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E3 Audit, Risk and Control

* The overall aim of E3 is to develop and enable the application of
technical knowledge and skills in the audit process from planning an
audit and assessing audit risks, including those relating to the entity’s

system of internal control, to performing substantive procedures to

obtain evidence and through to completion and reporting.
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* The E3 examination will assume that candidates have
all of the foundational business knowledge
* Concepts and techniques from the Digital Tech and

Innovation Essential Employability Module will also be
helpful for E3.

 The IFRS® Accounting Standards examined in E2
Financial Reporting are assumed knowledge for E3 .

« Candidates are strongly recommended to study for
and pass E2 prior to attempting E3 .

ACCA THINK AHEAD
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Main capabilities

On successful completion of this course of study,candidates should be
able to:

* Assess quality management policies and procedures for audits and
other assurance engagements

* Assess whether an audit should be accepted, and if so, the planning
and risk assessment activities which must be performed
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M a i N Ca pa bi liti es Describe and evaluate internal

controls,techniques and audit tests,including IT
systems to identify and communicate control
risks and their potential consequences,making
appropriate recommendations.Describe the
scope,role and function of internal audit.

* Assess the audited entity’s system of internal control to
determine whether it is a reliable source of audit evidence by
documenting and interrogating the system,performing tests of
controls and identifying deficiencies in the system
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Main capabilities

Identify and describe the work and evidence
obtained by the auditor and others required to
meet the objectives of audit engagements
and the application of the International
Standards on Auditing (ISAs)..

* Design audit procedures, using a combination of automated
tools and techniques and manual procedures,to obtain
sufficient and appropriate evidence to enable the auditor to
form an audit opinion on the financial statements

ACCA
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Main capabilities

Explain how consideration of subsequent
events and the going concern principle can
inform the conclusions from audit work and
are reflected in different types of auditor’s
report,written representations and the final
review and report.

* Design and perform procedures at the completion stage
of an auditin respect of subsequent events,going
concern and the overall review of the financial
statements to enable the auditor to form a conclusion
and issue an appropriate audit opinion
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Main capabilities

* Assess sustainability matters throughout the audit process,ensuring such

matters have been appropriately reflected in the financial statements, and
in determining the audit opinion to be issued

Apply an ethical mindset and professional scepticism to all stages of the
audit process

Explain the concept of audit and assurance
and the functions of audit,corporate

governance,including ethics and professional
conduct.

ACCA

THINK AHEAD

Confidential



Key verbs
I

Analyse Break into separate parts and explain, examine or interpret each part and
study the interrelationships in order to discover essential features

Interpret Make clear the meaning of something and its implications; make data or
information presented in a certain way clear and explicit

Compare Critically review two or more items to assess their similarities

Contrast Critically review two or more items to assess their differences

Calculate Ascertain by computation or arrive at by mathematical means or processes

Apply Demonstrate knowledge, concepts or techniques; use established

methods/tools/ procedures to resolve relatively straightforward scenarios or
problems, ie put into action in a relevant way to the context supplied
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Key verbs
-

Assess Estimate the importance, quality, ability, extent or significance of a matter

Design Develop a procedure, process or course of action based on selection of the
best combination from a range of available options

Evaluate Assess and determine the value, importance or qualities of something,
normally with reference to specific criteria and draw conclusions

Advise Offer guidance or relevant expertise to a recipient to allow them to make a
more informed decision

Recommend Select the best course of action or choice; advocate a particular outcome
based on assessment of a range of options
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ACCA

Three intellectual or cognitive levels

The specific learning outcomes within the detailed syllabuses and study guides are

assessed at one of three intellectual or cognitive levels:

Level 1: Knowledge and comprehension

Level 2: Application and analysis

Level 3: Synthesis and evaluation

THINK AHEAD

Knowledge, Expertise and

Qg Strategic Professional.
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A The audit ecosystem

1. The concept of audit and other assurance engagements

* a) Explain the objective and general principles of external audit and assurance
engagements.[1]

 b)Apply the five elements of assurance to different types of assurance
engagements,including those relating to sustainability information and prospective
financial information.[2] 4 AAA

« ¢)Compare and contrast the level of assurance provided by an external audit and other
types of assurance engagements.[2]
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A The audit ecosystem

1. The concept of audit and other assurance engagements (cont’d)

« d) Design procedures to be performed in a review of financial ‘_( AAA
statements. [2]

« e)Assess the benefits and limitations of external audits.[2]

« f) Assess why users of financial statements misunderstand the auditor’s
role and purposeofaudit.[2]
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A The audit ecosystem
2. The ACCA Code of Ethics and Conduct

a) Apply the fundamental ethical principles of integrity,objectivity,professional
competence and due care,confidentiality and professional behaviour to a given
situation.[2]

b) Apply the conceptual framework to assess the threats to the fundamental
principles and recommend safeguards to address the threats in a given situation.[2]

c) Assess the auditor’s responsibility in relation to auditor independence, conflicts of
interest and confidentiality.[2]

d) Recommend steps an auditor should take when a breach of the ACCA Code of
Ethics and Conduct has occurred.[2]
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A The audit ecosystem

3. Quality management within an audit firm

a) Explain the principles and purpose of quality management policies and
procedures for audits and other assurance engagements.[1]

b) Assess the quality management procedures which should be in place
during an audit in respect of engagement resources,engagement performance,
monitoring and remediation and compliance with ethical requirements.[2]

c) Assess quality management deficiencies and recommend actions to
comply with quality management requirements.[2]
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A The audit ecosystem

ACCA

4. Responsibilities of the auditor

a) Compare and contrast the respective responsibilities of management
and external auditors for the prevention and detection of fraud and error.[2]

b) Assess whether the auditor should have detected fraud during an audit

engagement.[2]

c) Compare and contrast the respective responsibilities of management

and external auditors concerning compliance with laws and regulations,
including‘money laundering.[iZ]

d) Assess the| reporting requirements of

the auditor when fraud and error

and non compliance with laws and regulations is identified.[2]

THINK AHEAD

—

prevent and
detect
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B Planning and risk assessment

1. Accepting and continuing audit engagements

a) Assess the matters to be considered, including the preconditions for an AAA
audit and customer due diligence procedures, when deciding whether t
accept or continue with an audit engagement.[2]

b) Explain the purpose of, and summarise the matters to be included in, an
audit engagement letter.[1]
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B Planning and risk assessment

2. Assessingrisks
a) Explain the components of audit risk.[1]

b) Analyse audit risks,including those relating to sustainability, and
recommend an auditor’s response to each risk.[2]

c) Assess business risks, including those relating to sustainability,
relevant to the audit of the financial statements.[2]

G AAA
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B Planning and risk assessment

2. Assessing risks (cont’d)

d) Apply the concepts of materiality and performance materiality to an audit
engagement.[2]

e) Calculate materiality levels from financial information.[2]

f) Apply professional scepticism and professional judgement in an audit of
financial statements.[2]

g) Assess the factors which may impair the auditor’s ability to exercise
sufficient scepticism such as conscious or unconscious biases.[2]
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B Planning and risk assessment

3. Understanding the entity and its environment,and the applicable
financial reporting framework

a) Assess how auditors obtain an initial understanding of the entity and its
environment, and the applicable financial reporting framework.[2]

b) Assess the nature,and purpose,of analytical procedures in planning.[2]

c) Calculate key ratios to assess audit risks.[2]

d) Interpret results generated from analytical procedures and data analytics to
assess auditrisks.[2]
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B Planning and risk assessment

4. Audit planning and documentation
a) Assess the need for and the importance of planning an audit.[2]

b) Analyse the contents of, and explain the relationship between, the overall
audit strategy and audit plan.[2]

c) Assess the effect of the auditor’s risk assessment, including risks relating to
fraud and sustainability, on the audit strategy and extent of audit work.[2]
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B Planning and risk assessment

4. Audit planning and documentation (cont’)

d) Compare and contrast interim and final audits,including the work to be
performed at each.[2]

e) Assess the importance of audit documentation and the measures to ensure
safe custody and retention.[2]

f) Assess the contents of audit working papers.[2]

g) Explain the types/nature of the working papers which would be included in
the current and permanent audit files.[1]
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C Internal control

d) Summarise control objectives relating
1. Components of internal control to: [1]

a) Assess the five components of an entity’s system of psales
internal control.[2] ii)purchases
iii)payroll

iv)inventory
v)bank and cash
vi)non-current assets

b) Assess why an auditor needs to obtain an
understanding of the components of internal
control relevant to the preparation of the financial

statements, including general information
technology(IT)controls and information processing €) Compare and contrast the different methods

(
(
(
(
(
(

controls.[2] used to document systems of internal control:
narrative notes, flowcharts and
c) Assess the limitations of internal control.[2] questionnaires.[2]

ACCA THINK AHEAD Confidential




C Internal control

2. Assessment of systems of internal control

a) Assess the following systems to identify direct controls and control
deficiencies:[2]

(i)sales (iv)inventory
(ii)purchases (v)bank and cash
(iii)payroll (vi)non-current assets

b) Design tests of controls to assess the effectiveness of direct
controls.[2]

c) Recommend controls to address deficiencies in an entity’s system of
internal control.[2]
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C Internal control

3. Communication of deficiencies

a) Recommend the contents of the covering letter when communicating control
deficiencies identified during the audit.[2]

b) Explain the requirements for communicating with management and those
charged with governance, including in relation to control deficiencies.[1]
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C Internal control

4. Corporate governance
a) Assess corporate governance deficiencies and recommend actions to allow
compliance with international codes of corporate governance.[2]

b) Assess the role of the audit committee in corporate governance and internal
control.[2]

c) Assess the need for an internal audit function and how independence of the
internal audit function can be achieved.[2]

d) Assess the advantages and disadvantages of outsourcing the internal audit function.[2]

e) Assess the need for internal audit assignments including internal controls, fraud
investigations, regulatory compliance, IT, financial, value for money, and customer
experience.[2]
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D Audit evidence
1. Principles of audit evidence

a) Design audit procedures to obtain sufficient and appropriate evidence in respect
of assertions relating to:[2]

(i)classes of transactions and events and related disclosures in the statement of
profit or loss

(il)Jaccount balances and related disclosures at the period end in the statement of
financial position

b) Compare and contrast tests of controls and substantive procedures.[2]
c) Assess the sufficiency and appropriateness of audit evidence.[2]

d) Explain the need for sampling and the methods an auditor can use to select a

sample.[1]
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D Audit evidence

2. Audit procedures

a) Design audit procedures to obtain sufficient,appropriate evidence in relationto: [2]

(i) bank and cash including bank loans (xi) non-current assets held for sale

(ii) borrowing costs (xii) payables and accruals

(iii) earnings per share xiii) payroll including director’s remuneration
(iv) effects of foreign exchange Xiv) presentation of financial statements
(v) government grants Xv) property,plant and equipment

(vi) impairment of assets Xvi) provisions and contingencies AAA
(vii) intangible assets xvii) purchases and other expenses

(viii) inventories xviii) receivables and prepayments

(ix) investment property Xix) revenue from contracts with customers
(x) leases xx) share capital and reserves

(
(
(
(
(
(
(
(

ACCA THINK AHEAD Confidential




D Audit evidence
2. Audit procedures

b)Apply analytical procedures as substantive procedures in an audit.[2]

c) Design procedures specific to an initial audit engagement. [2] e AAA

d) Apply audit techniques to not-for-profit organisations.[2]
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D Audit evidence

3. The work of others

a) Assess the matters to consider before using the work of others,
such as experts and an entity’s internal audit function.[2]

b) Design procedures {Exptainthe-auditconstderation) the auditor

should perform to obtain evidence when an entity uses a service
organisation.[2]
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D Audit evidence

4. Automated tools and techniques

a) Design procedures using {Exptainthetse-of ) automated tools and
techniques including test data, audit software and other data analytics

tools.[2]

b) Analyse the benefits and limitations {ehatterige) of using automated tools
and techniques in an audit engagement.[2]
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E Completion and reporting

1. Subsequent events

a) Assess the responsibilities of auditors regarding subsequent events.[2]

b) Design procedures to be undertaken when performing a subsequent
events review.[2]

c) Assess subsequent events and the impact of adjusting and non-
adjusting events on the audit work and audit opinion.[2]
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E Completion and reporting

2. Going concern

a) Assess the respective responsibilities of management and external auditors

regarding going concern.[2]

b) Analyse potential indicators,including those relating to sustainability, that an entity
Is not a going concern.[2]

c) Design procedures to evaluate management’s use of the going concern basis of
accounting.[2]

d) Assess the reporting and disclosure requirements of the auditor in relation to going
concern.[2]
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E Completion and reporting

3. Audit finalisation

a) Assess the importance of the overall review in ensuring that sufficient,
appropriate evidence has been obtained.[2]

b) Design procedures to be undertaken when conducting the overall review of the
financial statements, including final analytical procedures/data analytics.[2]

c) Assesstexptain} the significance of uncorrected misstatements.[2]
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E Completion and reporting

4. Written representations

a) Assess the purpose of, and recommend procedures for, obtaining written
representations.[2]

b) Analyse the quality and reliability of written representations as audit evidence.[2]

c) Explain the matters which must be included in a written representation and
recommend circumstances when written representations are appropriate as a form of
sufficient and appropriate evidence.[2]
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E Completion and reporting

5. The Independent Auditor’s Report

a) Assess {ldentify-and-describe)the basic elements contained in the independent
auditor’s report. [2]

b) Recommend the appropriate audit opinion to be included in the auditor’s
report.[2]

c) Assess the impact on the auditor’s report when a modified opinion is issued.[2]
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E Completion and reporting

5. The Independent Auditor’s Report (cont’)

d) Assess when additional communication is required in the auditor’s report and
recommend the appropriate method to be used in the circumstances within
sections such as key audit matters, emphasis of matter,other matter,and material
uncertainty relating to going concern.[2]

e) Assess how inconsistencies between the other information contained in the
annual report,including sustainability information, and the auditor’s knowledge
obtained during the audit,should be communicated.[2]

f) Assess the extent to which reference to the work of others can be made in the
independent auditor’s report.[2]
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Examination Format

This exam contains 3 sections:

Section A:
* 15 questions, each worth 2 marks
* 30 marks in total

Section B:
3 questions, each worth 10 marks
30 marks in total

Section C:
* 2 questions, each worth 20 marks
* 40 marksin tota
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Examination Format

Section A

 Section Ais comprised of 15 objective test questions. Each question will be worth two
marks and questions may be either narrative or calculative in nature.

* Section Awill include a variety of objective test question styles, such as multiple choice,

multiple response, fill in the blank, matching, drop down lists, ordered lists and multiple
response matching grids.

* Section A caninclude questions from any section of the E3 syllabus.
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Section A
Question 1

David is a member of the audit team working on the audit of Galifrey Co. David’s sister has
recently applied for a job with Galifrey Co and David has provided her with confidential
information to help her with her job application. You are the audit manager in charge of the

audit of Galifrey Co and have been made aware of this breach of the ACCA Code of Ethics
and Conduct.

Which of the following steps should you take?

(1) Consider reporting the breach to ACCA
(2) Consider the type of information given to David’s sister
(3) Report the breach to Galifrey Co’s management

1 only

2 and 3 only
1 and 3 only
1,2and 3

0w >
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Question 4

Select the correct option from each drop-down list to complete the sentence.

Detectionrisk is the risk that procedures performed by the Select... ¥

client

will not detect a
Select... ¥ external auditor

misstatement Internal auditor

control deficiency

irregularity
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Question 14

Select whether each of the following items should be included or NOT included in a
written representation letter.

Included Not included

i A Signature of the audit engagement partner

2. A caveat that the letteris not a
comprehensive list of management
representations

3 A statement of management responsibilities

ACCA THINK AHEAD
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Examination Format

Section B

* This second section of the examination contains three questions each
based around acommon scenario ‘case’.

 Each case question is comprised of five objective test items worth two
marks each; therefore, each case question is worth a total of 10 marks.

« AsinSection A, Section B will include a variety of objective test question
styles, and there will be a mix of calculative and narrative marks.

ACCA THINK AHEAD
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Section B

The following scenario relates to questions 16 to 20.

It is 1 July 20X5. Pastel Co is a clothing manufacturer which operates from its head office
and has four factories and five warehouses located across the country. You are an audit
supervisor with Neon & Co and you are reviewing extracts from the intemal control’s
documentation relating to the purchases and non-current assets systems.

Purchases system

When raw materials are required, a purchase requisition is submitted to the purchasing
department which contains details of the materials required but does not include current
inventory levels.

The purchasing department generates a purchase order; the purchasing manager
authorises all orders below $2,500 and the purchasing director authorises orders of
$2,500 and above. The company maintains an approved supplier list which only the
purchasing manager and director can access. This was last updated in 20X3.

As soon as goods are received into the warehouse, a member of the warehouse team
agrees the quantity received to the supplier’s delivery note only and creates a goods
received note (GRN) in the purchases system.

The purchasing and inventory systems are integrated so the inventory records are updated
as soon as the GRN is created.

A payables clerk enters the purchase invoices into the purchases system in batches
utilising batch control totals and hash totals.

Non-current assets system

When new equipment is acquired, the finance department classifies the expenditure as
assets to berecognised in the statement of financial position orexpenditure to be charged
to the statement of profit or loss and records the classification on the purchase order. The
classification is made based on guidelines established by the finance director.
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ACCA

Question16

Which TWO of the following control objectives are addressed by direct controls
present in Pastel Co’s purchases system?

Only goods ordered by the company are accepted

Purchases are only made for a valid business use

All purchases and related payables are recorded

Only suppliers which have been checked for quality and price are used

O O W >

Question17

Which of the following are control deficiencies in Pastel Co’s purchases system?

(1) Purchase requisitions contain details of the materials required but do not include
inventory levels

(2) The quantity of goods received is only agreed to the supplier’s delivery note

(3) Only the purchasing manager and purchasing director can access the approved
supplier list

1and 2 only
2and 3only
1only
1,2,and 3

o0 w>

Question18

audit procedure.

Type of automated tool/technique

Test data

Audit software

Neon & Co plans to perform audit procedures using the automated tools and techniques
of test data and audit software in the audit of Pastel Co’s purchases and payables.

Match the type of automated tool/technique which would be used to the appropriate

Note: each tool/technique can be used more than once.

Audit procedure

Reperform the batch control process,
where the batch control total differs to
the number ofthe individual invoices
Recalculate the total of the purchases
listing

Reperform the ageing of invoices in the
payables list at the year end

THINK AHEAD
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Examination Format

Section C

ACCA

The third section of the examination will comprise two constructed response
questions worth 20 marks each.

These questions will be scenario based and will have a number of requirements.
Section C questions require a written response, although some questions may also
require calculation of ratios.

Unlike Sections A and B which are auto-marked, the Section C questions will be
expert marked.

In Section C question scenarios could be based on either commercial or not-for-
profitorganisations and it is to be assumed that all entities will use computer-
based systems.

Questionsmay also test knowledge and understand of the ISAs, although
candidates are not required to memorise ISA numbers and names.
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Section C
Question 31

The following scenario relates to two requirements.

Itis 1 July 20X5. You are an audit supervisor at Dill & Co, planning the audit of Basil Co, a
new client, for the year ending 30 September 20X5. Basil Co is a manufacturer and retailer
of kitchens. At a recent planning meeting with the financial controller, you obtained the
following information:

Planning meeting notes

Attendees: Financial controller of Basil Co, Audit supervisor

Date: 25 June 20X5

Subject: Audit planning of Basil Co for year ending 30 September 20X5

Raw materials are sourced from intermational suppliers with foreign curmrency purchases
initially translated using the spot rate at the invoice date. Trade payables will be
retranslated at the year-end using the average rate for the year.

Timber (wood) is sourced from a region affected by climate change, and during the year,
severe flooding occurred. This led to a decrease in supply causing a significant increase in
timber prices which Basil Co did not pass on to its customers. Timber supplies have now
recovered and prices have stabilised.

In January 20X5, Basil Co launched a range of high quality, custom built kitchens made
from premium materials. This new range has been successful, and to provide additional
production capacity, a new factory is being built. Construction of the new factory
commenced on 1 March 20X5 and is expected to be completed and available for use at the
end of November 20X5. To finance the construction, a five-yearbank loan of $4m was taken
out with an interest rate of 6% on 1 April 20X5.

As a result of the growth in the business, a new integrated accounting system was
introduced in May 20X5. The new system was fully tested with a parallel run prior to its
implementation to identify and correct any errors. Once testing was complete, the data
was transferred from the old to the new system with no further checks performed.

In June 20X5, a customer suffered an injury from a faulty installation of an electrical
appliance. A legal claim has been filed against Basil Co however the company’s lawyers
believe the claim is only possible to succeed. The finance director has stated that no
provision willbe recognised and the claim will notbe disclosed in the financial statements
until the outcome is known.
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Requirements:

(a) Assess FOUR business risks relevant to the audit of Basil Co.
(8 marks)

(b) Analyse the following audit risks and recommend audit work to be included in the
audit plan to address eachrisk:

» Foreign exchange transactions

o Assets under construction

» Borrowing costs in relation to the five-year bank loan taken out to finance the
new factory

» New accounting software system

» Legal claim from customer.

(12 marks)

(20 marks)

THINK AHEAD
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Mark scheme

Question 31

Assessment of business risks:

-

I

I

-

Foreign exchange
Disruption to supply
Investment in new factory
New accounting system
Legal claim

(6 T G T G T S I S

Maximum 8 marks

b

Audit risk and analysis work

Foreign exchange transactions
Assets under construction
Borrowing costs

New accounting software
Legal claim

L W W W

Maximum 12 marks

Total 20 marks

ACCA
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Lapis Co (Mar/Jun 2023)

It is 1 July 20X5. You are aon audit supervisor with Indigo & Co and are planning the audit of your
client, Lapis Co, for the year ending 30 September 20X5. Forecast profit before income taxes for
the year is S6B.9 million and forecost revenue is $192.3 million. The audit manager has attended a
planning meeting with the finance director and has provided you with the following notes of the

meeting:
Planning meeting notes

Lapis Co manufactures televisions at six factories located across Europe and purchases most of
its raw materials from overseos suppliers. These raw materials are shipped directly to one of the
company’s foctories and the goods are usually in transit for up to six weeks. Lapis Co has
responsibility for goods in transit from the point of dispatch by the supplier. The company’s
internal oudit department undertakes controls testing across all factories, visiting each site at
least once every year. The audit manager has discussed with the finance director that the
external audit team may rely on the controls testing which is carried out by the internal audit

department.

The company sells televisions to wholesale customers and directly to individual members of the
public via the company’s website. A significant wholesale customer has recently informed Lapis
Co that it is experiencing financial difficulties, however the finance director indicated that an
allowance for receivables is not required in the year-end financial statements.

Lapis Co offers customers a three-year warranty on any new televisions purchased. The finance
director has confirmed that the warranty provision for the year ended 30 September 20X5 will
remain at a similar level to the prior year. In December 20X4 Lapis Co changed one of its
television speaker suppliers to a cheaper alternative. This has resulted in an increase in warranty
claims for television speaker deficiencies.

In May 20X5, a payroll clerk was dismissed after it was discovered that they had carried out a
number of fraudulent transactions. Controls have since been implemented to prevent this

ACCA reoccurring.




ACCA

Required

(a) Inline with ISA 220 (Revised) Quality Management for an Audit of Financial Statements,
describe the auditor's responsibilities in relation to supervising and reviewing the work
performed during the external audit of Lapis Co.

Note. You do not need to refer to the scenario to answer this requirement. (% marks)

Describe EIGHT audit risks and explain the auditor’s response to ecch rlle in planning the
audit of Lapis Co.

™

b

Note. Use the below table structure to format your answer in the CBE software.

Audit risk Auditor's response

(16 marks)
(Total = 20 marks)

THINK AHEAD
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Suggested solution

Business risks

Foreign currency transactions

Purchases frominternational suppliers are denoted in foreign currency. This exposes the
company to fluctuations in exchange rates which can impact budgeting, cash flow and
profitability.

Disruption to supply

Severe flooding has affected the supply of timber causing a temporary delay to

production and an increase in prices which were not passed on to customers. This will
have reduced the company’s profit.
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Audit risk Analysis Audit work

Foreign exchange In accordance with IAS 21 The | Agree the year end exchange
transactions Effects of Changes in Foreign | rate used for retranslation of
Exchange Rates, purchases | monetary balances to a
should be translated at the | reliable source.

spot rate or average rate.

Recalculate the year-end
Trade payables denominated | payables balance using the
in a foreign currency must be | closing rate and compare to
retranslated using the closing | the trade payables figure
rate, with exchange gains or | calculated by management.
losses recognised in profit or
loss for the year. If management has not used
an appropriate rate, ask them
As Basil Co intends to use an | to adjust and review the
average rate rather than the | adjusting journal.

closing rate at the year end,
this will result in the trade
payables balance being
misstated.
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Suggested solution

ACCA

Audit risk

Lapls Co Is planning to Include a $0.8 million
recelvable relating to a supplier rebate based on
purchases for the year,

The recelvable should only be recognised If the
company has purchased the required volume
levels and the amount clalmed Is virtually certain
to be received. If the annual volumes are
overstated, then the value of the recelvable
recognised may be overstated and cost of sales
may be understated.

Auditor's response

Discuss with management the basis of the
rebate calculation and agree the calculations
back to supporting documentation, including the
contract with the supplier.

Review post year-end correspondence with the
supplier for evidence of the rebate belng applied
or post year-end bank statements for evidence
of recelpt.

THINK AHEAD
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Question 32
The following scenario relates to three requirements.

It is 1 July 20X5. You are an audit manager at Penguin & Co. You have been asked to
consider the acceptance of Iceberg Co as a new client, and respond to a complaint from
Weddell Co, an audit client of your firm.

Iceberg Co

Itis 1 July 20X5. Penguin & Co has been approached by a prospective client, Iceberg Co, to
perform an audit of its financial statements for the year ending 31 December 20X5 as itis
no longer exempt. Iceberg Co has previously had a limited assurance review of its financial
statements performed by Glacier & Co, but the firmis not aregistered auditor and therefore
cannot be appointed as auditor. Iceberg Co is a manufacturer and retailer of high-quality
winter sports clothing. The company receives certification from a global organisation
which assesses companies on social and environmental performance, transparency and
accountability, and has met these standards for the last six years.
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Requirements:

(a) In respect of Iceberg Co, identify and assess the ethical threats arising from the
following matters and recommend an appropriate safeguard which could be
implemented by Penguin & Co to reduce the threats to an acceptable level:

e FD joining the firm and may undertake role of audit partner

e 30% discount given to the audit team.

Confidential
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Suggested solution

ACCA

Matters

FD joining the firm and may
undertake the role of audit
partner

30% discount given to the
audit team

Type of threat

A self-review threat would be
created.

Self-interest, familiarity or
intimidation threats may be
created.

Assessment of
threat

The FD/partner would be
responsible forthe audit of the
financial statements for the
vearending 31 December 20X5
which cowver the period from
January to September 20X5
when the FD worked at lceberg
Co.

The FD would be unlikely to
raise concaerns about
accounting treatments and
management judgemeaents they
had made and may feel they
could not be critical of the
finance team for which they
had previously been
responsible.

A familiarity threat would also
be created as the FD would
know people at the client from
having recently worked with
them and may exercise laess
professional scepticism than
would be required for a new
audit client.

Audit staff may feel indebted
to the client and feel that they
cannotraise issues identified
during the audit.

The offer may be in breach of
bribery and corruption laws.

The discount may be seen by
a reasonable and informed
third party to be an
inducament to improperly
influence the auditor or the
outcome of the audit.

A 30% discount may not be
considered trivial and
inconseqguential given the
nature of the products.

Safeguard

The FD should not take on the
role as audit engagement
partner for the audit of lceberg
Co.

Only gifts which are clearly
trivial and inconseqguential
can be accepted, therefore
the audit team should be
informed that they cannot
acceptthe offer.




Mark scheme

ACCA

a Finance director joining the firm

Self-review threat

Unlikely to raise concerns

Familiarity threat

May exercise less professional scepticism
Cannot take on role of audit engagement partner
forilceberg Co

30% discount

Self-interest/familiarity/intimidation threats
Team may feel indebted to the client
May be in breach of bribery and corruption laws

- e e e

May be seen as an inducement to influence the
auditor or outcome of the audit

Cannot accept the offer as may not be trivial and
inconsequential

— o e e

Maximum 7 marks

THINK AHEAD

Confidential




ACCA

Ethical threat Approprlate safeguard

The managing director of Peach Co has this
year suggested that Instead of a meal, all the
audlt staff and cllent staff go away for the
weekend to a luxury hotel at Peach Co's
expense.

This represents a self-Interest and famillarity
threat. The acceptance of goods and services,
unless trivial and Inconsequentlal In value, Is not
permitted as It may make the audit staff less

likely to challenge Peach Co's assumptlons and
explanations.

As It Is unlikely that the weekend away has an
Insignificant value, this offer should be politely
declined. The normal meal at the start of the
audit Is likely to be acceptable, particularly If the
audlt team pay for themselves.

THINK AHEAD
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Audit and Assurance
Professional (SAA)




SAA Audit and Assurance Professional

 The overall aim of SAAis to enable the application of relevant
technical skills, professional judgement and professional ethics
to advise on the nature, purpose and scope of assurance
engagements, including statutory audit, and to evaluate the

practical execution and conclusion of an audit engagement within
the regulatory framework.
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The syllabus (AAA)

Professional and ethical

Regulatory environment (A) corisidarations (B)

Professional
Quality management (C) skills (H)

Planning and conducting an audit of
historical financial information (D)

Completion and reporting (E)

Employability and
technology
skills (1)

Other assignments (F)

Current issues and development (G)
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The syllabus (SAA)

D Planning and conducting an audit of
historical financial information

C Quality management
\I y g

GRegu latory environment)

N :
g B Professional and
Audit and Assurance @]ﬁalconsidmon;
E Completion,review and PrOfeSS IONna l (SAA)

reporting

( G Other assignments F Sustainability
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Examination Format

The SAA examination is a 3-hour 15-minute, session-based examination comprising two
sections:

Section A

 Section A of the examination will contain a 50-mark scenario-based question based on
an organisation in a specific business context.

« The 50 marks will comprise 40 technical marks and 10 professional skills marks.
 All four of the professional skills will be examined in Section A.

e Audit planning and risk assessment will continue to be examined in every sitting in
Section A.
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Itis 1 July 20X5. You are a manager in the audit department of Kotlin Associates, a firm of

Se Cti O n A Chartered Certified Accountants. You are planning the audit of Python Co which is a new
client of the firm.

To: Audit manager

From: Ruby Swift, audit engagement partner
Subject: Audit planning for Python Co

Date: 1 July 20X5

Hello

| have provided you with some information which you should use to start planning the audit
of Python Co for the financial year ending 30 September 20X5.

Python Co is an unlisted client which operates an internet-based crowdfunding platform.

In line with Kotlin Associates' internal quality procedures, revenue will be used asthe basis
for determining materiality. You will need to determine and apply an appropriate
materiality threshold in your briefing notes.

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

(a) Using Exhibits 2, 3 and 4 only, evaluate the significant audit risks, including those
related to this being an initial audit engagement, to be considered when planning the
audit of Python Co.

Your answer should provide justification as to how the risks should be prioritised.
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AAA -International
March/June 2025 (24/25
syllabus)

ACCA

To: Audit manager

From: Gisele Moss, Audit engagement partner
Subject: Speedy Style Co audit planning

Date: 1 July 20X5

Hello

| attended a planning meeting last week with the finance director, Kendall Hadid, of Speedy Style
Co, at which we discussed business developments during the year and plans for the future. |
have provided you with my notes from this meeting, as well as some background information
about the company from the permanent audit file. | have decided to use profit before tax as the
basis for determining materiality in line with Turlington & Co's internal quality procedures.

Using the information provided in all the exhibits, | require you to prepare briefing notes for my
own use, in which you:

(@) Using only Exhibits 2 and 3, evaluate the significant business risks facing the company.
(10 marks)

(b) Using only Exhibits 2 and 3, evaluate and prioritise the significant risks of material
misstatement to be considered in planning the audit for the financial year ending
30 September 20X5.

Using profit before tax as your benchmark, you will need to determine and apply an
appropriate materiality threshold in your briefing notes.
(16 marks)
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Examination Format

Section B

Section B of the examination will contain two 25-mark scenario-based questions.
 The 25 marks will comprise 20 technical marks and five professional skills marks.

 One question in Section B will be focused on the completion, review and reporting
section of the syllabus and the other question may cover any other syllabus
section.

 Each question will examine a minimum of two professional skills from analysis and
evaluation, scepticism and commercial acumen.

ACCA will provide permitted reference materials for
candidates to use during the examination.
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Approach to the SAA examination

 Candidates should be prepared to tackle questions relating to obtaining audit evidence.
Requirements are likely to focus on specific financial statement balances or transactions, for
which candidates will be asked to evaluate or design the relevant audit procedures.

 Candidates should ensure that when asked to‘design’ procedures that they provide the source
and purpose for each relevant procedure.

 Candidates may, alternatively, be provided with proposed audit procedures which they will then
be required to evaluate to ensure sufficient, appropriate evidence will be obtained.
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* Approach to the SAA examination

 When asked to comment on the 'matters to consider' in the completion phase
of an audit, candidates should be aware that one of the key matters to
consider is whether the relevant accounting standard has been adhered to, as
well as the materiality of the matter, and to consider and explain the audit
evidence which should have been obtained in relation to the issue.

Auditor’s reports and reporting to those charged with governance are both
important areas. Candidates must familiarise themselves with the most up to date

requirements in relation to auditor reporting and have sufficient knowledge and
understanding of this area to answer a variety of question types.

ACCA THINK AHEAD
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* Approach to the SAA examination

ACCA

Ethics and related professional issues are likely to feature in every session. Itis important to
appreciate that ethics is not just about independence but also covers ethical issues such as
conflicts of interest and confidentiality, as well as fraud and error, and professional liability.

Matters such as audit quality and professional scepticism are also important syllabus areas
and candidates should be prepared to evaluate whether an audit or other assurance
engagement has been conducted in accordance with the firm’s system of quality
management, including whether the auditor has applied an appropriate level of professional
scepticism in a specific situation.
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