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Watch this video from ACCA to understand answering techniques: 

https://www.youtube.com/watch?v=OzWioAYhYII   
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LIABILITIES 
 

1 year loan  

→ should be disclosed as CL 
→ incorrectly disclosed 

 

Loan to be correctly 
allocated between CL and 

NCL  
→ finance needs to be 

accounted for correctly w 
adequate disclosures made 

→ else misclassified 
liabilities 

 

Increased debts, additional 
finance costs  

→ risk of finance costs 
omitted in SOFP  

→ overstated profit 

The auditors should review the terms of the loan agreement to 
verify the repayment date and the amount borrowed.  

They should review the draft financial statements to confirm the 
correct disclosure of the loan. 

 

Ensure the loan was received. 

Reperform the calculation of the split between current and non-
current liabilities, and the disclosures should be reviewed in detail 
to ensure compliance with relevant accounting standards.  

Details of security should be agreed to the bank confirmation letter. 

 

 

Finance costs recalculated. Any increase are agreed to the loan 
documentation, confirm the interest rates.  

Interest payments agree to cash book/bank statements to confirm 
amount was paid 

Significant client borrowing 
and/or overdraft with 

covenants  

→ if breached, instantly 
repayable 

Review correspondence with the bank/lender for any evidence of 
withdrawal or extension of facilities.  

If there are bank covenants linked to performance on which 
facilities depend, identify whether any breaches have occurred; if 
so, determine the effect on the company 
 [ → going concern] 

IAS 37: Provision requires 
high degree of judgement  

\\ claims for provision 
increased 

 
→ risk of under/over 

provision 
 

[Bank covenants → incentive 
to manipulate areas of FS 

based on judgements] 

As this is a judgemental area, the auditors need to discuss with 
directors the basis of calculating the provision and assess the 
reasonableness of any assumptions made. 
 
Reperform any calculations and establish the provisions in the year, 
and compare with the previous provision.  
 
Review the actual use of provision incurred post year end and use 
these to assess the reasonableness of the provision.  
 
\\ review a sample of provisions claimed during the year and vouch 
amounts to “repair” invoices 
 
\\ review the level of claims made in the year and assess whether 
provision need revising in light of this 
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//Discounts manually entered  

 \\not reviewed and authorised 

→ risk of discounts omitted by 
error / unauthorised discounts 

→ loss of revenue 

Discounts should 
be authorised by 
responsible official 

//The authorised discount levels 
should be recorded automatically in 
the customer master file, so they 
appear on invoices automatically 
instead of manual input needed 

 

\\ All discounts to be granted to 
customers should be authorised in 
advance by a responsible official, 
such as the sales director.  

Regular review of sales discount 
levels should be undertaken by the 
sales director, and this review should 
be evidenced. 

For a sample of invoices showing 
discounts, agree the discount terms 
back to the customer master file 
information. 

 

 

Discuss with members of the sales team 
the process for setting sales discounts.  

Review the sales discount report for 
evidence of review by the sales director. 

 

 

 

Salesperson appointed to 
chasing payments 

→ incentive to hit target 

→ likely to generate sales 
orders rather than chasing 

payments 

→ increased bad debts + 
reduced profit and cash flow 

Debts are chased 
by appropriate staff 

A credit controller should be 
appointed and it should be their role, 
rather than that of the salesperson, to 
chase any outstanding sales invoices. 

 

  

29 of 106



//Removing damaged 
goods from inventory 

sheets 

 

 

 

\\Damage goods are not 
moved  

→ difficult for finance to 
assess lvl of damage and 
establish lvl of write down 

→ sold by mistake 

 

Damaged 
/obsolete goods are 

moved to a designated 
area for inspection,  

and left on the sheets for 
assessment 

//Rather than removing 
damaged/obsolete items from the sheet, 
they should be written down or provided 
against to ensure that they are included 
at the lower of cost and NRV.  

 

\\ Damaged goods should be clearly 
marked as such during the count and at 
the end of the count they should be 
moved to a central location. 

 

A manager from the finance team should 
then inspect these damaged goods to 
assess the level of allowance or write 
down needed. 

 

Movements during inv 
count 

→ double count/omission 

→ inv under/over 

Movements of inventory 
are not allowed into or out 
of the area being counted 
during inventory counts 

Raw materials (RM) required for 31 
December should be estimated and 
separated from the remainder of 
inventory. These materials should be 
included as part of WIP 

Goods manufactured on 31 December 
should be stored separately, and at the 
end of the count should be counted once 
and included as finished goods.  

Goods received from suppliers should 
also be stored separately, counted once 
at the end and included in RM. Goods 
dispatched to customers should be kept 
to a minimum during the count 
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▪ Obtain a schedule of all raw materials, finished goods and work in progress 
(WIP) inventory and cast to confirm completeness and accuracy of the 
balance and agree to trial balance and financial statements.  
 

▪ For a sample of inventory items, review the calculation for equivalent units 
and associated equivalent unit cost and recalculate the inventory valuation.  

 
▪ Vouch a sample of inventory items to suppliers’ invoices to ensure it is 

correctly valued.  
 

▪ *Review aged inventory reports and identify any slow-moving goods, discuss 
with management why these items have not been written down or if an 
allowance is required.  

 
 
ANALYTICAL PROCEDURE 
▪ Compare the gross profit percentage to the previous year or industry data.  

 
▪ Compare raw material, finished goods and inventory collection period to 

the previous year and industry averages.  
 

▪ Compare inventory holding period with the previous year and industry 
average.  

 
▪ Compare the current year standard costs to the previous year after 

considering current conditions.  
 

▪ Compare actual manufacturing overhead costs with budgeted or standard 
manufacturing overhead costs. 

 
 

INVENTORY COUNT 
▪ Trace test counts back to the inventory listing.  

 
▪ If the entity has adjusted the general ledger to agree with the physical 

inventory count amounts, agree the two amounts. 
 

▪ Where a continuous (perpetual) inventory system is maintained, agree 
the total on the inventory listing to the continuous inventory records, using 
automated tools and techniques. 

 
 
RAW MATERIAL / WIP 
▪ For materials, agree the valuation of raw materials to invoices and price 

lists.  
 

▪ Cast the schedule of total WIP and agree to the trial balance and financial 
statements 
 

▪ Where inventory relates to work in progress, discuss the stage of 
completion with production management and recalculate inventory values. 
Consider whether an expert is required.  
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Going concern basis 
• Consider whether any additional disclosures as required by IAS 1 in relation to material 

uncertainties over going concern should be made in the financial statements.  
 

• Consider whether the going concern basis is appropriate for the preparation of the financial 
statements.  

 
• Obtain a written representation confirming the director's view that the company is a going 

concern.  
 
 

INTERNAL CONTROL RECORDS – FLOWCHARTS ETC 

Audit Procedure 

• Obtain the system notes from last year's audit and ensure that the documentation on the 
purchases and payables system covers all expected stages and is complete.  
 

• Review the audit file for indications of weaknesses in the system and note these for 
investigation this year.  

 
• Review the prior year report to management to identify any recommendations which were 

made over controls in this area as this may highlight potential changes which have been 
made in the current year.  

 
• Obtain system documentation from the client, potentially in the form of a procedure 

manual. Review this to identify any changes made in the last 12 months.  
 

• Interview client staff to ascertain whether systems and controls have changed including 
the stores and warehouse to ensure that the flowcharts and notes produced last year is 
correct.  

 
• Perform walk-through tests by tracing a sample of transactions through the purchases and 

payables system to ensure that the flowcharts and systems notes contained on the audit 
file are accurate.  

 
• During the walk-through tests, confirm the systems notes and flowcharts accurately reflect 

the control procedures which are in place and can be used to identify controls for testing. 
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28. CAATs  
Advantages 

allow the audit team to test a large volume of data more accurately and more quickly than if 
tested manually. 

decrease the scope for human error during testing and can provide evidence of a higher quality. 

Disadvantages 

Setting up the software needed for CAATs in the first year is likely to be time consuming and 
expensive. 

If the system changed then it may be expensive and time consuming to redesign the CAATs. 

 

29. Key audit matters 
Key audit matters (KAM) are those matters which, in the auditor's professional judgement, were 
of most significance in the audit of the financial statements of the current period. 

The purpose of including key audit matters in the auditor's report is to help users in 
understanding the entity. 

ISA 701 suggests that in determining the KAM the auditor shall take into account the following: 

a) Areas of higher assessed risk of material misstatement or significant risks 

b) areas in the financial statements that involved significant management judgment 

 

Each KAM detailed in the auditor’s report should refer to the related disclosure in the financial 
statements and will explain: 

a) why the matter was considered to be one of most significance in the audit and therefore 
determined to be a KAM  

b) How the matter was addressed in the audit 
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