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QUESTION           100 marks 
 
 

1 Background 

 
The Firstgro Ltd (‘Firstgro’) group of companies is based in South Africa and operates in the 
wholesale and retail trade sectors. The group specialises in the sale of food and general 
merchandise to consumers and households. Firstgro is known for its unique business model 
in terms of which it provides a variety of organic, gluten-free and low-carb products to health-
conscious consumers.  
 
Firstgro has various investments in other companies. These investments include subsidiaries 
which are not wholly owned by Firstgro and also associates (non-subsidiary investments that 
comprise companies not controlled by Firstgro, but in which Firstgro has significant influence). 
The subsidiaries include companies with independent boards of directors and Firstgro usually 
has non-executive representation on these boards. Firstgro also holds board representation 
on the associates’ boards.  
 
All companies in the group have 31 December year ends. All companies in the group have 
adopted International Financial Reporting Standards (IFRSs) as their financial reporting 
framework.  
 
 

2 Appointment of new audit firm 

 
The view of Firstgro’s Chief Financial Officer, Mr Vikesh Sjabool CA(SA), is that the external 
audit function is key in achieving reliable external financial reporting as required by the King IV 
combined assurance model. However, Vikesh was dissatisfied with the services of the 
previous Registered Auditor of Firstgro. Accordingly, Vikesh approached James & Anderson 
Inc. (‘J&A’) on 10 January 2021 with an engagement offer (as no appointment of Registered 
Auditor was made at the company’s 2019 annual general meeting).  
 
He specifically requested that Mr Ronald Sinri, a Registered Auditor and director at J&A (who 
is also Vikesh’s brother-in-law) become the designated audit engagement partner. J&A 
accepted the appointment as the Firstgro group auditor (including responsibility for the audit 
of Firstgro’s consolidated annual financial statements (AFS) for the 2020 financial year 
(FY2020)), with Ronald as the audit engagement partner. They agreed that the deadline for 
the finalisation of the audited consolidated financial statements would be 28 February 2021.  
 
Ronald agreed to charge the same audit fee for the FY2020 audit as the fee that the previous 
audit firm charged for the FY2019 audit. To be able to keep to the budgeted audit costs, Ronald 
requested his audit team members not to book unnecessary time to the audit engagement 
and to ensure that they did not exceed the budgeted hours.  
 
The materiality level for the FY2020 audit of the Firstgro consolidated financial statements was 
set at R10 million.  
 
The following information pertains to the Firstgro group: 
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A Brief overview of leadership and corporate governance structures 
 
Firstgro listed on the Johannesburg Stock Exchange (JSE) in 2002 and the Board of Firstgro 
is committed to achieving high standards of corporate governance by following the 
recommended principles and practices of the King IV Report.  
 
The Board of Directors (including the Audit Committee and the Remuneration Committee) 
currently consists of the following members: 
 

Description Notes Name 

Non-executive directors   

Chairman of the Board 1 Mr Leon Kulula  

Chairman of the Audit Committee  Mr Nardo Dlamini 

Member of the Audit Committee  Mr Nathan Pillay  

Member of the Audit Committee 3 Ms Christinah Ramakoai  

Chairman of the Remuneration Committee 5 Mr Cyril Zazuma  

Member of the Remuneration Committee  Mr Fanie Cronje 

Member of the Remuneration Committee  Mr Christoff Hemsworth 

Executive directors   

Chief Executive Officer (CEO) 2, 4 Mr Mandla Mhize  

Chief Financial Officer (CFO)  Mr Vikesh Sjabool 

Director: Strategy, Risk Management and Corporate 
Governance 

 
3, 4 

 
Mr Adam Thasa  

 
Notes 
 
1 Leon is one of the co-founders of the Firstgro group and plays a critical role as chairman 

of the board. Leon’s presence is invaluable as he had provided continuity, leadership 
and experience within the company for 15 years as chairman. He is still a significant 
shareholder, who has the wellness of the Firstgro group at heart. 

 
2 The former CEO retired towards the end of FY2019 and was replaced by Mandla, Leon’s 

son-in-law, on 1 January 2020.  
 

3 Christinah was the former Director: Strategy, Risk Management and Corporate 
Governance, and immediately upon her resignation from executive management, was 
appointed as a non-executive director and member of the Audit Committee on 
1 July 2019. Her appointment was motivated by her experience with Firstgro’s risk 
management processes. Adam was appointed to replace Christinah.  

 
4 Both Mandla and Adam have risen through the ranks of Firstgro prior to their 

appointment to their current posts. 
 

5 Cyril is the lead independent non-executive director to support the chairman of the 
governing body. Cyril is a representative of one of Firstgro’s subsidiaries and he also 
serves as non-executive director of the subsidiary’s governing body. 

 
Firstgro has all other committees as required by the JSE Listing Requirements, King IV Report 
and the Companies Act.   
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B Extract from minutes of board meeting 
 

Firstgro Ltd 
Extract from Minutes of the Board meeting held on 25 January 2021 

Held at the Firstgro Head Office 
 
In attendance: All of the directors were present and no apologies were noted. 

Matters arising from the minutes 

Matter 1: JSE proactive monitoring report 

The Chairman of the Board reported that he had received a copy of the JSE proactive monitoring report 
on Firstgro’s FY2019 AFS and FY2020 interim results from the Audit Committee Chairman on 
21 January 2021. He noted that most queries related to how items had been accounted for in the 
consolidated statement of cash flows and added that the JSE required a response from Firstgro within 
three weeks of receipt of the report. He suggested that a task team be established to investigate and 
respond to the JSE’s questions and findings. The CFO did not support the Chairman’s suggestion, 
because he felt it would ‘undermine his competence’. The Chairman replied that it was important to 
respond promptly and appropriately to the JSE, particularly as Firstgro’s FY2020 audit was in progress. 
All JSE findings needed to be responded to, including any possible restatements to the AFS that may be 
required, before the FY2020 AFS is approved. The CFO stated that he would ask Ronald Sinri for 
assistance to resolve the matter with the JSE. None of the other Board members raised any issues with 
regard to the matter, and at the CFO’s insistence it was RESOLVED that the CFO’s proposal would be 
implemented.  

Matter 2: Debt and finance strategy 

The Chairman noted that the Firstgro group was operating in a very stable industry and has reported 
consistent cash inflows over the past years. Because of its good credit rating, the Firstgro group had 
access to favourable credit terms for institutional borrowings. He explained that institutional borrowings 
refer to finance raised from financial institutions other than commercial banks. However, he noted that 
the Firstgro group is highly geared.  

The CFO then provided a quick overview of the institutional borrowings classified as non-current liabilities 
at the FY2020 year end. The institutional borrowings comprise only a loan from the Development Bank 
of Southern Africa (‘DBSA’) of R220 million (2019: R115 million). The loan bears interest at the prime 
interest rate and the outstanding balance is repayable in equal monthly instalments. However, the loan 
is subject to the following stringent loan covenant requirements, comprising financial (only based on 
consolidated results) as well as non-financial components:  

  A minimum ‘non-current liability coverage’ ratio of 0,3. This ratio is calculated as follows: 

Cash inflows from operating activities plus cash dividends paid 

Total non-current liabilities 
 

  A minimum ‘cash interest coverage’ ratio of 5, which is calculated as follows: 

Cash generated from operations 

Cash interest paid 

 A maximum ‘financing cash flow to investing cash flow’ ratio of 1, which is calculated as follows: 

Cash inflows from financing activities 

Cash outflows from investing activities 

https://www.investopedia.com/terms/c/cashflow.asp
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 The non-financial requirements include the presentation of the financial statements annually within 
60 days after year end, to enable DBSA to determine whether Firstgro is in compliance with all 
financial loan covenants.  

 If the covenant requirements relating to the financial ratios are not met, DBSA may demand full 
repayment of the loan within 12 months.  

 The current liabilities may not exceed current assets. 

The CFO noted that the Firstgro group fortunately had met all these loan covenant requirements in 
FY2019. He added that the AFS for FY2020 has not been finalised yet. 

The Board RESOLVED that the CFO provide feedback to the Board members at the next Board meeting 
on whether loan covenants for FY2020 were met.  

Matter 3: Restructuring of debt 

The CFO explained that the financial challenges experienced by the Firstgro group after Covid-19 
resulted in the need to restructure some of its existing debt to ensure the group’s long-term financial 
sustainability despite the effects of the pandemic. He added that the negotiations with Install-Ment Bank, 
a large commercial bank, were successful and that the bank agreed on 15 January 2021 to extend the 
repayment period of its loan for another two years. Because of this restructuring, this loan will still be 
classified as a non-current liability in the consolidated AFS for FY2020. The extension of this loan will 
improve the group’s ability to meet its cash flow requirements for FY2021. The CFO provided the Board 
with the following details regarding the original and revised repayment terms of the loan: 
 
At 31 December 2020, consolidated non-current liabilities included an amount of R110 million payable to 
Install-Ment Bank that was re-negotiated as follows: 
 

 Original terms Revised terms 

Amount advanced R110 million R110 million 

Capital repayment date 31 December 2021 31 December 2023 

Repayment amount   100% of capital advanced 100% of capital advanced 

Interest rate (market related) 12% fixed 15% fixed 

Interest payment date Annually on 31 December Annually on 31 December 
 

***end of extract from minutes of meeting*** 
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C Email from Chairman of Audit Committee to Managing Partner of J&A 
 
Nardo, the Chairman of the Audit Committee, recently wrote the following email to the 
managing partner at J&A, Allan Wallmart: 
 

From:     dlaminin@firstgro.co.za 
To:      awallmart@jamesanderson.co.za 
Sent:     25 February 2021 08:17 
Subject:     Feedback regarding JSE monitoring report queries 
Attachment: 
   
  
  
 
 

 

 

Dear Allan 
 
Hope this email finds you well! Further to our telephonic conversation of yesterday and your 
request that I set out my concerns and frustrations relating to the 2020 AFS of the Firstgro 
group in an email.  
 
At the board meeting of Firstgro held on 25 January 2021, our CFO took responsibility for 
handling the JSE proactive monitoring report, but I am not aware of any progress regarding 
this issue since then; I am getting rather worried. As far as I know, no response has been 
provided to the JSE as yet and I don’t think any amendments have been made to the FY2020 
draft AFS in response to the concerns raised by the JSE. What also frustrates me is that the 
CEO never voices his opinion; in the board meeting he didn’t even respond to the CFO’s 
refusal to establish a task team! 
 
Another frustration is that at our Audit Committee meeting, which took place earlier this week 
to approve the FY2020 AFS, only partly completed AFS was submitted by the CFO – and we 
received this two hours before the meeting started. Furthermore, I was upset that Nathan 
(Pillay) rushed me to finish the meeting as he had a golf and lunch appointment with his ‘long-
time friend’ Vikesh, our CFO!  
 
As far as the DBSA loan covenant requirements are concerned: this seems to have been 
haunting the financial guys since 2019! The financial manager mentioned to me the other day 
that there was a concern (amongst some of the executives) as early as 2019 that the loan 
covenant ratios would not be met! The CFO apparently stated that ‘he would make sure that 
these loan covenant requirements are met’ to prevent DBSA from demanding repayment due 
to breached loan covenants. I must admit that I was very relieved (but yet surprised!) when 
the CFO confirmed at the Audit Committee meeting that the results included in the draft 
consolidated AFS for FY2020 indicate that the loan covenant requirements have again been 
met!  
 
I attach the following relevant information: 
 
Attachment 1: Extract from the draft consolidated statement of cash flows of the Firstgro 
group for the financial year ended 31 December 2020. My understanding is that the audit 
partner and team are in the process of auditing these statements. They need to be signed off 
by 28 February 2021 (the deadline is very tight so I hope this will be completed in time). 
 



ITC April 2021 6 © SAICA 2021 
Paper 2  

Attachment 2: Total non-current liabilities at 31 December 2020 per the draft consolidated 
statement of financial position. 
Attachment 3: The additional information that you requested after your review of the JSE 
proactive monitoring report.  
 
Regards  
Nardo Dlamini 
 
Chairman: Audit Committee 
Firstgro Ltd 
 

 
 

Attachment 1 
 

Extract from the draft consolidated statement of cash flows of the Firstgro group for 
the financial year ended 31 December 2020 

 

  2020  

  R  

    

Cash inflows from operating activities   132 069 090   

    

Profit before tax1  102 305 680   

Adjustments:     

Depreciation (non-cash)2  23 506 670   

Senior management incentive scheme (non-cash)  8 000 000  

Finance costs (presented separately)  39 404 430   

Working capital changes:    

Increase in inventory  (12 000 000)  

Decrease in trade receivables  15 800 000   

Increase in trade payables  20 780 260   

Cash generated from operations  197 797 040   

Dividends received  12 500 000   

Interest paid  (39 404 430)  

Income tax paid  (38 823 520)  

    

Cash outflows from investing activities (extract only)  (97 502 000)  

    

Additions to property, plant and equipment  (17 500 000)  

Additional interest purchased in subsidiary (24 500 000 – 5 700 000)   (18 800 000)  

    

Cash inflows from financing activities (extract only)  85 002 500  

    

Settlement of share-based payment liability relating to senior 
management incentive scheme 

  
(50 000 000) 

 

    

1 Excludes ‘share of profit from equity accounted associates’. 
2 Includes correctly calculated depreciation on the new production line (see point 3.2 of 

attachment 3). 
 
  



ITC April 2021 7 © SAICA 2021 
Paper 2  

Attachment 2 

Extract from the draft consolidated statement of financial position 
 

Total non-current liabilities at 31 December 2020  

 R 

Loan from Install-Ment Bank 110 000 000 

Loan from DBSA 220 000 000 

Debentures 86 000 100 

Total non-current liabilities at 31 December 2020 416 000 100 

  

 
 

Attachment 3 

Additional information requested after review of  
JSE proactive monitoring report 

 
3.1 Executive directors share-based payment scheme 

On 1 April 2020, Firstgro granted each of the three executive directors either 1,2 million 
ordinary shares in Firstgro, or 1 million phantom shares (a cash payment equal to the value of 
the ordinary shares). Firstgro has the choice of settlement. A condition attached to this 
incentive is that these directors must remain in an executive role with Firstgro until 
31 March 2023. The ordinary shares carry a post-vesting transfer restriction of two years.  

Firstgro has a history and past practice of always settling in cash when similar transactions 
are settled. Since Firstgro has the choice of settlement, the transaction was accounted for as 
an equity-settled share-based payment transaction in the AFS for FY2020. The financial 
accountant of Firstgro consulted an IFRS expert, who confirmed that the amount expensed 
for FY2020 was calculated correctly, provided that the transaction is equity settled. During the 
period 1 April 2020 to 31 December 2020, none of the executive directors resigned. At 
31 December 2020, it was expected that all three executive directors would complete the 
vesting period. 

The fair value of the ordinary shares of Firstgro at the various dates were as follows: 

 Fair value per 
ordinary share 

adjusted for both 
the vesting and non-
vesting conditions 

of the grant 

Fair value per 
ordinary share 
adjusted for the 

non-vesting 
condition of the 

grant only 
Fair value per share 

unadjusted 

 R R R 

1 April 2020 41 45 50 

31 December 2020 49 53 58 

 
3.2 New production line 

Due to an increased public demand for healthy food, Firstgro decided to increase its 
production capacity by installing a new production line to deal exclusively with gluten-free 
products. The installation of the new production line commenced on 1 July 2019 and was 
completed on 31 August 2020. On 1 July 2019, Firstgro issued 120 000 debentures (with a 
face value of R700 each) at its fair value, specifically to finance this project. Interest on these 
debentures is payable six monthly on 31 December and 30 June, at a coupon rate of 8% per 
annum. The debentures will be redeemed on 30 June 2022, at R730 per debenture. On 
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1 July 2019, Firstgro could obtain financing in the market for three years at an interest rate of 
9% per annum (compounded bi-annually). 

The IFRS expert consulted by the financial accountant of Firstgro confirmed that the relevant 
borrowing costs were correctly calculated using the effective interest method and correctly 
capitalised to the production line from 1 July 2019 to 31 August 2020. The borrowing costs 
capitalised to the plant during FY2020 were presented as an investing activity as part of 
additions to property, plant and equipment in the consolidated statement of cash flows. The 
interest from 1 September 2020 to 31 December 2020 (correctly calculated using the effective 
interest method) was included in interest paid in the consolidated statement of cash flows. 
 
3.3 Senior management incentive scheme 

On 1 April 2018, Firstgro granted each of its ten senior managers a cash payment equal to 
the fair value of 100 000 Firstgro ordinary shares, provided that they remained in the employ 
of Firstgro until 31 March 2020. The IFRS expert consulted by the financial accountant 
confirmed that this grant was correctly accounted for over the vesting period as a cash-settled 
share-based payment transaction. The share-based payment expense for the period 
1 January 2020 to 31 March 2020 (correctly calculated) amounted to R8 million and was 
included in other expenses in the statement of profit or loss and other comprehensive income. 
The grant was fully settled by means of a cash payment of R50 million on 1 April 2020.  
 
3.4 Dividends 

The only dividends received during FY2020 were those from associates, amounting to 
R12,5 million. It is the accounting policy of the Firstgro group to present the cash inflow from 
dividends received under investing activities. No dividends were declared or paid by Firstgro 
or any of the subsidiaries of the group during FY2020.  
 
3.5 Additional interest in subsidiary 

Firstgro purchased an additional 10% interest in an existing subsidiary on 1 September 2020 
for R24,5 million that was paid in cash. At the date of purchase, the fair value of the 10% 
interest amounted to R24 million, while the cash and cash equivalents of the subsidiary 
amounted to R5,7 million. 
 
3.6 Rental of leased premises 

In prior years, Firstgro operated its retail stores from owned premises, but during FY2020 it 
decided to lease additional premises. On 1 June 2020, Firstgro thus entered into a lease 
agreement for the lease of premises for a period of ten years. The monthly lease instalment 
amounts to R2,5 million (excluding VAT) and is payable in arrears. On 1 June 2020, Firstgro’s 
incremental borrowing rate was 9,48% per annum (compounded monthly). As the interest rate 
implicit in this lease is not known, the lease was accounted for by expensing the lease 
payments in profit or loss. 
 
3.7 Interest paid 

It is the Firstgro group’s accounting policy to present interest paid as an operating activity in 
the statement of cash flows. 
 
3.8 Income tax paid 

Cash payments totalling R38 823 520 in respect of current tax were made to the South African 
Revenue Service during FY2020. 
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INITIAL TEST OF COMPETENCE, APRIL 2021 

 

PROFESSIONAL PAPER 2 

 
 

This question consists of two parts. Answer each part in a separate answer book. 
 
 

PAPER 2 PART I – REQUIRED  
Marks 

Sub-
total 

Total 

(a) Discuss, with supporting calculations where relevant – 
o any potential errors in the draft consolidated statement of cash 

flows of the Firstgro group for FY2020; and 
o the cumulative effect on the loan covenant requirements of the 

DBSA loan, after correcting these potential errors. 
 

 You may rely on the IFRS expert consulted by the financial 
accountant. 

 Do not discuss transactions that were accounted for correctly. 

 Assume, for Paper 2 Part I only, that all potential errors are 
material.  

 Round all calculated amounts to the nearest rand. 

 Round ratios to two decimal places. 

 Ignore the presentation of comparative information. 
 

Communication skills – presentation; logical argument 

 
 
 
 

47 
 
 
 
 
 
 
 
 
 
 

2 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

49 

Total for part I  49 



ITC April 2021  1 © SAICA 2021 
Paper 2 part II required  

 

INITIAL TEST OF COMPETENCE, APRIL 2021 

 

PROFESSIONAL PAPER 2 

This question consists of two parts. Answer each part in a separate answer book. 
 

PAPER 2 PART II – REQUIRED  
Marks 

Sub-
total 

Total 

(b) Discuss, with reference to matter 3 in the extract from the minutes of 
the board meeting, the impact on the auditor’s report if the Firstgro 
group does not make changes to the AFS regarding this matter. 

 
 

4 

 
 

4 

(c) Describe, based on matter 2 in the extract from the minutes of the board 
meeting, the substantive procedures that J&A should perform to obtain 
sufficient and appropriate audit evidence regarding the DBSA loan 
included in the consolidated AFS for FY2020. 
 

 Assume that procedures have been performed on the 
completeness of liabilities. 

 Assume that the following general audit procedures have been 
performed: 
 Obtaining client schedules supporting the classes of 

transactions and account balances. 
 Re-performing the casts and cross-casts on these schedules. 
 Agreeing the closing balance of these schedules to the 

amounts in the general ledger, trial balance and AFS. 
 If applicable, agreeing the opening balance of these schedules 

to the prior-year working papers/audited financial statements. 
 Inspecting the schedules and general ledger accounts for any 

unusual entries (e.g. negative, zero, large and round numbers, 
and back-dated journals) and following up with management. 

 Performing overall analytical review procedures (e.g. by 
comparing current to prior year, budget, similar industries, etc.) 
and following up on discrepancies by enquiry from 
management and inspecting supporting documentation. 

 Obtaining a signed management representation letter relating 
to all assertions regarding the classes of transactions and 
account balances being audited. 

 Considering the effectiveness of internal controls regarding 
classes of transactions and account balances and its impact on 
the nature, timing and extent of the substantive procedures. 

 
Communication skills – clarity of expression  

 
 
 

10 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
1 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

11 

                                   Continued 
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INITIAL TEST OF COMPETENCE, APRIL 2021 

 

PROFESSIONAL PAPER 2 

This question consists of two parts. Answer each part in a separate answer book. 
 

PAPER 2 PART II – REQUIRED (continued) 
Marks 

Sub-
total 

Total 

(d) Discuss, based on all the information provided, eight corporate 
governance concerns regarding the Firstgro group and the conduct of 
its directors with reference to the King IV Report and the Companies 
Act. 
 

 Ignore Principle 1 of the King IV Report. 
 
Communication skills – appropriate style 

 
 
 

15 
 
 
 
1 

 
 
 
 
 
 
 

16 

(e) In terms of the SAICA Code of Professional Conduct – 
(i) discuss any ethical concerns you have in respect of Vikesh’s 

conduct; and 
(ii) describe the threats to the fundamental principles arising from 

Ronald’s conduct. 
 

Communication skills – logical argument 

 
 

8 
 

11 
 
1 

 
 
 
 
 
 

20 

Total for part II  51 

TOTAL FOR THE PAPER  100 

 
 
 

 


