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What does the redesigned qualification look like?

* Essential technical, and ™\ Holisti
. . —_— (e ) oustic
rofessional skills and capabilities | Sustainability | . .
P P ’ | ey | integrated journey.
embedded throughout i \
| Ethics ;
 Holistlc, integrated and Al-driven (88 gl |
. . l igita
learning and exam journey o ’
. . . :( Drive \l >— ESSENTIAL EMPLOYABILITY MODULES
* Employability focus delivering work :
. (T T S \|
and career impact | Expertise | AWARDS
o e . AND DESIGNATIONS
* New awards recognising progress | Collaboration |
and achievement (e EXPERIENCE
| Insight ; AND EMPLOYABILITY




| ACCAE P &R

Foundations Knowledge Expertise Strategic Professional
ELRtFY B HIIRB B E AR ER e T KB B

2)MERIE:

F1 Accounts Preparation K1 Financial Accounting E1 Taxation Bi% i o A
REE L) Pz S ST o
E2 Financial Reporting 1151k S2 Strategic Business Leader A}B&R k4T
F2 Management Information i it Ri HITEERE:
dc ger K2’:I\£/Iani ementAccounting E3 f‘,Ud it, RIS,L( and Control SAA Audit and Assurance Professional Bt 55IFE R
an igmg EESIT HIt5XE
EREE5MAE y SCF Corporate Finance Professional AB&@M%E R
E4 Finance and investment
N . . K3 Business Law ﬁ%ﬁa'—ﬁ;g% STA Taxation Advisory Professional #E&i8ER
F3 Decision Making with Data L ) ) SPI Performance and Insights Professional
SRIRENAR R = E5 Performance with Data Analysis BHESRARER

BIBDIER SDS Data Science Professional #iEfl#%xR

AP EFEE

Bobaklk itk 1o | 2SR ek 2

AR RIS

iR S RS AT ACCAZ 5
RN DREH SHEL R Sl reainr et oAt

i
FIRANSIEID CAT FLH BSC FIL54 MSc

36 NP SR LIFR + S B tn

KR TEER

| |
ESTEL A5 ! A&t R BALSFEA Python B |
PR IEIR : || mmEmAEs |
CCEECY eS8 : SHMNES | HESE PowerBI meATEE || !

|

THINKAHEAD



ACCA

Part Two

HARITIRE

— — FIFIACCA= AZ B2
FH A B 1

Public © ACCA



ACCA EI:E'EI-—I\- Ellj3j(J\/

Study Hub Practice Platform

ACCA THINK AHEAD



AIRNCE 1T A GBI E S Intellectual levels
Huth % gE

FSUEASI B RLEREF, GESit |

RN, BitRGRGL. Ay — evell:Knowledgeand
a4, comprehension

T B[RS -

BT ENRGIHR, SIREWE AT — | Level 2: Application and
DEEEIRIEN. BIFEAET IR analysis
HROEIECRE, REFHHRR.

LRI FIAES] Lovel3: Sunthesis and
BIASAUHE, EREAsEMERE | O TR
A S NS, BUURIRINAVAES, IIEH evatuation

BEEMEARERBHRNEULHNREE,
ERCTT L SR Ko

ACCA T Confidential

JA JA



fal LB & IR
% S F £ 2 il

B F = KEES]

ACCA



Bhih % v Ee

B Chapters Chapter 6: Professional Appointments v
Flashcards Chapter 7: Planning, Materiality and Risk ~
= Quizzes Overview CHAPTER 7: Visual Overview =
= . Medium
= Practice
7.1 Planning _
Q Search 7.1.1 Scope =
Medium
7.1.2 Objectives =
Medium
7.1.3 Professional Scepticism =
Medium
7.1.4 Audit Strategy =
Medium
7.1.5 The Audit Plan =
Medium
7.2 Risk Assessment 7.2.1 Risk Assessment Requirements =
Medium
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<2 7.2.3 Understanding the Entity, its Environment and Applicable Financial Reporting ... g @ neg

. . . ) Rate Your Confidence
2.3 Understanding the Entity, its Environment and Applicable

Financial Reporting Framework A~ High

Risk assessment procedures must be performed to obtain an understanding of: = Medium

» The entity and its environment:
- Its organisational structure, ownership and governance; v Low
- Its business model, including the extent of IT integration;

- Industry, regulatory and other external factors; and ]
- The measures used, internally and externally, to assess its financial performance.
» The applicable financial reporting framework and the accounting policies used (and the
reasons for any changes in accounting policy). Category
« How inherent risk factors affect the susceptibility of assertions to misstatement and the 7.2 Risk Assessment

degree to which they do so, in the preparation of the financial statements (in accordance with
the applicable financial reporting framework.

&, Key Point

The auditor must evaluate whether the entity’s accounting policies are appropriate and
consistent with the applicable financial reporting framework.

ACCA THINK AHEAD EoRfitiential




Business Risk

Business risk - a risk resulting from significant conditions, events, circurmstances, actions or
inactions that could adversely affect an entity’s ability to achieve its objectives and execute its
strategies, or from the setting of iInappropnate objectives and strategies.

Reputation risk — the risk that
negative publicity regarding an
institution's business, its
procedures, policies, practices,
actions, ethics and the actions of
its stakeholders will lead to a loss
of shareholder value, competitive
advantage or business revenue.

Other examples
Strategic risk
Reputation risk
Environment risk
Process risk

= |nformation risk
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“Audit Risk Model”

Business risk

Inherent risk Detection risk

Risk of material Assessed by Managed by
misstatement auditor auditor
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Technical articles

Click the link below to open the
article on accaglobal

Technical articles

Professional scepticism
Risk and understanding the
entity
Audit risk

182


https://www.accaglobal.com/gb/en/student/exam-support-resources/professional-exams-study-resources/p7/technical-articles/scepticism.html
http://www.accaglobal.com/gb/en/student/exam-support-resources/professional-exams-study-resources/p7/technical-articles/risk-understanding-entity.html
http://www.accaglobal.com/gb/en/student/exam-support-resources/professional-exams-study-resources/p7/technical-articles/risk-understanding-entity.html
https://www.accaglobal.com/gb/en/student/exam-support-resources/professional-exams-study-resources/p7/technical-articles/audit-risk.html
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Chapter 7 Quiz

< > Question4 of 5

A high-tech client company has financial problems, a dominant chief executive, poor controls
and unusual transactions.

What do ALL these factors indicate?

A. Inadequacies in the systems of reporting

B. The existence of going concern problems
C. Increased scope for fraud to be perpetrated
D. Increased audit risk

The correct answer is D.

All the factors would be indicative of increased audit risk.

Lesson Connection

Chapter 7, Section 4.4

Done Reviewing

PR En ]

Correct Answer Your Answer

A
B
C
D v

Time Spent:
11 secs

Difficulty Level:
Moderate

Related Sections:
Learn more about this topic
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The following scenario relates to questions 21 to 25.

Itis 1 July 20X5. You are an audit senior at Vale & Co and you have been assigned to the
final audit of Lobo Co, a manufacturer of bamboo homeware products, for the year ended
31 March 20X5. You have been asked to complete the audit of payroll and inventory.

Payroll

Factory employees are paid an hourly rate for the number of hours worked which are
recorded on timesheets. Employees in the administration functions are paid an annual
salary. You have been provided with the following information relating to payroll:

(1) Payroll costs for the year ended 31 March 20X4 were $30m

(2) As at 31 March 20X4, Lobo Co had 350 employees

(3) Due to an increase in demand, on 1 April 20X4, Lobo Co increased the number of
employees by 6%

(4) On 1 August 20X4, all employees received a 3% payrise

(5) A bonus of$1,000was paid to each employee on 31 March 20X5

Inventory

A year-end inventory count was performed on 31 March 20X5 which was attended by
members of the audit team. Some of the final audit procedures relating to inventory have
been performed but procedures in relation to existence of inventory have not yet been
completed. Lobo Co also holds inventory at a warehouse owned by a third party.

Question 21

Which TWO of the following substantive procedures would provide evidence in
relation to the accuracy assertion when auditing the payrollexpense of Lobo Co?

A Obtain a breakdown of the payroll expense by department and ensure the correct
amounts are included in cost of sales and operating expenses

B For a sample of employees, agree the number of hours recorded on timesheets to
payslips

| & Select a sample of leavers from the HR records and inspect payroll records to
ensure they are no longer included

D Recalculate the gross and net pay for a sample of employees and agree to the payroll
records
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Exam Style and Standard Revision Questions — Chapter 7

(D This Question: 00:29 @ (D Total: 06:05 Done Practicing

< > Question1of?2 £~ ¥ Review Answer m

TED CO

Itis 1 July 20X5. You are a manager in the audit department of Craggy & Co, a firm of Chartered
Certified Accountants, and you are responsible for the audit of Ted Co. The company has a financial
year ended 30 June 20X5, and you are about to start planning the audit.

The following exhibits provide information relevant to the question:

1. Partner’s email — an email which you have received from Jack Hackett, the audit engagement
partner.

2. Background information — information relevant to audit planning.

3. Notes from meeting — summary of business developments discussed at a recent meeting
between the finance director of Ted Co and the audit engagement partner.

4. Selected financial information — extracts from the draft financial statements of Ted Co, including
the results of preliminary analytical procedures, which have been performed by a member of the
audit team.

This information should be used to answer the question requirement.

Requirement (50 marks)

Respond to the instructions in the email from the audit engagement
partner. (40 marks)

Plan answer

Skip
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To: Audit manager

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

Date: 1 July 20X5
Hello

| altended 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 pr¢pare briefing notes for jmy

own use, in which you:

(a) Using only Exhibits 2 and 3, evaluate the significant buginess risks facing the company.

(b) Using only Exhibits 2 and 3,

(TOmarks)

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 dgtermine and apply ah
appropriate materiality threshold in your briefing notes.

(16 marks)
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Speedy Style Co is an unlisted company, which operates as a retailer in the online fast fashion
industry with an online sales presence in 12 countries. Speedy Style Co releases approximately
50 new products a week and uses social media marketing to encourage consumers to buy
into new trends, and top selling products are reordered from manufacturers within days. The
company has a growing customer base who place orders via either the company's website or
an application (‘app’) which can be installed on a customer's mobile phone. The integration of
the app and the accounting system has been tested during the interim audit and was found
to be working effectively. Speedy Style Co regularly runs advertising campaigns to try to sell
slow moving inventory before rapidly changing fashion trends and seasonal changes cause the
clothing to lose appeal to customers.

Speedy Style Co purchases its products from suppliers in the country of Farland where labour
costs are low. When products leave the suppliers’ factories, ownership transfers to Speedy Style
Co and the company is then responsible for arranging distribution to customers worldwide.
Speedy Style Co owns distribution warehouses and uses third party delivery networks in the

W R AR R

=

ountries in which they trade to deliver products quickly to customers in order to satisfy the
and for the latest fashion trends.
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Distribution issues

In May 20X5, a large container ship, which was carrying inventory owned by Speedy Style Co
with a value of $840,000, became stuck in a trans-continental shipping canal. The clothing on
the container ship was due to be delivered in June but is now expected o be delivered at the
endt of August. This caused a delay in Speedy Style Co being able to distribute the clothes for the
short summer season (June-August), affecting 30% of their online market. The finance director s
optimistic that the clothing, which had been extensively marketed ahead of its proposed faunch
in June, wil still be saleable at full price and has made no write down to the inventory value,
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1 Briefing notes

To: Gisele Moss, audit engagement partner

From: Audit manager

Subject: Audit planning in relation to Speedy Style Co
Date: 1 July 20X5

Introduction

These briefing notes have been prepared to assist in planning the audit of Speedy Style Co. The notes begin with an evaluation of the
business risks facing the company and continue with an evaluation and prioritisation of the significant risks of material misstatement
which should be considered in planning the audit. The significant risks of material misstatement have been structured to prioritise
the risks in terms of the likelihood and magnitude of misstatement in relation to each risk. The notes include the recommended
principal data analytics audit procedures which have been designed in respect of inventory and also include a discussion of the
ethical threats and professional issues brought about by the proposed service requested by the finance director.
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The shipping delay will have several H’\])j_*g;

negative impacts on Speedy Style Co’s
business.

First, the fast fashion industry is heavily reliant
on goods being available to customersin line
with current fashion trends and consistent
with the season of the target markets.

As the goods which are delayed, many customers will
be looking to purchase different clothing for the next
season. This is likely to result in lower revenue from
these goods, resulting in poorer cash inflows and lower
profitability for the business.

Additionally, the clothing has already been marketed and failure of
Speedy Style Co to supply these products in a timely manner may result
in a reputational failure causing customers to purchase alternative
products from competitors.
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The delayed inventory is at risk of obsolescence due to the
fast moving nature of fashion trends

There is arisk that the achievable sales price will be much
less than originally intended, and some products may not
be able to be sold at all.

The value of the delayed inventory is $840,000, which is
above the materiality threshold, meaning that errors in
valuation could result in a material misstatement.

According to IAS 2 Inventories , inventory should be valued at the
lower of cost and net realisable value and therefore there is arisk that
inventory is overstated and profit before tax is overstated.




The industry, the

enviroment and the
strategy

" — Risk of material _ _
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Macro Environment of the Machinery Manufacturing Industry

1. The global construction machinery market has stepped into a downward phase from the highest point of the

current cycle since the end of2019.

2. Due to ongoing impact of Covid-19, liquidity crisis led to the real estate industry to reduce the start rate,

resulting in the construction machinery market demand recovery is relatively weak.

3. The trade war between China and the United States, has hit hard the machinery manufacturing industry.

4. Although the national policy has given some support to the machinery manufacturing industry, the industry

environment also shows complexity. Policies’ direction and scale of investment is affected by a variety of factors

such as macroeconomics and local financial conditions, making the machinery manufacturing market more

volatile.

= The industry 's weak cycle is still underway!



General Credit Sales
/Traditional Installment
Sales

Financial Leasing
Bank Mortgage Sales

ZOOMLION's sales models

—

—— finance leases

general credit sales / traditional instaliment sales

\——— bank mortgage sales

ZOOMLION's Three Sales Models

amount: Part of the payment is paid before delivery, and the
balance is paid according to the agreed time afterwards.

time: The customer can choose to pay the remaining loan to

ZOOMLION in installments during the credit period of either 1-6
months or 6-48 months.

proportion: about 10% of ZOOMLION's credit sales business

ZOOMLION has set up its own financial leasing company.

[ Customers can choose to carry out financial leasing business

on the ZOOMLION's platform or

advantages: promote sales of large machinery and equipment

| ona third-party leasing.

the mode of operation is more flexible

the customer credit review is less strict than the bank

the down payment ratio is lower than the bank mortgage method

suitable for customers who need to buy large mechanical equipment
with a higher unit price

proportion: about 60% of ZOOMLION's credit sales business

The customer signs a sales contract with ZOOMLION, and after
paying the first payment for the equipment, the customer signs a

mortgage agreement with the bank, pays the balance of the

equipment, and pledges the property rights of the equipment to

the bank as collateral.

generally 2-5 years).

The bank will first pay the loan amount (except the down payment)
of the product to ZOOMLION, and the customer will repay the loan
to the bank on schedule according to the loan contract (the term is

Ownership of the goods remains with the bank until the loan is paid
off, and after the loan is paid off, ownership passes to the customer.

proportion: about 30% of ZOOMLION's credit sales business




Scenario 1: General Credit Sales/Traditional Installment Sales

Scenario The proportion of Zoomlion’s sales in
construction machinery segment’s
4 .60%
® Zoomlion signs a sales contract with the clients according to the
demand of the product. part of the payment is paid before ’ 20.10%
delivery, and the balance is paid according to the agreed time and
amount. Client can choose to pay the balance in installments over

a credit period of 1-6 months or over a credit period of 6-60 69.70%
months.
® Currently, this type of general credit sales account for about 69% ® bank mortgage sales ® finance lease @ general credit sales

of Zoomlion’s sales revenue.

® The aimed clients are large state-owned enterprises. The unit
price of this kind of product is high, and it requires a certain
transportation time.

® Besides, some products include certain specialized equipment that
must be provided with installation and setting services by
personnel dispatched by Zoomlion due to technical patents or
installation difficulties before they can be put into use.

Data source: iFinD



Scenario 1: General Credit Sales/Traditional Installment Sales
Business Risk

Operational Risk
The proportion of credit sales

® Zoomlion's general credit sales account for a significant portion o

of its operating income and primarily aim at large state-owned

enterprises, which have many construction projects. Due to the

large number of engineering projects and the high unit price of 0%

machinery and equipment, these customers may face the problem

of capital turnover, resulting in the slow collection speed of

Zoomlion's accounts receivable.

65%

60%
2021 2022 2023Q3

Financial Risk
Data source: iFinD

® credit risk: AR turnover

Zoomlion's proportion of credit sales rose from 64% in 2021 to 76% |

in 2023 Q3. In the Machinery Manufacturing Industry, the e i s
proportion of credit sales will be relatively large, but the :
continuously rising proportion of credit sales may reflect the

gradually declining market position and competitiveness. o
In addition, accounts receivable turnover days have been increasing
significantly since 2022. A large proportion of credit sales and poor
quality of accounts receivable will negatively affect the company's
cash flow and liquidity.

Data source: iFinD



Scenario 1: General Credit Sales/Traditional Installment Sales

Audit Risk

Cut off for Revenue Recognition(1)

® Under the old revenue accounting standards, Zoomlion may
recognize revenue at the time when the client issues a
delivery order rather than the sign of control transfer under
the new standards, leading to an increased risk of revenue
being recorded in the wrong period.

® Besides, In the third quarter of 2023, Zoomlion's gross
profit margin was significantly higher than in 2022, with
a growth rate of over 25%. Its growth rate of sales is
significantly higher than the industry average, indicating
that Zoomlion may have audit risks of incorrectly
recognizing revenue in advance.

Cut off for Revenue Recognition(2)

Transfer of control

se1 -~ are benefits of an

Control is

the ability

to direct the use of

and obtain the remaining
benefits from

an asset

Data source: KPMG

Zoomlion Zoomlion industry average
2023Q3 2022 2023Q3

Gross prof‘t margin (%) 27 .76 21 .83 25 14

growth rate
15 .87 -37 .98 2.73
of sales revenue

Data source: iFinD

® For certain specialized equipment that must be provided with installation and setting services, there is a risk that
revenue is recognized at the time when issuing the Goods Receipt Notification, rather than when issuing the
installation service receipt notification, which may lead to revenue being recorded in the wrong period.

Any revenue recognized would have to meet the criteria ofIFRS1S5, Revenue from Contracts with Customers:

> the performance obligation is satisfied (the customer obtains control of that good or service)



Scenario 1: General Credit Sales/Traditional Installment Sales
Audit Risk

Overestimated AR & Underestimated Bed Debt Allowance

g . . bad debt allowance (m
® The accounts receivable turnover days have been increasing (m)

significantly since 2020. There is not much difference in the

520
amount of accounts receivable between 2021 and 2022, but the Dﬂ
.« . . . 400
provision for bad debts for the entire year of 2022 is much lower -
than that 0f2021. e I >

€00

Therefore, There is the risk of overstated accounts receivable and i

underestimated bad debt expenses. e

a
2020 2021 2022
> Any provision recognized would have to meet the criteria of Data source:  iFinD

IAS37: AR turnover
(a) an entity has a present obligation (legal or constructive) as a
result of a past event;
(b) it is pr obable that an outflow of r esour ces embodying
economic benefits will be required to settle the obligation; and
(c) a reliable estimate can be made of the amount of the
obligation.

Data source: iFinD



Thank you.
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