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INDEX TO QUESTIONS AND ANSWERS

INTRODUCTION

The exam format of Advanced Audit and Assurance changed in September 2018. Accordingly any
older ACCA questions within this kit have been adapted to reflect the new style of paper and the
new guidance. Where questions have been adapted from the original version, this is indicated in
the end column of the index below with the mark (A). The marking schemes included are
indicative schemes which have been approved by ACCA as being representative of the real exam
except where indicated. One question in the kit is not a past exam question and not exam
standard but has been included to provide greater syllabus coverage.

Note that

The specimen paper is included at the end of the kit.

KEY TO THE INDEX

PAPER ENHANCEMENTS

We have added the following enhancements to the answers in this exam kit:

Key answer tips

All answers include key answer tips to help your understanding of each question.

Tutorial note

All answers include more tutorial notes to explain some of the technical points in more detail.

Top tutor tips

For all questions, we 'walk through the answer' giving guidance on how to approach the questions
with helpful ‘tips from a top tutor’, together with technical tutor notes.

These answers are indicated with the 'footsteps' icon in the index.
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ONLINE ENHANCEMENTS

Question debrief

For selected questions, we recommend that they are to be completed in full exam conditions (i.e.
properly timed in a closed book environment).

In addition to the examiner’s technical answer, enhanced with key answer tips and tutorial notes
in this exam kit, you can find an answer debrief online by a top tutor that:

° Works through the question in full

. Points out how to approach the question
° Discusses how to ensure that the easy marks are obtained as quickly as possible, and
. Emphasises how to tackle exam questions and exam technique.

These questions are indicated with the 'clock' icon in the index.
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INDEX TO QUESTIONS AND ANSWERS

Page number

Planning and conducting an audit Question  Answer :’::::::;
1 Redback Sports 1 109 Dec 18
2 Eagle Group 6 124 Sept 18
3 Bassett Group 12 140 M/] 18 (A)
4 Sunshine Hotel Group 15 151 S/D 17(A)
5  Laurel Group ~ 19 162 M/J 17 (A)
6 Zed Communications Group 22 172 S/D 16(A)
7 Vancouver Group 25 184 M/J 16 (A)
8 Dali 28 194 S/D 15 (A)
9  Ted 31 208 Jun 15 (A)
10  Connolly E 34 221 Dec 14 (A)
11  Stow Group 36 233 Dec 13 (A)
12 Grohl 39 246 Dec 12 (A)
13 CSGroup 42 258 Jun 12 (A)
Completion, review and reporting

14 Daley 45 271 Dec 18
15 Coram & Co 47 279 Sept 18
16  Brearley & Co 50 286 M/] 18 (A)
17  Basking 52 292 S/D 17 (A)
18  Magnolia Group 53 297 M/ 17 (A)
19  Osier 55 306 M/J 17 (A)
20  Rocket 57 313 M/J 17 (A)
21  Boston 58 318 M/] 16 (A)
22  Macau & Co 60 324 M/J 16
23 Darren 62 331 Jun 15 (A)
24 Thurman 63 338 S/D 16
25  Adder Group 64 344 Jun 15 (A)
26 Francis Group E 66 350 Dec 14 (A)
27  Cooper 67 358 Jun 14 (A)
28  Poodle Group 69 366 Jun 13 (A)
29  Snipe ™~ 70 371 Jun 12 (A)
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ANALYSIS OF PAST PAPERS

The table below summarises the key topics that have been tested in the new syllabus
examinations to date.

Specimen | March/ | Sept/ | March/ | Sept Dec
Paper June Dec June 18 18
Sept 18 17 17 18

Regulatory Environment

Regulatory framework including
corporate governance

Money laundering v v

Laws and regulations

Professional & ethical
considerations

Code of ethics v v v v v v

Fraud and error v

Professional liability

Quality control & practice
management

Quality control v v v v

Advertising

Tendering

Professional appointments v v

Planning & conducting an audit

Risk assessment:

Audit risk v v v

Business risk v v

AN
AN

Risk of material misstatement v

Group audit situation 4 v v v v

Planning and materiality

Professional scepticism v

Audit evidence:

Sufficient/appropriate

Specific procedures v v v v v

Analytical procedures v

Related parties

Work of experts
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EXAM TECHNIQUE

. Skim through the whole paper, assessing the level of difficulty of each question.
. Divide the time you spend on questions in proportion to the marks on offer:
- There are 1.95 minutes available per mark in the examination.

- Within that, try to allow time at the end of each question to review your answer and
address any obvious issues.

Whatever happens, always keep your eye on the clock and do not over run on any part of
any question!

. Decide the order in which you think you will attempt each question:

- A common approach is to tackle the question you think is the easiest and you are most
comfortable with first.

- Others may prefer to tackle the longest question first as this has the most marks
attributable and you cannot afford to leave this question to last and find that you have
run out of time to complete it fully.

- It is usual, however, that students tackle their least favourite topic and/or the most
difficult question last.

- Whatever your approach, you must make sure that you leave enough time to
attempt all questions fully and be very strict with yourself in timing each question.

° At the beginning of the exam take time to:

- Read the questions and examination requirements carefully so that you understand
them, and

- Plan your answers.
° Spend the last five minutes of the examination:
- Reading through your answers, and

- Making any additions or corrections.

. If you get completely stuck with a question leave space in your answer booklet, and return to it
later.
. Stick to the question and tailor your answer to what you are asked.

- Pay particular attention to the verbs in the question.
° If you do not understand what a question is asking, state your assumptions.

Even if you do not answer in precisely the way the examiner hoped, you may be given some
credit, if your assumptions are reasonable.

. You should do everything you can to make things easy for the marker.

The marker will find it easier to identify the points you have made if your answers are legible.

KAPLAN PUBLISHING P.11



AAA: ADVANCED AUDIT AND ASSURANCE (INT & UK)

. Written questions:

Marks are normally awarded for depth of explanation and discussion. For this reason lists
and bullet points should be avoided unless specifically requested. Your answer should:

- Have a clear structure using subheadings to improve the quality and clarity of your
response.

- Be concise, get to the point!

- Address a broad range of points: it is usually better to write a little about a lot of different
points than a great deal about one or two points.

. Reports, memos and other documents:

Some questions ask you to present your answer in the form of briefing notes or a report.
Professional marks are awarded for these questions so do not ignore their format.

Make sure that you use the correct format — there could be easy marks to gain here.
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PAPER SPECIFIC INFORMATION

THE EXAM
FORMAT OF THE ADVANCED AUDIT AND ASSURANCE EXAM
Number of marks
Question 1 50
Question 2 25
Question 3 25
100

Total time allowed: 3 hours and 15 minutes.

In the AAA exam the ‘current’ date will be 1 July 20X5. Year-end dates will then be flexed around
this depending on the nature of the question. For example, a question set at the planning stage of
the audit may have a year-end of 30 June 20X5 or 31 July 20X5. A question set at the completion
stage of the audit may have a year-end of 31 January 20X5 or 31 March 20X5.

Note that:

° Question 1

This question will comprise a case study, worth 50 marks and will be set at the planning
stage of the audit, for a single company, a group of companies, or potentially several audit
clients.

You will be provided with detailed information which may include extracts of financial
information, strategic, operational and other relevant information for a client business, as
well as extracts from audit working papers, including results of analytical procedures.

The requirements will predominantly focus on syllabus areas A, B, C and D which cover the
regulatory environment, professional and ethical considerations, quality control and
practice management, and planning and conducting an audit of historical information.
Other syllabus areas such as other assignments and current issues may also be included in
this question.

Four professional marks will be available and awarded based on the level of professionalism
with which the answer is presented, including structure and clarity of the answer.

) Questions 2 and 3

One question will focus exclusively on completion, review and reporting. There are a
number of formats this question could adopt, including, but not limited to, assessing going
concern, considering the impact of subsequent events, evaluating identified misstatements
and the corresponding effect on the auditor’s report. You may also be asked to critique an
auditor’s report or evaluate the matters to be included in a report to management or those
charged with governance.

The other question could cover any syllabus area except completion, review and reporting.
Therefore the question may focus on a different aspect of the audit process such as reliance
on the work of others or ethical issues arising with an audit client.

Alternatively the question may focus on non-audit engagements such as due diligence,
examination of a forecast, forensic audits, etc. Current issues and developments may be
examined in this question.
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All questions will be broken down into several sub-requirements that test a range of topics.

The majority of marks are given for applying your knowledge to specific case studies. There
is little scope for ‘knowledge dumping,” so only do this if the question specifically asks for it,
e.g. when a definition is requested.

Current issues and developments within the profession are examinable. For this type of
guestion it is likely that a technical article on the relevant topic will be issued in the weeks
preceding the exam. Students are advised to check for any recent technical articles
published by the ACCA Examining Team. Examiner’s reports emphasise the need for
students to read up on current issues and recommend that students do not solely depend
on the text book for this exam.

Discussion questions are generally disliked by students, possibly because there is no right or
wrong answer. The way to approach this type of question is to provide a balanced
argument. Where a statement is given that you are required to discuss, give reasons why
you agree with the statement and reasons why you disagree with the statement.

P.14
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PAPER SPECIFIC INFORMATION

UK VARIANT SPECIFIC INFORMATION

The following are the key differences between the UK and INT variant exams:

. Insolvency is a syllabus area which is only relevant for UK variant exams. This will not
necessarily be examined every sitting. If it is examined it is likely to be one requirement that
is changed from the INT variant paper.

. Questions on ethics and auditor’s reports will require knowledge of UK guidance e.g. the
FRC Ethical Standard and UK versions of the ISAs. The basic knowledge is the same for UK
and INT but there are some variations in ethical safeguards and the elements of a UK
auditor’s report.

. Practise the UK specific questions in the Study Text and this exam kit to help prepare you
for any UK specific questions.

PASS MARK

The pass mark for all ACCA Qualification examination papers is 50%.

DETAILED SYLLABUS

The detailed syllabus and study guide written by the ACCA can be found at:

https://www.accaglobal.com/gb/en/student/exam-support-resources/professional-exams-study-
resources/p7/syllabus-study-guide.html
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Section 1

PRACTICE QUESTIONS - SECTION A

PLANNING AND CONDUCTING AN AUDIT

1 REDBACK SPORTS Walk in the footsteps of a top tutor

You are a manager in the audit department of Huntsman & Co, a firm of Chartered Certified
Accountants, responsible for the audit of several companies and for evaluating the
acceptance decisions in respect of potential new audit clients.

One of your audit clients is Redback Sports Co, which operates a chain of sport and leisure
centres across the country. The company has a financial year ending 28 February 20X9, and
you are about to start planning the audit. Stella Cross, the audit engagement partner, met
with the company’s finance director last week to discuss business developments in the year
and recent financial performance.

In addition, Stella has been approached by Mick Emu, the managing director of Emu Gyms
Co. Mick has enquired regarding whether Huntsman & Co can provide the company with an
audit or limited assurance review, and Stella would like you to evaluate this request.
Huntsman & Co already provides a payroll service to Emu Gyms Co and has assisted Mick
with his personal tax planning in the past. Mick also has a suspicion that several employees
are carrying out a fraud at the company, and he has asked whether an audit or limited
assurance review would have alerted him earlier to the situation.

You are provided with the following exhibits:

1 An email you have received from Stella Cross, in respect of both Redback Sports Co
and Emu Gyms Co.

2 Notes of a meeting which Stella held recently with the finance director of Redback
Sports Co.

Extracts from the latest management accounts of Redback Sports Co.

4 Notes of a telephone conversation which Stella had yesterday with Mick Emu,
managing director of Emu Gyms Co.

Required:
Respond to the instructions in the email from the audit engagement partner. (46 marks)
Note: The split of the mark allocation is shown in the partner’s email (Exhibit 1).

Professional marks will be awarded for the presentation and logical flow of the briefing
notes and the clarity of the explanations provided. (4 marks)

(Total: 50 marks)
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Exhibit 1 — Email from audit engagement partner

To: Audit manager
From: Stella Cross, Audit engagement partner for Redback Sports Co

Subject: Audit planning for Redback Sports Co, and evaluation of accepting Emu Gyms Co
as a potential audit client

Hello

| have provided you with some information in the form of a number of exhibits which you
should use to help you with planning the audit of Redback Sports Co for the financial year
ending 28 February 20X9.

Using the information provided in Exhibits 2 and 3, | require you to prepare briefing notes
for my own use, in which you:

(a)  Evaluate the business risks to be considered in planning the company’s audit.
(8 marks)

(b)  Evaluate the risks of material misstatement to be considered in developing the audit
strategy and audit plan. (18 marks)

(c)  Design the principal audit procedures to be used in the audit of the grant received
from the government in September 20X8. (6 marks)

In Exhibit 4, | have also provided you with some information relating to Emu Gyms Co. In
respect of this, in your briefing notes you should also:

(d)  Evaluate the matters to be considered in deciding whether to accept an engagement
to provide Emu Gyms Co with an audit or limited assurance review. (8 marks)

(e) Inrelation to the suspicion of fraud being carried out at Emu Gyms Co:

Discuss whether an audit or limited assurance review of financial statements in
previous years could have uncovered the fraud. (6 marks)

Thank you.

Exhibit 2 — Notes of a meeting held on 30 November 20X8

Meeting attendees:

Stella Cross, audit engagement partner, Huntsman & Co
Aneta Bay, finance director, Redback Sports Co
Business background

Redback Sports Co operates 30 sport and leisure centres around the country. Each centre
has a large gym and a swimming pool, and many also have tennis and badminton courts.
Given the nature of the company’s operations, it has to comply with health and safety
regulations set by the national regulatory body, and its facilities are inspected regularly to
ensure that all regulations are being followed, and for the company to retain its operating
licence.
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PRACTICE QUESTIONS — SECTION A : SECTION 1

The company is not listed and therefore does not need to comply with local corporate
governance regulations. However, the company’s chief operating officer and chairman
consider it good practice to have independent input to the board, and there are two non-
executive directors. One of the non-executive directors is a leisure industry expert who was
chairman of a rival company, Lyre Leisure Co, for ten years. The second non-executive
director is an academic who specialises in organisational behaviour and who has written
several books on performance management in the sport and leisure industry.

The company’s board has approved a plan to expand through acquiring other leisure and
sport facility providers. The strategy is not likely to be implemented for another two years,
when the board would like the first acquisition to take place. However, potential target
companies will be identified in the next 12 to 18 months. Ultimately, the board would like
to seek a flotation of the company within five years, and they consider that expanding the
company would improve profits and make a stock exchange listing more feasible.

Redback Sports Co has a small internal audit department with two staff who report to the
finance director, as the board does not have an audit committee.

The company offers a membership scheme whereby, for an annual subscription, members
can use the facilities at any of the centres. Customers who are not members can pay to
access a centre for a day under the company’s ‘pay as you go’ plan. The membership
scheme accounts for approximately 85% of the company’s revenue, with the remaining
revenue resulting from ‘pay as you go’ sales.

Business developments in the year

The industry is competitive and the company’s strategy is to encourage customers to renew
their membership and to attract new members by offering a range of new activities.
According to the finance director, a successful initiative which started in March 20X8 is the
‘Healthy Kids’ campaign; this offers children two hours coaching per week in a range of
sports including swimming and tennis. This coaching is provided free as part of their
parents’ membership, and it has proved to be very successful — the finance director
estimates that it has led to 3,000 new members since it was launched.

In June 20X8, the company opened a new coastal sport and leisure centre which, as well as
offering the usual facilities, also has a scuba diving centre and offers other water sports
facilities. An investment of $12 million was also made in new gym equipment across all
centres, to ensure that the company offers the most modern facilities to its customers.

An advertising campaign has been launched, to promote the company brand generally, and
to make customers aware of the investments in the facilities which have been made. As
part of this campaign, the company paid $1 million to a famous athlete to endorse the
company for a period of two years. The athlete will appear at the opening of the new
coastal sports centre and has agreed to feature in poster advertisements for the next two
years.

Redback Sports Co is also involved with a government initiative to help unemployed people
have access to sport facilities. The company received a grant of $2 million in September
20X8, under the terms of which it allows unemployed people three hours of free access to
its facilities per month. By the end of November, 33,900 free hours of facility use have been
provided under this scheme. The government intends the initiative to run for three years,
to promote long-term health of participants.

KAPLAN PUBLISHING 3
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A new data management system has been introduced, which integrates membership
information with accounting software. This allows more efficient management of the
customer database which is used extensively for marketing purposes, as well as providing
more timely information on financial performance to management. Data from the previous
system was transferred to the new system in July 20X8, and the two systems ran in parallel
for two months while training was given to staff and the new system was monitored.

One feature of the new system is that it records and reports on the free hours of access
provided to unemployed people, which the company has to report on a monthly basis to
the government.

Exhibit 3 — Extracts from management accounts of Redback Sports Co

Note Based on Based on
projected figures  audited figures
to 28 February to 28 February

20X9 20X8
Revenue 1 $53 million $45 million
Income from government grant 2 $2 million -
Operating margin 3 15% 10.7%
Profit before tax $6.9 million $4.6 million
Capital expenditure and associated
borrowings 4 $32 million $20 million
Cash $1.4 million $5.6 million
Total assets $130 million $110 million
Number of sport and leisure centres 5 20 18
Number of members 6 38,000 33,800
Number of ‘pay as you go’ entry tickets sold 108,000 102,600
Notes
1 Revenue is forecast to increase significantly this year. This is largely due to the

success of the advertising campaign featuring the celebrity athlete and the ‘Healthy
Kids’ programme (referred to in Exhibit 2).

2 The grant received of $2 million, the details of which are explained in Exhibit 2, has
been recognised in full as income for the year.
3 The company’s operating expenses includes the following items:
20X9 20X8
$000 $000
Staff costs 15,300 14,300
Marketing 8,500 8,500
Maintenance and repairs of facilities 5,500 5,300

4 Capital expenditure was mostly financed through borrowings. On 1 March 20X8, a
ten-year $30 million loan was received from the company’s bank. The loan does not
bear interest and is repayable at par value of $34 million. As well as the bank loan, a
loan of $1 million was advanced to the company from its managing director, Bob
Glider, on 1 July 20X8. The terms of this loan include 3% interest paid to Bob annually
in arrears, and the capital will be repaid in seven years’ time in 20Y5.

5 Two new sport and leisure centres were opened this year. As well as the coastal sport
and leisure centre (referred to in Exhibit 2), a new centre was opened in an affluent
urban area in the capital city.

6 The management information system shows that members visit a sport and leisure
centre on average three times per week.
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PRACTICE QUESTIONS — SECTION A : SECTION 1

Exhibit 4 — Notes of a telephone conversation between Stella Cross and Mick Emu,
managing director of Emu Gyms Co

Notes taken by Stella Cross:

Mick Emu phoned me this morning to discuss developments at Emu Gyms Co and to
enquire whether our firm could carry out either an audit of the company’s financial
statements, or a limited assurance review of them. This would be the first time that the
financial statements have been subject to audit or limited assurance review.

Business background

The company was founded by Mick in 20X5, and since that time our firm has provided a
payroll service for the company’s staff, which now number 35 employees working in the
company’s four gyms, all located in urban areas. We have also provided Mick with advice
on his personal tax position and financial planning in respect of his retirement, as he wants
to sell the company in a few years’ time. Mick runs the company with his son, Steve, who is
a qualified personal trainer, and with his daughter, Siobhan, who is the marketing director.
The company employs one accountant who prepares the management and financial
accounts and who deals with customer memberships.

The company has grown quite rapidly in the last year, with revenue of $8 million for the
financial year to 30 September 20X8, and with total assets of approximately $5.5 million.
The comparative figures for 20X7 were revenue of $6.5 million and total assets of
$4.8 million.

Loan application

Mick thinks that it will be difficult to attract more members for his gyms in existing
locations, and would like the company to expand by constructing a new gym. He has
discussed a loan of $4 million with the company’s bank to fund the necessary capital
expenditure. The bank manager has asked for the company’s financial statements for the
year to 30 September 20X8 and comparative information, and has also requested a cash
flow and profit forecast for the next three years in order to make a lending decision within
the next two months.

Mick has asked whether a representative of the firm can attend a meeting with Mick and
the company’s bank manager, to support the loan application and answer questions from
the bank manager, assuming that we are engaged to perform either an audit or a limited
assurance review on the financial statements.

Suspected fraud

Mick mentioned that one of the reasons he would like an audit or limited assurance review
of the financial statements is because he has noticed some unusual trends in the company’s
financial information. This has led him to suspect that several employees are carrying out a
fraud. Each gym has a small shop selling gym wear and a café, where customers can buy
light meals, drinks and snacks.

Mick has noticed that the cash receipts from sales in the shops and cafés have reduced
significantly in the last year, however, there has been no reduction in purchases from
suppliers. As a consequence, the gross margin for these sales as reported in the
management accounts has fallen from 32% to 26%. This indicated to him that staff
members could be giving away items for free to customers, or they could be taking
inventories from the shops and cafés for their personal use or to sell.

KAPLAN PUBLISHING 5



AAA: ADVANCED AUDIT AND ASSURANCE (INT & UK)

The shops and cafés keep a relatively small amount of inventory which is replenished on a
regular basis. Until this year, sales in the shops represented approximately 5%, and café
sales represented approximately 8% of the company’s revenue. The figures for this year are
3% and 6% respectively.

Mick wonders whether the potential fraud would have been uncovered earlier, had the
financial statements been subject to audit or limited assurance review in previous years.

2 EAGLE GROUP Walk in the footsteps of a top tutor

You are a manager in the audit department of Bison & Co, a firm of Chartered Certified
Accountants, responsible for the audit of the Eagle Group (the Group), which has a financial
year ending 31 December 20X8. Your firm is appointed to audit the parent company, Eagle
Co, and all of its subsidiaries, with the exception of Lynx Co, a newly acquired subsidiary
located in a foreign country which is audited by a local firm of auditors, Vulture Associates.

All companies in the Group report using IFRS® Standards as the applicable financial
reporting framework and have the same financial year end.

You are provided with the following exhibits:
1 An email which you have received from Maya Crag, the audit engagement partner.

2 Background information about the Group including a request from the Group finance
director in respect of a non-audit engagement.

3 Extracts from the Group financial statements projected to 31 December 20X8 and
comparatives, extracted from the management accounts, and accompanying
explanatory notes.

4 Management’s determination of the goodwill arising on the acquisition of Lynx Co.

5 An extract from the audit strategy document prepared by Vulture Associates relating
to Lynx Co.

Required:

Respond to the instructions in the email from the audit engagement partner. (46 marks)
Note: The split of the mark allocation is shown in the partner’s email (Exhibit 1).

Professional marks will be awarded for the presentation and logical flow of the briefing
notes and the clarity of the explanations provided. (4 marks)

(Total: 50 marks)
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