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Part (b) Discuss, with reasons, the impact of the information contained in Mr Light’s email on the likely quality of Saai’s audit of the 
2013 financial statements of Sage. 
There is doubt whether Saai will provide a high quality audit service to Sage, and candidate needs to have an opinion, i.e. yes or no. 
1 It is likely that a high quality audit will not be performed because of the following:  
1.1 Mr Lubbe is currently under tremendous pressure due to a large client portfolio 

– this may result in him not giving sufficient attention to this audit, which means 
that he will not be in a position to adhere to his responsibilities in terms of ISA 
220. 

Pressure due to large client portfolio, 
sufficient attention and adherence to 
responsibilities 

1 
 

1.2 Mr Light (a director of Saai) told the engagement partner of Sage not to worry 
too much about getting the engagement letter issued to Sage and signed as he 
regards it as ‘just a formality’ – yet this is a requirement of ISA 210.10. 

• This may indicate a lack of cognisance by the directors of Saai of the 
importance of compliance with the International Standards on Auditing 
(ISA), which may result in the audit not being conducted in 
accordance with these standards.  

• Without the engagement letter, the auditor cannot be sure that all 
the preconditions for performing an appropriate audit per ISA 
210.6 are satisfied (i.e. that management commits itself to its 
responsibility for preparing the AFS, maintaining an adequate 
system of internal control to enable the preparation of the 
financial statements, etc.). 

Not to worry about engagement letter – 
BUT requirement of ISA 
 
 
Lack of compliance with ISA = audit not in 
accordance with stds 
 
Pre-conditions for approp audit many not 
be satisfied, mnt integrity etc 

1 
 
 
 

1 
 
 

1 

1.3 Mr Light – a director of Saai and engagement quality control review partner of 
Sage - Mr Light’s wife is the sister of Mr Moller’s wife. This may potentially 
create a familiarity/self-interest independence threat as a result of the close 
family relationship. 

• The threat is significant and safeguards must be implemented – 
Mr Light should not be on the audit and should not perform the 
quality control of the audit or influence the outcomes. 

• This may result in Mr Light not meeting his responsibilities in terms of 
ISQC 1.37, which will undermine the effectiveness of the engagement 
performance.  
Given the nature of the EQCR’s comments in the email, there is 
serious doubt whether the engagement quality control review 
function will be performed effectively (as required by ISQC 1.35).  
If this function is not rendered effectively, the benefit of having a 
second opinion on significant audit judgments and conclusions 
will be eroded – and the inappropriate audit opinion may be 
expressed.  

Familiarity threat as EQCR partner’s wife is 
sister of SAGE’s CEO’s wife  
 
 
Threat is significant – must implement 
safeguards 
 
May result in ineffective engagement 
performance 
Doubt surrounding QCR function 

1 
 
 
 

1 
 
 

1 
 
 
 
 
 

1.4 Saai lost the audit of Eskom because of dissatisfaction with the professional 
services provided – in spite of the fact that those services were provided at a 
low audit fee. This may indicate that a high quality audit service was not 
provided to Eskom, a situation that may recur in the audit of Sage. 

Loss of Eskom = possible lack of audit 
quality 

1 

1.5 Mr Light indicated that Mr Lubbe would be able to use his knowledge of the 
energy industry to reduce audit hours on Sage as Mr Lubbe will know ‘where to 
scratch and where to turn a blind eye’ – this may indicate that ISAs will not be 
complied with.  

• Moreover, ‘turning a blind eye’ to certain matters indicates a lack of 
ethical conduct (professional competence and due care / integrity) – 
which is a fundamental requirement in terms of ISQC 1.20 in order to 
ensure quality work.  

• This will create a self-interest threat for professional competence 
and due care. The threat will be significant and the audit should 
be conducted according to ISQC 1 and all aspects should be 

Knowledge of energy industry to reduce 
hours = ISA’s not complied with 
 
 
May indicate lack of ethical conduct – Prof 
Competence, due care, integrity 
 
 
Self-interest threat for professional 
competence 

1 
 
 
 

1 
 
 
 

1 
 
 

   

   



QUESTION 1  ITC  JUNE 2014 
PAPER 3  SUGGESTED SOLUTION 

2 
 

investigated. 
1.6 The apparent lack of ethical conduct in the firm is further reinforced by the following:  
1.6.1 The statement that the firm could have helped Eskom in a significant way with 

their business strategies, points to a compromise of auditor independence 
(self-interest threat to objectivity) – a fundamental attribute for an effective 
audit; and 

Helping Eskom with strategy = compromise 
of independence 

1 

1.6.2 The statement that Mr Lubbe could use his knowledge of Eskom to help Sage 
will give rise to a clear breach of the SAICA / IRBA Codes of Professional 
Conduct. If the confidentiality of information gathered is not respected, clients 
will also be reluctant to provide the auditors with sensitive information, 
compromising the effectiveness of the audit. 

Knowledge of Eskom to help Sage = breach 
of confidentiality  

1 

1.6.3 The significance of the threat must be considered and safeguards must 
be implemented to reduce the threats e.g. not use information obtained 
during the audit of Eskom for the Sage audit. 

Consider significance and implement 
safeguards  

1 

1.7 Saai Exco is emphasising that costs should be cut to increase the firm’s profits 
– this may indicate the wrong tone at the top of the audit firm, which puts high 
quality audits second to making profits – statement at end of email “at best 
prices” emphasises that. 
Moreover, Saai Exco hinted that lucrative bonuses would be paid to all 
directors of the firm based on efficiencies in audit time and an increase in the 
firm’s profit. This appears to indicate that audit quality may be compromised in 
order to increase firm profits that will result in the directors earning bonuses 

Cost cutting puts quality second to profits 
 
 
 
Lucrative bonuses based on efficiencies 
may compromise audit quality 

1 
 
 
 

1 
 

 

1.7.1 This is in direct contrast to the requirement in ISQC 1.18 that the firm shall 
establish policies and procedures to promote an internal culture recognising 
that quality is essential in performing engagements – including the audit. 

In contrast to ISQC for firm to est. P&P 
regarding quality 

1 

1.8 The charging of a ‘lower than usual audit fee’ will put pressure on the audit 
team in conducting the audit work required to comply with the requirements of 
the ISAs, especially in the context where the Saai Exco is emphasising the 
maximisation of profits earned by the firm.  

• Section 240.1 of the CPC states that a self-interest threat to 
professional competence and due care could be created if the 
fee quoted is so low that it may be difficult to perform the 
engagement in accordance with applicable technical and 
professional standards for that price. Safeguard by assigning 
appropriate time and staff 

• Section 290.220 as Sage is a massive contract for the audit firm, 
especially after losing Eskom. Therefore if the total fees from 
Sage represent a large portion of the total fees of Saai, the 
dependence on Sage and concerns about losing them as a client 
could create self-interest or intimidation threats which could 
influence the quality of the audit being conducted 

Lower fee, team may not be able to conduct 
audit ito ISA’s 
 
 
Self-interest threat to Prof Comp and Due 
care/ Consider significance and implement 
safeguards 
 
 
 
Large portion of fee – possible self –
interest threat 

1 
 
 
 

1 
 
 
 
 
 

1 

1.9 As the firm had ‘let go’ many of its staff, it is questionable whether the firm has 
the staffing resources to be able to undertake this clearly sizeable audit. 
Section 210.6 of the CPC, a self-interest threat to professional 
competence and due care is created if the engagement team does not 
possess or cannot acquire the competencies (e.g. enough competent 
audit team members) necessary to properly carry out the engagement.     

Lack of resources due to staff cuts 
 
Self-interest threat to Prof Comp and Due 
care 
 

1 
 

1 

1.9.1 It is also doubtful whether the staff can be recruited in a relatively short space 
of time, especially given the reliance on audit trainees who only join the firm 
often after the completion of their university studies. 

Possibility of recruiting staff quickly is 
remote 

1 

2 The following facts may contribute to a high quality audit service to Sage and that sufficient appropriate audit evidence will to be 
obtained in support of the audit opinion: 

 
 

2.1 The engagement partner of the Eskom audit is now the engagement partner on 
the audit of Sage – the engagement partner’s knowledge of the energy 
industry may assist in delivery of a high quality audit service through gathering 
of sufficient and appropriate audit evidence.  

Engagement Partner of Eskom now on 
Sage, knowledge & experience may result 
in high quality audit 

1 
 

  Maximum: 10  
 Communication skills – logical argument (why quality audit service is/is not possible) 1 
 Total for part (b): 11  
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Part (c) Prepare a memorandum to the Audit Committee of Sage in which you describe any non-compliance and potential non-
compliance by Sage with the King Code of Governance for South Africa, the King Report on Governance for South Africa, 
and the Companies Act, Act 71 of 2008. 

1 The board of directors  
1.1 The chairman of the board, Mr Mike Moller, is also the CEO of Sage – he is 

thus neither independent nor a non-executive director as required by King. 
CEO = chair, not independent 1 

1.2 Dr Gerhard van Jaarsveld is the deputy chairperson of the board. King III 
requires that in cases where the chairperson of the board is not an 
independent non-executive director, the board should appoint a lead 
independent non-executive director. 

If Chair not independent, lead independent 
director appointed 

1 

1.3 Since Dr van Jaarsveld is not independent as he is the father-in-law of the 
CEO, Mr Moller of Sage, his appointment as deputy chairperson results in 
non-compliance with King III as he does not qualify to be a lead 
independent director. 

Deputy chair not independent 1 

1.4 The directors do not have an in-depth knowledge of applicable legislation, and 
this is reflected in the laws and regulations that have been breached. This is 
contrary to Principle 6.2 of the King Code which requires that the board and 
each individual director have a working knowledge of the effect of the 
applicable laws, rules, codes and standards on the company and its business. 
Examples include (not limited to) 

• A lack of a proper compliance policy (King principle 6.4) for the 
company; 

• The absence of a compliance officer (King Principle 6.4 
paragraph 23);  

• The company secretary is not properly performing her 
duties/neglecting the following duties, making the directors 
aware of any legislation relevant to or affecting the company 
(Companies Act section 88(2)(b)); 

• Assessing the specific training needs of the board and executive 
management and assisting in the ongoing training and education 
of directors (King Principle 2.21 paragraph 100). 

Directors have lack knowledge on 
legislation, in breach of King 
 
 
 
Examples of lack of application of King 
recommendations (any valid examples) 
(max 2) 

1 
 
 
 
 

1 
 

1 
 
 
 
 
 
 

1.5 In terms of King III the company secretary, Ms Louise Naidoo, should not be 
allowed to be a director of the company. 

Secretary cannot be director of company 1 

1.6 The board should comprise a balance of power – with non-executive directors 
being the majority.  Currently, there is an even number of executive and non-
executive directors. 

• Mike Moller (the CEO), Dr van Jaarsveld and Kate Middleton all 
belong to the same family. This may result in them being able to 
dominate the board’s decision-making, contradicting King 
Principle 2.18 paragraph 63.   

Majority of directors are not NED 
 
 
Dominance of board as a result of family 
ties 

1 
 
 

1 

1.7 Given that Ms Kate Middleton is the sister-in-law of the board chair and CEO, 
she cannot be regarded as an independent director. Independent non-
executive directors should be independent in fact and in the perception of a 
reasonably informed outsider. Although independence of mind is essential, 
perceptions of independence are important, too.  

Kate Middleton not independent due to 
family ties 

1 

1.8 This means that the majority of non-executive directors are not independent, 
with only two of the four satisfying this requirement (contrary to Principle 2.18 
of the King Code). 

Majority of NED are not independent 1 

2 The audit committee  
2.1 Mr Ismail Mohammed is not a director of Sage – he may thus not be a member 

of the audit committee. 
Ismail Mohammed not a director, cannot be 
on AC 

1 

2.1 As Ms Kate Middleton is not an independent director, the company is in 
contravention of the Companies Act, as there are not at least three 
independent directors on the audit committee.  

Kate Middleton not INED, therefore not at 
least 3 INED on AC 

1 

2.3 The audit committee should have sufficient knowledge and skills. Only one of 
the members on the audit committee is a CA(SA) and this could possibly 
indicate that sufficient knowledge does not exist. 

Only 1 member is a CA(SA), doubt as to AC 
knowledge and skills 

1 

2.4 The audit committee cannot appoint the auditors of Sage –the shareholders 
should appoint the auditors at the annual general meeting. 

AC cannot appoint auditors, S/H should 
appoint at AGM 

1 

2.5 The audit committee should merely nominate independent auditors for 
appointment and must ensure that the company has an effective and 
independent external audit; however this does not appear to be the case. 
 

AC to nominate independent auditors 1 
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3 Reckless trading  
3.1 At the 2013 year end, Sage did not meet the current ratio stipulated in the loan 

agreement and the subordination agreement thus lapses. 
Current ratio not met, loan agreement 
lapses 

1 

3.2 In view of Sage’s solvency and liquidity position, the lapsing of the 
subordination agreement results in the company no longer being a going 
concern. 

S&L position precarious, Sage no longer a 
GC? 

1 

3.3 Moreover, the company is continuing to trade under what appears to be 
commercial insolvency, without the directors having any plans to deal with this. 

Trading under commercial insolvency, 
directors have no plans 

1 

3.4 The directors approved the purchase of the Darling farm for a price that is 
substantially more than the market value of R120 million. 

Darling farm purchase price > than MV 1 

3.5 The above points to possible reckless trading by the directors, and a 
contravention of section 22 of the Companies Act. 

Thus, reckless trading,  S22 breach 1 

3.6 This is not in the best interests of the company and amounts to a contravention 
of section 76 of the Companies Act. 

Not in best interest, S76 breach 1 

3.7 While Mr Moller and Dr Van Jaarsveld disclosed their interest and did not 
vote on the transaction to purchase land from the Darlington Family 
Trust, it is not clear whether all the requirements of section 75 of the 
Companies Act were satisfied (e.g. did they leave the meeting 
immediately after making the disclosures?). 

All requirements of S75 met? 
(Marks also awarded for discussion of S44 
and S45) 

1 

3.8 Due to non-compliance with the Companies Act, the directors may be 
liable in terms of Section 77 – Directors liability. 

S77 – directors liable 1 

4 Board committees – section 72   
4.1 The board of directors of Sage cannot refuse to invite the co-opted members of 

the Social and Ethics Committee to attend the general shareholders’ meeting, 
since they have the right to be invited in terms of section 72(8)(c).  

BOD cannot refuse SEC of Sage to attend 
S/H meeting 

1 

 Maximum: 15   
 Communication skills – presentation (complete memorandum – date, to, from, subject - to the audit committee) 1 
 Total for part (c): 16  
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Part (d)  Describe the substantive audit procedures that Saai should perform in respect of all the capital expenditure incurred by 
Sage in 2013 on the Darling wind farm. 
1 General procedures related to each of the capital expenditure categories  
1.1 Consider the impact of the results of the internal control tests on the 

substantive procedures in respect of all capital expenditure. 
Consider control environment  1 

1.2 Obtain detailed schedules of capital expenditures (which tie up to each of the 
categories on the schedule provided by the CFO) and agree to the 2013 
additions per the company’s fixed asset register. 

Obtain schedules of capt exp & agree to 
additions per FAR 

1 

1.3 Agree the fixed asset register totals to the general ledger account 
balances/trial balance and the figures reflected in the annual financial 
statements. 

Agree FAR to GL/TB and AFS 1 

1.4 Re-perform the calculations in the schedules provided, as well as in the fixed 
asset register, general ledger accounts and notes to the annual financial 
statements. 

Re-perform calcs in schedules, FAR, GL 
and notes to AFS 

1 

1.5 Request management to transfer all research expenditure and other 
expenditures incorrectly classified as being of a capital nature, to expense 
accounts and audit/review the related accounting entries to source documents 
and to audit working papers of transactions audited.  

Request mnt to transfer research exp and 
incorrectly classif exp as capt to exp accs 
 
Audit resulting entries to source docs 

1 

1.6 Obtain a signed management representation letter related to each of the 
capital expenditures (including government grants) 

Obtain signed mnt rep letter of capt 
exp/gov grants 

1 

1.7 Assess appropriateness of disclosures relating to the capital expenditures to 
ensure that they are in line with the requirements of the accounting standards. 

Assess approp of disclosure iro capt exp 1 
 

1.8 Perform analytical procedures on capital expenses (e.g. compare 
additions to budgets and prior years etc.) – any valid example 

Perform ARP – valid e.g. 1 

1.9 Compare opening balances to prior year closing balances (can use 
CAAT’s to perform reconciliations) 

Compare o/b to py c/b (CAAT’s) 1 

1.10 Review capital expenditure accounts and schedules for unusual entries 
(for e.g. negative amounts) and discuss these with management. 

Review accounts for unusual entries and 
discuss with mnt – valid e.g. 

1 

2 Farm purchase (land)  
2.1 Inspect the minutes of directors’ meetings to determine if appropriate approval 

of the purchase of the land from the Darlington Family Trust was obtained. 
Inspect minutes of directors meeting for 
approval of DFT 

1 

2.2 Inspect the contract for the purchase of the Darling farm for legality of the 
agreement and the details of the purchase (e.g. purchase price). 

Inspect crt of purchase for DFT for details 1 

2.3 Obtain the title deed of the land from the statutory office of Sage and determine 
whether the title deed is in the name of Sage and whether it correctly describes 
the land purchased as per the purchase contract. /Perform a deeds search. 

Obtain title deed and inspect in name of 
Sage 

1 
 

2.4 Inspect the bank statement of Sage for the transfer of the purchase price of 
R150 million to the bank account of the Darlington Family Trust.  

Inspect BS for transfer of purchase price 1 
 

2.5 Evaluate the competence, capabilities and objectivity of the expert valuer by –  
2.5.1 discussions with the expert and others who are familiar with his work and his 

objectivity in relation to Sage;  
Discuss objectivity of expert 1 

2.5.2 inspection of the valuer’s qualifications and membership of a relevant 
professional body. 

Inspect expert qualifications and 
membership of prof body 

1 

2.6 Obtain an understanding of the expert’s work by inspecting the engagement 
letter (or other written agreement) for the nature, scope and objectives of the 
valuer in relation to the valuation engagement, and the respective roles of 
management and the valuer. 

Inspect engagement letter for nature, scope 
and objectives 

1 
 

2.7 Evaluate the appropriateness of the expert’s work by considering   
2.7.1 the relevance and reasonableness of significant assumptions and methods 

used by the valuer (with reference to the auditor’s own knowledge); 
Relevance and reasonableness of 
assumptions and methods 

1 

2.7.2 the relevance, completeness and accuracy of the source data (if any) used in 
arriving at the valuation. 

Relevance, completeness and accuracy of 
source data 

1 

2.7.3 Agree the fair (market) value of the land to the report of the expert. Agree FMV to expert report 1 
2.8 If sufficient appropriate evidence is obtained that the valuation is R120 million: 

Inspect management’s working papers to determine that the day one loss on 
the purchase of the land (purchase price less market value) was recognised 
and follow through to the journal and the general ledger: Dr Day one loss 
(expense) on land purchased; Cr Land (IAS 16). Or take to schedule of 
unadjusted audit differences/request management to adjust 
 
 

Inspect mnt WP for recognition of day 1 
loss on purchase and follow through to jnl 
and GL 
 
SUAD/request management to adjust 

1 
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2.9 Enquire from management about the business rationale of the purchase 
of the land from a related party at more than its fair value and assess 
whether there are indications of fraud (ISA550.23). (The other 
requirements in this paragraph have been covered in procedures that 
already appear in the solution.) Consider a possible Reportable 
Irregularity 

Consider RI 1 

2.10 Obtain legal advice from an auditor appointed legal expert on the implications 
of this overpayment on the rest of the audit. 

Obtain legal advice on overpmt 1 

3 Wind turbines, security fencing and research expenses   
3.1 Inspect all material related contracts, agreements and approving minutes from 

management, e.g. contracts from major contractors for the construction of the 
wind turbines and fencing, for approval and the purchase amounts. (including 
approval document from Department of Energy for commencement of 
construction on farm) 

Inspect material related crts, agreement & 
minutes from mnt 

1 
 
 

3.2 Compare the construction cost of the 50 completed wind turbines recognised 
as a capital expense with the total contract value for the construction of the 200 
wind turbines and assess the reasonableness of the amount of capital 
expenditure already incurred. Obtain further explanations and documentary 
evidence from management and experts if required. 

Compare cost of completed WT with 
contract value for 200 WT and assess 
reasonableness 

1 
 

 

3.3 Physically inspect the wind turbines completed (50) and the fence around the 
farm and compare the physical appearance with the descriptions in the 
contracts to assess the accuracy of the capital expenditure recognised and for 
working order of turbines (also valuation). 

Physically inspect completed WT and 
compare with description in crt 

1 
 

3.3.1 Inspect documentary evidence or get confirmation from an expert that all 
expenditure capitalised on the wind turbines relates to completed work. 

Inspect evidence/confirmation that exp capt 
= completed work 

1 

4 Government grants  
4.1 Inspect documentation of the conditions and amount of grant that supports 

the company's compliance with the grant requirements to date and which 
indicates that the grant has been or will be received (IAS 20.7-.8).  

Inspect docs for compliance with grant 
requirements 

1 
 
 

4.2 Inspect the grant amount to relevant documentation and agree with the 
company's records that the grant including bank statement for receipt of 
grant 

Inspect grant amt to doc’s and agree” 1 

4.2.1 is either recognised as deferred income; or Grant recog as deferred income; OR 
1 4.2.2 is deducted from the carrying amount of the related asset. (IAS 16.28; IAS 

20.24-.28) 
Deducted from CA of asset 

5 Audit procedures on sample of transactions selected for testing  
5.1 Using audit software, based on your risk assessment and planning materiality, 

select a sample of items related to these expenditures from the detailed 
schedules / fixed asset register for further testing.  

Using audit software, select a sample of 
items for testing 

1 

5.2 Occurrence   
5.2.1 Trace the transaction back to the relevant delivery note/invoice/contract and 

confirm that it is made out to Sage. 
Trace trans back to DN/Invoice/Crt in 
Sage’s name 

1 

5.2.2 Inspect the delivery note/contract for signatures of Sage personnel as evidence 
of proof of receipt or occurrence. 

Inspect DN/Crt for signature of Sage rep 1 

5.3 Completeness   
5.3.1 Inspect the cash payments journal/bank statement etc. for any amounts of 

capital expenditure or payments related to capital expenditures (e.g. transfer 
duties and legal costs related to the purchase of the land) that should have 
been capitalised and trace to management’s working papers and the posting to 
the capital asset account in the general ledger.  

Inspect CPJ/BS etc. for capt exp that must 
be capitalised, trace to mnt WP and GL 

1 
 
 
 

 
5.3.2 Analyse fluctuations in the repairs and maintenance accounts (or other income 

statement accounts) and, where appropriate, examine supporting 
documentation for selected charges to the account to evaluate: 

Analyse repairs and maint account and 
select charges to trace to supporting docs 
to evaluate: 

1 

 • whether those items are appropriately expensed (IAS 16.12); or Items properly expensed? 
1  • whether they should be capitalised (IAS 16.7; IAS 16.13-.14). Items properly capitalised? 
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5.4 Accuracy   
5.4.1 For local purchases of goods and services for which there is no 

contractual arrangement, inspect the supporting purchase 
documentation (e.g. invoice, purchase order) for the amount of the 
purchase.      

Inspect invoices/purchase order for local 
purchases 

1 
 

5.4.2 Confirm the foreign exchange rates on the invoice/contract for each transaction 
date with the company’s banker.  

Confirm Xchange rate with bank 1 

5.4.3 Recalculate the conversion of all foreign amounts to rand using the confirmed 
spot rate and the invoice amount. 

Recalc conversion 1 

5.4.4 Re-perform all calculations on supporting documents such as invoices etc. Re-perform all cals on supporting docs 1 
5.4.5 Verify the addition was initially measured at its cost, inspect supporting 

documentation, such as invoices etc. that: 
Verify addition at cost:  

 • purchase price, including import duties and non-refundable purchase 
taxes, after deducting trade discounts and rebates 

Purchase price + import duties + non-
refund tax – discounts – rebates 

1 

 • internal and external costs directly attributable to bring the asset to 
the location and get it ready for use; and 

+ costs attributable to bring asset to 
location 

1 

 • estimated cost of dismantling and removing the item and restoring the 
site. 

+ est cost of dismantling, removing and 
restoring site 

1 

5.4.6 Consider whether contracts for the turbines have features such as price 
escalation clauses, foreign currency arrangements or other components that 
may be subject to separate accounting under the principles for embedded 
derivatives in IAS 39, Financial Instruments: Recognition and Measurement 
(i.e. consider the currency denomination of contracts, foreign currency of seller, 
pricing terms which are contingent in other factors). 

Consider IAS 39 implications – embedded 
derivatives 

1 

5.4.7 Consider whether payment is deferred beyond normal credit terms and 
examine the proper accounting of the difference between the cash price 
equivalent and total payments is expensed as interest unless such interest is 
capitalised in accordance with IAS 23 (IAS 16.23) 

Consider if pmt is deferred beyond normal 
pmt terms 

1 

5.4.8 If borrowing costs (including interest on bank overdrafts and borrowings/ 
finance changes in respect of finance leases/exchange differences arising from 
foreign currency borrowings) are incurred that are directly attributable to the 
acquisition, construction or production of a qualifying asset, request that such 
costs be computed and appropriately capitalised. 
[As no such costs are mentioned, no detailed procedures are listed.] 

BC directly attributable to acquisition to be 
capitalised 

1 

5.5 Cut-off   
5.5.1 Inspect the dates on the source documents that reflect the point where 

ownership changed and assess whether the transaction was accounted for in 
the correct accounting period, by following through to the relevant journal and 
general ledger account.   
For wind turbines received in the first month (say) after year end, inspect the 
purchase documentation to establish when risks and rewards of ownership 
passed – if before year end, request that this be recorded as PPE at year end. 

Inspect dates on source docs for 
ownership & if accounted for in correct 
period 
OR: 
For WT received just after YE, inspect docs 
for transfer of R&R 

1 
 

5.5.2 Inspect the last number of purchase transactions according to contracts and 
bank statements and journals for the last few days of 2013 and the first few 
days of 2014 and assess and follow through to the relevant journals and 
general ledger accounts to determine whether these transactions were 
accounted for in the correct accounting period. 

Inspect cut-off docs before and after YE to 
ensure accounting in correct accounting 
period 

1 
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5.6 Classification   
5.6.1 Evaluate, having inspected the supporting documentation, the appropriateness 

of the classification of each transaction tested (especially the research costs 
capitalised) as either capital and/or expense in line with accounting standards 
and consistency with prior years policies. 

Evaluate classification of each trans ito 
accounting stds 

1 

5.6.2 Evaluate if capitalisation is appropriate in accordance with IAS 16.7 (probable 
that future economic benefits associated with the item will flow to the entity, 
and the cost can be reliably measured). - Review sales budgets or other 
proof of the ability of the particular expenditure to generate probable 
future economic benefits. 
For research/development costs capitalised, determine whether the 
requirements for capitalisation of development costs per IAS 38.57 have been 
met by – 

Evaluate if capt appropriate? 
 
 
 
 
Research costs – requirements for capt 
met? 

1 

 • inspecting minutes of board meetings / internal scientific reports; Inspect minutes of meeting, reports etc. 1 
 • discussion with internal scientists / experts; Discuss with experts 1 
 • inspecting budgets that confirm the availability of financial resources 

to complete the solar project 
Inspect budgets for financial resources to 
complete 

1 

5.6.3 Assess the classification of capital expenditure to the different components of 
property, plant and equipment, as this would have an impact on the 
subsequent depreciation. 

Assess classification of capt exp to diff 
comp of PPE  

1 
 
 

5.6.4 Assess the classification of capital expenditure relating to spare parts (either 
PPE or inventory). 

Assess classification of capt exp relating to 
spare parts 

1 

5.6.5 Agree staff costs capitalised to the asset to time records and 
compensation records. 

Agree staff costs capt to time records 1 

 Maximum: 34   
 Communication skills – clarity of expression 

presentation 
1 
1 

 Total for part (d): 36  
 


