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QUESTION 1 (80 marks) 
 
The mission of the Department of Urban Development and Housing is to support 
community and economic development and increase access to affordable housing in 
the Republic of South Africa. 
 
The Auditor-General is currently finalising the audit of the financial statements of the 
Department of Urban Development and Housing for the year ending 31 March 2009. 
 
The pre-issuance review of the audit has recently been completed and the audit 
team is in the process of addressing the findings of the reviewer. 
 
The following documents pertaining to the 2009 audit of the Department of Urban 
Development and Housing are included in the attached schedules: 
 
Schedule A: E-mail message from the technical leader 
  
Schedule B: Extracts from the pre-issuance review report 
  
Schedule C: Audit working paper X3.7: Analytical Procedures – Employee costs 
  
Schedule D: Extract from the audit strategy document on purchases 
  
Schedule E: Extract from the system description of purchases 
 
 
REQUIRED: 
 
1 Refer to Schedule A: 

Prepare the memorandum to address the questions on pre-issuance reviews 
as documented in the e-mail message included in Schedule A. Your answer 
should be based on International Auditing Standards. (15) 

 
2 Refer to Schedule B: 

With reference to review procedure and finding no 16 as included in the pre-
issuance review report and International Standard on Auditing 560 – 
Subsequent events: 

 
2.1 describe the audit procedures to be performed by the audit team to identify 

any subsequent events that may affect the financial statements and audit 
report; (10) 

 
2.2 describe the required actions of the audit team should they become aware of 

a fact which may materially affect the financial statements, after the date of 
the auditor’s report but before the date the financial statements are issued. (5) 
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3 Refer to Schedule B and C: 

With reference to review procedure and finding no 24 included in Schedule B 
and working paper X7.3 attached in Schedule C: 

 
3.1 formulate further general/overall analytical procedures to assess whether 

employee costs appear reasonable; (13) 
 
3.2 formulate the additional audit procedures to be performed and documented on 

the amounts and variances in working paper X7.3. (7) 
 
4 Refer to Schedule B and D: 

With reference to review procedure and finding no 42 included in Schedule B 
and the extract from the audit strategy document in Schedule D: 

 
4.1 indicate, in your opinion, how the components of audit risk were assessed to 

arrive at the audit strategy for purchases as documented in the extract of the 
audit strategy document for purchases. Provide reasons for your answer;  (5) 

 
4.2 describe the prerequisites of testing controls over purchases on a rotation 

basis in terms of ISA 330 - The auditor’s procedures in response to assessed 
risks. (5) 

 
5 Refer to Schedule B and E: 

With reference to review procedure and finding no 47 included in Schedule B 
and the extract from the system description of purchases in Schedule E, 
formulate tests of controls to test the effectiveness of the internal controls over 
purchase transactions. (20) 
You may ignore computer controls. 
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SCHEDULE A 
 
 
From: Cecile Aboo [caboo@audgen.gov.za] 
Sent: 15 February 2009 01:04 PM 
To: S Da Silva 
Subject: Technical Update: Pre-issuance reviews 

 
Dear Sir 
 
The technical department has recently been flooded with queries regarding the new 
streamlined pre-issuance review policy which was approved in January 2009. As you are 
aware, the updated policy and accompanying working papers have already been distributed 
to all audit staff and the most significant amendments and reasons for changes have been 
communicated to employees at the technical update meeting held on 20 January 2009. 
 
To address the main uncertainties of staff members concerning pre-issuance reviews, you 
are hereby requested to prepare a Technical Update Memorandum to provide answers to 
the most frequently asked questions set out below: 
 
1 Why are pre-issuance reviews compulsory? These reviews only increase the audit 

fees and places additional time pressures on the audit.  (2) 
 
2 What are the main objectives of a pre-issuance review? (3) 

 
3 Are pre-issuance reviews not only applicable to listed entities? Why do we perform 

them on all our auditees? (3) 
 
4 A lot of emphasis is placed on the independence of the pre-issuance reviewer. What 

actions should be taken to maintain the objectivity of the pre-issuance reviewer?  (5) 
 
5 Is it in order to resolve audit findings and disagreements included in the pre-issuance 

review report after the audit report is issued, in order to reduce the time pressures on 
the audit? (2) 

 
Thank you for your assistance in this regard.  
 
Best Regards 
 
Cecile Aboo 

Regularity Technical Leader 

� � 077 900 5000 

�    077 900 5100 

� � cecile.aboo@audgen.gov.za 
 
Important Notice: This email is subject to important restrictions, qualifications and disclaimers ("the 
Disclaimer") that must be accessed and read by visiting our website and viewing the webpage at the following 
address: http://www.audgen.gov/disclaimer. 
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SCHEDULE B 
 

PRE-ISSUANCE REVIEW REPORT 

No Review procedures Comments/Findings Ref 
    
 
16 

 
Review the working paper on subsequent 
events and consider whether, in terms of 
ISA 560:  
 
�  adequate work was performed to 

identify subsequent events that might 
have an impact on the financial 
statements and auditor�s report; 

 
�  where applicable, the correct steps 

were taken by the audit team in 
response to identified subsequent 
events. 

 
 
 
 
 
No procedures were performed 
to identify subsequent events 
that may require adjustment or 
disclosure.  
 
No steps were taken. 

 
 
 
 
 
 
 
 
 
 

    
 
24 

 
Assess the overall analytical review 
procedures performed on employee 
costs. 

 
The only analytical procedure 
performed was comparing the 
total employee cost of the 
current year to that of the prior 
year. This is not adequate.  
 
Audit work performed/ 
documented in respect of 
amounts and variances per 
X3.7 is not adequate.  

 
X7.3 
 
 
 
 
 
X7.3 

    
 
42 

 
Assess the appropriateness of the audit 
strategy for purchases.  

 
The assessment of the 
components of audit risk 
necessary to determine the 
nature, timing and extent of 
audit procedures has not been 
documented.  
 
There is no motivation 
documented to substantiate 
the decision to test controls on 
a rotation basis.  

 
G2.2 
 
 
 
 
 
 
G2.2 

    
 
47 

 
Review the tests of controls over 
purchases and evaluate the 
appropriateness of the conclusions 
reached. 

 
Although a system description 
of purchases has been 
prepared, no documentation 
regarding the actual tests of 
controls is included in the audit 
file.  

 
F2.3 
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SCHEDULE C 
 

�
� � � � �

�
ANALYTICAL PROCEDURES 
 
 

Auditee: 
Department of Urban Development and Housing 

Period-end: 
31 March 2009 

Prepared by: 
G van Zyl 23/01/2009 

Reviewed by: 
L. Ndlovu 02/02/2009 

Cycle:  
Employee costs 

Component: 
Salaries 

 
 
Analytical Procedures 
 
 31/03/2009 31/03/2008 Increase 
 R R R 
Employee costs 32,893,465 28,617,315 4,276,150 
   13% 

 
Work performed 
Discussed with S. McDonald (Deputy-Director: Finance). He stated that the salary 
rates increased by 7.5% and that there was an increase in the number of employees 
of approximately 7%.  
 
Explanation appears reasonable – accept. 
 
 
Conclusion: 
Based on the results of analytical procedures performed, employee cost appears 
reasonable.  
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SCHEDULE D 
 

�

� � � � �
 
AUDIT STRATEGY DOCUMENT 
 
 

Auditee: 
Department of Urban Development and Housing 

Period-end: 
31 March 2009 

Prepared by: 
S vd Watt 15/01/2009 

Reviewed by: 
G Ahmed 23/01/2009 

Component: 
Expenditure�

 

 
PLANNED NATURE, TIMING AND EXTENT OF PROCEDURES 
 

Nature of audit procedures 

�  Tests of controls will be performed in respect of purchases of goods and 
services. 

�  Analytical procedures will be performed in respect of purchases. 

�  Detail substantive tests of transactions will be performed in respect of 
purchases. 

 

Extent of audit procedures 

�  Extensive tests of controls will be performed. 

�  Limited detail substantive tests of transactions will be performed. 
 

Timing of audit procedures 

�  All audit procedures will be performed as part of the final audit. 

�  As in previous years, controls will be tested on a rotation basis. 
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SCHEDULE E 
 

� � � � �
SYSTEM DESCRIPTION 
 

Auditee: 
Department of Urban Development and Housing 

Period-end: 
31 March 2009 

Prepared by: 
H. Dumini 08/01/2009 

Reviewed by: 
L. Ndlovu 14/01/2009 

Cycle:  
Expenditure 

Component: 
Purchases 

 
When a need for an item such as stationary, advertisements, refreshments, consumables, 
etc. arises, a pre-numbered purchase request is prepared by the relevant unit. The head of 
the unit reviews the request for validity and authorises the request in writing. The purchase 
request is forwarded to the procurement unit.  
 
The procurement unit maintains a list of approved suppliers, which includes details such as 
the supplier name, the supplier code, a description of the products which are purchased from 
the specific supplier and the supplier’s payment terms. This list is updated and approved in 
writing by the Head of Procurement and the Chief Financial Officer on a quarterly basis. 
 
For supplies and services up to R5 000, telephonic quotations from the approved suppliers 
are acceptable and a telephonic price notice is completed and attached to the purchase 
request. The purchase request and quotation is authorised in writing by the Deputy-Director: 
Finance. Supplies between R5 000 and R50 000 require at least three formal written 
quotations form the approved suppliers and must be approved by the Chief Financial Officer. 
Formal tender procedures are followed for any purchases exceeding R50 000. 
 
After the necessary quotations and approvals have been obtained, the procurement officer 
generates a pre-numbered purchase order on the system. The purchase order is reviewed 
and approved in writing by the Head of Procurement before it is distributed to the suppliers 
and relevant internal units. 
 
When goods are delivered in the receiving area, the products are physically inspected and 
compared to the supplier’s delivery note before it is accepted. The receiving clerk enters the 
details of the goods received into the computer, after which a pre-numbered goods-received 
note is printed and distributed.  
 
Copies of all documents that originate in the system are forwarded to the finance unit. Upon 
receipt of the supplier invoice, the creditors clerk creates a voucher package by stapling the 
invoice, delivery note, goods-received note, purchase order, quotations and purchase 
request together. The creditors clerk then compares the invoice details to the supporting 
documents in the voucher package. The invoice prices are compared to the approved order 
and quotation, after which all calculations on the invoice are recalculated. Once the invoice 
has been reviewed, it is stamped as “Checked”. The invoice is then captured on the system 
and the purchase journal and creditors ledger is updated. The accountant reconciles the 
creditors ledger to the general ledger on a monthly basis, after which the reconciliation is 
reviewed by the Deputy-Director: Finance. 
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QUESTION 2 (25 marks) 
 
You are the auditor to Bathopele Municipality. Whilst you are engaged in your audit 
activities, the internal auditor uncovers an alleged fraud and seeks your advice. 
 
The following salient features are relevant to this matter. 
 
�  The Engineering Services of Bathopele Municipality is housed in a separate 

building at 221B Baker Street. 
 
�  The engineering section generates moderate income from ad-hoc services, 

including burial fees, tender fees, bulk refuse removal, copies and building 
plans. 

 
�  These services are not invoiced. On receipt, a manual receipt is prepared (in 

triplicate) of which the top copy is handed to the customer. The second copy is 
sent to the chief cashier with the cash reconciliation and the book copy is 
retained by the Engineering Department. 

 
�  As the Engineering Department has no formal cash office, all receipts have to 

be processed through the main cash office at the cash hall of the main 
municipal office. This is done at a later stage. 

 
�  As the revenue generated by the Engineering Department is considered 

immaterial, the internal auditor has not reviewed this income stream and its 
related controls. There are no formal cashiers employed at Baker Street and 
the cash receipting is undertaken by secretarial staff. The secretary has not 
received any formal training and does as she considers best. 

 
�  The secretary is required to perform a cash reconciliation on a regular basis 

and forward the cash to the cash hall, with the proper cash-up sheet 
supported with the second duplicate receipt. In the absence of instructions to 
the contrary, she performs the cash reconciliation irregularly which averages 
about once or twice in a month. 

 
�  After the reconciliation has been done by the secretary, she seals the cash 

and documentation in a transfer bag, which is handed to an external security 
officer who issues a receipt (with the seal number). 

 
�  The security officer delivers the sealed package to the chief cashier at the 

cash hall. The cashier has to sign receipt for the sealed package and certify 
that the seals are intact. 

 
�  The cashier counts the cash and agrees it to the cash-up sheet (as supported 

by the receipts). When in order, the cashier issues an electronic receipt in 
favour of the Engineering Department. 

 
�  The receipt is attached to the other documentation and filed in the Engineering 

file. This file is retained at the cash office under the control of the chief cashier. 
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�  The internal controls designed to ensure that all money receipted 
electronically is banked, are generally considered effective. 

 
The internal auditor advises you that he has accidentally uncovered an alleged fraud. 
He compared the value of a cash-up sheet generated by the Engineering 
Department to the value of the electronic receipt issued in favour of the Engineering 
Department and found that a lesser amount has been receipted and banked. In some 
cases it appears that no receipts were issued and the cash is unaccounted for. The 
Engineering file also appears to have documentation missing. He seeks your advice 
and assistance. 
 
You jointly undertake a full reconciliation. Notwithstanding missing documentation in 
the Engineering file, you are able to quantify 28 cases of cash shortages amounting 
to R101 324.09. The modus operandi was simple. The chief cashier either issued an 
electronic receipt for a lesser amount, stealing the balance, or misappropriated the 
full amount and destroyed the cash up sheet and the receipts received from the 
Engineering Department. The chief cashier resigned on short notice on the day you 
commenced your investigation and remains the only suspect. 
 
 
REQUIRED: 
 
1 Identify the internal controls which could (or should) have prevented this 

abuse and make practical control recommendation on how the problem could 
be prevented in future. Present your answer in tabular format, using columns 
“Control Weakness” and “Control Recommendation”. (10) 

 
2 The suspect has resigned from the Municipality. The Municipal Manager 

seeks your advice on what should be done to finalise this matter, considering 
that the suspect is no longer employed by the Municipality. Advise the 
Municipal Manager accordingly. (10) 

 
3 Explain the correlation between poor internal controls and fraud. (5) 
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QUESTION 3 (30 marks) 
 
The following system description extracts relate to the Provincial Department of 
Health and Hospitals in the Kalahari Province. 
 
No. Description: MEDICAL WAREHOUSE 
A. Preamble 
 The Provincial Department of Health and Hospitals in Kalahari Province is 

responsible for the procurement and distribution of all medical supplies to the 
three provincial hospitals and 17 primary health care clinics in the province. 
The Department’s centralised medical warehouse is situated in the central 
business district (CBD) of the provincial capital. The warehouse has an 
inventory list form, which details all the items that are kept in stock. 

 
B. Requisitions from hospitals and clinics 
1. Clinics and hospitals raise requisitions electronically by indicating items and 

quantities required on an inventory list form. This form only lists items that are 
kept in stock, along with their relevant stock codes. 

2. Inventory list forms are authorised by a senior person from the respective clinic 
or hospital by entering an authorised user name and password before the 
inventory list form is transmitted electronically in encrypted format to the 
medical warehouse. 

3.  If the clinic or hospital’s authorised person is not available, the request can be 
approved by two authorised subordinates that must both approve the request 
through entering a valid user name and password prior to transfer of the list. 

4. The details of the authorising person(s) are electronically compared to the 
details as per the medical warehouse’s system (authorisation tables) before the 
request is accepted. 

5. The medical warehouse’s Inventory Control System (ICS) is linked to the 
system receiving the inventory list forms. 

6. Once the inventory list form is printed at the warehouse, the relevant items are 
picked and inspected before being released for delivery. Release for delivery is 
done by entering a password on the ICS system. 

7. The ICS generates a stock issue invoice for the items to be delivered. 
8. The invoice has the date of transaction, clinic or hospital name and reference 

number and a system generated sequential requisition number based on 
accepted inventory list forms. 

9. Stock issue invoices and requisitions are saved electronically in two files. One 
file is in numerical sequence and the other is per clinic and hospital. 

10. Exception reports are generated for all unmatched requisitions and stock issue 
reports every 14 days and reviewed by a senior person at the warehouse. 
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C. Procurement by medical warehouse 
1. Every week the medical warehouse’s ICS produces a re-order level report, that 

indicates how much stock is on hand, the items that reached their re-order level 
and the minimum re-order quantity to be ordered based on database information 
detailing average delivery times, turnover rates and expiration and storage 
requirements. 

2. The warehouse inventory controller completes an electronic internal requisition 
per supplier of items needed. All inventory items are linked to a single supplier 
on the database. Suppliers are contracted for one year through the provincial 
government’s procurement and tender policies and procedures. 

3. The re-order level report is electronically matched to the requisition. 
4. Electronic requisition forms are reviewed by an independent senior official and 

approved by password. 
5. The approved requisition is forwarded to the head of finance that approves the 

requisition after review and verification of budgeted and detailed actual 
expenditure per item and supplier. 

6. Once the head of finance approves the electronic version by entering the 
relevant password, the requisition is converted into an order form. 

7. Order forms are automatically sent to the relevant supplier in electronic format 
after approval. 

8. Exception reports are generated for orders that are not delivered within 14 days 
of issuing the order form and reviewed by an independent senior person at the 
warehouse. 

 
As part of your audit, you need to develop tests of control to assess control risk for 
the Department. 
 
 
REQUIRED: 
 
Identify all the controls from the above system extracts that you will include in your 
audit programme for tests of control and explain the objective of each control 
identified. (30) 
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QUESTION 4 (25 marks) 
 
You have been appointed as the audit manager at the National Department of 
Health. You have had five years experience in performance auditing and decide that 
your team needs to conduct a performance audit on the Primary Health Care (PHC) 
delivery in South Africa. Based on your previous experience in performance auditing 
you know it is very important to focus during a performance audit. However, before 
you can even consider selecting a sub-focus area that is not too broad, you need to 
get as much information as possible about PHC in South Africa. 
 
You do an Internet search and one of the documents you are able to find is the 
National Report on DHIS Data: Gathering, analysing and using information to 
accelerate PHC Delivery. The information was previously collected through the use 
of a PHC form based on data compiled from registers. The system has been 
changed and data is generated from a computerised system. 
 
One of the top priorities of the Department of Health is the accelerated delivery of 
PHC through the District Health System. Certain Primary Health Care indicators have 
been developed and information to report on these indicators is based on a national 
coverage from nearly all PHC facilities in the country. 
 
One of the indicators, the utilisation rate indicator, measures the rate at which 
services are utilised by the target population, represented as the average number of 
PHC visits per person per year in the target population. An extract from some of the 
provinces statistics are presented in the table below: 
 

Province PHC Headcount Total Population Visits/year 
Eastern Cape 14 339 786 6 829 517 2.1 
Free State 5 069 882 2 777 182 1.8 
Gauteng 10 649 014 7 831 627 1.4 
KwaZulu-Natal 15 315 661 8 928 063 1.7 
Mpumalanga 3 953 523 3 027 111 1.3 
 
The national target is to fully immunise 90% of all children before their first birthday. 
The following information has been reported: 
 
 Immunise fully < 1 Pop < 1 yr 
Eastern Cape 93 995 150 368 
Coverage 62.5%  
Free State 41 356 51 631 
Coverage 80.1%  
Gauteng 111 118 147 363 
Coverage 75.4%  
KwaZulu-Natal 162 564 196 745 
Coverage 82.6%  
Mpumalanga 43 776 67 856 
Coverage 64.5%  
Northern Cape 14 096 18 565 
Coverage 75.9%  
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Northern Province 99 059 135 474 
Coverage 73.1%  
North West 68 250 80 135 
Coverage 85.2%  
Western Cape 70 641 82 223 
Coverage 85.9%  
South Africa 704 855 930 360 
Coverage 75.8%  
 
 
REQUIRED: 
 
1 List three factors that you would take into account to decide on the sub-focus 

areas on which the performance audit will be conducted. (3) 
 
2 What are the different management measure areas you would like to include 

as part of the performance audit? (5) 
 
3 For each of the management areas identified above, define one performance 

audit criteria that will address efficiency management measures. (5) 
 
4 Define two additional efficiency indicators that would be useful in the 

management of performance in terms of the PHC programme. (2) 
 
5 Based on the information provided in the case study, define two symptoms 

that you would want to investigate further. (2) 
 
6 Based on one of the symptoms identified in 5 above, write down a report 

finding for the problem. (If it is not clear from the case study what the cause 
and effects are, develop your own cause and effects.) (3) 

 
7 Evaluate the target of the immunisation coverage using the five criteria for 

targets prescribed by the Framework for Managing Programme Performance 
Information. (5) 

 


