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Part (a)  Discuss the factors that CTZ should have considered before accepting the engagement as external auditor of SET 

1 INDEPENDENCE AND OBJECTIVITY   

Providing accounting and financial statement preparation assistance (BN 290.167-171)  

1.1 
This creates a self-review and (possible advocacy) threat to 
independence. 

Self-review and advocacy threat 1 

1.2 
Consideration should be given to how significant the threat is, namely the 
nature of the services provided, and management’s involvement in taking 
responsibility for the financial statements and accounting records. 

Significant of threat? Nature of 
services? 

1 

1.3 
It should also be considered that, although currently it is allowed as the 
company is a private company and not a public interest entity, this will not 
be allowable in terms of the Code should the company list. 

Co = Pvt company but once listed not 
allowed 

1 

1.4 
The threat is significant and should the audit be accepted, these services 
should rather not be provided. 

Threat = significant therefore do not 
provide services 

1 

1.5 

Alternatively CTZ should consider whether there are safeguards that can 
be implemented to ensure the auditors’ independence, for example that 
the audit team should not be involved in the accounting records or 
preparation of the financial statements/ second review partner should 
review work (any valid safeguard to be considered) 

ALT: Safeguards to be implemented? 
E.g. audit team different from 
accounting or prep of AFS teams (any 
valid safeguard) 

1 

Assisting the client in future with listing (corporate finance services) (BN 290.213-290.216)  

1.6 

The provision of corporate finance services, e.g. structuring 
arrangements and transactional services for listing, could directly affect 
the amounts in the financial statements and create a self-review/self-
interest or possible advocacy threat for independence. 

Self-review/self-interest/advocacy threat 1 

1.7 
Considerations on how significant this threat is, will depend on factors 
such as the degree of subjectivity involved, the nature of services, etc. 

Significant of threat? Nature of 
services? 

1 

1.8 
Possible safeguards could include using professionals who are not 
members of the audit team. (any valid safeguard) 

Safeguards? E.g. Professional not part 
of audit team (any valid safeguard) 

1 

Other threat  

1.9 
Management is under pressure for a clean audit report and this may 
result in an intimidation threat for the auditor. 

Intimidation threat as mnt under 
pressure for clean audit 

1 

2 MANAGEMENT’S INTEGRITY AND BUSINESS RISK    

2.1 

Management’s integrity could be suspect as they appear to have little 
regard to compliance and control issues – they seem to want to maximise 
the value of the business at all cost. (valid e.g. of non-compliance) 
Management are also go-getters and intend listing the company – could 
be an indicator of poor control environment. 

Management integrity? Little regard for 
compliance and control/go-getters/want 
to list 

1 

2.2 The business risk also appears to be very high as – Business risk high -   

(a) 
The control environment is weak given the lack of accounting experience 
and staff; and 

Weak control environment 1 

(b) 
The financial constraints of the company and possible going concern 
problems. 

Fin constraints and GC issues 1 

2.3 
The integrity and reliability of the financial statements are also 
questionable due to management’s incentive to manipulate them in order 
to achieve a clean audit. 

Man incentive to manipulate AFS – 
reliable? 

 
1 

2.4 
A positive factor might be the directors’ commitment to sound corporate 
governance procedures OR there is evidence that there are corporate 
governance issues and therefore a weak control environment.  

+ directors commit to sound CG; OR – 
evidence of CG issues = weak control 
enviro/ non-compl Laws & Regs 

1 

3 AUDIT CONSIDERATIONS   

3.1 

Does CTZ have enough staff to audit a client that wants to list and 
expand operations (only two partners, 15 staff members)? The question 
is thus whether it has professional staff independent from the audit staff 
to provide advice on the listing. 
Considering the tight audit deadline (the engagement was only accepted 
in September) will there be enough resources to complete in time 
considering the size of the firm. 

Enough staff?  
Professional staff independent from 
audit staff? 
 
Tight deadline, enough resources to 
meet deadline? 

1 
 
 
 
1 
 

3.2 
Does CTZ have staff with the relevant experience and expertise, given 
the complex accounting issues (R&D costs capitalised, forex 
transactions, etc.) and are there enough staff to audit all locations 

Experience and expertise? Locations? 
Valid e.g. 

1 
 

3.3 

Does CTZ want to do the audit in future once the company lists or meets 
the score for a statutory audit (currently it is a voluntarily audit only) given 
the fact that it will be disqualified as auditors in terms of section 90(2) of 
the Companies Act if accounting and financial services are continue to be 
provided (it should thus consider not undertaking other services). 

Currently voluntary audit, will CTZ 
continue if company lists? 
 
Will be disqualified if lists, cannot 
provide acc and fin services 

1 
 
 
1 

3.4 
The risk of legal liability given the fact that the bank will rely on the 
financial statements for purposes of granting additional funding. 

Legal liability risk – bank will rely on 
AFS 

1 

3.5 
Will the client will be able to pay CTZ’s our audit fee given its financial 
position? 

Ability of co to pay audit fee 1 



 

 

  

3.6 
The client was neither audited nor reviewed in the prior years, will the 
additional time required to audit in the current financial year be 
recoverable? 

Not audited in p/y = additional time in 
c/y – recoverable? 

1 

4 ENGAGEMENT CONSIDERATIONS   

4.1 
Establish whether the preconditions for the audit are present, such as 
whether the financial framework is acceptable (ISA 210.6) 

Preconditions of audit present? 1 

4.2 
Is the client is prepared to sign the standard engagement letter to 
acknowledge that it understands its responsibilities with regards to the 
audit? 

Will client sign engagement letter? 1 

4.3 
Consider whether the appointment of the auditors has been effected in 
terms of the Companies Act  

Consider legality of appointment as 
auditors 

1 

5 OTHER VALID CONSIDERATIONS  Other valid considerations 1 

Maximum: 14  

Communication skills – clarity of expression: 1 1 

Total for part (a): 15  



 

 

 

Part (b) Identify and describe the risk of material misstatement that exists at the overall financial statement level for the 
audit of the annual financial statements of SET. 

The following are risks at the overall financial statement level that the financial statements are materially misstated. 

1 The risk of fraud and error in the financial statements, due to the following:  

1.1 The directors are under pressure to show good financial results due to 
the financing to be obtained from the bank and to grow the business, 
which will give them an incentive to engage in fraud. 

Directors under pressure for good fin 
results – incentive for fraud/ financing 
from bank 

1 

1.2 Given that the directors are “go-getters, for whom failure is not an 
option”, this may result in rationalisation of fraudulent conduct, thus 
increasing the risk of material misstatement. 

Given directors attitude = rationalisation 
for fraud 

1 

1.3 The directors’ financial wealth depends on the success and profitability of 
the business (they invested all their savings) – adding to the incentive to 
engage in fraud. 

Directors wealth depends on company 
performance, incentive for fraud, 
Directors = SH 

1 

1.4 The company intends to list and the risk exists that it could   manipulate 
results to meet the listing requirements and maximise the listing price – a 
further incentive for fraudulent conduct. 

Manipulation of results to meet listing 
requirements (fraud) 

1 

1.5 There may be misstatements in opening balances, as the company has 
not been audited previously. 

Misstatements in o/bals 1 

1.6 There may have been incorrect accounting treatment of complex aspects 
such as R&D, forex and impairments, either deliberately or 
unintentionally due to their lack of accounting knowledge. 

Incorrect accounting treatment of 
complex issues (e.g. R&D, forex and 
impair) – Error due to wrong accounting 

1 

1.7 The tight reporting deadline, as the bankers need financial statements, 
could lead to completeness and accuracy problems relating to financial 
information.  

Tight deadline, problems with C & A of 
info 

1 

1.8 There seems to be a weak control environment as it appears as if 
segregation of duties does not exist – there is a lack of supervision / few 
staff in the accounting department / a lack of accounting experience and 
expertise. 

Weak control enviro 
lack of segregation  & supervision/few 
staff/lack of experience – Fraud, 
manipulate AFS 

1 
1 

1.9 There is a risk of management override of controls as well as the 
increased growth in the company could have results in controls not being 
maintained thus increasing the risk of fraud and error. 

Mnt override/growth in business 1 

2 Going concern issues, risk that financial statements are prepared on 
the incorrect accounting basis resulting from the following: 

AFS prep on incorrect basis 1 

2.1 The lack of funding to fund future operations as the bank overdraft 
facilities have been exhausted.  

Economic 
Technological  
Industry 
Corporate Governance 
Non-compliance Laws & Regs 

1 
1 
1 
 

2.2 The fact that the company is currently making a sizeable loss. 

2.3 Corruption or loss of data, as result of weak IT controls and back-ups. 

2.4 Current economic conditions in the country could further put pressure on 
profitability (increasing competition, rising interest rates, weakening of 
the rand, etc.). 

3 Risk of non-compliance with laws and regulations   

3.1 Related party transactions with directors are neither identified, nor 
properly recorded and disclosed in terms of IFRS (IAS 24)/Co’s Act, King 
etc. 

Non-compliance with Laws & Regs 1 

3.2 The integrity of the financial director is questionable (e.g. refer to the 
manner in which the loan to the director was handled), which increases 
the risk that she will rationalize fraudulent conduct – thereby increasing 
the risk of fraud at the financial statement level. 

FD integrity questionable – could 
rationalise fraudulent conduct 

1 

3.3 There is a possible reportable irregularity due to non-compliance with the 
Companies Act (section 45) (loan to a director).  

Possible RI 1 
 

3.4 Non-compliance with laws relating to IT security and confidentiality, and 
protection of personal data (POPI Act) given the incident on lack of 
privacy of user data could indicate non-compliance with other laws and 
regulations thereby increasing risk of material misstatement.. 

Non-compliance with POPI/CPA 
increases ROMM 

1 

4 Corporate governance concerns:   

4.1 The business is dominated by the directors, who are all shareholders and 
involved in the business (no independent directors).  This will provide the 
opportunity for the directors to engage in fraudulent conduct. 

No INED on board  = opportunity to 
engage in fraud 

1 

5 Risk resulting from IT   

5.1 Lack of back-up data could result in incomplete financial records should 
there be a loss of data/disruption of operations, etc. 

No back up = loss of data/disruption of 
operations 

1 

5.2 The possible unauthorised access to data and systems could. Increase 
the risk of loss of financial records or fraud. 

Unautho access = possible fraud 1 

5.3 It appears that the control environment (general controls) is weak, which 
could result in weak application controls (unauthorised changes to 
program/access to data, etc.) 

Control enviro weak = weak application 
controls 

1 
 

5.4 Reliance on third-party service providers could expose the company to 
the risk of unauthorised access and changes to data and programs and 
business interruptions if they are not reliable and trustworthy. 

Reliance on 3
rd

 party providers = 
unautho access and changes to data 
and programs 

1 
 

Maximum: 14  

Communication skills – clarity of expression: 1 1 

Total for part (b): 15  



 

 

  

Part (c) Describe the general controls that SET should implement to restrict access to the server and ensure the integrity 
and validity of the client data on the database. 

1. GENERAL / OVERALL / MONITORING 

1.1 Management should support IT and its operations (control at the top). Man support of IT and operations 1 

1.2 There should be a clear IT governance policy that is supported by 
management and to which all staff subscribes, setting out access rights, 
back-up procedures, supervision of activities, etc. 

Clear IT governance policy 1 

1.3 Company should have a Disaster Recovery Plan that has been tested. Disaster Recovery Plan 1 

1.4 The database should be regularly backed up and the data kept off-site. DB regularly backed-up, kept off site 1 

1.5 The general and application controls should be tested regularly by 
management (appoint IT experts to undertake regular independent 
reviews of the controls). 

Gen and App control test regularly 1 

1.6 There should be proper segregation of duties between staff who have 
operational and accounting responsibilities and those who can make 
changes to programs and master file data. 

SOD between staff: operational and 
accounting versus staff who make 
changes to prog and MFD 

1 

1.7 The company should ensure that there is a service level agreement in 
place with for the outsourcing of IT. 

SLA for outsourcing 1 

2. PHYSICAL SECURITY MEASURES (implemented by users) 

2.1 The server should be kept in a physically secure area with restricted 
access (doors, locks, cameras). 

Server in secure area, restricted access 1 

2.2 Computer terminals used to access the server should be located in visible 
areas. 

Comp terms in visible areas (time-out 
after inactivity, lockout after 3 attempts 
etc.) 

1 

2.3 The database must be managed by the DBA (database administrator) 
and all changes must be required on authorised pre-numbered change 
forms.  

Changes to DB managed by DBA on 
autho change forms 

1 

(a) The DBA must review all changes made for unusual entries DBA to review for unusual changes 1 

3. PROGRAMMED CONTROLS (implemented by computer software) 

3.1 Access to data and programs/database by staff/other users should be 
restricted 

  

(a) ID log-ons and passwords should be used; ID logons and passwords 1 

(b) Passwords should be changed regularly, consist of alpha-numeric and 
numeric characters, not be easy to guess, not be displayed on screen, 
automatically expire after 30 days, etc. (password control). 

Passwords change regularly, 
Alpha numeric and numeric 
Not easily guessed etc. (any valid e.g.) 

1 

(c) Access rights should be assigned to passwords to restrict access of users 
to certain parts of the systems on a least privilege basis; and 

Access rights assigned on least 
privilege basis 

1 

(d) Proxy authorisation must be used at all times in order to access the 
database. 

Proxy autho for access to DB 1 

(e) The company should use a SSL (Secure Sockets Layer) as an additional 
protection for access to the database. 

SSL to be used for protection 1 

3.2 A firewall should be placed between the website and server and regularly 
tested and independently verified (digital certification). 

Firewalls implanted and tested (digital 
cert/anti-virus etc.) 

1 

3.3 The data on the database should be encrypted. DB encrypted 1 

3.4 The system should provide activity reports (logs) on access, as well as 
exception reports on unauthorised access, access violations, etc. 

Activity logs on access and violations 
etc. 

1 

(a) The logs/exception reports should be reviewed regularly by management 
and issues should be followed up. 

Logs to be reviewed and followed up 1 

4. OTHER VALID CONSIDERATIONS Other valid considerations 1 

Maximum: 10  

Communication skills – clarity of expression: 1 

Total for part (c): 11  



 

 

 
 
 

 
 
 

Part (d) Describe the risks of material misstatement relating to the valuation of SET’s inventory 

Cost price of inventory can be misstated due to the following: 

1 RAW MATERIALS  

1.1 The incorrect exchange rate is used to record the import cost. Incorrect XChange rate 1 

1.2 The incorrect date could be used for the transaction and therefore the 
incorrect rate. 

Incorrect date 1 

1.3 Not all cost is included in the price of imports of raw material 
(transportation cost, customs and excise duty, insurance, etc.). 

Not all costs incl (e.g. transport, 
customs etc) 

1 
 

1.4 The incorrect costs could be included in the price of raw material imports. Incorrect costs incl. 1 

2 FINISHED GOODS  

2.1 The cost of production overheads is misstated and not correctly allocated 
to cost of sales and inventory on hand. 

Cost of prod not correctly allocated 1 

2.2 Production overheads include cost that do not qualify for inclusion, such 
as marketing and administration overheads, research cost, etc. 

Costs incl that do not qualify (e.g. 
marketing, admin, research etc) 

1 

2.3 The cost of inventory may be recorded incorrectly if the quantity recorded 
on the WFS certificate of consignment inventory is incorrect (cost x 
quantity). 

Cost x quantity may be incorrect if WFS 
cert is wrong 

1 

3 NEED FOR IMPAIRMENT   

3.1 The risk that net realisable value (NRV) is less than cost price as both 
finished goods and raw material consist of electronic components which 
can –  

NRV at risk due to:  

(a) be damaged; and Damage 1 

(b) quickly become obsolete due to technological advancements and not 
adequately provided for. 

Technical obsolescence, prov no suff 1 

(c) The risk is further increased because consignment units are at the 
department stores, and it might be difficult to assess their condition. 

Increased due to location of units – 
cannot assess condition 

1 

(d) The increasing external competition will reduce selling prices, which will 
further increase the risk that the inventory costs will exceed net realizable 
value 

Increased ext competition, reduces SP 
therefore Costs>NRV 

1 

3.2 The calculation of NRV to compare to cost price can be difficult, given the 
exchange rate fluctuations and fluctuating prices on imports from China. 

Calc of NRV vs CP is complex 1 
 

3.3 The quality of components imported from China might not be on 
standard, leading to recalls/malfunctioning of tracker devices.   

Poor quality of components from China 1 
 

4 OTHER CONSIDERATIONS   

4.1 The magnitude of the inventory account balance in relation to the 
materiality figure increases the risk that the matters above can result in 
material misstatements. 

Inventory balan7ace is material 1 

4.2 There is also incentive for management to override the inventory 
management system controls so as to overstate inventory and profits. 

Mnt incentive to override control to 
manipulate profits 

1 

4.3 There is a risk that the accounting policy has not been correctly applied 
and is not in line with IFRS as the directors’ lack accounting knowledge 
and experience. 
The weighted average cost could be incorrectly calculated. 

Accounting policy not correctly applied 
WAC calc incorrect 

1 

Total for part (d):8  

Part (e) List the substantive audit procedures you would perform to verify the existence and completeness of SET’s 
inventory on hand at year end 

1 STANDARD PROCEDURES RELATING TO BOTH ASSERTIONS  

1.1 
Obtain a management representation letter dealing with all categories of 
inventory at both SET and WFS’s premises. 

Obtain mnt rep letter re inventories 
(stock certificate) 

1 

1.2 
Obtain a schedule from management of raw material and finished goods 
and agree this to the trial balance and financial statement figures. 

Obtain schedule of RM and FG and 
agree to TB/AFS 

1 
1 

1.3 
Cast and cross cast the schedule and agree opening balances with prior 
year closing balances/audit procedures on prior year balances 

Cast, agree o/bal to py c/bal 
Audit of py balances 

1 

1.4 
Review inventory general ledger accounts at year end for unusual 
reconciling items. 

Review inventory recalls for unusual 
recon items 

1 

1.5 
Perform overall analytical review procedures of the raw material and 
completed inventory per month to identify tendencies, trends and 
exceptions and follow up. (valid e.g.) 

Perform overall ARP of RM and FG – ID 
trends etc. 

1 
 

1.6 
Recalculate the overhead allocation rates used by the client on a monthly 
basis. 

Recal overhead allocation rates 1 

1.7 

Discuss with management (e.g. stock controllers, warehouse managers, 
factory manager, etc.) the controls over inventory and any developments 
or circumstances which had/could impact on the existence and 
completeness thereof at year end. 

Discuss controls over inventory with 
mnt 

1 
 

1.8 
Enquire from management whether inventory has been encumbered and 
corroborate through inspection of bank confirmation, loan agreements, 
minutes of meetings 

Inventory encumbered and inspect bank 
confirm etc. 

1 



 

 

 
  

COMPLETENESS & EXISTENCE    

2 PRIOR TO THE INVENTORY COUNT AT THE CLIENT’S PREMISES –  

2.1 liaise with the client about the date and times of the inventory count; Enquire about dates and times of count 1 

2.2 
obtain and review a copy of the written instructions given to the client’s 
count teams; and 

Obtain & review client instructions 1 

2.3 
enquire as to whether the client has any inventory which should not be 
included in the count (e.g. consignment inventory held on behalf of third 
parties, inventory already sold). 

Enquire any inv not 2B incl in count 1 

3 PERFORM A STOCK COUNT OF RAW MATERIALS & FINISHED GOODS AT CLIENT’S PREMISES  

3.1  
Attend the inventory count at year end and count inventory from the floor 
to the stock sheets and ensure all are accounted for (completeness). 

Attend count and test floor to sheet 
(completeness) 

1 

3.2 
Test the numerical sequence of the inventory sheets both before and at 
the conclusion of the count to ensure that all inventory sheets are 
accounted for. 

Perform numerical sequence test on 
count sheets 

1 

3.3  
Also select items using CAATS to stratify items according to value from 
the stock sheets of the client and compare with the actual stock on hand 
(existence). 

Test sheet to floor (existence) 
1 
 

3.4  
Observe the procedures followed by management and staff to ensure 
stock count is reliable. 

Observe procedures at count 
1 
 

3.5  
Using CAATS to investigate the stock files for inventory with negative 
quantities, duplicate codes, blank fields etc. and follow up. 

Use CAATS to ID negative bal, zero 
fields, duplicate etc, follow up 

1 

4 AT THE CONCLUSION OF THE INVENTORY COUNT AT THE CLIENT’S PREMISES   

4.1 
Inspect the inventory sheets to ensure that all inventory sheets reflect the 
signatures of the counters and check that there is no possibility that items 
can be added later (e.g. blank spaces). 

Inspect sheets for signature of counter 
and no additions 

1 

4.2 

Record the cut-off numbers for all documents relating to inventory 
movements/perform cut-off procedures (select transactions before and 
after year end) and follow through to accounting records to ensure that 
inventory is accounted for in the correct period 

Record cut off numbers 
Perform cut-off procedures 

1 

4.3 
Take a copy of all inventory sheets (hardcopy or digital) – to follow 
through to the final inventory records (used for determining the inventory 
value to be reflected in the financial statements). 

Take copy of sheets to follow through to 
final records 

1 

4.4  RAW MATERIAL   

(a) 
Existence: Select the goods in transit from China at year end accounted 
for as inventory from the stock sheets and follow it through to the actual 
documentation (goods received notes, shipping documentation, etc.); and 

Select GIT from China and follow 
through to source docs (e.g. GRN, 
shipping docs etc.) (existence) 

1 

(b) 
if possible, physically inspect the goods/alternatively discuss with 
receiving clerks/factory staff. 

Physically inspect goods/discuss with 
rec clerks 

1 
 

(c) 

Completeness: Inspect the stock records after year end for any goods 
received that relate to imports and follow it through to the supporting 
documentation (goods received notes, shipping documentation to ensure 
it does not relate to purchases of raw material before year end. 

Inspect records after y/e for imports and 
follow through to supporting docs (e.g. 
GRN, shipping docs etc.) 
(completeness) 

1 
 

4.5 CONSIGNMENT STOCK   

(a) 
Existence: Trace the units as per SET’s inventory records through to the 
certificates issued by WFS at year end. 

Trace units per SET records to WFS 
certs (existence) 

1 

(b) 
Completeness: Select records of sale of units after year end and follow it 
through to the inventory reflected as per WFS certificates at year end (to 
ensure that the figures reported by WFS are not understated). 

Select sales after y/e and follow through 
to WFS cert at y/e (completeness) 

1 
 

(c) 
Both completeness and existence 
Perform  analytical review procedures per store per month and identify 
stores with significant holdings and visit them for physical counts. 

Perform ARP per store per month with 
sign inventory holdings – perform 
physical counts 

1 

(d) Investigate significant fluctuations in stock holdings per month. Investigate significant fluctuations 1 

(e) 
For selected stores and the WFS warehouse, visit the premises at year 
end and perform a physical count of the units – 

For selected stores at y/e:  

(f) 
from the physical units in the store/warehouse to the stock records of 
WFS and the WFS certificate; and 

Count from WFS warehouse to records 1 

(g) from WFS records and certificate to the actual units. From WFS records to units 1 

(h) 
With the clients permission obtain a confirmation letter of inventory held 
by WFS. 

Confirmation from WFS 1 

Total for part (e): 15  



 

 

 
 
 

Part (f) Identify and describe the following with regard to the loan to the financial director –  regulatory implications; the 
impact on the audit report; and the impact on the rest  of the audit (Ignore taxation) 

1 LOAN TO DIRECTOR   

1.1 This represents a loan to a director (section 45) which should have been 
authorised by the shareholders by means of a special resolution in the 
prior two years. 

Loan to director, authorised by SH by SR 
in prior 2 years 

1 

1.2 The loan may only be granted if the conditions as set out in the 
Memorandum of Incorporation have been adhered to. 

Conditions in MOI for loan? 1 

1.3 The directors should  only have approved the loan, after ensuring the 
liquidity and solvency of the company would be maintained. 

S&L should have been considered  1 
 

1.4 If the directors meet to approve the loan, the financial director may not 
form part of the meeting, the quorum and cannot vote and decision as 
she has an interest in the transaction (this needs to declare in advance 
as well) (section 75). 

FD may not form part of meeting, must 
declare due to interest (S75) 

1 
 
 

1.5 The board of directors should consider if the terms of the loan are fair 
and reasonable. 

Terms fair and reasonable? 1 

1.6 As the shareholders did not authorise the loan and the directors did not 
approve it either, the loan is not valid. 

SH & directors did not auto therefore 
valid 

1 
 

1.7 The financial director is in breach of S76 of the Companies Act, conduct 
of directors. 

Breach of S76 1 

1.8 The financial director can therefore be held personally liable for any 
losses suffered by the company (section 77). 

FD can be personally liable for losses 
(S77) 

1 

2 RELATED PARTY TRANSACTION  

2.1 The loan is a related party transaction which should have been 
disclosed as such in the financial statements in terms of IAS 24. 

RPT should be disclosed in AFS 1 

3 REPORTABLE IRREGULARITY  

3.1 The non-compliance with section 45 of the Companies Act as well as 
non-compliance with IAS 24 (S29 of Companies Act) will constitute a 
reportable irregularity which should be reported to IRBA. 

RI due to no compliance with Co’s Act 1 

4 AUDIT OPINION  

4.1 The loan is classified as a sundry debtor, and should be classified as a 
loan to directors. Thus the financial statements are factually and 
qualitatively misstated. 

Qualitative misstatement 1 

4.2 The auditor should consider the quantitative misstatement as the loan is 
greater than materiality and whether the misstatement is pervasive or 
not. 

Quantitative misstatement?  1 

4.3 Request the client to adjust and if they do not adjust, we will need to 
qualify the audit opinion.  

Qualify audit opinion  1 

4.4 The audit report should also be modified to include a paragraph on 
Other Legal and Regulatory Responsibilities below the opinion 
paragraph that deals with the reportable irregularity. 
 

Audit Report modified to incl para re RI 1 
 

4.5 The audit report should include a basis for the qualification paragraph. AR to incl basis for qualification 1 

5 OTHER IMPACTS  

5.1 Financial director’s integrity as well as any representations by her 
should be reassessed.  

FD  integrity and reps reassessed 1 

5.2 The auditor’s assessment of the risk of material misstatement at the 
overall financial level will increase. 

ROMM at AFS level increased 1 

5.3 More professional scepticism to be applied during the audit and the 
evaluation of audit evidence. 

More prof scept applied 
Samples sizes increased 
More sub proc on RPT 
More experienced staff 
Increased supervision and review 
Second partner review 
Increased unpredictability 
Lower materiality 

1 
1 
 5.4 Sample sizes should be increased 

5.5 Increased substantive testing for related party transactions. 

5.6 Procedures should be performed closer to year-end 

5.7 More experience staff should be used on the audit. 

5.8 Increased supervision and review/Second partner review 

5.9 Increased unpredictability of procedures 

5.10 Materiality should be revised and possibly reduced. 

Maximum: 8  

Communication skills – clarity of expression: 1 1 

Total for part (f): 9  


