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QUESTION 1  100 marks 
 
 
You are an audit trainee at Dimco Auditors Inc. and part of the team on the external audit of 
Cement-for-Construction Group Ltd (‘CFC’). Your firm has been the auditors of CFC and all 
its subsidiaries for the past five years, and is currently busy with the year-end audit of the 
group for the financial year ended 30 September 2013. 
 
Overall materiality for the audit of the consolidated financial statements has been set at 
R20 million with a performance materiality of R14 500 000 for the account balance of 
inventory. The audit is currently in progress and the following completed programme steps 
and work papers are available. 
 
 
 

Obtain an understanding of the group and its environment: 

B100 -> Understanding the group and its environment  

B200 -> Extracts of notes to the consolidated financial statements  

X600 -> Days of Business article, 14 October 2013    

 

Obtain and review the minutes of meetings of shareholders and those 

charged with governance: 

X201 -> Extracts of minutes of CFC board meeting, 25 September 2013  

 

Obtain an understanding of the group’s internal control activities: 

N110 -> System description for the sale of cement 
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Obtain an understanding of the group and its environment 

B100 -> Understanding the group and its environment  

 
   Prepared by:  A Clerk  15/08/2013 
 

   Reviewed by:  
 
 
1 Background 
 
CFC was established in 2006 by a group of entrepreneurs to explore opportunities in 
construction during the boom in the property market prior to South Africa’s hosting of the 
FIFA Soccer World Cup. CFC Cement (Pty) Ltd (‘CFC Cement’), a company within the 
group, acquired a cement plant and started operations in 2006, and the group has since 
expanded its activities to include the production of aggregates, metallurgical grade lime, 
burnt dolomite and limestone.  CFC and its subsidiaries currently operate throughout South 
Africa and in a number of African countries. 
 
Following the acquisition of a 26% stake in CFC by the Public Investment Corporation in 
2008, the company’s shares were listed on the Johannesburg Stock Exchange in 2009.  
 
2 Governance 
 
The board of CFC consists of five directors, being the managing director, the financial 
director and three non-executive directors, of whom two are classified by the board as being 
independent. The chairman of the board, Mr Gerling, is an industry expert and spends 50% 
of his time on the business of CFC. The board has accordingly classified him as non-
executive but not independent. 
 
The remuneration of the executive directors and key management is determined by the 
company’s Remuneration Committee and a substantial element of performance-related pay 
is linked to profit and sales targets, and share price movements. The Remuneration 
Committee also determines the remuneration of non-executive directors, which consists of a 
fixed monthly fee and fees for attending board and committee meetings. 
 
3 Group structure 
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4 Business processing and IT 
 
The group’s accounting and IT functions are centralised at a service centre at CFC’s head 
office in Midrand. To reduce the cost of data warehousing, certain data are stored utilising 
cloud technology. 
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5 Developments during the year 
 
5.1 CFC Cement is subject to an investigation by the Competition Commission into price 

fixing and cartel behaviour by the main cement producers. In its application for 
leniency to the Commission, CFC Cement confirmed the existence of a cartel to divide 
the market amongst the four big cement producers. CFC Cement has stated that as it 
is a small ‘player’ in the industry, its involvement should be considered separately. 
CFC Cement further confirmed to the Commission that the company properly 
sanctioned its financial director, Mr Batting CA(SA), who was apparently aware of 
these practices. CFC Cement continues to cooperate with the Commission’s 
investigation. 

 
5.2 CFC acquired one million of its own shares from the general public and certain 

directors on 1 August 2013. The total amount paid to acquire the shares was 
R28 million and this amount has been deducted from retained earnings within 
shareholders’ equity. This was authorised by the board at its July 2013 meeting. 

 
5.3 A quarry in Botswana was acquired by CFC Cement from Quarries Ltd in 

October 2012. The transaction value amounted to R38 million, of which R18 million 
was paid during the 2012 financial year. The outstanding purchase consideration is 
payable in equal instalments on the first and second anniversaries of the transaction. 

 
5.4 The CFC group of companies experienced severe financial difficulties during the year 

as a result of an extended slowdown in infrastructure expenditure in South Africa. 
Serious labour problems and strikes experienced at various operations further 
contributed to the financial difficulties, resulting in a significant expected loss for the 
group for the 2013 financial year. 

 
6 Other matters 
 
The group’s accounting policies conform to International Financial Reporting Standards 
(IFRS) and subsidiaries conform to IFRS for Small and Medium Entities. 
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Obtain an understanding of the group and its environment 

B200 -> Extracts of notes to the consolidated financial statements  

 
Prepared by:  B Clerk  08/10/2013 

 

    Reviewed by:  
 
 
Note 3: Property, plant and equipment and intangible assets 

The following methods and estimated useful lives were used to calculate depreciation / 
amortisation during the year: 

Item Method  Estimated useful life  

Buildings Straight line 30 years 

Plant Straight line Up to 35 years 

Vehicles Straight line Up to 10 years 

Furniture and equipment Straight line Up to 6 years 

Mineral rights Straight line Estimated life of reserve 

 
At 30 September 2013 the following were reflected as property, plant and equipment: 

 
Freehold and 

leasehold 
land, 

buildings and 
mineral rights 

Factory 
decommis- 

sioning 
and quarry 
rehabilita-
tion assets 

Plant, 
vehicles, 
furniture 

and equip-
ment 

Capitalised 
leased 
plant 

 
Total 

 R million R million R million R million R million 

Net carrying value at   
  beginning of the year 

 
455 

 
98  

 
3 594 

 
28 

 
4 175 

Additions 44  2 439 – 485 

 To enhance existing 
 operations 

 
12 

 
2 

 
379 

 
– 

 
393 

 To expand operations 32 – 60 – 92 

Disposals (1) – (2) – (3) 

Depreciation (22) (3) (381) (11) (417) 

Other movements – 4 – – 4 

Re-allocation to  
  inventory 

 
– 

 
– 

 
(38) 

 
– 

 
(38) 

Translation differences 20 7 54 – 81 

Net carrying value at 
  end of the year 

 
496 

 
108 

 
3 666 

 
17 

 
4 287 

      

 
Note 4:  Inventories 

At 30 September 2013 the following were reflected for inventory: 

 R million 

Raw materials 200 

Work in progress 146 

Finished goods 572 

Total inventory 918 
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Obtain an understanding of the group and its environment 

X600 -> Days of Business article, 14 October 2013 

 
Prepared by:  B Clerk  15/10/2013 

 

    Reviewed by: 

 
 
 
 CFC CEMENT SETTLES CEMENT CARTEL CASE 
 
The Competition Commission reached a settlement with CFC Cement today in which the latter 
admitted that it took part in the cement cartel.  Since early 2012 the Competition Commission has 
been investigating cement producers for their possible involvement in price fixing and market 
division.  
 
CFC Cement has agreed to pay a penalty of R150 million, which represents 6% of its turnover for 
the period in which the practices took place.  
 
CFC Cement admits that it entered into agreements and arrangements with other cement 
producers to divide the market through allocation of market shares and indirectly fix the price of 
cement. 
 
In terms of the settlement with the Commission, CFC Cement has further agreed to refrain from 
engaging in this conduct and to develop and implement a compliance programme for all its 
employees. The Commission has filed an application for confirmation of this settlement agreement 
with the Competition Tribunal. CFC Cement has indicated that it will not oppose such confirmation 
of the settlement agreement. 
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Obtain and review the minutes of meetings of shareholders and those 

charged with governance 

X201 -> Extracts of minutes of CFC board meeting, 25 September 2013 

 
  Prepared by:  E Clerk  09/10/2013 

 

   Reviewed by: 
 
 
Financial performance  
 
The financial director presented a consolidated group cash flow forecast for the next 12 
months and expressed serious concern about the group’s ability to pay its creditors and 
remain a going concern. There has been a dramatic increase in inventory and debtors and a 
decline in cash flows. The situation was worsened by labour unrest and the resultant loss of 
production. 
 
Having deliberated on the seriousness of the situation, the board decided to implement the 
following actions to ensure the group remains a going concern: 
 
1 The credit control function will be strengthened and an extra senior credit controller will 

be appointed from 1 November 2013 to follow up on and collect long-outstanding 
debts. 

2 A portion of the debtors’ book will be sold to ABC Finance House in a securitisation 
transaction. This will generate a cash inflow of R80 million by 30 November 2013.  

3 In March 2014, CFC will undertake a rights issue of 20 shares for every 100 shares 
held at a discount of 10% to the current share price. The Public Investment 
Corporation will be asked to underwrite the rights issue. This is expected to raise an 
additional R45 million.  

 
In view of the above actions, the board of CFC is confident that the group will continue to be 
a going concern and that enough cash will become available to restructure the business to 
ensure a return to profitability in the near future. 
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Obtain an understanding of the group’s internal control activities 

N110 -> System description for the sale of cement  

   

 
  Prepared by:  C Clerk  08/08/2013 

 

    Reviewed by: 
 
 
 
1 Management control 
 
The sales division of CFC Cement is under the control of the sales manager, who monitors 
daily sales by means of reports produced by the system. At group level, the financial director 
monitors monthly sales, budgets and forecasts. 
  
2 Sales options 
 
2.1 Bags of cement  
 
Cement is sold in bags of 20 kg or 50 kg. When a purchase order is received from a 
customer, it is captured, credit vetted and approved, and then it is sent electronically to the 
central warehouse from where the cement bags are dispatched. One of the available drivers 
of the company’s delivery trucks receives a copy of the approved order, which is presented 
to the warehouse dispatching staff. On receipt of the order, the warehouse dispatching staff 
load the truck and prepare a delivery note on the system, three hard copies of which are 
handed to the driver. One copy is signed by the driver and stamped by a security guard, who 
checks all goods in the truck against the delivery note (before the truck leaves the premises 
through its only exit gate). This copy is then sent to the accounting section for processing 
and invoicing. On receipt of the cement, customers are required to sign the second copy of 
the delivery note, which the driver returns to the accounting section. The third copy of the 
delivery note is retained by the customer. 
 
2.2 Bulk sales 
 
Deliveries are done in bulk, with cement supplied to customers in 35 tonne payloads. 
Payloads are transported in CFC Cement branded tankers to sites and pumped into 
customer silos. On receipt of a customer order, the same approval and dispatching 
processes are followed as for bags of cement except as noted below. 
 
The cement is pumped into the CFC Cement branded tankers. When the tanker leaves the 
premises it is weighed at the weighbridge to confirm the 35 tonne payload and the delivery 
note is stamped as confirmation by a security guard. The capacity of each tanker is 35 
tonnes. 
  
2.3 System for following up unprocessed sales 
 
The computer system carries out a comparison of all orders with the delivery notes 
generated on a weekly basis and produces a printout of outstanding orders, which is then 
followed up by the sales manager. 
 
 


