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1 BRIEFING 
 

This tutorial letter contains the solutions to Assignment 02 for this semester. The lecturer 

has marked a selection of the questions in this assignment. The marks you received for your 

answers to these questions will constitute your mark for this assignment and will contribute 

towards your year mark. 

You need to assess your answers to the other questions yourself by comparing your 

answers with those provided in this tutorial letter. 

Use the marking plan as a guide to award yourself marks for your answers. Take care not 

to mark the same concept more than once just because it appears more than once, perhaps 

in different words or a different format. 

After you have marked your own answers, reflect carefully on your result to determine why 

you could not allocate full marks to your answers. Please ensure that you allocate marks 

only to valid answers. It is imperative that you identify your problem areas now, while you 

can still do something about them. If you do not solve all your problems as soon as you have 

identified them, you may repeat the same mistakes in the examination, and that could prove 

extremely costly.   

Marking your answers should enable you to identify any problems you may be experiencing. 

Your marks for this assignment will indicate your level of knowledge of the content of the 

module at this stage. You should still have enough time left to revise the work and solve the 

identified problem areas before the examination. 

We trust that you have found the assignment both interesting and informative and that it has 

served as an aid for your examination preparation. Should you encounter any difficulties 

with this module in internal auditing, please do not hesitate to contact us. 

Lecturer: AUI3702 
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2 KEY TO ASSIGNMENT 02/2018 (FIRST SEMESTER) 
 

Question 1                    30 marks
                                                      

Question Correct answer 

1.1 2 

 

Question Correct answer 

1.2 1 

 

Question Correct answer 

1.3 4 

 

Question Correct answer 

1.4 3 

 

Question Correct answer 

1.5 3 

 

Question Correct answer 

1.6 2 

 

Question Correct answer 
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1.7 3 

 

Question Correct answer 

                         

1.8 2 

 

Question Correct answer 

1.9 2 

 

Question Correct answer 

1.10 1 

 

Question Correct answer 

1.11 4 

 

Question Correct answer 

1.12 4 

 

Question Correct answer 

1.13 1 

 

Question Correct answer 
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1.14 4 

 

Question Correct answer 

1.15 2 

 

Question Correct answer 

1.16 2 

 

Question Correct answer 

1.17 3 

 

Question Correct answer 

1.18 3 

 

Question Correct answer 

1.19 3 

 

Question Correct answer 

1.20 3 

 

 
 

 



7 
AUI3702/202/1 

 

 

 

 

Question 2                     32 marks 

 

2.1 Two major risks 

The extent of the risk a cash-based business will face depends on the controls that are in 

place but generally the major risks are as follows: 

 Loss to the business by theft of cash either by an employee working alone, e.g. a till 

operator not ringing up a sale and keeping the money from the customer or by 

employees colluding with each other.  A further example is the risk of theft by an 

employee in the cash sale/recording/banking process who has access to the cash 

and the records pertaining thereto; cash can be stolen and the records amended, to 

conceal the theft.                          (1) 

 The risk of armed robbery and injury to employees as there is usually cash on the 

premises or in transit to the bank.                 (1) 

[2] 

2.2 Control environment 

The control environment sets the tone of the business with regard to the control 

consciousness of its employees.                    (1) 

In an owner-managed business such as Quick Cash this control awareness will be directly 

and strongly influenced by the attitude, awareness and actions of the owner-manager.  A 

small group of employees working together will follow the example of the leader.            (1) 

The owner should, by his actions, convey that he has strong business and personal ethics 

and integrity:                     (1) 

 There should be no suggestion that cash sales should not be recorded to avoid tax and/or 

VAT (the bookkeeper would pick this up).                (1) 

 Ethical personnel practices and policies should be put in place 

* before anyone is employed, particularly those who will have access to cash, 

as thorough a background check as possible should be done on the individual 

                          (1) 

* Employees must be fairly remunerated and treated with decency and respect 

(This will be reflected in the owner’s philosophy and operating style.)         (1) 

* Some kind of incentive scheme which makes employees feel that they are 

part of the business should be considered        

       (1) 
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* The owner must ensure that employees in this cash business are physically 

protected, e.g. from armed robbery.             (1) 

* At the same time, any theft or dishonest practice should result in dismissal 

and employees must be aware of this.            (1) 

The owner-manager will be involved in the day-to-day running of the business and must be 

part of the control activities, e.g. he should check and authorise daily cash reconciliations.  

It is important that he conduct these control procedures meticulously and is seen by the 

employees to be doing so.  (If he displays a “slack” attitude to his control duties, employees 

will soon follow.)                                  (1) 

The owner should also conduct frequent and regular performance reviews of the till 

operators.  Reports of supervision overrides and of cash sales by till operator, by checkout 

lane, by day, etc, should be produced by the bookkeeper and analysed for trends, e.g. sales 

through a checkout lane 1 are consistently lower when till operator 3 is on that checkout 

lane.  Cashiers should be aware that this performance control takes place.                 (1) 

[Maximum 10 marks] 

2.3   Policies, procedures and control activities 

Large amounts of cash must not accumulate in the cash registers, for example, each 

register should be emptied twice a day.                        (1) 

Cash should not be left in the cash register drawer overnight.              (1) 

When cash is to be cleared from the cash register 

 the checkout lane should be closed                        (1) 

 the portion of the till roll reflecting the cash sales rung and the cumulative total should 

be removed from the cash register, and the cash accumulator will be set back to zero 

                            (1) 

 the key to the cash register till roll compartment should be held by the till supervisor  

                           (1) 

The cash drawer will be removed by the till operator in the presence of the supervisor and 

will be taken by the two of them to a secure back office.              (1) 

The two individuals should then count the cash and reconcile it to the accumulated total 

retained by the cash register on the till roll.                 (1) 

 The reconciliation will take into account the cash float provided to the till operator at the 

start of each day as well as any discrepancies, e.g. customer given incorrect change. 

(1) 
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 The reconciliation should be recorded on a multi-copy, pre-printed, numerically 

sequenced document and should contain details such as date, time, till operator and the 

reconciliation itself.                    (1) 

 Both the till operator and the supervisor should sign the reconciliation in an allotted 

space.                      (1) 

 At no stage during the counting of cash should either party leave the room.            (1) 

 The cash itself should be placed in a secure safe.                (1) 

 In addition to being emptied and reconciled during the day, all tills must be emptied and 

reconciled at the end of the working day.  The same procedures will be followed.      (1) 

After the final reconciliation, the (six) reconciliations should be consolidated by the 

supervisor onto a pre-printed, sequenced “daily cash sales summary” which will contain 

details of the total takings at each cash register.                (1) 

 The individual till rolls (which reflect sales) will be attached to the cash sales summary 

and cross-referenced to it.  These will be handed to the owner.                         (1) 

 The owner should check the accuracy of the summary by reference to the individual 

reconciliations and the (independently produced) accumulated sales on the till rolls.  

                            (1) 

 He should cast the reconciliations and summary, follow up on any unusual reconciling 

items and sign and date the cash sales summary.                           (1) 

 The cash sales summaries and till rolls should be filed in date order.                   (1) 

 

Cash should be banked regularly and intact (i.e. cash should not be kept to pay wages or 

expenses).                            (1) 

 The owner should arrange for the collection of cash by armed security; employees 

should not be expected to take the money to the bank.                     (1) 

 If the cash collection takes place each morning, cash must be kept overnight in the safe. 

                                     (1) 

 

Whenever the cash collection takes place, it amounts to a transfer of the cash from the 

custody of one party to another (Quick Cash to security company), and cash be counted, 

agreed to the bank deposit slip (or similar document) which should be signed by the owner 
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and the security company.  (Note: the security companies have different methods, but the 

principle remains the same.)                         (1) 

 The deposit slip (similar document) should be made out by the owner from the daily 

cash summary sheet.  The document should be cross-referenced.                  (1) 

 

The deposit slips should be passed to the bookkeeper for entry into the cash receipts journal.  

Before making the entry, the bookkeeper should                          (1) 

 agree the amount on the deposit slip to the daily cash sales summary                   (1) 

 confirm the date sequence of the deposit slip and summary                       (1) 

 

On receipt of the bank statement, the bookkeeper should reconcile the deposits entered in 

the cash receipts journal with the bank statement.               (1) 

[Maximum of 20 marks] 

[32] 

Question 3                     38 marks 

 

3.1 Risk identification 

 

Yes, I would agree with my senior.                 (1) 

Motivation: 

The authorisation process is inadequate, should be two authorising signatories.             (1) 

* As only one of three authorised signatories is required, it would be a reasonably simply 

matter for an employee to have the same journal entry passed twice by presenting the 

genuine JER to one signatory and then later presenting the false JER to another 

signatory.                           (1) 

* This weakness is compounded by the fact that the signatory does not indicate in any 

way that he or she has reviewed the supporting documentation; it should be signed or 

stamped accordingly otherwise it can be presented a second time, to support a false 

JER.                             (1) 

 
Returning the JER to the requester provides the opportunity for the requester to alter the 

JER before passing it on for capture.                        (1) 
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It appears that the clerical assistant does not check the JER for authorisation but simply 

captures what s/he is given.                  (1) 

 
There is only one copy of the JER which weakens audit trail and makes it much easier for 

evidence of an unauthorised journal entry to be destroyed  (compounded by the fact that it 

is filed in the accounting department’s general space).                         (1) 

 
There is no reconciliation or supervision of the computerised log of journal entries to the JER 

by a senior staff member.                              (1) 

* The clerical assistant could be passing journal entries e.g. writing off a debtor’s account 

in collusion with other members of staff.                                 (1) 

* Members of staff could be bypassing the authorising step and simply sending the JER 

through for processing.                    (1) 

[Maximum of 10 marks] 

 
3.2 Sampling 
 
Step 1 : Define the objective of the test.                       (1) 

 : We wish to gather evidence on whether all journal entries are authorised, i.e. 

that they are signed and supported by appropriate original documentation. 

                          (1) 

 [2] 

 
Step 2 : Decide on the procedure to be performed.                     (1) 

 : We must specify the “error (deviation) condition”, in this case unauthorised 

JERs.  The procedure will be to select a sample of journal entries from the 

computerised log (or transaction file if it is available) of journal entries and 

trace them to the JERs which will be inspected for the signature of one of the 

approved signatories, and traced to original supporting documentation.      (1) 

[2] 
 

Step 3 : Define the population (appropriate and complete).                     (1) 

 : The population will be all journal entries passed for the year under audit, 

listed (numerically) on the computerised log of journal entries. Note: the start 

and end points of the population can be established as the JERs are 

sequenced.                    (1) 

[2] 
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Step 4 : Define the sampling unit.                        (1) 

: The sampling unit will be a (each) journal entry.              (1) 

[2] 

 
Step 5 : Determine the sample size.                       (1) 

 : If we are to use a statistical package (as requested) we will need to define 

the following: 

   * confidence level (½) 

   * precision (½) 

   * tolerable rate of deviation rate (½) 

   * expected rate of deviation rate (½) 

   * population size (½) 

These parameters can then be applied to the appropriate formulae tables to 

give sample size.              (1) 

Note: If a non-statistical package is used, the sample size will be made 

judgementally.                       (1) 

[Maximum = 5 marks] 

 
Step 6 : Decide on the sample selection method. (Select the sample.)                 (1) 

: As we require a statistical sample, the selection must be done on a random 

basis to afford every journal entry an equal chance of selection.                     (1) 

: As we have software available we would use a “random number generator” 

and select by JER number.                        (1) 

 [3] 

 
Step 7 : Perform the audit procedures                        (1) 

 : We will extract the journal entries whose numbers appear on the random 

selection.                    (1) 

 : We will then obtain the JER and inspect it to determine whether it was 

authorised and supported.                  (1) 

[3] 

 
Step 8 : Analyse the nature and cause of errors (deviation).              (1) 
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 : We will analyse the sample results and consider the cause of the deviations 

including whether the deviations are anomalous or not.                       (1) 

[2] 

 
Step 9 : Project the sample results over the population.               (1) 

 : We will then calculate the number of deviations (see step 2) in the sample and 

using the formula/tables and parameters set in step 5, calculate the estimated 

rate of deviation for the population.                          (1) 

[2] 

 
Step 10 : Conclude                          (1) 

 : Compare projected deviation rate to tolerable deviation rate and conclude on 

whether our results fall within acceptable (pre-set) parameters.            (1) 

 : Decide on the need for further audit procedures.              (1) 

[3] 

[Total of 26 marks] 

 
3.3 Fraud identification 
 
No, we cannot assume that fraud has occurred.                (1) 

 

We did not test for fraud, we tested whether journal entries were authorized.  Even though 

we discovered an unacceptable level of unauthorised journal entries, we cannot conclude 

that they were fraudulent/that there was any intent to misrepresent.  It may simply be that 

an employee forgot to have the JER signed (perhaps in a hurry) and the weak internal 

controls did not pick it up.                          (2) 

 

Of course the results have to be carefully followed up because we have been alerted to 

potential fraud.                     (1) 

[Maximum = 2 marks] 
 

---©--- 
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