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Please note/important notes: 
 

This tutorial letter contains additional questions on a few topics included in the study 
guide. 

 

1 INTRODUCTION 
 

This tutorial letter contains questions on a few topics included in the study guide.  The 
suggested solutions to these questions are available in tutorial letter 102/3/2018. 
 

The questions in this tutorial letter are, among others, from one of your prescribed text books, 
“Graded questions on Auditing 2018” by Gowar and Jackson. Please do not contact me with a 
request for copies of these questions as it is illegal in terms of the Copyright Act and as 
such it would be unethical for me to distribute it.  
 

Please note that these questions only cover certain aspects of the study material in the 
study guide and prescribed text books. This does not mean that the areas that are not 
covered are less important.  All the study material in the various topics is of equal 
importance. 
 

2 IMPORTANT PRINCIPLES TO REMEMBER WHEN ANSWERING A QUESTION 
 

Principles of importance when 
answering a question 

Detail guidelines 

Question 

 

 Read the “required” section thoroughly. 
 Make sure that you understand what is required from you. 
 Read the text-section (case study/scenario) of the question 

carefully. 
 Make notes, write down thoughts and underline important 

words, keeping the theory in mind. 
 Understand the given situation in the question. 
 Search for relevant information/answers in the question, in 

other words, don’t do a “memory dump”. Apply your 
knowledge and theoretical principles to the information 
provided in the question. 

 Use the mark allocation as a guideline to determine how 
many points should be written down. 

 If asked to “describe”, 1½ marks will be allocated for each 
valid answer; list will earn 1 mark per valid answer. 

Layout 

 

 Make sure that you answer a question in the requested 
format, for example a letter, memorandum, table, etc. Marks 
will be allocated for using the required format. 

 If no specific layout of the question is prescribed, your answer 
should be presented as follows: use 

- bullets; or 
- numbers; or 
- appropriate headings/sections. 

 If possible, leave lines open between the different headings 
and sentences. 
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Principles of importance when 
answering a question 

Detail guidelines 

Language 
 

ABCD 

 A high standard of language usage should be maintained, for 
example, instead of “look” use “inspect” or instead of “hear”, 
use “enquire”. 

 Do not use “sms” language. 
 Do not use abbreviations that are not generally accepted. 

Handwriting 

 

 Take note that your handwriting should be neat and clear. 
 
 
 
 
 
 
 

Time 

 

 Answer all the questions. 
 In order to apply time management you should keep in mind 

that the available time in the examination is limited to three 
hours for 100 marks.  Therefore, 1.8 minutes are available to 
earn 1 mark, for example a question of 20 marks should be 
answered in a maximum of 36 minutes. Thus, it is easy to 
calculate how much time you should spend on each question. 

 With reference to the question section above and the answer 
section below it means that you will have to write down 10 
valid points in 27 minutes to earn the 15 marks (this time-
allocation only applies to “describe” questions). 

 Keep to the time calculated for each question. 
Answer 

 

 Answer only what is required. 
 Use and make the information provided in the question 

applicable to the answer. 
 Provide clear and specific answers based on the given facts 

and requirements of the question. 
 Remember that marks will be allocated for logical arguments, 

proper presentation of the facts, good auditing language and 
clear facts. 

 The number of points required per answer is indicated by the 
marks allocated to the question. You will earn 1½ mark for 
each valid point which is properly described. For each valid 
point listed, 1 mark will be allocated, unless otherwise 
indicated in the question.  

 
3 QUESTIONS TO BE ATTEMPTED AS PART OF YOUR PREPARATION 

FOR THE EXAMINATION 
 
STUDY UNIT 3.3 – IDENTIFICATION AND ASSESSMENT OF RISK 
 
QUESTION 1  26 marks 
 
You are one of the trainee accountants on the audit of Goldrush (Pty) Limited (Goldrush).  Your 
audit senior has presented you with the following information on Goldrush: 
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BUSINESS BACKGROUND OF GOLDRUSH 
 
Goldrush was established by Chereé Naidoo in 1981 in South Africa.  Goldrush started as a 
small company managed from Chereé Naidoo’s residence and has since developed into one of 
the largest jewellery manufacturers in South Africa.  Its core business is the manufacturing and 
selling of gold and silver jewellery to most of the leading jewellery retailers in the country.  
Goldrush’s manufacturing operations are conducted on the Witwatersrand.   
 
Chereé Naidoo is the owner and the Chief Executive Officer (CEO) of Goldrush.  She is 
assisted by Dan Brown as the Chief Operations Officer (COO) and Thabo Mabula as the Chief 
Financial Officer (CFO).   
 
For the financial year ended 28 February 2018 the profit of Goldrush has decreased by more 
than 40%.  Chereé Naidoo has requested Dan Brown to provide her with information on what 
might have caused the decrease in profit during the financial year. 
 
Dan Brown responded to her request via e-mail as follows: 
 
Chereé Naidoo 

 
From:  Dan Brown 
Sent:  21 March 2018 15:25 
To:  Chereé Naidoo 
Subject:  Contributors to the decrease in the profit for the year ended 28 February 2018 
 
Dear Chereé 
 

I refer to your request regarding information of the reasons that might have contributed to the decrease 
in Goldrush’s profit during the past financial year.  I hereby include the following comments:  
 

During the past three to four years the rising gold price had a huge impact on the manufacturing of gold 
jewellery.  During the 2018 financial year the gold price increased by 25%.  Due to the increase in the 
gold price it became unaffordable to most consumers to purchase gold jewellery, which ultimately led to 
a decrease in the number of manufacturers in the jewellery business sector. 
 
Goldrush’s most popular sales item used to be small gold earrings and Goldrush used to produce a large 
volume of these small gold earrings in a year.  As a result of the increase in the gold price over the 
years, the manufacturing volumes of small gold earrings have dropped by about 66%.  The decision was 
made to put the manufacturing of these small gold earrings on hold from July 2017 as it was not 
profitable to continue with the manufacturing thereof. 
 
Furthermore, because of the rising gold price, the fee charged to manufacture a piece of gold jewellery 
could not be increased accordingly as this would have made gold jewellery even more unaffordable.  
This resulted in a decrease in profits during the past financial year. 
 
Not only has Goldrush suffered from a decrease in profits during the past financial year, but because 
jewellery retailers work on a percentage mark-up, many jewellery retailers have been resistant to 
purchase gold jewellery from Goldrush because of the increase in its selling prices.  Due to the increase 
in Goldrush’s selling prices and because of the recession, a large number of Goldrush’s clients had to 
close their doors as it became difficult to trade in the jewellery industry.  According to Thabo Mabula, the 
increase in Goldrush’s outstanding debtors balance and allowance for credit losses (previously known as 
allowance for bad debts) at year end might also be an indication of retailers who are unable to pay 
existing debt.  Thabo provided me with the following information on debtors at year end: 
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Description 

 
28 February 2018 

 

 
28 February 2017 

Outstanding balance as at year end R1 342 000 R 940 500 

Allowance for credit losses R114 200 R70 538 

Days outstanding 95 65 

 
Another factor that had an impact on the business operations of Goldrush was the implementation of the 
Consumer Protection Act.  Goldrush did not implement the Consumer Protection Act correctly during the 
financial year and this resulted in a fine that has to be paid by Goldrush.  The fine is calculated based on 
the turnover of Goldrush for the year ended 28 February 2018. 
 
To enable Goldrush to increase its profit in the next financial year, Goldrush has to put a plan into action 
to reinvent itselves by focussing on fashion jewellery made of other metals.  To be able to do so, 60% of 
the shares of Butterfly Jewellers (Pty) Limited were acquired in September 2017.  Butterfly Jewellers 
specialises in the design and manufacturing of fashion jewellery and will hopefully assist Goldrush to 
expand its business. 
 
Lastly, during the financial year Goldrush had to pay a service bureau a material amount of money.  The 
reason for this being that Goldrush had lost all of its accounting data on 1 January 2018.  As there was 
no backup made of the accounting data during the financial year, a service bureau was contracted to 
process all of the accounting records from the hard copies again in order for Goldrush to prepare 
financial statements at year end.  As this was an unforeseen circumstance, Goldrush had not budgeted 
for this additional cost and this therefore resulted in a decrease in the actual profit.   
 
If you have any further queries, do not hesitate to contact me. 
 
Regards 
 

Dan Brown 

 
REQUIRED   Marks 
 
1.1 With reference to the business background of Goldrush: 

 
(a)  Identify the risk indicators at the overall financial statement 

level; and 
(b) For each identified risk indicator, describe the risks of material 

misstatement at the overall financial statement level present 
in the financial statements of the Goldrush group for the 28 
February 2018 year end. 

 
Present your answer as follows: 
 

(a) Risk indicator 
 
 

(1 mark each) 

(b) Description of the risks of 
material misstatement at the 

overall financial statement level 
(1½ marks each) 

1.…………………………… 1.……………………………… 
 (20)

  



AUE3701/103/3/2018 
 

7 

REQUIRED (continued) Marks 
 

1.2 With reference to the business background of Goldrush: 
 
Describe the risks of material misstatement at the assertion level for 
the accuracy of the allowance for credit losses (previously known as 
allowance for bad debts) in the financial statements of Goldrush for the 
28 February 2018 year end. (6)

 
QUESTION 2 16 marks 
 
Do question 6.7 in Graded Questions on Auditing 2018 by Gowar and Jackson. 
 
QUESTION 3  28½ marks 
 
Do question 6.8 (c) in Graded Questions on Auditing 2018 by Gowar and Jackson. 
 
QUESTION 4  27 marks 
 
You are the audit senior on the audit of Farmville (Pty) Limited (Farmville) for the year ended 31 
December 2017.  The following information of the company is available to you: 
 
Background information 
 
Farmville is a dairy and free-range livestock farm.  The farm is situated in the Free State.  The 
products that are produced on the farm are sold to local and international grocery retail outlets 
and butcheries.  This is the first time that your audit firm is providing audit services to Farmville. 
 
The directors and founding owners of Farmville are as follows: 
 
Mr Piet Botes Chief executive officer 
Mr Jan Botes Chief operations officer (cousin of Mr Piet Botes) 
Ms Susan Louw Financial director (cousin of Mr Piet Botes) 
 
Directors’ remuneration is determined according to each director’s service agreement on an 
annual basis.  Each director’s salary package consists of a fixed salary, a travel allowance and 
an annual performance bonus based on Farmville’s profit for the financial year. 
 
The South African government has put pressure on the directors of Farmville to be involved in 
the country’s equity scheme.  As a result, Farmville’s shareholders issued 50% of the shares in 
the farm at no cost to 100 previously disadvantaged black employees during the financial year. 
 
During the year under review, Farmville lost most of its livestock due to a drought that hit the 
Free State province.  The farm has applied to the Land Bank to obtain financing.  This will 
enable it to obtain infrastructure to have enough water on the farm, even in the event of a 
drought.  The application is pending approval on condition that the farm provides the bank with 
its audited financial statements by no later than 15 January 2018.  
 
Not only has Farmville lost its livestock due to drought during the past financial year but 
because of a problem with electricity in the main storage facility where the dairy products are 
stored, Farmville had to discontinue producing dairy products for a few months.  This led to a 
significant decrease in its turnover during the financial year. 
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The main assets of Farmville are property, plant and equipment which consist mainly of land 
and tractors.  The land will be provided as security in order to obtain financing from the Land 
Bank.  Many of the tractors on the farm are not in a working condition, but have a significant 
carrying value in the financial statements. 
 
In the past, Farmville engaged Jan Schoeman (a land surveyor) to value the land.  To ensure 
that the land surveyor remains independent from the client, your audit firm decided to use 
Gregory Phillips to value the land for the year ended 31 December 2017.  Gregory Phillips has 
his own land surveyor practice. 
 
REQUIRED   Marks 
 
4.1 With reference to the background information of Farmville: 

 
(a) Identify the risk indicators at the overall financial statement level; and 
(b) For each identified risk indicator, describe the significant risks at 

the overall financial statement level present in the financial 
statements of Farmville. 

 
Present your answer as follows: 
 
(a)  Risk indicators 

 
 

(1 mark each) 

(b) Description of the significant 
risks at the overall financial 
statement level 

(1½ marks each) 

1.…………………………… 1.……………………………… 
 

(15)
  

 
4.2 With reference to the background information of Farmville: 

 
(a) Describe the risks of material misstatement at the assertion level 

that relate to the items of property, plant and equipment in the 
financial statements of Farmville; and 

(b) For each risk described, indicate the applicable assertion. 
 
Present your answer as follows: 
 
(a) Description of the risks of 

material misstatement at the 
assertion level for property, 
plant and equipment 

(1½ mark each) 

(b)   Assertions 
 
 
 

(1 mark each)
1.…………………………… 1.……………………………… 

 

(12)
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STUDY UNIT 3.7 – THE OVERALL AUDIT STRATEGY 
 
QUESTION 5  30 marks 
 
Do question 5.12 (b) in Graded Questions on Auditing 2018 by Gowar and Jackson. 
 
STUDY UNIT 5.1 – INTERNAL CONTROL REVISION FROM A MANAGEMENT 
PERSPECTIVE 
 
QUESTION 6  41 marks 
 
Do question 11.8 (b) in Graded Questions on Auditing 2018 by Gowar and Jackson. 
 
QUESTION 7  27 marks 
 
Do question 11.10 (a) in Graded Questions on Auditing 2018 by Gowar and Jackson. 
 
QUESTION 8 69 marks 
 
Do question 9.11 in Graded Questions on Auditing 2018 by Gowar and Jackson. 
 
QUESTION 9 56 marks 
 
Do question 10.12 in Graded Questions on Auditing 2018 by Gowar and Jackson, but use the 
following as the “REQUIRED” part of the question:  
 
REQUIRED 
 
Describe the weaknesses in the acquisition cycle of Toy-Toy (Pty) Ltd. Also describe the 
business risk arising from by each of the described weaknesses. 
 
Structure your answer in the following format: 
 

Control weakness Business risk 

 
 
STUDY UNIT 3.3 & 6.1 – IDENTIFICATION AND ASSESSMENT OF RISK AND 
TESTS OF CONTROLS IN THE REVENUE AND RECEIPTS CYCLE  
 
QUESTION 10 50 marks 
 
You are a first year trainee accountant forming part of the audit team on the audit of Travel with 
Flair (Pty) Limited (Travel with Flair) for the year ended 28 February 2018.  The following 
information of the company is available to you: 
 
BACKGROUND INFORMATION 
 
Travel with Flair is South Africa’s first fully automated online travel agency.  Stephan van Eck 
launched Travel with Flair in 2009 after his first online travel agency in Switzerland, Mr Jet, had 
proved to be very successful. Travel with Flair is a wholly-owned subsidiary of Mr Jet and both 
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companies have the same financial year end.  The auditors of Mr Jet require the audited 
financial statements of Travel with Flair within two weeks after year end in order to audit the 
consolidated results in time.  This is the first time that your audit firm is providing audit services 
to Travel with Flair.  
 
Travel with Flair operates its business from an office situated in Cape Town.  Customers can 
make bookings for flights, hotel accommodation and car rental with a variety of international and 
national suppliers through Travel with Flair using the Internet.  During the 2018 financial year 
Travel with Flair experienced rapid growth in its business.  The company’s number of bookings 
and revenue figures increased by more than 55% from the prior financial year.  Two senior 
executives are set to receive share options in Travel with Flair based on reported profits. 
 
Due to the rapid growth of the company Stephan van Eck has a new vision for Travel with Flair 
and plans to expand Travel with Flair’s business by opening ten new holiday resorts all over 
South Africa.  To finance this expansion, Travel with Flair has to apply for a bank loan.  The 
approval of the loan is dependent on the audited 2018 financial statements. 
 
In May 2017, two key staff members in the accounting department went on maternity leave and 
the chief financial officer (CFO) was fired.  During the financial year the CFO has been in a 
major public labour dispute with Travel with Flair.  The dispute was settled in court during 
October 2017.  The posts of the two key staff members from the accounting department and the 
CFO’s post were filled by temporary staff members who were on training for the first two 
months.  These temporary staff members were not performing at the optimal level after the 
period that they were on training. 

 
Travel with Flair’s revenue comprises: 
 
 Commission received from a variety of international and national suppliers with whom the 

bookings for flights, hotel accommodation and car rental are made.  Revenue from 
commission is recognised as soon as the booking has been finalised.  A booking is 
finalised as soon as the payment has been received from the customer.  Suppliers should 
pay the commission to Travel with Flair at the end of the next month following the month in 
which a booking has been finalised.  Commission is calculated using the percentage as 
agreed with the supplier in the service level agreement. 

 Service fees received are fees charged on every booking made for flights, hotel 
accommodation and car rentals.  Revenue from service fees is recognised as soon as a 
booking has been finalised.  A booking is finalised as soon as the payment has been 
received. 

 
REVENUE SYSTEM 

 
Travel with Flair uses an automated revenue system.  Customers can make bookings for flights, 
hotel accommodation and car rentals through Travel with Flair using the Internet.  The revenue 
system is protected by means of firewalls.  Travel with Flair’s website is directly linked to the 
databases of all the suppliers with whom Travel with Flair has approved service level 
agreements.  Access to the suppliers’ databases is automatically gained through a special 
connection between Travel with Flair and the supplier databases.  This allows Travel with Flair 
to provide customers with accurate and up-to-date information on its services.  
 
Travel with Flair can only enter into service level agreements with suppliers after the directors 
approve the agreements annually at a directors’ meeting.  A service level agreement contains 
the terms and conditions of the agreement between the supplier and Travel with Flair, a budget 
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with special discounted prices and the commission percentage that Travel with Flair earns when 
a supplier’s services are used.  The commission is calculated using a percentage and is based 
on the price of the services booked.  Commission is paid to Travel with Flair at the end of the 
next month following the month in which a booking has been finalised. 
 
Database Management System (DBMS) 
Travel with Flair’s DBMS consists of a supplier database containing the list of approved 
suppliers as well as a price database with the approved special discounted prices of services 
provided by the suppliers.  Access to the DBMS is controlled by means of unique usernames 
and passwords.  Passwords should be changed by users on a monthly basis.  Activity reports of 
access gained and unsuccessful access attempts are generated on a daily basis and printed to 
a printer only accessible by the manager of the information technology department. 

 
To ensure that prices of suppliers on the price database are in line with the budgets presented 
in the directors meeting, the CFO logs onto the DBMS by entering his unique username and 
password once a month and compares a sample of prices with prices charged on the supplier 
invoices.   
 
Bookings 
Bookings for flights, hotel accommodation and car rentals can be made by customers using the 
Internet.  The company’s website allows potential customers to search or browse the site for 
flights, hotels and car rentals by choosing the date, place of departure and destination from the 
drop down menus.  
 
Once the customer has selected all of the applicable information from the drop down menus he 
enters the number of adults and children requiring the service before he clicks on the search 
icon to search for prices and availability.  A range of the selected services from different supplier 
databases are then displayed from which the customer can choose.  Prices and availability are 
automatically extracted from the supplier databases. Once the customer has decided which 
service he is interested in, he clicks on the “book now” icon displayed next to his choice of flight, 
hotel or car rental on the computer screen. 
 
In order to finalise the booking, the customer is required to complete his personal and contact 
information as well as his credit card details on a preformatted on-screen form.  Compulsory 
fields that have to be completed are marked with an asterix.  If the fields are not captured 
correctly an error message appears on the computer screen.  The next screen displays a 
booking form which indicates all the details of the booking, such as the dates and prices.  The 
customer should review the booking form to make sure that everything is correct.  The next step 
in the booking process is for the traveller to indicate whether he accepts Travel with Flair’s 
terms and conditions.  After the customer indicates that he accepts the terms and conditions, he 
clicks on the “proceed” icon to finalise the booking.   
 
Electronic confirmation of the booking and a sequentially numbered invoice are emailed to the 
customer once the payment has been deducted from the customer’s credit card on the day after 
the booking has been made.  The invoice indicates the name of the supplier, the description of 
the service and price thereof, Travel with Flair’s service fee, prices of extras if required by 
customers and Value-added tax (VAT).  The revenue system automatically calculates the 
amount due.  All invoices are stored electronically in Travel with Flair’s accounting department.  
Only credit card payments are allowed on the Internet revenue system and if the payment is not 
deducted from the customer within 48 hours from the time the booking was made, the booking 
is automatically cancelled. 
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REQUIRED Marks 
 
10.1 With reference to the background information of Travel with Flair:  

 
(a) Identify the risk indicators at the overall financial statement level.  
(b) For each identified risk indicator, identify the relevant audit risk 

components. 
(c) For each identified risk indicator, describe the audit risks at the overall 

financial statement level present in the financial statements of Travel 
with Flair. 

 
Present your answer as follows: 

(a) 
Risk indicators 

 
 
 
 
 

(½ mark each) 

(b) 
Audit risk 

components (for 
example, inherent , 
control or detection 

risk) 
 

(½ mark each) 

(c) 
Description of the audit 

risks at the overall 
financial statement 

level 
 
 

(1½ marks each) 
1.…..................... 1.…........................... 1.………………………… 

 

(20)

10.2 With reference to the background information of Travel with Flair: 
 
(a)  Describe the risks of material misstatement at the assertion level 

that relate to revenue. 
(b)  For each risk described, identify the applicable assertion. 

 
Present your answer as follows: 

(a) 
Description of the risks of material 
misstatement at the assertion level 

relating to revenue 
 
(1½ marks each) 

(b) 
Assertions 

 
 
 

(½ mark each) 
1.………………..…………………… 1.…………………….………………. 

 

(10)
 
10.3 

 
With reference to the revenue system of Travel with Flair, formulate the tests 
of controls that you will perform to test the manual and automated internal 
controls of the revenue system.  If you make use of audit procedures using 
test data to test the automated controls, limit your answer to invalid test data. (20)

 

STUDY UNIT 3.3 & 6.2 – IDENTIFICATION AND ASSESSMENT OF RISK AND 
TESTS OF CONTROLS IN THE ACQUISITION AND PAYMENT CYCLE  
 
QUESTION 11 45 marks 
 
You are a member of the audit team performing the 31 March 2018 year end audit of Books-4U 
(Pty) Limited (Books-4U).  The following information relating to the company is available to you: 
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BACKGROUND INFORMATION 
 
Books-4U is listed on the JSE Limited.  Books-4U is a wholesaler of printed books and sells a 
wide range of books, including textbooks.  The company purchases its books from local and 
foreign publishing houses.  Books-4U operates its business from several branches across 
South Africa. 
 
During the financial year the company experienced a decrease in profits due to new technology 
which allows individuals to purchase books digitally (these books are referred to as e-books).  
E-books have become very popular over the past few years as these books can be read on 
electronic devices such as e-book readers and tablets at a much lower cost. Due to the 
decrease in profits, management informally instructed the credit controller to relax the internal 
controls regarding credit terms and policies in order to boost sales figures for the financial year 
under audit. 
 
The decrease in profits is of great concern to the chief financial officer (CFO) as the decrease in 
profits will result in a decrease in management’s performance bonuses.  When interviewing the 
CFO regarding the calculation of management’s performance bonuses, the CFO was very 
evasive in answering certain questions. 
 
In June 2017, Books-4U was notified that it is being sued for late deliveries of textbooks to 
some of the public schools in the Limpopo province.  The chief executive officer (CEO) of 
Books-4U has apologised to the public but still fears that the litigation may have a huge impact 
on Books-4U’s future business relations. 
 
Inventories (books) are measured at the lower of cost or net realisable value and the cost price 
is determined in terms of the first-in-first-out (FIFO) cost formula.  The measuring of the 
inventory balance has not always proved to be reliable, mainly due to the limitations of the 
accounting system.   
 
Due to the unreliable measurement of the inventory balance, Books-4U decided to change its 
accounting system during the financial year from a partially automated system to a fully 
automated system which is also compatible with your audit firm’s software. 
 
AUDIT WORKING PAPERS 
 
The following audit working paper was prepared by members of your audit team on the audit of 
Books-4U for the 31 March 2018 year end: 
 
Client:  Books-4U 

A100 
Year end: 31 March 2018 Prepared by:  M van Rooyen 

Date:  5 May 2018 Reviewed by:  T Mbato 

Subject:  Payments to suppliers 

All payments to suppliers are made by electronic funds transfer (EFT).  The system description for the 
scheduling of EFTs for Books-4U are described as follows: 

 
EFTs are scheduled in the accounting department.  Two junior accountants in the accounting 
department are responsible for preparing the numerically sequenced electronic EFT requests and the 
two senior accountants are responsible for approving the EFTs electronically using their unique 
usernames and passwords.   
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(continued) 
 
Processing of EFTs is limited to terminals of the accountants in the accounting department and to 
ensure timely processing, EFTs are processed between 10:00 and 11:00 every weekday, excluding 
public holidays.  In order to control access when processing and approving EFTs, the accountants’ 
terminals switch off after three unsuccessful access attempts.  An activity report of unsuccessful access 
attempts is reviewed and signed once a week by the financial manager to confirm that no unauthorised 
access was gained to the EFT system. 
 
If a payment exceeds the value of R100 000 per supplier per day, the payment can only be authorised 
by the financial manager using a one-time password.   
 
After the authorisation of EFTs, a list of all EFTs processed each day is printed out and filed with a copy 
of the supplier’s invoice.  The senior accountants in the accounting department prepare the monthly 
bank reconciliations which are reviewed by the financial manager on a monthly basis.  The financial 
manager signs the bank reconciliation as proof of authorisation. 
 
 
REQUIRED   Marks 
 

 

11.1 With reference to the background information of  Books-4U:  
 

(a) Identify the risk indicators at the overall financial statement level. 
(b) For each identified risk indicator, describe the risks of material 

misstatement at the overall financial statement level present in the 
financial statements of Books-4U. 

 

Present your answer as follows: 
(a) 

Risk indicators 
 
 

(½ mark each) 

(b)  
Description of risks of material 

misstatement at the overall 
financial statement level 

(1½ marks each) 
1.………………………………….. 1.………………………………….. 

 (15)
 
11.2 

 
With reference to the background information of Books-4U: 
 

(a)  Describe the risks of material misstatement at the assertion level 
that relate to inventory balance. 

(b)  For each risk described, identify the applicable assertion. 
 

Present your answer as follows: 
(a) 

Description of the risks of 
material misstatement at the 
assertion level relating to the 

inventory balance 
(1½ marks each) 

(b) 
Assertions 

 
 
 

(½ mark each) 
1.…………………………………… 1.……………………………………. 

 

(15)
 
11.3 

 
With reference to working paper A100 formulate the tests of controls that 
you will perform to test the manual and automated internal controls relating to 
the payments to suppliers.  If you make use of audit procedures using test 
data to test the automated controls, limit your answer to invalid test data. (15)


