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QUESTION 1   100 marks 
 
You are a trainee accountant at the audit firm NMM Inc. (‘NMM’). The firm provides a range 
of accounting, taxation, advisory and assurance services to a wide spectrum of clients in the 
public, private and higher education sectors.  
 
You are currently assigned to the audit of one of the firm’s clients, the University for Higher 
Education of South Africa. You, as well as one of the other trainees on the audit, are alumni 
of Uhesa. The Registered Auditor responsible for the 2016 audit of Uhesa is Mr Mike 
Mhlaba. 
 
The following background and related information, as well as the workpapers listed below, 
relate to the audit of the 31 December 2016 consolidated financial statements of Uhesa.  
 

WORKPAPER DESCRIPTION 

BB 100 Extracts from draft financial statements  

EE 200 Trade receivables: Student receivables 

TT 101 Taxation: Outsourced security  

 
1 Understanding the entity and its environment 
 
Uhesa is a vibrant and dynamic public university situated in the Mpumalanga Province of 
South Africa. Uhesa is relatively new and came into existence following the merger in 2005 
of a local university, a teachers’ training college and a technikon in Mbombela. Since its 
creation Uhesa has experienced phenomenal growth and success. It currently boasts world-
class, internationally recognised undergraduate and postgraduate qualifications. Its focus is 
to inspire excellence and transform the lives of students for the better. 
 
Uhesa is governed by the Uhesa Council in terms of the Higher Education Act,1997 (Act 101 
of 1997), as amended, and Uhesa’s institutional statute. The Council consists of 16 
experienced individuals who are committed to sound corporate governance throughout all 
the university structures. 
 
The Council also has an Audit and Risk Committee, consisting of CAs(SA). A strong focus 
on risk management and internal control is maintained and strengthened by an internal audit 
function outsourced to another large audit firm. 
 
The following are the three large institutional risks that were identified during the annual risk 
workshop held in February 2016, during which strategies were developed and implemented 
to respond to these risks:  
 

 Failure to attract excellent and diverse undergraduate and postgraduate students; 

 Failure to attract and retain highly qualified and diverse academic staff; and 

 Failure to attract and retain highly qualified and diverse support staff. 
 
The university has shareholdings of between 60% and 100% in a number of companies 
which focus on the commercialisation of intellectual property and patents developed by 
academics and students of Uhesa.  NMM has also been appointed as the external auditor of 
these companies by the Council on recommendation of the Audit and Risk Committee of 
Uhesa.  
 
Like other publicly-funded higher education institutions, Uhesa is operating under serious 
financial pressure due to revenue growth from government subsidies not keeping up with the 
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growth rate of expenditures. Student protests that occurred during 2015 and a government 
decision that there would be no fee increases for 2016 have put further significant strain on 
Uhesa’s financial resources. 
 
These protests were followed by worker protests during March and April 2016, based on 
demands that outsourced security, cleaning and gardening services be contracted in. The 
protests turned violent, causing damage to property and resulting in the closure of the 
university and the cancellation of classes for a week.  
 
Uhesa also faces various other challenges, such as dealing with the threats posed by private 
education providers and the effect of poor staff morale, which is at an all-time low due to 
salaries being frozen as of 2017. This resulted in a slight decline in student registrations as 
well as a number of highly respected academics leaving the employ of Uhesa.  The state of 
the economy has also resulted in many parents not being able to pay their children’s fees, 
with the result that large student debt write-offs are expected for the 2016 financial year 
(‘FY2016’). 
 
2 Conduct of trainee accountant 
 
The Chief Financial Officer of Uhesa, Dr Joe Brown CA(SA), complained to Mr Mhlaba about 
the conduct of Mr Jack Snow, one of the trainee accountants on the 2016 audit. 
 
Mr Snow obtained his Postgraduate Diploma in Accounting Sciences at Uhesa in 2015 and 
was assigned to audit the government subsidy claim for teaching and learning.  
According to Dr Brown, Mr Snow had informed him of a calculation error in the subsidy 
formula that resulted in the claim being overstated by R58 million. Mr Snow then allegedly 
told Dr Brown that he was prepared to ‘keep quiet and look the other way’ if his outstanding 
student debt of R38 000 was written off.  
 
When Mr Mhlaba confronted Mr Snow with the above-mentioned allegation, Mr Snow 
acknowledged his outstanding student debt, but denied Dr Brown’s allegations against him.   
He added that Dr Brown has a vendetta against him: Dr Brown had overheard Mr Snow 
suggesting that one of his close university friends, Ms Jane Max, should refuse to carry out 
an instruction from Dr Brown to write off in excess of R1 500 000 in student debt on the 
basis that this would contravene the credit control policy of Uhesa. Mr Snow added that 
Ms Max is a newly qualified CA(SA) and recently appointed Head of Student Finance. Dr 
Brown subsequently threatened to dismiss Ms Max if she failed to write off the debt and also 
instructed her to keep quiet about the matter. 
  
3 Financial position of Uhesa as at 31 December 2016 
 
Uhesa is currently experiencing cash flow problems because of the challenges explained in 
section 1 above.  
 
In discussing this with Mr Mhlaba, Dr Brown presented the consolidated university cash flow 
forecast for FY2017 which shows that although it is under severe cash flow pressures, the 
university will be able to pay its commitments as they fall due for the foreseeable future, 
mainly because of reserves accumulated in prior years. 
 
Dr Brown also informed Mr Mhlaba that the Council, after deliberating on the cash flow 
position at a Council meeting in November 2016, decided on the following actions to be 
implemented with immediate effect to ensure that Uhesa remains a going concern: 
 

 No staff members would receive a salary increase for FY2017 and FY2018; 
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 An aggressive performance management system linked to bonuses would be 
implemented for employees of the commercial entities in an attempt to increase 
revenue and sales; 

 The Vice Chancellor would engage with the Department of Higher Education and 
Training in an attempt to secure additional grants in view of the lower revenue from 
tuition fees in the 2016 financial statements; 

 A scheme would be implemented with immediate effect in which students would be 
encouraged to pay the following academic year’s tuition fees in the current academic 
year for a 25% discount; 

 Repair and maintenance activities would be cut back by 50% to save costs; and 

 University investment properties, not used by Uhesa itself, would be sold as soon as 
possible. 

 
4 Damage to university property and related insurance claim 
 
During the protests that took place in March and April 2016, damage in excess of R53 million 
was caused to university property.  
 
The property was insured and an insurance claim has been submitted to the insurance 
company. The insurance company was still busy with its investigation, with the result that the 
outcome of the claim was uncertain at year end. It is unlikely that the claim will be finalised 
before the financial statements are authorised for issue. The accountant wants to record an 
impairment loss on the property and to record the estimated insurance proceeds as income 
in the current financial statements, thereby reflecting a net impairment loss on the property. 
 
A claim was also instituted against Uhesa by a student who was injured during the protests 
on university property. Uhesa’s legal advisors are of the opinion that the university took all 
reasonable steps to ensure the safety and security of staff and students during the protests. 
Further, the admission terms and conditions include a disclaimer to the effect that Uhesa 
and its management are not liable for damages or injuries suffered on university property. 
The accountant believes that a contingent liability should be disclosed for the claim in the 
current financial statements. Uhesa has successfully defended itself against claims of this 
nature in the past. 
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Client: Uhesa Prepared by: JAK Date prepared: 18/01/2017 
BB100 

1/1 
Year end: 31/12/2016 Reviewed by: Date reviewed: 

Subject: Extracts from draft financial statements 

 
The following are extracts of the draft financial statements presented to the audit team for 
the FY2016 audit: 
 

Draft abridged statement of financial position as at 31 December 2016 

 Consolidated  University 

 2016 2015 2016 2015 

 R’000  R’000 R’000 R’000  

Assets     

Non-current assets 2 817 632  3 151 333 2 544 123 3 085 123 

Current assets  700 181   636 289  679 079  421 333 

 3 517 813 3 787 622 3 223 202 3 506 456 

Equity and liabilities     

Non-distributable reserves 2 011 123 2 400 368 2 011 123 2 400 368 

Reserves  382 021  597 111  207 473  406 147 

Total equity 2 393 144 2 997 479 2 218 596 2 806 515 

     

Non-current liabilities  380 121  210 475  332 111  191 320 

Current liabilities 744 548   579 668  672 495  508 621 

Liabilities  1 124 669 790 143 1 004 606 699 941 

  3 517 813 3 787 622 3 223 202 3 506 456 

     

 

Draft abridged statement of comprehensive income  
for the year ended 31 December 2016 

 Consolidated University 

 2016 2015 2016 2015 

 R’000  R’000 R’000 R’000  

Revenue 1 202 245 1 050 321 1 060 999  990 896 

(Deficit) / surplus for the year, 
after tax 

 
(215 090) 

 
 60 452 

 
(198 674) 

 
 52 200 

     

 
 
Basis of presentation 
 
The consolidated financial statements of Uhesa and its subsidiaries have been prepared 
in accordance with International Financial Reporting Standards. 
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Client: Uhesa Prepared by: JAK Date prepared: 20/01/2017 
EE200 

1/2 
Year end: 31/12/2016 Reviewed by: Date reviewed: 

Subject: Trade receivables: Student receivables 

 
1. Students are invoiced for their university fees separately for each semester (in January 

and July), and these invoices have to be settled within 60 days from invoice date.  If 
invoices are not settled in a timely manner, interest is charged on the overdue 
balances.  It is university policy that no examination results are released to students at 
the end of the academic year if their student accounts have not been settled in full. 
 

2. All financial transactions involving students are recorded in the TIS computer system, 
which can generate a wide range of reports for revenue and receipts transactions, 
including a trade receivables age analysis. The TIS system operates a debtors 
database which, amongst others, produces statements which are sent to students with 
outstanding balances on a monthly basis.    
 

3. Data from the TIS computer system can be extracted in a format that is compatible with 
the generalised audit software package that is used by NMM. The instruction from the 
audit engagement partner is that the audit software should be used where possible to 
improve audit efficiency and effectiveness. 
 

4. For financial reporting purposes, loans to students are non-derivative financial assets 
with fixed or determinable payments that are not quoted in an active market. They are 
initially measured at fair value plus transaction costs. Subsequently, items included in 
this category are measured at amortised cost, calculated based on the effective interest 
rate method, and interest income is included in profit/loss for the period.  
 

5. The trade receivables balances at year end were as follows: 
 

 University 

 2016 2015 

 R’000 R’000 

Student receivables  505 267  281 111 

Less: Allowance for credit losses (232 788) (132 020) 

 272 479 149 091 

   

 
6. As at 31 December 2016 student receivables of R272 479 000 (2015: R149 091 000) 

were past due but not written off. These relate to students who have – 
 funding from a bursary or from the National Student Financial Aid Scheme – but the 

proceeds of which have not yet been received; 

 a record of settling their debts and for whom there is no history of default; or 

 negotiated extended payment terms with the university. 
 

This categorisation is reflected in the ‘debtor type’ field in the debtors database. 
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Client: Uhesa Prepared by: JAK Date prepared: 20/01/2017 
EE200 

2/2 
Year end: 31/12/2016 Reviewed by: Date reviewed: 
Subject: Trade receivables: Student receivables 
 
7. According to Dr Brown, the following approach was used to calculate the allowance for 

credit losses: 

 All outstanding balances dating back to prior financial years were included in the 
allowance for credit losses; 

 For outstanding balances relating to FY2016 that do not fall into the categories 
above (refer point 6), the following percentage of the balance outstanding at 
31 December 2016 was included in the allowance for credit losses: 
 If the outstanding balance relates to a student who has passed the 2016 

academic year:  25% of the outstanding balance; and 
 For the remainder of the student debtors: 90% of the outstanding balance. 

 
8. Audit work done to date: 

 The audit of the revenue class of transactions has been completed.  Those 
misstatements that were identified were appropriately analysed and corrected.  
Accordingly, it can be concluded that the revenue figure (as reflected in the draft 
financial statements of Uhesa for FY2016) is free from material misstatement. 

 The audit of receipts from students / funders has been completed satisfactorily, and 
no exceptions were found. 
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Client: Uhesa Prepared by: DAJ Date prepared: 22/01/2017 
TT101 

1/1 
Year end: 31/12/2016 Reviewed by: Date reviewed: 

Subject: Taxation: Outsourced security  

 
The unrest experienced due to the protest campaign led to an urgent decision by the 
university’s management team to hire additional security services. To ensure the safety of 
its students and staff, additional security checks were made at all the university entrance 
gates.  
 
Jimmy Smith, a South African resident, was employed as the Chief Security Officer by the 
university on a full-time basis until 31 October 2015. It has always been Jimmy’s dream to 
have his own security services company. On 1 November 2015 he began trading through 
a company, Big Jim Security Services (Pty) (Ltd) (‘BJSS’), specialising in the provision of 
security protection and intelligence services. Jimmy holds 90% of the equity shares and 
voting rights in BJSS. Major Smith, his brother and a well-known intelligence expert in the 
security industry, holds the remaining 10% of the equity shares and voting rights in BJSS. 
 
The university contracted the services of BJSS on 1 November 2015, for a period of one 
year. The details of the contract are as follows: 
 

 A monthly fee of R60 000 is payable for the provision of security services; 

 Jimmy and Major are required to render the security services personally, but BJSS 
may employ other persons to assist with the provision of the security services; 

 The security services must be provided at the university premises between 06:30 
and 21:30 from Monday to Friday; and 

 BJSS and its staff will be subject to the control and supervision of the university.  
  
BJSS is not registered for VAT. Although BJSS may employ any other persons in 
providing the security services in terms of the contract, between November 2015 and 
February 2016 the only company employees were Jimmy, Major and a few part-time 
security staff. BJSS has a February year end. In addition to the Uhesa contract for the 
provision of security services, BJSS earned R56 000 during FY2016 from another 
customer, who had been invoiced but had not paid by 29 February 2016.  
 
BJSS did not obtain any rulings from the South African Revenue Service and Uhesa did 
not obtain any affidavit or solemn declaration from BJSS regarding its tax affairs. BJSS 
incurred the following expenses for the year ended 29 February 2016: 
 

 R 

Salaries and wages  72 000 

Administrative costs 12 000 

Total  84 000 
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INITIAL TEST OF COMPETENCE, JUNE 2017 
PROFESSIONAL PAPER 2 

 
 

QUESTION 1 PART I – REQUIRED   

Marks 

Sub-
total 

Total 

(a) Discuss your assessment of the risk of material misstatement at the 
overall financial statement level for the FY2016 audit of the 
consolidated financial statements of Uhesa, based on the 
information provided in the scenario. 

 

Communication skills – logical argument 

 
 
 

18 

 

1 

 
 
 

 

 

19 

(b) Discuss, with reasons, the effect of each of the actions taken by the 
Council of Uhesa at its November 2016 meeting on your assessment 
of the risk of material misstatement of revenue in Uhesa’s 2016 
consolidated financial statements. 

 
 
 

8 

 
 
 

8 

(c) 

 

Describe the substantive procedures you would perform to audit the 
accuracy, valuation and presentation assertions for trade receivables 
included in Uhesa’s statement of financial position at 
31 December 2016 in the amount of R272 479 000.  
 
Communication skills – clarity of expression; appropriate style 

 
 
 

19 
 
2 

 
 
 
 
 

21 

(d) 

 

Describe the audit procedures that you would perform regarding the 
reasonableness of the cash flow forecast for FY2017 prepared to 
support the appropriateness of the going concern basis of 
accounting used in the consolidated financial statements of Uhesa 
for FY2016.  
 
Communication skills – clarity of expression 

 
 
 
 

15 
 
1 

 
 
 
 
 
 

16 

Total for part I  64 
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INITIAL TEST OF COMPETENCE, JUNE 2017 
PROFESSIONAL PAPER 2 

 

QUESTION 1 PART II – REQUIRED   
Marks 

Sub-
total 

Total 

(e) With reference to the information provided under the section entitled 
‘Conduct of trainee accountant’ discuss – 
(i) any ethical concerns that you may have regarding the alleged 

conduct of Mr Snow and his position as a member of the audit 
team, and provide required actions to address your concerns; 
and 

(ii) the course of action that Ms Max should follow in terms of 
SAICA’s Code of Professional Conduct regarding the 
instruction by Dr Brown to write off student debt. 

 
Communication skills – logical argument 

 
 
 
 

8 
 
 
 
4 
 
1 

 
 
 
 
 
 
 
 
 
 

13 

(f) With reference to work paper TT101 – 
(i) discuss, and calculate where necessary, the employees’ tax 

implications arising on the monthly payment of R60 000 by 
Uhesa to BJSS; and 

(ii) calculate, supported with reasons, the normal tax liability of 
BJSS for the year of assessment ended 29 February 2016. 

 
Communication skills – appropriate style 

 
 
 

8 
 
5 
 
1 

 
 
 
 
 
 
 

14 

(g) Critically evaluate whether you agree with the proposed accounting 
treatment relating to the following events in FY2016: 
(i) The damage to Uhesa property during student protests and 

the related insurance claim; and 
(ii) The claim instituted against Uhesa by the student who had 

been injured on university property during the protests.  
 
Communication skills – logical argument 

 
 
 

3 
 
5 
 
1 

 
 
 
 
 
 
 

 9 

Total for part II  36 

Total for the question  100 

 


