IRRV EXAMINATIONS JUNE 2003

LEVELI

PRINCIPLES OF ACCOUNTANCY AND AUDIT

PLEASE NOTE INSTRUCTIONS WITH REGARD TO

COMPULSORY QUESTION AND CHOICE

Answer FIVE questions

Answer QUESTION 1

and

TWO questions from Part A

and

TWO questions from Part B

(The number of marks obtainable for each question is indicated in brackets)

All working papers should be submitted with each answer

Marks will be awarded for good style and presentation

(Maximum marks 300)
THIS QUESTION IS COMPULSORY
1.
The following data refers to Sticky Toffee plc for the year ended 30 April 2003.







£

Loan
150,000

Stock at 1 May 2002
25,000

Ordinary share capital
200,000

Debtors
75,000

Bank
50,000

Cash
5,000

Tax
15,000

Retained profit at 1 May 2002
135,000

Trade Creditors
25,000

Proposed dividends
25,000

Land
175,000

Buildings
100,000

Vehicles
50,000

Fixtures
70,000

In addition on the 30 April 2003 the following transactions took place:

1.
the dividends were paid by cheque

2.
£20,000 of the loan was paid by cheque

3.
shareholders purchased £50,000 more share capital in the firm and paid by cheque

4.
new vehicles were bought for £10,000 by cheque

5.
the value of the stock at 30 April 2003 was £35,000.


Required:

a)
the trial balance of the company at 30 April 2003 before the transactions listed above took place;





(15 marks)

b)
the balance sheet of the company at 30 April 2003 after the transactions listed above took place;





(35 marks)

c)
calculate the working capital and explain why this is an important quantity for businesses;






(10 marks)

d)
explain why most fixed assets are depreciated each year in the accounts; and








(5 marks)

e)
state three reasons why a balance sheet may not be an accurate valuation of the business at that date.




(15 marks)

PART A: Answer two questions from this part

2.
When the first draft of Alpha Ltd’s accounts were prepared there appeared to be a net profit of £10,472 including a balance on a suspense account. The suspense account had a credit balance of £447. Following examination of the draft accounts, certain errors were discovered.

(i)
A credit note to a customer for £250 had not been posted at all, either to sales returns or debtors.

(ii)
In the Sales Day Book, there had been a casting error, and a page sub-total of £16,425.50 had been carried forward as £14,625.50.  Individual debtors, however,  had been correctly posted.

(iii)
Due to a transposition error, telephone expenses of £570.40 had been entered in the telephone account as £507.40.

(iv)
An invoice for credit purchases of £1,420 had been entered in the Sales Day Book as £1,240, but posted correctly to creditors.

(v)
Discounts received of £685 had been debited to discounts allowed.

(vi)
An amount of £50 per month was given to the petty cashier.  This transaction was recorded by reducing cash sales each month.

You are required to:

(a)
Show full journal entries, including descriptions, needed to make the necessary corrections.





(35 marks)

(b)
Open the Suspense Ledger Account and post the eliminating entries.









(15 marks)

(c)
Recalculate the net profit.





(20 marks)

3.
Bobby Berry runs a small business.  He is unable to reconcile the balance on the business bank statement with that shown in his bank ledger account.  Copies of these two records are shown below:

Natfax Bank plc

Statement of Account with B Berry

2003




Ref
Withdrawn
Paid In

Balance






                   £                       £                   £


1 Mar
Balance b/f







527.92


1




316
7.40



520.52

1
Standing order – RAC

SO
68.00



452.52

1
Deposits





394.50

847.02

7
Cash




801.10



45.92


8 
Deposits





511.19

557.11


14




318
25.00



532.11


14




319
216.21



315.90

15




317
21.80



294.10

15
Deposits





416.20

710.30


18
Cash




1650.29


939.99D

22
Deposits





691.20

248.79D

27
Automated pay-in -










A Debtor Ltd


BAC


410.60

161.81

28
Cash




747.70



585.89D

28




321
8.21



594.10D

28




322
46.19



640.29D

29




323
52.22



692.51D

29




324
4.49



697.00D

B Berry

Bank Ledger Account

Mar


£

Mar




£

1
Balance
520.52

7
Cash (wages)


801.10

1
Debtors
394.50

8
Waterloo Ltd
317

21.80


8
Debtors
511.19

11
Sunset Ltd
318

25.00


15
Debtors
416.20

11
Whiter plc
319

261.21

22
Debtors
691.20

18
Cash (wages)


1650.29

29
Debtors
285.82

22
Shade

320

18.50







22
Pale Ltd
321

8.21






22
Noone Ltd
322

46.19






22
Fontana Ltd
323

52.22






22
Searcher
324

4.49






22
Dakota plc
325

9.50

29
Balance
826.78

28
Cash (wages)


747.70



3646.21





3646.21

question continued overleaf - >

Required

(a)
Commencing with the closing balance on the bank ledger account (£826.78), update  and correct the account as necessary.


(25 marks)

(b)
Prepare a schedule reconciling the balance on the bank statement with your revised bank ledger balance from (a).



(25 marks)

(c)
Following the year end the bank returned a cheque from D Wood for £206.90 which was included in the banking of 22 March. The cheque was marked “no funds” and it is determined that the customer has ceased to trade and cannot be traced.


(i)
Explain how this item should be treated.


(ii)
Draft the appropriate journal entries.


(20 marks)

4.
a)
Identify and explain the four fundamental accounting concepts identified in SSAP2








(20 marks)

b)
Outline the circumstances in which one or more of these concepts might 
not be followed when preparing accounts.



(15 marks)

c)
Having been recently assigned to work within the financial accounts office, you are given a note of issues which have arisen in the finalisation of accounts. You are asked to draft a note to the Assistant Accountant indicating the accounting concept involved in each note and the correct accounting treatment.







(35 marks)

Note (i)
There is a rumour that one of the company’s largest debtors (owing £10,000) has been declared bankrupt.

Note (ii)
An invoice for goods received has not been included in the accounts – total value £3,000.

Note (iii)
The Marketing Manager has requested that the depreciation charges on vehicles used by the company’s staff be reduced by 50%.

Note (iv)
A stocktake of the office stationery yielded a total figure of £1,550. It appears that several boxes of staples, which cost £10 in total, may have been omitted from the stock count.

Note (v)
Desktop computers and printers valued at £6,500 were stolen shortly before the end of the accounting period. Although the company has insurance cover, there is a problem with processing the claim, as some of the conditions of the policy have been contravened.

PART B: Answer two questions from this part

5.
Austen Limited have a financial year end of the 31 March 2003. The directors have informed the auditors that they intend to take their year end physical stock by means of a full count on 28 February 2003. The company maintains a continuous stocktaking system which the auditors have assessed during the interim audit as representing sound internal control over stocks. No purchases or sales are on a cash basis.

(a)
State what the position is from an audit aspect if internal control had been weak and book records of stock were not kept.



(10 marks)

(b)
Describe the audit work required to cover the period between the physical count on 28 February 2003 and the financial year end on 31 March 2003, emphasising what happens during and after the stocktake.

(30 marks)

6.
You are the auditor of Mackintosh Limited, a company manufacturing rainwear.  The company has 100 employees in the factory at any one time.  You find from the system you have ascertained and recorded using internal control questionnaires, that the following appears to be the current operation in respect of paying and recording labour hours worked.

(i)
The works foreman is J Jones, who is responsible for hiring factory workers and dismissing them.  J Jones keeps a register of staff and a note of the rate per hour he has agreed to pay them, as well as their personal details.

(ii)
R Roberts works for J Jones, and calculates the weekly wage due to the employees from clock cards representing normal hours worked and signed by J Jones.  Overtime and bonus payments are also authorised by J Jones, who signs an overtime/bonus sheet.

(iii)
J Jones checks the calculations for pay prepared by R Roberts and signs the payroll sheet, which is forwarded to the works director, A Larm, who passes it on to the cashier.

(iv)
The cashier draws a cheque, which is signed by a director, and the cashier then makes up the pay envelopes, using pay deduction slips prepared by R Roberts.

(v)
The pay envelope is returned to J Jones, who proceeds to pay each worker.

(vi)
Pay details are processed into ledgers from the cashier’s book.

(vii)
There are never any uncollected pay envelopes.

(a)
Comment on the weaknesses in the system.



(10 marks)

(b)
Suggest six improvements to the system to bring it into line with sound internal control principles.





(30 marks)

7.
a)
Auditors obtain evidence by “substantive” and “compliance” testing. Distinguish between the terms “substantive” and “compliance” in this context.







(10 marks)

b)
Explain why professional independence is considered so important for the auditor.







(10 marks)

c)
What steps can be taken when organising internal audit, to ensure that the internal auditors retain their independence?



(20 marks)

IRRV PRINCIPLES OF ACCOUNTANCY & AUDIT LEVEL 1

JUNE 2003

ANSWERS

1.
a)
Sticky Toffee plc Trial Balance as at 30 April 2003




Dr

Cr



         £
          £



Loan


150,000



Stock at 1 May 2002

25,000




Ordinary share capital



200,000



Debtors

75,000




Bank

50,000



Cash
 
  5,000



Tax



 15,000



Retained profit at 1 May 2002


135,000



Trade creditors

 

 25,000



Proposed dividends

 

 25,000



Land
        175,000
  



Buildings

100,000




Vehicles
  
  50,000



Fixtures
 ​ 
  70,000
​​​
_______



550,000

550,000



                        (1 mark for each correct entry +



                               1 for total)

(b)
Sticky Toffee plc Balance sheet as at 30 April 2003


£

£




Fixed assets





Land


175,000
(2)


Buildings


100,000
(2)


Fixtures


  70,000
(2)


Vehicles


 ​​ 60,000
(2)





405,000


Current assets


Stock
35,000



(2)


Debtors
75,000



(2)


Bank
45,000*



(7)


Cash                                        5,000



(2)


                                             175,000



Current liabilities


Trade creditors
25,000



(2)


Tax         
15,000



(2)
(40,000)


            


Net current assets


120,000






525,000


Less Long term liabilities


Loan


(130,000)
(2)





395,000


Capital and reserves


Ordinary share capital


250,000
(2)


Retained profit


145,000 
(3)




395,000    





(32+3 layout=35)


(c)
Working capital is £120,000.  If this is insufficient it may mean  

that the firm is unable to pay its debts which could lead to its



enforced liquidation.



(10)


(d)
They generally have a finite life and therefore an asset’s cost 



must be spread over its useful economic life. Reflect correct value in balance sheet.



(5)


(e)
(1)       Goodwill is an intangible asset but is not generally shown 



on the balance sheet.



(2)
Market depreciation rates may exceed those used to 


depreciate fixed assets in the accounts.



(3)
Bad debts provision may be inadequate



(4)
Fixed assets such as land or buildings may not have been


revalued for several years.


(5 for each point to max of 15)

* Bank
50
(1)



- Dividend
-25
(1½)


-Loan
-20
(1½)


+Shares
+50
(1½)



-Vehicle
-10
(1½)



45
(7)

2
(a)
Journal Entries


                             Sales Returns Account
                                           250
                    (2)



 Debtors Control Account

250
   (2)



Credit Note for Sales Returns not posted


   (1)



Suspense Account
1,800
   
(2)             



Sales Account

1,800
(2)



Casting error on Sales Day Book


(1)



Telephone Account
    63

(2)



Suspense Account

   63
(2)



Transposition error Telephone Account


(1)



Sales Account
1,240

(2)



Purchase Account
1,420

(2)



Suspense Account

2,660
(2)



Purchases incorrectly posted to sales


(1)



Suspense Account
1,370

(3)



Discount Received Account

 685
(2)



Discount Allowed Account

 685
(2)



Incorrect posting of Discount Received


(1)



Petty Cashier Expenses
  600

(2)



Sales Account

600
(2)


Error in recording Petty Cash Expenses


(1)



                                                                                                                 (35)


(b)
Suspense Account




Balance
         447
  (3)

                          Sales                           1,800     (3)
Telephone
           63
  (3)



Discounts
1,370
    (3)
Sales/purchases 2,660  (3)




3,170

     
        3,170 








 (15)




     


(c)
Net profit (before adjustment)



10,472

(2)



Sales






   (250)

(2)



Sales






  1,800

(2)



Telephone





      (63)

(2)



Sales






 (1,240)
             (2)



Purchases





(1,420)

(2)



Discounts





 1,370

(2)



Petty Cash Expenses




  (600)             
(2)



Adjusted Net Profit




10,069

(4) 












(20)

3.
B BERRY





Bank Ledger Account

(a)
Correction to cheque


Balance

826.78

(2)


No 319 (261 – 216)
  45.00

Standing order
  68.00
    (10+5)


A Debtor Ltd

410.60






(5)


Correct balance
439.18




______
(3)





894.78




894.78
          (25)





Bank Reconciliation

(b)
Balance per statement

697.00

OD
          (2½)


Add cheques outstanding


320 Shade


18.50





(5)


325 Dakota plc

  9.50     
28.00



(5)




          725.00

OD


Less Deposit not yet credited

          285.82


          (10)


Balance per bank ledger account
          439.18

OD
          (2½)








          (25)











(c)
(i)
Post-balance sheet event which throws light on year-end situation.

Cannot be allowed to remain as a part of bank balance, or as an asset (prudence) but must be written off as a bad debt.


(4)

(ii)
Debtors (D Wood)

206.90




(3)


Bank





206.90


(3)


Debtors re-instated following non-payment of cheque

(2)


Bad Debts


206.90




(3)


Debtors (D Wood)



206.90


(3)


Bad Debt written off





          
(2)







         (20)

4
(a)
The four fundamental accounting concepts identified in SSAP 2 are:



(i)
The going concern concept.  Compliance with the going concern 

concept means that accounts are prepared on the assumption that 

the enterprise will continue for the foreseeable future.  This is 


normally a reasonable assumption to make, but careful investigation 

is necessary before adopting it if, for example, the business is 


making heavy losses, or has imminent large loan repayments.
(5)



(ii)
The accruals concept.  The accruals concept, also known as the 

‘matching’ concept, requires the profit and loss account to include all 

costs relating to the income included in the account, whether those 

costs have been paid for or not.  It also allows the inclusion of 


income not yet recovered, as long as its receipt is beyond reasonable 

doubt to satisfy the prudence concept.



(5)



(iii)
The consistency concept.  There should be consistency of 


accounting treatment of like items within each accounting period and 

from one period to the next.




(5)



(iv)
The prudence concept.  Revenue and profits should not be 


anticipated, but should be recognised only when realised in the form 

either of cash or of other assets, the ultimate cash realisation of 


which can be assessed with reasonable certainty.




Provision should be made for all know liabilities, expenses and 


losses whether the amount of these is known with certainty or is a 

best estimate in the light of the information available.

(5)


(b)

It is always necessary to apply the prudence concept.  



Circumstances in which one of more of the other concepts might not 

be followed include:









(i)
Going concern concept.  When it is known that the business is 


about to cease and it is therefore more appropriate to appraise items, 

and in particular to value assets, with the termination of the business 

in mind.







(5)



(ii)
Accruals concept.  The accruals concept will not be followed when 

it conflicts with the prudence concept – that is, when there is 


sufficient certainty as to the receipt of income.


(5)



(iii)
Consistency concept.  When a properly disclosed change in 


accounting policy causes a change in the treatment of an item.  The 

publication of a new SSAP could well be the cause of a break in 


consistency of treatment.




(5)


c)
Note to include:





Concept

Treatment



Note (i)

Prudence/accruals
Write off/provision

(7)



Note (ii)

Accruals

Include in accounts

(7)



Note (iii)
Consistency

Review rationale and 

(7)








depreciation policy



Note (iv)
Materiality

Include/ignore


(7)



Note (v)

Prudence/accruals
Provision for loss £6,500
(7)








(clarify circumstances)       

	5.         (a)

            (b)  

            (i)            
 

            (ii)

            (iii)

6.          (a)

             (b)

              (i)

             (ii)

             (iii)             



            (iv)

             (v)

             (vi)

            (vii)

            (viii)

             (ix)

             (x)

(xi)
	Where internal control over stocks is poor and the

movement of stocks during the year is not recorded and

controlled, then a full count is required at the year end 

(31March 2003).  The evidence of the existence of stocks

provided by the stocktake results is most effective when the

stocktaking is carried out at the year end.  Stocktaking

carried out before or after the year end may also be 


acceptable for audit purposes, provided records of stock 

movements inwards and outwards in the intervening period are such that the movements can be examined and substantiated.

The audit work required is as follows:                                                               

The auditor will attend the stock count on 28 February 2003


The three stages of the stocktake will be:


Before the stocktake – the auditor agrees the client's


 plan of the stocktaking procedures.

During the stocktake – the auditor attends and observe the 

full count, ensures procedures are complied with, identifies slow-moving stocks for subsequent write-down, test check selected counts, notes the number of the last goods received note (GRN) and sales delivery note (DN), and identifies the stocksheets for later recognition and follow up.

After the stocktake – the auditor tests the last GRN against the processed purchase invoice relating to it and the last DN against its related processed sales invoice (the GRN and DN relate to the last movement of stocks in and out at 

28 February 2003).  The auditor ensures book records of stock are adjusted to the physical count.  The final stocksheets will be tested by the auditor in terms of quantity (traced back to the original stocksheets used on the stocktake) and the price used will be checked as a FIFO price or other basis of pricing, consistently applied.  The stocksheets will be added up and the extensions checked, and the final total will appear in the financial statements adjusted for the lower of cost and net realisable value requirement (SSAP 9).

The stock records at 28 February 2003 will be made to agree with the physical stock-count at that date.  The resulting stock figure will be updated by adding to it the purchase invoices cost of the goods received notes (GRNs) between 1 March 2003 and 31 March 2003 and by deducting from that figure the cost price of goods sold as represented by all the sales delivery notes (DNs) in the period.  This will give the year end stock figure at 31 March 2003.

The auditor will check post balance sheet events to ensure that stock shown in the year end balance sheet at cost has not been sold in the period before signing the audit report at a figure lower that cost.  If this does occur, then the year-end stock figure becomes an adjusting event and is revised to net realisable value. 

There appears to be plenty of scope for J Jones to manipulate the payments to employees working in the factory.  No check on what Jones does by a senior person, such as the works director, A Larm, is apparent. Larm should play a more active role in the system.  There is the possibility that under the present system payment could be made for work not done, via non-existent employees or employees paid for overtime or bonuses not properly earned.  J Jones should not be allowed to hire or dismiss staff, agree wage rates, keep personnel files, calculate pay or pay the staff.  There should be a separation of duties as indicated below.

The following are the suggested improvements to the system in order to bring it into line with sound internal control principles.

The works director, A Larm should be the senior person who authorises the employment and dismissal of factory staff, and should agree their hourly rates of pay (authorisation function).

A separate personnel section should record all the above information in personnel files, which should be separately held from any other section of the enterprise (recording function).

Hours worked for normal time in the factory should be recorded on clock cards, and the works foreman, J Jones should authorise the cards at the end of the week and send them to the payroll section for processing (authorisation function).

Overtime and bonus payments must be authorised by the works director, A Larm, and not by J Jones, who is too close to the workers as to be truly independent of them (authorisation function).

A separate payroll section should employ three persons to prepare and review the payroll make-up.  One person should prepare the payroll from the hours worked and the rates of pay.  Another person should check the calculations.  The payroll supervisor should check the payroll and sign it as authorisation for payment (recording function).

The payroll copy is forwarded to the cashier, who draws a cash cheque authorised by two directors, and proceeds to make up the pay envelopes, which include the pay slips (custody function).


Payment to the employees is made by a section of the enterprise independent of payroll preparation and custody of the pay envelopes.  The works foreman, J Jones, should be in attendance to ensure the pay packets are given to the correct employee, who should also sign for it.  The signature should be compared to the signature held in the personnel records (custody function).

Unclaimed wage packets should be held in the cashier’s safe, with the payroll section recording this fact (recording function).  If still not claimed, the chief accountant should investigate the situation.

The chief accountant’s section should reconcile the movement on the payroll from one week to the next, taking into account starters and leavers and changes in the rates of pay.  Pay details should be entered in the nominal ledger, and credits for deductions such as PAYE and National Insurance should be made regularly (recording function).

The chief accountant should employ ratio analysis (analytical review), which relates wage payments to output, to highlight unusual trends.  Investigation of wage variances should be carried out.

Pay wages by BACS.

(5 marks for each improvement identified to maximum of 30)



	(5)

(2)

(3)

(2)

(10)

(10)

(4)

(4)

(10)


7. a)
Substantive tests are procedures designed to obtain audit evidence                                             
to detect material mis-statements in the financial statements.  They 
usually consist of two types:-

· Analytical procedures; and

· Detailed tests of transactions and balances, review of minutes of Directors’/Managers’ meetings and enquiry.

They usually involve vouching items recorded in the accounting record with supporting documentation.

(6)

Compliance tests are procedures designed to establish whether or not the system of internal controls as laid down by management are in fact being adhered to.

                                                                                             (4)

   b)
Professional independence is critical to the carrying out of an audit and 


regulations are laid down by statute, in the Companies Act, and by the 


Accountancy bodies authorised to act as auditors.  It is a fundamental 


concept and is essentially an attitude of mind characterised by integrity and 

an objective approach to professional work.
                                             (5)



The auditor is usually appointed by the owners of a business to express an 

opinion on the truth and fairness of the results shown by the financial 


statements, as prepared by the managers of an enterprise and as such needs 

to be seen to be totally independent of that enterprise.
(5)


(c)
Internal auditors can be seen to retain their independence when organising 

internal audit by ensuring that:-

· a separate department is set up to perform the internal audit function;

· an adequate number of suitably qualified and experienced staff are employed;

· they are authorised to report errors and irregularities where found to the management;

· the management is seen to act upon the reports of the internal auditors;

· other members of staff are reassured that their dealings with the internal auditors are confidential;

· they maintain good relationships with other departments so that they may perform their role effectively, but this must not interfere with their independence by being swayed by personal feelings;

· their work is seen to be adequately planned, controlled and recorded.

                                     (4 marks for each point identified to maximum of 20)

	EXAMINER’S COMMENTS ON JUNE 2003 PRINCIPLES OF ACCOUNTANCY AND AUDIT PAPER

Question 1:   Most candidates made a reasonable attempt at this question. They showed that they knew what a trial balance was and how to prepare one. There was also a generally sound understanding of  the format of a balance sheet, with most candidates getting the various entries correct. Most of the transactions on the 30 April were dealt with correctly. The main failings seemed to be in not adjusting the bank figure for the sale of shares, and dealing with the loan and working out the retained profit at 30 April 2003, which was merely the balancing figure as no details were given on the profit and loss account for the year. Candidates did not seem to know how to calculate the working capital of the business, although many knew that it was important for the firm in knowing if they would be able to continue to trade solvently. Depreciation was dealt with adequately; however, not many candidates explained why a balance sheet may not be an accurate valuation of a business at that date, focusing on items such as debtors and creditors being paid after the date which does not affect a balance sheet at a particular date. 

	Question 2: The answers to this question were generally disappointing. 31 candidates attempted this question and only 5 got more than 40 marks. Even completing the journal entries was pretty poor. Some candidates seemed to get confused between journal entries and ledger entries. Many candidates got the journal entries the wrong way round. Several candidates did make a good attempt at opening the suspense ledger account and posting the eliminating entries. Even where they failed to make the correct entries, many did realise the entries which should have gone in here. Unfortunately the recalculation of the net profit relied largely on understanding the journal entries in the first place, and as a result this part of the question was either not attempted by candidates or answered poorly. 

	Question 3:   Most candidates who attempted this question made a reasonable attempt to update the bank ledger account. Everyone identified some of the entries which needed to be made. Unfortunately some candidates made the entries the wrong way round. The second part, requiring a schedule reconciling the balance on the bank statement with the revised ledger balance was not quite as well completed. Many candidates identified some of the entries, but quite a lot of them then again made the corrections the wrong way round.  Part (c), which was about a "bounced" cheque, required candidates to recognise that this should be written off in the accounts. Many candidates did realise this. However, some failed to grasp this and wrote about pursuing the debt from the debtor. Again the journal entries required were not particularly well done. Some candidates must have failed to read the question correctly as they made no attempt at this part. 

	Question 4: This question was answered quite well. Many candidates identified the four fundamental accounting concepts of going concern, accruals, consistency and prudence. Some made a pretty good stab even though they couldn't remember the actual names of the concepts. Others identified one or two and then repeated themselves with another concept that they made up. Part b), which required candidates to outline circumstances where one or more of the concepts might not be followed when preparing accounts, was not so well answered. Very few answers reflected the fact that the prudence concept should always be followed. Candidates mainly seemed to recognise that the going concern concept would not be followed if a business were about to cease, but struggled with any further ideas. Part c) showed a real mix of answers. Some candidates identified most of the concepts involved and the accounting treatment. Others failed to read the question correctly and made no mention of the accounting treatment involved but wrote about e.g. finding out if the debtor had gone bankrupt i.e. practical steps rather than the accounting steps requested. 

	Question 5:   As only 4 people attempted this question it is difficult to give any feedback. 1 answer was good, with the candidate correctly identifying the audit work required. The other 3 were very poor.

	Question 6:   This question was answered extremely well. Most answers identified the weaknesses in the system, that one person was largely responsible for all aspects of hiring, paying and certifying timesheets. The candidates also identifed many improvements, including a separate personnel department and having overtime and bonus payments authorised by the works director. Failings probably revolved around duplicating some of the improvements but with a slightly different slant to it. However, overall these were good answers.

	Question 7:   Question 7 provided a mix of answers as is often the case with the last question. It was obvious that several candidates attempted this question in a few minutes at the end of the exam when they were running out of time. Nevertheless many of them picked up a few marks which could have made the difference between a pass and a fail. Surprisingly many candidates identified substantive and compliance testing the wrong way round. They obviously knew what they were, but mixed them up. Marks were lost on the latter part which asked about the steps needed to retain internal audit independence as some candidates wrote about external audit independence. 
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