	

	L GREBE 
	SOLLUTIONS TO CG1
1.    An executive director is a director who is involved in the management of the company and/or is a full-time salaried employee of the company and/or its subsidiary.2.A non-executive director is…the opposite of the above! 3. An independent, non-executive director:  is not a representative of a shareholder who has the ability to control or significantly influence management does not have a direct or indirect interest in the company (including its holding or subsidiary company) which is material to the director or the company. (A holding of 5% or more is considered material)
·         has not been employed by the company (or group) in any executive capacity for the preceding three financial years is not a member of the immediate family of an individual who is, or has been during the previous three financial years, employed by the company (or group) in an executive capacity is not a professional advisor to the company is free from any business or other relationship which could be seen to interfere materially with the individual’s capacity to act independently does not receive remuneration contingent upon the performance of the company.

4. The chairman of the board:   Should be and independent non-executive director .
·     CEO of the company should not also fulfil the role of chairman of the board ·  The role of the chairman should be formalised. The chairman’s ability to add value, and his performance against what is expected of his role and function, should be assessed every year
Note: these are some of the main recommendations regarding the chairman. Refer to your King III Report for more detail.
5. The board should: Comprise a balance of power, Appointments should be a matter for the board as a whole, assisted by the nominations committee. minimum of two executive directors of which one should be the CEO and the other the financial director Note: these are some of the main recommendations regarding the chairman. Refer to your King III Report for more detail
6. The majority of directors should be non-executive directors. And of these non-executive directors, the majority should be independent. (This will ensure that all power does not invest in one person / small group, and who is involved in the business.)
7.    At least four times per year. Directors should ensure that they have the time available to attend. Note: Remember that a board should always appoint audit-, risk-, nomination- and remuneration committees.
Note: Remember that a company should always appoint a company secretary as well.
Note: These are some of the main recommendations of the King III Report. Refer to your King III Report for more detail.
(2013-02-28 13:22) 

	L GREBE 
	CG1. SHORT QUESTIONS: BOARD OF DIRECTORS
 
1.    What is an executive director?
2.    What is a non-executive director?
3.    What is an independent, non-executive director? 
4.    What are the recommendations of King III with regards to the chairman of the board? 
5.    What are the recommendations of King III with regards to membership and the appointment process of the board?
6.    Briefly, what does it mean when we say the board must comprise ‘a balance of power’?
7.    How often should the board of directors meet? 
(














TOPIC 4: REVENUE AND RECEIPTS
STEP 1: NATURE OF REVENUE TRANSACTIONS
It is important to know the functions and documentation in the revenue cycle before you can audit the cycle. Start by studying the basic functions for any revenue and receipts cycle in section 4 of Jackson and Stent (2012:10/2-10/3). Now study the more detailed narrative description in section 5 of Jackson and Stent (2012:10/3-10/5) for each function mentioned in section 4. Note the specific actions and documents in each function as indicated in this example from the textbook below:
	 
 
See Jackson & Stent (2012:10/4)
 
5.1       Order department
 
*          in a manual system, all orders received by the order department should be entered manually onto a pre-printed, sequenced, multicopy, internal sales order (ISO) regardless of how the order is received, e.g. by phone, through the post, fax or by email
*          the order clerk will take the ISO to the credit management department to have the ISO signed (authorised) once the customer’s credit standing has been checked by that department
*          if an order is received from a non-account holder, the credit management department will go through the process of checking the customer’s creditworthiness and setting credit terms and limits as described in 5.6
*          a copy of the ISO will be delivered to the warehouse to act as the “picking slip” i.e. the document which informs the warehouse employees as to which goods to select for despatch to the customer
*          a copy of the ISO will be filed in the order department in numerical sequence and a copy will be sent to the accounting department.
 


 
Do this for each function in the cycle. Refer to section 6 of Jackson and Stent (2012:10/6-10/7) for a description of the documents if necessary.
 
STEP 2: INTERNAL CONTROL MEASURES AND TESTS OF CONTROLS IN THE CYCLE
Risk
Internal controls (internal control measures) are management’s responses to risks in a business. So, in order to be able to formulate internal controls, you have to be able to identify the risks associated with each function and activity in a business cycle. 
Go to Jackson and Stent (2012:10/10-10/19): these pages repeat the functions and documents explained in step 1 of this forum, but now also include the risks and related internal controls. First work through the mentioned risks and see how they logically relate to the functions. Will you be able to derive risks from functions provided to you in a question in the exam?
Internal control measures
Now that you know what the risks are for each function, design internal controls to address each risk. It is not necessary to memorise the internal controls in the text book. You should use the control activites to logically formulate the internal controls.  The following example from the text book indicates the control activity relevant to each internal control in the ordering function:
	RECEIVING CUSTOMER ORDERS (ORDER DEPARTMENT)
	 

	FUNCTION
	DOCUMENTS
RECORDS
	RISKS
	 

	 
     To record orders from customers and initiate action to fill them.
Orders will be received in document form (customer order) or over the telephone. Internet orders are dealt with in Chapter 9.
Persons receiving the order need to establish that the customer is a valid customer and that the details of the order are accurate and complete in every respect, e.g. description, quantity, delivery address. As this is the initiation of the transaction, it is particularly important to get everything right. If customer does not have an account they must be referred to the credit manager who will send the customer a credit application.
	 
Customer order
Internal sales order (ISO)
 
Price lists
	 
*     order may be accepted from a non-account holder.
 
*     orders may not be acted upon timeously or at all, resulting in a loss of sales and customer goodwill.
 
*     inaccurate or incomplete order details may be recorded which will result in incorrect deliveries, returns and customer dissatisfaction.
 
 
 
 
 
 
	 

	 
CONTROL ACTIVITIES INCLUDING BRIEF EXPLANATORY COMMENTS

	 
1.     record all orders on sequentially numbered internal sales orders. [Isolation of responsibility / Approval, Authorisation]
2.    no orders to be accepted if the customer is not an approved customer, e.g. no account number (NB we are dealing with a credit sales system). Order clerk will check approved customer list [Approval, Authorisation / Segregation of duties]
3.     attach customer order to internal sales order and have second staff member cross check detail (if practical) [Segregation of duties]
4.     for phone orders, order clerk to:
4.1 request customer’s account number
4.2 request customer’s order reference
4.3 confirm all order details, including delivery address and price of goods, by reading order details recorded back to customer [Approval, Authorisation / Comparison and reconciliation]
5.     order clerk to sign all ISOs to indicate performance of control activities [Isolation of responsibility]
6.   on a regular basis, ISOs to be sequence checked (for completeness), and matched to delivery notes to identify any orders that have not been acted upon. [Approval, Authorisation]

	 


 
Do this for each function in the cycle.   It often happens that a certain control activity is more relevant than others for a function, based on the risks in that function. As illustrated above, approval and authorisation is an important control activity when receiving customer orders. The control activity of comparison and reconciliation will in turn be important when recording sales.
Controls in a computerised environment are also based on the control activities. We will clearly indicate if the controls in a computerised environment are required in questions in assignments or the exam. This is an important part of your studies and will be tested in the exam.
 NOTE: As mentioned above, a business’ system of control is its management’s responsibility and you should answer questions from the perspective of management.
TIP:  Formulate your internal controls as “should” sentences to ensure that you do not confuse control measures with tests of controls. For example “The order clerk should record all orders on sequentially numbered internal sales orders”.
NOTE: Since you should formulate internal controls using the control activities instead of memorising the text book, your answers in the exams and assignments do not need to be exactly the same as in the study material. All valid answers will earn marks.
	GREBE 
	RR1: SHORT QUESTIONS ON THE REVENUE AND RECEIPTS CYCLE
 
1.    What are the stages of a cash sale?
 
· Goods / services are requested from an employee of the business, or are selected by the customer to be paid for at an exit point. Typically there is no order document.
· The prices of the goods are rung up on a cash register and a total amount owed is calculated, or a cash sale invoice is created on a computer or manually.
· The customer hands over the cash and is presented with a receipt and change where necessary
· Before leaving the premises, a security guard may check the goods against the receipt / invoice.
· The cash is kept in the cash till until it is collected for banking.
· The cash is reconciled and a deposit slip is prepared. 
· The cash is banked.
· The cash receipts journal is written up and subsequently posted to the general ledger.
 
2.    Name the internal controls that could be introduced to ensure that all cash sales are completely accounted for.
 
a. Computerised invoices have to be numbered sequentially
b. There should be adequate segregation of duties between the person who issues the invoices and the person who receives the payment.
c. No goods may be handed over to customers by the sales staff unless they have been shown a copy of an invoice stamped “paid”
d. A summary of all the invoices should be reconciled daily with the cash receipts. This reconciliation should be checked by a senior person and any deviations should be followed up.
e. The recording in the cash receipts journal should be checked by an independent person and compared with the daily summary of invoices.
(2013-05-02 09:30) 



1.    How    many members should an audit committee have and what should ‘the balance of power’ be? 
2.    Member should be suitably skilled and experienced. Which of the following members of the audit committee of A Co Ltd meet these requirements:
·         Mr A – CA(SA)
·         Mrs B – IT specialist who knows the company’s financial systems.
·         Mr C – has previously been the company’s secretary for 5 years 
·         Mrs D – chairlady.
3.    How many times a year must the audit committee meet?
4.    What is the audit committee’s role with regards to internal- and external audit?

ANSWERS
1.    At least three members and should consist of only independent non-executive directors (because the independence of the audit committee is so NB!)
2.    Suitably skilled and experienced:
·         Mr A – yes, it is fair to accept that a CA(SA) has the accounting and auditing training and experience.
·         Mrs B – yes, she is an IT ‘specialist’ and her knowledge of the company’s financial systems qualifies her to be adequately skilled and experienced.
·         Mr C – no, he might have adequate knowledge and experience of the company, he does not have the necessary expertise to add value to the audit committee.
·         Mrs D – no, although her experience as chairlady would give her good knowledge and insight into the company, her qualifications aren’t indicated which means that she does not qualify. 
3.    At least twice a year.
4.    internal audit:
·         They should oversee the internal audit function.
·         The audit committee should meet with internal audit and external audit at least once a year, and that should happen without management being present.
·         Should recommend the appointment of the external auditor.
·         Should oversee the external audit process.
 
Note: These are some of the main recommendations of the King III Report. Refer to your King III Report for more detail.
 
 
1.    Briefly comment on the composition and membership requirements of the risk committee.
2.    What is the risk committee’s main function?
3.    But what if nothing changed from the previous year? Can they then do nothing this year?

ANSWERS
1.    Composition and membership of the risk committee:
·         Chairman of the board may not be chairman of the risk committee.
·         Should consist of at least three members.
·         Should consist of both executive and non-executive directors.
·         Should have adequate risk management skills and experience.
2.    They should consider the risk management policy and plan and monitor the risk management process.
3.    No! Risk is an ever present factor in modern day business. The risk management policy and plan should be reviewed constantly and a risk management process should always be in place as part of good internal control

	

	L GREBE
	TOPIC 5: ACQUISITIONS AND PAYMENTS CYCLE
STEP 1: NATURE OF EXPENDITURE TRANSACTIONS
It is important to know the functions and documentation in the expenditure cycle before you can audit the cycle. Follow the approach explained in the discussion forum positing on topic 4 to study the nature of this cycle. The source documents used in the cycle is also important - refer to section 6 of Jackson and Stent (2012:11/5-11/6) for a description of the documents if necessary.
 
STEP 2: INTERNAL CONTROL MEASURES IN THE CYCLE
Risk
Internal controls (internal control measures) are management’s responses to risks in a business. In order to be able to formulate internal controls, you have to be able to identify the risks associated with each function and activity in a business cycle. 
Go to Jackson and Stent (2012:11/9-11/13): these pages repeat the functions and documents explained in step 1 of this forum, but now also include the risks and related internal controls. First work through the mentioned risks and see how they logically relate to the functions. Will you be able to derive risks from functions provided to you in a question in the exam?
Internal control measures
Now that you know what the risks are for each function, design internal controls to address each risk. It is not necessary to memorise the internal controls in the text book. You should use the control activities to logically formulate the internal controls. 
Controls in a computerised environment are also based on the control activities. We will clearly indicate if the controls in a computerised environment are required in questions in assignments or the exam. This is an important part of your studies and will be tested in the exam.
(2013-04-03 10:49)

	· L GREBE 
	· AP1: SHORT QUESTIONS ON ACQUISITIONS AND PAYMENTS CYCLE
· 1.Name the risks to control when ordering goods.

· Ordering of incorrect or unnecessary goods, resulting in liquidity problems and wastage
· Ordering unauthorised goods resulting in losses to the company through fraud
· Requisitions not acted upon or orders not placed timeously or at all
· Obtaining inferior quality goods
· Paying unnecessarily high prices for goods
· Orders placed with suppliers not filled / not timeously filled
· Order forms misused e.g. for placing orders for private purchases.

· NB: DO YOU KNOW WHAT THE INTERNAL CONTROLS ARE FOR EACH OF THESE RISKS AND CAN YOU LINK THE INTERNAL CONTROLS TO EACH RISK?

· DID YOU KNOW THAT INTERNAL CONTROLS IN A MANUAL SYSTEM AS ILLUSTRATED IN AP1 ARE BASED ON THE SAME CONTROL ACTIVITIES FOUND IN COMPUTERS?

· 2.List the creditors masterfile internal controls

· All amendments to be recorded on hardcopy MAFs – no verbal instructions.
· MAFs should be pre-printed, sequenced and designed in terms of sound document design principles.
· The MAFs should be signed by two reasonably senior creditors section / accounting personnel. 
· The MAFs should also be cross referenced to the supporting documentation.
· Write access to the creditors’ masterfile should be restricted to a specific member of the section by the use of user ID and passwords.
· All masterfile amendments should be automatically logged by the computer on sequenced logs and there should be no write access to the logs.
· Screen aids and programme checks should be implemented to enhance the accuracy and completeness of the keying in of masterfile amendments and to detect invalid conditions.
· The logs should be reviewed regularly by a senior staff member e.g. the financial manager and any discrepancies should be followed up.
· The sequence of the logs themselves should be checked for any missing logs.
· Each logged amendment should be checked to confirm that it is supported by a properly authorised MAF and
· That the detail, e.g. the supplier’s bank account number, amounts, etc, is correct
· ·           The MAFs themselves should be sequence checked against the log to confirm that all MAFs were entered.



INVENTORY AND PRODUCTION CYCLE
	GREBE
	TOPIC 6: INVENTORY AND PRODUCTION
You should by now be familiar with the way in which to approach the business cycles when studying the nature of the cycle and internal contro. Refer to the discussion of topic 4 again if necessary.
Damage, loss and theft are big risks when it comes to inventory, so note the physical security controls over inventory in a warehouse. Related to the risk of theft, is the ‘existence’ assertion. Note how emphasis is placed on the existence of inventory when substantive procedures are performed. 
Cycle counts (regular inventory counts) performed by a company as part of their internal control over inventory means that differences between actual inventory on hand in the inventory warehouse and perpetual inventory records can be identified timorously and corrected before big financial losses are incurred. 
Year end inventory counts are performed by the auditor as part of substantive procedures to satisfy the existence assertion. 
(2013-04-03 10:51) 
Inventory counts 
Cycle counts
Must have frequent comparisons and reconciliations of actual assets to theoretical assets so that discrepancies can be timeously identified and investigated, and then preventive measures put in place to prevent the problem re-occurring.
Companies with large stock performs cycle counts (if operate perpetual inventory system of inventory).
Procedures of cycle count :
1. time of the count must be planned at the start of the year 
2. items to be counted must be identified – can be done different ways e.g. random samples, items susceptible to theft, high value items, section of warehouse or entire stock divided into sections so that all the items are counted at regular intervals during the year
3. physical inventory is then counted using acceptable method of counting and sound count controls
4. physical count number then compared to theoretical number on the perpetual inventory records and discrepancies entered into a sequenced inventory adjustment form
5. all discrepancies must be investigated by internal auditor and inventory controller
6. adjustments to records must be done by someone independent of custody, receiving and issue of stock and only after warehouse manager has reviewed the adjustment forms and authorised them by signing
7. perpetual inventory records must be reviewed periodically by senior warehouse personnel and any adjustments must be traced back to authorised inventory adjustment forms
8. overall analysis of discrepancies over a period must be conducted to identify trends (e.g. if frequent discrepancies in one section of warehouse only, then need to investigate that).




INV1: SHORT QUESTIONS ON THE INVENTORY AND PRODUCTION CYCLE
1.    Give the procedures to be followed when conducting a physical year-end inventory count.
 
· The count staff should be divided into teams of two, with one member of the team being completely independent of all aspects of inventory.
· All teams should be given a floor plan of the warehouse which should clearly demarcate the inventory locations for which they are to be held accountable.
· All inventory should be counted twice. 
· As items are counted they should be neatly marked by the counters. E.g. second counters should use a different coloured marker. Alternatively the tag system can be used.
· Where count teams identify damaged inventory or inventory in an area of the warehouse which appears unused / excessively dusty, these inventory items must be marked as such on the inventory sheets.
· The contents of boxes where the packaging appears to have been tampered with should be counted ant the details noted on the inventory sheet.
· A few boxes should be selected at random in each section and the contents compared with the description on the label to confirm that the contents have not been changed / removed and the seal replaced.
· The count controller (and assistants) should:
· Walk through the warehouse once the count is complete and make sure all items have been marked twice or that the detachable portions of all tags have been removed.
· Examine the inventory sheets to make sure that first and second counts are the same and agree to the quantities recorded on the perpetual inventory if there is one.
· Instruct the count teams responsible for sections where discrepancies are identified to recount the inventory items in question.
· The count controller should obtain the numbers of the last goods received not, invoice, delivery note and goods returned note used up to the date of the inventory count.
· No despatches of inventory should take place on the date of the inventory count.
· Any inventory received after the count has begun should be stored separately in the receiving bay, until the count is complete and must not be put into the stores. This inventory must be counted and added to the inventory sheets after the count is complete.
· The counters responsible for the count sheets should:
· Draw lines trough the blank spaces on all inventory sheets, and
· Sign each count sheet and all alterations.
· The inventory controller should check that this procedure has been carried out and should sequence test the inventory sheets to ensure that all sheets are accounted for.
· Count teams will only be formally dismissed once the count is complete and all queries have been attended to.
· NB: INV1 WAS ABOUT THE PHYSICAL COUNT PROCEDURES. DO NOT FORGET ABOUT THE OTHER BASIC PRINCIPLES TO ADHERE TO SUCH AS PLANNING AND PREPARATION, DESIGN OF STATIONERY AND WRITTEN INSTRUCTIONS.
· NB: THERE IS A DIFFERENCE BETWEEN THE CYCLE COUNT (JACKSON & STENT 2012:12/11) AND YEAR END COUNT (JACKSON & STENT 2012:12/12-12/13). MAKE SURE YOU READ YOUR EXAM QUESTIONS CAREFULLY! (REFER TO THE EXAM TECHNIQUES FORUM)


TOPIC 7: PAYROLL AND PERSONNEL 
Refer to the discussion of topic 4 again if necessary to remind yourself of how to approach the business cycles when studying.
Do you know what the biggest risks are for both the wages and salaries cycles? Which assertions are affected by these risks? See Jackson & Stent (2012:13/9-13/13).  
Internal control over a physical wage pay-out has been a favourite exam question in the past – there physical security over the cash is obviously a big risk. Remember to use the control activities.



	PP1: SHORT QUESTIONS ON PAYROLL AND PERSONNEL CYCLE
1.    1.Name the documents used in the payroll and personnel cycle
 
· Employment contracts / employee file
· Payroll amendment form
· List of employees
· Clock card
· Batch control sheets and batch register\
· Deduction tables and returns
· Payroll – wage journal
· Paypackets, payslips, salary advices 
· Unclaimed wage register
· Wage (or salary) reconciliation
· Logs, variance reports etc.
 
2.   2. Name the human resources (personnel) internal controls to be implemented.
 
· All requests for the appointment or dismissal of employees should originate from the section making the request, e.g. factory, stores, administration, etc, and should be in writing and a motivation provided.
· Requests should be signed by the section head and countersigned by the section manager after reference to the budget. Specifications of the position and the skills required will be agreed by the section and personnel.
· Changes to pay rates, promotions to higher employment grades and any other changes in service conditions, should be decided upon by the personnel department / wage committee after: 
· Due consultation with interested parties, e.g. the union representatives
· Consideration of relevant laws and regulations, e.g. overtime, pay rates, minimum wage regulations.
· Such changes should be documented and authorised by the authorising body (e.g. wage committee)
· All amendments to employee’s details arising from the above should be promptly committed to sequenced ayroll amendment forms which should be cross-referenced to the supporting documentation and authorised by a senior member of the personnel section.
· From time to time the file of PAFs should be reviewed for validity and gaps in sequence.
· Sound personnel practices should be followed to obtain honest, competent personnel
· Interviews, background checks, etc.
· A file should be kept for each employee and should include:
· Copies of relevant PAFs
· The employment contract
· Performance appraisals and disciplinary warnings
· Personal details including qualifications, background information
Pre-printed, properly designed – preferably sequenced – clockcards should be prepared for each employee on the valid employee list. Blank clockcards should be subject to strict stationery controls.
 NB:  CAN YOU NAME THE RISKS INVOLVED WITH HUMAN RESOURCES AND CAN YOU LINK THE CONTROL ACTIVITIES THAT MITIGATE EACH RISK?


	GREBE
	Refer to the discussion of topic 4 again if necessary to remind yourself of how to approach the business cycles when studying.
The risk of theft of assets is a big risk in this cycle, for example the physical safeguarding of fixed assets such as motor vehicles of a company.
Another example of this is the bigh risk of theft of a company's monetary assets (money stolen from the bank account).  
DO YOU KNOW THE INTERNAL CONTROLS IN A COMPUTERISED ENVIRONMENT OVER A BANK ACCOUNT, I.E. PHYSICAL ACCESS CONTROLS (Jackson & Stent 2012: 8/17-8/18) AND PASSWORD CONTROLS (Jackson & Stent 2012: 8/20)?  
(2013-04-03 11:05)



	GREBE
	
(2013-05-10 09:47)

	L GREBE 
	Hi
Can you please give an example of what a question and suggested solution will look like for any cycle for computerized environment especially internal controls.i think I have the idea of how manual environment works.
 


LECTURER'S RESPONSE:


Dear student
 
Good question - important for the exam. Please refer to your study guide, for example act 9 on pg 67-68 and act 5 on pg 80-81.
 
 
Ms L Grebe CA(SA)
Department of Auditing
 
(2013-05-10 09:48) 

	L GREBE 
	This aspect of internal control is important and will be asked in the exam.

















	GREBE
	EXAMINATION PAPER – MARKS ALLOCATED TO EACH TOPIC
 
The following table indicates the main topics in the study guide, together with the approximate percentage of marks that will be allocated to each topic in the final exam paper. Remember that this is only a guideline; the actual mark allocation may vary slightly.
	 
Topic 
 
	Percentage of marks allocated to each topic
in the exam paper

	Topic 1: Corporate Governance and Statutory Matters
 
	25% Compliance and non-compliance of King III requirements in a scenario. 

	Topic 2: Internal Control
	25% Internal controls in a computerised environment (computer controls). 
 

	Topic 3: Business Cycles
	Relevant to all cycles.

	Topic 4: Revenue and Receipts Cycle
	5%

	Topic 5: Acquisitions and Payments Cycle
	20%  (incl also computer environment)

	Topic 6: Inventory and Production Cycle
	15%

	Topic 7: Payroll and Personnel Cycle
	5%

	Topic 8: Finance and Investment Cycle
	5%


 
 
 
(2013-05-10 10:19)
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