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1 BRIEFING 
 

This tutorial letter contains the solutions to the additional questions provided in tutorial letter 
102/3/2013. 

 
Pay close attention to the way we have allocated marks to each question, as this will be of great 
value to you when planning your answers in the examination. 

 
Yours sincerely 

 
Ms D Sebastian 
E-mail: sebasd@unisa.ac.za 

ecturer: AUI303-C 
Lecturer:  AUI303C 
 

2 KEY TO THE ADDITIONAL QUESTIONS IN TUTORIAL LETTER 102 
  

Topics 1 & 2:  The principles, role and application of the business 
management approach in the internal audit process. 
 

Question Correct answer Study guide reference 

1 C Study units 1.1.5 and 2.1.4 

The essence of planning is found in limited resources and uncertain environments. 

Management has to plan because of limited resources and uncertain environments to 

ensure that objectives are achieved. Alternatives A, B and D are correct statements in 

respect of planning.  

Alternative C is untrue as forecasting is the projection of past trends in the current 

environment and not planning. 

Question Correct answer Study guide reference 

2 B Study unit 1.1.5 and 2.1.4 

A principle is a fundamental truth and is generally stated in the form of cause and effect 

inter-relationship. Management principles are the statement of general truth providing 

guidance to thought or action. The essence of the management principles is to ensure 

that management will achieve all the organisation‟s objectives. The internal auditor 

focuses on internal controls designed to ensure that objectives are achieved. 

Alternatives A, C and D each refer to only one management principle whereas you 

have to employ all the management principles to be successful. 

Therefore alternative B is correct. 

mailto:sebasd@unisa.ac.za
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Question Correct answer Study guide reference 

3 D Study unit 1.1.3  

The activity performed in respect of the management principles will be a consulting 

activity. The internal audit activity will add the most value by focusing on those activities 

management cannot focus on. Alternative A is incorrect as the responsibility of 

enterprise risk management belongs to management. The internal audit activity can 

assist with the process.  Alternative B is incorrect as it focuses only on corrective 

actions i.e. after the error or fraud has occurred. It is better to prevent undesired actions 

than to rectify the actions after they have happened. Alternative C is incorrect as the 

internal audit activity cannot monitor all the management activities as that will lead to 

duplication of work because both management and the internal audit activity will be 

monitoring the same activities. It is therefore not cost effective.  

 

Topic 3: Planning the internal audit engagement 
 

Question Correct answer Study guide reference 

4 C Study units 3.1.3 

The only alternative that is inappropriate is C since it is not cost effective to test every 

transaction and this should be done on a test basis. Alternatives A, B and D are 

examples of good internal control.   

Question Correct answer Study guide reference 

5 A Study units 3.4.3 

Alternative B is incorrect as analytical review procedures will only provide the internal 

auditor with an indication of any irregularity which should be investigated further. 

Alternative C is incorrect as the procedure addresses the audit objective of accuracy 

and not efficiency. Alternative D is incorrect as it addresses adequacy and not 

efficiency. 

Question Correct answer Study guide reference 

6 C Study units 3.1.8 

Alternative C is correct as The debt/asset ratio shows the proportion of a company's 

assets which are financed through debt and this would show the solvency of the 
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organisation. 

Alternative A is incorrect as the current asset ratio would be an indication of the 

organisation‟s capacity to pay short-term liabilities from short term assets (liquidity). 

Alternative B is incorrect as the accounts receivable turnover rate is an indication of 

how regularly debtors pay their outstanding accounts within a financial year. Alternative 

D is incorrect as the gross profit margin is an indication of the organisation‟s 

profitability.  

Question Correct answer Study guide reference 

7 D Study units 3.1.6 

Practice Advisory 2210.A1-1 states the following: “Internal auditors must conduct a 

preliminary assessment of the risks relevant to the activity under review. Engagement 

objectives must reflect the results of this assessment.”  

Alternative D is correct as it encompasses all the requirements of the IIA Standards. 

Question Correct answer Study guide reference 

8. D Study units 3.1.8 

Benchmarking is an analytical review procedure. These procedures are commonly used 

to test for reasonableness of information. Alternative A is incorrect as there are better 

tests to use to test the accuracy of internal financial reports than benchmarking. 

Alternative B is incorrect as the inventory turnover rate will not be an indication of the 

safeguarding of assets. Alternative C is incorrect as the inventory turnover rate 

compared with industry standards will not assist the internal auditor to determine 

whether the organisation is complying.  

Alternative D is correct as comparing information with established industry standards 

will always be a measure of reasonableness.    

Question Correct answer Study guide reference 

9 D Study units 4.3.3 

Standard 2310 – Identifying information states the following: “ Internal auditors must 

identify sufficient, reliable, relevant, and useful information to achieve the engagement 

objective. Alternative D is the best audit evidence as the information comes from an 

independent third party and the auditee had no possession of the evidence at any time. 
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Question Correct answer Study guide reference 

10 B Study units 3.1.4 

Flowcharts utilise a collection of symbols, arrows and words to provide a visual 

depiction of a process or system. Internal auditors frequently use document flowcharts 

which depict the flow of documents through specific processing steps. Alternative A is 

incorrect as a flow chart does not depict the sequence of logical operations. 

Alternative C is incorrect as flowcharts do not depict the flow of data. Alternative D is 

incorrect as flowcharts do not depict alternative logical options. 

 

 
TOPIC 4: Conducting the internal audit engagement 
 

Question Correct answer Study guide reference 

11 B Study units 4.3.3 

The purpose of the credit-granting function is to minimise write-offs while at the same 

time accepting sales likely to result in collection. Alternative B is correct since reviewing 

the trend in write-offs will provide some insight concerning the minimisation of write-

offs.  

Alternative A is incorrect as observing will only provide evidence on whether the credit 

personnel are following the procedures while being observed.  

Alternative C is incorrect as responses from the credit manager will lack objectivity. 

Alternative D is incorrect as the credit limits may be set too high or not properly revised 

every six months. The existence of approval will not detect these problems.  

Question Correct answer Study guide reference 

12 D Study units 4.3.3 

Standard 2310 – Identifying information states the following: “Internal auditors must 

identify sufficient, reliable, relevant, and useful information to achieve the engagement„s 

objective.”  Sufficient information is factual, adequate and convincing so that a prudent, 

informed person would reach the same conclusions as the auditor. Reliable information 

is the best attainable information through the use of appropriate engagement 

techniques. Relevant information supports engagement observations and 

recommendations and is consistent with the objectives for the engagement. Useful 
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information helps the organisation meet its goals. 

Alternative D is therefore correct as the information given by the supervisor through the 

interview is only relevant. 

Question Correct answer Study guide reference 

13 C Study units 3.4.3 

Alternative A is incorrect as the audit procedure will not assist the internal auditor to 

identify damaged inventory. It will provide you with an indication of whether or not the 

figure of obsolete inventory has increased year on year. Alternative B is incorrect as the 

inventory certificate will not assist the internal auditor in identifying the damaged 

inventory. Alternative D is incorrect as the audit procedure‟s main objective is to test the 

overall fairness of the inventory values. 

 Alternative C is correct as physical inspection will identify damaged inventory. 

Question Correct answer Study guide reference 

14 B Study units 3.4.3 

All the alternatives provided can be used to determine the optimal inventory level of 

spare parts. The question required you to identify the most effective alternative.  

Therefore alternative B is correct as it uses as a base the actual maintenance costs 

incurred during the year as well as the additional maintenance needed to accommodate 

the age of the facility. 

Question Correct answer Study guide reference 

15 B Study units 4.3.3 

Alternative A is correct as that is the definition of relevant information as per the IIA 

Standards.  

Alternative B is incorrect as that is the definition of useful information.  

Alternative C is incorrect as that is the definition of reliable information.  

Alternative D is incorrect as that is the definition of sufficient information.  
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Question Correct answer Study guide reference 

16 C Study units 4.2 

Judgemental sampling is another term for non-statistical sampling. The biggest 

difference between the two sampling techniques is that non-statistical sampling allows 

the internal auditor more freedom regarding sample selection and evaluation. 

Alternative A is incorrect as statistical sampling also allows for the quantification of the 

sampling error. Alternative B is incorrect as sampling risk can never be eliminated if 

only a sample is tested and it forms part of both judgemental and statistical sampling 

methods. Alternative D is incorrect as there is no proof that either judgemental or 

statistical sampling will result in smaller sample sizes. The sample size is determined 

by the confidence level.  

Therefore alternative C since statistical sampling is an objective approach using 
probability to make an inference about the population.   Non-statistical sampling relies 
on judgement to determine the sampling method, the sample size and the selection 
items in the sample. 

 

Question Correct answer Study guide reference 

17 C Study units 4.2 

Alternative A is incorrect as the other sampling methods might also make use of 

representative samples. Alternative B is incorrect as an internal auditor uses 

professional judgement in all sampling methods to interpret the sampling results. 

Alternative D is incorrect as sampling can never provide absolute assurance, as only a 

sample is tested. 

Question Correct answer Study guide reference 

18 B Study units 4.3.2 

Alternative B is correct as all the other alternatives will not be seen as a deficiency. An 

audit finding should always contain the criteria that were used to evaluate the finding. 

Question Correct answer Study guide reference 

19 B Study units 4.3.3 

Standard 2310 – Identifying information states the following: “Internal auditors must 

identify sufficient, reliable, relevant, and useful information to achieve the engagement„s 
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objective.” Reliable information is the best attainable information through the use of 

appropriate engagement techniques.  

Alternative A is incorrect as the information came from the auditee and is therefore not 

independent. Alternative C is incorrect as it is a reliable form of evidence but not as 

reliable as alternative B. Alternative D is incorrect as the audit evidence was prepared 

by the auditee and not an independent third source/party.  

Alternative B is therefore correct as the audit evidence is received from an independent 

third party and the evidence did not pass through the hands of the auditee. 

Question Correct answer Study guide reference 

20. A Study unit 4.3.2 

Alternative A is correct as it is the best, most cost effective means of protecting the 

working papers. 

Question Correct answer Study guide reference 

21 A Study units 4.1 

Alternative A is correct. For the internal audit activity to add the most value to the 

organisation and in respect of risk based internal auditing, it is important that 

engagement work programmes be tailored rather than generalised for each operation. 

Alternative D is incorrect as it is not cost effective and possible to test every aspect of 

an operation. 

Question Correct answer Study guide reference 

22 A Study units 4.3.3 

Alternative A is correct as Standard 2310 – Identifying information states the following: 

“Internal auditors must identify sufficient, reliable, relevant, and useful information to 

achieve the engagement‟s objective.”  Alternative C is incorrect as auditors use 

sampling to perform tests and will therefore never be able to provide an absolute 

assurance.  

Alternative A is the only alternative that addresses all the requirements. 

Question Correct answer Study guide reference 

23 D Study units 4.2 & 4.3.3  

Sufficient information is factual, adequate and convincing so that a prudent, informed 
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person would reach the same conclusions as the auditor. Relevant information supports 

engagement observations and recommendations and is consistent with the objectives 

for the engagement. Reliable information is the best attainable information through the 

use of appropriate engagement techniques. Alternative A refers to relevant information. 

Alternative B refers to reliable information. Alternative C refers to relevant information.  

Alternative D is correct because if the sample is representative of the population then a 

prudent informed person would also reach the same conclusion as the auditor. 

 

Question Correct answer Study guide reference 

24 B Study units 4.3.3 

Reliable information is the best attainable information through the use of appropriate 

engagement techniques. Alternative B is correct as it is the most reliable form of audit 

evidence from all the alternatives available which also address the audit objective of 

occurrence.  

All the alternatives are reliable but alternative B is the most reliable source as it proofs 

that the order was shipped, received and invoiced. 

 
TOPIC 5: Reporting and monitoring progress 
 

Question Correct answer Study guide reference 

25 D Study unit 5.1  

IIA Standard 2410 states the following: “Internal auditors must communicate the results 

of engagements” and “Communications must include the engagement‟s objectives and 

scope as well as applicable conclusions, recommendations and action plans.”  

From the IIA Standards the most accurate alternative, is alternative D.  

Question Correct answer Study guide reference 

26. B Study units 5.1 

IIA Standard 2420 states the following:”Communications must be accurate, objective, 

clear, concise, constructive, complete and timely.” Practice Advisory 2410-1 states the 

following:” As part of the internal auditor‟s discussions with the engagement client, the 

internal auditor obtains agreement on the results of the engagement and on any 
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necessary plan of action to improve operations . 

Alternative B is correct as this is the main reason for reviewing the draft internal audit 

report with the auditee.  

Question Correct answer Study guide reference 

27 B Study units 5.1 

Practice Advisory 2410-1 states the following: “A signed report is issued after the 

engagement‟s completion.” In accordance with the IIA Standard, alternative B is 

correct. 

Question Correct answer Study guide reference 

28 C Study units 5.1 

Practice Advisory 2410-1 states the following: “If the internal auditor and the 

engagement client disagree about the engagement results, the engagement 

communications state both positions and the reasons for the disagreement.” Alternative 

A is incorrect as the internal auditor is under no legislative obligation to inform the 

commissioner of companies. Alternative B is incorrect as this action will serve no 

purpose. Alternative D is incorrect as follow up on whether recommendations were 

implemented are standard procedures for an internal auditor to perform when 

conducting an internal audit.   

Alternative C is correct as it will add value to the internal audit process. 

Question Correct answer Study guide reference 

29 C Study units 5.1 

Practise advisory 2500.A1 -1 states the following: “The chief audit executive must 

establish a follow up process to monitor and ensure that management actions have 

been effectively implemented or that senior management has accepted the risk of not 

taking action.”IIA Standard 2600 states the following: “When the chief audit executive 

believes that senior management has accepted a level of residual risk that may be 

unacceptable to the organisation, the chief audit executive must discuss the matter with 

senior management. If the decision regarding the residual risk is not resolved, the chief 

audit executive must report the matter to the board for resolution.  

All the alternatives are correct but alternative C is the primary reason for the exit 

interview. 
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QUESTION 1                   10 marks 

 
Business management approach to an internal audit 
 
Reference: Study guide, study unit 1 
 
It is important that internal auditors follow a business management approach to an internal audit in 
order to comply with the requirements of the definition of internal auditing√, which states as 
follows:  
 
Internal auditing is an independent, objective assurance and consulting activity designed to add 
value and improve an organisation’s operations.√ It helps an organisation accomplish its 
objectives by bringing a systematic, disciplined approach to evaluate and improve the 
effectiveness of risk management, control, and governance processes.√ 
 
Thus in order to add value and improve the business it is important that internal auditors follow a 
business management approach to also help the organisation accomplish its objectives.√ 
Following a business management approach requires that the internal auditor follows the same 
business management principles that the management of the organisation follows.√ The 
responsibilities of management entail the economic, efficient and effective management at all 
levels of all the activities of the organisation.√ The latter objectives can only be achieved if all 
managers, at all levels, execute their tasks according to scientific management principles.√ 
 
The definition requires of internal auditors to use a systematic disciplined approach to evaluate 
and improve the risk management control and governance processes.√ Thus, if internal auditors 
wish to fulfil their main function, it seems obvious that they should follow exactly the same 
approach during their investigation and evaluation process.√ The business management 
approach, which should be followed by every manager, is the frame of reference to be used by the 
internal auditors in evaluating the performance and results of every manager.√        (10) 

 
Comments: 

 
This is a theoretical question. All the information is readily available in the relevant section of the 
study guide. 

 
QUESTION 2                   19 marks 

 
Reference:  Study guide, study unit 1 & 2 

 
2.1 Why it is important for the internal auditor to know management principles 
 
The fundamental reason why it is necessary for the internal auditor to know management 
principles is included in the definition of internal auditing.√ 

 
The crux of this definition requires that the internal auditor make an objective evaluation of how 
efficiently and effectively all the activities of an organisation are managed.√ 
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An organisation can only be managed efficiently and effectively when all the scientific 
management principles are applied properly.√ It follows logically that the internal auditor should be 
conversant with scientific management principles to enable him to make a professional evaluation 
of how efficiently the organisation is managed.√ 

 
Sufficient knowledge of management principles forms the basis for the planning and conduct of 
any internal audit.√ It will also ensure that the audit itself is conducted efficiently according to 
management principles.√ 

 
The head of the internal auditing department must ensure that his/her department is efficiently and 
effectively managed and must therefore apply scientific management principles as well.√  
                    (Maximum of 5 marks) 

 
2.2 Control as a management principle 

 
Control as a management principle should be viewed in the widest sense of general management 
to the extent that it should be understood as being synonymous with management.√ This means 
that the other three management principles, i.e. planning, organising and directing, are in essence 
elements of control.√ In this context, control should be viewed as a noun.√ Control as a verb, i.e. 
the application of supervision, is merely a part of control as a management principle.√ It should be 
clear that the concept in this context means much more than internal accounting control.√ 

 
The above aspects clearly include important elements of planning, organising, directing and 
control.√                    (Maximum of 5 marks) 

 
2.3 Relationship between preventive control and efficient management 

 
Efficient management is achieved by sufficient proactive action that consists of planning, 
organising and directing.√ 

 
Each of these three management principles include in essence elements of preventative control 
that aim to achieve the objectives of the organisation in the best manner.√ The greatest part of 
management control therefore consists of preventative controls.√               (3) 

 
2.4 Important elements of a good management control system 

 

 Setting performance standards to provide a means of measuring and comparing events  
and establishing permissible variations√ 

 

 Measuring performance or progress to accumulate information on existing conditions√ 
 

 Analysing performance or progress and comparing it with standards to determine 
variances√ 

 

 Evaluating deviations and bringing them to the appropriate manager‟s attention to 
determine causes and effective corrective action√ 

 

 Correcting deviations from standards to see that objectives and goals will be met√ 
 

 Following up on corrective action to determine its effectiveness√           (6) 
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Comments: 
 
This is a theoretical question. All the information is readily available in the relevant section of the 
study guide. You had to interpret and discuss the different principles in line with what is required. 

 
QUESTION 3                  33 marks 

 
Reference:  Study guide, study units 1 & 2 
 
3.1 Why top management should involve internal audit in planning 

 
1. Internal audit can evaluate the planning process by determining whether or not plans,  

policies and procedures comply with certain requirements/standards.√ 
2. Internal audit can investigate the factors that impede good planning and bring these to the 

attention of management.√ 
3. Internal auditors are in a position to review the work of both the planner and the one who 

carries out the plan and can therefore bridge the gap that might exist between the parties.√ 
4. A review of the development of plans, procedures and programmes by internal auditors can 

be of assistance to management in determining whether or not they have considered all the 
key questions, while planning.√ 

5. Internal auditors can indicate ways of overcoming the resistance to change that might exist 
among staff members.√ 

6. It is important that internal auditors evaluate the validity and usefulness of procedures 
established through planning, and determine whether the procedures have been carefully 
prepared, since they will have to verify compliance with these procedures at a later stage.√ 

7. Internal auditors are often concerned with budgets during the performance of their audit 
work. They are therefore also concerned with the preparation of budgets, the charging of 
actual costs to budgets, with reporting on performance in terms of the budget and with 
management‟s use of these reports.√ 

8. Internal auditors are skilled in information gathering and can be used by management to 
accumulate data, obtain varying views and define expectations.√ 

9. Internal auditors can initiate the decision making process by investigating specific problems 
on behalf of management.√ 

10. Internal auditors can point out alternative courses of action with regard to specific problems 
and by so doing contribute to the alternative action plans from which management can 
choose.√ 

11. The action plan decided upon by management will usually require monitoring. Internal   
auditors can provide the necessary feedback to management in respect of the 
implementation of decisions as they carry out their regular audit.√         (11) 

 
 
3.2 Role of the internal auditors in the decision making process  

 
1. The internal auditor can assist management in decision making in all but the selection of 

the best alternative action plan.√ 
2. Internal audit can help identify problems within the organisation and point these out to 

management.√ 
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3. Internal audit can initiate the decision making process by indicating important matters, 
which may require management‟s attention.√ 

4. Internal auditors are frequently involved in investigating certain important problem areas on 
behalf of management.√ 

5. Internal auditors can gather information, obtain various views and define expectations on 
behalf of management.√ 

6. Internal audit can add alternative solutions to the decision making process, ie indicate 
alternative courses of action.√ 

7. By indicating additional alternatives to management, internal audit in the end contributes to 
the implementation of the best alternative.√ 

8. Internal auditors can evaluate possible choices by using mathematical techniques, 
modeling or simulation and based on that, they can point out to management the alternative 
with the greatest possibility of success.√ 

9. Internal auditors should refrain from taking the final decision and rather leave it to 
management in order to prevent management from abdicating their responsibilities.√ 

10. While carrying out their regular audit assignments, internal auditors can provide feedback to 
management on the results of decisions taken by management.√         (10) 

 
 
3.3 Evaluation questionnaire 

 
Reference: Study guide, study unit 3.1.4  

  
You must take care to focus on the strategic aspects the question requires, and not to confuse 
them with other planning aspects, in order to ensure that your answer covers all of the aspects 
asked in the question. 
 

Planning element Answer 

Is strategic planning being done at regular intervals? √  

Is the planning linked to a system for the development of an accompanying 
budget? √ 

 

Do the decisions make specific provision for all the risks? √  

Is there a system of effective reporting? √  

Are the planning decisions made known to all the relevant people in accordance 
with an effective system of control? √ 

 

Are all the presentations in writing? √  

Do all the key staff members attend all the planning meetings? √  

Is the planning policy of the organisation integrated? √  

Do the planning decisions give direct effect to the overall policy of the 
organisation? √ 

 

Is the overall feasibility of the decisions specifically considered? √  

Are the relationship and impact of all the activities and their interaction properly 
determined? √ 

 

Are the planning decisions reconsidered on a regular basis? √  

            
 (12) 
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Comments: 
 
Questions 3.1 and 3.2 are theoretical questions. All the information is readily available in the 
relevant section of the study guide. The different principles have to be interpreted and discussed in 
line with what is required. 
 
Question 3.3 requires the compilation of an evaluation questionnaire which will assist the internal 
auditor with a review of the overall planning of the company. The questionnaire had to focus on 
assessing the planning elements. Therefore the questions in the questionnaire should have 
focused on assessing the planning elements. 

 
QUESTION 4                             13 marks 
 
Steps in the preliminary survey 
 
Reference:   Study guide, study unit 3.1 
 

 Identify relevant information that can be accessed from the office of the internal audit 
activity to improve your understanding of the relevant auditee.√ 

 This can include previous audit working papers, organisational policies and procedures, 
information available in the general press or the organisation‟s website. √ 

 Arrange a meeting with the manager of the auditee.√ 

 Use the meeting to determine if the manager has any specific concerns, to determine the 
relevant organisational structure and any recent changes to it, and to identify the critical 
business processes and any possible planned change to them. √ 

 Perform analytical review procedures to identify possible problem areas.√ This can be 
achieved by comparing current information to previous information, and to expected 
information such as the budgets. √ 

 Plot flow charts of the business processes at the auditee that are applicable to the relevant 
engagement.√ 

 Perform walkthrough tests to determine whether your understanding of the relevant 
business processes is correct and document the results. √ 

 Identify the primary risks applicable to the engagement/audit.√ This can be determined 
through discussion with the manager, from the organisational risk management plan and 
from prior experience with the specific auditee. √ 

 Make detailed notes and summaries of all the information obtained in this process.√ 

 Consider the impact of the information so gathered on the audit objective and audit strategy 
and determine whether the initial audit objective, as determined in the annual plan, is still 
feasible.√ 

 Develop the audit work programme.√               (13) 
 
Comments: 

 
This is a theoretical question. All the information is readily available in the relevant section of the 
study guide.  
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QUESTION 5                           19 marks 
 
5.1 Additional information required during the preliminary survey 
 
Reference: Study guide, study unit 3.1 
 

 A cash flow budget for January to March to ensure that debtors‟ payments are received 
soon enough to pay suppliers.√ 

 Debtors payments received and sales invoiced per month for the months January to March 
to ensure that all transactions are included in the sales totals.√ 

 The primary risks identified by management that apply to sales transactions for the 
applicable period to ensure that appropriate controls are mitigating those risks.√ 

 A flow chart of the system of internal control used to manage sales transactions to ensure 
full understanding of the system.√ 

 The people responsible and their different levels of responsibility applicable to sales 
transactions to ensure proper segregation of duties.√ 

 Details of newly implemented system changes to ensure correct flow of transactions.√ 

 The name of any large or otherwise significant new customers or suppliers to ensure 
complete processing of applicable transactions.√ 

 Ask the manager what the gross profit percentage is to ensure correctness of the sales 
totals by recalculating the sales totals using the gross profit percentage.√ 

 Enquire from the manager how the budget is calculated and used as a control mechanism.√ 

 Enquire which sales exception reports are generated by the system. Review these reports 
to ensure proper follow-up by management.√ 

(1 mark for each valid item with a maximum of 10 marks.) 
 

5.2 Analytical review procedures 
 
Reference: Study guide, study unit 4.1 
 

 Compare the total weekly purchases with the same weekly purchases for the previous year. 
Any unexpected fluctuations should be discussed with the procurement manager and, 
where necessary, investigated further.√½ 

 Compare the total weekly purchases to the budgeted purchases.  Any unexpected 
fluctuations should be discussed with the procurement manager and, where necessary, 
investigated further.√½ 

 Compare the quantities and types of products purchased on a weekly basis with those of 
the previous year.  Any unexpected fluctuations should be discussed with the procurement 
manager and, where necessary, investigated further.√½ 

 Compare the suppliers purchased from on a month-to-month basis with the suppliers used 
in the previous year.  Any unexpected changes should be discussed with the procurement 
manager and, where necessary, investigated further.√½ 

 Determine the correlation between goods purchased and the goods manufactured and 
calculate the factory output by using the purchases on a monthly basis.  Follow up on any 
unexpected results.√½ 

 Identify the volume of goods purchased for each buyer.  Calculate the average amount 
each buyer can buy and extrapolate this to a yearly figure.  Consider the reasonableness of 
the total annual purchases and follow up on any significant differences.√½ 

 Compare the monthly payment of purchases to the actual purchases and follow up on any 
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unusual variances.√½ 

 Identify the gross profit percentage, calculate the actual gross profit percentage on a 
monthly basis and follow up on any deviations from the expected gross profit 
percentage.√½ 

 Identify industry benchmarks and compare the purchases to them. Discuss variances with 
the purchases manager.√½ 

 Calculate the stock turnover on a month-to-month basis and compare with the monthly 
purchases to determine the reasonableness of the purchases.√½ 

(1½ marks for each valid analytical review procedure with a maximum of 9 marks.  Note that the 
procedures described should relate to the preliminary survey stage of the audit.) 

 
Comments: 
 
This question required you to apply the principles of a preliminary survey as well as that of 
analytical review procedures to a practical example. It is important to know the principles i.e. what 
analytical review procedures are. 
 
Analytical review procedures entail assessing information obtained during an engagement by 
comparing the information with expectations (other identified/developed information). The internal 
auditor uses information for which he/she can reasonably expect there to be a relationship 
between the different components of the information.   
 

QUESTION 6                  12 marks 

 
6.1 Objectives 
 
Reference:  Study guide, study unit 3.3 
 
The objectives given to Sally May were to familiarise herself with the company and its 
systems√ and to ensure that the new systems were implemented as planned.√ 
 

 She should be able to familiarise herself with the company as she is touring the company 
nationwide.√ 

 She will familiarise herself only in respect of those systems on which she performs 
walkthrough tests. She will not be familiar with the other systems of the company.√ 

 None of the objectives state the extent to which she should familiarise herself with the 
inventory system in order to evaluate the inventory holding position.√ 

 None of the work described to be performed by her will ensure that the new systems will be 
implemented as planned, or that the new systems have been separately tested.√  

(1 mark for each valid comment, limited to 6 marks) 
 
6.2 Strategic considerations 
 
Reference: Study guide, study unit 1.1, 2.1 & 3.4 
 
Sally May should take into consideration the following strategic aspects: 
 

 the proficiency with which the strategic planning for the new system has been carried out√ 
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 the considerations and standards employed to determine inventory levels, and whether the 
ordering of stock through the internet complies with the overall corporate policy√ 

 the appropriateness of the general inventory policy assessed, especially after the 
implementation of the new system to ensure that the initial expectations are met√ 

 the effectiveness of corrective action taken when necessary, where deviations from the 
original expectations were identified√ 

 the effectiveness of the management information system regarding the new internet 
ordering system and the stock levels√ 

 the effectiveness with which management uses the outputs of its information system√ 
(1 mark for each valid consideration, maximum 6 marks) 

Comments: 
 
This question requires the application of the principles of audit objectives, strategic planning and 
risk identification. 
 
It is important to understand the principles of audit objectives, strategic planning and risk 
identification. The relevant principles are used to draw information from the case study. 

 
QUESTION 7                  19 marks 

 
7.1 Broad categories of objectives 
 
Reference:  Study guide, study unit 3.2.2 & COSO Framework 
 
Operational objectives√ 
These deal with the effectiveness and efficiency of the entity‟s operations, including performance 
and profitability goals and safeguarding resources against loss.√ They vary based on 
management‟s choices about structure and performance.√ 
 
Financial reporting objectives√ 
These deal with the presentation of reliable published financial statements,√ including prevention 
of fraudulent public financial reporting, and are driven primarily by external factors.√ 
 
Compliance objectives√ 
These deal with the ability of the entity to adhere to laws and regulations to which it is subjected.√ 
They also depend on external factors such as environmental regulations.√ They can be similar for 
all entities, as is the case with the Employment Equity Act, or be relevant only for a specific 
industry.√ 
 
(Award a maximum of 3 marks to each correctly listed and described category, maximum 9 
marks.)  
 
7.2 Risk identification 
 
Reference: Jackson & Stent, 7th edition, chapter 10. 
 
Risks impacting the protection of cheques against loss or misuse: 

 Cheques might be stolen by an employee.√ 

 They might be stolen by a person outside the organisation.√ 

 They might be misused by an employee.√ 
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 Cheques might be altered and misused by a person outside the organisation.√ 

 They might not be correctly recorded.√        
          (5 marks) 
 

Risk that deposits would not be banked promptly and that the interest received would not be 
maximized: 

 All the money received might not be banked.√ 

 The money might not be banked at the best interest rate.√ 

 Money banked at the best interest rate might not be available for quick future use.√ 

 Deposits might not be recorded correctly.√ 

 Post-dated cheques could be banked only to be returned by the bank.√  
                    (5 marks) 

 
Comments: 
 
Question 7.1 was a theoretical question where the information is available in the COSO Report. 
 
For question 7.2 you had to apply the principles of risk management to identify the risks 
embedded in each of the objectives. A risk will always state what the impact will be on the 
organisation. 

 
QUESTION 8                  29 marks 

 
Improving the procurement function through better directing 

 
Reference: Study guide, study unit 2.1.4 

 
8.1 Memo 

 
To:  Procurement manager 
From:  Internal auditor 
Subject:  Directing of the procurement function 
Date:  XX/XX/2013 

 
Directing or leading is how you as the procurement manager move the resources under your 
control towards the achievement of the objectives and goals.√ The evaluation of how a manager 
direct or leads his/her function is a very subjective form of evaluation.√ Despite this inherent 
limitation, the information gained through such an evaluation can still be useful in assisting you to 
improve your function.√ 

 
The procurement function‟s objective is to speedily purchase all goods requested by the factory 
staff.√  This objective is being achieved successfully as a survey showed that the factory staff are 
very pleased with the increased efficiency of the procurement section and that out-of-stock 
situations in the factory have been reduced by 35%.√ 

 
Directing is, however, a people-oriented principle.√  Although the objective of the procurement 
function is being achieved successfully, the method in which the procurement staff are directed 
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leads to increased levels of dissatisfaction among the procurement staff, which is now becoming 
counterproductive.√ 

 
Another disadvantage of the current method of directing used is shown in the manner in which the 
average monthly purchases and salary expenses significantly exceed the budgeted amounts.√ 

 
I would recommend that you go through a strategic realignment workshop√ with all the 
procurement staff in which you decide as a group how the procurement function can best assist 
the factory in obtaining the required goods when needed while operating with the budgeted 
constraints.√ Deciding together as a group on the actions to be taken will enhance the level of 
support and commitment of all the staff members towards the newly established objectives and 
goals. √ 

   
(1 mark for the memo, 1 mark per valid fact with a maximum of 11 marks) 

 
8.2 Procurement risks 

 
Reference: Study guide, study unit 3.1.6 

 

 Inferior goods are purchased when the regular quality is not immediately available. 

 Goods are purchased from an unapproved supplier who can deliver faster. 

 Excessive prices are paid for goods to ensure fast delivery. 

 Unnecessary goods are purchased. 

 People placing orders are not authorised buyers. 

 Buyers are making mistakes when placing orders as they are working long hours. 

 Dissatisfied or demoralised staff can make more errors in their day-to-day execution of the 
job responsibilities when buying goods. 

 The requirement to speedily purchase goods could lead to staff buying goods in a fast 
manner that also contravenes the existing policies and procedures. 

 The requirement to purchase goods fast can lead to the initiation of a purchase without 
considering whether adequate budgetary provision was made for the purchase. 

 
(1 mark for each appropriate risk with a maximum of 6 marks) 

 
8.3 Analytical review procedures 

 
Reference: Study guide, study unit 3.1.8 

 

 Compare the total weekly purchases with the same weekly purchases for the previous year. 
Any unexpected fluctuations should be discussed with the procurement manager and, 
where necessary, investigated further.√½ 

 Compare the total weekly purchases to the budgeted purchases.  Any unexpected 
fluctuations should be discussed with the procurement manager and, where necessary, 
investigated further.√½ 

 Compare the quantities and types of products purchased on a weekly basis with those of 
the previous year.  Any unexpected fluctuations should be discussed with the procurement 
manager and, where necessary, investigated further.√½ 

 Compare the suppliers purchased from on a month-to-month basis with the suppliers used 
in the previous year.  Any unexpected changes should be discussed with the procurement 
manager and, where necessary, investigated further.√½ 
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 Determine the correlation between goods purchased and the goods manufactured and 
calculate the factory output by using the purchases on a monthly basis.  Follow up on any 
unexpected results.√½ 

 Identify the volume of goods purchased for each buyer.  Calculate the average amount 
each buyer can buy and extrapolate it to a yearly figure.  Consider the reasonableness of 
the total annual purchases and follow up on any significant differences.√½ 

 Compare the monthly payment of purchases to the actual purchases and follow up on any 
unusual variances.√½ 

 Identify the gross profit percentage, calculate the actual gross profit percentage on a 
monthly basis and follow up on any deviations from the expected gross profit 
percentage.√½ 

 Identify industry benchmarks and compare the purchases to them. Discuss variances with 
the purchases manager.√½ 

 Calculate the stock turnover on a month-to-month basis and compare with the monthly 
purchases to determine the reasonableness of the purchases.√½ 

 
(1½ marks for each valid analytical review procedure with a maximum of 12 marks.  Note that the 
procedures described should relate to the preliminary survey stage of the audit.) 
 
Comments: 
 
Question 8.1 was a theoretical question with a practical application. It required knowledge of the 
principle of directing as well as knowledge of a generic procurement function. You had to apply 
this knowledge to the case study given. 
 
Question 8.2 required you to apply the principles of risk identification to the case study given. 
 
Question 8.3 required knowledge of analytical review procedures, i.e. what analytical procedures 
are, what they consist of and how these are different from any other audit procedures. Yu also had 
to know what is meant by preliminary survey to compile the procedures.  
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QUESTION 9                   14 marks 
 
9.1  Risks 
 
Reference:  Study guide, study unit 3.3 
 

Memorandum 
To:  Managing director 
From:  Internal auditor 
Subject:  Smart card turnstile project risks 
 
Introduction 
As per your request I reviewed the proposal to move the newly developed smart card turnstile 
project from research and development into production. 
I identified the following risks and added my recommendations that should help you to mitigate the 
identified risks: 

Risks Recommendations 

The move of a newly developed product from 
development to production without extensive 
tests performed on the product.√ 

The new product should first be tested to 
ensure that it operates within designed 
parameters. √½ 

The development team might be too eager to 
start manufacturing the product as they will 
receive bonuses when manufacturing 
commences.√ 

After testing the product, the market should 
be tested to determine the viability of such 
a system. √½ 

People can become claustrophobic in the 
turnstiles.√ 

The method of operation of the turnstiles 
should be tested on people who dislike 
being stuck in small spaces. √½ 

The expectation of sales to ten stadiums is 
not based on market research.√ 

Research the market to identify the size of 
the market share for this product. √½ 

The expected selling price per stadium is not 
necessarily market related.√ 

Use market research to identify the price 
tolerance levels applicable to this type of 
product and identify the actual cost relating 
to the current gate system in use by 
stadiums. √½ 

The company might not have the capacity to 
manufacture and install the volume of gates 
ordered within a reasonable time.√ 

Determine the capacity of the company to 
manufacture and install the product before 
it is marketed and manufacturing begins to 
ensure that you do not accept more orders 
than production can handle. √½ 

The cost of manufacturing the gate system 
could exceed future revenue that the 
company can earn from manufacturing and 
selling the product.√ 

Perform a breakeven analysis or feasibility 
study to determine whether it is a feasible 
business proposition. √½ 

 
(1 mark for the layout, 1 mark for each appropriately identified risk and 1½ marks for each 
applicable recommendation with a maximum of 14 marks) 
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Comments: 
 
This was a practical question. The focus was on identifying, from the case study given, the risks 
and then to recommend controls to manage the risks identified.  
 
QUESTION 10            15 marks 
 
10.1 Ratio analysis 
 
Reference: Study guide, study unit 3.1.8 
 
Inventory turnover ratio 
Turnover in the current year is 4.2 times √ [20 000 000/ (5 500 000 + 4 000 000) x ½] √ and the 
previous year 4,7 times. It seems that an increase in the provisions for stock or inventory 
obsolescence or deterioration may be necessary.√ 

 
 
Trade receivables collection period 
Turnover is up but debtors are down.√ Debtors‟ collection period improved from 74.4 days  in the 
previous year to 65.5 days [4 800 000/(28 000 000+25 500 000) x ½] x 365  for the current year.√ 
This is an encouraging picture but the possibility of cut-off errors still exists.√ 
 
Liquidity: Acid test ratio 
This has declined from 1,24 (5.2 † 4.2) to 0,98 (4.8 † 4.9) √ although debtors‟ turnover has 
increased.√ A further review of the cash flow position is necessary.√              (9) 
 
10.2 Audit procedures 
 
Inventory and work-in-progress 

 Review the detailed inventory records for slow-moving or obsolete inventory and consider 
any adjustments to inventory figures if necessary.√ 

 Examine the cut-off arrangements on sales and purchases before and after the year-end.√ 
 
Trade receivables 

 Carry out a trade receivables circularisation at year-end.√ 

 Review the list of the trade receivables age analysis to identify possible bad debts.√ 
 

Liquidity 

 Review terms of arrangement for the bank overdraft to determine if it was increased.√ 

 Examine the future cash flow forecasts to identify any going concern issues.√     
            (6) 

 
Comments: 
 
Question 10.1 was a theoretical question with a practical component. It required knowledge of the 
different ratio analysis formulae and then also the ability to apply the formulae to the case study 
provided. 
 
Inventory turnover ratio = Cost of goods sold/ Average inventory* 



AUI303C/103/3 

 

 
25 

 

 
*Average Inventory = (Opening stock + Closing stock) x ½ 
 
Trade receivables collection period = Average Accounts Receivables /Credit Sales x 365 
 
Acid test ratio = Cash + Short term Investments Account Receivables (or current assets excluding 
inventory) / Current Liabilities 
 
Question 10.2 was a practical question as you had to compile audit procedures. It is Important to 
remember the format of an audit procedure, the audit objective and the cycle which you are 
auditing. 
 

QUESTION 11                  18 marks 

 
11.1 Acceptability of current practices 
 
References: Study guide, study units 3.4 and 4.1 
 
Given the significant number of adjustments to inventory required by the external auditors it is 
possible that the company is not able to accurately monitor the fast turnover of inventory for 
accounting purposes.( √½) 
 
The practice of transferring the cost of inventory to cost of sales when goods are moved to the 
shop floor is unacceptable.( √) The cost of goods can only be transferred to cost of sales when 
goods are sold.(½) 
 
The practice of costing inventory using the latest available cost price is an example of last in first 
out (LIFO) valuation of inventory.( √) For accounting purposes inventory should be valued using 
the first in first out (FIFO) method.(√) 
 
It is acceptable to be able to adjust inventory quantities manually in order to adjust the recorded 
quantity of inventory to reflect the actual inventory on hand. (√) A better option for division of duties 
could be to require the accounting manager and not the inventory manager to adjust the inventory 
quantities.( √) However, division of duties must be cost effective.( √) 
 
The automated costing of inventory follows the LIFO method of valuation which is not acceptable 
for accounting purposes.( √) Due to the automated process it is not possible to adjust for errors in 
the unit cost of items nor is it possible to write items down to net realisable value.( √) The 
information system must be amended to allow for adjustments to the unit price by an approved 
manager.( √) 

    (Mark as indicated for each appropriate comment, with a maximum of 6 marks.) 
 
11.2 Assessing inventory value for each quarter 
 
References: Study guide, study units 3.4 and 4.1 
 
1. Agree the prices on the final inventory printout to those shown on the relevant invoices 

towards the close of the financial year. √½ 
2. Reperform the calculation of the value of a number of representative inventory items as 

they appear on the inventory printout. √½ 
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3. Examine the basis used for the calculation of the inventory and ensure that it is consistently 
applied in relation to previous years. √½ 

4. Inspect that obsolete, slow-moving and damaged inventory is valued at the lower of cost or 
net realisable value. √½ 

5. Test a representative sample of items for the valuation of inventory at the lower of cost 
price or net realisable value. √½ 

6.   Compare the value of the main categories of inventory with the previous year,            
investigate and obtain explanations for material differences. √½ 

7. Calculate the gross profit percentage and inventory turnover rate and compare them with 
the previous years‟ budgets, industrial averages, etc.  Obtain explanations for material 
deviations. √½ 

8. Compare the value of inventory according to the inventory count with the value of inventory 
in the financial statements, taking into consideration possible alterations. √½ 

9. Recalculate the closing inventory balance by using the opening inventory balance adding all 
purchases and deducting the cost of items sold during the year, adjusted for journal 
adjustments and compare with the closing inventory balance as per the printout for 
reasonableness. √½ 

         
 (1½ marks for each appropriate audit procedure with a maximum of 12 marks) 

 
Comments: 
 
Question 11.1 was a theoretical question where you were required to use your knowledge in 
respect of the inventory process and review the case study given. 
 
Question 11.2 was a practical question as you had to compile audit procedures. It is important to 
remember the format of an audit procedure, the audit objective and the cycle which you are 
auditing. 

 
QUESTION 12                  12 marks 

 
12.1 Unusual transactions 
 
Reference: Study guide, study unit 3.4 
 

 Cheque 321: 
There is only one cheque made out for weekly wages, there should have been a wage cheque for 
each week. √½ 
 

 Cheque 336: 
A refund for insecticides sold after the expiry date had elapsed. This could be an indication of old 
insecticides not being destroyed as required. It could be an indication of a bigger problem with the 
insecticides. √½ 
 

 Cheque 345: 
The chemicals purchased from a new supplier could be an additional indication of past problems 
with the chemicals used in insecticides; this could also influence the value of insecticide inventory 
on hand. √½ 
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 Cheque 369: 
This looks like an incorrect allocation of a loan to one of the sons to purchase shares in the new 
chemical supplier. √½ 
 
(1½ marks for each appropriate motivation of why the transaction is unusual with a maximum of 6 
marks) 
 
12.2 Audit procedures 
 
Reference: Study guide, study unit 3.4 
 
Wages 
Enquire from the relevant manager how weekly wages are normally calculated and paid. √½ 
Evaluate the documentation that supports the cheque requisition for the relevant wage calculation 
and authorisation. √½ 
 
Refund 
Enquire from the relevant manager whether he could verify that the insecticide in question was 
past its expiry date. √½ 
Confirm the original sale of the specific insecticide by confirming the details of the refund to the 
details of the invoice in August when Du Toit bought the insecticide. √½ 
 
Chemicals 
Evaluate the documents that support the cheque requisition to agree the details to the goods 
received note and invoice received from Cemco. √½ 
 
 
Shares 
Evaluate the documents that support the cheque requisition to agree the share purchase to a 
share certificate. √½ 
Enquire from Eric why the share purchase is not shown as a loan if he holds the shares in his 
name. √½ 

   (1½ marks for each appropriate audit procedure with a maximum of 6 marks) 
 
Comments: 
 
Question 12.1 was a practical question. Knowledge of all the different cycles would have made it 
easier for you to identify the relevant risks in the transactions given. 
  
Question 12.2 was a practical question as you had to compile audit procedures. It is important to 
remember the format of an audit procedure, the audit objective and the cycle which you are 
auditing. 
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QUESTION 13                  10 marks 
 
13.1 Monetary unit sampling (MUS) 
 
Reference: Study guide, study unit 4.2.5 
 
Monetary unit sampling (MUS) is a statistical sampling method in which each rand (monetary 
value) in an accounting population stands an equal chance of being selected for a sample.√ The 
probability of an item being included in the sample is thus directly linked to the monetary value of 
that item.√ The definition of a sample unit is therefore changed from a physical unit (invoice, stock 
item) to an individual rand (R1,00).√                      (3) 
 
13.2 Calculation of the number of sample items 
 
Reference: Study guide, study unit 4.2.5 
 
Use table A to process the confidence level to a reliability factor: 

90% = 2,3 (R) √ 
 

 
Calculate the J-factor: 

J =  P =  R69 000 = R30 000 √ 
  R     2, 3  

 
Calculate the sample size:  
 
Sample size     = Total value of population 

         J-factor 
 

     = R7 350 000   √ 
         30 000 
 
         =         245 items √              (4) 

 
13.3 Selection of the first three invoices for the sample 
 
Reference: Study guide, study unit 4.2.5 
 

Invoice  
No 

 

Invoice 
amount 
     R 

Accumulated 
amount 
   R 

Selected Invoice 
selected 

101 11 100 11 100   

102   9 500 20 600 12 700 102 √ 

103 21 000 41 600   

104 14 600 56 200 42 700 104 √ 

105 17 200 73 400 72 700 105 √ 



AUI303C/103/3 

 

 
29 

 

(3) 
 
Comments: 
 
Question 13.1 was a theoretical question. 
 
Question 13.2 was a practical question. You had to calculate the number of sample items you 
would select.  
 
Question 13.3 was a practical question where you had to use the information you just calculated to 
identify the invoices you would select for testing. 

          
QUESTION 14                  27 marks 
 
14.1 Audit procedures to determine if the control process has been applied meticulously 

throughout the revenue and receipts cycle 
 
Reference: Jackson & Stent, 7th edition, chapter 10, page 10/2 to 10/42 
 

 Hold discussions with all line managers and discuss the control measures involved in their 
activities.√ 

 Obtain and investigate all reports provided by the management information system to 
determine the controls in use.√ 

 Determine the proficiency level with which the strategic planning has been carried out.√ 

 View all considerations and standards employed to plan the marketing activities as well as 
to draw up the sales and cash budgets.√ 

 Give consideration to the general credit policy in use.√ 

 Review the effectiveness of the management information system.√ 

 Review the effectiveness with which the outputs of the management information system are 
utilised.√ 

 Any three of the following general steps: (1 mark each with a maximum of 3 marks) 
o surveillance of the operation 
o review practices used for training of personnel 
o review dealings with deviations 
o review the establishing of master contracts 
o review the maintaining of control over procedures and operations 
o review provisions in use for ensuring compliance with operations 
o review provisions in use for ensuring compliance with standards set 

            
                 (10) 

14.2 Statistical sampling 
 

a) Sampling technique 
 
Reference: Study guide, study unit 4.2.5 
 

 Estimation sampling for variables vs. monetary unit sampling√ 

 Choose monetary unit sampling as you do not want to determine the standard deviation√ 
                           (2) 
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b) Sampling process 
 

Reference: Jackson & Stent, 8th edition, Chapter 5/28 to 5/30; and 
 Study guide, study unit 4.2.5 
 

 Determine the total value of the debtor‟s population.√ 

 Decide on a confidence level after the system of internal control has been evaluated.√ 

 Decide on a level of monetary precision.√ 

 Process the confidence level to a reliability factor using a table.√ 

 Calculate the J-factor (monetary precision divided by the reliability factor).√ 

 Calculate the sample size (population value divided by the J-factor).√ 

 Draw the sample.√ 

 Carry out an audit of the sample.√ 

 Reach a conclusion.√ 

 Consider if other additional steps must be taken.√ 
              (10) 
 

(c) Reasons for stratification 
 
Reference:  Study guide, study unit 4.2.3 
 
1. It is used to get a group of sampling units which have more or less the same attributes.√ 
2. It is used when the population has large variability or is not homogeneous.√  
3. Stratification allows the internal auditor to give special attention to certain categories in the 

population, such as high-value items.√ 
4. This procedure reduces the variation of all the items in the stratum.√ 
5. Stratification should result in a smaller sample size.√ 

                (5) 

 
Comments: 
 
Question 14 (a) was a practical question as you had to compile audit procedures. It is important to 
remember the format of an audit procedure, the audit objective and the cycle which you are 
auditing. 
 
Question 14 (b) was a theoretical question with a practical component. You had to know the 
different sampling techniques to be able to choose the best technique for the case study given. 
 
Question 14 (c) was a theoretical question as the information is generic for all statistical sampling 
techniques. 
 
QUESTION 15               9 marks 
 
Calculation of adjusted monetary precision 
 
Reference: Study guide, study unit 4.2 
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Error value J-factor Item value Estimated value of error 

Errors of overstatement  

(1)   1 600 1 000 1 700 1 600 

(2)      200 1 000 500 400* √ 

       1 800 √    

 
* Estimated value of error = J-factor/Item value x Error value = 1000/500 x 200 = 400 

 
 

Error value J-factor Item value Estimated value of error 
Errors of understatement  
(1)     840 1 000 1 100 840 
(2)     195 1 000 150 1 300 * √ 
      1 035 √    
 
* Estimated value of error = J-factor/Item value x Error value = 1000/150 x 195 = 1 300 
 
1 800 – 1 035 = 765 √ 

 
Estimated 
value 

Precision 
adjustment 
factor 

Adjusted 
estimated 
value 

Overstatement   
     1 600 ---- 1 600 
(1)   400 1.75 ½    700 
   2 300 √ 
   
Understatement   
(2)    840 ----    840 
(1) 1 300 0.05 ½      65 
     905 √ 
  1 395 √ 

 
Please Note: Precision adjustment factors = obtained from Table F in your study guide 
 
Monetary precision required 
R x J = 3.0 x 1 000 = R3 000 √ 
 
Adjusted monetary precision 
3 000 + 1 395 - 765 = R3 630 √ 
 
Conclusion 
As the required monetary precision is exceeded, more comprehensive audit steps will have to be 
carried out.√  

             (Mark as indicated, maximum 9 marks) 
 
Comments: 
 
This was a practical question as you had to do calculations and interpret the answer in respect of 
its impact on the audit procedures. 
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Theoretical knowledge was required of all the relevant monetary unit sampling principles to be 
able to complete the question. 

 
QUESTION 16                  18 marks 
 
16.1 Guidelines on the design and content of working papers  
 
References: Standard 2330 

  Practice Advisory 2330-1 
 

 Audit working papers should be complete and include support for audit conclusions. √ This 
document is not complete and there is not enough evidence to support the conclusion 
reached in it.√ 

 The detailed auditing procedures performed should be clear from the document including 
the information obtained and conclusions reached. √ This working paper neglected to show 
the detailed audit procedures performed as well as the scope of the specific audit 
procedures.√ 

 Each audit working paper should contain a heading. The heading usually consists of the 
name of the organisation or activity being examined, a title or description of the contents or 
purpose of the working paper and the date or period covered. √ This working paper does 
not contain a heading or any of the other information required. √ 

 Audit working papers should be signed or initialled and dated by the internal auditor. This 
evidence is important to show that the work was reviewed and to give the reviewer an 
indication of whom to contact should additional information be required in order to achieve 
the audit objectives.√ The working paper is not signed by either the preparer or the 
reviewer. √   

 Audit working papers should contain an index or reference number to the audit 
programme‟s procedures. To ensure that the reviewer can easily follow the audit evidence it 
is necessary to properly cross-reference the working papers, and to file them in such a 
manner that, when necessary, the relevant information can be quickly accessed.√ This 
working paper does not contain a reference number.√   

 Audit verification symbols (tick marks) should be explained.  This working paper includes 
the verification symbols used but without an explanation of the detailed audit procedures.  
That information in itself is not sufficient.√ 

 Sources of data should be clearly identified (sources of evidence). The origin of the source 
of the evidence helps the auditor to identify the reliability of the evidence.  It is therefore 
important to know where the information gathered in the execution of audit procedures did 
in fact come from.√ This working paper does not give an indication of the source of data. √  
 
                   (14) 

 
16.2 Other important points 
  
Audit working papers should be 

 neat ½ 

 uniform ½ 

 understandable ½ 

 relevant ½ 

 economical ½ 
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 complete and accurate ½ 

 simple ½ 

 logically arranged ½                      (4) 
 

Comments: 
 

Questions 16.1 and 16.2 were theoretical questions. They required knowledge of the relevant IIA 
Standards and Practise Advisories. 

 
QUESTION 17            25 marks 
 
Statistical sampling for sales 
 
17.1 Advantages of statistical sampling 
 
Reference: Study guide, study unit 4.2 
 
It would be to the company‟s advantage to use statistical sampling methods during the audit of 
sales relating to new home security solutions as: 

 The results of the sample would be objective and defensible.√ 

 The size of the sample can be justified.√ 

 It is a more accurate method of arriving at a conclusion about a large mass of data, such as 
sales transactions.√ 

 Statistical sampling can save time and money by resulting in a smaller sample.√ 

 Statistical sampling enables the objective evaluation of the results and it is possible to 
project the results to the population with specific levels of accuracy.√ 

(1 mark for each advantage with a maximum of 3 marks) 
 

17.2 Audit of the sales and implementations of home security solutions 
 
Reference: Study guide, study units 3.3, 3.4, 4.1 and 4.2 
 
a) Audit objectives 
According to the information in the scenario the audit objectives must focus on ensuring the 
accuracy, completeness and validity of the company‟s revenue generated through the sales and 
implementations of home security solutions. 

 To obtain satisfaction that all the sales and implementations of home security solutions are 
recorded and that they are recorded in the correct period. (Completeness) √½ 

 To obtain satisfaction that the sales and implementations of home security solutions are 
recorded at the correct values and in the correct accounts. (Accuracy) √½ 

 To obtain satisfaction that only actual sales and implementations (valid) of home security 
solutions are recorded and that they are in accordance with management policy. (Validity) 
√½ 

    (1½ marks each, maximum 4½ marks) 
 
b) Audit procedures 
Select a sample of customer orders: 
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Completeness 
Select a sample of accepted customer quotes and follow through to the subsequent delivery 
notes, job cards and invoices. Agree the details to ensure that all items ordered were recorded. 
Follow up on all differences.√½ 
Select all the quote numbers and use CAATs to look for missing numbers. Follow-up on all 
exceptions. √½ 
Select a sample of sales invoices and agree the invoice dates to the supporting documentation 
(internal sales order, picking slip) to confirm that the sale was made prior to year end (cut-off) √½ 
 
Accuracy 
Select a sample of invoices throughout the financial period. Agree the details on the invoice to the 
details on the quote accepted by the customer to ensure that the details in terms of products and 
services purchased and the values in the invoice agree to the quote. √½ 
Select a sample of quotes throughout the financial period. Agree the details on the quote to the 
details on the invoice to ensure that the details in terms of products and services purchased and 
the values in the quote agree to the invoice and are correctly recorded in the accounting records in 
terms of value as per the detail on the invoice. √½ 
 
Validity 
Select a sample of sales transactions recorded in the accounting records, agree the detail to the 
original quote signed by the customer and a signed delivery note and job card. Follow up on all 
differences. √½ 

 (1½ marks for each appropriate audit procedure, maximum 9 marks) 
 

c)  Statistical sampling technique 
The best method would be either estimation sampling for variables√ or monetary unit sampling.√ 
Either of these methods would be acceptable as you need to perform substantive tests on sales 
transactions and both methods can be used for substantive testing.√ Both methods can be used to 
identify a value for a given population. √ Monetary unit sampling would be biased to high values, 
making it a useful technique to use in the testing of overvalued assets, however it is not a suitable 
technique to use to test for undervalued assets.√½ Estimation sampling for variables can test for 
both under valuation and over valuation and might be the most suitable method to use for sales 
transactions. √½ 

(Mark as indicated, with a maximum of 4½ marks) 
 
d) Population 
The population is all the sales invoices for sales and installation of new home security solutions in 
the financial period under investigation.                 (1) 
 
e)  Describe which sample selection method should be used and motivate your choice 
Random sampling.√ The population and the sampling unit is already defined as invoices for the 
sale and implementation of new home security solutions.  The best method to select the sample 
would be to use random sampling, because it will ensure that the sample is a reflection of the 
population√ and aid in the evaluation of the results because the use of random sample selection 
eliminates any possibility of the subjective selection of items.√  

  (Mark as indicated with a maximum of 3 marks) 
Comments: 
 
Question 17.1 was a theoretical question. 
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Question 17.2 (a) was a practical question as you had to compile audit objectives from the 
information provided. Knowledge of the relevant cycle would make it easier to compile the relevant 
audit objective. It is important to remember the format of an audit objective. 
 
Question 17.2(b) was a practical question as you had to compile audit procedures for the audit 
objectives identified. Again knowledge of the relevant cycle would make it easier to compile the 
audit procedures. The audit procedures should address the audit objectives identified. It is 
important to remember the format of an audit procedure. 
 
Questions 17.2(c) and (e) were practical questions as assess the best sampling technique and 
method based on the scenario. 
 
Question 17.2(d) was a theoretical question where you had to define the population in the 
scenario. 
 
 
QUESTION 18                  10 marks 
 
Reference:  Study guide, study unit 5.1 
 
18.1 Qualities an internal audit report should have 
 

 Give a brief summary of audit results at the beginning of the report. ½ 

 A timely report is very important. ½ 

 A report containing only matters of substance. ½ 

 Inclusion of the auditee‟s comments. ½ 

 A professional, appealing report that is totally objective. ½ 

 A well-written report that is easily understood and logical. ½ 

 A report that is clear and concise. ½ 

 A report using positive language. ½ 

 Explaining the audit process as a participative adjunct to management. ½ 

 Simply identifying the anatomy of an audit finding. ½ 

 Explaining how management can obtain the aid of the audit staff to solve management 
problems ½            (Maximum 5 marks) 

 
18.2 Plan of action  

 
I will report to the chief audit executive (CAE) or audit manager that the reported findings are so 
significant that they require immediate action by management.√ 
 
I will monitor and follow up on my recommendations until the weaknesses have been corrected, 
because of the effect they may have on the organisation. √ 
 
I will use interim reports to communicate information on the findings that require immediate 
attention. √ 
 
I will request the CAE to determine a time frame within which management‟s response to the audit 
findings is required, and to schedule a follow-up audit during which the response will be evaluated 
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and verified when applicable, and unsatisfactory responses or actions will be transmitted to the 
appropriate management levels.√    (5) 
 
Comments: 
 
Question 18.1 was a theoretical question. You can refer to the relevant IIA Standard and Practise 
advisory. 
 
Question 18.2 was an application question. You had to use your knowledge of interim reports 
based on the IIA Standards and Practise Advisories to compile the plan of action. 
 
QUESTION 19                  19 marks 
 
19.1 Guidelines and practical rules 
  
1. Date and sign all reports.√ 
2. Where approval of activities is cited, mention the criteria for that approval.√ 
3. Indicate the period that the audit covered.√ 
4. Identify the scope of the particular aspects that were audited, as well as that of other 

relevant items that were not.√ 
5. Make sure that all headings follow each other in a logical sequence.√ 
6. Keep the purpose of the report concise and clear and make sure that the rest of the report 

complies with the stated purpose.√ 
7. Relate in a logical manner the opinion given to the relevant findings.√ 
8. Where operating procedures are important, discuss compliance with those procedures.√ 
9. Substantiate all findings. Extensive findings should be given in an appendix to the report.√ 
10. The significance of findings should be made very clear.√ 
11. Eliminate all insignificant statements.√ 
12. Where samples were taken, indicate the method of sample selection used to show that the 

method was objective.√ 
13. Where procedures and controls are functioning effectively, provide positive comments to 

that effect in the report.√ 
14. The elements of audit findings - criteria, condition, effect and the impact of differences - 

must be considered. The impact does not always need to be mentioned, especially when 
performing a compliance audit.√ 

15. The Standards do not require audit opinions to always be provided. However,this should be 
done where it is appropriate.√ 

16. Reports can include recommendations. A reported deficiency that is not accompanied by 
any recommendations provides no motivation for management to take action.√              (16) 

 
19.2 Objectives of an internal audit report 
 
Inform.  Tell what they found.√ 
Persuade.  Convince management of the worth and validity of the audit findings.√ 
Get results.   Guide management toward change and improvement.√      
                             (3) 
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Comments: 
 
This was a theoretical question. Knowledge of the relevant IIA Standards and Practise advisories 
was important to be able to answer the question.  

 
QUESTION 20                  29 marks 
 
Topic 5 
 
Reference: Study guide, study unit 5.1 
 
20.1 Deficiencies in the draft internal audit report 
 

 The audit report should be divided into appropriate parts: purpose, scope and results of the 
audit.√ Although the format and content of the audit report may vary by organisation or type 
of audit, the Standards require it to contain, at a minimum, the purpose, scope and results 
of the audit.√ 

 The audit report is submitted to the wrong level of management.√ The audit committee 
would not be the appropriate recipient of the audit report. Internal audit reports should be 
distributed to those members of the organisation who are able to ensure that audit results 
are given due consideration (Practice Advisory 2440-1).√  
o The final audit report should be distributed to the head of each audited unit (for 

example, the controller and the director of finance). While the audit committee would 
probably receive a summary report, it is unlikely that they would receive the detailed 
report.√ 

 Two objectives are identified in the scope of the audit but are not addressed within the body 
of the report with regard to the work performed or conclusions reached by the auditor.√ 
These two objectives are 
o to determine if the depreciation expense is recorded completely and accurately and that 

asset lives are reasonable√ 
o to determine if property management‟s financial reports are complete and accurate√ 

 Scope statements should identify the audited activities and include, where appropriate, 
supporting information such as the period audited (Practice Advisory 2410-1).√ Since this is 
a financial audit, it would be useful to be able to relate the activity to a specific period. Also, 
the period would provide a frame of reference between the last audit and the current audit.√ 

 Certain important information, which was provided by management, was not included in the 
report.√ The manager of the property management department informed the auditor that 
they were currently developing a procedure to ensure that all departments inform the 
property management department of asset withdrawals and disposals.√ 

 Auditee accomplishment, in terms of improvements since the last audit, may be included in 
the report to fairly represent existing conditions and to provide appropriate balance to the 
audit report (Practice Advisory 2410-1).√ In this regard, the following information which was 
included in the working papers should also be included in the draft report.√ “The audit of 
fixed assets was last performed approximately 18 months ago. At that time four findings 
were noted. All recommended corrective actions were accepted. The auditor noted that 
corrective action was operating efficiently.”                        (14) 
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20.2 Layout of a well-written internal audit report 
 
The appropriate parts of a well-written internal audit report include the purpose, scope and results 
of the audit. Reports should also contain an opinion, where appropriate. Background information, a 
summary of the current audit and the status of prior audit reports may be included. In addition, 
reports may include recommendations for improvements and may acknowledge satisfactory 
performance and corrective action. The auditee‟s views about audit conclusions may be included. 
 
A brief description of each is provided below: 
(a) Purpose - describes the audit objectives and may inform the reader why the audit was 

conducted.√ 
(b) Scope - identifies the audit activities and may include the period audited, related areas not 

audited, and the nature and extent of auditing performed.√ 
(c) Results - may include findings, conclusions and recommendations.√ 
(d) Opinion - should describe the auditor‟s evaluation of effect.√ 
(e) Background - should identify units and functions with explanatory information.√ 
(f) Summary - should include balanced representations of report content.√ 
(g) Prior audit - should include status of findings, conclusions and recommendations.√ 
(h) Recommendations - should identify general or specific suggested approaches to correcting 

problems or enhancing performance.√ 
(i) Acknowledgments - should describe auditee accomplishments since the last audit.√ 
(j) Auditee comments - should include the written views of the auditee in cases of 

disagreement over audit findings.√              (10) 
 

20.3 Attributes/elements on which audit findings should be based 
 
Audit findings or observations and recommendations emerge from a process of comparing what 
should be with what is. When conditions meet the criteria, acknowledgement in the engagements 
communication of satisfactory performance may be appropriate. Observations and 
recommendations should be based on the following attributes: 
Criteria - the standards, measures, or expectations used in making an evaluation and/or 
verification (what should exist).√ 
 
Condition - the factual evidence that the internal auditor found in the course of the examination 
(what does exist).√ 
 
Cause - the reason for the difference between the expected and actual conditions (why the 
condition exists).√ 
 
Effect - the risk or exposure that the auditee organisation and/or others encounter because the 
condition is not consistent with the criteria (the impact of the difference).√ 
Observations and recommendations may also include engagement client accomplishments, 
related issues and supportive information if not included elsewhere. (Practice Advisory 2420-1).√ 
                     (5) 
 
Comments: 
 
Question 20 was an application question, where the knowledge in respect of the IIA Standards 
and Practise Advisories had to be applied to the report given. 
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QUESTION 21                  27 marks 
 
21.1 Preliminary review risks 
 
Reference: Study guide, study unit 3.3 
 

 Risk is defined by the Institute of Internal Auditors as the possibility of an event occurring 
that will have an impact on the achievement of objectives. √ 

 The objectives for the purchase section are that goods will be purchased in a timely manner 
at the best price. √ 

 Clearly as there are already out-of-inventory situations the section is not purchasing goods 
in a timely manner.√ 

 The fact that the timely purchases of goods is neglected also increases the risk of paying 
too much for the goods.√ The out-of-inventory situations already cause immediate orders 
that are 2% more expensive.√ 

 There is a risk of business continuity when the manager is away. √ 
 
(Mark as indicated, 1 mark for linking the risks to the objective and 1 mark for each breach of each 
main element of the objective, maximum 3 marks) 
 
21.2 General management principles 
 
References: Study guide, topics 1 and 2 
 
All problems can be addressed with the use of the general management principles of planning, 
organising, directing/leading and controlling. 

 
Planning 
Planning precedes all the other management functions because organising, directing and 
controlling flow from the plan.( √)  The organisation should develop plans of actions to be taken in 
situations where a manager or another staff member is not able to do their normal work to ensure 
that the organisations operations continue normally.(√)   
In essence the achievement of the objective of the purchase section is significantly dependent on 
the ability of the purchase manager to do the work he normally does. (√)     (Maximum 2) 
 
Organising 
Organising must bring the people and processes used in the procurement function together in a 
manner that will enable the function to achieve the function‟s objectives.( √) Organising can 
identify people that can stand in for another staff member and these people can then receive the 
required training to cope with their different responsibilities.( √) This is also necessary in situations 
where people are on leave.( √)             
(Maximum 2) 
 
Leading/directing 
This is a people-orientated principle. It focuses on how people are managed and motivated to 
achieve the goals and objectives. Working under a manager that is too authoritarian and cannot 
delegate responsibility when necessary, can be demotivating to the staff members.( √)  
The trust shown during the delegation of tasks to other staff members can also be very 
empowering to the staff members and supportive to the manager.( √)      (Maximum 2) 
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Controlling 
Controlling is the way in which the manager ensures that the actions that he has planned are 
carried out. If the manager is not there his responsibilities must be delegated, or another manager 
must take over the responsibilities. (√)  There is thus a direct link between controlling and 
planning.(√)  Except for the concern showed by the financial manager, there were no control 
measures in place to ensure that the purchase section will still achieve its objectives.(√)  
               (Maximum 2) 
 
21.3 Elements of an audit finding 
 
Reference: Study guide, study unit 5.1.3 
 
Memo 
To: Purchasing manager 
From: Internal Auditor 
Date: _____________ 

 
Audit finding on the results of the preliminary survey 
 
The criteria½ against which the finding is evaluated is the purchasing sections objective namely 
that goods should be purchased in a timely manner at the best possible prices. √ 
 
During the preliminary survey we discovered the following condition½ that requires immediate 
remedial action. The monthly purchase list generated by the spreadsheet is inaccurate. √ 
 
The cause½ of the inaccurate report is the fact that the spreadsheet was programmed to use a 
month‟s sales to calculate the required purchases and for the last three months only a week‟s 
sales were entered. √ 
 
The effect½ of this was to lead to the spreadsheet generating purchase information that was 
approximately three-quarters inaccurate. √ 
 
This led to insufficient purchases√ which in turn caused out-of-inventory situations√ and urgent 
purchase orders at a higher price.√ At this stage we are unable to quantify the additional cost 
incurred because of the urgent orders or the indirect loss incurred due to lost sales opportunities.√ 
 
We recommend (½) that the purchasing section use the current report option available in the 
accounting information system to generate the monthly list of purchases. √ 
 
We will gladly assist the manager in the setting the required parameters to ensure that the report 
produces the quality of information needed for the effective and efficient management of the 
purchasing section. √ 
 
Signed 
Internal Auditor 
 
[Additional points: 
Continuity planning in the absence of the manager (1) 
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A maximum of 8 marks may be awarded (1 for each of criteria, condition, cause, effect and 
recommendations)] 
(1 mark for the layout, mark as indicated with a maximum of 10 marks) 
 
21.4 Analytical review procedures 
 
Reference: Study guide, study units 5.1.3 

 

 Rank the types of products sold based on the quality of goods sold per month for the last 
year. Compare the volumes sold on a monthly basis per product. Try to identify a specific 
pattern from the results and discuss any unexpected fluctuations with the sales staff. √½ 

 Rank the types of products purchased based on the volume purchased per month for the 
last year. Compare the volume purchased per product per month between last year and this 
year. Try to identify a specific pattern from the results. Discuss any fluctuations with the 
sales and purchasing managers. √½ 

 Compare the top three biggest sellers in volume with the top three biggest purchases in 
volume for this year. Discuss any fluctuations with the sales and purchasing managers. √½ 

 Compare the volumes of goods sold to the volumes of goods purchased on a month-to-
month basis for all the products for the year. Try to identify a specific pattern from the 
results. Discuss any fluctuations with the sales and purchase managers. √½ 

 List the inventory movement per product per month for the last two months and compare to 
the results of the previous comparison. Discuss any fluctuations with the inventory 
manager. √½ 

 Compare the volume of goods purchased on a monthly basis to the budget. Discuss any 
fluctuations with the inventory manager. √½ 

 List the urgent orders and compare the list of urgent goods purchased on a monthly basis 
to the list of goods sold on a monthly basis to identify any relevant pattern. Discuss any 
unexpected fluctuations with the purchasing and sales managers. √½ 
(1½ marks each for four appropriate analytical review procedures to a maximum of 6 marks) 

 
Comments: 
 
Question 21.1 was a practical question. Knowledge of the relevant cycle is important. The audit 
objective is given in the question “... goods will be purchased in a timely manner at the best price.”  
 
Question 21.2 was a theoretical question. 
 
Question 21.3 was a theoretical question based on the format of an audit finding. It contained a 
practical component you had to apply your knowledge of an audit finding to the case study. 
 
Question 21.4 was a practical question. Remember the format of an audit procedure as well as the 
cycle and the relevant audit objective. 
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3 SIMULATED EXAMINATION QUESTIONS 
 

QUESTION 1                24 marks 
 
Reference: Jackson & Stent, Chapter 6 
 

1.1 Weaknesses 1.2 Controls 

1.1.1 Timekeeping and 
supervision 

 Overtime is not approved by the 
supervisor. √ 

 Employees are not required to 
produce identification at the 
turnstile. √ 

 The security guard supervises 
movement at the turnstile during 
busy periods of the day only, which 
may result in invalid clocking by 
employees e.g. clocking for an 
absent fellow employee. √ 

 The same procedures are followed 
for regular time and overtime 
clocking in at the turnstiles√ 
 

1.2.1 Timekeeping and supervision 
 

 All overtime should be formally approved 
and documented prior to the overtime 
being worked. √ 

 The supervisors should perform the 
following functions and controls: 
o Add the normal and overtime hours 

from the clockcard and enter the totals 
on the clockcard. √ 

o Review the clockcard for 
reasonableness.  √ 

o Ensure that overtime worked was pre-
approved. √ 

 Employees must show their identification 
cards to the security guard when entering 
or leaving the warehouse. √ 

 The turnstile and clocking device should 
be locked when the security guard is not 
manning the turnstile during normal 
clocking hours. Normal clocking hours 
should be established. The clocking 
machine should be locked at all other 
times. √ 

 Employees working overtime should clock 
out after having alerted the security guard. 
√ 

1.1.2 Payroll preparation 

 Inadequate checks are carried out 
on Apple Smith‟s work by an 
independent body. √ 

 Apple Smith telephonically instructs 
the cashbook clerk to prepare the 
net wages cheque. √ 

 The wage cheque is made payable 
to “Cash”. √ 

 The cheque signatories do not 
review the payroll prior to signing 
the cheque. √ 

1.2.2 Payroll preparation 

 Berry Khumalo and/or Granny Tree should 
perform the following checks: 
o Agree hours (normal and overtime) to 

the clock card. √ 
o Agree the wage rate and deductions to 

the authorised wage list and 
schedules. √ 

o Inspect the clockcard for the signature 
of the supervisor.  √  

o Reperform calculations, casts and 
extensions. √ 
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 Paypackets are prepared by Granny 
Tree on her own and are not 
checked. √ 

 Granny does not sign for receipt of 
cheques. √ 

 

 Berry Khumalo and/or Granny Tree should 
perform a detailed reconciliation between 
the current and prior week‟s net wage 
total. √ 

 The supervisors should review the payroll 
for reasonableness and reconcile their 
control totals to the wage sheets and sign 
the payroll as evidence of this review. √ 

 Apple Smith should complete a cheque 
requisition which should be authorised by 
Berry Khumalo prior to being presented to 
the cashbook clerk. √ 

 The cheque should be made payable to an 
individual since it is easy to misappropriate 
a “cash” cheque. √ 

 The authorised signatories should ensure 
by inspection that 
o the cheque requisition is signed by 

Berry Khumalo √ 
o the cheque amount agrees exactly to 

the net wages on the payroll √ 
o Berry Khumalo and the supervisors 

have signed the payroll as evidence of 
their checks  √  

o they should sign the payroll 
themselves √ 

 Granny Tree should prepare the pay 
packets with the accountant. √ 

 

1.1.3 Payment of wages 

 There is inadequate control over the 
movement of the pay packets 
between Granny Tree and the 
departmental supervisors. In the 
event of a pay packet going 
missing, it would be difficult to 
isolate responsibility to a specific 
person.√ 

 There is inadequate control during 
the wage payout. √ 

 The department supervisors are 
responsible for paying out wages – 
poor division of duties. √ 

 Employees do not identify 
themselves on receiving their pay 
packets. √ 

 Discrepancies between cash 
received and payslips are not 
recorded at the payout. √ 

 

1.2.3 Payment of wages 

 The wage payout should be conducted by 
an independent person with the supervisor 
in attendance. √ 

 Employees should present their 
identification to the “paymaster”. √ 

 Employees should open their pay packets 
at the payout and report any discrepancies 
between the payslip and cash counted to 
the “paymaster” for recording. √ 
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(Maximum of 12 marks each for question 1.1 and 1.2) 
Comments  
 
Full sentences must be used when writing weaknesses and controls.  A weakness is a gap in 
the controls which might cause the organisation to lose money or be exploited.  Don’t confuse 
this with risks.  When you have to identify risks you must give a reason why this weakness is a 
problem.  Take the last weakness listed, for example.  If you had to list the risks it would be 
worded as “Discrepancies between cash received and payslips are not recorded at the payout, 
therefore money may be lost/stolen”. 
 
The controls provided must link to the weakness you have identified.  You have to identify the 
control that must be in place to ensure that the organisation will not be exploited.  You should 
also consider whether the organisation’s processes are computerised or not.  Implementing a 
new computer system is not a control.  How the computer system assists the organisation in 
mitigating risks and improving the control environment will, however, be the controls. 
 
QUESTION 2                  30 marks 
  
2.1 Ratio Analysis 
 
Reference: Study guide, study unit 3.1.8 
 
2.1.1 Stock turnover rate: 2012 

Cost of Sales/ Average Stock√ 
= 40 600½/22 500½ 
= 1.80 ½ times ½  
                       (3) 
2.1.2 Average outstanding term of debtors: 2012 
 

Average outstanding debtors/Credit sales x 365/1√ 
= 34 350½/60 800½ x 365/1 
= 206.21½ days ½                 (3) 

 
2.1.3 Gross profit ratio: 2012 
 

Gross profit/turnover x 100/1√ 

= 29 900/70 500 x 100/1√√ 
= 42,4½% ½             

(4) 
2.2 Ratio Analysis 
 
Reference: Study guide, study unit 3.1.8 
 
Short-term liquidity 

 2011 2012  

Stock turnover ratio (½) 1,12 times  1,80 times 

Average outstanding debtors (½) 194,1 days  206,21days 
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Stock turnover has increased. (½) this is to the advantage of Horses Galore (Pty) Ltd.  Stock 
has been converted into profit more frequently than was the case in 2011. √  
The increase in outstanding debtors is a big risk for the company. (½) The longer these debts 

remain outstanding, the less likely the possibility of receiving that money. √ This, in turn, 
increases the risk of bad debt and places the company‟s cash flow under strain. √ 
 
Performance ratios 

 2011 2012  

Gross profit ratio (½) 49,7%  42,4% 

 
The decrease in the gross profit ratio is an important indicator of the organisation‟s results. 
(½). It may point to a deviation from the selling price policy or may be an error in any of the 
ratio components. √                    

(Maximum of 5 marks) 
2.3 Risks 
 
Reference: Study guide, study unit 3.3 
 

 Bad publicity and loss of clients due to the sale of bridles that injure horses. √½ 

 High risk of bad debts being incurred due to the change in policy. √½ 

 Bad publicity and loss of clients due to the law suit brought against the company. √½ 

 Possible loss of R250 000 if the company is found to be negligent. √½ 

 Imported vaccines are a high risk because quality control may not meet SA standards. 
√½ 

 Since vaccines are imported, timeous stock supply is a big risk factor. √½ 

 Imported stock means the risk of exchange fluctuations. √½ 

 The current economic climate does not lend itself to expensive sports and hobbies such 
as horse riding. People may give up this type of recreation.  √½ 

 The short-term liquidity of the company seems to be a possible future risk. √½ 

 The changes in performance ratio may be an indicator of risk. √½ 

 The industry is highly regulated, which increases the risk of non-compliance and fines 
being incurred. √½ 

(1½ mark for each valid risk, fully described; maximum of 10 marks) 
 

2.4 How internal auditing can assist management 
 
Reference: Study guide, study unit 1.1.3 
 
According to the definition of internal auditing, internal auditors 

 assist the organisation in achieving its objectives. √ and 

 evaluate and improve the effectiveness of risk management, control and governance 
processes through a systematic disciplined approach. √ 

More specifically, internal auditors: 

 Increase the organisation‟s performance. √ 

 Increase the quality of the management process by √ 
o identifying business risk. ½ 
o monitoring activities and systems which managers at all levels cannot monitor 

themselves. ½ 
o assisting management with problem solving. ½  
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o providing assistance by means of investigations of a reactive and proactive nature, 
such as the evaluation and promotion of strategic management practices.½ 

 Improve internal control. √      
(Maximum of 6 marks) 

 
Comments on question 2 
 
The question dealt primarily with ratio analysis, the interpretation of the results and risk 
assessment.   
 
You must be able to do the calculations of any ratios that are covered in your study guide.  Do 
not skip this part of the paper.  The key to success in this type of questions is knowing the 
ratios of by heart.  Remember to bring your calculator to the exam.  Also remember to 
formulate your answer correctly, i.e. per time, percentage or days. 
 
You must also be able to interpret the results of the ratios.  Make sure that you understand 
how changes to the parameters will influence the results of the ratio and what that means to 
the organisation.  Also consider what can be done to improve ratios, for example, if the gross 
profit ratio is low, would it be best to increase the organisation’s profit margin or would there 
be a possibility to lower the cost of sales? 
 
Question 2.3 required you to identify risks. Did you notice that many of the risks include “due 
to”?  This is just a guideline to assist you to formulate the risks correctly.  Carefully read 
through the scenario given and consider the implications of each sentence. 
 
QUESTION 3                  21 marks 
 
3.1 Relationship between audit objectives and audit procedures 
 
Reference: Study guide, study unit 3.4  
 
Audit objectives 
Objectives are those things what one aims to achieve – a purpose to an end. Audit objectives 
are pursued in all activities and are governed by the audit scope. √√ 
 
Audit procedures 
Audit procedures are the techniques the auditor employs to determine whether objectives 
have been met. √ 
 
Relationship example 
For example, if the audit objective is to ensure that debtors actually exist, the audit procedure 
may be to perform a debtors circularisation. √√         

(5 marks) 
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3.2 Importance of audit programme 
 
Reference: Sawyer, chapter 5 
 
The audit programme gives directions for the examination and evaluation of the information 

needed to meet audit objectives within the scope of the audit assignment.√ 
 
The internal audit programme is a guide to the internal auditor and an indication for the audit 

supervisor that certain audit steps will be taken.√ The audit steps are designed to gather audit 

evidence√ and to permit internal auditors to express opinions on the efficiency, economy and 

effectiveness of the activities to be reviewed.√ 
Other benefits of a well constructed audit programme are that it: 

 Provides a basis for assigning work to auditors. √ 

 Provides a means, through time budgets of controlling and evaluating the progress of the 
audit work. √ 

 Permits audit supervisors and managers to compare what was performed with what was 
planned. √ 

 Assists in training inexperienced staff members in the work steps of an audit.√ 

 Provides a summary record of work done. √ 

 Helps familiarise subsequent auditors, through programmes for past audits, with the kind 
of audit work carried out and how long it took. √ 

 Ensure compliance with the International Professional Practice Framework.√ 

 Benefits supervisors by reducing the amount of direct supervision needed. √ 

 Presents appraisers of the internal audit activity with a starting point from which to 
evaluate the audit effort. √ 

 (Maximum of 4 marks) 
3.3 Audit procedures 
 
References:  Study guide, study unit 3.4  
  Jackson & Stent, chapter 10 
 

 Obtain a list of all the accounts receivable balances as at the end of the month in 
question and check the total with the accounts receivable control account in the general 

ledger. √½ 

 Assess individual debtor accounts on a monthly basis and follow up on any unexpected 

fluctuations. √½ 

 Agree the balances on the accounts receivable statements to the list of accounts 

receivable. √½ 

 Enquire from the manager if any of the accounts on the list have been handed over for 

collection to a collecting agency or lawyers. √½ 

 Include a negative accounts receivable confirmation in all the statements before these 

are posted to the various customers and post the statements yourself. √½ 

 Select a sample of the statements and agree the personal details of the customer with 

the customer‟s original application and follow up on all discrepancies. √½ 

 Do a positive circularisation on a sample of the largest balances, follow up on all the 

differences received and any of the outstanding confirmations. √½ 

 Follow up on all enquiries or complaints received from customers and consider the 

impact of these on the reliability of the system. √½ 

 Follow up on all the statements posted to customers and returned and find out why these 
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were not delivered to the customer. √½ 

 Review the credit notes passed in the subsequent month and agree the details of such 
credit notes with books that were returned. Consider the impact and validity of frequent 

returns. √½ 

 Follow payments made during the next month through to the statements. √½ 

 Obtain an age analysis and agree on the interest charged for the month with the total of 
the long outstanding accounts with a view to establishing the reasonableness of the 

interest charged. √½ 

 Review the age analysis and the subsequent payments and consider the possibility of 
recovering long outstanding accounts.   Enquire from management what steps it will take 

to recover those amounts. √½ 

 Review the monthly debtors reconciliation and ensure that the same amounts are not 

repeated and used as a balancing figure.√½  

 Inspect the correct processing of transactions by comparing receipt of payment from 
debtor to entries made on the debtor‟s account. (Similar procedures receive a maximum 
of 3 marks.) 

 Calculate the accounts receivable turnover and inventory turnover and compare the 
results to the results of the previous financial year. (Similar procedures receive a 
maximum of 3 marks.) 

 Inspect transactions processed on the last day of the financial year to ensure that all 
transactions that should have been processed for this financial year, have been 
processed.  (Similar procedures received a maximum of 3 marks.) 

 Review reports drawn from the information system and determine the reliability of the 

information by comparing it with original documentation. √½ 
(1½ marks per correct audit procedure with a maximum of 12 marks) 

 
Comments  
 
Both questions 3.1 and 3.2 were theoretical questions, while question 3.3 required you to 
formulate audit procedures.  Audit procedures usually start with a verb which indicates an 
action that can be performed.  When answering these kinds of questions, don’t just write any 
procedure you can think of.  Always keep the question in mind.  This question focused on the 
accounts receivable balance found in the balance sheet.   

 
QUESTION 4                  10 marks 

 
4.1 How audit working papers can assist an internal auditor with the compilation of 

the final internal audit report 
 
Reference: Practice Advisory 2330-1, Study guide, study unit 4.3 
 
Internal auditors must document relevant information to support the conclusions and 

engagement results.√ 
 

Working papers document the information obtained, √the analysis made, √and the support for 

the conclusions and engagement results.√ 
 

The working papers document whether engagement objectives were achieved.√ 
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It is therefore one of the principal sources of information used when an internal auditor 

compiles the final audit report.√                    (Maximum of 4 marks) 
 
 
4.2 List of requirements that a written internal audit report should comply with to 

capture and hold the interest of senior executives 
 
Reference: Study guide, study unit 5.1 
 
An internal audit report that meets these criteria should be able to capture and hold the 
interest of senior executives: 
 
1. Give a brief summary of audit results at the beginning of the report. √ 
2. Report must be timely. √ 
3. Report must only contain matters of substance. √ 
4. The auditee‟s comments must be included. √ 
5. Report must be professional and totally objective. √ 
6. Report must be well written, easy to understand and presented in a logical manner. √ 
7. Report must be clear and concise. √ 
8. Report must be couched in constructive terms. √ 
9. The audit process must be explained as a participative adjunct to management. √ 
10. The structure of an audit finding must be explained in simple terms. Findings should 

illustrate the criteria, condition, cause and effect to show the impact of the finding on the 
organisation.√ 

11. The report must include an explanation of how management can obtain the aid of the 
audit staff to solve management problems. √ 

12. Recommendations should be practical and should add value to the organisation.√   
         (1 mark for every valid point – maximum of 6 marks) 

 
Comments on question 4 
 
Both question 4.1 and 4.2 were theoretical questions.  You had to think open-mindedly about 
question 4.2.  If your recommendation was reasonable and implementable, then marks would 
have been awarded. 

 


