1.（a）
	Audit risk
	Auditor’s response

	A new accounting system was introduced via direct changeover in March 20X5 and management had such confidence in the new system that they did not consider it necessary to undertake further testing after implementation..
The change in the new system is easily to be a mistake especially without further testing after implementation. There is a risk for recording accounting in error.
	The auditor should advise the management undertake further testing after implementation to ensure the correct data in the new system. The auditor could attempt a data in the system to test the effective of the new system.

	The directors believe Peach Co can sell the remaining inventories to an international customer at a price that marginally exceeds cost but Peach Co will be responsible for all costs relating to the delivery and shipping of the drinks.
The revaluation of the remaining inventory possibly to be underestimate, since the valuation isn’t the lower amount of NRV and cost. It cause the overstate of the profit.
	Auditor should recalculate the valuation of the remaining inventory and inspect the purchase invoice to ensure the amount of the inventory is listed correctly.

	There were significant staff costs involved in preparing the site for the new machinery and in testing that the new machinery was operating correctly. These costs have been included within the wages and salaries expense for the period. 
The cost of the staff cost should be capitalized rather than expense. It would cause the understate of the PPE and overstate of the expense,
	Discuss with the financial director whether the machine capitalized and inspect the general ledger ensure the staff capitalized rather than expense.

	Despite the old machinery being sold at a significant loss, during the year the directors of Peach Co decided to extend the useful lives of plant and machinery by an average of five years.
The live of the plant is easily to be manipulate by the financial director, which is a risk of fraud to manipulate the profit. The depreciation expence of the machinery might be understates and the profit might be overstate.
	The auditor should inspect the machinery and observe the damage of the PPE to value the live of the machinery correctly.

	A member of the finance team was dismissed by Peach Co in May 20X5 after it was discovered that they had been fraudulently purchasing non-current assets for personal use. Peach Co started to investigate the fraud at the beginning of June 20X5 by reconciling all physical assets to the non-current asset register but will not have completed the reconciliation by the year end.
The non-current assets for personal use is fraud and econciling all physical assets to the non-current asset register had not complete in time will be a risk for manipulate the PPE of the Peach Co.
Therefore, the compony’s PPE would be undersate and the assets of the Peach Co had been ownered by person.
	The auditor should econciling all physical assets to the non-current asset register before the year-end date, and enquire the director and the BOD about the fraud.

	Peach Co has committed to a minimum order quantity of 150,000 bottles per month for a period of 12 months commencing 1 May 20X5.No costs have been accounted for to date as no amounts are payable for the first six months.
The accounted payable should be accounted even on cash have paid. Therefore, the amount for payable would be understate.
	The auditor should inspect the general ledger to ensure the payable has recordrd correctly.

	Peach Co's lawyers have indicated that it is likely to lose the case and have estimated the amount payable to be in the region of $0.3m.
The procision of 0.3m should be recorder for the lawer consider it is likely to happen. The management might hide the provision and ignore it, as a result, the shareholder would learn about the compony in error and didn’t have a right sight pf the going concern of the compony.
	The auditor should inspect the provision of 0.5m has recordrd currently and inspect the after-day cash receipt.

	In order to secure the bank loan, Peach Co agreed to maintain a minimum net profit margin and meet specific sales targets.
There is a risk for the director manipulate the profit inoder to meet the sales target and secure the bank loan. Thereforece it would overstate the profit and sales.
	The auditor should inspect a sample of GDN of the sales to ensure the fair of the sales.


(b)
Auditors should obtain reasonable assurance for the financial statement to free from material misstatement,
Auditors should identify abd asses the risk of misstatement of the fiannacial ststament due to fraud.
Auditoe should obtain sufficient and appropriate evidence to asses the risk of the material misstatement.
Auditor should responsed appropriately to fraud.


（c)
	Ethical threat 
	Appropriate safeguard

	Alan Edward has also suggested that the current year audit fee is renegotiated to be based on a percentage of Peach Co's net profit for the year.
There is a self-interest threat, since the contingent fee from net profit. Therefore the auditor have motivation to ignore the misstatement and the fraud, which would reduce the profit.
	The revenue from audit should based on the work such as work time and the level of the work rather than the performance of the compony.

	The client staff of Peach Co have always enjoyed a meal together at the start of the final audit Alan Edward,the managing director of Peach Co has this year suggested that instead of a meal, all the audit staff and client staff go away for the weekend to a luxury hotel at Peach Co's expense.
There is a self-interet threat and familiarity threat as the aucitor would less likely to challenge the management of the Peach Ci\o.
	The auditor should refuse the invitation of the meal.




(d)
Discuss with the management whether the development could be capitalized and the reason for not capitalized.
Review the board meeting related to the development expenditure to identify the stage of the assets.
Inspect the general ledger to identify whether the record is correct.
Cast in total all the development expenditure to ensure the amount recorded correctly.
Recalculate the amortization of s sample of intangible assets.
Agree the invoice or salary sheet for the amount of the development expenditure sheet,


2.(a) 
-There is human error in the entity’s internal control, for example, the employee might inspect the bank reconciliation but not successfully identity the error.
-Mangement are in apposition to override the entity’s internal control.
-The internal control forcus on the toutime transation, which means ignore the non-routine transation.
-Employee might manipulate the internal control for their own gain.

(b)
	Control deficiency
	Control recommendation

	The credit limits are only then changed when a customer requests an increase.
The credit limits should update frequently. If not, the credit would be out of date, resulting in lose of sales or irrecoverable debts.
	Credit control should be update regulary, accouding to the operation performance of customers and the market.

	

	Pomeranian Co's credit controller is currently on maternity leave for six months and no one has taken over her duties.
Lack of credit controller will result in irrecoverable debts and poor cash flow.
	A credit control should be appointed to follow up those sales orders to ensure cash flow.

	The reconciliations are only reviewed by the financial controller if there are any unreconciled differences.
If the reconciliations only be reviewed by the financial controller when there are any unreconciled differences, the clerk could easy to manipulate and there is a risk of error and fraud.
	The reconciliations must be reviewed by another employee to reduce the risk of error and fraud.

	The programme of visits for the current year means that by the year end, IA will only have completed this comparison at one factory and one warehouse.
If PPE have not checked regularly, there is a risk to be theft.
	The compony should completed the comparison more frequently.

	Each of the five warehouse managers are responsible for supervising the inventory counts at their sites.
Lack of segregation of duties would result in error and fraud in inventory count.
	Warehouse managers and the supervisor for inventory counts should not be the same one. There must be a segregation of duty in supervising and warehouse.

	The basis of the standard costs was reviewed by the production department approximately two years ago.
Lack of updating the standard costs would result in error in cost, which will have an influence in calculating profits,
	The basis of the standard costs should be  reviewed by the production department every year.

	All members of this department have full access to the supplier master file data.
If anyone have access to modify the data, it’s easy to manipulate the data for their own gain and there is a risk of fraud.
	The supplier master file data should only be access by senior director. 

	Board approval is required for any capital items costing more than $0.5m. Capital expenditure below this level can be authorised by the relevant head of department.
The cost of PPE is material, without authorized by BOD, inappropriate PPE would be paid.
	The PPE budget should be authorized by BOD and hightlight the expense which is exceed the budget.




3.(a)
-Cast total the cost of the land and building to general ledger to identify any difference.
-Inspect physically and review the reasonable of the revalue of the land and building.
-Recalculate the depreciation of the PPE to identify any difference.
-Trace the revalue amount of the land and building to the revaluation report and the market, to access the rational of the revaluation.
-Assess the professional and reasonable of the valuer to identify any fraud.
-Discuss with the management for the reason of revalue and review whether all the building and land had been revalued.

(b)
Nile Co
Inspect the GDNs for Nile Co post year and inspect the cash receipt after year.
Discuss with the management whether they are in dispute and whether any allowance needed.

Congo Co
Inspect the GDNs for Nile Co post year and inspect the cash receipt after year, to identify if there are time difference.
Discuss with the management whether the allowance of the receivable is ratinable and access the credit level of Congo Co.

(c)
-Inspect the after day cash receipt to access the reasonable of the ampunt of the payment.
-Require the financial director to modify the 3.9m from receivable into contingent accesst and review the general ledger to ensure the modification.
-Review the board minutes to ensure the existence of the $3.9m of provison.
-Review the disclosure of the provison to ensure the compliance.
-Discuss with the management and the lawer to access probability of the provision.

(d)（1）
The KAM is required in the audit report of a listed compony.
The audit partner should consider whether the matters was communicated to those charged with goverance as KAMs.
The audit partner should consider whether the maters of the provision and receivable are of significant important in the audit.
The audit partner should consider whether the provision and receivable was an area of higher assessed risk of material misstatement which involed high level of professional judgement.

(d)(2)
The KAM section of the auditor's report for Danube Co should provide a description of the issue and detail why this issue was considered to be an area of most significant in the audit. How the matters addressed and a brief overview of the audit procedures are also need.
