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Topic Break Down

Topic No. of Questions

Topic 1, Audit framework and regulation 14

Topic 2, Planning and risk assessment 22

Topic 3, Internal control 19

Topic 4, Audit evidence 25

Topic 5, Review and reporting 20

Total 100

https://vtsimu.com/redirect?url=https%3A%2F%2Fdumpsboss.co
https://vtsimu.com/redirect?url=https%3A%2F%2Fdumpsboss.co%2Fid%2F1259


dumpsboss.co | Demo Exam - Page 3 of 8

QUESTION NO: 1

A subsidiary president terminated a controller and hired a replacement without the required corporate approvals. Sales, cash 
flow, and profit statistics were then manipulated by the new controller and president via accelerated depreciation and sale of 
capital assets to obtain larger performance bonuses for the controller and the subsidiary president. 

Which of the following approaches might detect this fraudulent activity?

A. Analysis of overall management control for segregation of duties.

B. Exit interview for all terminated employees.

C. Periodic changes of outside public accountants.

D. Regular analytical review of operating divisions.

ANSWER: D 

Explanation:

Regular analytical review of operating divisions is the most appropriate approach because it compares reported financial and 
operating information over time, against budgets and forecasts, and across comparable divisions. The manipulation 
described would be likely to create unusual relationships requiring investigation. For example, selling capital assets can 
produce an unusual increase in cash receipts or gains, a decrease in productive assets, and changes in asset-turnover or 
capital-expenditure trends. Accelerated depreciation can materially alter depreciation expense, profit margins, and the 
relationship between depreciation, gross property and equipment, and operating results. A recurring divisional review can 
identify these unexpected fluctuations and ratios, particularly where results appear unusually favorable for bonus purposes 
or diverge from the division’s historical operating pattern. Once such anomalies are identified, corporate management or 
internal audit can perform focused follow-up procedures, including examining asset-disposal documentation, depreciation 
methods and estimates, approvals for personnel changes, and the basis for performance measures. Professional auditing 
standards recognize analytical procedures as evaluations of financial information through plausible relationships among 
financial and nonfinancial data and require investigation of significant unexpected differences. See PCAOB AS 2305, 
Substantive Analytical Procedures and ISA 240, The Auditor’s Responsibilities Relating to Fraud.

QUESTION NO: 2

Smith and Co is considering preliminary audit strategy for Well Ltd. Well Ltd is an established company with well-
documented systems and controls. It has an internal audit function whose principal activity is to monitor the implementation 
and effectiveness of existing controls. 

Which of the following statements would be correct about the reliability of audit evidence of Well Ltd?

A. To be reliable, evidence of Well Ltd should be conclusive rather than persuasive

B. Effective internal control system of different systems of Well Ltd can provide reliable audit evidence

C. Evidence obtained from outside sources routed through Well Ltd will be more reliable

D. Limited internal control system of Well Ltd can provide reliable audit evidence

ANSWER: B 

Explanation:

Effective internal control system of different systems of Well Ltd can provide reliable audit evidence. Audit evidence is 
evaluated for both sufficiency and appropriateness, with appropriateness comprising relevance and reliability. The reliability 
of internally generated evidence is enhanced when the entity’s related controls are effective, because effective controls 
support the completeness, accuracy, and proper processing of the information used by the auditor. In this case, Well Ltd has 
established, documented systems and controls, and its internal audit function monitors whether those controls have been 
implemented and continue to operate effectively. These features provide a sound basis for the auditor to assess control 
design and implementation and, where appropriate, test operating effectiveness. If the auditor concludes that the relevant 
controls are effective, information produced by Well Ltd’s systems—such as reports, reconciliations, transaction records, and 
control documentation—may be used as more reliable audit evidence, provided the auditor also considers its relevance and 
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tests the information’s accuracy and completeness when necessary. This reflects the principle in ISA 500 that evidence 
generated internally is more reliable when the related controls imposed by the entity are effective. See IAASB, ISA 500: 
Audit Evidence and ISA 500 application material.

QUESTION NO: 3

At the final stage of the audit of North Ltd, the audit manager reviews the audit file and identifies that a significant judgement 
concerning the valuation of an investment property was reached after consultation with an external valuation specialist.

Which of the following should be included in the audit documentation?

A. Only the final value recorded in the financial statements.

B. The nature of the significant matter, the conclusions reached, and the basis for those conclusions.

C. Only the name and professional qualification of the valuation specialist.

D. All preliminary notes and superseded drafts prepared by the audit team.

ANSWER: B 

Explanation:

The nature of the significant matter, the conclusions reached, and the basis for those conclusions. Audit 
documentation must enable an experienced auditor, having no previous connection with the audit, to understand significant 
matters arising during the audit, the conclusions reached, and significant professional judgments made in reaching those 
conclusions.

For the investment-property valuation, the file should document the relevant risks, procedures performed, information 
obtained from the specialist, evaluation of the specialist's competence and objectivity where relevant, and the basis for 
accepting or challenging management's valuation. ISA 230 establishes the documentation requirements for an audit. See 
ISA 230, Audit Documentation.

QUESTION NO: 4

During the audit of Fenton Ltd, the auditor identifies a number of uncorrected misstatements. Each individual misstatement is 
below performance materiality, but their aggregate amount exceeds materiality for the financial statements as a whole.

What is the MOST appropriate action by the auditor?

A. Ignore the misstatements because each is below performance materiality.

B. Communicate the uncorrected misstatements to management and those charged with governance, and evaluate their 
effect on the audit opinion.

C. Issue an adverse opinion without requesting correction by management.

D. Reduce materiality retrospectively until each misstatement becomes material.

ANSWER: B 

Explanation:

Communicate the uncorrected misstatements to management and those charged with governance, and evaluate 
their effect on the audit opinion. Misstatements must be accumulated, other than those that are clearly trivial, and 
evaluated both individually and in aggregate. The fact that each error is below performance materiality does not mean that 
their combined effect is immaterial.

The auditor should request management to correct material misstatements and consider qualitative factors as well as the 
aggregate numerical effect. If management does not correct material misstatements, the auditor determines the implication 
for the opinion in accordance with ISA 705. ISA 450 requires communication of uncorrected misstatements to those charged 
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with governance and evaluation of their effect on the financial statements. See ISA 450, Evaluation of Misstatements 
Identified during the Audit.

QUESTION NO: 5

Adam & Co is the external auditor of Green plc, a listed company. Adam & Co is going to start the audit of financial 
statement of year 2011-12.

If financial statements prepared in accordance with the requirements of a fair presentation framework do not achieve fair 
presentation, what will be the action by Adam & Co? 

A. Adam & Co shall discuss the matter with management of Green plc and shall determine whether it is necessary to modify 
the opinion in their report.

B. Adam & Co shall discuss the matter with management of Green plc and shall determine whether it is necessary to rework 
the audit.

C. Adam & Co shall discuss the matter with the shareholders of Green plc and shall determine whether it is necessary to 
modify the opinion in their report.

D. Adam & Co shall discuss the matter with the audit committee and shall determine whether it is necessary to modify the 
opinion in their report.

ANSWER: A 

Explanation:

“Adam & Co shall discuss the matter with management of Green plc and shall determine whether it is necessary to modify 
the opinion in their report.” is correct. Under ISA 700, an audit opinion on financial statements prepared using a fair 
presentation framework is based not only on whether they comply with the stated framework’s individual requirements, but 
also on whether the financial statements achieve fair presentation overall. In the rare circumstances in which compliance 
with the framework’s requirements does not result in fair presentation, the auditor is required to discuss the matter with 
management. The auditor then evaluates how the matter has been addressed and determines, based on the applicable 
financial reporting framework’s requirements, whether a modified audit opinion is necessary under ISA 705. This judgment is 
central to the auditor’s reporting responsibility: the auditor must communicate an opinion that faithfully reflects whether users 
can rely on the financial statements as fairly presented. The discussion with management is therefore the appropriate first 
professional step, followed by a reporting decision if fair presentation remains unachieved. See ISA 700 (Revised), Forming 
an Opinion and Reporting on Financial Statements and ISA 705 (Revised), Modifications to the Opinion.

QUESTION NO: 6

Grey Ltd has recently discovered that it has been paying invoices in respect of goods which had been returned as faulty prior 
to acceptance. It is company policy to record goods only if they have been accepted. 

Which of the following controls would be useful in preventing such incidence in future? 

A. Matching of purchase invoices with goods received notes

B. Matching of purchase invoices with orders 

C. Comparison of supplier statements with payables ledger accounts

D. Date stamping purchase invoices on receipt 

ANSWER: A 

Explanation:

Matching of purchase invoices with goods received notes is the appropriate control because the goods received note 
provides documentary evidence that goods have passed through the company’s receiving and acceptance process. Under 
Grey Ltd’s stated policy, goods are recorded only after acceptance. Therefore, a purchase invoice should be approved for 

https://vtsimu.com/redirect?url=https%3A%2F%2Fdumpsboss.co
https://vtsimu.com/redirect?url=https%3A%2F%2Fdumpsboss.co%2Fid%2F1259
https://www.iaasb.org/publications/isa-450-evaluation-misstatements-identified-during-audit
https://www.iaasb.org/publications/isa-450-evaluation-misstatements-identified-during-audit
https://www.iaasb.org/standards-pronouncements/isa-700-revised-forming-opinion-and-reporting-financial-statements
https://www.iaasb.org/standards-pronouncements/isa-700-revised-forming-opinion-and-reporting-financial-statements
https://www.iaasb.org/standards-pronouncements/isa-705-revised-modifications-opinion-independent-auditors-report


dumpsboss.co | Demo Exam - Page 6 of 8

payment only where it can be matched to a corresponding goods received note for the accepted quantity and item. If faulty 
goods are returned before acceptance, no valid goods received note should support payment of the related invoice. The 
matching process consequently prevents the accounts payable function from authorising payment without evidence that the 
company has accepted the goods and incurred the liability.

This is a key purchase-to-pay control supporting the occurrence and accuracy of recorded purchases and payables. It should 
be performed before invoice approval, with exceptions such as quantity differences or rejected goods investigated and 
resolved before payment is released. The control also creates a clear audit trail linking the supplier’s invoice to the 
company’s receiving documentation. ISA 315 identifies controls over transaction processing as relevant to preventing or 
detecting material misstatements; see the IAASB’s ISA 315 (Revised 2019). A useful practical description of invoice 
matching controls is available from AccountingCoach’s accounts payable guidance.

QUESTION NO: 7

A payroll clerk with authorised access to the local area network (LAN) was able to update personnel files directly, 
independent of the application programmes. 

The best control to prevent a clerk from doing this would be to

A. Restrict access to LAN workstations by such means as automatic lock-up after a predefined period of keyboard inactivity.

B. Restrict access to and monitor installation of software products or tools having powerful update capabilities.

C. Use password security to authenticate users as they attempt to log on to the LAN.

D. Establish a security policy for the department that prohibits direct updating of data files.

ANSWER: B 

Explanation:

Restrict access to and monitor installation of software products or tools having powerful update capabilities is the best 
preventive control because the issue is not merely that the clerk can access the LAN; it is that the clerk can bypass the 
payroll application’s programmed processing and directly alter underlying personnel data. Direct file editors, database 
query/update utilities, administrative tools, scripts, and similar powerful software can enable unauthorized changes outside 
normal application controls, such as input validation, approval workflows, audit trails, and segregation of duties.

Controlling the acquisition, installation, execution, and use of these utilities reduces the opportunity to make unapproved 
direct updates. In practice, this includes allowlisting approved software, limiting local administrative rights, restricting 
database and file-system write permissions, monitoring privileged tool use, and reviewing logs for exceptional activity. These 
measures preserve the application as the authorized route for changing personnel records and make exceptional access 
both difficult and detectable.

This approach aligns with NIST’s access-enforcement control, which requires systems to enforce approved authorizations for 
logical access, and its least-functionality control, which requires organizations to permit only essential functions, ports, 
protocols, and software. See NIST SP 800-53 Rev. 5 and NIST: Least Functionality.

QUESTION NO: 8

Accounting principle assumes that, a company will continue to exist long enough to carry out its objectives and commitments 
and will not liquidate in the foreseeable future. 

Which of the following audit procedures is most likely to assist an auditor in identifying conditions and events that may 
indicate substantial doubt about an entity's ability to continue as a going concern?

A. Confirmation of accounts receivable from principal customers.

B. Reconciliation of interest expense with debt outstanding.

C. Confirmation of bank balances.

D. Review of compliance with terms of debt agreements.
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ANSWER: D 

Explanation:

Review of compliance with terms of debt agreements. is the procedure most likely to identify conditions or events that 
raise substantial doubt about an entity’s ability to continue as a going concern. Debt agreements commonly contain financial 
covenants, such as minimum working-capital, leverage, profitability, or debt-service-coverage requirements. A breach, or an 
anticipated breach, can allow a lender to demand repayment, accelerate the maturity of debt, refuse further financing, or 
impose restrictive conditions. These consequences may create or worsen liquidity problems and are therefore directly 
relevant to the entity’s ability to meet obligations as they become due.

Under the auditing standards, the auditor evaluates whether events or conditions, considered in the aggregate, raise 
substantial doubt about going concern. Examples specifically include defaults on loan agreements, arrearages in dividends, 
denial of usual trade credit, and other indications of financial difficulty. Examining compliance with debt terms helps the 
auditor identify both actual defaults and risks that debt may become callable within the relevant evaluation period. The 
auditor can then assess management’s plans, including refinancing, covenant waivers, asset sales, or operational actions, 
and evaluate whether those plans alleviate the doubt.

See PCAOB AS 2415, Consideration of an Entity’s Ability to Continue as a Going Concern and FASB ASC 205-40, 
Presentation of Financial Statements—Going Concern.

QUESTION NO: 9

An audit had been scheduled to address unusual inventory shortages revealed in the annual physical inventory process at a 
large consumer goods warehouse operation. A cycle count programme had been installed in the storeroom at the beginning 
of the year in place of the disruptive process of counting one entire product line at the end of each month. The cycle count 
programme appeared effective based on the fact that only nine minor adjustments had been made for the entire year on the 
several thousand different products located in the storeroom. The storeroom supervisor explained that each of the fifteen 
stockroom personnel selected one item each day for cycle count based on how efficiently the item could be counted. 

The opportunity for control-related problems including fraud has been increased in the stockroom because

A. Stockroom personnel selects items for cycle count.

B. A cycle count programme has been installed in place of a less efficient programme.

C. Only nine minor adjustments have been recorded as a result of the cycle count process.

D. Stockroom personnel records cycle count information.

ANSWER: A 

Explanation:

Stockroom personnel selects items for cycle count. This practice gives the individuals who have custody of inventory 
discretion over which items receive the control procedure. Selection based on ease of counting is not a risk-based or random 
method and can systematically exclude high-value, fast-moving, theft-prone, difficult-to-count, or otherwise sensitive items. 
Consequently, the programme may produce a low number of adjustments without providing persuasive evidence that the 
recorded quantities of the full inventory population are accurate.

Effective cycle-count controls require management to establish an independent, systematic selection methodology, such as 
a perpetual-inventory schedule that covers all items over a defined period and increases count frequency for higher-risk 
items. Counts should also be supervised, documented, compared promptly with inventory records, and investigated when 
variances arise. Separating custody from the authorization or selection of items to be counted reduces the opportunity for 
personnel to conceal shortages by avoiding items with known discrepancies. This is consistent with the audit focus on 
evaluating management’s inventory-count instructions and procedures and obtaining evidence about inventory existence 
and condition. See ISA 501, Audit Evidence—Specific Considerations for Selected Items and PCAOB AU 331, Inventories.

QUESTION NO: 10

https://vtsimu.com/redirect?url=https%3A%2F%2Fdumpsboss.co
https://vtsimu.com/redirect?url=https%3A%2F%2Fdumpsboss.co%2Fid%2F1259
https://pcaobus.org/oversight/standards/auditing-standards/details/AS2415
https://asc.fasb.org/topic&trid=2126337
https://asc.fasb.org/topic&trid=2126337
https://www.iaasb.org/publications/isa-501-audit-evidence-specific-considerations-selected-items
https://pcaobus.org/oversight/standards/archived-standards/pre-reorganized-auditing-standards-interpretations/details/AU331


dumpsboss.co | Demo Exam - Page 8 of 8

Your firm has recently been appointed as auditor to Crate Ltd for the year ending 31 October 2012. This is the first year of 
audit for Crate Ltd as it fell below the statutory audit exemption limits for the year ended 31 October 2011, which was the 
company's first period of trading.

Which of the following is NOT a matter to be considered in respect of the opening balances of Crate Ltd?

A. Check opening balances correctly brought forward

B. Check appropriateness of accounting policies or their consistent application from year to year

C. Assess whether financial statements need amendment

D. Ensure disclosure of lack of audit in prior year in financial statements 

ANSWER: D 

Explanation:

Ensure disclosure of lack of audit in prior year in financial statements is the matter that is not part of the auditor’s required 
opening-balance work. In an initial audit engagement, ISA 510 requires the auditor to obtain sufficient appropriate audit 
evidence that opening balances do not contain misstatements that materially affect the current-period financial statements. 
This includes considering whether prior-period closing balances have been correctly brought forward, whether appropriate 
accounting policies have been consistently applied, and whether matters identified in opening balances require adjustment 
or amendment in the current financial statements.

The fact that the preceding period was unaudited does not itself create a general requirement to disclose that fact within the 
entity’s financial statements as part of opening-balance procedures. Where comparative information is presented and the 
corresponding figures were unaudited, the relevant requirement is ordinarily directed to the auditor’s report: ISA 710 requires 
the auditor to state in the auditor’s report that the corresponding figures are unaudited where applicable. This distinguishes 
reporting implications from audit procedures over the opening balances themselves. See ISA 510, Initial Audit 
Engagements—Opening Balances and ISA 710, Comparative Information.
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