AUE2602 2013 S1 - QUESTION (UNISA)

. 3 SHo
QUESTION 1 P ppls o rH' ) 50 marks ohs Lo pralioy

Minetech (Pty) Limited is a large company in the mining industry in South Africa. The company intends
to list on the johannesburg Stock Exchange (JSE) in the near future. In order to do so, Minetech has to
meet the recommendations of good governance of the King Il Report, as compliance is compulsory for
companies listed on the ISE.

Fraud In the company

Six months ago Minetech appeared in the business news headlines when the financial director was
found guilty of defrauding the company of R 2,8 million. This was done by transferring money from the
company's bank account via internet banking. The financial director was immediately dismissed.

Mo physical controls exist to prevent access to the computer onto which the company's internet banking
software Is |loaded, All personnel in the finance department share a single password to gain unlimited access
to the bank account,

Corporate governance in the company

As a result of the fraud scandal and Minetech’s Intentlons to list on the JSE, the shareholders requested a
review of the company's current corporate governance practices with reference to the King Il Report
recommendations.

The company secretary provided the following schedule of dire_gors and committees:
= A aattil EOuARLN

1, Board of directors 3 Erer e
M Lebete - Chalrmanxegytiue director 7 paddeperadas Y .
S Gouws — Chief executive officer (CEQ) 1 @xesnla e
D Govender — Marketing director {an executive director) v~ Exfli v
B Langa — Human resources director {an executive directar}]
A Peters — Information technology (IT) director (an executive director) H Ally - =
Risk director {an executive director] = L ,L =
L Pretorius CA[SA) — Independent non-executlve director L~ Fire bl ]m__f Ze. &l P W

| zTI' 1:* , _The posltion of financial director has been vacant for 6 months after the previous director's
bg_ﬁ-"f’_ ‘gﬁfﬂ‘ i ? dismissal, The CEO, S Gouws s In the process of interviewing candidates and w{ll in due '
- e course appoint the new flnancial director. ¥ mo WP npt deasvileyg) +o “"'IIN(?
1.2 The board of directors meets twice a year to accommodate L Pretorius who lives abroad and does
not have the time to travel more regularly to South Africa for meetings.
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2. Board committees

2 Coge Dusiness SchoolA2-KONT-170,

The company has two board committees; an audit committee and a risk committes,

% Mmﬂa'ﬁ' '

21 Audit committee (k="
M Lebete (chairman of the audit committee) r-"'['l 5“‘””‘]"54' 7 r“‘ﬁt"l’!{‘jﬁ";m 1
L Pretorius CA[SA)
APeters At least v @
The audit committee meets twice a year. The internal auditors always attend and take part in
these meetings, whilst the external auditors do not attend any of the meetings. A Peters has
extensive |T experience and knows Minetech's systems well,

2.2 Risk committes —5 ﬁl’l' !r’ﬂ,ﬁ‘J =2 M’hﬂ, P ENECE @HDJ LA oifer h"‘f'_'. P
M Lebete (chalrman of the risk committes)
H Ally
The risk committee knows the risks that the business face and has not identified any new
threats that would necessitate a review of the risk management plan and process of the company.

REQUIRED

1.1 Comment on the informatlon provided In relation to the reguirements of sound corporate
governance in terms of the King Report.

Present your answer under the following headings:

1. Board of directors; composition and appointments (6]

2. Board of directars: meetings (3)

3. Audit committee: compasition and appointments (4

4, Audit committee; meetings (4}

5. Risk committee: composition and appointments (3]

6. General remarks i3)

Both compliance and nw_li_ap_g should be addressed In your answer. Two marks will be
awarded for the correct presentation of your answer. (2}

1.2 Deseribe the general physical access controls that Minetech should implement to control access
to the computer onto which the company's internet banking software is loaded In a
computerised environment.  CFevda of o {15)

1.3 Describe the password controls as part of good logical access control that Minetech should

implemant ta prevent the theft of money due to unauthorised access to the company’s bank

account in a computerised environment.
MNote that your answer should only address password controls. (10)
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QUESTION 2 2 50 marks

You are part of the internal audit team of The Family Store Limited, a large general dealer in South Africa. On
review of the current year financlal statements the external auditors reported material discrepancies
between physical inventory on hand and perpetual inventory in the financial records. As a result, the
financial director requested internal audit to perform an investigation into the effectiveness of the system of
internal control over the ordering of goods, as an important function in the purchasing of inventory for the
company.

Ordering of goods

vYou identified the following risks in the ordering of goods function which could occur due to weaknesses in the
system of Internal contral:

The ordering of incorrect or unnecessary goods, resulting in liquidity problems and wastage. . - rrg
The ordering of unauthorised goods resulting in losses to the company through fraud.

Obtaining of inferiar quality goods.

Paying unnecessarily high prices for goods ordered.

Orders placed with suppliers that are not filled / not timeausly filled,

. Order forms that are misused, for example for placing orders for private purchases.

oo oE W N

Creditor's masterfile

Management decided to implement a new computerised creditor’s masterfile as part of the improvement of
internal controls over the ordering of goods and suppliers in particular. This would prevent, amongst others,
amployees from creating fictitious suppliers to conceal theft during the ordering of goods.

Year-end inventory count
In additlon to the above measures taken by the company, the external auditors also recommended that the

company review and improve its year-and inventory count procedures in order to establish accurate inventory
quantities at year end,

REQUIRED
2.1 Advise management of the internal controls (in a manual system)
that could be implemented to mitigate the risks that you Identified. {15)
2.2 Describe the controls that should be implemented over the new
Creditors master file in 3 computerised environment. (15}
[ R T a5k 1t f:’""'-"_f::j {(3’{ (=X -
2.3 Describe the procedures which employees should follow when conducting a 57

{Zﬂ} f}_-]ﬁ .ru-rf.'i a
physical year-end inventory count as part of good internal control over inventory



!

AUE2602 2013 S2 - QUESTION (UNISA)

QUESTION 1 50 marks

Speedsew Ltd is a Cape Town-based clothing manufacturing company in the South African
textile industry. Speedsew is listed on the lohannesburg Stock Exchange (ISE). The board of
directors is well aware of the fact that good governance in terms of the King lll Report is
compulsory for companies listed on the ISE, and as such has requested your review of the
information provided below. \ 144 rr’?/mp&

The board of directors and board committees kaéf a Vdﬁf e il
The CEO (chief executive officer) and.chairman g nf the board, M Swart, provided you with the
following list detailing the other directors on the board: —=hould Lo e CED.
B Black - Marketing director (an executive director) -
H Makina - IT director {an executive director) v
W Peters - Human-resources director (an executive director)
P Gomba - Health and safety director (an executive director) .

Ve
The board meets every two menths to ensure It is able to make decisions rapidly due to
volatility in the textile industry, Decisions include the approval of capital prmects relating to the
plant, and the appointment of new e;fmaé‘g1
with the appointment of new dlf‘é'EtDrS as well as an audit committee, | No uther committees,

nor a company secretary have been appmnted b*,r the board, and M Swart, the CEO, performs

secretarial dutles, when required. —  Seeredezy w0 Loy ,,,fj

Internal audit

Speedsew requires its internal audit department to perform, amongst others, the following
functions:

1, Assisting the numman"é}ns committee in future with the appointment of a company secretary
2, Performing monthly reconciliations between production targets and finished textiles =

3. Designing a production costing system for a new clothing line  n

4. Reviewing compliance with health and safety regulations for the workers at the plant 4%
5. Investigating suspected instances of fraud during the weekly wage pay-out to Speedaew’s
large worlkforce el

Weekly wage pay-outs and clocking system

Speedsew is particularly susceptible to fraud during wage pay-outs due to the large amounts of
cash that are paid out to the workforce every week. The cash wages are handed out in
envelopes by the shift foreman on Friday afterncons.

©) Edge Business School&2-KONT-180
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Another significant risk of fraud to the company is the clocking of fictitious hours, This occurs
when employees illegally clock in on behalf of one another by swiping a fellow employee’s clock
card at the manufacturing plant entrance in his/her absence.

REQUIRED

11 Based on the information presented in the scenario under the (14)
sub-heading “The board of directors and board committees”,
comment in relation to the requirements of sound corporate
governance in terms of the King Report,

Both compliance and non-compliance should be addressed in your

answer.

1.2 Indicate whether internal audit should, In accordance with King EI‘fDrm the functions
listed in the scenario under the sub-heading “Internal audit"‘rwide brief reasons
for your answers.

Present your answer in the following tabular format: {12.5)
Communication skills (1.5)
{Funcﬁun nr Yes/No Brief reason
[1mark) (1.5 marks)

1. Assisting nominations committee (o

2. Performing maonthly reconciliations

3. Designing production costing system

4. Reviewing compliance

5. Investigating suspected fraud

13 Advise the management of Speedsew on the intern.. controls that can be (18}

implemented with regard to the wage packet preparation and pay-out of cash
wages to ensure good control over wages.
Controls over unclaimed wages must also be included in your answer.

1.4 Recommend an alternative to the physical cash pay-out that Speedsew could {1.5)
consider as a means of paying wages in order to reduce the risk of fraud and
theft of cash. '

1.5 Provide an example of biometric data in a computerised clocking wste@ (2.5)
explain one advantage thereof,
I Edge Business Schoolf2-KONT-180
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QUESTION 2 50 marks

Big Clean (Pty) Limited is a large company supplying industrial cleaning products wholesale. The
company started as a small cash sales enterprise five years ago, but has grown quickly into a
major supplier to factories nationwide. Most of the revenue has lately been created by means
of credit sales to a fixed approved client base. However, the company’s system of internal
control has not kept up with the company's growth, resulting in disputes with debtars about
incorrect deliveries and account balances, amongst others.

The following is a brief description of the functions in an everyday credit sales transaction of
Big Clean:

1. Once an order from an existing client is received, it is immediately recorded on an internal
sales order (ISO) by the order clerk and sent to the warehouse for picking and despatch by the
warehouse clerk.

2. Orders from existing clients are not individually checked and authorised by a credit controller
as a long relationship of trust exists between the clients and Big Clean.

3. The warehouse clerk uses the ISO, which serves as picking slip, to pick goods from the
warehouse and then sends the goods straight away to despatch,

4. The despatch clerk receives the goods from the warehouse, loads it directly onto the delivery
vehicle and leaves for delivery.

5. The customer is given an invoice with delivery to indicate the goods delivered and the
amount due.

6. The invoice clerk records the sales invoice in the sales journal, whereafter a debtor's
statement is printed and posted to the customer.

Debtor's masterfile
The management of Big Clean realises the urgency to improve internal control over the debtor's

masterfile in order to reduce the number of disputes over debtars’ account balances.
REQUIRED

2.1 For each of the functior- in the everyday credit sales transactions (i.e. 1-6 above), Identify
two weaknesses in the internal controls.
Two (2) marks will be awarded for the presentation of your answer. (20)

2.2 Advise the management of Big Clean of the controls that could be implemented (15)
over the debtor's masterfile in a computerised environment to ensure that only

authorised amendments are entered into the system.

2.3 Describe the physical controls that should be implemented over inventory in the  (15)
warehouse to prevent and detect damage, loss and theft, in a manual systern,

) Edge Business Schonld2 -KONT-1801



AUE2602 2014 S1 — QUESTION (UNISA)

QUESTION 1 25 marks

Sew & Sew [Pty) Ltd (hereafter referred to as 585) is a producer of the latest clothing fashlons for
the retail market. #r Roka, the CED, has heard of the King Report, and the advantages that it could
provide for his company. He heard that the AUE2602 students have studied the King Report and he
therefore approached yau to help him with the implementation of good corporate governance for
SES.

& Board of Directors and a Risk Committee has been astablished

1 Board of Directors

Ms Soom - Chairman and an executive director

Mir Roka - Chief Executive Dfficer (CEQ)

Ms Maroka - Fimnancial dirsctor [an executive director)

Ms Kop - Human resources director {an executive director) Appointed two manths
ago by Mr Boka

Mr Needle - Marketing director {an executive director}

Mr Harane - Infarmation technelogy (IT) director [an executive director)

Mr Zip - Risk director (an executive director] He will also act as the company
Secretary. He has extensive risk management experience

M Cuilt - Independent non-executive director

1.1 The Board of Director's will meet once a year for a two-day session to discuss all important
issues and committees of the company

1.2 Mr Needle will arrange for the meeting to take place at his brother's game farm and
conference facllities in the Limpopo province. Mr Needie's brother charges S&5 double the
regular rates and then pays a "kick-back” to Mr Neadle.

2. Risk Committee

Wr Roka - Chairman of the risk committee

M Zip

The risk committee knows the ricks that the business faces. It has not identified any additional risks
that would necessitate a review of the risk management plan and processes of the company

3 Audit Committee

Mir Boka s aware that an Audit Cammittee should be appointed, but he does not understand the
King Report requirements. He has therefore asked you ta help him with establishing the audit
committee,

D Edpe Busingss hchool A2-KONT-1890




REQUIRED

11 Comment on the Board of Directors in relation to the requirements of sound corporate
governance In terms of the King Report
Prasent your answer under the following headings

a) Board of directors composition and appointments (4 comments)

]] Board of directors meetings (1 comment)

) Risk committee composition and appaointments (2 comments)

d} General remarks (4 comments) {16.5)
Flease note;

. Both compliance and non-compliance should be addressed in your answer

] Communication, logic, structure and layout (1)

1.2 Provide Mr Roka with the necessary information to establish an Audit Committee which
complies with the King Repart requirements.

Please note:

Present your answer addressing the following queries of Mr Roka

a) Who is allowed to be the chairperson of the audit committee” (1.5 marks)

o]] What is the minimum number of members that should form the sudit committee'?
(1.5 marks)

c) What Is the minimum number of meetings that the audit committee should have
each year'? (1,5 marks)

d) Marme two functions this committee should perform (3 marks) (7.5)

OUESTION 2 25 Marks

Dig Dzep Ltd (hereafter referred to as Dig Deep), is a mining company and has a workforee of about
5 500 workers, many of whom are migrant workers from neighbouring countries of South Africa. The
company has a formal risk assessment process which includes a risk committes that meets twice a
year. The committee identifies and assesses risks faced by the company. The Risk Committes then
considers whether the risks are being appropriately responded to, The risks relating to human
resources are always an item for discussion on the agenda.

Wages system:
Complete wage records are kept by the company at the administration bullding. Earh worker

recelves a weekly cash wage that is paid out by the pay clerk at a central pay point. Weaknesses exist
In the internal controls over unclaimed wages, resulting in financial losses suffered by Dig Deep.
Employee details are updated from time-to-time on the employee Masterfile,

REQUIRED

21 Briefly describe four risks which a company such as Dig Deep Ltd might face relating to its
workfarce. (&)

22 Describe the internal controls that should be implemented to ensure good contral over
unclaimed wages at Dig Deep Ltd, (9)

23 Describe the controls that should be implemented when updating the employee's masterfile
In a computerised environment. Limit your answer to updating existing employee data. (10)

D Edge Business Schoold2-KONT-190



QUESTION 3 50 Marks

silver Linings (Pty) Ltd (hereafter referred to as Silver Linlngs) is a company that provides security
services, such as the secure transport of cash,

Accounting system
The company's accounting systems are located on a local area network (LAN] and, due to the nature

of the company's business, contain a fair amount of sensitive information.
pamny

Internal controls In the recording of cash receipts from debiors section

During the current year, Mr B Cooper stole some cash received from debtors. As a result the total of
the day's recorded cash did not agree with the actual cash on hand. The management of Silver
Linings requested that you advise them on the internal controls that can be implemented in the
manual “recording of cash recalpts from debtors” to mitigate or eliminate the risk that cash deposits
from debtors may naver be recorded or may not be recordad timeously.

Acqulsitions and Payments
Ms J Lawrence Is a new employee in Silver Linings, Ms Lawrence requires help with the various

functions and documents in the acquisitions and payment cycle. The following functions and source
documents have been identified:

Functions:
Ordering of goods Preparing the cheque and recording
Recording of purchases Recelving of goods

Payment preparatian

Source documents:

Credlt note Supplier Delivery Note
Craditors' statements Cheqgue

Purchase Invaice Goods recelved note
Returned paid cheque Requisition

Bank statement Cheque requisition
Purchase order form Remittance advice
REQUIRED

31 Briefly describe the controls over passwards that should be in operation to ensure good
control over the LAN at Silver Linings (Pty) Ltd. (14]

3z In addition ta the password controls in 3.1 above, describe four supplementary (additional)
access controls that should be in place at Silver Linings (Pty) Ltd for the protection of the
accounting system. (6]

33 Describe the internal controls that management should implement in the manual
accounting system of “recording of cash receipts from debtors" to mitigate or eliminate the

rlsk that payments received from debtors may never be recortled. (12)
3.4 Match the documents to the different functions In the acquisitions and payments cycle, in
assistance of Ms J Lawrence. [1E)

£ Edge Business SchoolA2-20NT-190




AUE2602 2014 S2 — QUESTION (UNISA)

QUESTION 1 25 marks

Sweets-R-Us Limited (hereafter referred to as Sweets-R-Us) is a producer of candies and chocalates
that are sold in various retail stores across South Africa. Sweets-R-Us was founded by Mr Willy
Wonka 30 years ago, The company was listed on the J5E [previously the Johannesburg Stock
Exchange} 12 years ago. Thereafter, Mr Wonka retained only 2% of the shares in Sweets-R-Us.
Recently, while inspecting the annual report of Sweets-R-Us, you noticed that the board of directors
and the board committeas are composed as detailed below.

The Board of Directo: s consists of;

Mr Willy Wonka - Executive Chairperson *1
Mr Charlie Bucket - Chief Executive Officer (CED)
Ms Veruca Salt - Financial Director (an executive director)

Mr August Gloop

Ms Violet Bafed|

Ms Sen Slug (CA(SA))
Mr Dompa Loompa
Mr Mike Tebogo

OCperations Director {an executive director)
Human Resources Director (an executive director)
Independent Non-Executive Director {CA(SA)) =2
MNon-Executive Director =3

Marketing Director (an executive director) *4

* Note 1

MrWilly Wonka retired a year ago as the CED, after 30 years of service. He immediately assumed
the newly created role of Executive Chaijrpersan.

* Mote 2

Ms Sen Slug was the Financial Director of Sweets-R-Us for a number of years. She retired two years
age. She rejoined the board at Mr Waonka’s request when he became the chairperson, Mr Wonka
has always taken responsibility of appointing directors to the board,

® Note 3

Mr Oompa Loompa is the CEO of World of Wonders Incorporated, a large company that provides
safarl services. Neither Mr Loompa nor World of Wonders inc has any financlal interest in or
business relationship with Sweets-R-Us,

* Mote 4

The position of the company secretary has been vacant for six months, 145 Violet Bafedi will make an
appaintment during the course of the upcoming financlal year. Mr Mike Tebogo is being considered
for this position.

Board committees

The company has two board committees, namely an audit committee and a remuneration
cammittee. Each of these committees consists of three members. Mr Willy Wonka chairs bath the
audit committee and the remuneration committee. Mr August Gloop and Mr Mike Tebogo serve an
both of these committees. The committees meet ance a year, usually shortly after completion of the
external audit. The audit committee’s only function is to discuss the findings of the annual statutory
audit. The remuneration committee is responsible for approving the remuneration policies of
company personnel for the next financial year,

) Edye: Ausiness Schooldd-KOMNT-200
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RECQLHRED

1.1 Comment on the hoard of directors and the board committees in relation to the requirements of
sound corporate governance in terms of the King Repart. 124}

Present your answer under the following sub-headings: (1)

a) Mr Willy Wonka — Executive Chalrperson (bwo comments)

b) Ms Sen Slug — Non-executive Director (one comment)

¢} Mr Oompa Loompa — Non-executive Director (one comment)

d) The company secretary (three comments)

&) The audit committee {five comments)

f) The remuneration committee (three comments)

g} Any other general issues regarding the board of directors and the board committees (one
comment)

» Both compliance and non-compliance should be addressed in your answer.
» Communication, logle, structure and presentation

QUESTION 2 40 Marks

Lipstick Mania (Pty) Ltd (hereafter referred to as Lipstick Mania) is a cosmetics manufacturing
company that provides a variety of products for sale at various retail stores across South Africa.
Lipstick Mania takes great pride in the fact that none of its products is tested on animals. Mr Luto,
the production manager, has received instructions to start preparing for the annual inventory count,
As this is Mr Luto’s first year at the company, he requested your help with the preparation of the
stock count in order to ensure a successful inventory count.

Upon joining Lipstick Manla, Mr Luto was informed about the occurrence of theft of the
manufacturing eguipment in the past. New eqguipment was recently bought to replace the
equipment that was stolen, Mr Luto wants to propose internal controls to management, which can
be implemented in the stare to reduce the risk of theft.

REQUIRED
2.1 Describe to Mr Luta the preparation process for the inventory count. (24)
Present your answer under the following headings: (1)

a) Planning and preparation {10% marks)
b) Design of stationery (B marks)
c) Written instructions (7% marks)

2.2 Advise Mr Luto on the internal contrals that can be implemented in a manual system for the

safeguarding of equipment acquired In the manufacturing plant, to ensure that the theft incidents
that occurred in the past will not be repeated. {15}

& Edge Ausiness Schoolh2-KONT-200 1
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QUESTION 3 35 Marks

Carmen'’s Cravat [Pty) Ltd (hereafter referred to as CC) is a retail shop that specialises in the sale of
handmade formal men’s clothing. CC purchases the clothes and then sells it to the public, CC's
imventory includes items such as suits, cravats, ties, bowties, handkerchiefs and cufflinks. Ms Carmen
Tibideaux is the chief executive officer (CEO) of CC. Her assistant, Ms Rachel Berry, implemented
sound Internal controls in the recelving of goods department. Ms Tibideaux does not understand the
necessity of these sound Internal controls. Although Ms Berry feels that the intarnal controls are
adequate, she has nevertheless informed Ms Tibideaux that the internal controls do not provide
absolute assurance that the company will be able to respond adequately to risks. Ms Berry Is
particularly concerned about sales and listed the following weaknessas:

a) Management may decide that sophisticated bar-code scanning equipment may not be worth the
cost, despite the fact that sales will be rung up more accurately,

b} The retall shop supplies men’s clothing on credit to a very limited number of customers. There are
few Internal controls over sales and receipts from debtors, since these transactions do not take place
often and as such, the debtor's accounts may be neglected,

¢} A teller may transpose an amount rung up (for example, R9.60 rung up as R6.90) and the
customer may not notice the error.

d) The cashier and the till supervisor (who together agree the day's takings) may decide to
manipulate the reconciliation of cash/till slips and divide the money stolen between them.

e) The manager of the retail shop may allow a friend to remove goods through the till area without
paying for them. The cashier will be powerless to prevent this from happening, as the manager is in
an authoritative position.

f) The existing system may be unable to "control" a newly introduced staff discount arrangement
whereby shop staff can purchase up to a certain amount of goods at a discount. As a result, stalf
may be abusing the system by purchasing goods in excess of their limit,

REQUIRED
3.1 List any five (5) risks associated with the recelving of goods department In a manual acquisitions
and payments cycle. [724)

3.2 Provide Ms Tibideaux with any eight (8) Internal controls that should be In place in the receiving
of goods department in a manua! acquisitions and payments cycle. 112)

3.3 List the internal control limitations and glve a brief explanation of each of the limitations listed in

a) to f) in the scenario. (15)

Please refer to the example bolow and present your answer using the table given. (1)
Example Intermal control | Explan ation

limitation

a] Management may decide that Internal controls | Certain errors or irregularities may go
sophisticated bar-code scanning might not be undetected because management has
equipment may not be worth the cost, | cost effective. decided that the appropriate cantral
despite the fact that sales will be rung Is too costly to implement,

| up more accurately. ]

B Edge Business SchoolAZ-KONT-200; |



AJE2602 2015 S1—QUESTION (UNISA)

QUESTION 1 24 marks

Goals Galore (Pty) Ltd (hereafter referred to as "Goals Galore") is a manufacturer of football
equipment and clothing which are sold in various retail stores across South Africa. Goals

Galore was incorporated in 2005 and started out as a small owner managed business but has since
grown into a large player in the sport equipment industry,

Due to the rapid expansion and excellent performance of the company, the board of directors is
considering listing the equity of the company on the Johannesburg Securities Exchange (JSE). The
directars are aware that the company will need to comply with sound corporate governance as
recommended in the King Report.

The board of directors consists of

Mr Sebastian Schwein - Chief executive officer (CEQ)

Mir Leon Messi - Mon-executive chairperson *1

Mr Efese Ambrose - Mon-executive director *2

ir Arno Robben CA{SA} - Financial directar {an executive director)

Ms Xabina Alonso - Risk director (an executlve director)

Mr Christiaan Ronaldo - Hurman resources director {an executive director)
Ms Louise Suarez - Independent non-executive director

Ms Jamie Rodriguez - Maon-executive director *3

* Note 1

Mr Leon Messi currently holds 12% of the shareholding in Goals Galore

* MNote 2
Mir Efese Ambrose is free from any business or other relationship which could be seen to Intetfere
materialiy with his capacity to act independently. Mr Ambrose is a qualified lawyer.

* Note 3

Ms Jamie Rodriguez used to be a professional advisor to Goals Galore due to her experience in the
design of footballs. She still recelves remuneration [n the form of a rovalty fee contingent on the
sales of the Dijarah brand football by Goals Galore.

The board of directors meets every four months to accommodate Ms Louise Suarez who travels
abroad regularly due to her advisory commitments and is not available for more regular meetings.

Mr Christizan Ronaldo currently performs secretarial dutles where applicable and no company
secretary is appointed.

Ms Stacy Gerrard is Mr Arna Robben's right hand. She is the financial manager of Goals Galore and

has been with the company since 2008. She knows the business very well and is currently assisting
Ms Xahina Alonsa with a review of Goals Galore's internal controls,

(L Edge Ausiness Schools2-KONT-210 ;
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Board committees
The board of directors wants ta establish an audit committee and a risk committae. Mr

Sebastian Schwein suggested the following candidates for the respective committess and does not
sea the need for any other board committees at this stage,

Audit committes

Mr Lean Messi (chairpersan)
Mis Jamle Rodnguez

Mr Efese Ambrose

Mr Arno Robben CA[5A)

Ms Stacy Gerrard

Risk committee
Ms Louise Suarez (chairperson)
Ms Xabina Alonso

REQUIRED

11 Comment on the infarmation provided in relation to the reguirements of sound corporate
governance in terms of the King Report, (18)

Present your answer under the following headings: (1)

aj Board of directors: composition and appointments (three comments)

b) Audlt committee: composition and appointments (three comments)

c) Risk committee: compasition and appointments (two comments)

d) General remarks (four comments)

® Both compliance and non-compliance should be discussed in your answer

1.2 Explain the main function of a remuneration committee per the King Report AND indicate
which of the directors on the board of directors would be the mast suitable candidate to be
appointed as the chairperson of the remuneration committee to comply with the
requirements of the King Report, (3)

1.3 The King Repart states that one of the functions of the audit committea is to ensure that a

combined assurance model is applied to provide a coordinated approach to all assurance
actlvities. Explain the main objective of the term "combined assurance model”  (2)
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QUESTION 1 26 marks
Bulls (Pty) Ltd manufactures and sells children's toys to the general public.

Revenue and recelpts

The sales tarms are cash on delivery only. The company has implemented good Internal controls
over the years and its revenue and receipts cycle is divided into clearly defined functions, namely
receiving of customer orders, warehousing/despatch, Invoicing, recording of sales and receipt of
cash. The following is a selection of control procedures which take place at Bulls (Pty) Ltd during the
day-to-day running of the company:

1. Lindy Gouws, the sales order manager checks the details on all internal sales orders
prepared by the three order clerks.

2 Mandia Khumalo, one of the warehouse clerks, makes out a back order note for an item
which Is ordered, but is "out of stock”.

3 Internal sales orders sent to the accounting department are filed in numerical sequence

Kobus van der Merwe, one of the despatch controllers, compares the toys to be delivered to
the picking slip and delivery note as the toys are packed into boxes for delivery.

5 Melson Horn, the accountant, compares the prices on the invoice to the official price list and
re-performs the value-added-tax [VAT) calculation,

Inventory valuation

The inventory Is a material account balance in the financlal statements of Bulls [Py} Ltd.
Management therefore wants to ensure that this balance is correctly reflected in the accounting
records, and has asked you for advice,

REQUIRED

21 \ndicate the function of the revenue and recelpts cycle under which each of the control
procedures {1-5) is most likely to occur at Bulls {Pty) Ltd [7.5)

2.2 Explain what the inventory valuation term "net realisa hle value” means (3]

23 Indicate at what inventory valuation value inventory should be presented in the financial
staterments of a company (1.5)

2.4 Mame any TWO of the three cost formulas to value inventory as permitted by International

Accounting Standard {IAS) 2. Inventory (3
25 List what the cost price of Inventory should consist of {4.5)
2.6 Indicate whether the following costs should be included or excluded when valuing inventory;
a) Wages paid to production staff
1] Administrative costs
c) Production material lost during a fire in the production plant
d] Commission paid on goods sold (6)

A half mark will be awarded for the correct presentation of your answer.
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QUESTION 3 50 marks

Modern-Shoes Ltd (hereafter referred to as "Modern-Shoes") is a shoe manufacturing company and
has been in business since 2001.

Employee masterfile
Modern Shoes has a large workforce of 2 000 employees and the payroll cycle was fully

computerised a few years ago. The company was in the news recenthy when fraud perpetrated by
the payroll manager was discovered. He made unauthorised payments to fictitious or ghost
employees on a monthly basis.

The risk committee of Modern-Shoes requested management to design appropriate Internal
cantrols to ensure that only valid new employees are added to the masterfile and only valid charnges
are made to the employee masterfile,

Inventory
The inventory of Modern-Shoes consists mostly of the finished shoes manufactured and is one of the

company's most matetial assets. Comprehensive internal controls are in place to ensure the
inventory is safeguarded against theft and misappropriation,

The following controls were implemented in the inventary cycle:

1 Entry to and exit from the warehouse are monitored 24 hours a- day by survelllance cameras

2. The company has a receiving supervisor, a despatch supervisor, and a stores controller who
is responsible for the custody of inventary.

3 The financial controller, receiving supervisor, daspatch supervisor and stores controller all
have the necessary skills and gualifications applicable to their job descriptions.

4 The company has a full inventory count every two months which is attended by the financial
controller and external auditors.

5. One of the warehousing section's objectives is to keep theft of inventory below 1% of the
total cost of inventary an hand. This is manitored monthly,

] Pickers sign the picking sllp after they have selected the goods from the store.

7. Any warehouse personnel, who are caught stealing inventory, are dismissed immediately.

Payment of suppliers
Modern-5hoes obtains raw materials for the manufacturing of their shoes from varlous local

suppliers. Due to the recent fraud incldent, management is anxious to identify any other areas of
weakness in the company's internal controls. As a result the financial director, Mike Shoe, asked you
to review their manual payment of suppllers function.

The following is a complete description of the controls in place for the payment preparation and
actual payment of suppliers:

a When the monthly suppliers' statements are received, the creditors’ controller, Joe Modern,
prepares a cheque reguisition from the sequenced, pre-numbered hardcopy requisition
book,

b The completed cheque requisition is then sent to the financial director, Mike, for

authaorisation of the payment to be made.,
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After the cheque requisition is authorlsed, Joe prepares the cheque and then hands it over
to Mike to sign. In order to limit opportunity for fraud, Mike is the only authorised signatory
of cheques.

Mike personally returns the signed cheque to Joe, who then mails the cheque by registered
mall to the supplier.

Returned pald chegques are filed alphabetically according to the payee and are reviewed by
Joe to ensure no suspicious endorsements, payees or amounts are present,

Joe prepares a reconclllation of the cash payments journal to the bank statements every
three months.

REQUIRED

31

3.2

33

Describe elght (8} internal controls that management should design and implement to
comply with the risk committee's reguest to ensure that only valid new employess are
added to the masterfile and only valid changes are made to the employee masterfile.  {12)

List four {4) input contrals with an example of each, which can be implemented ta ensure
that the details of the new employees are entered accurately, (5]

Example. Sequence checks will detect gaps or duplications in a sequence of numbers as they
are entered, for example, if employee numbers are manually allocated, it would prevent
duplicate numbers being assigned

Two of the components of internal contral in terms of 154 315 are control environment and
control activitles. There are five different categories of control activities, (15)

For each of the inventory controls provided in the question (1-7), indicate whether it relates
to the control environment or control activities. Where your answer is control activities,

indicate into which category of control activity it falls.

Present your answer in the following format: {1}

Mumber | Control environment/ control activity Cr:'tntrnlactiv_lt\r ifa'pplicahle _E

Control activity Access controls

3.4

s Number 1 is included above as 211 example and no marks will be awarded for this.
. One mark will be awarded for the correct presentativ, of your answer

For each of the internal contrals providad in the scenarlo for the payment preparation and
the payment of suppliers (a - ), identify and explain ONE weakness, {15)
Present your answer in the following format: {1

Number | Weakness Explanation

Before the creditors controller loe prepares the This could lead ta payments of
cheque requisition, he does not reconcile the fictitious creditors or incorrect
creditor’s statement with the suppliers payments of incorrect
documentation such as involcas, payments, etc, amounts,

i@ Edpe Business SchoolAR-KONT-210
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AUE2602 2015 S2- QUESTION (UNISA)

QUESTION 1 50 MARKS

CGC [Pty] Ltd (hereafter referred to as "CGC") is a property development company slituated in
lohannesburg, Gauteng. CGC specialises in developing shopping centres and then letting shops to
tenants. CGC has grown slgnificantly during the last couple of years. To obtain additional capital for
developments, the board of CGC is investigating the option ta list the company’s equity on the

J5E (previously named Johannesburg Stock Exchange), In arder to do so, CGC has to meet the
fecommendations of good governance of the King Report, as compliance is compulsory for
companies listed on the ISE, You obtained the following information relating to the board of
directors and sub-committees from the annual financial statements of CGC for the year ended 31
December 2014;

Board of directors

Director Posltion Additional information

M Bricks Chief Executive Officer M Bricks is 55 years old and has a passion for the
(CEQ) construction industry

F Plaster Independent non-executive F Plaster is 60 years old and serves as a non-
chairman executive director on the board of directors of other

constructlon companies in South Africa as well
None of these companies have any dealings or
relationships with CGC

G Tiles Non-executive director G Tiles is 59 years old and has a degree in civil
Engineering, He has currently no financial interest in
or business relationship with CGC

H Concre Risk director H Concre is 38 years old and holds a postgraduate
(executive director) diplema in risk management
K Landsdain Marketing director K Landsdaln is 44 years old and obtained his degree
{executive director) in marketing from the University of South Africa
5 Deeds Non-executive director 5 Deeds 5 42 years old and the san of the founder
of CGC, He owns 15% of the shareholding of CGC
L Buildt Mon-executive director L Buildt is a CA{SA) and he used to be the financial
director of CGC until he retired a year ago
W Gahle information technology W Gable is 35 years old and completed her Bachelor
(IT) director (executive degree of Information Technology last year
director)

The board of directors meet every four months on request of 5 Deeds who lives abroad and does not
want to travel to South Africa mare often.

Risk committee

The Risk committee consists of the following members:

L Buildt (chairman)

F Plaster

G Tiles
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H Concre

W Gable

Company secratans

No company secretary has been appointed and W Gable carries out the duties of the company
secretary until a formal appoiniment has been made.

Internal audit

You obtained the internal audit report for the financial year, and notlced that the internal audit
department identified that no physical controls exist to prevent access to the computer onto which
the company's internet banking software Is loaded. However, the report does indicate that there are
sufficient contrals controlling access of visitors from outside the company to the separate [T
building. They also identified that all personnel in the finance department share a single password to
gam unlimited access to the bank account.

CGC requlres its internal audit department to perform, amongst others, the following functions:

1. Assisting with the review of the Internal controls implementad in the payment of suppliers
as part of the purchases cycle

P2 Performing a review of the current protect, the Hills Mall being developed in Centurion, by
comparing the actual spending to the approved capital budget

3 Performing a review of the fixed asset reglster of CGC and to ensure that it is complete

4, The chalrman of the audit committee requested that the head of the Internal audit

department make a presentation to the board of directors on the laws and regulations that
govern the company and its operations, highlighting any areas where laws and regulations
are not complied with

REQUIRED
1.1 Comment on the infarmation provided about the requirements of sound corporate
governance in terms of the King Report.
Present your answer under the following headings
a) Board of directors compaosition and appointments (4 comments)
b) Board of directars meetings (1 commerit)
c} Risk committee composition and appointments (3 comments)
d) Company secretary (2 comments)

] You should discuss both compliance and non-compliance in your answer [15)
. One mark will be awarded for the correct presentation of your answer (1)
12 Indicate In terms of the recommendations of the King Report, giving brief reasons whether

M Bricks and G Tiles are eligible for appointment as members to the audit committea.  (3)

13 Indicate whether the Internal audit department should, in accordance with the King Report,
perfarm the functions listed in 1- 4 In the scenario, and provide brief reasons for your
answers. (&)
Present yaur answer in the following tabular format

[ Function number | Should the function be performed (yes/na) (0.5 marks) | Brief reason (1 mark) |
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14 Describe the additional general physical access controls that CGC should implemeant te
control access to the computer onto which the company's Internet banking software js
loaded {10.5)
Communication, logic, structure and presentatian {0.5)

1.5 Describe the password controls as part of good logical access control that CGC should
implement to prevent the theft of money due to unauthorised access to the company's bank

account in a computerised environment. (12)

Mote that your answer should only deal with password controls

Communication, logic, structure and presentation {0.5)
QUESTION 2 50 MARKS

Bags Galore {Pty) Ltd (hereafter referred to as "Bags Galore") sells handbags from all the popular
brand names such as Guess, Gucei, Prada, Louis Vulttan etc, Bags Galore opened its doors two
months ago and purchases inventory from different suppliers across South Africa.

The directors of Bags Galore are committed to good corporate governance. During a recent risk
committee meeting, they identifled the following risks relating to the acquisitions and payments
cycle, specifically in the ordering of goods function:

1. Ordering Incorrect or unnecessary goods, resulting in liquidity problems

2. Ordering unauthorised goods resulting in losses to the company through fraud
3. Requisitions not acted upon or orders not placed timeously or not at all
4. Obtaining inferior quality goods
5. Paying unnecessarlly high prices for goods
6. Orders placed with suppliers not filled/not filled timeously
7. Grder forms misused e g for placing orders for private purchases
Inventory

Due to the high value of the Inventory of Bags Galore, monthly inventory counts are performed by
the warehouse employees.

Personnal

Bags Galore Is expanding and therefore they are employing mare personnel. Management is in the
process of designing appropriate internal controls to ensure that only valid new employes are
added to the masterfile and only valid changes are made to the employee masterfile,

Credit sales
The following s & brief description of the functlons In an everyday credit sales transaction of
Bags Galore:

1. Once an order from an existing client is recelved, it is immediately recorded on an internal sales
order (I50) by the order clerk and sent to the warehouse for picking and despatch by the warehouse
clerk,

2, The warehouse clerk uses the IS0, which serves as picking slip, to pick goods from the warehouse
and then sends the goods straight away to despatch.
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3. The despatch clerk receives the goods from the warehouse, loads it directly onto the delivery
vehicle and leaves for delivery.

4. The customer is given an Inyoice with dellvery to indicate the goods delivered and the amount

due,

REQUIRED

2.1 Describe one internal control for each of the risks Identified by the risk committee in the
acquisitions and purchases cycle, specifically in the ordering of goods function that Bags
Galore should implement to mitigate those risks. {10.5)
Communication, logiec, structure and presentation (0.5)

2.2 List four {4) limitations of internal control that could ihreaten Bags Galore's objectives from
being achioved. (4)

2.3 Describe the procedures to be followed when conducting a monthly inventory count at Bags
Galore, {18)
Comrmunication, logle, structure and presentation (0.5}

2.4 Describe slx (6) internal controls that management should design and implement to ensure
that only valid new employees are added to the masterfile and only valid changes are made
to the employee masterfile. (9)
Communication, logle, structure and presentation {0.5)

25 For each of the funictions in the everyday credit sales transactions listed |n 1-% in the

scenaria, identify one (1) weakness in the Internal control, (6]

Present your answer in the following format

Function number [ Weaknesses (1.5 marks per weakness) ]

Communication, logic, structure and presentation (1)
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AUE2602 2016 S1 —QUESTION (UNISA)

The firm ACG Auditors ["ACG"), where you are a trainee accountant, was recently appointed as the
auditar of Freshline Ltd ["Freshline”), a company listed on the ISE. Freshline sells fresh products to
supermarkets in South Africa and internationally.

QUESTION 1

Minutes of first client meeting

Fresent: CED ' Terry Berry [“TB")
Audit partner Tito Mboweny (“Th")
Second year trainee  Warren Buffet {"WB")

Corporate Control

TB: My knowledge of the Companies Act and King Report is not up to date. Freshline wants to
appaint members to its audit committee but | am not sure who qualifies to serve on the
audit committee. | can choose from the following individuals:

1, Pinki Granny — the financial director of Freshiine

2. Yvonne Grape — a non-executive director and retired engineer

3. Peter Orange — Freshline’s company secretary

4. Mandla Beets — A registered auditor, the wife of one of Freshling's largest suppliers.
Mandla Beets’ firm does not provide any services to Freshline,

| am alea unsure whether the board or the Audit Committee ae responsible far the

following:

a) Control of risk

b} Owverview of internal contral

¢} Recommendation of the appointment of the external auditors and overview of the
external audit process

d) Assurance over the integrity of the company’s integrated report.

TM:  According to Section 94 of the Companies Act, certain individuals are not permitted to form
part of the company’s Audit Committee. We will give you feedback on this.

Salarjes and personnel cycle

TH: We are expanding and are thus hiring more staff. Management is busy designing appropriate
controls to ensure that only valld personnel are added to the Masterfile and that anly valid
changes can be made to the personnel Masterfile. The salary system is computerised.

We are also changing one of our timekeeping controls to one of the following:
When staff arrive at work or leave work, they will mark their names off on a dally timesheet,
writing their arrival and exit times in the relevant spaces. A big clock hangs in the security

room. The ather controls relevant to the salaries system remain unchanged.
D Edge Business Schonla? -KONT-230




King Report

During a training session the following worksheet regarding King recommendations was handed out
to the first year trainee accountants, They were asked to arrange the staterments from 1.3.1to 1.3.6

to match the correct information in (i) to (vi).

[ 1.3.1 Must support / assist the board with
determining and applying remuneration
policies.

{i) Audit committee

1.3.2 Carry out an ohjective assessment of the
effectiveness of risk management.

{ii) Board

1.3.3 Meets at least 4 limes per year

1,3.4 The Chairperson must not be the

(i} Nomination committee
(iv} Internal audit

| chairperson of the Board
1.3.5 Meets at least twice per annum

{v) Remuneration committee

1.3.6 Helps the Nomination Committee with
the appointment of directors

(vl) Company secretary

REQLIRED

1.1 Using the information from the minutes of the first client meeting about corparate control:

1.1.1
of section 94 of the Companies Act.

1.1.2  Give a reason for each answer.

Present your answer in the following format:

Indicate if one of the individuals in 1 - 4 can be appointed to the audit committee in terms

(4)
(6)
(2}

Individual

1.1.1 Yes/No (1X4=4)

'1.1.2 Reason (1.5X4=6) |

| Pinki Granny

Yvonne Grape

Pater Orange

Mandla Beets

1,2 Using the information from the minutes of the first client meeting about corporate control:

121

Indicate who is responsible for the functions listed in a—d. (6]

1.3 Arrange the statements from 1.3.1 to 1.3.6 to match the correct in®- ~rnation in (i} to {vi}. Each

concept from (1) to (vi) can only be used once.

(9)

1.4 Using the information from the minutes if the first client meeting about salaries and personnel
cycle, describe 8 internal controls that management should design and Implement to ensure that
only valid new employees are added onto the Masterfile and that only valid changes are made

to the Masterfile.

(11)

1.5 List 4 input controls, as well as an example of each, that can be Implemented to ensure that the
details of the new personnel are captured accurately. (&)

1,6 Using the information from the minutes if the first client meeting about salaries and persannel
eycle and timekeeping, explain 4 weaknesses in Freshline’s wages system. Limit your answer to

the timekeeping function.
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QUESTION 2
Internal Control

Freshline’s risk management committee asked management to design appropriate internal controls.
They explained that there are 5 components of internal control. The following internal controls
relate to 2 of the five components, namely control activities and contrel environment, which have
been implemented by the company.

a) Mansgement encourage strong policies in refation to human resources (policies).

b} Any staff that are found guilty of theft are dismissed iImmediately.

c] Physical access to the data centre is monitored by CCTV,

d) Frequent stock takes are performed and any differences between items on the stock sheet
and actual physical items are followed up and resoived.

e} The company has a receiver, issuer and stock controller that are responsible for the
safekeeping of stock.

The features that relate to the control environment or types of control activities are listed below:

i) Human resources policies and procedures
i) Access/safekeeping and security controls
iy Integrity and ethics

iv) Segregation of duties

w) Comparizon and reconcillation

Purchases and payments cycle
The following documents are used in the purchases and payments cycle:

a) Requisition

b) Purchase order

c] Purchase Invoice
d) Chegue reqguisition
e} Creditcrs statement
f) Goods received note

Sales and receipts cycle

The following internal controls have been Implemented to mitigate the risks associated with the
reporting / recognition of sales:

1. Involces are recorded in numerlcal order in the sales journal,

2. The numbers of any cancelled invoices are recorded in the sales journal and marked as
cancelled,

3. Before the sales invoices are recorded in the sales journal, the amounts on the Involces are
added together to get a control total, This total is then compared to the control tatal in the
sales journal after the indlvidual invoices are recorded (“batch control system”).

:%'}'
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4. Anindependent staff member checks the arder of the involces that are recarded in the sales
journal and follows up on any missing invoices.

Inventory

Due to the high volumes of inventory in Freshline, the risk committee indicated that the control
measures need to be implemented to mitigate the risk associated with safekeeping of stock against
theft and losses.

REQLIRED

2.1 With regard to the information on internal control:
2.1.1 Indicate for each of the internal contrals in b} to e} if it relates to the control environment ar

control activity. 1)
7.1.2 Indicate which feature of the control environment or type of cantrol activity named inii) to v)
relates ta which internal control. Each feature / bype can only be used once. ()
Present you answer | the fallowlng format: (2)
Internal control 2.1.1 Control environment 2.1.2 Feature [ type (1.5X 4 =
control activity (1.5 marks X4 | & marks)
=& marks)
| a) Control environment {i)

Mo marks will be awarded for the abovementioned example,
With regard to the information on inventory:
3 3 Describe the difference between a general control and an application control. {2

3.3 Describe the Internal controls that could be implemented to mitigate the risk associated with
safekeeping of stock agalnst theft and losses. (12

2.4 With regard to the information on the purchases and payments cycle, indicate the function of
the purchases and payments cycle under which each of the documents listed In a) to f) would most
likely be used by Freshline. (9]

2.5 With regard to the information on the sales and receipts cycle, for every internal control that will
be implemented in the recording of the sales function, name two possible risks that will be

mitigated. (12)
Present your answer in the following format; (1)
Internal control Risk
E F) 1L
2. |
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AUE2602 2016 S2 - QUESTION (UNISA)

Question 1 21 marks
Motor Mania (Pty) Ltd (hereafter referred to as Motor Mania) has manufactured motor vehicles
since 1950, The company was established by Mr G Volving who retired as the chief executive
officer (CEO) two years ago and currently holds the position of non-executive chalrman of the
board of directors of Mator Mania. His brother in law Mr F Mercede took over the paosition of
CEO of Motor Mama when Mr Volving retired. The rest of the board of directars of Matar
Mania is composed as follows:

Wir H Fiato Independent non-executive director

s D Citro Human resource director (executive director)

Mr K Misthi Financial director [executive directar)

MrCHondas  Risk director {executive director)

Mz J Kiaso MNon-executive director *Note 1

Ms LMinnie  Nop-executive director *MNote 2

Note 1: Ms J Kiaso holds 12% of the shareholding of Motor Mania which she inherited two years ago
fraom her grandfather who was a very well-known businessman.
Mote 2: Ms L Minnie |s the daughter of Mr G Volving and s a qualified industrial engineer.

Corporate governance

Mr F Mercede announced at the last board meeting that he would like the board to consider
listing Moter Mania's equity on the JSE (previously the Johannesburg Securities Exchange) to
obtain additional capital for expansion,

Board committees

Wotor Mama has established an audit committee and a remuneration committes, Mr Volving
heard about a nominations committee as well as a risk committee while attending a corporate
governance seminar, but is unsure about the membership requirements and functions of
these committees. Mr K Misthi was appointed as the chairman of the audit committee and he
and the other member of the audit committee, Ms | Kiaso, meat every six months, Ms L
Minnie currently holds the position of chairman of the remuneration committee,

Required

1.1 Comment on the Information provided in relation to the requirements of sound corporate
governance in terms of the King Report assuming that Motor Mama will list its equity on the JSE.
Present your answer under the following headings:

a) Board of directors’ compaosition and appeintments (four comments) 6
b) Board committees (three comments) 4.5
Both compliance and non-compliance should be discussed in your answers to a) and b).

¢} The chalrman of the remuneration committes announced that she will resign next manth. Indicate
in terms of the recommendations of the King Report, giving brief reasons, which of the current
board members will be suitable to be appointed as the chairman of the remuneration committes. 3
d} Explain to Mr Valving what the function of a nominations committee is according to the King
Report. 1.5
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e} Indicate_in terms of the recommendations of the King Beport, how many times the risk
committee should meet per year. 1.5
f) Explain, in the context of the King Report requirements for internal audit, what the term "risk
based audit appraach” means.

Communication, logic and structure 1.5

Question 2 29 marks

Greenleaf [Pty) Ltd (hereafter referred to as Greenleaf] is a wholesaler that supplies many
specles of trees and flowers to nurseries across the country. Mr G Flower, the owner of
Greenleaf, has implemented good Internal cantrols in the revenue and receipts cycle as he
sees this part of the business as the most important. He implemented the following internal
controls:

a) All sales orders are recorded on sequentially numbered Internal sales orders {150s)

b) Mo sales order is accepted if the customer is not on the approved customer list

c) The warehouse clerk checks the goods picked to the picking slip and prepares a
delivery note in duplicate from the picking s1ip

d} On delivery of the goods to the customer, the customer signs both copies of the

delivery note after he has checked the goods, He retains one copy and returns the
other copy to the driver

ej As signed delivery notes are received, they are matched to thelr internal sales order
and filed sequentially by delivery note number

f} The invoice clerk compares detalls of the dellvery note to the internal sales order,
prepares a numerically sequenced invelce and cross-references it to the delivery note

gl Involees are entered in the sales journal in numerical sequence

Reguired

21 List and describe four (4) limitations of internal control that could threaten Graznleaf's
oblectives from being achieved, 10

2.2 Rased on the internal controls implemented in the revenue and receipts cycle

72371 |dentify the function in the revenue and receipts cycle in which the internal controls listed in
(b} to [g) are most likely to occur

2322 Lista potential risk that will arise should Greenleaf not implement these internal controls,
listed in [b) to [g)

Present your answer in the following format:

Communication, logic, structure and presentation 1
Internal | Function 1.5 Risk 1.5 marks each
control | marks each
a Receiving Orders may not be acted upon timeously or at all, resulting In a loss
custorner orders | of sales and customer goodwill,
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Question 3 50 marks
Worldwide Toys (Pty) Ltd (hereafter referred to as Worldwide Toys) is a small toy manufacturer that
opened 2 year ago. It specialises In educational toys for children between the ages of one and seven,
Mir Fun, the owner of the business wants to expand the business and appoint additional employees
te the manufacturing division. He is considering installing a manual clack system to facilitate
accurate and completa timekeeping. Mr Fun read that there are many advantages to
computerisation of the payroll systern but for now, he is satisfied to install 3 manual clocking system.

Inventary

Worldwide Toys' inventory is kept in a single tidy warehouse in Sandton, Johannesburg, An
inventory count is conducted on an annual basis and the following procedures are followed:

1. The count takes place over two days for Worldwide Toys to receive and despatch goods during the
second day of the count,

2. Eight warehouse employees are part of the count team and they each count a section of

the warehouse on their own,

3. The warehouse administrator hands out the numerically sequenced inventory sheets with the
tescription and quantity per item to the counters who count their section of the warehouse and tick
off the quantities on the Inventory sheets once they have counted the items.

4. If the counter counts a different guantity far an item than what is listed on the inventory

sheet, hefshe will highlight that item on the inventory sheet,

5. The warehouse administrator amends the quantities of all highlighted items on the inventory
sheets on the perpetual inventory records to reflect the actual quantities on hand at the conclusion
of the count,

Payment of suppliers
Worldwide Toys pays its suppliers via electronic funds transfers (EFTs). Mr Fun is concerned
about the internal contrals implemented in this function, specifically access to the bank account,

Required
3.1 List the internal controls that should be implemented and actions to be performed to ensure that
accurate and complete records of valid hours worked (timekeeping) by employees are kept. 12

3.2 Provide Mr Fun with an example of how "hiometric data® can be used in 2 computerised clocking
system to identify employees. 15

3.3 Describe the advantages of biometric data that could be used in a computerised clocking system
over an ldentification card or a clock card in 2 manual clock system. 1.5

3.4 Discuss the weaknesses in the year-end Inventory count based on the information in the
scenario, 15

3.5 Describe the access controls that should be implemented to ensure good control over the bank
account from where the EFT payments are made, 75

3.6 Provide a list of good password controls as part of access controls over the bank account, 10.5
Communication, logic and structure 2
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AUE2602 2017 S1 - QUESTION (UNISA)

QUESTION 1 50 marks

You are an audit trainee at Vouch Inc, a firm of registered auditars In Johannesburg. You were
recently assigned to the audit of ScrewLoose Limited (hereafter referred to as "Serewloose"], 2 VAT-
registered company that operates in the hardware sector in South Africa. Screwloase specialises in
hardware, consumables, chemicals, tools and safety products. Mr € Ment founded the company 14
months ago. As this is the first time that Screwloose will be audited, Mr Ment requested that the
audit firm provide value-adding comments regarding the corporate governance practices and
internal controls at Screwloose, The integrated report js yet to be prepared, The following
infarmation urgently requires your attention.

1, Corporate governance practices
nember of .
Pasition Governing Body Member of Audit
{Board of Directors) Committes
Charles Ment Chief Executive Officer (CEQ) Chairperson Chairperson A b.ﬁ};!
Danny Nalovu Operations Director  ExgcuTwe | Yes '
Janas Smith Managing Director Exgyrng. | Yes ¥ Yog e
Jessica Rilay Independent non-executive director Yes "
Madia lsmail Independert non-executive director Yes P Yos LT
Gertrude Maolol Independent non-exacutive directar Yes e
Thabizo Mudaw | Independent non-executive director Yes v
Mote 1 2

Note 1: The board met twice during the first financial year. £ & -Flmiz0
Note 2: At the only meeting held by the audit committee during the first financial year, a decision
was taken that the committee's only duty is to nominate the external auditor for appointment. The
audit committee will have a first meeting with the external auditors next month. 2 peafir gl s
lwetbt Gudidas  wo ki
2, Continuity of operations | i
Mr Ment wants to develop an information technology (IT) disaster recovery plan as part of sound
controls to minimise disruption should a disaster occur that could prevent processing and/for destroy
fnancial data,

3. Application controls

Yaour fallow audit trainee, Jack Newhle, was assigned to audit the payroll and personnel cycle at
Serewloose, He has encountered the followlng application controls that are used in this cycle, but is
not sure whether he has matched the correct descriptions to the respective application controls.

Description Application contral
A Identiies amounts that fall outside a predetermined limit after Alphanumenc test [t |5t
B A final balance ammived at after processing is compared to the Check digits Poua 1 M
C Keying In will not continue urtl a particular field or flelds have Lirmiit test inapete oty
[ Is a redundant (extra) character added to an account number, Mandatory field sl ,rf: L{, i
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E Detect gaps or tuplications in a sequance of numbers as the Matching check F o —
F Data that has been pracessed is compared by the computer Range test PYE BT
G Prevent or detect alphabetic fields that have been entered as Run-tg-run total Plph Wistas,
H Data that has been processed is compared by the computer to Sequence check Eownde
4. Source document design

idr Ment has indicated his concerns to you regarding the design of the source documents at
screwloose. His maln concern is whether or not the sales invoices that Screwloose issues comply
with the requirements of the Consumer Protection Act 68 of 2008. You selected sales invoice 658,
which is presented below:

Sales Tax Invoice
Involce number 698 Customer Black Velvet Design (Pty) Ltd
Screwloose Limited POBOXD

Pretoria DO37

Description Amount (R)
X152 3M Hearing Protection Caps with Green Cups 4 400
Bzl7 35| Compact Flammable Cabinet 12 600
Tatal 17 000
Requlired Marks

11 Comment on the information that Screwloose Limited provided with reference
to the requirements of sound corporate governance in terms of the King Report.

Present your answer under the following headings: (2)
a) Governing Body (Board of directors) compaosition and appointments

{five comments}) (7.5)
] Audit committee composition and appointments (three comments) (4.5)
(4] Audit committee meetings (two comments) (3}
d) General remarks [two comments) (3)
. You should discuss issues in respect of both compliance and

non-compliance with the King Report in your answer,

bz | amdi -
1.2 ¥ Deserlbe any FOUR (4) duties of the audit committee in terms of the provisions _ _, tarve Auehts

of the Companies Act. Excludre ~ny duties relating to the external auditor, (&) n.,gir_:-,_;_-_v-.l.
S e e o T K .—ch_—,-» :L:'
1.3 ¥ Describe the controls that Mr C Ment should implement at ScrewLoose Limited '
e ) ; S g e
to minimise information technology (IT) disruption as a result of some disaster,
Limit your answer to the diszster recovery plan, ()

1.4 Assist Jack Newbie with his understanding of application controls by matching
the correct application control to each description. Only one application contrel
should be provided for each description.

You should present your answer in the following format: (2)
Iﬁascripﬂnn | Application control |
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1.5 Indicate with reference to invoice 698 whether or not the design of the source
document complies with the minimum reguiraments for an invoice as stipulated
inthe Consumer Protection Act 68 of 2008.
) You should discuss issues in respect of both compllance and non-
compliance with the Cansumer Protection Act in your answer, (9]

QUESTION 2 50 marks

Fantastic Four Furnishers {Pty) Ltd is a manufacturing company that produces beautiful wooden
furniture for furniture retail stores.

1. Ordering of wood

To enhance local employment rates, all woad is o1dered from the local forestry department by
the Senior Buyear, Ms 5 Starm,

2. The manufacturing process

The factory floor is divided into five sections:

1, Recelving

2. Cutting and moulding
3. Assembly

4, Finishing

L. Storage and delivery

When the wood is received, it is checked and measured to ensure that the size and the moisture
content of the wood pieces are within the specified requirements. Each bundle received is
documented o a goods received note {GRN) before it |s released to the cutting and moulding
section for processing. When wood is transferred to a new sectlon, for example, from cutting and
moulding to assembly, a transfer note is completed by the foreman of the section releasing the
Inventory to the next section,

3, Appointment of new staff

The foreman of the finishing section, Mr H Torch, has complained that the assembly section is
always behind schedule and that the products are not of the required quality. Mr R Fantastic, the
Chief Executive Officer, decided to appoint additional staff to the assembly section, Because heisa
very busy man, he placed an advertisement in the local newspaper and immediately appointed the
first five applicants. He then proceeded to capture the new employees’ details in the computerized
employee masterfile.

4, Employee masterfile

£ Fdge Busingss SchoolA2-RONT-250 e



The employee masterfile can only be accessed through tha use of an authorised username and
Password, To enhance accuracy and completeness of the keying In of the masterfile amendments
and to detect invalid conditions, screen aids and programme checks were implemented. Any
thanges made to the masterfile are also automatically logged by the system on sequenced logs. Mr
Thing, the Financial Director, regularly reviews the logs and checks the log sequence.

Required Marks

21 Describe any FIVE (5) rlsks linked to the ordering of goods function of
the acquisition and payments cycle. Explain why each risk is consldered

a risk. [15)
Present your answer in the following farmat: {2
Risk Explanation

2.2 5 Describe FOUR (4) internal controls that should be implemented to mitigate the
risks associated with the movement of inventory from the Cutting and Moulding
section to the Assembly section. (G)

2.3 Regarding the valuation of inventory:

2.3.1  Describe at what value the inventory should be presented in the
financial statements of Fantastic Four Furnishers (Pty) Ltd. (3

2.3.2  Indicate whether the following costs (a-f) should be included or
excluded when valuing inventory;

a) Delivery costs Les

b) Commission paid on goods sold ~O

c) Cost of production material lost during a fire in the factory 10

d) Administrative costs TEJ 2

&) The salaries of production staff Ljs"‘_':-

f} Variable production averheads ':_'/jlf £ 3]

2.4 What procedures should Mr R Fantastic, the CEQ, have followed before
making the new appeointments to address the risk of recruiting unsatisfactory
or unnecessary employees'? (7 . =)

2.5% Desgribe any additional internal contrals that should be implemented to
ensure that new employees' details added to the employee masterfile are
accurate, complete and authorised, .

= alp .

(2)
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AUE2602 2017 S2 —QUESTION (UN!SA)

QUESTION 1 A 50 marks

ol
Camping Corner Ltd (hereafter referred to as "Camping") manufactures and sells camping goods

such as tents and sleeping bags. They have one factory in Limpope and various retail stores in all the
provinces. They have been listed on the JSE since 2005.

Corporate governance

The following individuals attended the last meeting of the board of directors for the 2017 financial
year:

[ Name Additional information
1 | Mr CColeman | Chairman and non-executive director v~ B
2 | MrsKKlein Chief executive officer and CA [SA) v CEo
3 | MsP Kgasago | Finance director and CA [SA) v o
4 | Mr 5 Smith Mon-executive director, CA {54) and former c:r:;irman of the hoard who

retired four years ago e gpeednort

5 | MrSSepelane | Non-executive director and newly qualified CA (SA), has no connection to
camping _
6 | Ms TMogale Company secretary Y = sliald wet e
2 MDA el red
The following points are extracts from the directors meeting:

1, Mir S Sepelane brought the new King IV report to the other directors' attention. He would like to
set up a meeting to discuss the impact of the early adoption of the new report on the Board of
director’'s committees,

3 Mr C Caleman informed the board of directors of his intention to resign in 2018 and retire to his
beach house.

3. Ms P Kgasago informed the board of declining a possible contract relating to the import of
material for the manufacturing of tents. The procurement manager was approached by an overseas
company with the possible contract. The procurement manager then informed Ms Kgasago. Ms
Kgasago contacted the overseas company, and they mentioned to her that they would make it
tworth her while" if she assisted them in winning the contract. Upon further research of the
company, Ms Kgasago found they are invalved in litigation relating to pollution at their
manufacturing plants. Based on the information gathered, the contract was not accepted. Thisis the
first opportunity Ms Kgasago had to bring the matter to the attention of the board of directors.




Revenu

The rec

e and Receipts

entinternal audit of the revenue and receipts cycle of Camping, has indicated that there are

weaknesses in the process, In order to identify the possible areas of concern, the following
description of the process for .he receiving of telephonic and email oroers was obtained.

The company's systems, including the revenue and receipts cycle, are computerised.

There is only one email inbox used by the four sales order clerks. In addition, there is a
central customer order telephane line, answered by whichever sales order clerk is available.
Each sales order clerk has their own terminal connected to the company's local area network
(LAN), however, they make use of a shared username and password.

s e e o T X HEE PO I.J]O.HIME,J.J — (a5t
On receipt of a customer order, whether telephonically or via email, the sales order clerk
first accesses the masterfile from their terminal to confirm customer details such as name,
account number and ﬂell’uen,r address.

If an order is received via email, the sales arder clerk will scrutinise the customer order to
confirm that it has sufficient detail for example, description of goods is correct, guantity
ordered is clear. Having done this, the sales order clerk emails the order to the warehouse
administration office. Mo chesdec done

If an order is received telephonically, the sales order clerk will type the order and read it
back to the customer to confirm the correctness thereof. The sales order clerk will then ] /
email the order to the warehouse administration office. ip Elesdie H/M " ol ced Plo

If an order is received from a person or a company who is not on the debtors' masterfile, or
if someone phones in wishing to open an account, the sales order clerk phones the potential
customer and introduces himself or herself. At the same time the sales order clerk obtains | lJ'
the customer's details and agrees credit terms and limits with the customer, Company policy »JO -,
does not allow credit to be extended beyond R 25 000 and 60 days.
comdit oo / d.ﬁpt. !
As the new customer gives the details over the phone, the sales order clerk records them
carefully on a hardcopy, sequenced and pre-numbered masterfile amendment form. Al
details are confirmed with the customer before ending the conversation. The sales clerk
then accesses the "masterfile amendment module” in the revenue and receipts application
software and enters the new customer onto the debtors' masterfile.

wD ;jf
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REQUIRED

11 Based on the concerns raised by Mr § Sepelane under the corporate governance section, list
the FIVE (5) committees that the Board of directors of Camping Corner Ltd should consider
implementing in accordance with the King IV Report. {73)

132 Considering Mr C Coleman's intention to resign:

1.2.1  Name the committee of the Board of directors that is usually responsible for succession
planning, AND FquIM&’r Ha (1)

1.2.2 Discuss ONE (1) other key responsibility of this committee (13%)

1.3 Comment on the conduct of Ms P Kgasago with regards to the possible new contract for the
import of materials taking into consideration the requirements of section /6 of the
Cormpanies Act, no 71 of 2008 Standards of director's conduct {aw)

1.4 For the identified individuals' numbers 3-6 who attended the last board meeting, indicate
whether or not they would be eligible to serve on the audit committee ND provide a

reason for your conclusion. (10)
Present your answer in the following format: (2)
MName EETEiI:-Ie -Yes/No Reason
| {1 mark each) {1% marks each)

3 | MsP Kgasago =

4 | MrSSmith | ' :_

5 | Mr 5 Sepelane
6 | MsTMogale

1.5 Consider information under reverue and receipts:

Identify AND lexplain any SEVEN (7) weaknesses found in the revenue and receipts cycle (a-g)
at Campi orner Ltd as described in the scenario. Limit your answer to the n

function.
Note:
. You do not need to address the creditworthiness of customers in your answer
[
’ You are not required to make recommendations to address the weaknesse- ot —+o Loy s
Present your answer in the following table format: Qz}

Weakness Explanation




QUESTION 2 50 marks

lustice SA (Pty) Ltd manufactures home security and safety products, such as alarm systems, safety
gates and burglar bars.

As the company is not performing as well as expected, management has decided to make some
changes in the various business cycles of the company. Mr Arthur Curry was recently appointed as
the risk manager and have implemented a number of changes in the operations of the company with
the intention of mitigating risks he identified. You have been appointed to assist Mr Curry with his
duties.

1. Acguisition and payments cycle

Mr Curry is aware that there are five functions in the acquisition and payments cycle. He is not sure
what they are.

2 Receiving of goods

Mr Curry established a designated secure area in the warehouse, to receive goods that was ordered
by the order department. Only necessary and relevant employees have access cards to gain access
to this section. Mr Curry is not aware of any other internal controls which can be im plemented to
mitigate the risks that arise when receiving goods.

3, Inventory and production

Mr Bruce Wayne, the finance director, is indecisive about the additional costs that arise from the
implementation of internal controls in the warehouse, Mr Curry has explained to him that the
controls are in place to mitigate the risks that exist within the warehouse. Mr Wayne asked for a list
of these risks,

One of the controls Mr Curry introduced was that production can only commence after the
production manager, Ms Diana Prince, has authorised the job cards. Ms Prince is uncertain what
details the job card should contain and what procedures she must follow before auth orising the job
card.

4, Approval of hours worked

A biometric system has been purchased and implemented. Factory workers now have to "clock in"
by scanning their thumbprint, The purchase and implementation of the biometric system can be
considered a non-routine transaction. Framce £ v Sbhend e e

The payroll preparation function has also been computerised. Mr Curry is, however, concerned
about the approval of hours worked as there has been a sharp increase in overtime payments. Mr
Curry asked you to provide him with application controls that should be implemented to approve
overtime befare payroll preparations cornmence.



REQUIRED

21 List the FIVE (5) functions of the acguisitions and payments cycle, (5)
2.2 Describe EIGHT (8) additional manual (non-computerised) fnternal controls that should be in
place to mitigate the risks in the receiving of goods function. (12)
2.3 Regarding the inventory and production information, list FIVE (5] risks that existin the
warehousing function. (734)
2.4 Regarding Ms Prince’s uncertainty in the production cycle: =
egarding Ms Prinee's AT GC prodictan & rowr o whied 13
2.4.1 Discuss the details that must be on the job card; AND | e ff ? {1%)
2.4.2 Discussany THREE (3) procedures Ms Prince mlus?fallmw before authorising the _]Dbkggi‘ﬂ.
ovmper® and  Hop g le. 1+ o P oy (4%)
Presentation, communication, logical reasoning and structure Sl ecliale. {114)
2.5 With reference to the approval of hours worked information, explain what the term non-
routine transaction mean, (3)
2.6 Describe TWQ (2) advantages of using biometric data over an identification card or a clock
card. (3)
2.7 Describe EIGHT (8) application controls that could be implemented to approve the hours

P hee.

captured during electronic timekeeping before payroll preparation can commence. (12) }
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