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QUALIFYING EXAMINATION



	INSTRUCTION TO CANDIDATES:
This question paper contains 5 questions on 6 printed pages.

______________________________________________________________

Answer all questions

Answer questions 1 and 2 in a separate booklets(s) from questions 3, 4   and 5
______________________________________________________________

Do not open this paper until instructed by the invigilator
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Audit and Assurance Services
MIA Qualifying Examination September 2003

Question 1  

(a) 
You are the senior in charge of the audit of Permai Sdn Bhd for the year ended 30 June 2003. 

Required: 

In respect of the debtors circularisation work:

(i) Distinguish between positive and negative debtors confirmation; 

(3 marks)

(ii) Explain the control over confirmation requests; 











(3 marks)

(iii) Describe the audit procedures to be carried out if a debtor confirms a different balance; and




(5 marks)

(iv) Suggest alternative procedures to be carried out if a major debtor has failed to respond to a confirmation request.





(4 marks)

b) The scrutiny of the Investment Accounts of a client company reveals that the company holds shares in Mega Bhd, a listed company, and two private companies Garuda Sdn Bhd and Daulat Sdn Bhd. Shares in Mega Bhd are actively traded on the Kuala Lumpur Stock Exchange and are used as collateral for a bank loan. Shares in Garuda Sdn Bhd and Daulat Sdn Bhd are free of any encumbrances.

Required:

(i) Explain how you would verify the ownership, existence and valuation of investments in Mega Bhd; and





(3 marks)

(ii) Describe the audit procedures to be undertaken in auditing the investments in Garuda Sdn Bhd and Daulat Sdn Bhd.





 








(5 marks)

(c)
Moonlight Sdn Bhd, another client company having only ordinary share capital, issued new shares during the year under audit. Large transfers of shares also took place during the year. Interim and final dividends were also distributed during the year. 
Required:

Develop substantive audit procedures to audit the share capital account assuming that control risk is high.

(7 marks)










(Total: 30 marks)

Question 2 

You are in charge of the audit of Growfast Computers Bhd for the financial year ending 31 December 2002. A review for subsequent events after the balance sheet date is necessary prior to completion of the audit and signing of the audit report.

Required:

a) Explain the importance of a review for subsequent events after the balance sheet date.







(2 marks)

b) Describe the audit procedures necessary to obtain evidence in regard to subsequent events.







(6 marks)

c) The audit of Growfast Computers Bhd was completed on 1 March 2003, the audit report was signed on 10 May 2003 and the financial statements were issued on 20 June 2003. The following material events occurred between the date of the balance sheet and 30 June 2003:

	(i)
	25 February
	A sudden flood resulted in an uninsured loss of RM400,000 to the  company’s equipment.

	(ii)
	1 May
	A major customer owing RM400,000 was declared bankrupt. No recovery from his assets is expected.

	(iii)
	10 June
	The company lost a lawsuit amounting to RM300,000 to a customer for defective computer software. The lawsuit was filed in the year 2000.

	(iv)
	25 June
	The board of directors authorised the closure of a division that has been suffering losses for the past few years.


Recommend the appropriate treatment for each of the above events.

(8 marks)

d) Explain your responsibilities as an auditor with regard to material subsequent events occurring between the period the financial statements were issued and the date of the annual general meeting. 




(4 marks)
(Total: 20 marks)
Question 3 

Syarikat Hanif Sdn Bhd processes its sales and cash receipts transactions in the manner described below:

Sales:

Customers purchase products directly from sales clerks who prepare a three-part sales invoice which are not pre-numbered. The top two copies of the sales invoice are given to the cashier. The third copy of the sales invoice is retained by the sales clerks.  Where the sale is for cash, the payment is also given to the cashier by the sales clerks. 

When the sale is for credit, it is approved by the cashier by reference to the approved credit list.  Exceptions to the credit list are cleared by the cashier at his discretion.

After receiving payments and approving the credit sales, the cashier validates the second copy of the invoice and gives it to the customer. At the end of each day, the cashier summarizes the  sales and cash receipts and forwards the cash (including cheques) and the top copy of the sales invoices to the accounts receivable clerk. The accounts receivable clerk balances the cash received with cash sales invoices and prepares a daily sales summary. The credit sales invoices are posted to the accounts receivable ledger, and then all invoices are forwarded to the inventory clerk for posting to the inventory control card.  After posting, the inventory clerk posts the daily sales summary to the cash receipts book and the sales journal, and files the sales summaries by date.

The cash from cash sales is combined with cash received on account (see below), for daily deposit to the bank.

Cash received on account:

Cash received on account is initially received by a mail clerk in the sales department. A remittance advice either accompanies each receipt or the mail clerk prepares one. The cheques and remittance advices are forwarded to the sales department supervisor who reviews each cheque and then forwards all items to the accounting department supervisor.

The accounting department supervisor, who also functions as the credit manager reviews all cheques for payment of past due balances and then forwards all items to the accounts receivable clerk who arranges the remittance advices in alphabetical order. The remittance advices are posted directly to the accounts receivable ledger cards. The cheques are stamped and totalled. The total is posted to the cash receipts book. The remittance advices are filed chronologically. 

After receiving the cash from the previous day’s cash sales, the accounts receivable clerk prepares the daily deposit slip in triplicate. The third copy of the deposit slip is filed by date and the first and second copies accompany the bank deposit.

Required:

i. Define an internal control system. 

(4 marks)

ii. Comment on the strengths and weaknesses of the existing internal control system over cash receipts and sales.

(10 marks)

iii. List six recommendations to management as to how you can improve the weaknesses of the two internal control systems in (ii) above.

(6 marks)

(Total: 20 marks)
Question 4 

a) Professional ethics dictate that auditors should observe confidentiality of information on clients.

State the circumstances when disclosure of confidential information is allowed.

 (5 marks)

b) Each of the following situations involves a possible violation of the MIA By-Laws (On Professional Conduct and Ethics). 

Indicate whether the By-Laws are violated and rationalise your answers.

(i)
Burhanudin is an audit partner of Burhanudin & Steven. He is assigned to an audit engagement for SP Bhd. Burhanuddin’s daughter is working as an architect in SP Bhd.

(2 marks)

(ii)
Tan, a public accountant, published an accounting article in a foreign accounting journal. He allows the publisher to publish with the article, information relating to his academic degrees, his previous publications and his position in the current firm he is attached to.

(2 marks)

(iii)
Clementime is an audit client of Latiff & Co, a public accounting firm. Every month, Latiff & Co sends a circular on the firm’s activities to Clementime and the business associates of Clementime.

(2 marks)

(iv)
Phaik Ai is an audit manager for Chong & Associates. Her brother is a member of an audit client’s board of directors. She is currently managing the audit of the said client’s financial statements.

(2 marks)

(v)
A member conducted a seminar for MIA’s Continuous Professional Education (CPE) programme. At the end of the seminar, the member informed the participants that his firm specialises in tax and information services for small organisations.

(2 marks)

(Total: 15 marks)

Question 5

a) In what circumstances would statistical sampling techniques be of use to the auditor?

(5 marks)

b)
General computerised information system controls refer to the overall information processing environment and have a pervasive effect on the entity’s computer operation.  Computerised information system application controls refer to specific computer applications and are part of the computer programmes used in the accounting system.

Give examples of situations where a general computerised information system control can also become a computerised information application control.

(5 marks)

c)
Briefly explain the elements of an assurance engagement.

(5 marks)

(Total: 15 marks)
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