Revision questions for Test 1 2024
Question 1
Briefly explain FIVE limitations of an external audit.			            (5 marks)
Question 2
You are an auditor in Kagame & Co assigned to audit Neema Ltd. The company’s main activity is providing investment advice to individuals.
Mr. Okello, the reporting partner for Neema Ltd has been the reporting partner for Neema for the previous seven years and has an excellent knowledge of the client. He has informed you that he would like his sister Brenda, to be part of the audit team this year. Brenda is currently pursuing a CPA course. Mr. Okello also informs you that Tinka, the audit senior, received investment advice from Neema during the year and intends to do the same the following year.

In an initial meeting with the new finance director of Neema, you learn that they have arranged business class tickets for the audit team to visit Zanzibar Islands.

The director for Norris also states that the fee for taxation services this year should be based on a percentage of the tax saved. He trusts that your firm will accept a fixed fee for representing Norris in a dispute regarding the amount of tax payable to Uganda Revenue Authority. 

Assess FIVE ethical threats which may affect Kagame & Co as auditors of Neema Ltd and for each ethical threat discuss how the threat can be mitigated. 		  (10 marks)

[bookmark: _GoBack]Question 3
Bunyoro Kumbucha Co (BK) manufactures kumbucha drinks popular in Uganda and its year end is 31 December 2022. It is 1 October 2022 and as an audit manager of Bright & Co you are reviewing the minutes of the planning meeting you attended with the engagement partner and finance director as you prepare the audit strategy document for the audit of BK.

BK's trading results have been strong this year and the company is forecasting revenue of Shs 850 million, which is an increase from the previous year. The company has invested significantly in the kumbucha production process at the factory. This resulted in expenditure of Shs 50 million on updating, repairing and replacing a significant amount of the machinery used in the production process. As the level of production has increased, the company has expanded the number of warehouses it uses to store inventory. It now utilises 15 warehouses; some are owned by BK and some are rented from third parties. There will be inventory counts taking place at all 15 of these sites at the year end. 

A new accounting general ledger has been introduced at the beginning of the year, with the old and new systems being run in parallel for a period of two months. In addition, BK has incurred expenditure of Shs 45 million on developing a new brand of kumbucha. The company started this process in January 2022 and is close to launching its new product. 

As a result of the increase in revenue, BK has recently recruited a new credit controller to chase outstanding receivables. The finance director thinks it is not necessary to continue to maintain an allowance for receivables and so has released the opening allowance of Shs 15 million. 

The finance director stated that there was a problem in July in the mixing of raw materials within the production process which resulted in a large batch of Kumbucha drinks tasting different. A number of these products were sold; however, due to complaints by customers about the flavour, no further sales of these goods have been made. No adjustment has been made to the valuation of the damaged inventory, which will still be held at cost of Shs 10 million at the year end. 

As in previous years, the management of BK is due to be paid a significant annual bonus based on the value of year-end total assets.

Required:
Using the minutes provided, identify and describe FIVE audit risks and explain the auditor's response to each risk, in planning the audit of BK. Note. Prepare your answer using two columns headed Audit risk and Auditor's response respectively.    (15 marks)

