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INSTRUCTIONS:

Answer all the guestions.

A

Start each guestion on 2 naw page.

Show alf workings clearly — marks are aliocated o workings.

o

COnly answers in ink will be marked (including workings). Pages where pencil or
tippex were used will not quality for remarking.

5. Only silent, non-programmabie calculaiors are allowed.
6. Calculate the time that you should spend on each question by multiplying the
number of marks for sach guestion by 1.2 io determine the tims, in minutes,

available for each question. Adhere to these iime constrainis in order {o finish
the paper in the given time.

~I

Delete all open spaces on your answer sheets with pen. Pages on your answer
sheefs that contain open spaces will not be eligible for a remark.

8. Studenis that contravene the rules in the General Prospectus of the University
of Fori Hare will be disciplined in accordance with said rules.

Question | Topics covered Marks | Minutes
1 Revenue and Receivables 28 34
2 Purchases and Payables 16 19
3 Payroll 40 48
4 Production and Inveniory 44 53
5 Finance and Invesiment 22 26
TOTAL 150 180
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This page is provided for you to make notes on during reading time. it is NOT o be
handed in and it must therefore not form part of your final solution.
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QUESTION 1 28 marks : 34 minutes

| Background

Greentool (Piy) Lid is 2 manufaciurer of a range of garden and agriculiural implements. li is a
large company with sound iniernal controls basad on the componenis of intsmal control
namely:

Conirol environment
Risk gssessmani process
The Information sysiem and related business processes relevant fo financial reporting

Monitoring of conirols

Each of the following pieces of information relaies 1o the revenue and receivables cycle.

1.

3%

h

o

|

When launching a new product, Greeniool (Piy) Lid.'s safety committes considers
caretully whether usar safely requirements for the product have bean complied with.

Empioyees in the revenue and receipts cycie have their responsibilities clearly defined
and are rewarded for exceillent service.

Greentool (Pty) Lid.'s agriculiural sales representatives visit farmers in their region.
Sales orders from farmers are entered by the salesmen on a lapiop computer and sent
online to ihe credii conirol section in the sales depariment.

The clerk in the credit control section who receives the sales order (point 3 above) will
confirm that the farmer is 2 valid customer and that he is not bahind on his payment
terms. Ii all is in order, the clerk will send the sales order information to the sales order
clerk for processing.

Whsan pickers in the finishad goods warshouss have seiacted items o be transferred
o despaich, thay ars recuired io sign the relevant picking slip.

Sarah Rosz is an amploves in the credit management section and she is in regular
contact with debiors, making sure that they pay on time and that they pay the correct
amount. Wheare z debior is experiencing financial difficulty, Sarah Rese will work out &
payment plan to minimise any losses the company may sufier.

Vihen an amendment to the deblor's Masteriile (debiors lisling) is required (e.g.
addition of a new customer), a debtor's listing amendment form must be completed.
The debtor’s listing amendment forms are pre-printed and pre-numbered and must be
referenced to supporting documentation (credit application).

The board of Greentool (Pty) Litd mesits every two monihs. Some of the items
discussed include, new accounts opened, bad debis writien off, any debiors wha have
been handed over, achievemenis of sales targets.

QUESTICN 1 —~ REQUIRED Sub-

iarks

total Total

identify and briefly explzain the & differant types of control activities
that are expecied io be found in a good internal conirol system. 12 12

ldeniify the component of internal control to which each of the
above 8 poinis relate. Provide a brief explanation for each 16 16
answer.

Total 28
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QUESTION 2 16 marks : 19 minutes

| Background ]

Bokke (Pty) Ltd, 2 manufacturer of sporiing equipmeant, is one of a number of subsidiaries in
the Sporis SA Lid group. The company purchases only from approved suppliers, both local
and toreign. The following sudit procedures were carried out on '{he purchases and payable
cycle of Bokke (Pty) Lid during the year end audit;

1. Selected a sampie of foreign creditors at year end, and using the foreign exchange spot
raie at year end and supporting invoices, reperformed the foreign currency conversion and
compared the resulis ic the amounis recorded in the creditors ledger.

2. Compzared the suppliers included on the suppiier listing (Masteriile) at the end of the year
0 the supplier lisiing at the beginning of the year io identify new suppliers added during the
year. Traced esach addition to & Masterfile amendment form and supporting approval
documeniation and inspscied the relevant form for the appropriate authorisation.

3. Enguired of the order clerk as to what procedures he follows if he is given a verbal
instruction to place an order without the reguired stores reguisition.

>

Observed the “authorised” and “release” procedures being underiaken for the payment of
& creditor by electronic funds fransfer {EFT), and confirmed by observation, thai without the
use of unigus user names, passwords and “ones-time pin numbers” it is impossible o
procead with the payment.

5. Repsriormed a sample of craditors’ reconciliations at year and.

o

Obsearved tha receiving clerks carrying out conirol procedures relating to the recaiving of
deliveries from suppliers, e.g. comparison of the original purchass order dstails o the
delivery noie details.

-~

Comparsd ths list of creditors &t yaar end jor the current year o the previous year and lisi
to icentity creditors on the previous year list who do not appear on the current yeaar list, and
whose balances are significantly smailier in the current year. Enguire from management
regarding differences identified.

8. Selecied a sample o purchases from the purchases journal and inspaciad the dates on the
supplier delivery note, goods received note and invoice, to coniirm that the goods were
received during the current year under auaii.

Marks
QUESTION 2 - REQUIRED Sub-
Total
total

(a8) | Identify whether the above audit procedure is a Test of Control or
a Subsiantive Procedure, 3 8
(b) | Where you igentily a Test of Control, brieity describe the objective
of the conirol being tested.

Where you ideniify a Substaniive Procedure, identify the
assertion(s} ic which the procedure relates. 8 8

Your answer for (a) and (b) should be set out in tabular format.

| (@) | (b) (i) | (b) (ii) |

Tota 16
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QUESTION 3 40 marks : 48 minutes

| Background |

You are the auditor ot African Curios (Pty) Lid a company which manufactures ornamenis
made out of ceramic, wire, beads, recycled goods etc. for the export market. The company is
situsted in rural Eastern Cape. As the ornaments are handmade, the company is labour
intensivae. Over the last faw years, increases in orders from the Far East have resulied in the
growth in the number of employeses at African Curles (Pty) Lid to about 170. The workforce is
divided into 6 production areas, sach of which manufactures a specific range of ormaments.
There are three foremen who are each in charge of 2 production areas as well as a production
manager, Michael Milton. With the rapid growth in production and employee numbers the
original iniernal conirol sysiem for wages has become ineffective. You have poinied this out
to management in the previous audits but they have shown little concern. Your audit manager
has now reguesied that you compile a report identifying and explaining the weaknasses in the
internal conirol over wages to be submitied to African Curios (Piy) Lid.

One of your audit tsam members has prepared the following notes:

1. The production foremen hire and dismiss staff as they feel necessary.

1.1. When a new employee is hired the foreman completes a pre-numbered employment
form by filling in the employees name, personnel details, tax information, production
area ceds, and rate of pay. This form is then sent to Taylor Clerk, a clerk in the wage
ottice, who opens a personngl file for each employes. (If an employes is noi registerad
with SARS as a taxpayer Tavlor Ciark assisis the employes to register 2s soon as
pessibla).

—n
[

. When 2 foraman dscidas fo dismiss an amployes (or an employes resigns) ths
foreman compleies z dismissal/resignation form and sends it through o Taylor Clerk.

A

Zach employse sits a1 his/her own workbench 1o manutaciure the ariificial ernaments.

3. During the course of the day the foremen walk through the two production areas for which
they are responsibls and iick off the employees present on a “daily attendanca sheei”. The
names of employses are pre-entered by Tayior Clerk onio the "daily aiiendance sheeis”
from the employees' personnel records which she maintains. On Thursday mornings each
foreman receives two sets of 5 daily atiendance sheets for the coming week (one set for
each produciion area, one shest per work day).

A

Each employee who is ticked off on the sheet is credited with 8 working hours for the day.
5. Any overiime worked is atso entered by the foremen onto ihe daily attendance shest.
8. The company works only on weekdays and a working week runs from Thursday to the

following Wadnesday. Preparation of the payrolt (see poini 9) and wage packetis takes
place on Thursday and wages are paid out on Fridays.

=~

Early on a Thursday morning the foremen collect up the five daily affendancs shests for
the wesk for each production arez and send them through to Thomas Clerk (Tayior Clerk’s
brother) in the wage office.
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10.

11.

12.

13.

14.

=y
(9]

19.

Thomas Clerk totals all the hours on the daily atiendance sheet for each employee and
obtzains toials for normal hours workad 25 well as overiime hours worked.

e then enlers each employes’s details, which he obtains from Taylor Clark e.g. rates of
pay. deductions, onio the daily atiendance sheet and performs all the casis, exiensions
and other calculgtions. In effect the daily atiendance sheet bacomes the payroll,

Thomas Clerk then draws a chegue for the amount of the net wages and passes it to
Avuya Niaba, the financial manager, for hor signaiure.

The payrollis filed in weekly order and the wages cheque is cashed by African Curios (Piy)
Ltd.’s security depariment at lunchiime on Thursday. The money is passed to Thomas and
Taytor Clerk for preparation of the paypackets on Thursday afternoon.

The paypackeis are kept overnight in the company strongroom and on Fridays at 12 o
clock they are sent to the foremen who conducts the payouts for their production areas &t
1 o' ciock.

Copies of the payroll are not given to the foremen, but each paypacket has a tear off siip

which is signad by the employee on receipt of his or her wages. The tear off slip is retained

by the foreman. Employess present identification before receiving their paypackeat.

The signed tear off slips and any unclaimed wages are returned to the wage office.

. Tha signad “tear ovl slips” are filed with the weekly payroll and the unclaimed wages placad
in = locked monsy box 10 bs paid out once the employas returns to work, {Once again the
smployas is reguired 10 sign ths iear off slip).

. Empioyeas do not belong to & union.

. Wagses constiiuis the company's largest expanse.

. The company does not wish fo computerise their wage system or to use a wage security
company 2s they have their own securily departmeni.

As banking facilities are limiied in the rural area, employess do not want their weekly
wages paid inio bank accounts,; they require that their wages be paid in cash.

Marks
QUESTION 3 Sub- Total
total

(&) | identify and explain the weaknesses in the payroll cycle of African

Ornaments (Ply) Lid based on the information given above. 38

Your answer should be set out in columnar form as follows:

Weaknass Explanation
Communication and logic 2 35

Total 40
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QUESTION 4 44 marks : 53 minutes

| Background ]

Glister Lid {Glister). a company manuiacturing gold and diamond jeweliery for retail stores,
has a standard caizlogus from which such siores can order jewellery. Appointed as the
internal audiior of Glister, you have been assigned the responsibiiity of reviewing the
company's internal conirols over the order, the receipt, the storage and the issue of goid and
diamonds {raw meaterials only}. You have received the foliowing information on the current
system

Glisters has three vauits (safes).

e Vault One (referrad o as The Store) is used for ihe siorage of raw matsrials. The siores
siafi, all of whom are trained in the handiing and the safekeeping of goid and diamonds,
comprise ong supervisor and jour assistants. Raw materials are removed from the
siore only upon the verbal authoerity of one of the preduction foremen.

¢ Vaull Two is usad for ihe storage of work in progress, when ihe jewellers are not
working on the speciiic piece of jewellary.

e Vault Three is used for the siorage of finished goods uniil they are dispaiched to ths
retaii stores.

Because inveniory lavels are low, nc perpetual inventory records are kept, and the staff do
not keep records of gold and diamonds received or issued. A monthly physical inventory count
is carried out, by a stores clerk in order 1o determine the type and guantity of stock used during
the month.

Aiter the physical counti, the store supervisor compares guantities counied against a
predeterminad order lavel, which is set annually, hasad on the previous year's production
averages. If the couni for = given item is below that lavel, the supervisor eniers the inventory
code on & single copy redquisition form, which he then sends to the accounis payable clerk,
who preparses z purchase order for 2 pradsiermined order quaniity for sach ifem, bsiore
=maziling ithe purchase order io the supplisr from whom the iism was last acguirsd. Once the
order has been placad, the reguisition form is rsiurmnead o the siores supervisor for filing.

When gold and diamonds which have bsen ordered are delivered, they ars received &t the
store by any available siaf. They ihan count ih2 gold and diamonds and agree the guaniity ¢
the supplier delivery note, which is initizlled, dated and filed in the siore in case of a dispuis.

Marks
QUESTION 4 Sub- | -
. fotal
fotzl
{a) | With reference 1o the recelving of raw materials:
i} Identify the conirol objectives;
fiy Ideniify the conseguence if the conirol is not achieved, and
i) Explain the conseguence of the conirol not being achievad.
10 10
Your answer should be sst out in columnar form as Tollows;
" o T
| (i) | (ii) | (iii) |
(b) | ldeniify weaknesses and provide recommendations relating to the
ordering. receiving. storage and issuing of gold and diamonds.
Your answer should be set out in columnar form as follows:
i Weakness | Recommendation Iy 32
Communication and logic 2 34
[ Total 44
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QUESTION & 22 marks : 26 minutes

| Background i

—

Batleship (Fity) Lid was sst up about 12 months ago o manufacture electronic sscurity
surveiliance devices. Your firm was appointed as auditors and have also agreed o provide
guidance on internal controls for the various cycles.

As s guite common, gspecis of the finance end investment cycle were somewhat neglected
(ighored) in the rush {o get the more frequently used systems operational. However, Freddie
Magorba, the accountant, has now approached you for advice on iniernal conirols over
property, plant and equipment. He does not reguire you o design the system but wants you
o fay out the main reguirements for effective conirol over this category of non-current asseis,

lfiarks
Sub-
total

QUESTION 5
Total

(2) |Write 2 lgtier {o Freddie Magorba summarising the main

reguirements for eiiective conirol over property, plant and 20
sguipmeani.

Presentation and layout 2 22
Total 22

*End of assessment”
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