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QUESTION 2 45 marks 
 
CCW is a medium-sized auditing firm with 35 audit partners and four offices across South 
Africa. Currently the firm offers audit and assurance as well as taxation services.  
 
The success of the firm stems from its strategy to take time to get to know its clients personally 
so that it can tailor the services it offers to each client’s needs. As part of its strategy, CCW’s 
mission is to be known as the employer of choice among medium-sized audit firms.  
 
The following items were discussed at the most recent partners’ meeting:  

 Fee pressures;  

 Cost reduction, in particular staff costs; 

 Recent auditing firm scandals; and  

 Early implementation by listed companies of mandatory audit firm rotation.  
 
The partners agreed that the following strategies be explored: 
 

 Redesigning CCW’s audit approach, processes and programmes to bring about greater 
reliance on data analytics and computer-assisted audit techniques (CAATs) (see item 1 
– revision of audit approach, processes and programmes); 
 

 Expanding the firm’s audit client base by offering audit services to all potential new 
clients at discounted rates (see item 2 – expansion of audit client base); and 
 

 Expanding CCW’s non-audit and audit offerings by buying or merging with other 
professional services firms (see item 3 – expansion of non-audit and audit offerings). 

 
 

1 Revision of audit approach, processes and programmes 

 
Clients have recently become more sensitive to audit fee increases and consequently the 
recovery of staff costs through audit fees has been declining. The partners believe greater 
reliance on data analytics and CAATs will ensure a more efficient audit process and reduce 
time spent on audits without compromising audit quality. This efficiency is expected to improve 
profitability. 
 
The partners are considering applying the revised audit approach, processes and 
programmes to the audit of revenue for the financial year ended 30 June 2020 (FY2020) of 
Amanzi (Pty) Ltd (‘Amanzi’), one of their clients. They would like to see if it will make the audit 
process more efficient by testing key controls using CAATs and performing substantive 
analytical procedures.  
 
The audit team, of which you are a member, provided the partners with an overview of the 
revenue process in order to determine what data analytics and CAATs could be applied. In 
the prior year revenue was audited substantively. No significant risks were identified over the 
receipts and revenue cycle during the risk assessment process in FY2020.  
 
Amanzi sells bottled spring water to major retailers in South Africa by means of its online 
platform, called UkuThengaAmanzi (‘UTA’). Customers have to register a profile on UTA’s 
secure online portal by entering the company’s name, address, VAT number and registration 
number as well as details of its contact representative (i.e. name, email address and cell phone 
number). The system does not allow for any duplicate data that already exists on the system, 
such as duplicate cell phone numbers or email addresses. The system fields that have to be 
completed by the customers contain a fixed field length and numerical parameters that will not 
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allow data inputs if these do not adhere to pre-set parameters. In order to log in, customers 
choose a unique username and password which will allow them to perform the following: 

 Place orders,  

 View orders,  

 Cancel pending orders,  

 View delivery notes,  

 View invoices,  

 Download statements, and  

 View outstanding balances.  
 
When a customer logs on to UTA’s online portal, a one-time personal identification number 
(OTP) which is valid for ten minutes is sent to the customer’s registered cell phone number. 
Customers have the option of changing their passwords via the online portal. UTA maintains 
a log of all customer activity, once the customer’s username has been entered correctly. All 
communications between customers’ cell phones and Amanzi’s online portal are subject to 
the strictest security protocol.  
 
New customers first undergo stringent credit checks with a credit bureau as part of their 
application process and, if approved, Amanzi sets the customers’ trading credit limits on the 
sales system. Once a customer places an order, the system checks the order against the 
customer’s credit limit before processing it. If insufficient credit is available, the customer is 
notified via email that a payment has to be made before the order can be executed. In such 
cases the order is listed as ‘pending’. UTA keeps a log of pending orders and the sales 
manager, Ms Nhlanhla Modise, follows up on these with customers. Once payment is 
received, the status of the pending order is updated to ‘successful’ and forwarded to the 
warehouse.  
 
The warehouse is run by Mr Rodwin James. The system generates sequentially numbered 
orders as these are received and then allocates the orders alphabetically between the three 
warehouse assistants for processing (A–H to assistant 1, I–P to assistant 2 and Q–Z to 
assistant 3). These assistants then print the list of orders allocated to them and pack the 
ordered stock items on pallets. Rodwin checks the physical stock against each order on his 
electronic tablet and enters his password on the system to indicate that the order has been 
correctly filled. The system then automatically generates sequentially numbered delivery 
notes, which are sent to the dispatch department. 
 
Stock is delivered to customers from the company’s dispatch department. Each of the 
department’s delivery personnel has an electronic tablet that contains the electronic delivery 
notes for the orders they have to deliver. These tablets are able to connect to mobile networks. 
Customers check the stock delivered against the electronic delivery notes and sign the 
electronic delivery notes on the tablet as proof of receipt. The electronic signature triggers the 
following actions: 

 Automatic completion of the delivery date on the delivery note; 

 Uploading of a copy of the signed delivery note and invoice to the online profile of the 
customer; and 

 Automatic updating of the sales account in the general ledger and the debtors sub-
ledger. 

 
Rodwin is also responsible for regularly downloading and reviewing the following exception 
reports: 

 Unsigned delivery notes that have already been invoiced to customers. 

 Undelivered orders which are indicative of long outstanding or unfulfilled orders. 
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Amanzi stores all its financial records on a cloud-based platform.  Amanzi has provided you 
with a download of the revenue transactions. The total sales amount per download has been 
agreed to the general ledger. The following fields appear in the downloaded file: 
 

Invoice 

date 

Invoice 

number 

Item 

description 

Quantity 

sold 
Unit selling price Sales amount 

Automatically updated in the sales account 
once the customer has signed the delivery 
note 

Extracted from the 
sales master file. 
This master file is 
stored in a database 
on the cloud-based 
platform and may 
only be updated with 
an approved master 
file amendment form 

Automatically 
calculated as 
quantity sold (per 
the signed delivery 
note) x unit selling 
price (per the 
authorised price 
list) 
 

 
 

2 Expansion of audit client base 

 
The recent scandals involving various audit firms and the impact of mandatory audit firm 
rotation provide the firm with an ideal opportunity to aggressively expand its client base. CCW 
does not at present have any listed clients, but the partners are eager to target such 
companies as potential audit clients. One of the senior partners at CCW has previous 
experience in the audit of a large listed life assurance company, which makes it feasible for 
CCW to target this industry. The partners have therefore agreed that they will approach a 
number of listed companies with an audit proposal that will guarantee an audit fee in the first 
year of 40% less than their current audit fee. The partners are confident that it will be possible 
to recoup the ‘discount’ through the provision of non-audit services and increased audit fees 
in subsequent years. 
 
The partners have also initiated a ‘special bonus’ for any staff member who brings in additional 
audit work. They have encouraged staff members to use their personal and family networks 
or to cold call listed companies.  
 
Audit partners have asked their audit teams to complete as much of the audit work as possible 
at client premises so as to maximise audit fees. The audit partners felt that if actual time in the 
clients’ presence is increased, clients would not question the amount of time invoiced for their 
audit.  
 
In line with its strategy of targeting listed clients, five of the firm’s partners became JSE-
accredited audit partners in July 2019. 
 
 

3 Expansion of non-audit and audit offerings 

 
Many of the potential CCW clients will require professional services in addition to audit 
services. These include advisory services relating to mergers and acquisitions, business 
restructuring, strategy, risk management and valuations.  
 
Given the extensive need for actuarial services by assurance companies, CCW is considering 
merging with a firm of actuaries. After meetings with a number of firms to explore the possibility 
of a buy-out or merger, CCW’s managing partner prepared the following proposal for 
consideration at the next partners’ meeting: 
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MEMORANDUM 

To   All CCW partners 
From  Managing partner 
Subject  Merger proposal 
Date   8 July 2020 
 
Further to our decision to investigate buying or merging with a firm of actuaries, I am pleased 
to announce that I believe Eyona will be the best candidate. 
 
Eyona is a well-established firm of actuaries with four partners, eight managers and 15 
actuarial trainees. All the partners and two of the managers are qualified actuaries. Eyona 
has not been facing fee pressure from its clients. Eyona will assist us with the client 
acceptance procedures and actively encourage its clients to use our audit and other advisory 
services. We will do the same for them. Eyona will also incorporate ‘audit training’ in its 
programme so that its actuarial trainees can assist with audit work.  
 
I propose that CCW and Eyona merge into a new firm on 1 January 2021. At that date all 
existing partners of CCW and Eyona will automatically become partners of the new merged 
firm. The combined profits earned by the new firm will be shared evenly amongst all the 
partners.  
 
To maintain objectivity in providing non-audit services to audit clients, the following 
safeguards will be implemented:  
- The same partner will not provide both audit and non-audit services to a particular 

client; 
- Different staff will work on the audit and actuarial tasks; 
- All staff will be required to confirm their independence at the start of any engagement; 
- There will be both logical and physical access controls over the work conducted on all 

engagements; and 
- All clients to whom we provide audit and non-audit services will be quality reviewed.  
 
Annexure A contains the budgets of CCW and Eyona for FY2021 prior to the proposed 
merger. 
 
In the interest of transparency, I would like to note that one of the Eyona partners is married 
to my eldest daughter. However, given that we would be in different parts of the new firm, I 
do not believe any conflicts of interest will occur. 
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Annexure A 

 

BUDGETS FOR THE YEAR ENDING 31 DECEMBER 2021 

 
Notes 

CCW 
R’000 

Eyona 
R’000 

Revenue 1 436 800 40 755 

Salaries 2 (154 250) (5 750) 

Outsourced actuarial services 3 (10 000) – 

Premises rental 4 (58 500) (1 200) 

Other overheads 5 (131 285) (10 854) 

Budgeted profit  82 765 22 951 

 
Notes  
 
1 Budgeted revenue is based on expected chargeable hours per grade of staff multiplied 

by the relevant charge-out rate per grade of staff. The time spent on CCW client work 
is budgeted to consist of 10% partner, 30% manager and 60% trainee hours. 
 
Should the merger go ahead, it is estimated that 10 000 additional audit hours at an 
average charge-out rate of R1 500 per hour could be invoiced, arising from Eyona 
cross-selling CCW’s services to Eyona’s existing clients. The mix of partner, manager 
and trainee hours is expected to remain the same as described above. CCW is 
budgeted to have a total of 1 000 manager hours and 2 500 trainee hours spare 
capacity annually. 
 

2 In addition to the 35 partners, CCW employs 105 managers and 210 trainees. Partners 
do not receive a salary but instead share in the profits of the firm annually. Managers 
and trainees receive monthly salaries. Managers are not paid for any overtime worked 
but trainees are paid R150 per hour of overtime worked. Following the merger, it will 
be necessary to align the manager salaries of CCW with those of Eyona. On average 
a CCW manager earns R50 000 per annum less than an Eyona manager. Trainees 
from both firms are paid similar salaries and therefore no adjustment to trainees’ 
salaries will be required following the merger. 
 

3 Given that CCW currently does not have the actuarial skills required to perform the 
audit of assurance companies, the budget makes provision for outsourcing these 
services to another firm. These costs will be recovered from its clients together with a 
service fee of 10%. Should the merger go ahead, these services would be performed 
by Eyona, who has sufficient capacity to absorb this work. CCW would still recover the 
same amount as currently budgeted. 
 

4 Eyona’s lease expires on 31 December 2020. There is sufficient space available in 
CCW’s premises to accommodate all of Eyona’s partners and staff. 

 
5 Additional costs of R100 000 per annum are expected to be incurred to provide 

Eyona’s trainees with the training required to enable them to conduct audit work. Once-
off merger costs are expected to amount to R3 million. The merger will have no other 
impact on either firm’s other existing overheads. 
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INITIAL TEST OF COMPETENCE, NOVEMBER 2020 

PROFESSIONAL PAPER 3 

 
 

QUESTION 2 – REQUIRED  

Marks 

Sub-
total 

Total 

(a) Describe the tests of controls that CCW should perform to evaluate the 
operating effectiveness of the controls over the revenue system for FY2020 
with regard to the audit of Amanzi referred to in item 1. 
 
Communication skills – appropriate style 

 
 

12 

 
1 

 
 
 
 

13 

(b) Discuss any ethical concerns you may have regarding item 2. 
 
Communication skills – logical argument  

8 
 
1 

 
 

9 

(c) With regard to the proposed merger with Eyona (item 3) –  
(i) critically discuss whether the proposed merger is a beneficial strategy 

to CCW; 
(ii) calculate the impact of the proposed merger on the expected 

profitability per existing CCW partner for the year ending 
31 December 2021; and  

(iii) discuss any ethical concerns that may arise as a result of the 
proposed merger. 

 

Communication skills– logical argument 

 
 

5 
 
 

10 
 
7 
 

1 

 
 
 
 
 
 
 
 
 

23 

Total for question 2  45 

TOTAL FOR THE PAPER  100 

 


