects, in 
accordance with the identified criteria. 

• C. A statement that the performance information is presented, in all material respects, in accordance 
with the identified criteria, with an emphasis of matter paragraph. 

• D. An advisory opinion on how the MoD can improve its cost allocation methods. 

 

Question 7 

A newly appointed auditor is planning an engagement to provide assurance on the reported performance of a 
UK public sector housing association. The association aims to reduce the average time taken to complete 
urgent repairs by 20%. The auditor's initial steps include understanding the association's organisational 
structure, its strategic objectives, and the IT systems used to log repair requests, dispatch technicians, and 
record completion times. The auditor also plans to review internal policies for data entry and verification. 

What is the primary reason for these initial planning activities in the context of auditing performance 
information? 

• A. To identify potential areas for cost savings and operational efficiency improvements. 

• B. To prepare a detailed report on the association's financial health and solvency. 

• C. To understand the entity's environment and the systems and controls for collecting and reporting 
performance data. 

• D. To assess the suitability of the predetermined objectives for the engagement. 
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Question 8 

The Department for Transport (DfT) reported a 15% increase in the number of new cycle lanes constructed in 
urban areas across England during the last year. To verify this performance indicator, the auditor decided to 
select a sample of reported new cycle lanes. For each selected lane, the auditor plans to inspect project 
completion reports, review contractor invoices, and physically visit a subset of the locations to confirm the 
existence and length of the new infrastructure. 

These audit procedures are primarily designed to test which aspect of the reported performance information? 

• A. The economy and efficiency of the construction projects. 

• B. The validity and accuracy of the reported number of constructed lanes. 

• C. The completeness of the DfT's overall transport strategy. 

• D. The future impact of cycle lanes on public health. 

 

Question 9 

The Ministry of Justice (MoJ) set an objective to 'significantly improve public confidence in the justice system' 
within three years. As part of planning an audit of performance information for the MoJ, the assurance 
engagement team reviewed this objective. They noted that while the intent was clear, there was no defined 
baseline, no specific quantifiable target for 'significantly improve', and no clear method for measuring 'public 
confidence'. 

Based on the SMART criteria, which aspect of this objective is most problematic for the auditor when assessing 
its suitability? 

• A. Relevant and Specific 

• B. Achievable and Relevant 

• C. Timebound and Achievable 

• D. Measurable and Specific 

 

Question 10 

The National Health Service (NHS) Trust in Northumbria reported a 10% reduction in hospital waiting times 
for elective surgeries. The auditor, reviewing this performance information, discovered that the reported 
reduction was largely due to a redefinition of 'waiting time' implemented mid-year, which excluded certain pre-
operative assessment periods that were previously included. While the new definition was applied 
consistently, it significantly altered the basis of comparison with prior periods and external benchmarks. 

Which criterion for reported performance information is most likely compromised in this scenario? 
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• A. Validity 

• B. Completeness 

• C. Accuracy 

• D. Usefulness 

 

Answer Key and Explanations 
1. Correct Answer: A. Usefulness  and Reliability 

• Explanation: Usefulness and Reliability are critical criteria for reported performance information, 
enabling users to depend on the information for decision-making. An unvalidated and opaque 
statistical model directly compromises the reliability of the reported figures, making them less 
dependable and, consequently, less useful for stakeholders. 

2. Correct Answer: D. The suitability of the predetermined objectives and criteria for measuring 
performance. 

• Explanation: A key precondition for an audit of performance information is the suitability of the 
predetermined objectives themselves. The lack of a clear baseline, inconsistent scope definition, and 
varied calculation methodologies indicate that the objectives and criteria are not suitable for effective 
measurement and assurance. 

3. Correct Answer: D. An audit of performance information, providing assurance on reported data. 

• Explanation: The engagement focusing on verifying the validity, accuracy, and completeness of 
reported statistics against predetermined objectives is characteristic of an audit of performance 
information. This is an attestation engagement on reported data, distinct from a broader performance 
audit. 

4. Correct Answer: D. The audit firm's engagement is an attestation engagement on reported data, while 
the independent body's review is broader, investigative, and advisory. 

• Explanation: An audit of performance information is an attestation engagement providing assurance 
on reported data. In contrast, a performance audit is broader, investigative, and advisory, focusing on 
the economy, efficiency, and effectiveness (the 3 E's) of a program. 

5. Correct Answer: D. The accuracy and consistency of the reported passenger processing times. 

• Explanation: Reviewing automated data, reconciling it with other records, and observing procedures 
are audit procedures designed to test the reported performance indicators. These actions specifically 
aim to confirm the accuracy and consistency of the reported processing times. 

6. Correct Answer: B. A statement that the performance information is NOT presented, in all material 
respects, in accordance with the identified criteria. 
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• Explanation: The auditor provides a conclusion on the reported performance information, stating 
whether it is presented in accordance with the identified criteria. Given the material misstatement, the 
auditor would conclude that the performance information is NOT presented in accordance with the 
criteria. 

7. Correct Answer: C. To understand the entity's environment and the systems and controls for collecting 
and reporting performance data. 

• Explanation: During planning, the auditor must understand the entity's environment, its objectives, 
and critically, the systems and controls for collecting and reporting performance data to design 
effective audit procedures. 

8. Correct Answer: B. The validity and accuracy of the reported number of constructed lanes. 

• Explanation: Inspecting project completion reports, reviewing invoices, and physically verifying a 
sample are procedures designed to test the reported performance indicators. They aim to 
confirm validity (existence) and accuracy (correct count) of the reported performance. 

9. Correct Answer: D. Measurable and Specific 

• Explanation: The objective lacks specificity ('significantly improve') and measurability (no 
quantifiable target or method). For an audit of performance information, objectives must be SMART, 
and the absence of clear measurability and specificity is problematic. 

10. Correct Answer: A. Validity 

• Explanation: Validity refers to whether the information is relevant and faithful to what it claims to 
represent. By changing the definition of 'waiting time', the reported reduction may not faithfully 
represent a true improvement, compromising the validity of the performance information. 
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Money laundering 
Instructions: Please answer the following questions to the best of your ability. The correct answer, along with a 
detailed explanation, is provided at the end of this document. 

 

Question 1 

Apex Accounting Services completed its business relationship with a client, Horizon Ventures, on 31st March 
2023. During the relationship, Apex had performed extensive Customer Due Diligence (CDD) and recorded 
numerous transactions. The firm's internal policy states that all records should be kept for a minimum of three 
years after the relationship ends. 

According to the Money Laundering, Terrorist Financing and Transfer of Funds (Information on the Payer) 
Regulations 2017, what is the minimum period for which Apex Accounting Services must retain the CDD and 
transaction records related to Horizon Ventures? 

• A. Three years after the relationship ends 

• B. Indefinitely, for high-risk clients 

• C. Five years after the relationship ends 

• D. Seven years from the date of the last transaction 

 

Question 2 

Mr. Patel, a small business owner, operates a cash-intensive restaurant. He regularly receives large sums of 
undeclared cash from illegal activities, which he then mixes with the legitimate daily takings of his restaurant 
and deposits into the business's bank account. He ensures that the deposited amounts do not trigger 
immediate suspicion from the bank. 

Which stage of money laundering is Mr. Patel primarily engaged in when he introduces the illegal cash into the 
financial system through his restaurant's legitimate operations? 

• A. Integration 

• B. Layering 

• C. Placement 

• D. Concealment 

 

Question 3 

Secure Financial Advisers has implemented a comprehensive Anti-Money Laundering (AML) program, 
including detailed policies, controls, and procedures. The Money Laundering Compliance Principal (MLCP) 
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regularly reviews these internally. However, the firm has not engaged any external party or dedicated internal 
function to assess the effectiveness of these controls, believing that the MLCP's oversight is sufficient. 

Which essential element of an effective AML program, as per the Money Laundering Regulations 2017, is 
Secure Financial Advisers failing to adequately address? 

• A. The requirement for an independent audit of AML controls 

• B. Record keeping for five years 

• C. Customer Due Diligence (CDD) for all clients 

• D. Ongoing staff training 

 

Question 4 

Mr. Charles, the Money Laundering Compliance Principal (MLCP) for Global Financial Services, has overseen 
the implementation of a new firm-wide risk assessment. However, the assessment primarily focuses on the 
geographical location of customers and the types of products they use, without adequately considering the 
delivery channels or the nature of transactions. Senior management approved the assessment, but it has not 
been reviewed since its initial approval two years ago. 

Which key element of an Anti-Money Laundering (AML) program, as per MLR 2017, has been most significantly 
overlooked or inadequately addressed in this scenario? 

• A. The comprehensive scope and regular review of the risk assessment 

• B. Customer Due Diligence (CDD) procedures 

• C. Record keeping requirements 

• D. Ongoing staff training 

 

Question 5 

Mr. Ian, a financial advisor at Wealth Management Solutions, is assisting a client, Ms. Julia, with investing a 
significant inheritance. Ms. Julia provides all necessary identification documents, and her identity is verified. 
However, Mr. Ian does not inquire about the specific source of the inheritance funds beyond a general 
statement, nor does he attempt to understand the client's overall financial profile or the rationale behind her 
chosen investment strategy, which seems unusually aggressive for her stated risk appetite. 

Which crucial aspect of Customer Due Diligence (CDD) has Mr. Ian failed to adequately perform in 
understanding the client's financial relationship? 

• A. Applying Simplified Due Diligence 

• B. Verifying the client's identity 

• C. Understanding the purpose and intended nature of the relationship 
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• D. Identifying the beneficial owner 

 

Question 6 

Ms. Eleanor, a senior partner at Integrity Tax Advisors, is approached by a new client, Mr. David, who wishes to 
engage the firm for complex tax planning services. Mr. David provides his passport and utility bills for identity 
verification. However, Ms. Eleanor does not inquire about the source of Mr. David's wealth or the specific 
business activities that generate his income, nor does she seek to understand the intended nature and 
purpose of the long-term relationship with the firm. 

Which crucial aspect of Customer Due Diligence (CDD), as per MLR 2017, has Ms. Eleanor failed to adequately 
address at the start of this business relationship? 

• A. Understanding the purpose and intended nature of the relationship 

• B. Identifying the beneficial owner 

• C. Conducting ongoing monitoring 

• D. Verifying the client's identity 

 

Question 7 

A criminal organisation has successfully introduced a large amount of illicit cash into the financial system 
(placement). They then proceed to move these funds through a complex web of international wire transfers, 
investments in various financial instruments, and transactions involving shell companies across multiple 
jurisdictions, all designed to obscure the original source of the money. 

Which stage of money laundering is primarily being executed through these complex transactions to disguise 
the funds and obscure the audit trail? 

• A. Concealment 

• B. Layering 

• C. Placement 

• D. Integration 

 

Question 8 

A client, Mr. Arthur, approaches Sterling Investments Ltd. with a substantial sum of cash, claiming it is from a 
successful, unregistered online business. He requests to deposit this cash into various investment accounts 
under different names and then use these funds to purchase high-value antique art pieces, which he plans to 
resell through legitimate galleries. Sterling Investments Ltd. processes the initial deposits without extensive 
scrutiny. 
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Which stage of money laundering is primarily represented by Mr. Arthur's action of introducing the illegal cash 
into the financial system? 

• A. Integration 

• B. Concealment 

• C. Layering 

• D. Placement 

 

Question 9 

Mr. George, a partner at Legacy Accounting Firm, is approached by a new client, Shadow Enterprises Ltd. , 
which operates in a sector prone to illicit activities. Shadow Enterprises Ltd. requests assistance in setting up a 
complex series of offshore companies and trusts to manage substantial funds, claiming these funds are from 
legitimate, but highly confidential, international trade deals. Mr. George suspects the funds might be criminal 
property but proceeds with setting up the structures, believing he is simply providing a professional service. 

Under the Proceeds of Crime Act 2002, which principal offence has Mr. George potentially committed by 
facilitating this arrangement? 

• A. Tipping off 

• B. Concealing criminal property 

• C. Becoming involved in an arrangement which facilitates the acquisition, retention, use, or control of 
criminal property 

• D. Failure to report knowledge or suspicion of money laundering 

 

Question 10 

Ms. Brenda, an ACCA-qualified accountant at Forensic Audit Partners, discovers a series of highly suspicious 
transactions in a client's business accounts that strongly suggest money laundering. She promptly makes an 
internal report to her firm's Money Laundering Reporting Officer (MLRO). However, concerned about 
maintaining a good relationship with the client, she later sends an anonymous email to the client, advising 
them to 'review their financial records carefully as they might be subject to external scrutiny soon'. 

Under the Proceeds of Crime Act 2002, which specific principal offence has Ms. Brenda potentially 
committed? 

• A. Failure to report knowledge or suspicion of money laundering 

• B. Concealing criminal property 

• C. Involvement in an arrangement facilitating criminal property 

• D. Tipping off 
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Answer Key and Explanations 
1. Correct Answer: C. Five years after the relationship ends 

• Explanation: The Money Laundering Regulations 2017 require comprehensive records of Customer 
Due Diligence (CDD) and transactions to be kept for five years after the business relationship ends. 
The firm's internal policy of three years is insufficient. 

2. Correct Answer: C. Placement 

• Explanation: Placement is the first stage of money laundering, involving the introduction of illegal cash 
into the financial system. Mr. Patel's act of mixing illicit cash with legitimate takings and depositing it 
corresponds to this stage. 

3. Correct Answer: A. The requirement for an independent audit of AML controls 

• Explanation: The Money Laundering Regulations 2017 stipulate that AML controls must 
be independently reviewed for effectiveness. Relying solely on the MLCP's internal review, without an 
independent assessment, does not meet this requirement. 

4. Correct Answer: A. The comprehensive scope and regular review of the risk assessment 

• Explanation: A written firm-wide risk assessment must consider customers, countries, 
products, transactions, and delivery channels. The scenario indicates a failure to consider delivery 
channels and transactions, and the assessment has not been regularly reviewed (not reviewed in two 
years). 

5. Correct Answer: C. Understanding the purpose and intended nature of the relationship 

• Explanation: CDD requires understanding the purpose and intended nature of the business 
relationship, including the source of funds/wealth and rationale behind investment strategies. While 
identity was verified, this deeper understanding is lacking. 

6. Correct Answer: A. Understanding the purpose and intended nature of the relationship 

• Explanation: CDD requires identifying the client, verifying identity, identifying the beneficial owner, 
and understanding the purpose and intended nature of the relationship. Ms. Eleanor failed to 
understand the purpose and intended nature, including the source of wealth and business activities. 

7. Correct Answer: B. Layering 

• Explanation: Layering is the stage where the funds are disguised through complex transactions to 
obscure the audit trail. The description of moving funds through international wire transfers, 
investments, and shell companies perfectly matches this definition. 

8. Correct Answer: D. Placement 
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• Explanation: Placement is the initial stage where illegal cash is introduced into the legitimate financial 
system. Mr. Arthur's action of depositing cash into investment accounts directly corresponds to this 
stage. 

9. Correct Answer: C. Becoming involved in an arrangement which facilitates the acquisition, retention, 
use, or control of criminal property 

• Explanation: Mr. George, by setting up complex offshore structures for funds he suspects are criminal 
property, is becoming involved in an arrangement that facilitates the acquisition, retention, use, or 
control of such property under the Proceeds of Crime Act 2002. 

10. Correct Answer: D. Tipping off 

• Explanation: Tipping off is the offence of disclosing information that is likely to prejudice a money 
laundering investigation. By sending an anonymous email warning the client about potential scrutiny, 
Ms. Brenda has committed the offence of tipping off. 
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Planning, materiality and assessing the risk of misstatement 
Instructions: Please answer the following questions to the best of your ability. The correct answer, along with a 
detailed explanation, is provided at the end of this document. 

 

Question 1 

GreenEnergy plc, a listed company, is undergoing its annual audit. The audit engagement partner has 
determined overall materiality for the financial statements as a whole to be £500,000. The audit team is now 
considering the level of performance materiality to apply to various account balances and classes of 
transactions. The company has a complex revenue recognition system and a history of minor, individually 
immaterial, misstatements that, in aggregate, have sometimes approached overall materiality in prior years. 

Given the context of GreenEnergy plc, what is the primary purpose of setting performance materiality at an 
amount less than overall materiality? 

• A. To allow for a more efficient audit by focusing only on transactions above this lower threshold. 

• B. To provide a buffer for potential fraud that might not be detected by substantive procedures. 

• C. To reduce the probability that the aggregate of uncorrected misstatements exceeds overall 
materiality. 

• D. To ensure that all individually immaterial misstatements are corrected by management. 

 

Question 2 

FastTrack Deliveries Ltd relies heavily on its automated system for recording delivery charges and processing 
payments. During the planning phase, the auditor discovers that the company's IT department has recently 
experienced high staff turnover, and there have been several instances where system access rights were not 
promptly revoked for departed employees. 

This situation primarily indicates a heightened risk of what type of misstatement, specifically related to 
FastTrack Deliveries Ltd's internal environment? 

• A. High detection risk, requiring more extensive substantive procedures. 

• B. High control risk due to weaknesses in internal controls over IT access. 

• C. High inherent risk due to the complexity of automated systems. 

• D. High business risk related to operational inefficiencies. 

 

Question 3 
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For Luxury Yachts plc, the auditor has identified the valuation of bespoke, long-term construction contracts as 
a significant risk due to the subjective nature of cost estimation and revenue recognition over time. The 
company's internal controls over contract costing and progress measurement are considered robust. 

What is the most appropriate audit response to this significant risk, assuming the auditor intends to rely on the 
company's internal controls? 

• A. Obtain audit evidence about the operating effectiveness of controls and perform substantive 
procedures specifically responsive to the valuation risk. 

• B. Reduce the scope of the audit for contract valuation due to robust controls. 

• C. Disregard the controls and perform extensive substantive testing on all contract balances. 

• D. Perform only substantive analytical procedures on the contract revenue and costs. 

 

Question 4 

Your firm has been appointed to audit Global Holdings Group plc, a UK-listed company with significant 
operations and subsidiaries in several non-EU countries, each with its own local financial reporting 
requirements and corporate governance codes. 

What additional complexity is most likely to arise during the planning phase of this transnational audit for 
Global Holdings Group plc? 

• A. The challenge of navigating different financial reporting frameworks, listing requirements, and 
corporate governance codes. 

• B. The need to apply only UK GAAP across all subsidiaries, regardless of local requirements. 

• C. The requirement to use a single, uniform audit methodology for all global operations. 

• D. The reduced need for professional scepticism due to the company's listing status. 

 

Question 5 

Precious Metals Refining Co. processes rare earth elements. The inventory of these elements is highly 
valuable, susceptible to theft, and requires complex valuation techniques due to fluctuating market prices and 
purity levels. The company uses a sophisticated, custom-built inventory management system. 

Which aspect of Precious Metals Refining Co.'s operations primarily contributes to a high inherent risk of 
material misstatement in its inventory balance? 

• A. The use of rare earth elements in its production process. 

• B. The company's overall business strategy to refine precious metals. 

• C. The sophistication of the custom-built inventory management system. 

• D. The susceptibility of the inventory to theft and complex valuation techniques. 
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Question 6 

Following the establishment of overall materiality at £400,000 for Global Logistics plc, the audit team is now 
considering performance materiality. The engagement partner is concerned about the inherent complexity of 
the client's international operations and the historical incidence of minor control deficiencies in the revenue 
recognition process, which, while individually immaterial, could aggregate to a significant amount. The audit 
firm's policy typically sets performance materiality at 60-80% of overall materiality, but allows for professional 
judgement to adjust this based on assessed risks. 

Considering the partner's concerns, which of the following would be the most appropriate performance 
materiality for Global Logistics plc? 

• A. £280,000 

• B. £400,000 

• C. £320,000 

• D. £240,000 

 

Question 7 

Green Energy Solutions plc is undergoing its annual audit. Overall materiality was initially set at £300,000 
based on projected profit before tax. Halfway through the audit, the auditor discovers that a major government 
contract, which was expected to generate significant revenue, has been unexpectedly cancelled due to policy 
changes. This cancellation is projected to reduce the company's profit before tax by 70% for the year. The audit 
team has already performed substantial work based on the initial materiality. 

What is the most appropriate action for the audit team regarding materiality in light of this new information? 

• A. Revise overall materiality downwards to reflect the significant reduction in profit before tax, and 
reassess audit procedures. 

• B. Increase overall materiality to account for the increased business risk associated with the contract 
cancellation. 

• C. Continue with the initial materiality as significant audit work has already been performed. 

• D. Apply specific materiality to the cancelled contract, leaving overall materiality unchanged. 

 

Question 8 

During the planning phase for MediCare Supplies plc, the audit team performs analytical procedures 
comparing the current year's gross profit margin to the previous year's and industry averages. They observe a 
significant increase in the gross profit margin from 35% to 45%, while the industry average remains stable at 
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38%. Management attributes this increase to improved purchasing efficiencies and a new, higher-margin 
product line. 

What is the most appropriate next step for the auditor regarding this significant fluctuation in the gross profit 
margin? 

• A. Adjust the overall materiality upwards due to the improved profitability. 

• B. Apply professional scepticism and investigate the fluctuation by corroborating management's 
explanations with audit evidence. 

• C. Conclude that the financial statements are likely misstated and issue a modified opinion. 

• D. Accept management's explanation as plausible and proceed with other audit areas. 

 

Question 9 

The audit team for CyberSecure Solutions Ltd has assessed the overall risk of material misstatement at the 
financial statement level as high due to the client's aggressive growth strategy, complex revenue recognition 
policies, and a recent change in the finance director. 

Which of the following would be an appropriate overall audit response to this heightened risk assessment? 

• A. Relying heavily on the entity's internal controls without further testing. 

• B. Assigning more experienced staff to the engagement and incorporating an element of 
unpredictability in audit procedures. 

• C. Reducing the extent of audit procedures to focus only on high-value transactions. 

• D. Performing substantive analytical procedures as the sole audit evidence for all material account 
balances. 

 

Question 10 

Family Foods Ltd is a privately owned company where the directors are also the majority shareholders. During 
the planning phase of the audit, the audit team identifies that directors' remuneration and related party 
transactions are significant areas of focus due to their potential sensitivity and the risk of management 
override of controls. While overall materiality has been set at £150,000, the audit partner believes that a lower 
materiality level is required for these specific areas to ensure that users of the financial statements, 
particularly potential investors, are not misled. 

What type of materiality is the audit partner considering for directors' remuneration and related party 
transactions, and why is it applied? 

• A. Performance materiality, to reduce the probability of aggregate misstatements. 

• B. Overall materiality, because it applies to all financial statement balances. 
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• C. Revised materiality, due to new information about the company's control environment. 

• D. Specific materiality, because these classes of transactions require a lower threshold due to their 
nature. 

 

Answer Key and Explanations 
1. Correct Answer: C. To reduce the probability that the aggregate of uncorrected misstatements exceeds 
overall materiality. 

• Explanation: Performance materiality is set at an amount less than overall materiality specifically 
to reduce the probability that the aggregate of uncorrected and undetected misstatements exceeds 
overall materiality for the financial statements as a whole. 

2. Correct Answer: B. High control risk due to weaknesses in internal controls over IT access. 

• Explanation: Control risk is the risk that a misstatement will not be prevented, or detected and 
corrected, by the entity's internal control. The failure to promptly revoke system access rights 
represents a weakness in internal control, leading to a heightened control risk. 

3. Correct Answer: A. Obtain audit evidence about the operating effectiveness of controls and perform 
substantive procedures specifically responsive to the valuation risk. 

• Explanation: For each significant risk, the auditor must obtain audit evidence about the operating 
effectiveness of controls (if relying on them) and perform substantive procedures that are specifically 
responsive to that risk. 

4. Correct Answer: A. The challenge of navigating different financial reporting frameworks, listing 
requirements, and corporate governance codes. 

• Explanation: Transnational audits involve complexities such as different financial reporting 
frameworks, varying listing requirements, and diverse corporate governance codes across different 
jurisdictions, which significantly impact planning. 

5. Correct Answer: D. The susceptibility of the inventory to theft and complex valuation techniques. 

• Explanation: Inherent risk is the susceptibility of an assertion to misstatement before considering 
controls. The high value, susceptibility to theft, and complex valuation techniques directly increase 
the inherent risk for inventory. 

6. Correct Answer: D. £240,000 

• Explanation: Performance materiality is set less than overall materiality. Given concerns about 
complexity and control deficiencies, a lower percentage (60%) is appropriate. 60% of £400,000 
is £240,000, reflecting the heightened risk. 

7. Correct Answer: A. Revise overall materiality downwards to reflect the significant reduction in profit 
before tax, and reassess audit procedures. 
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• Explanation: Materiality must be reviewed throughout the audit. A significant change in profit before 
tax necessitates a downward revision of overall materiality, impacting the nature, timing, and extent of 
further audit procedures. 

8. Correct Answer: B. Apply professional scepticism and investigate the fluctuation by corroborating 
management's explanations with audit evidence. 

• Explanation: When performing analytical procedures, the auditor must apply professional 
scepticism and investigate significant fluctuations by corroborating management's explanations 
with audit evidence. 

9. Correct Answer: B. Assigning more experienced staff to the engagement and incorporating an element of 
unpredictability in audit procedures. 

• Explanation: When overall risk of material misstatement is high, overall responses may include 
emphasizing professional scepticism, assigning more experienced staff, and incorporating 
an element of unpredictability in audit procedures. 

10. Correct Answer: D. Specific materiality, because these classes of transactions require a lower 
threshold due to their nature. 

• Explanation: Specific materiality is a lower materiality level applied to particular classes of 
transactions, account balances, or disclosures (e.g., related party transactions, directors' 
remuneration) when certain items could influence users' decisions due to their sensitive nature. 
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Practice management 
Instructions: Please answer the following questions to the best of your ability. The correct answer, along with a 
detailed explanation, is provided at the end of this document. 

 

Question 1 

Vigilant Audits plc is considering accepting Shadow Corp Ltd as a new audit client. Initial background checks 
reveal that Shadow Corp Ltd's CEO has a history of aggressive business practices, including several past legal 
disputes over contractual obligations. During engagement acceptance discussions, the CEO also expresses a 
strong preference for the audit report to be issued within an unusually tight timeframe, suggesting that some 
standard audit procedures might need to be expedited or even skipped to meet the deadline. 

Which two critical areas of professional appointments are most concerning for Vigilant Audits plc regarding 
Shadow Corp Ltd? 

• A. Money laundering checks and client retention policies. 

• B. The firm's competence and the clarity of the engagement letter. 

• C. The fee-setting process and the firm's advertising strategy. 

• D. The integrity of the client's management and the preconditions for an audit. 

 

Question 2 

Budget Audits LLP, a small firm with limited experience in complex financial instruments, successfully 
tendered for the audit of Derivatives Capital plc, a hedge fund, by offering a fee 50% below the market rate. The 
managing partner justified the low fee by stating it was a strategic move to break into the financial services 
sector. However, the audit team assigned to Derivatives Capital plc is struggling to understand the valuation 
models for exotic derivatives and is significantly behind schedule. 

Which two primary professional and commercial aspects of running an audit practice are most severely 
compromised by Budget Audits LLP's actions? 

• A. The firm's competence and the quality of the audit engagement. 

• B. Money laundering checks and engagement letter terms. 

• C. Advertising standards and tendering procedures. 

• D. Client retention and fee-setting principles. 

 

Question 3 
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Ethical Audits LLP is approached by InnovateTech Ltd for their annual audit. It is discovered that one of Ethical 
Audits LLP's senior partners holds a significant equity stake in InnovateTech Ltd, inherited from a family 
member. The partner assures the firm that they will not be involved in the audit engagement in any capacity. 

What ethical requirement must Ethical Audits LLP primarily evaluate before accepting the audit engagement 
for InnovateTech Ltd? 

• A. The integrity of InnovateTech Ltd's principal owners and management. 

• B. The legal requirements for auditing a technology company. 

• C. The firm's ability to set a competitive and fair audit fee. 

• D. The existence of any independence threats that cannot be safeguarded. 

 

Question 4 

Dynamic Audits LLP is preparing a tender proposal for MegaCorp plc, a large multinational entity. To make 
their proposal stand out, Dynamic Audits LLP decides to include a detailed breakdown of their innovative audit 
technology and the extensive experience of their senior team members. However, to maintain flexibility in 
negotiations, they only provide a broad estimate for the audit fee, stating it will be "competitive and based on 
the final scope of work agreed." 

Which crucial element, as per professional guidance on tendering, has Dynamic Audits LLP insufficiently 
addressed, potentially weakening their proposal? 

• A. The credentials of the entire audit team. 

• B. The detailed basis for the proposed audit fee. 

• C. The specific audit approach to be adopted. 

• D. The firm's overall commitment to audit quality. 

 

Question 5 

Horizon Holdings plc is seeking a new auditor. During the client acceptance procedures, Integrity Audit Firm 
discovers that Horizon Holdings' previous finance director was dismissed under a cloud of suspicion regarding 
aggressive revenue recognition policies, and there are ongoing, albeit unproven, allegations of tax evasion 
against one of the principal owners. The current management assures Integrity Audit Firm that these issues are 
historical and have been fully resolved. 

What is the most critical factor Integrity Audit Firm must assess regarding Horizon Holdings plc before 
accepting the audit engagement? 

• A. The willingness of Horizon Holdings' management to provide all necessary information. 

• B. The integrity of the client's principal owners, management, and TCWG. 
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• C. The legal and professional requirements specific to auditing a plc. 

• D. The firm's ability to allocate sufficient resources and time to the engagement. 

 

Question 6 

Secure Audits LLP is performing client screening for a prospective new client, Global Trade Co Ltd, a company 
involved in international commodity trading. During background checks, Secure Audits LLP identifies several 
unusual, large cash transactions in Global Trade Co Ltd's bank statements from a few years ago, which were 
not clearly explained in the publicly available financial statements. There are no direct allegations, but the 
pattern raises a red flag. 

What specific risk management procedure is Secure Audits LLP undertaking by investigating these unusual 
transactions during the client acceptance phase? 

• A. Performing background checks specifically for money laundering risks. 

• B. Assessing the client's overall financial stability and creditworthiness. 

• C. Evaluating the client's adherence to corporate governance best practices. 

• D. Determining the client's willingness to provide necessary audit documentation. 

 

Question 7 

Specialist Audits Ltd primarily serves clients in the manufacturing sector. They receive an invitation to tender 
for the audit of BioPharma Innovations plc, a cutting-edge pharmaceutical research company with highly 
complex intellectual property valuations and stringent regulatory compliance requirements. Specialist Audits 
Ltd has limited experience with pharmaceutical industry-specific accounting standards and valuation 
methodologies. 

What key aspect of client acceptance should Specialist Audits Ltd most carefully evaluate before deciding to 
accept the audit engagement for BioPharma Innovations plc? 

• A. The potential for future cross-selling opportunities with BioPharma Innovations plc. 

• B. Whether the firm possesses the necessary resources, skills, and time to perform the audit. 

• C. The likelihood of BioPharma Innovations plc's management accepting a higher audit fee. 

• D. The reputation of BioPharma Innovations plc within the pharmaceutical industry. 

 

Question 8 

Integrity First Auditors places an advertisement in a local business journal. The advertisement truthfully 
states that Integrity First Auditors has never received an adverse audit opinion from a regulatory review body. 
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However, it also includes a subtle graphic depicting a competitor's logo partially obscured by a dark cloud, with 
the tagline "Don't let your audit be overshadowed." 

While the factual statement about their regulatory record is true, which aspect of Integrity First Auditors' 
advertisement most likely violates professional advertising standards? 

• A. The absence of a specific fee basis in the advertisement. 

• B. The placement of the advertisement in a local business journal. 

• C. The truthful claim about their regulatory review record. 

• D. The use of a subtle graphic implying negativity about a competitor. 

 

Question 9 

Standard Audits plc has completed the client acceptance procedures for New Ventures Ltd and is now 
preparing the engagement letter. The audit partner believes a concise letter is best to avoid overwhelming the 
client and suggests omitting detailed descriptions of management's responsibilities, assuming these are 
generally understood. 

Which critical purpose of the engagement letter would be undermined by omitting detailed descriptions of 
management's responsibilities? 

• A. To ensure the audit fee is clearly communicated and agreed upon. 

• B. To avoid misunderstandings regarding the terms of the engagement. 

• C. To confirm the auditor's independence from the client. 

• D. To document the auditor's specific responsibilities and limitations. 

 

Question 10 

Precision Audits Ltd is considering accepting the audit of Family Retailers Ltd. During initial discussions, the 
owner-manager of Family Retailers Ltd expresses reluctance to adopt IFRS for SMEs, preferring to use a 
simplified cash-basis accounting, and states that while auditors can see any document, they would prefer not 
to provide direct access to certain operational staff, citing confidentiality concerns. 

Which precondition for an audit is Family Retailers Ltd's management most clearly failing to meet, potentially 
preventing Precision Audits Ltd from accepting the engagement? 

• A. The agreement to prepare financial statements in accordance with an applicable framework. 

• B. The willingness to pay the agreed audit fee promptly. 

• C. The commitment to provide the auditor with all necessary information and access. 

• D. The integrity of the client's principal owners and management. 
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Answer Key and Explanations 
1. Correct Answer: D. The integrity of the client's management and the preconditions for an audit. 

• Explanation: Assessing the integrity of the client's management is critical. The CEO's history raises 
concerns. Furthermore, suggesting skipping procedures directly compromises preconditions for an 
audit (management's willingness to allow the audit to be performed to professional standards). 

2. Correct Answer: A. The firm's competence and the quality of the audit engagement. 

• Explanation: Offering an abnormally low fee threatens objectivity and quality. The firm must evaluate 
its competence. Struggling with complex financial instruments indicates a lack of competence, 
directly impacting audit quality and professional standards. 

3. Correct Answer: D. The existence of any independence threats that cannot be safeguarded. 

• Explanation: Before engagement acceptance, the firm must evaluate ethical requirements, specifically 
whether there are any independence threats that cannot be safeguarded. A senior partner holding a 
significant equity stake creates a self-interest threat to independence. 

4. Correct Answer: B. The detailed basis for the proposed audit fee. 

• Explanation: A tender proposal should include the audit approach, team credentials, and fee basis. 
Providing only a broad estimate, rather than a detailed basis, is an insufficient address of this crucial 
commercial element. 

5. Correct Answer: B. The integrity of the client's principal owners, management, and TCWG. 

• Explanation: Assessing the integrity of the client's principal owners, management, and TCWG is a 
critical risk management procedure. Allegations and past issues raise significant concerns about the 
client's ethical environment. 

6. Correct Answer: A. Performing background checks specifically for money laundering risks. 

• Explanation: Performing client screening and background checks, such as for money laundering, is 
critical. Unusual or unexplained large cash transactions are a common indicator of potential money 
laundering activities. 

7. Correct Answer: B. Whether the firm possesses the necessary resources, skills, and time to perform the 
audit. 

• Explanation: A key procedure before client acceptance is to evaluate the firm's competence, 
specifically whether it has the necessary resources, skills, and time. Lacking experience in a complex 
sector poses a significant risk to audit quality. 

8. Correct Answer: D. The use of a subtle graphic implying negativity about a competitor. 
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• Explanation: Advertising must be decent, honest, truthful, and not discredit the profession. The 
graphic implying negativity about a competitor discredits the profession by engaging in disparaging 
tactics. 

9. Correct Answer: B. To avoid misunderstandings regarding the terms of the engagement. 

• Explanation: The engagement letter is documented to avoid misunderstandings. Clearly outlining 
management's responsibilities is crucial to prevent disputes and ensure both parties understand their 
roles. 

10. Correct Answer: A. The agreement to prepare financial statements in accordance with an applicable 
framework. 

• Explanation: A key precondition for an audit is that management is willing to prepare financial 
statements in accordance with an applicable financial reporting framework. Reluctance to adopt 
IFRS for SMEs directly violates this requirement. 
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Professional responsibilities and liability 
Instructions: Please answer the following questions to the best of your ability. The correct answer, along with a 
detailed explanation, is provided at the end of this document. 

 

Question 1 

A manufacturing company, EcoSolutions Ltd, is undergoing its annual audit. During the audit, the team 
discovers evidence that EcoSolutions Ltd has been disposing of hazardous waste in a manner that violates 
environmental regulations, potentially leading to significant fines and reputational damage. Management is 
aware of the noncompliance but has actively tried to conceal it from the auditors and those charged with 
governance (TCWG). 

According to ISA 250, what is the auditor's most appropriate initial action upon identifying this noncompliance, 
given management's involvement? 

• A. Immediately report the noncompliance to external environmental authorities. 

• B. Ignore the noncompliance if the potential financial impact is not yet quantifiable. 

• C. Withdraw from the engagement immediately due to the integrity issues. 

• D. Discuss the matter with the appropriate level of management and, if management is involved, 
communicate to the next higher level, such as the audit committee or TCWG. 

 

Question 2 

A small business, Cornerstone Builders Ltd, secured a significant loan from Capital Bank plc based on its 
audited financial statements. The audit report, prepared by Reliable Accountants, contained an unmodified 
opinion. However, it was later discovered that Reliable Accountants had negligently failed to identify a material 
overstatement of assets, leading Capital Bank plc to suffer a substantial financial loss when Cornerstone 
Builders Ltd defaulted on the loan. 

For Capital Bank plc to successfully claim damages against Reliable Accountants under the tort of negligence, 
which three elements must it prove? 

• A. That Reliable Accountants intended to deceive Capital Bank plc, a breach of duty, and a loss 
suffered. 

• B. Only that Reliable Accountants failed to follow auditing standards and Capital Bank plc suffered a 
loss. 

• C. That Reliable Accountants guaranteed the company's solvency, a breach of contract, and a loss 
suffered. 

• D. A duty of care owed by Reliable Accountants to Capital Bank plc, a breach of that duty, and a 
financial loss suffered as a direct result of relying on the negligent audit. 
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Question 3 

An audit firm, Integrity Audits LLP, is auditing TechInnovate plc. During the review of journal entries, the audit 
team identifies several large, unusual adjustments made just before the year-end, which significantly boost 
revenue figures. These entries lack proper authorisation and supporting documentation. The audit team 
suspects these could be intentional misstatements to inflate the company's financial performance. 

Under ISA 240, what is the auditor's primary responsibility concerning such potential fraud? 

• A. To guarantee the detection of all fraud, regardless of materiality. 

• B. To obtain reasonable assurance that the financial statements are free from material misstatement, 
whether caused by fraud or error. 

• C. To prevent all instances of fraudulent financial reporting within TechInnovate plc. 

• D. To ensure the company's future profitability by identifying all financial risks. 

 

Question 4 

During the audit of Innovative Solutions plc, the auditor is reviewing significant transactions that appear to be 
outside the normal course of business, particularly those involving related parties. The auditor is questioning 
the underlying business rationale for these transactions and considering whether they might be used to 
manipulate financial reporting. 

Which fundamental auditing principle is the auditor primarily applying in this situation to address potential 
fraud risks? 

• A. Confidentiality. 

• B. Materiality. 

• C. Professional scepticism. 

• D. Audit efficiency. 

 

Question 5 

An audit firm, Global Assurance LLP, is seeking to manage its professional liability exposure in the UK. The 
partners are exploring various strategies to limit potential claims from clients and third parties. 

Which of the following methods for limiting liability is specifically permitted in the UK, subject to shareholder 
approval, as per the Companies Act 2006? 

• A. Including a general disclaimer in the engagement letter stating that the audit report is for information 
only. 
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• B. Relying solely on professional indemnity insurance to cover all potential claims without any other 
measures. 

• C. Refusing to audit any company deemed to be of high financial risk. 

• D. Implementing liability limitation agreements that cap the auditor's liability to a predetermined 
amount. 

 

Question 6 

During the audit of GreenEnergy Solutions Ltd, the audit team identifies a potential breach of health and 
safety regulations related to the maintenance of heavy machinery. This noncompliance could lead to 
significant fines and potential legal action, which would have a material financial impact on the company's 
financial statements. 

According to ISA 250, what is the auditor's immediate action upon identifying this potential noncompliance? 

• A. Report the potential breach directly to the Health and Safety Executive. 

• B. Investigate the nature, circumstances, and potential financial impact of the noncompliance. 

• C. Advise management to ignore the issue if it has not yet resulted in actual fines. 

• D. Immediately qualify the audit opinion due to the potential fines. 

 

Question 7 

A new client, PharmaInnovate plc, operates in the highly regulated pharmaceutical industry. The audit 
engagement partner is planning the audit and considering the extent to which the audit team needs to 
understand the complex legal and regulatory framework governing this sector. 

According to ISA 250, what is the auditor's responsibility regarding the legal and regulatory framework 
applicable to the client's business? 

• A. To rely solely on management's written representations regarding compliance with all laws and 
regulations. 

• B. To ignore laws and regulations that do not directly impact the financial statements. 

• C. To obtain a general understanding of the legal and regulatory framework applicable to the entity. 

• D. To become an expert in all specific laws and regulations relevant to the pharmaceutical industry. 

 

Question 8 

The audit report for Global Enterprises plc includes a specific disclaimer clause stating that "This report is 
made solely to the company's members, as a body, in accordance with Chapter 3 of Part 16 of the Companies 
Act 2006. Our audit work has been undertaken so that we might state to the company's members those 
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matters we are required to state to them in an auditor's report and for no other purpose. To the fullest extent 
permitted by law, we do not accept or assume responsibility to anyone other than the company and the 
company's members as a body, for our audit work, for this report, or for the opinions we have formed." 

What is the primary purpose of including such a disclaimer clause in the auditor's report? 

• A. To prevent the company's shareholders from suing the auditor for negligence. 

• B. To ensure the audit report is only read by the company's management. 

• C. To limit the auditor's liability to third parties who might rely on the financial statements. 

• D. To comply with the requirements of ISA 240 regarding fraud reporting. 

 

Question 9 

An audit firm, Due Diligence Accountants, was engaged by Family Holdings Ltd to audit its financial 
statements. The engagement letter clearly outlined the scope of work and the auditor's responsibilities. Due 
Diligence Accountants subsequently failed to identify a material misstatement in the financial statements due 
to a lack of due skill and care, causing Family Holdings Ltd to make a poor investment decision and suffer a 
significant financial loss. 

Under which legal principle would Family Holdings Ltd most likely sue Due Diligence Accountants for this 
negligence? 

• A. Criminal fraud, due to the financial loss incurred. 

• B. Breach of contract, arising from the engagement letter. 

• C. Public interest disclosure, as the firm failed its duty to the public. 

• D. The tort of negligence, as it involves a third party. 

 

Question 10 

The audit of Global Holdings plc reveals strong evidence that the Chief Executive Officer (CEO) and Chief 
Financial Officer (CFO) have colluded to manipulate revenue recognition policies, resulting in a significant 
overstatement of profit in the financial statements. This constitutes a material fraud involving senior 
management. 

To whom should the auditor communicate this identified fraud, according to ISA 240? 

• A. Those Charged with Governance (TCWG), such as the audit committee, as senior management is 
involved. 

• B. The police, as this is a criminal offence. 

• C. The entire audit team, but no one else, to maintain confidentiality. 

• D. Junior management, to gather more evidence before reporting higher up. 
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Answer Key and Explanations 
1. Correct Answer: D. Discuss the matter with the appropriate level of management and, if management is 
involved, communicate to the next higher level, such as the audit committee or TCWG. 

• Explanation: When noncompliance is identified, the auditor must discuss it with the appropriate level 
of management. If management or TCWG are involved, communication should be directed to the next 
higher level, such as the audit committee, to ensure proper oversight. 

2. Correct Answer: D. A duty of care owed by Reliable Accountants to Capital Bank plc, a breach of that 
duty, and a financial loss suffered as a direct result of relying on the negligent audit. 

• Explanation: For a third party to successfully claim against an auditor for the tort of negligence, they 
must prove three elements: a duty of care, a breach of that duty, and a loss suffered as a direct result 
of relying on the negligent audit. 

3. Correct Answer: B. To obtain reasonable assurance that the financial statements are free from material 
misstatement, whether caused by fraud or error. 

• Explanation: The auditor's responsibility under ISA 240 is to obtain reasonable assurance that the 
financial statements are free from material misstatement, whether caused by fraud or error. Auditors 
do not guarantee detection of all fraud or prevent it. 

4. Correct Answer: C. Professional scepticism. 

• Explanation: Professional scepticism is crucial in addressing fraud risk. It involves maintaining a 
questioning mind and critically assessing audit evidence, especially when reviewing unusual 
transactions or those lacking clear business rationale. 

5. Correct Answer: D. Implementing liability limitation agreements that cap the auditor's liability to a 
predetermined amount. 

• Explanation: In the UK, liability limitation agreements, which cap the auditor's liability, are permitted 
subject to shareholder approval under the Companies Act 2006. 

6. Correct Answer: B. Investigate the nature, circumstances, and potential financial impact of the 
noncompliance. 

• Explanation: When noncompliance is identified, the auditor's immediate action is to investigate, 
understanding the nature and circumstances and assessing its potential financial impact on the 
financial statements. 

7. Correct Answer: C. To obtain a general understanding of the legal and regulatory framework applicable 
to the entity. 

• Explanation: The auditor is responsible for obtaining a general understanding of the legal and 
regulatory framework applicable to the entity, not to become an expert in all specific laws and 
regulations. 
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8. Correct Answer: C. To limit the auditor's liability to third parties who might rely on the financial 
statements. 

• Explanation: Disclaimer clauses are a method of limiting liability, specifically to third parties, by 
explicitly stating that the report is solely for shareholders and for no other purpose, thereby reducing 
the risk of claims under the tort of negligence. 

9. Correct Answer: B. Breach of contract, arising from the engagement letter. 

• Explanation: Liability to the client typically arises from contract law, specifically from the engagement 
letter. When the auditor fails in their duty to exercise due skill and care, the client can sue for breach of 
contract. 

10. Correct Answer: A. Those Charged with Governance (TCWG), such as the audit committee, as senior 
management is involved. 

• Explanation: When fraud involves senior management, it must be reported to Those Charged with 
Governance (TCWG), typically the audit committee, as they are independent of the management 
involved in the fraud. 
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Professional skills 
Instructions: Please answer the following questions to the best of your ability. The correct answer, along with a 
detailed explanation, is provided at the end of this document. 

 

Question 1 

An audit senior is reviewing the client's bank reconciliation. A large reconciling item of £250,000 relates to a 
cheque issued to a supplier, "Global Components," which has not yet cleared the bank. The client's finance 
director assures the senior that the cheque was sent last week and will clear soon, providing a copy of the 
cheque stub. 

How should the audit senior best demonstrate professional scepticism in this situation? 

• A. Questioning the reliability of the information presented, seeking corroboratory evidence such as 
bank statements from subsequent periods, or direct confirmation from Global Components regarding 
receipt of payment. 

• B. Accepting the finance director's assurance and the cheque stub as sufficient evidence. 

• C. Recommending a journal entry to clear the reconciling item, assuming it will eventually clear. 

• D. Immediately reporting the item as a potential fraud to the engagement partner. 

 

Question 2 

The audit team for MediCare Services Ltd is evaluating a complex ethical issue. A senior manager at MediCare 
has been accused of using company resources for personal gain, but the evidence is circumstantial. The audit 
team needs to decide if this issue warrants disclosure in the financial statements or a report to those charged 
with governance. 

What is the most critical aspect for the audit team in applying professional judgement here? 

• A. Relying solely on the company's internal legal counsel for a definitive ruling on the ethical breach. 

• B. Assessing and applying appropriate professional judgement when considering ethical issues, audit 
matters, and when making conclusions or recommendations, weighing the available evidence against 
ethical standards and potential financial statement impact. 

• C. Ignoring the issue if it does not directly impact the numerical accuracy of the financial statements. 

• D. Immediately escalating the issue to external regulators without further investigation. 

 

Question 3 

An audit team has identified a highly technical accounting standard (IFRS 15 Revenue from Contracts with 
Customers) that significantly impacts the client's revenue recognition. The audit manager needs to explain the 
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implications of a proposed adjustment to the non-executive directors (NEDs) who have limited financial 
reporting expertise. The adjustment could reduce reported profit by £5 million. 

Which approach best demonstrates effective communication in this scenario? 

• A. Advising the NEDs to consult with their own independent accounting experts to understand the 
technical details. 

• B. Presenting a detailed technical memo outlining all paragraphs of IFRS 15 relevant to the adjustment. 

• C. Preparing a concise briefing note that simplifies the core principles of IFRS 15, explains the impact 
of the adjustment in clear, non-technical language, and highlights the implications for the company's 
financial statements. 

• D. Scheduling a meeting to verbally explain the adjustment, assuming the NEDs will ask questions if 
they don't understand. 

 

Question 4 

The audit team has proposed a significant adjustment to the client's deferred tax liability calculation, based on 
a complex interpretation of IAS 12 Income Taxes. The client's finance director, a qualified accountant, strongly 
disagrees with the interpretation, presenting an alternative view supported by a different accounting firm's 
opinion. The audit partner needs to respond. 

To demonstrate effective communication and persuasive argumentation, what should the audit partner's 
response include? 

• A. Objectively presenting the audit firm's interpretation of IAS 12, providing a logical and compelling 
counterargument to the client's alternative view, supported by specific paragraphs of the standard and 
industry practice, to clarify the complexity and ensure an unbiased financial statement. 

• B. Suggesting that the client seek a ruling from the accounting standard setter to resolve the dispute. 

• C. Stating that the audit firm's interpretation is final and non-negotiable without further discussion. 

• D. Conceding to the client's finance director's view to maintain a good relationship, as they are also a 
qualified accountant. 

 

Question 5 

The audit team has identified a material misstatement in the client's inventory valuation due to obsolete stock 
not being written down. Management strongly disagrees, arguing that the stock will eventually be sold. The 
audit partner needs to convince management to make the adjustment. 

To effectively persuade management, what should the audit partner do? 

• A. Agree to a smaller write-down to maintain a good client relationship. 
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• B. Present a logical and compelling argument, supported by evidence of slow-moving stock, market 
analysis, and the relevant accounting standard (IAS 2 Inventories), demonstrating the financial 
statement impact and the implications for the audit opinion. 

• C. Ask the client's legal team to review the accounting standard and provide their interpretation. 

• D. State the audit firm's non-negotiable stance and threaten to qualify the audit opinion if the 
adjustment is not made. 

 

Question 6 

The audit team has performed extensive testing on the valuation of a client's complex financial instruments. 
Management has provided expert valuations, but the audit team's own expert has raised some concerns about 
the assumptions used. The audit partner needs to conclude whether sufficient appropriate audit evidence has 
been obtained. 

What action best demonstrates critical assessment in this context? 

• A. Challenging and critically assessing all information and evidence, including management's expert 
valuations and the audit firm's expert's concerns, to conclude whether sufficient appropriate evidence 
has been obtained to base the audit opinion. 

• B. Disregarding the audit firm's expert's concerns if they are not material in isolation. 

• C. Requesting a third, independent expert valuation to resolve the disagreement. 

• D. Accepting management's expert valuation as definitive, given their familiarity with the instruments. 

 

Question 7 

During the audit of a manufacturing client, Northern Gears Ltd, the audit team observes a significant increase 
in raw material inventory days, despite stable production levels and sales forecasts. The inventory valuation is 
material to the financial statements. The client's management attributes this solely to a new, more efficient 
purchasing system. 

To demonstrate strong investigative analysis, what should the audit team prioritise? 

• A. Accepting management's explanation and focusing on verifying the mathematical accuracy of the 
inventory valuation. 

• B. Recommending a complete overhaul of the purchasing system based on the observed inefficiency. 

• C. Performing a detailed walkthrough of the new purchasing system to understand its operational 
mechanics. 

• D. Gathering information from various sources, such as supplier contracts, production schedules, and 
market prices for raw materials, to establish reasons for the increased inventory days and connections 
between data. 
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Question 8 

The audit team has identified a potential related party transaction where the client, Family Holdings Ltd, sold a 
significant asset to a director's private company at what appears to be below market value. The director insists 
the price was fair. The team has gathered some evidence but is unsure if it's sufficient to conclude on the 
fairness of the transaction or its proper accounting treatment. 

How should the audit team demonstrate informed decision-making in this situation? 

• A. Requesting the client's internal audit department to investigate the transaction further. 

• B. Demonstrating professional judgement by applying auditing, accounting, and ethical standards to 
critically assess the evidence, draw conclusions on the transaction's fairness and accounting 
treatment, and make informed decisions regarding disclosure or potential adjustment. 

• C. Immediately qualifying the audit opinion based on suspicion alone. 

• D. Accepting the director's explanation to avoid conflict and moving on. 

 

Question 9 

An audit engagement for Green Energy Solutions Ltd has just concluded, and the audit opinion has been 
issued. During the post-audit review, the engagement partner learns that a major competitor of Green Energy 
Solutions recently announced a significant technological breakthrough that could render Green Energy's core 
product obsolete within two years. This information was not known during the audit. 

How should the engagement partner demonstrate critical reflection in light of this new information? 

• A. Recommending a change in the audit methodology for all future audits of companies in the 
renewable energy sector. 

• B. Dismissing the information as it came to light after the audit opinion was issued, so it has no bearing 
on the concluded audit. 

• C. Immediately contacting the client to demand an explanation for not disclosing this information 
during the audit. 

• D. Carefully considering the information, evidence, and findings to reflect on their implications for the 
engagement, the audit firm's future risk assessment of the client, and the potential need for 
subsequent events procedures if the information had been available earlier. 

 

Question 10 

An audit firm has completed its audit of Urban Developments Ltd, a property developer. The audit report 
highlights a going concern uncertainty due to significant debt and a downturn in the property market. The firm 
is now considering its recommendations to the client. 
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To demonstrate strong insight and perception, what should the audit firm's recommendations primarily reflect? 

• A. A demand for immediate repayment of all outstanding audit fees. 

• B. A generic set of recommendations for improving internal controls, applicable to any property 
developer. 

• C. A list of all accounting standards violated by the client. 

• D. Recommendations that show insight into the wider implications of their implementation, 
considering the client's strategic objectives, market position, and the potential impact on investor 
confidence and future financing, leading to suitable conclusions. 

 

Answer Key and Explanations 
1. Correct Answer: A. Questioning the reliability of the information presented, seeking corroboratory 
evidence such as bank statements from subsequent periods, or direct confirmation from Global 
Components regarding receipt of payment. 

• Explanation: Professional scepticism requires challenging contradictory information and the reliability 
of information presented, seeking corroboratory evidence to ensure sufficient appropriate evidence 
has been obtained. 

2. Correct Answer: B. Assessing and applying appropriate professional judgement when considering 
ethical issues, audit matters, and when making conclusions or recommendations, weighing the available 
evidence against ethical standards and potential financial statement impact. 

• Explanation: Application of judgement involves assessing and applying appropriate professional 
judgement when considering ethical issues, weighing evidence against standards to reach 
conclusions. 

3. Correct Answer: C. Preparing a concise briefing note that simplifies the core principles of IFRS 15, 
explains the impact of the adjustment in clear, non-technical language, and highlights the implications for 
the company's financial statements. 

• Explanation: Effective communication involves clarifying complexity by simplifying technical issues 
to convey relevant information in a way easily understood by the intended audience. 

4. Correct Answer: A. Objectively presenting the audit firm's interpretation of IAS 12, providing a logical 
and compelling counterargument to the client's alternative view, supported by specific paragraphs of the 
standard and industry practice, to clarify the complexity and ensure an unbiased financial statement. 

• Explanation: Effective communication involves persuasive argumentation, presenting logical, 
compelling arguments based on relevant accounting standards to clarify complexity. 

5. Correct Answer: B. Present a logical and compelling argument, supported by evidence of slow-moving 
stock, market analysis, and the relevant accounting standard (IAS 2 Inventories), demonstrating the 
financial statement impact and the implications for the audit opinion. 
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• Explanation: Persuasive argumentation involves advising using logical, compelling 
arguments supported by evidence and relevant accounting standards. 

6. Correct Answer: A. Challenging and critically assessing all information and evidence, including 
management's expert valuations and the audit firm's expert's concerns, to conclude whether sufficient 
appropriate evidence has been obtained to base the audit opinion. 

• Explanation: Critical assessment involves challenging and critically assessing all information and 
evidence to conclude whether sufficient appropriate evidence has been obtained. 

7. Correct Answer: D. Gathering information from various sources, such as supplier contracts, production 
schedules, and market prices for raw materials, to establish reasons for the increased inventory days and 
connections between data. 

• Explanation: Investigative analysis involves gathering information from various sources and using 
analytical techniques to establish reasons for issues and connections between data. 

8. Correct Answer: B. Demonstrating professional judgement by applying auditing, accounting, and ethical 
standards to critically assess the evidence, draw conclusions on the transaction's fairness and accounting 
treatment, and make informed decisions regarding disclosure or potential adjustment. 

• Explanation: Informed decision-making requires demonstrating professional judgement by applying 
standards to critically assess evidence and draw conclusions. 

9. Correct Answer: D. Carefully considering the information, evidence, and findings to reflect on their 
implications for the engagement, the audit firm's future risk assessment of the client, and the potential 
need for subsequent events procedures if the information had been available earlier. 

• Explanation: Critical reflection involves carefully considering information, evidence, and findings 
to reflect on their implications for the engagement and audit firm. 

10. Correct Answer: D. Recommendations that show insight into the wider implications of their 
implementation, considering the client's strategic objectives, market position, and the potential impact on 
investor confidence and future financing, leading to suitable conclusions. 

• Explanation: Insight and perception involve showing insight into the wider implications of 
implementing recommendations, considering commercial realities and strategic direction. 
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Prospective financial information 
Instructions: Please answer the following questions to the best of your ability. The correct answer, along with a 
detailed explanation, is provided at the end of this document. 

 

Question 1 

GreenTech Innovations Ltd. is considering a significant investment in a new renewable energy project. To 
secure funding, the board has prepared financial information reflecting their best estimate of future cash flows, 
assuming current market trends continue and their planned operational efficiencies are achieved. This 
information will be shared with potential investors and lenders. Separately, the R&D department has developed 
internal financial scenarios exploring the impact of a hypothetical 20% increase in raw material costs and a 
15% reduction in government subsidies, to understand potential risks. 

Which of the following statements accurately categorises the financial information prepared by GreenTech 
Innovations Ltd.? 

• A. Both sets of information are projections, as they both deal with future events. 

• B. Both sets of information are forecasts, differing only in their intended audience. 

• C. The information for investors is a forecast, and the internal R&D scenarios are projections. 

• D. The information for investors is a projection, and the internal R&D scenarios are forecasts. 

 

Question 2 

Quantum Retail Group PLC is undergoing an examination engagement for its Prospective Financial 
Information (PFI). The PFI includes an assumption of significant capital expenditure for new store openings, 
which is consistent with the company's strategic plan to expand its physical footprint. However, the PFI also 
assumes a substantial reduction in administrative staff costs, which appears to contradict the increased 
operational complexity implied by the expansion. 

Which aspect of assessing assumptions should the auditor primarily focus on in this situation? 

• A. Obtaining external evidence to support the capital expenditure assumption. 

• B. Assessing the computational accuracy of the PFI. 

• C. Determining whether the assumptions are consistent with each other and with the entity's plans. 

• D. Evaluating whether all key external factors have been considered. 

 

Question 3 

Global Exports Ltd. has engaged its auditors for an examination engagement on its Prospective Financial 
Information (PFI). The PFI includes a forecast of sales revenue for the next five years. The auditors have 
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confirmed that the underlying assumptions are reasonable, the PFI is computationally accurate, and its 
presentation is appropriate. 

Which of the following statements accurately describes what the auditor's report provides reasonable 
assurance on in this common engagement type? 

• A. That the PFI is free from all material misstatement, including the underlying assumptions and future 
outcomes. 

• B. That the PFI has been properly compiled on the basis of the assumptions and presented 
appropriately. 

• C. That the management's assumptions are guaranteed to be correct. 

• D. That the forecast sales revenue will be achieved in the future. 

 

Question 4 

A start-up company, Innovate AI Ltd. , has developed two sets of Prospective Financial Information (PFI). The 
first set, a detailed forecast, is intended for a pitch to venture capitalists to secure seed funding. It reflects 
management's best estimate of future performance. The second set, a projection, explores various extreme 
market scenarios and is used solely by the board of directors for internal risk assessment and strategic 
contingency planning. 

Which statement best describes the primary distinction in the purpose and intended users of these two sets of 
PFI? 

• A. The forecast is for internal management's use, while the projection is for external stakeholders. 

• B. Both are for internal use, but the projection is more detailed than the forecast. 

• C. Both are for external use, but the forecast is more optimistic than the projection. 

• D. The forecast is for external users based on best-estimate assumptions, while the projection is for 
internal use based on hypothetical assumptions. 

 

Question 5 

During an examination engagement of the Prospective Financial Information (PFI) for Digital Marketing 
Solutions Ltd. , the auditors, Insight Audit LLP, found that while the underlying assumptions were reasonable 
and the PFI was computationally accurate, the disclosures regarding the sensitivity of key assumptions to 
changes in market conditions were significantly lacking. Management refused to add further detail, stating it 
was proprietary information. 

What type of opinion is Insight Audit LLP most likely to issue in this scenario? 

• A. A disclaimer of opinion, due to management's refusal to provide proprietary information. 
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• B. An unmodified opinion, as the assumptions were reasonable and calculations accurate. 

• C. A qualified or adverse opinion, because the PFI is not properly presented with adequate disclosures. 

• D. A limited assurance conclusion, as the PFI is inherently forward-looking. 

 

Question 6 

Apex Logistics Ltd. has engaged its auditors, Swift & Co., to examine its Prospective Financial Information (PFI) 
for the upcoming three years, which includes a significant expansion into a new geographical market. During 
the assessment of management's assumptions, Swift & Co. notes that while internal operational efficiencies 
and projected sales growth have been thoroughly considered, there is limited documentation regarding the 
analysis of potential new competitors in the target market or the impact of recent changes in international 
trade tariffs. 

Which critical aspect of assessing assumptions has Swift & Co. likely identified as deficient? 

• A. Checking the computational accuracy of the PFI. 

• B. Determining whether the assumptions are consistent with each other and with the entity's plans. 

• C. Assessing whether all key factors (internal and external) have been considered. 

• D. Obtaining sufficient evidence to support the assumptions. 

 

Question 7 

After completing an examination engagement on the Prospective Financial Information (PFI) of Zenith 
Manufacturing PLC , the auditors, Prime Assurance LLP, have concluded that the assumptions provide a 
reasonable basis for the forecast, the PFI has been properly prepared based on those assumptions, and it is 
appropriately presented with adequate disclosures. 

Which of the following statements would Prime Assurance LLP include in their unmodified report? 

• A. A positive opinion on the reasonableness of assumptions, proper preparation, and presentation, 
along with a prominent paragraph on inherent uncertainty. 

• B. An adverse opinion due to the inherent uncertainty of prospective financial information. 

• C. A positive opinion stating that the actual results will align with the forecast, alongside a disclaimer 
about future events. 

• D. A limited assurance conclusion that nothing has come to their attention causing them to believe the 
PFI is materially misstated. 

 

Question 8 
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During the examination of the Prospective Financial Information (PFI) for Innovate Solutions Ltd. , the 
auditors, Trustworthy Audits, found that a key assumption regarding a 50% increase in sales for a new product 
line was not supported by any market research, historical data, or firm customer commitments. Management 
insisted on retaining this assumption, arguing it reflected their optimistic outlook. 

What type of opinion is Trustworthy Audits most likely to issue if this unsupported assumption remains in the 
PFI? 

• A. An unmodified opinion, as management's optimism is a valid basis for assumptions. 

• B. A qualified or adverse opinion, because the assumptions do not provide a reasonable basis for the 
PFI. 

• C. A disclaimer of opinion, as the auditor cannot obtain sufficient appropriate evidence. 

• D. A limited assurance conclusion, as the PFI is inherently uncertain. 

 

Question 9 

A private equity firm, Capital Growth Partners , is conducting due diligence on a potential acquisition 
target, Swift Logistics Ltd. . As part of this process, Swift Logistics provides Prospective Financial Information 
(PFI) for the next two years. Capital Growth Partners requests that Swift Logistics' auditors provide limited 
assurance on this PFI, primarily to confirm that nothing has come to their attention that causes them to believe 
the PFI is materially misstated. 

Which type of engagement is Capital Growth Partners requesting, and what does it primarily focus on? 

• A. A limited assurance engagement, focusing on whether anything indicates material misstatement in 
the PFI. 

• B. A reasonable assurance engagement, focusing on the achievement of the PFI's outcomes. 

• C. An examination engagement, focusing on the reasonableness of all underlying assumptions. 

• D. An audit of historical financial information, focusing on past performance. 

 

Question 10 

City Developments PLC has prepared Prospective Financial Information (PFI) for a major urban regeneration 
project, including an assumption of securing planning permission within six months. The auditors, Urban Audit 
Partners, are reviewing this assumption. Management has provided internal memos indicating confidence in 
the planning application, but no external correspondence or expert opinions are available to support the tight 
timeline. 

What is the primary action Urban Audit Partners should take regarding this assumption? 

• A. Obtain additional evidence to support the assumption, such as expert opinions or external 
communications. 
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• B. Disregard the assumption, as planning permission is inherently uncertain. 

• C. Modify the opinion immediately due to the lack of external evidence. 

• D. Accept management's internal memos as sufficient evidence, given their expertise. 

 

Answer Key and Explanations 
1. Correct Answer: C. The information for investors is a forecast, and the internal R&D scenarios are 
projections. 

• Explanation: PFI based on management's best-estimate assumptions is a forecast. PFI based 
on hypothetical assumptions for "what-if" scenarios is a projection. Therefore, the investor 
information is a forecast, and the internal scenarios are projections. 

2. Correct Answer: C. Determining whether the assumptions are consistent with each other and with the 
entity's plans. 

• Explanation: The scenario describes an inconsistency where increased capital expenditure for 
expansion is paired with a reduction in administrative staff costs, which seems contradictory. The 
auditor must determine whether assumptions are consistent with each other and with the entity's 
plans. 

3. Correct Answer: B. That the PFI has been properly compiled on the basis of the assumptions and 
presented appropriately. 

• Explanation: An examination engagement provides reasonable assurance that the PFI has 
been properly compiled on the basis of the assumptions and presented appropriately. It does not 
guarantee future outcomes or the correctness of assumptions. 

4. Correct Answer: D. The forecast is for external users based on best-estimate assumptions, while the 
projection is for internal use based on hypothetical assumptions. 

• Explanation: Forecasts are based on best-estimate assumptions, often for external 
users. Projections are based on hypothetical assumptions, often for internal use such as strategic 
planning and risk assessment. 

5. Correct Answer: C. A qualified or adverse opinion, because the PFI is not properly presented with 
adequate disclosures. 

• Explanation: The auditor provides an opinion on whether the PFI is properly presented. If disclosures 
(e.g., sensitivity analysis) are inadequate and management refuses to rectify, the auditor issues a 
modified opinion (qualified or adverse). 

6. Correct Answer: C. Assessing whether all key factors (internal and external) have been considered. 

• Explanation: Evaluating assumptions involves assessing whether all key factors, both internal 
(operational efficiencies) and external (new competitors, trade tariffs), have been considered. The 
scenario highlights a deficiency in considering external factors. 
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7. Correct Answer: A. A positive opinion on the reasonableness of assumptions, proper preparation, and 
presentation, along with a prominent paragraph on inherent uncertainty. 

• Explanation: An unmodified report includes a positive opinion on assumptions, preparation, and 
presentation, along with a prominent paragraph highlighting the inherent uncertainty of PFI and stating 
that actual results may differ. 

8. Correct Answer: B. A qualified or adverse opinion, because the assumptions do not provide a reasonable 
basis for the PFI. 

• Explanation: The auditor must evaluate whether assumptions provide a reasonable basis for the PFI. 
An unsupported key assumption (50% sales increase) without evidence indicates assumptions are not 
reasonable, leading to a modified opinion. 

9. Correct Answer: A. A limited assurance engagement, focusing on whether anything indicates material 
misstatement in the PFI. 

• Explanation: A limited assurance engagement on PFI provides a lower level of assurance, typically 
stating that nothing has come to the auditor's attention that causes them to believe the PFI is 
materially misstated. 

10. Correct Answer: A. Obtain additional evidence to support the assumption, such as expert opinions or 
external communications. 

• Explanation: A crucial procedure is obtaining evidence to support the assumptions. For a critical and 
uncertain assumption like securing planning permission within a tight timeframe, the auditor needs 
robust, often external, evidence to assess its reasonableness. 
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Quality management 
Instructions: Please answer the following questions to the best of your ability. The correct answer, along with a 
detailed explanation, is provided at the end of this document. 

 

Question 1 

Chartered & Co is approached by Controversial Holdings Ltd, a new potential client operating in a highly 
regulated but ethically questionable industry. During the client acceptance procedures, Chartered & Co 
identifies that a significant portion of Controversial Holdings Ltd's revenue comes from activities that, while 
legal, are widely considered socially irresponsible. The firm's partners are divided; some see the potential for 
high fees, while others are concerned about reputational risk and the firm's ethical standing. 

Under which component of the System of Quality Management (SQOM) would the firm primarily address these 
concerns before deciding whether to accept Controversial Holdings Ltd as a client? 

• A. The Firm's Risk Assessment Process. 

• B. Information and Communication. 

• C. Acceptance and Continuance of Client Relationships and Specific Engagements. 

• D. Engagement Performance. 

 

Question 2 

Alpha Audit LLP is considering accepting a new client, GreenTech Innovations Ltd , a rapidly growing 
technology start-up. During the client acceptance procedures, the engagement partner, Mr. Davies, discovers 
that GreenTech's CEO is a close relative of one of Alpha Audit's senior managers, who is not part of the audit 
department but holds significant influence within the firm. Mr. Davies is concerned about potential threats to 
independence and objectivity. 

Under the firm's System of Quality Management (SQOM), which component is primarily responsible for 
addressing such a situation before the client relationship is established? 

• A. Governance and Leadership, as the tone at the top dictates how such conflicts are handled. 

• B. Relevant Ethical Requirements, ensuring compliance with the Code of Ethics regarding 
independence. 

• C. Acceptance and Continuance of Client Relationships and Specific Engagements, by setting 
procedures for such scenarios. 

• D. The Firm's Risk Assessment Process, by identifying the relationship as a quality risk. 

 

Question 3 
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Trustworthy Auditors has a robust policy for ensuring partner rotation on Public Interest Entity (PIE) audits, 
strictly adhering to regulatory requirements. However, the firm has not explicitly documented or 
communicated firm-wide policies to address potential threats to objectivity that could arise from providing 
certain non-audit services to audit clients, even though such services are permitted under strict safeguards 
and are assessed on a case-by-case basis. 

Which aspect of the 'Relevant Ethical Requirements' component of the SQOM is Trustworthy Auditors 
potentially overlooking? 

• A. Policies to ensure professional competence. 

• B. Policies to achieve independence. 

• C. Policies for fair fee arrangements. 

• D. Policies for client confidentiality. 

 

Question 4 

During the audit of Complex Structures plc , the engagement team encounters an exceptionally intricate 
accounting treatment for a new type of financial instrument, which is not explicitly covered by existing 
accounting standards. The engagement partner is confident in their own interpretation but acknowledges the 
complexity and the potential for differing views among accounting experts. 

Under the 'Engagement Performance' component of the System of Quality Management (SQOM), what specific 
action should the engagement partner consider taking regarding this complex matter? 

• A. Proceed with their own interpretation, as they are the most senior member of the team. 

• B. Seek consultation on the difficult matter with appropriate experts within or outside the firm. 

• C. Document their interpretation and move on, as it is a matter of professional judgement. 

• D. Delegate the final decision on the accounting treatment to the client's management. 

 

Question 5 

Integrity Partners , a large audit firm, is reviewing its governance structure for quality management. The senior 
partner, Mr. Smith, firmly believes that the day-to-day responsibility for audit quality rests entirely with the 
engagement partners. Consequently, he has delegated all aspects of quality policy development, 
implementation, and oversight to the Quality Control Manager, a non-partner who reports to the HR 
department. Mr. Smith views his own role as purely strategic, separate from operational quality matters. 

Which component of the firm's System of Quality Management (SQOM) is most likely to be deficient based on 
Mr. Smith's approach to leadership? 

• A. Information and Communication. 

https://finprepacademy.com/


Advance Audit and Assurance Topic-by-Topic Quiz 

109 

For more challenging questions, a wider variety of question types, and interactive quizzes, visit finprepacademy.com     

• B. Relevant Ethical Requirements. 

• C. The Firm's Risk Assessment Process. 

• D. Governance and Leadership. 

 

Question 6 

Tech Audit Solutions specialises in auditing technology companies. Due to rapid growth in the sector, the firm 
has taken on numerous new clients, leading to a significant increase in workload. The existing audit teams are 
stretched, working long hours, and some junior staff are being assigned to complex areas without adequate 
supervision or prior experience. The firm's partners believe that hiring more staff is too costly in the short term 
and prefer to manage with existing personnel. 

Which component of the firm's System of Quality Management (SQOM) is most directly impacted by the firm's 
current approach to staffing and workload management? 

• A. Acceptance and Continuance of Client Relationships and Specific Engagements. 

• B. Information and Communication. 

• C. Resources. 

• D. Relevant Ethical Requirements. 

 

Question 7 

A small audit firm, Cornerstone & Co , is struggling with high staff turnover and a lack of experienced 
personnel, particularly in specialist areas like derivatives. This has led to delays in audit completion and 
increased reliance on external experts, impacting profitability and client satisfaction. The managing partner is 
concerned that this situation poses a significant risk to the quality of their audit engagements. 

Which component of Cornerstone & Co's System of Quality Management (SQOM) is primarily failing to address 
this critical issue related to engagement performance? 

• A. Information and Communication, due to a failure to communicate staffing needs effectively. 

• B. The Firm's Risk Assessment Process, as it should have identified the staffing risk. 

• C. Resources, specifically concerning obtaining, developing, and retaining competent personnel. 

• D. Governance and Leadership, for not promoting a culture that values staff retention. 

 

Question 8 

A firm, Integrity Audits , has identified a systemic issue where critical information regarding client-specific 
ethical threats is not consistently being communicated from the client acceptance team to the engagement 
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performance team. This has led to instances where engagement teams were unaware of potential conflicts of 
interest until late in the audit process. 

Which component of the firm's System of Quality Management (SQOM) is primarily failing in this scenario, 
hindering effective quality management? 

• A. Relevant Ethical Requirements, as the threats are not being adequately addressed. 

• B. Engagement Performance, due to a lack of proper planning and supervision. 

• C. The Monitoring and Remediation Process, for not detecting this communication breakdown earlier. 

• D. Information and Communication, as necessary information is not being identified, captured, and 
communicated. 

 

Question 9 

A firm, Pinnacle Partners , has a robust System of Quality Management (SQOM). The managing partner, Mr. 
Robert Sterling, frequently communicates the importance of ethical conduct and high-quality work to all staff. 
He ensures that sufficient budget is allocated for training and technology to support audit engagements. 
Furthermore, he personally reviews the annual SQOM evaluation report and takes decisive action on identified 
deficiencies. 

Which component of the SQOM is Mr. Sterling primarily demonstrating strong leadership and commitment 
towards through these actions? 

• A. Governance and Leadership, by setting the tone at the top and taking ultimate responsibility. 

• B. Relevant Ethical Requirements, by promoting compliance with the Code of Ethics. 

• C. The Firm's Risk Assessment Process, by identifying and mitigating risks. 

• D. Information and Communication, by ensuring effective internal reporting. 

 

Question 10 

Synergy Audits has recently implemented a new firm-wide policy on ethical requirements, including updated 
independence rules for all staff. However, the policy document was simply uploaded to the firm's intranet 
without any specific communication, training sessions, or confirmation of understanding for staff members. 
Six months later, an engagement team inadvertently breaches an independence rule due to unawareness of 
the updated policy. 

Which component of Synergy Audits' System of Quality Management (SQOM) has most likely failed in this 
scenario? 

• A. Engagement Performance. 

• B. Monitoring and Remediation Process. 
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• C. The Firm's Risk Assessment Process. 

• D. Information and Communication. 

 

Answer Key and Explanations 
1. Correct Answer: C. Acceptance and Continuance of Client Relationships and Specific Engagements. 

• Explanation: The 'Acceptance and Continuance' component requires firms to have procedures to only 
accept clients where the firm can perform the work ethically and competently. Concerns about 
reputational risk and ethical implications fall under this component. 

2. Correct Answer: C. Acceptance and Continuance of Client Relationships and Specific Engagements, by 
setting procedures for such scenarios. 

• Explanation: The component 'Acceptance and Continuance' involves procedures to only accept 
clients where the firm can perform the work ethically and competently. Deciding whether to take on the 
client given the ethical concern falls under this component. 

3. Correct Answer: B. Policies to achieve independence. 

• Explanation: The 'Relevant Ethical Requirements' component includes policies to 
achieve independence, integrity, and objectivity. The absence of documented firm-wide policies for 
managing threats to objectivity from non-audit services indicates an oversight in addressing 
independence requirements. 

4. Correct Answer: B. Seek consultation on the difficult matter with appropriate experts within or outside 
the firm. 

• Explanation: The 'Engagement Performance' component includes policies for planning, performing, 
supervising, reviewing, and documenting engagements, specifically highlighting 'Consultation on 
difficult matters' as a key aspect. 

5. Correct Answer: D. Governance and Leadership. 

• Explanation: The 'Governance and Leadership' component mandates that leadership must promote a 
culture of quality and be ultimately responsible for the SQOM. Delegating all aspects of quality to a 
non-partner indicates a deficiency in the tone at the top. 

6. Correct Answer: C. Resources. 

• Explanation: The 'Resources' component addresses obtaining, developing, using, and retaining 
competent personnel with sufficient time. Stretched teams, long hours, and inadequate supervision 
indicate a deficiency in providing sufficient and competent resources. 

7. Correct Answer: C. Resources, specifically concerning obtaining, developing, and retaining competent 
personnel. 

https://finprepacademy.com/


Advance Audit and Assurance Topic-by-Topic Quiz 

112 

For more challenging questions, a wider variety of question types, and interactive quizzes, visit finprepacademy.com     

• Explanation: The 'Resources' component specifically addresses obtaining, developing, and retaining 
competent personnel. The issues with staff turnover and lack of experienced personnel fall directly 
under this component. 

8. Correct Answer: D. Information and Communication, as necessary information is not being identified, 
captured, and communicated. 

• Explanation: The 'Information and Communication' component is responsible for identifying, 
capturing, and communicating necessary information. The breakdown in communicating ethical threat 
information between teams points to a failure in this component. 

9. Correct Answer: A. Governance and Leadership, by setting the tone at the top and taking ultimate 
responsibility. 

• Explanation: The 'Governance and Leadership' component focuses on the tone at the top, where 
leadership must promote a culture of quality and be ultimately responsible for the SQOM. Mr. Sterling's 
actions directly reflect this responsibility. 

10. Correct Answer: D. Information and Communication. 

• Explanation: The 'Information and Communication' component requires ensuring policies are 
effectively communicated, understood, and applied. Simply uploading a policy without ensuring it is 
communicated represents a failure in this component. 
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Regulatory environment 
Instructions: Please answer the following questions to the best of your ability. The correct answer, along with a 
detailed explanation, is provided at the end of this document. 

 

Question 1 

The UK's regulatory environment for audit and corporate governance is undergoing significant reform. A new, 
stronger regulator is being established to replace the existing body. This new authority is expected to have 
enhanced powers to set UK auditing standards, promote good corporate governance, monitor and enforce 
compliance with accounting and auditing standards, and oversee the professional accountancy bodies. A UK 
audit firm is keen to understand the scope of this new regulator's influence. 

Which of the following accurately describes a key role of the UK's Competent Authority for audit (currently FRC, 
soon to be ARGA)? 

• A. To develop International Standards on Auditing (ISAs) for global application. 

• B. To provide assurance services to public sector entities in the UK. 

• C. To directly manage the internal audit functions of all UK listed companies. 

• D. To set UK auditing standards, promote corporate governance, and monitor/enforce accounting and 
auditing standards. 

 

Question 2 

The audit committee of Britannia Holdings plc , a FTSE 250 company, is preparing for its annual review of the 
external audit process. The committee has recently received a proposal from the current auditor for a 
significant non-audit service engagement related to IT system implementation. The committee members are 
debating their responsibilities regarding the external auditor's appointment, independence, and the provision 
of such additional services. They are also aware that the company has not tendered its audit for 8 years. 

Which of the following is a key responsibility of the audit committee concerning the external auditor, as per the 
UK Corporate Governance Code and related guidance? 

• A. To ensure the external auditor reports directly to the shareholders, bypassing the board entirely. 

• B. To tender the external audit engagement every five years, regardless of company size. 

• C. To directly perform the annual audit of the company's financial statements to ensure independence. 

• D. To appoint the external auditor, determine their remuneration, and develop a policy on non-audit 
services. 

 

Question 3 
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A rapidly growing technology start-up, InnovateTech Ltd , is seeking significant investment to fund its 
expansion. Potential investors are requesting audited financial statements to gain confidence in the company's 
reported financial performance and position. The investors explain that they need an independent opinion on 
whether the financial information complies with accounting standards to make informed decisions about 
providing finance. 

What is the primary purpose of assurance services, such as an audit, in the context described for InnovateTech 
Ltd? 

• A. To provide an independent opinion on whether subject matter complies with predetermined criteria, 
building trust for decision-makers. 

• B. To guarantee the future profitability and solvency of the company to investors. 

• C. To provide management with detailed recommendations for improving internal control systems. 

• D. To prepare the company's financial statements in accordance with relevant accounting standards. 

 

Question 4 

The external audit team for Phoenix Group plc , a large UK listed entity, is planning its audit approach. The 
audit engagement partner notes that Phoenix Group has a robust corporate governance framework, including a 
highly effective audit committee, strong internal controls, and clear division of responsibilities at board level. 
The partner believes this will impact the audit strategy. 

How does a strong corporate governance framework, such as that at Phoenix Group plc, typically impact the 
external auditor's assessment of risk and their responsibilities? 

• A. It reduces inherent and control risk, and auditors may report on compliance with governance codes 
for listed entities. 

• B. It eliminates the need for an external audit, as management oversight is sufficient. 

• C. It increases inherent and control risk, requiring more extensive substantive testing. 

• D. It requires the auditor to take on management responsibilities for internal control. 

 

Question 5 

Horizon plc , a large listed entity in the UK, is considering its compliance with international auditing standards. 
The board is particularly interested in understanding which global body is responsible for developing the 
International Standards on Auditing (ISAs) that its external auditors must adhere to, and which body promotes 
the International Code of Ethics for Accountants. The finance director is preparing a briefing for the audit 
committee on the regulatory landscape. 

Which two bodies, under the umbrella of the International Federation of Accountants (IFAC), are primarily 
responsible for developing ISAs and promoting the International Code of Ethics, respectively? 
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• A. Public Company Accounting Oversight Board (PCAOB) and International Auditing and Assurance 
Standards Board (IAASB) 

• B. International Auditing and Assurance Standards Board (IAASB) and International Ethics Standards 
Board for Accountants (IESBA) 

• C. Public Interest Oversight Board (PIOB) and Transnational Auditors Committee (TAC) 

• D. International Ethics Standards Board for Accountants (IESBA) and Transnational Auditors 
Committee (TAC) 

 

Question 6 

The board of directors of Global Ventures plc , a UK listed company, has been criticised by institutional 
investors for focusing excessively on short-term profit maximisation, neglecting long-term strategic goals, and 
failing to adequately engage with key stakeholders beyond shareholders. The company's culture is perceived 
as being driven solely by aggressive sales targets, with little consideration for ethical conduct or sustainability. 
The external auditor is preparing to review the company's governance statement. 

Which section of the UK Corporate Governance Code is Global Ventures plc most likely failing to adhere to, 
given the criticisms? 

• A. Board Leadership and Company Purpose 

• B. Division of Responsibilities 

• C. Composition, Succession and Evaluation 

• D. Audit, Risk and Internal Control 

 

Question 7 

Following a major accounting scandal in the US, a significant piece of legislation was enacted to restore public 
trust in financial reporting. A key provision of this act requires management to report on the effectiveness of 
the company's internal control over financial reporting, with the external auditor also required to provide an 
attestation report on management's assessment. A UK subsidiary of a US-listed company is now grappling with 
implementing these stringent requirements. 

Which section of the Sarbanes-Oxley Act (SOX) mandates management to report on the effectiveness of 
internal control over financial reporting, along with an attendant audit by the external auditor? 

• A. Section 404 

• B. Section 302 

• C. Section 101 

• D. Section 201 
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Question 8 

The International Federation of Accountants (IFAC) plays a crucial role in the global accountancy profession, 
aiming to harmonise standards and promote ethical conduct. However, a senior partner at a UK audit firm 
recently expressed concerns about the practical difficulties in achieving true global consistency, noting that 
many national jurisdictions adapt international standards to suit local legal and cultural contexts. She also 
questioned the inherent conflict in IFAC's role as a self-regulatory body primarily funded by the profession it 
oversees. 

Which two significant challenges does IFAC face in its mission, as highlighted by the senior partner's 
concerns? 

• A. Harmonization difficulties due to national adaptations and challenges as a self-regulatory body 
funded by the profession. 

• B. Difficulty in recruiting qualified Non-Executive Directors and the perception of being a police force. 

• C. Over-reliance on the Public Company Accounting Oversight Board (PCAOB) and the Public Interest 
Oversight Board (PIOB). 

• D. Lack of legislative power to enforce ISAs globally and insufficient funding from government bodies. 

 

Question 9 

Following a series of high-profile corporate collapses in the UK, the government commissioned a review into 
the quality and effectiveness of audit. One of the key recommendations from the resulting report suggested a 
redefinition of audit to provide more decision-useful information, including a greater emphasis on fraud 
detection and the introduction of 'professional suspicion' alongside 'professional scepticism'. The report also 
proposed increased disclosure requirements for audit firms. 

Which UK report made these specific recommendations regarding the redefinition of audit and enhanced 
auditor responsibilities? 

• A. The Brydon Report 

• B. The Sarbanes-Oxley Act 

• C. The Kingman Report 

• D. The Cadbury Report 

 

Question 10 

A notorious accounting scandal involved a major US energy trading company that used complex financial 
structures, specifically Special Purpose Entities (SPEs), to hide significant losses and inflate reported profits. 
The company also manipulated its financial statements using 'mark-to-market' accounting to recognise future 
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profits immediately. This scandal ultimately led to the collapse of its auditor, one of the 'Big Five' accounting 
firms at the time. 

Which high-profile scandal, detailed in the context of regulatory developments, does this scenario describe, 
and which accounting firm collapsed as a direct result? 

• A. Wirecard, leading to criticism of EY. 

• B. Carillion, leading to criticism of its various auditors. 

• C. WorldCom, leading to the collapse of KPMG. 

• D. Enron, leading to the collapse of Arthur Andersen. 

 

Answer Key and Explanations 
1. Correct Answer: D. To set UK auditing standards, promote corporate governance, and monitor/enforce 
accounting and auditing standards. 

• Explanation: The UK's Competent Authority for audit (FRC/ARGA) has key roles including setting UK 
auditing standards, promoting corporate governance, and monitoring/enforcing compliance with 
accounting and auditing standards. 

2. Correct Answer: D. To appoint the external auditor, determine their remuneration, and develop a policy 
on non-audit services. 

• Explanation: A key audit committee role is overseeing the external audit, including being responsible 
for the auditor's appointment, remuneration, and tendering processes, and developing a policy 
on non-audit services to safeguard independence. 

3. Correct Answer: A. To provide an independent opinion on whether subject matter complies with 
predetermined criteria, building trust for decision-makers. 

• Explanation: The core purpose of assurance services is to provide an independent opinion on whether 
subject matter complies with predetermined criteria, building trust and confidence for decision-
makers like investors. 

4. Correct Answer: A. It reduces inherent and control risk, and auditors may report on compliance with 
governance codes for listed entities. 

• Explanation: A strong corporate governance framework generally reduces both inherent and control 
risk. For listed entities, auditors may also report on compliance with relevant governance codes. 

5. Correct Answer: B. International Auditing and Assurance Standards Board (IAASB) and International 
Ethics Standards Board for Accountants (IESBA) 

• Explanation: The IAASB develops International Standards on Auditing (ISAs). The IESBA promotes the 
International Code of Ethics. Both are key bodies under IFAC. 

6. Correct Answer: A. Board Leadership and Company Purpose 
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• Explanation: The 'Board Leadership and Company Purpose' section of the UK Corporate Governance 
Code requires the board to promote long-term success, establish culture, and ensure stakeholder 
engagement, which the scenario describes as failing. 

7. Correct Answer: A. Section 404 

• Explanation: Section 404 of the Sarbanes-Oxley Act (SOX) requires management to report on the 
effectiveness of internal control over financial reporting, accompanied by an attestation report from the 
external auditor. 

8. Correct Answer: A. Harmonization difficulties due to national adaptations and challenges as a self-
regulatory body funded by the profession. 

• Explanation: IFAC faces challenges in achieving harmonization due to national adaptations and its 
position as a self-regulatory body funded by the profession it oversees. 

9. Correct Answer: A. The Brydon Report 

• Explanation: The Brydon Report proposed a redefinition of audit, including introducing professional 
suspicion alongside scepticism, greater auditor responsibilities for fraud detection, and increased 
disclosure requirements. 

10. Correct Answer: D. Enron, leading to the collapse of Arthur Andersen. 

• Explanation: The Enron scandal involved Special Purpose Entities (SPEs) and mark-to-market 
accounting to hide losses and inflate profits, leading directly to the collapse of its auditor, Arthur 
Andersen. 
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Reporting 
Instructions: Please answer the following questions to the best of your ability. The correct answer, along with a 
detailed explanation, is provided at the end of this document. 

 

Question 1 

A UK subsidiary of a German multinational, EuroConnect Ltd , prepares its statutory financial statements 
under UK GAAP. However, for group consolidation purposes, it also prepares a separate set of financial 
information using IFRS, which is not publicly available. The auditor has audited the UK GAAP financial 
statements and wishes to inform users of the existence of the IFRS financial information, which is not 
presented or disclosed within the UK GAAP financial statements themselves, as it is relevant for a complete 
understanding of the entity's reporting landscape. 

What action should the auditor take in the audit report? 

• A. Include an Emphasis of Matter paragraph 

• B. Include an Other Matter paragraph 

• C. Issue an unmodified opinion without any additional paragraphs 

• D. Issue a qualified opinion 

 

Question 2 

During the audit of HealthCare Solutions Ltd , a public interest entity, the auditor identified several instances 
of significant weaknesses in the company's IT general controls, which could impact the integrity of financial 
data. Furthermore, there were unresolved disagreements with management regarding the appropriateness of 
certain revenue recognition policies, which were eventually settled after extensive discussion. The auditor also 
noted that management's accounting estimates for provisions were consistently optimistic. 

Which of the following would typically be communicated in the separate report to Those Charged with 
Governance (TCWG)? 

• A. A disclaimer of opinion due to disagreements with management 

• B. A qualified opinion on the financial statements 

• C. Significant deficiencies in internal control, uncorrected misstatements, and qualitative aspects of 
accounting practices 

• D. An Emphasis of Matter paragraph regarding the control weaknesses 

 

Question 3 
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For GlobalTech plc , a large listed technology company, the audit involved significant judgement and 
estimation uncertainty related to the valuation of complex intangible assets acquired through a recent merger, 
amounting to £80 million. The auditor dedicated substantial resources to scrutinising the valuation models 
and assumptions. The auditor has concluded that the financial statements present fairly in all material 
respects, and wishes to highlight this area of significant auditor attention to enhance the communicative value 
of the report. 

In which section of the unmodified auditor's report would this information typically be presented? 

• A. Key Audit Matters 

• B. Responsibilities of Management and Those Charged with Governance 

• C. Auditor's Responsibilities 

• D. Basis for Opinion 

 

Question 4 

A large manufacturing company, Forge Ltd , has deliberately omitted a significant provision for environmental 
remediation costs, estimated at £15 million, from its financial statements. This amount represents 25% of 
Forge Ltd's total assets and would turn a reported profit into a substantial loss. Despite repeated requests from 
the auditor, management refuses to recognise this liability, arguing it is not yet legally enforceable. The auditor 
concludes that this misstatement is so fundamental and widespread that it distorts the true and fair view of the 
company's financial position and performance. 

What type of audit opinion should the auditor issue? 

• A. A qualified opinion 

• B. An unmodified opinion with an Emphasis of Matter paragraph 

• C. An adverse opinion 

• D. A disclaimer of opinion 

 

Question 5 

The auditor of GreenEnergy plc , a listed company, has completed the audit of the financial statements and 
reviewed the accompanying Directors' Report. The Directors' Report contains a statement asserting that the 
company has achieved a 15% reduction in carbon emissions, which the auditor's review of underlying data 
indicates is materially overstated and inconsistent with the audited financial statements and other audit 
evidence. Management refuses to correct the statement in the Directors' Report, arguing it is an aspirational 
target. The auditor does not believe this inconsistency warrants withdrawal from the engagement. 

What action should the auditor take regarding this inconsistency in the audit report? 

• A. Issue an adverse opinion on the financial statements 
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• B. Include an Other Matter paragraph 

• C. Include an Emphasis of Matter paragraph 

• D. Issue a qualified opinion on the financial statements 

 

Question 6 

The financial statements of PharmaGen Ltd , a listed pharmaceutical company, include extensive disclosures 
regarding a significant legal claim for product liability, which is currently ongoing. The potential liability, 
estimated at £25 million, represents a substantial portion of the company's equity and could severely impact 
its future operations. The auditor has reviewed the disclosures and found them to be adequate and in 
accordance with the applicable financial reporting framework. The auditor believes this matter is fundamental 
to users' understanding of the financial statements, despite the financial statements being otherwise fairly 
presented. 

What action should the auditor take in the audit report? 

• A. Issue a qualified opinion 

• B. Include an Other Matter paragraph 

• C. Issue an adverse opinion 

• D. Include an Emphasis of Matter paragraph 

 

Question 7 

The group auditor for MultiCorp plc , a UK-listed entity, has completed the audit of the consolidated financial 
statements, which include several overseas subsidiaries audited by different component auditors. There are no 
specific legal or regulatory requirements in the UK that mandate the group auditor to refer to the component 
auditors in the group audit report. The group auditor has taken full responsibility for the group audit opinion. 

How should the group auditor's report address the work of the component auditors? 

• A. The group auditor's report should refer to the component auditors, but state that this does not 
diminish the group auditor's responsibility. 

• B. The group auditor's report must refer to the component auditors to acknowledge their work. 

• C. The group auditor's report should not refer to the component auditors. 

• D. The group auditor should include an Other Matter paragraph detailing the involvement of component 
auditors. 

 

Question 8 
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For RetailCo plc , a non-listed entity, the auditor was unable to attend the year-end inventory count at one of 
its smaller warehouses due to an unforeseen logistical issue. The inventory held at this location was valued at 
£300,000, which is material (6% of total assets) but not pervasive to the overall financial statements. Although 
alternative procedures were attempted, they did not provide sufficient appropriate evidence for this specific 
inventory balance. The auditor is satisfied that the remainder of the financial statements are free from material 
misstatement. 

What type of audit opinion should the auditor issue? 

• A. A disclaimer of opinion 

• B. An adverse opinion 

• C. A qualified opinion 

• D. An unmodified opinion with an Other Matter paragraph 

 

Question 9 

During the audit of Global Logistics plc , a listed entity, the auditor was unable to obtain sufficient appropriate 
audit evidence regarding the valuation and existence of its fleet of specialist vehicles, which are held in a 
remote, politically unstable region. These vehicles are valued at £50 million, representing 40% of the 
company's total assets. Due to severe travel restrictions and lack of reliable local documentation, alternative 
audit procedures were also impossible. The auditor determines that the potential effect of this inability to 
obtain evidence is both material and pervasive to the financial statements. 

What type of audit opinion should the auditor issue? 

• A. A qualified opinion 

• B. An adverse opinion 

• C. An unmodified opinion with an Other Matter paragraph 

• D. A disclaimer of opinion 

 

Question 10 

The auditor of TechInnovate Ltd , a private technology firm, identified that research and development costs 
amounting to £750,000, which clearly met the criteria for capitalisation under applicable accounting 
standards, were incorrectly expensed in the current year's financial statements. This misstatement is material 
to the profit before tax (12%) but is isolated to this specific accounting treatment and does not affect other 
areas of the financial statements extensively. Management acknowledges the error but declines to adjust the 
financial statements due to concerns about reporting lower profits. 

What type of audit opinion should the auditor issue? 

• A. An adverse opinion 
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• B. An unmodified opinion with an Emphasis of Matter paragraph 

• C. A qualified opinion 

• D. A disclaimer of opinion 

 

Answer Key and Explanations 
1. Correct Answer: B. Include an Other Matter paragraph 

• Explanation: An Other Matter paragraph is used to report on a matter not presented or disclosed in the 
financial statements that is relevant to users' understanding. Drawing attention to another set of 
financial statements prepared under a different framework is a typical use. 

2. Correct Answer: C. Significant deficiencies in internal control, uncorrected misstatements, and 
qualitative aspects of accounting practices 

• Explanation: The separate report to TCWG communicates significant findings, including significant 
deficiencies in internal control, uncorrected misstatements, and the auditor's views on qualitative 
aspects of accounting practices. 

3. Correct Answer: A. Key Audit Matters 

• Explanation: Key Audit Matters (KAMs) are matters of most significance in the audit, included for 
listed entities to enhance the communicative value of the report, highlighting areas of significant 
auditor attention like complex valuations. 

4. Correct Answer: C. An adverse opinion 

• Explanation: An adverse opinion is issued when the auditor concludes that the financial statements 
do not present fairly due to a misstatement that is both material and pervasive. The omission of a 
£15m provision is material and pervasive. 

5. Correct Answer: B. Include an Other Matter paragraph 

• Explanation: When the auditor identifies a material inconsistency in other information (Directors' 
Report) and management refuses to correct it, and the inconsistency does not require withdrawal, the 
auditor should include an Other Matter paragraph to describe the inconsistency. 

6. Correct Answer: D. Include an Emphasis of Matter paragraph 

• Explanation: An Emphasis of Matter paragraph is used to draw users' attention to a matter already 
presented or disclosed in the financial statements that is fundamental to their understanding, without 
modifying the audit opinion. 

7. Correct Answer: C. The group auditor's report should not refer to the component auditors. 

• Explanation: The group auditor's report does not refer to the component auditor unless required by law 
or regulation. In the absence of such a requirement, no reference should be made. 
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8. Correct Answer: C. A qualified opinion 

• Explanation: A qualified opinion is issued when the auditor is unable to obtain sufficient appropriate 
audit evidence, and the possible effects are material but not pervasive. The inability to obtain 
evidence for inventory valued at 6% of assets is material but not pervasive. 

9. Correct Answer: D. A disclaimer of opinion 

• Explanation: A disclaimer of opinion is issued when the auditor is unable to obtain sufficient 
appropriate audit evidence, and the possible effect of this inability is both material and pervasive, 
preventing the auditor from forming an opinion. 

10. Correct Answer: C. A qualified opinion 

• Explanation: A qualified opinion is issued when the auditor concludes that the financial statements 
are materially misstated, but the effects of the misstatement are not pervasive. The misstatement is 
material (12% of PBT) but isolated, so 'except for' is appropriate. 
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Review of interim financial information 
Instructions: Please answer the following questions to the best of your ability. The correct answer, along with a 
detailed explanation, is provided at the end of this document. 

 

Question 1 

Swift Logistics Ltd has requested a review of its half-yearly financial information. The management team is 
under the impression that this review will provide the same level of assurance as their annual audit, believing it 
will confirm the absolute accuracy of their financial statements. 

Which of the following statements accurately describes the assurance provided by a review of interim financial 
information? 

• A. It provides negative assurance, stating whether anything has come to attention causing belief that 
the IFI is not prepared in all material respects in accordance with the framework. 

• B. It provides absolute assurance regarding the fair presentation of the financial position and 
performance. 

• C. It provides positive assurance that the financial statements are prepared in accordance with the 
applicable financial reporting framework. 

• D. It provides reasonable assurance that the financial statements are free from material misstatement. 

 

Question 2 

Global Exports Ltd has engaged its auditor to review its half-yearly financial information. The finance director 
expects the auditor to perform extensive substantive testing on individual sales transactions and detailed 
verification of inventory counts, similar to the annual audit. 

Which statement accurately describes the nature of procedures typically performed during a review of interim 
financial information? 

• A. Procedures are inquiry-based and analytical, not involving detailed testing of controls or 
transactions. 

• B. Procedures primarily involve detailed testing of controls and substantive testing of transactions. 

• C. Procedures focus exclusively on verifying the existence and valuation of assets and liabilities. 

• D. Procedures are limited to obtaining written representations from management without further 
verification. 

 

Question 3 
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During the review of Retail Dynamics plc's interim financial information, the auditor observes a significant 
increase in the gross profit margin compared to both the prior interim period and the annual budget. The 
finance team attributes this solely to "improved operational efficiency." 

What is the auditor's most appropriate next step regarding this observation, based on typical review 
procedures? 

• A. Immediately issue a modified conclusion due to the unexplained variance. 

• B. Perform detailed substantive testing on a sample of sales and cost of goods sold transactions to 
verify the efficiency claim. 

• C. Make inquiries of management to understand the reasons for the unusual relationship and consider 
if it aligns with other known business changes. 

• D. Disregard the variance if management provides any explanation, as detailed verification is not part of 
a review. 

 

Question 4 

Leisure Parks plc has provided its interim financial information to the auditor for review. The auditor notes that 
actual revenue for the interim period is significantly below the budgeted revenue, while operating expenses are 
slightly above budget. 

What is the primary purpose of comparing the interim financial information with the budget during a review 
engagement? 

• A. To assess management's ability to meet its financial targets for the full year. 

• B. To identify unusual items or relationships that may indicate potential misstatements. 

• C. To determine if the budget itself was prepared in accordance with the financial reporting framework. 

• D. To verify the accuracy of every transaction recorded in the interim financial information. 

 

Question 5 

MediCare Services plc is seeking a review of its half-yearly financial information. The audit firm, Assurance 
Partners, has a partner whose spouse holds a significant equity stake in MediCare Services plc. This partner is 
not directly involved in the review engagement but is part of the wider firm. 

What is a critical consideration for Assurance Partners before accepting this review engagement? 

• A. The firm can accept the engagement as long as the partner is not on the engagement team. 

• B. The engagement letter must explicitly state that the partner's spouse holds shares. 

• C. The firm must ensure its independence from MediCare Services plc. 

• D. The partner's spouse must divest their equity stake before the engagement can commence. 
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Question 6 

During the review of Digital Marketing Agency Ltd's interim financial information, the auditor is considering 
the impact of a recent significant acquisition. 

Which of the following review procedures would be most relevant for understanding the authorisation and 
implications of this acquisition? 

• A. Performing a full valuation of the acquired entity's assets and liabilities. 

• B. Sending confirmation requests to the previous owners of the acquired entity. 

• C. Detailed testing of the acquisition transaction's supporting invoices. 

• D. Reading the minutes of meetings of shareholders, the board, and the audit committee. 

 

Question 7 

Tech Innovations plc , a listed company, approaches its external auditor, AuditPro LLP, to perform a review of 
its quarterly financial information for the period ending 31 March 2024. AuditPro LLP has been the auditor for 
Tech Innovations plc for several years, but due to a recent change in engagement partner, the firm did not audit 
the company's annual financial statements for the year ended 31 December 2023. 

Under these circumstances, what is the primary condition AuditPro LLP must meet to accept the engagement 
for the review of the interim financial information? 

• A. The auditor must agree to perform detailed testing of controls and transactions for the interim 
period. 

• B. The engagement partner must have at least five years of experience in reviewing interim financial 
information. 

• C. The management must provide a detailed breakdown of all significant transactions during the 
interim period. 

• D. The auditor must have audited the most recent annual financial statements of Tech Innovations plc. 

 

Question 8 

During the review of Green Energy Solutions Ltd's interim financial information, the auditor identified a 
material misstatement related to the recognition of revenue from a long-term contract. The auditor discussed 
this with management, but management refused to amend the interim financial information, arguing that it 
would be corrected in the annual financial statements. 

What should the auditor do if the interim financial information contains a material misstatement that 
management refuses to amend? 
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• A. Withdraw from the engagement immediately due to management's non-compliance. 

• B. Issue an unmodified review report, noting management's intention to correct it later. 

• C. Issue a modified conclusion, clearly stating the nature of the material misstatement. 

• D. Report the issue to the company's shareholders directly without issuing a report. 

 

Question 9 

Construction Projects plc has engaged its auditor to review its half-yearly financial information for the period 
ending 30 June 2024. The auditor has already performed some preliminary audit work on the current year's 
financial statements for the period 1 January to 31 March 2024. 

How should the auditor incorporate the results of this preliminary audit work into the review of the interim 
financial information? 

• A. Disregard the preliminary audit work as it pertains to a different engagement. 

• B. Use the preliminary audit work as a substitute for all review procedures for the interim period. 

• C. Consider the results of any audit work performed on the current year's financial statements since 
the last interim period. 

• D. Re-perform all preliminary audit work specifically for the interim review engagement. 

 

Question 10 

An auditor is preparing the review report for Innovative Solutions Ltd's interim financial information. The 
management insists that the report should not explicitly state that it provides less assurance than an audit, as 
they believe it might undermine stakeholder confidence. 

What is a mandatory element that must be included in the review report, regardless of management's 
preference? 

• A. A statement that the review provides reasonable assurance, similar to an audit. 

• B. A disclaimer stating that the report should not be relied upon by external users. 

• C. A clear statement that a review has been performed and that it provides less assurance than an 
audit. 

• D. A detailed list of all inquiries made and analytical procedures performed. 

 

Answer Key and Explanations 
1. Correct Answer: A. It provides negative assurance, stating whether anything has come to attention 
causing belief that the IFI is not prepared in all material respects in accordance with the framework. 
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• Explanation: A review provides negative assurance, stating whether anything has come to attention 
causing belief that the interim financial information is not prepared, in all material respects, in 
accordance with the framework. 

2. Correct Answer: A. Procedures are inquiry-based and analytical, not involving detailed testing of 
controls or transactions. 

• Explanation: Review procedures are primarily inquiry-based and analytical. They do not involve 
detailed testing of controls or transactions, which is characteristic of a full audit providing reasonable 
assurance. 

3. Correct Answer: C. Make inquiries of management to understand the reasons for the unusual 
relationship and consider if it aligns with other known business changes. 

• Explanation: When analytical procedures identify unusual items, the auditor should make inquiries of 
management to understand the reasons and consider if they align with other known business changes. 

4. Correct Answer: B. To identify unusual items or relationships that may indicate potential misstatements. 

• Explanation: Analytical procedures include comparing interim financial information with budgets 
to identify unusual items or relationships that may indicate potential misstatements. 

5. Correct Answer: C. The firm must ensure its independence from MediCare Services plc. 

• Explanation: A key condition for accepting a review engagement is that the auditor must 
be independent. A partner's spouse holding a significant equity stake must be evaluated to ensure 
compliance with ethical standards. 

6. Correct Answer: D. Reading the minutes of meetings of shareholders, the board, and the audit 
committee. 

• Explanation: Reading minutes of meetings is a key review procedure, as minutes contain discussions 
and authorisations for significant events like acquisitions, providing insight into management's 
decisions. 

7. Correct Answer: D. The auditor must have audited the most recent annual financial statements of Tech 
Innovations plc. 

• Explanation: A fundamental requirement for accepting a review engagement is that the auditor must 
have audited the most recent annual financial statements to ensure a foundational understanding of 
the entity. 

8. Correct Answer: C. Issue a modified conclusion, clearly stating the nature of the material misstatement. 

• Explanation: If the interim financial information is materially misstated and management refuses to 
amend, the auditor will issue a modified conclusion, clearly stating the nature of the material 
misstatement. 

9. Correct Answer: C. Consider the results of any audit work performed on the current year's financial 
statements since the last interim period. 
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• Explanation: A specific review procedure involves considering the results of any audit 
work performed on the current year's financial statements since the last interim period, leveraging 
existing knowledge. 

10. Correct Answer: C. A clear statement that a review has been performed and that it provides less 
assurance than an audit. 

• Explanation: The review report must contain a clear statement that a review has been performed and 
that it provides less assurance than an audit, informing users about the nature and limitations of the 
assurance provided. 

 

 

 

 

 

 

 

 

 

→Checkout finprepacademy.com to practice quizzes for other ACCA papers 

https://finprepacademy.com/
https://finprepacademy.com/

