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I waited a while this month to get going 
on this editorial. As you are aware, every 
newspaper and television news bulletin, 
in boardrooms across the country, at 
lunches, meetings, in business editorials 
and corridor conversations, are all 
peppered with doom and gloom. So when 
I read this month’s Straight Shooting 
by Nazeer Wadee (page 7), I was suitably 
challenged not to ignore the realities 
with which we live (increasing petrol 
and food prices, major job losses in the 
mining industry, ever looming threats 
of electricity hikes, high crime statistics, 
corruption, the Zimbabwe ‘crisis’, etc.), but 
to celebrate and be expectant of what is 
surely to follow this quagmire. 

History teaches us, if nothing else, that, 
in order to create positive change, you 
almost need to have a bottom of the 
barrel experience. Now whether or not 
this ‘bottom of the barrel experience’ is 
indeed necessary is an entirely different 
debate. Suffice to say that our own 
history teaches us the former. As does the 
history of both India and China. 

So the question I guess we must ask and 
answer is how do we once again get from 
the bottom of the barrel to the froth on 
the top? Well, let’s take a quick look at 

this month’s contributors...
Janet Terblanche et al say that the purpose of their article is to 
illustrate the difference between the roles of internal audit and 
compliance, and where this fits into a bigger risk framework. The 
roles and responsibilities of internal audit and compliance are also 
frequently confused, and the interaction between the two functions, 
in this article, is clarified.

Wouter Viljoen portends that private equity is commonly 
misunderstood. His article attempts to provide an insight to private 
equity, specifically focused on the valuation of investments. 

Professor Dave Lubbe says that the fact that only 2% of municipalities 
and 4% of provincial departments in the country receive unqualified 
auditors’ reports (according to a published article) is shocking. He adds 
that it is an indication of the chaotic state of financial reporting in the 
public sector. In his article this month, he attempts to indicate some of 
the reasons for these shocking conditions. 

India’s economic revival. I call it a revival 
because there is much evidence that suggests 
that, during the 18th century, India had 
one of, if not the biggest, economies in the 
world. Then after independence, India began 
struggling to get rid of, or effectively deal 
with, slums in the urban centres together 
with abject rural poverty. A myriad of tightly 
controlled and implemented state investment 
focus and 5-year socialist economic plans 
have laid the foundation for the revival we 
see in India’s economy today. But we also 
know that, in the 90s, India relied heavily on 
donor money. 

India’s experience is very much similar to 
our own. Now while India’s road to restoring 
its former economic glory was a heavy 
investment in building a strong IT business 
infrastructure and erecting IT-supporting 
educational institutions, what is or will be 
South Africa’s saving grace?

As oft I say, in my most humble opinion, our 
saving grace will be people (as per Nazeers 
challenge to us) and is gold. Despite our 
electricity challenges, South Africa remains 
the world’s largest producer of gold. Surely, 
herein lies our saving grace. 

Raina
Editor

The golden issue

editorial

from the pen...

Published by The South African Institute of Chartered Accountants (SAICA). 
Supplied gratis to Chartered Accountants (SA), Associate General Accountants 
(SA), Associate Accounting Technicians (SA)  and trainee accountants. 
SAICA does not accept responsibility for any opinions expressed by the 
contributors or correspondents, nor for the accuracy of any information 
contained in contributions, advertisements or correspondence in this 
journal. All material submitted for consideration is subject to the discretion 
of the Editor. The Editor reserves the right to edit all material.  ISBN : 
02587254  SAICA Reg No. 020-050-NPO  SAICA VAT Reg No. 4570104366

M
em

be
r o

f t
he

 A
ud

it 
Bu

re
au

 o
f C

irc
ul

at
io

n.
AB

C 
fo

r t
he

 p
er

io
d 

Ju
l t

o 
De

c 
20

04
 is

 3
3 

35
3.

M
em

be
r o

f t
he

M
ag

az
in

e 
Pu

bl
is

he
rs

 A
ss

oc
ia

tio
n

of
 S

ou
th

 A
fri

ca



Introducing the cash manager
that never rests.

Investec Corporate Cash Manager. 

Constant attention. The easiest way to handle third party funds online.

For more information, please email ccmsales@investec.co.za

Corporate Cash Manager

Investec Private Bank, a division of Investec Bank Limited Reg. No. 1969/004763/06. An authorised fi nancial services provider. A registered credit provider Reg. No. NCRCP9. 62034

62034 Corp De Rebus.indd   1 3/6/08   2:10:02 PM



straight shooting...

saica

One of my pet hates is the consistent pessimism I see across this 
beautiful country of ours. Whether it is inflation, interest rates, 
crime or load shedding, many in this country choose to take every 
opportunity to sit back and complain rather than rise to the challenge 
and assist in tackling the many issues we face. Unfortunately, many 
in our profession are not very different. I have had the pleasure of 
interacting with members across the country, and the consistent 
theme I encounter is that of pessimism brought about by the myriad 
of changes to legislation, standards and the business environment in 
which we operate.

Change is without doubt one of the most difficult journeys each 
one of us has to go through. It is without doubt the only constant 
in life, yet it remains the most difficult experience we encounter. I 
have seen many embrace the changes in the auditing and accounting 
environments, and either enhance or revamp their business and 
operating models to take advantage of the opportunities that the 
shift in the audit and accounting profession has brought about. 
On the other hand, I have seen professionals stand frozen in the 
headlights pointing fingers, criticising, and opting to leave the 
country and/or the profession.

As a profession, however, we have so much of which to be proud. The 
CA profession in this country has opted to deal with the challenges of 
skills shortages and transformation head on. Rather than sit back and 
complain, the profession has opted to create a variety of programmes 
and channels aimed at increasing the number of African and Coloured 
CAs(SA). The Thuthuka programme spearheaded by the Institute and 
driven by CAs(SA) (with the assistance of various donors) has seen the 
profession phenomenally progress the number of African CAs(SA) and 
the potential African CAs(SA) in the country. Our pipeline of learners 
and trainees is healthy and quickly approaching the stage where 
it will mirror the demographics of the country. We have actively 
engaged with government to assist with the varied challenges that 
we as a country face at our schools. The profession also continues to 
engage actively with all levels of government in helping shape the 
legislation that governs our business environment.

I am of the opinion that the qualification process that current and 
past CAs(SA) have gone through is one of the few professional 
qualifications that has equipped its holders with the necessary 
knowledge, skills and competencies to adapt to change as effectively 
as has the CA(SA). The ability of a CA(SA) is bedrocked in his/her 
innate ability to interpret and apply knowledge effectively in almost 
any circumstance. This is borne out by the high proportion of 

CAs(SA) that lead many companies, on the JSE, their boards and audit 
committees. The proportion of CAs(SA) that operate as successful 
entrepreneurs and business people is also staggeringly large. Further, 
the high regard that South African CAs have and continue to be held 
in, both locally and globally, also bears testament to this ability.  

Granted, there are many challenges and negatives to the changes in 
the economic landscape. Regulation and specifically overregulation 
is one of the many challenges with which we will have to contend. 
In a world driven by transparency, corporate governance, social 
and economic responsibilities, I expect that the level of regulation 
will remain, if not increase. As a profession, our role is to remain 
ever vigilant and play an active role in advising and recommending 
what could be the optimal level of regulation. However, all that said, 
increased regulation presents various opportunities. Regardless of 
the requirement, I believe that our members are as, if not more, 
equipped than most to take up the challenge of assisting business and 
government to define, implement, monitor and review their business 
models in the light of changing legislation. The opportunities for 
those that embrace change and adapt are staggering.

As a professional, I carry my designation wherever I go. I am a CA(SA) 
and immensely proud of it as are most CAs(SA) with whom I interact. 
Yes, we have challenges, not only as a profession but as a country. 
Yes, there are probably some difficult business and career decisions 
most of us will have to make. Yet, the ability and business success of 
CAs(SA) in general has built and will continue to build the brand and 
ultimately the career opportunities of all holders of the designation. 
However, the pessimism many of us demonstrate will ultimately 
impact on the bearing and strength of our brand. A CA(SA) that 
constantly bemoans the state of the profession and the economy to 
his/her children takes away the allure of the profession to the next 
generation of CAs(SA). It is each of our responsibilities to build what 
the CA(SA) becomes, whether it be promoting the future CA(SA) 
through our successes and efforts, or through active contribution 
to and participation in the structures that promote the growth 
and transformation of future CAs(SA). As a profession, we have a 
responsibility to assist in building the infrastructure that supports 
our communities and economy, and now is the time for us to take 
hands and drive change across our stunning country. The total value 
of confident and optimistic chartered accountants to South Africa is 
surely inestimable. 

Nazeer Wadee CA(SA) is Chief Operating Officer, SAICA.
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[  global news  ]

Centennial

We celebrate our centennial year in 2008. 
There will be a number of events throughout 
the year, and we will be looking to the 
next 100 years in a major international 
conference, to be held in Auckland, New 
Zealand in August.

Admissions review

We’ve begun a review of policies for admission 
to the College of Chartered Accountants. The 
catalysts for this review were:

• -the need to maintain our reciprocity 
with other members of the Chartered 
Accountants Group of Executives (CAGE). 
CAGE regularly performs quality control 
reviews over its member bodies.

• the need to remain competitive

• responses to the recent review of the 
Professional Competence Programme

• the expressed desire to cater for 
specialisations

• the age of the current model, which was 
introduced in 1996.

Regulation of auditors

The Institute is working with government officials on the design of these regulations. We seek:

• first principles analysis by officials

• light-handed government oversight.

Review of Financial Reporting Framework

As announced in September last year, the Ministry of Economic Development is to begin 

a review of the Financial Reporting Framework in the middle of this year. We have been in 

informal discussions with the Ministry to find out what might be involved. Indications are 

that the review will be comprehensive, looking at the whole framework and not just as small 

entities, companies or charities. Where possible, the Ministry is looking for Trans-Tasman 

harmonisation. 

Recruitment

The global accounting shortage continues to affect us. More than 6000 of our nearly 30,000 

members are overseas, and many approved training organisations report that their trainees 

leave for overseas experience within six months of achieving their qualification. On the other 

hand, enrolments for professional competence exams with Advanced Business Education 

Limited (which administers our professional competence programme) are at a record high for 

the third year running. 

NEW ZEALAND
INSTITUTE OF
CHARTERED
ACCOUNTANTS

and issues
key events



ebruary 12 this year heralded a new era for the South 
African Institute of Chartered Accountants (SAICA) in the 
Eastern Region with the opening of an independent office 

in Durban.

The launch was aptly entitled “Opening New Doors”, reflecting the 
glimpse of a bright future dedicated to serving SAICA members in 
the Eastern Region. The launch also gave members an opportunity to 
meet the newly appointed Regional Executive of the Eastern Region, 
Naeem Asvat.

The office was officially opened by the SAICA Executive President, 
Ignatius Sehoole. Other SAICA senior executives and managers such 
as Nazeer Wadee, (Chief Operations Officer), Riaz Hassim, (Senior 
Executive: Member Services and Azim Omar, (Project Director: Small 
and Medium Practices) were also in attendance. 

The office launch was an exciting affair, with ceremonial events such 
as the cutting of the ribbon and the cutting of a cake. Members were 
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[  industry news  ]

From left to right: Kishore Kooverjee, Ignatius Sehoole & Naeem Asvat.

he IRBA announced the results for the 2007 Public 
Practice Exam (PPE) in February 2008. 1766 candidates 
passed the exam (all top ten candidates passed with 

honours by achieving a pass mark of 75% and over), achieving a 
record equalling pass rate of 71% (71%)*. A record number of 2 479 (2 
451) candidates wrote the November 2007 PPE.

The pass rate for Black (African, Coloured and Indian) candidates was 
a record 67% (64%), with 580 (518) passing out of a total of 870 
(806) candidates.  Increasing the number of accountants and auditors, 
especially blacks, is a national imperative and the IRBA, the South 
African Institute of Chartered Accountants (SAICA), the universities 
and the professional firms are working aggressively to address. One 
initiative of the IRBA is the implementation of a support programme 
for candidates who have been unsuccessful in previous attempts 
to pass the PPE. Of the 132 candidates who participated in and 
completed the IRBA’s support programme, 70 passed, representing 
a pass rate of 53%.  The pass rate for repeat candidates who did not 
attend the support programme is 45%. 

The number of female candidates continue to increase and of the 2 
479 candidates, 1 154 (1 062) were females with a pass rate of 75,8% 

also pleasantly surprised by the staging of a lucky draw, the winners 
of which were Mr Suresh Naidoo, Mr Hemant Govind and Mr Dave 
Kneebone.

The evening was sprinkled with speeches from Ignatius Sehoole and 
Kishore Kooverjee, President of the SAICA Eastern Region Council.

Apart from its formalities, the launch afforded members an 
opportunity to socialise and engage in discussions with the SAICA 
Executive President.

There was widespread consensus that the launch was thoroughly 
enjoyed by SAICA members in the Eastern Region. 

PPE RESULTS
(74,4%) and 1 325 (1 389) were males with a pass rate of 67, 2% 
(68,7%).

The PPE is administered by the IRBA and it is the final test of 
professional competence for qualification as a Registered Auditor (RA) 
and Chartered Accountant (CA). The aim of the exam is for candidates 
to demonstrate an ability to solve multi-disciplinary practical 
problems in an integrated manner.  To do so they must analyse and 
interpret information and provide viable solutions to address specific 
client needs.  The ability to demonstrate logical thought and exercise 
professional judgment is an integral part of the exam.

The PPE is the culmination of a candidate’s successful completion of 
the academic, education and training assessment process aimed at 
developing professional competence. The IRBA wishes to acknowledge 
the significant contribution made by the various education 
institutions, training officers, SAICA and the staff and committees of 
the IRBA towards the success of the candidates.

Candidates must also ensure that they meet, at least, their minimum 
continuing professional development (CPD) requirements. 

* Figures in brackets are comparative figures for 2006 results.

T



FINANCIAL INSTRUMENTS WITH 
CHARACTERISTICS OF EQUITY

A discussion paper on the distinction between 
equity financial instruments and other 
financial instruments (non-equity instruments) 
has been published for public comment by 
the International Accounting Standards 
Board (IASB). This has been issued in South 
Africa as ED236 – Financial Instruments 
with Characteristics of Equity and can be 
downloaded from the SAICA website. 

This is the first stage of the IASB’s project 
to improve and simplify the requirements 
in IAS 32(AC 125) – Financial Instruments: 
Presentation. Stakeholders around the world 
have raised the following broad classes of 
criticisms of the current requirements:

• The principles in IAS 32 are difficult to apply.

• The application of those principles can 
result in an inappropriate distinction 
between equity instruments and non-
equity instruments. 

The deadline for comment to SAICA is  
5 August 2008.

SAICA SUBMISSIONS 

SAICA with the input from the Accounting 
Practices Committee has made the following 
submissions to the IASB/International 
Financial Reporting Interpretations 
Committee (IFRIC):

• ED 228 – Amendments to IAS 39 - 
Financial Instruments: Recognition and 
Measurement - Exposures Qualifying for 
Hedge Accounting.

• ED 229 – Joint Arrangements.

• ED 230 – Proposed Improvements to 
International Reporting Standards – First 
Annual Improvements Project.

• ED 231 – Proposed Amendments to IFRS 
1 – First-time Adoption of International 
Financial Reporting Standards and IAS 
27 – Consolidated and Separate Financial 
Statements – Cost of an Investment in 
a Subsidiary, Jointly Controlled Entity or 
Associate.

• ED 232 – Proposed Amendments to IFRS 2 
– Share-based Payment and IFRIC 11 IFRS 
2 – Group and Treasury Share Transactions: 
Group Cash-settled Share-based Payment 
Transactions.

SAICA also made a submission pertaining 
to IAS 8 – Accounting policies, changes in 
accounting estimates and errors, requesting 
clarification on whether its applicability 
includes revised, improved and amended 
Standards where there is a significant change 
to the requirements.

Visit the SAICA website to view these 
submissions.

RE-ISSUED PRONOUNCEMENT FOR 
EDITORIAL CHANGES 

IAS 14(AC 115) – Segment Reporting

An updated version of IAS 14 – Segment 
Reporting (includes amendments resulting 
from new and amended IFRSs issued up to 17 
January 2008) was issued by the IASB, which 
includes a front page history matter.

IAS 14 is being superseded by IFRS 8 
– Operating Segments. IFRS 8 is required to 
be applied from 1 January 2009, but earlier 
adoption is permitted.

DISCUSSION PAPERS PUBLISHED BY 
THE IASB FOR COMMENT

Reducing complexity in reporting financial 
instruments
Discussion paper on Reducing complexity 
in reporting financial instruments, has been 
issued in South Africa as ED 237 and can be 
downloaded from the SAICA website.

The existing requirements for reporting 
financial instruments are widely regarded as 
difficult to understand, interpret and apply, and 
constituents have urged the IASB to develop 
standards that are principle-based and less 
complex. The document is the first stage in a 
project that aims to replace IAS 39(AC 133) 
– Financial Instruments: Recognition and 
Measurement. The discussion paper analyses 
the main causes of complexity in reporting 
financial instruments, and proposes possible 
intermediate approaches to address some of 
them, as well as a possible long-term approach.

The deadline for comment to SAICA is 22 
August 2008.

Proposals to increase transparency in the 
accounting for post-employment benefits
Discussion paper on IAS 19(AC 116) 
– Employee Benefits, had been issued in South 
Africa as ED 238. This paper sets out the IASB’s 
preliminary views on how the accounting for 
some post-employment benefits, including 
pensions, could be improved. 

The discussion paper, developed in consultation 
with the IASB’s Employee Benefits Working 
Group, addresses the main concerns expressed 
by a wide range of interested parties that 
the accounting model set out in IAS 19 is 
inadequate and should be reviewed.

The deadline for comment to SAICA is 29 
August 2008, and can be downloaded from 
the SAICA Website. 

ACCOUNTING

AUDITING
The International Federation of Accountants 
(IFAC) has released a free implementation 
guide to assist small and medium practices 
and other practitioners, in applying 
International Standards on Auditing (ISAs) to 
the audit of small and medium entities (SMEs).  
The guide, which can be downloaded from the 
IFAC website, provides a detailed analysis of all 
ISAs applicable to the audit of SMEs issued as 
at 31 December 2006 and their requirements 
in the context of an SME audit. 

PUBLIC SECTOR
ACCOUNTING STANDARDS BOARD

The Accounting Standards Board, during its meeting on 18 March 2008, approved the 
following exposure drafts for comment: 

• ED 45 – Impairment of Non-cash Generating Assets. Comment is requested by 31 July 2008.

• ED 46 – Impairment of Cash-generating Assets. Comment is requested by 31 July 2008.

• Guideline on Accounting for Public-private Partnerships. Comment is requested by 30 June 2008. 

In addition, the Board approved the local exposure of the following documents issued by the 
International Public Sector Accounting Standards Board (IPSASB).

• ED 34 – Social Benefits: Disclosure of Cash Transfers to Individuals and Households.

• Consultation paper – Social Benefits: Issues in Recognition and Measurement.

Comment on the IPSASB documents is requested by 30 June 2008.

The standards, exposure drafts, discussion papers and updates of the Board are available on 
the Board’s website (www.asb.co.za). 

[  technical  ]
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How many tax auditors does 
it take to find a R1.00 mistake 

in an expense report? Three - One to 
find the mistake and two to discuss its 
significance.

J
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Budget: An orderly system for 
living beyond our means.

REGULATED INDUSTRIES
DRAFT LONG-TERM INSURANCE 
REGULATIONS FOR COMMENT
The National Treasury has released for 
comment draft regulations in terms of the 
Long Term Insurance Act, 1998, dealing with 
revised commission structures and enhanced 
consumer protection for contractual savings 
products of the life insurance industry.

The regulations follow extensive consultation 
on the 2006 National Treasury discussion 
paper, Contractual Savings in the Life 
Insurance Industry, which outlined a range 
of proposals designed to give effect to the 
December 2005 Statement of Intent signed 
between the Minister of Finance and the 
life insurance industry, aimed at improving 
the value provided by contractual savings 
products, such as retirement annuities and 
endowment policies. 

Regulations implemented on 1 December 
2006 gave effect to the first phase of the 
SOI commitments, which encompassed 
retrospective measures to improve 
policyholder value for existing policies, and 
policies written in the past.

The regulations released on 28 February 
form the next phase of the SOI, designed to 
improve further the cost effectiveness and 
consumer protection provided by contractual 
savings products written in the future. These 
reforms deal specifically with changes to the 
structure of commission payable on these 
products, as well as enhanced minimum early 
termination values.

A media statement from National Treasury, 
the discussion paper and draft regulations 
are available on the financial services board 
website (www.fsb.co.za).

EXCHANGE CONTROL CIRCULARS
The Exchange Control Department of the South 
African Reserve Bank (EXCON) has issued the 
following Exchange Control Circulars:

• 4/2008 – Statement on Exchange Control 
The circular draws attention to the 
exchange control reforms announced by the 
Minister of Finance in the 2008 Budget.

• 5/2008 – Foreign portfolio investment by 
institutional investors  
The circular advises of the withdrawal 
of the application process whereby prior 
exchange control approval is required 
for the transfer abroad of funds and/or 
investments into inward listed securities.

• 6/2008 – Foreign direct investment outside 
the Common Monetary Area by South Africa 
companies  
The circular advises that as a further 
administrative reform the current 
application process to make new outward 
foreign direct investments where the 
total cost of such new investments does 
not exceed R50 million per company per 
calendar year is withdrawn. The current 

transaction reporting requirements 
will remain in place to enable proper 
surveillance and supervision.

• 7/2008 – Inward Listings by foreign entities 
on South African Exchanges  
The circular advises that to further 
enable South Africa companies, trusts, 
partnerships and banks to manage 
their foreign exposure further, they will 
be permitted to participate, without 
restriction, in the Rand futures market 
on the JSE limited. This dispensation is 
extended to investment in inward-listed 
instruments on the JSE limited and the 
Bond Exchange of South Africa.

• 8/2008 – Single discretionary allowance for 
private individuals  
The circular advises that, in order to 
streamline the current administrative 
controls on individuals, a single 
discretionary allowance of R500 000 per 
individual per calendar year for purposes 
of travel, gifts, donations and maintenance 
has been introduced. This is in addition 
to the existing R2 million individual 
foreign capital allowance provided for 
in subsection B.2(B)(i) of the Exchange 
Control Rulings.

Please direct any specific queries regarding 
the Exchange Control Circulars or Rulings to 
standards@saica.co.za. 

CIRCULARS ISSUED BY THE COUNCIL 
FOR MEDICAL SCHEMES
The Council for Medical Schemes has issued 
the following circulars, which could affect 
auditors:

• 3/2008 – Annual Statutory Returns for the 
Financial Year Ended 31 December 2007 
This circular notes that the 2007 annual 
statutory return online program has been 
finalised. The circular also outlines some of the 
requirements regarding the statutory return. 

• 4/2008 – Inclusion of Benefit Option 
Results in the Annual Financial Statements.  
This circular advises that the results of the 
benefit options must be included in the 
financial statements, and must be audited 
as part of the financial statement audit. 

These circulars can be accessed on the medical 
schemes website www.medicalschemes.com. 

ED ISSUED – LOCAL INTERPRETATION 
ON IFRIC 14
SAICA has issued for comment, ED235 – The 
Limit on a Defined Benefit Asset, Minimum 
Funding Requirements and their Interaction 
in the South African Environment, and can be 
accessed on the SAICA website.

Comment received on the exposure draft will 
be considered in issuing a local South African 
Interpretation to assist South African entities 
in applying IFRIC 14(AC 447) – IAS 19 – The 

Limit on a Defined Benefit Asset, Minimum 
Funding Requirements and their Interaction. 

AMENDMENTS TO MEDICAL 
SCHEMES ACCOUNTING GUIDE 
The Medical Schemes Accounting Guide for 
the year-end 31 December 2007 has been 
amended as follows, and is available on 
SAICA’s website: 

• Page 43: The following line has been 
added under “Net income/(expense) on risk 
transfer arrangements”: 
“Claims incurred in respect of related risk 
transfer arrangements”

• Page 60: The following lines have been 
added under “Investment advisors during 
the year”: 
“Financial Service Provider Number [insert] 
[Agree to the details reported in part 9B of 
the annual regulatory return.]”

• Page 100 and 103: The following line 
has been added under the note “Insurance 
receivables and payables included amounts 
due from/(to)”:  
“Reported claims not yet paid”

• Page 29: The wording “Proportion of 
dependants” has been replaced with 
“Dependant ratio”  
The wording “for in the medical scheme 
as a whole and for each benefit option, at 
the end of the accounting period” has been 
added after “pensioner ratio”

• Page 62: The wording “Proportion of 
dependants” has been replaced with 
“Dependant ratio”  
The wording “at 31 December 2007” has 
been added after “Pensioner ratio”

AMENDMENTS TO CORPORATE 
GOVERNANCE GUIDE 
The Corporate Governance Guide – Audit 
Committees for Medical Schemes issued in 
March 2004 has been updated for minor 
editorial amendments and has been re-issued 
as Audit Committees of Medical Schemes 
– Corporate Governance. 
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TAX
WHAT’S NEW AT SARS?

The latest updates can be viewed on the 
SARS website (www.sars.gov.za).

TAX PRACTITIONERS BILL 

During recent discussions, SARS indicated 
that it has noted and is seriously considering 
the recommendations proposed in the joint 
SAICA/SAIPA submission. SARS has indicated 
that it will be issuing a draft revised Bill, 
and professional bodies and others will once 
again be given an opportunity to comment 
on the draft revised Bill.

BRUMMERIA JUDGMENT

SARS has indicated that it will issue, either 
in the form of an Interpretation Note or 
alternatively a Practice Note, clarity on SARS 
interpretation/application of the judgment.

[  technical  ]

Edited By: Patrick Kubuya 

Technical queries: standards@saica.co.za

Ethics and Discipline queries:  
standards@saica.co.za

Information Centre: pelmag@saica.co.za

Telephone: 011 621 6641

Telefax: 011 621 6819

Website: http://www.saica.co.za

SAICA SUBMISSIONS

SAICA submissions issued during March 2008 
are listed below and can be viewed on the  
SAICA website:

• Draft 1st and 2nd Taxation Laws 
Amendment Bills 2008

• Fixed Property aligning VAT, Transfer Duty 
and Stamp Duty Legislation

• Various interpretation issues of the Act

• Practicality of Currency and CGT

• VAT Interpretation Notes 41 & 42

• Section 12E of the Income Tax Act 

• Section 22(3) of the VAT Act

• To SARS Re: VAT Treatment of Disposal of 
Residences Used Primarily for Residential 
Purposes 

14 [ June 2008 ]

The tax advisor had just read the 
story of Cinderella to his four-year-
old daughter for the first time. The 

little girl was fascinated by the story, 
especially the part where the pumpkin 
turns into a gold coach. Suddenly she piped 
up, “Daddy, when the pumpkin turned into 
a golden coach, would that be classed as 
income or a long-term capital gain?”

J
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The IDC Corporate Profile
The Industrial Development Corporation of South Africa Limited
(the IDC):
• Is a self-financing, state- owned national development financial

institution
• Provides financing to entrepreneurs engaged in competitive

industries
• Follows normal company policies and procedures  in its

operations
• Pays income tax at corporate rates and dividends to its 

shareholder
• Reports on an annual basis, with its annual report freely

available  to the public

What is a training contract?
A training contract is a learnership contract for three years. During
this time you will serve your traineeship with an approved training
organisation, as required by SAICA.

Who can apply for a training contract at the IDC?
If you have successfully completed your BCom degree plus your CTA
studies towards the CA(SA) qualification, you can apply for a training
contract with the IDC.

What can I expect whilst on a training contract as a trainee
accountant?
During your training you will apply the theory learnt at university to
the practical environment.  You will work in a challenging business
environment and interact with people on various levels of expertise
and experience.  The trainee accountant must familiarise himself/
herself with SAICA’s training regulations ie the prescribed technical and
professional skills needed to become a qualified CA(SA).

They are as follows:
TECHNICAL SKILLS
• Financial accounting
• Managerial  accounting and financial management
• Internal auditing
• Taxation

PROFESSIONAL SKILLS
• Interpersonal and communication skills
• Intellectual skills
• Personal skills
• Organisational and management skills

What skills and characteristics is the IDC looking for in
potential candidates?
The IDC welcomes applications for the TOPP Programme from
candidates who:
• Have a good academic record
• Have personal integrity and individuality
• Are team players with great team working skills
• Will be an active contributor to and have a desire to build a

career with the IDC
• Have an astute understanding of current  and  emerging business

issues and the self- confidence to express innovative ideas
• Have a passion for the development of our country and the

economy

What can the IDC offer prospective candidates?
• A competitive salary
• Coaching and mentoring to support your development
• A challenging and diverse environment where you will be exposed

to different sectors of the economy
• Formal training where needed to assist your development of the

professional competencies as required by SAICA
• On-the-job coaching to hone your technical competencies
• Sufficient study leave to prepare for the  board examinations

To apply go to www.idc.co.za and enter TOPP link



1. Introduction

The overall governance structure of an organisation, practicing good 
corporate governance, includes at least an internal audit function, 
a risk management function and a compliance function. In our 
opinion, the starting point for setting a corporate governance culture 
in an organisation is an overall Enterprise Risk Management (ERM) 
framework. Such a framework facilitates the determination of the 
risk appetite and risk tolerance of the organisation. Where ERM is 
practised, the compliance risk framework should be a sub-framework 
of the ERM framework. One of the key elements of the relationship 
between ERM and internal audit is that the ERM process assists with 
focusing both internal and external audits’ efforts on high risk areas. 
This article focuses on internal audit and not external audit.

The size of an organisation, and the industry within which it operates, 
influences the need for a compliance function as well as an internal 
audit function. Different industries have different needs for the 
compliance and internal audit functions. Current indications are that 
all industries are getting increasingly regulated. For instance banks, 
insurers and retailers have different requirements and legislation 
to comply with, with compliance requirements in retailers lagging 
the banking and insurance industries. In banks and insurers, the 
monitoring of compliance with specific legislative requirements, 
in all areas of the organisation, is done by the compliance teams. 
In organisations where compliance is still in its fledgling state, 
monitoring is often delegated to internal audit. International best 
practice is that monitoring should be performed by the compliance 
function and not by internal audit. One of the reasons is that 
compliance is better positioned to monitor on a continuous basis, 
whereas internal audit will only be able to monitor compliance on 
an annual or bi-annual basis. In some instances there are either 
legislative1 or industry requirements that prescribe that internal 
audit must functionally be separate from compliance. It is therefore 
imperative that a compliance function operates effectively and 
is properly co-ordinated with an equally effective internal audit 
function.

The purpose of this article is to define the different roles and 
responsibilities of internal audit and compliance within an ERM 
framework in South Africa.

2. Compliance Mandate

Depending on the industry within which a company operates, a 
compliance mandate is either a legislative requirement or a corporate 
governance imperative2. For instance, in the financial services industry 
in South Africa, the following regulatory requirements govern the 
compliance function:

a. Section 17 of the Financial Advisory and Intermediary Services Act3 
requires that a financial services provider appoint a Compliance 
Officer to monitor compliance with the Act.

b. Rule 15.5 of the Policyholder Protection Rules in terms of the Long 
Term Insurance Act4 requires that insurers and intermediaries provide 
for monitoring systems to measure compliance with these Rules.

c. Section 43 of the Financial Intelligence Centre Act5 requires that 
an accountable institution appoint a person with the responsibility 
to ensure compliance by the employees and the accountable 
institution with their obligations in terms of the Act.

d. Regulation 47 of the Banks Act6 requires that the Compliance Officer:

• establish a line of communication to line management, in order 
to monitor compliance with regulatory requirements, and

• require members of line management to monitor compliance with 
regulatory requirements as part of their normal operational duties.

It is one thing to have a legislative framework forcing an institution 
to have a compliance function, but it is another matter to ensure 
board and management buy-in and the co-operation between the 
various governance functions. There are two broad approaches here, 
either a top-down approach with the board and senior management 
buying into the compliance and internal audit processes and putting 
their weight and support behind these functions, or a bottom up 
approach7, where staff and junior management buy-in is obtained 
prior to approaching the board and senior management for support. 
It is advisable to use a combination of both these approaches to 
ensure support for these governance functions at all levels of the 
organisation. This is achieved through active lobbying and road-shows 
to the staff and junior management, as well as board and senior 
management approval of a compliance risk management framework.

3. Compliance Framework

A compliance framework is essentially a compliance strategy for the 
organisation. After obtaining the buy-in of the organisation, it is 
important to ensure that the compliance framework is documented 
and formally approved by the board or relevant committees. Based 
on King II and current Companies Act8 requirements it is advisable to 
table the framework at a Compliance Risk Committee (or equivalent), 
thereafter the Risk Committee, Audit Committee and for final 
approval to the Board of Directors.

It will not be sufficient simply to table the framework at a 
Compliance Risk Committee, because that does not ensure buy-in and 
commitment at the highest levels of the organisation. 

Once this framework is adopted and implemented, it needs to be 
reviewed annually, because of the changing South African legal 
landscape.

The US Securities and Exchange Commission has already made it a 
statutory requirement for Registered Investment Advisory firms to 
have a compliance process, which includes the appointment of a 
Chief Compliance Officer, a comprehensive compliance manual and 
an aggressive testing policy to ensure that all compliance-related 
systems are working effectively.9

COMPLIANCE
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The Chief Compliance Officer should be central to the Compliance 
Framework. Even in a decentralised model, the head of compliance 
should be able to take the lead, give guidance and input into the 
appointment, performance reviews and monetary rewards of all the 
compliance officers. The head of compliance should at least be able 
to set minimum qualification and experience levels applicable to 
compliance officers.

4. Compliance manual and guidelines

If a compliance framework is the compliance strategy document 
for the compliance function, then it follows that there should be an 
operational plan to support this. This operational plan is in the form 
of a compliance manual and guidelines.

A documented compliance manual should include best practice 
guidelines and template examples, so that new compliance officers 
can walk into an organisation, follow the guide and know exactly 
what to do on a day-to-day basis.

This needs to be a user-friendly, plain language document that covers 
at least the following: 

• Risk identification process

• Compliance risk management plan development and 
implementation

• Monitoring plan and methods of monitoring

• Reporting on non-compliance, i.e. forums and templates and 
reporting lines

• Escalation of non-compliance issues

• Special projects

This document should be easily accessible and be updated at least 
annually to ensure it stays aligned with international best practice.

5. Traditional Compliance Model

The traditional compliance process10 starts with the identification 
of compliance risk in the business, developing and implementing a 
compliance risk management plan, monitoring the implementation of 
the plan and reporting thereon.

The monitoring process should be as comprehensive as possible. 
This process should make use of various methods, depending on the 
business needs and the inherent risk of that process. Monitoring tools 
could be sign-off reviews, adequacy reviews, mystery shopping or 
re-performance.

The traditional compliance model was updated in 2007 and now also 
makes reference to training.11

Training should include staff and compliance officers. Compliance 
officers should be trained on how to be a compliance officer and also 
on the legislation itself. Training should be ongoing to ensure that 
staff are familiar with the latest regulatory requirements, and for 
compliance officers to ensure that they are familiar with the latest 
compliance trends. The training could take various forms. It could 
be face-to-face training, accredited by the various sectoral training 
authorities12, or simply workshops with awareness training. It could 
be web-enabled or a manual process. For training programmes to be 
successful, it is important to make them compulsory with incentives 
and penalties built into the process. For instance, to ensure that 
compliance officers stay abreast with regulatory changes, it could 
be made compulsory to attend a bi-monthly update workshop. 
Attendance (or non-attendance) is then one of the factors in the 
performance management process.

6. Foundation Approach to Compliance

cover

The authors of this article have identified that there is one area 
missing in the traditional compliance model. A successful compliance 
function is built on relationships. These relationships are in the form 
of senior management, board and staff buy-in, relationships with 
industry bodies, the regulators and other governance functions such 
as internal audit. 

and its relationship
to internal audit
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COMPLIANCE
The function of the head of compliance should be to oversee this 
end-to-end process and address compliance issues at a strategic level. 
This function should include the authority to oversee the activities of 
the various business units within the organisation from a compliance 
perspective.

At the different levels in an organisation, compliance officers should 
be appointed to provide guidance to the business unit for which they 
are responsible n terms of legislation with which they need to comply. 
The compliance officers should also make sure monitoring takes place 
and that their areas are adequately staffed to undertake guidance and 
monitoring activities.

Monthly compliance risk committee meetings need to be in place as 
part of the ERM framework and to provide a platform for compliance 
officers of the different business units to discuss and advise business 
of the compliance risks facing the business unit, updates on action 
taken and current status. These risks should be logged on the risk 
register and monitored as part of ERM.

7. Victimisation and job security

The compliance function should be independent, which boils down to 
issues such as reporting lines and overviews done at various levels in 
the organisation, and whether or not spot checks are done? 

The compliance officer should have the authority to inform his 
business unit head that a non-compliance issue needs to be reported 
as soon as it is discovered, because an independent process picks up 
the issue in due course of business. It is better to report and address 
non-compliance without undue delay, rather than wait for it to be 
detected and then having to answer uncomfortable issues on the 
matter. This aspect links back to the customer relationship between 
the compliance officer and management. The better this relationship 
is, the easier it is to address non-compliance matters speedily.

The compliance function should be structured in such a manner 
that whistle-blowing is effective. There should be job-security for 
the compliance officers to move both vertically and horizontally in 
the organisation without fear of victimisation and the risk of being 
exposed as a whistle-blower.

Compliance officers mostly report to line management or to the 
CFO. If the compliance officer reports to line management, it should 
preferably be to the head of the business unit, to ensure that the 
compliance officer is perceived as senior by the business. Which will 
assist in creating the right compliance environment. Independence 
may be compromised if the compliance officer reports to a line 
manager. If the compliance officer reports to the CFO, independence 
is assured, however, business might not be engaging with the 
compliance officer and involving him in the business. To ensure total 
independence, the compliance officer should also report to the audit 
or risk committee.13

There is a perception amongst compliance officers that it is better 
not to report non-compliance, but rather to assist management in 
rectifying the non-compliance prior to it being detected by others 
than the compliance officer. The reason for this behaviour is that 
management may victimise compliance officers and hold back on 

salary increases and promotions. This is not conducive to a well-
functioning, reliable compliance function.14

8. Relationship with Internal Audit

According to Newton15, internal audit should focus on financial 
risks in the enterprise-wide risk management framework and it may 
focus on both financial and operational audits. Compliance should 
assess the regulatory risks highlighted in the enterprise-wide risk 
management framework and then document factors that aggravate 
the risk (such as business volumes), then set policy and monitor 
implementation thereof. In our mind, this thinking could be outdated 
because the internal audit function should also focus on corporate 
governance in its testing. One aspect of corporate governance is to 
establish whether the compliance function is functioning efficiently 
and effectively. Internal audit should focus on all high risk areas in its 
testing, including compliance, and should not be restricted.

The recommended practical relationship between internal audit and 
compliance can be described as follows:

• Internal audit should be performing periodic audits on the 
compliance function and adherence to the compliance framework, 
an end-to-end compliance process, and applicable legislation.

• Internal audit provides feedback in an audit report of non-
compliance with specific legislation, action plans and target dates 
to correct this.

• The results of these audits are communicated to management, the 
risk committee and the audit committee.

• Where a non-compliance issue is of significant concern, this is 
escalated to the appropriate board committee.

• Actions to resolve identified audit issues should be reported at the 
risk committee as part of the ERM framework, until the issue is 
resolved.

Internal audit cannot perform compliance monitoring. It is only 
positioned to provide assurance on the compliance process for a 
specified period. Compliance monitoring can only be effective if the 
implementation thereof is continuous. In an ideal world, internal 
audit should review the compliance function annually and provide an 
opinion on whether or not the compliance is functioning properly.

9. Compliance audits

a. Compliance process and compliance officers

There are different tiers of audits:

• Tier 1 - pure compliance, i.e. does the compliance function have 
a mandate, framework and documented processes.

• Tier 2 – looks at specific legislation and expresses an opinion 
as to whether the compliance monitoring and subsequent 
reporting is accurate.

• Tier 3 – addresses operational compliance to ensure that the 
compliance function works closely with the operational side of 
the business.
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In terms of section 404 of the Sarbanes-Oxley Act16, it is necessary to 
include an internal control report in the annual financial statements. 
It does not specify whether this is in the form of risk, internal audit or 
compliance monitoring reports.17

b. Auditing compliance itself

It is important to audit the compliance function to ensure that it 
is functioning effectively. If the compliance process is shown to be 
efficient, then it could sway the regulator to reduce fines that are 
incurred when non-compliance does occur.18

i. Compliance monitoring versus internal audit

As discussed above, compliance monitoring is a continuous 
process, which ensures that business is conducted in compliance 
with the applicable regulatory requirements. Internal audit’s role 
is to ensure that the compliance process itself is functioning 
effectively.

In some industries, compliance officers are forced to have a 12 
month monitoring cycle. This is in line with international best 
practice for auditors, who audit high risk areas every 12 months. 
It might be necessary to monitor specific processes more 
regularly than annually. There may be a business need to ensure 
continuous compliance, due to significant compliance events or 
regulatory changes.19

ii. Company processes and procedures as they relate to 
compliance

The Compliance Institute of South Africa advocates that 
compliance should be auditing business processes and 
procedures. Internal audit is already auditing these processes and 
procedures, therefore it should not be necessary for compliance 
to duplicate the efforts of internal audit. These tests should only 
be performed by compliance in so far as continuous monitoring 
is necessary and an annual review is not adequate. An example 
would be suspicious transaction monitoring in an anti-money 
laundering control environment.20 

iii. Legislation

Once an end-to-end compliance process has been implemented, 
the process starts afresh. In the South African context legislative 
changes occur regularly and it is important to keep the compliance 
officers updated and the content of the compliance process relevant. 

The compliance team has a choice to outsource this function 
or to do it itself at a central point. Very often the budget of the 
compliance department determines which choice is exercised.

The role of internal audit would be to audit if these processes are 
functioning effectively.

10. Conclusion
Legislation governing different industries dictates the size and role of 
the compliance function within an organisation. Both the compliance 
and internal audit functions fit within the larger risk management 
framework in an organisation. The relationship between compliance 

and internal auditing depends on the maturity of the functions in 
the organisation. Where the size of the organisation is sufficient, 
monitoring is performed by a compliance function. Best practice is for 
internal audit to perform a yearly review of the compliance function’s 
activities, and to provide assurance to the board and audit committee 
on the effective operation thereof.
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The Civilised Way

Investment techniques

The asset management industry, trading 
primarily in the public equity space, evaluates 
listed companies and estimates the future 
performance of such companies through 
proven methodologies and techniques. These 
are well known, such as the price/earnings 
(PE) ratio, headline earnings growth, EBIT 
and EBITDA margins and multiples, net asset 
value, quick and current ratios, net debt to 
equity, interest cover, return on equity, return 
on assets, book value per share, price to book, 
share price history (versus peers, sectors, all 
share indexes, etc.) and many more.

Sophisticated valuation techniques are also 
used, such as Monte Carlo simulations, Black–
Scholes models and discounted cash flows. 
The highly sought after Chartered Financial 
Analyst qualification seeks to engrain a host of 
methods to value public equities.

The aim of these methodologies is to produce 
a targeted share price within a specific time 
frame, and recommend a “buy”, “hold” or 
“sell” recommendation in relation to the 
current share price. The desired outcome 
is to buy a specific share at the right time 
and then sell that share at the deemed 
appropriate time to achieve a satisfactory 
profit. In the public environment, sentiment 
and group behaviour is real and relevant, and 
often they drive share prices.

Profits may be achieved over varying holding 
periods, from owning a share for years to 
intra day trading. Hence the difference 
between the so called “traders” and “value 
investors”. The main difference being that 
value investors hold on to shares for longer 
periods of time, while also basing their 
investment decisions on in-depth research 
and valuation techniques.

Value realisation

Asset managers, as a rule, do not get involved 
in the day to day running of portfolio 
companies. Very little, if any, effective 
shareholder activism exists in South Africa, 
perhaps with the exclusion of a few large 
institutional shareholders, which in reality are 
more focused on governance and compliance 
rather than the creation of shareholder value. 

Rarely are board appointments dictated 
by asset management firms, or executive 
management replaced if prolonged 
underperformance occurs.

Indeed, the aim of the typical asset manager is 
not to achieve profit through the nurturing of 
the portfolio company to a bigger, better, and 
more streamlined entity. The asset manager is 
focused on timing its entry purchase and exit 
sale to achieve maximum reward.

Table 1 (opposite page)is a table that 
illustrates the typical contradictory reactions 
between asset managers and private equity 
fund managers, on a non-exhaustive set of 
circumstances: See table 1 opposite.

The Barbaric Way

Investment techniques

All that has been mentioned in terms of 
investment techniques are well known in 
the public domain. What is less well known 
is how private equity practitioners identify 
and benchmark potential transactions. The 
general consensus is that private equity firms 
will not approach highly indebted companies, 
although this has proven not always to be 
the case in the past.

So how do private equity firms identify 
attractive companies? The following 
questions are still relevant: 

• What is the company’s gearing capacity?

• Does it have sustainable cash flow and can 
the cash flow be improved through the 
active intervention of the private equity 
investor?

How the road to value differs 
fundamentally between 
“civilized” public asset 

management and “barbaric” 
private equity funds, and 

how the assessment of such 
value may have very different 

outcomes.
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• What are the growth opportunities and the 
scope to improve the quality of earnings?

• What is the quality of management?

• What are the potential exit opportunities?

A number of other methods are also used by 
private equity practitioners. The following is a 
technique frequently employed by Absa Capital 
Private Equity in benchmarking potential 
acquisitions. The aim of the technique is to 
ascertain whether the acquisition price being 
offered is reasonable. The technique is best 
explained by using the following example:

Company A, a services company, is identified 
as an attractive opportunity, but the PE ratio 

offered seems excessive (in this case 21). 
To benchmark the purchase price offered, 
the company is compared to two other 
recent acquisitions: company B, in the 
manufacturing industry, and company C, in 
the retail industry.

The technique relies on the one year forward 
EBITDA, average projected EBITDA growth, 
capital expenditure and working capital 
projections. The aim is to calculate a ratio 
similar to the commonly used PEG ratio  
(Price Earnings divided by forward growth): 
See Table 2 below.

As can be seen from the example above, 
company A achieved a CFM/G ratio lower 

than companies B and C, although the 
EBITDA multiple of company A (9.3) is much 
higher than that of company B (4.6) and 
slightly higher than that of company C (8.9). 
The PE ratio of the company in question is 
substantially higher than both companies B 
(9.5) and C (13.9). 

The lower CFM/G ratio suggests a stronger 
buy signal for company A, while less so for 
companies B and C.

The main reasons for the different CFM/G 
ratios are easily explained, as they are driven 
by the different lines of businesses these 
companies are in: 

Circumstance Asset manager reaction Private equity fund manager reaction

Sustained under performance Liquidate its shareholding Revisit strategy

Sub-optimal balance sheet Liquidate its shareholding Restructuring

Poor or non-implementation of strategy Liquidate its shareholding Replace CEO

Sustained margin pressure Liquidate its shareholding Revisit strategy

Fraud/sudden resignations Liquidate its shareholding Replace management / reorganize

Unexpected downturn in markets or cyclicality Liquidate its shareholding Adjust business plan / extend  
holding period

Table 1

Company A Company B Company C
EBITDA 100 200 300

Capital expenditure (15) (33) (71)

Working capital 6 (46) (5)

“Free” cash flow (FCF) 91 121 224

Purchase price (PP) 933 917 2,667

PP/EBITDA 9.3 4.6 8.9

Cash flow multiple (CFM = PP/FCF) 10.3 7.6 11.9

EBITDA growth (G) 16% 10% 16%

CFM/G ratio 64.1 75.8 74.4

Table 2
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the timely purchase and sale of its equity to 
realise a profit. 

The private equity manager is also driven 
by company growth, but it achieves its 
profit through financial leverage, increasing 
the efficiency and effectiveness of 
management and encouraging strategic and 
change thinking through partnering with 
management and the board of directors 
whilst also actively identifying growth and 
exit opportunities.

The fundamental difference is the 
interpretation and different applications of 
valuation techniques. This is proven by the 
sustained out performance of the private 
equity industry.

In the end, both the public and private 
managers are motivated by the maximisation 
of returns for investors, but the roads 
travelled take different turns and may have 
very different outcomes. 

Wouter Viljoen BCom PDA, CA(SA) is  a deal 
executive at Absa Capital Private Equity. 

• Capital expenditure requirements.

• Working capital cycles.

• Projected EBITDA growth.

Naturally, the method does not take into 
account a number of factors, such as 
management efficiency, company life cycles, 
regulatory environments, etc. However, the 
aim of the CFM/G ratio is to benchmark a 
purchase price offering in the first instance, 
and to provide a consistent purchasing 
discipline and methodology in the second.

The CFM/G method does clearly illustrate that 
high PE and EBITDA multiples, as investment 
tools on their own, are more often than not 
misleading. To purchase a company on a 
“low” PE, or to resist a purchase on a “high” 
PE may in fact lead to incorrect investment 
decisions.

Value realisation

In stark contrast to public side asset 
managers, the typical private equity firm 
takes a longer term view on its portfolio 
companies. The private equity manager 
is actively involved in the running of 

its portfolio companies, interacts with 
management and the board on at least 
a monthly basis, strongly influences 
the appointment of the board and 
management, and is not afraid to dismiss 
board or management individuals for 
underperformance. The aim is to drive 
value creation through strategic input from 
all parties, and to hire outside specialists 
to assist in the process, often actively 
identifying growth and exit opportunities.

The three main reasons for the different 
CFM/G ratios, as as referred to above, are 
very relevant in a private equity environment, 
while less so in a public listed environment. 
All three items focus on one thing: cash flow. 
In a geared environment, none is as sacred as 
free cash available to repay debt.

The Conclusion 

The methodologies and techniques used by 
public-side investment managers do not 
differ materially from those used by private-
side investors. However, an asset manager 
is more focused on share price and dividend 
growth, as driven by company growth, and 
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Introduction

The International Accounting Standards Board (IASB) and the Financial 
Accounting Standards Board (FASB) have been working together on 
specific projects for some years now to update and harmonize some 
of their existing accounting standards. This is in order to underscore 
and promote the importance of a sound single set of principle-based 
and consistent accounting standards, that will lead to sound financial 
reporting. The Framework project is only one of the joint projects 
currently being undertaken by the boards; however, the importance of 
this project cannot be over-emphasized. The effects of any changes to 
the Framework will obviously have far-reaching implications for how 
other standards are set and updated, and will lay a new foundation for 
the colossal structure that accounting has become. This will result in 
changes to basic principles that accountants have complacently come 
to accept as ‘never changing’. 

The project is being conducted in eight phases, and phases A to D 
are already in different stages of completion. The Phase A discussion 
paper – focusing exclusively on the objectives of financial reporting 
and the qualitative characteristics of decision-useful financial 
reporting information – was issued in July 2006. The comment period 
came to an end in November 2006, and the IASB issued information 
for observers in February 2007 summarizing the comments received 
from the different types of constituents. 

This article attempts to draw attention to some of the most 
significant changes that can be expected in response to the outcome 
of phase A of the project, and to highlight some of the comments 
made by constituents.

The objective of financial reporting

Paragraph OB2 of the abovementioned discussion paper (DP) sets out 
the proposed new objective of financial reporting:

“The objective of financial reporting is to provide information that is 
useful to present and potential investors and creditors and others in 
making investment, credit and similar resource allocation decisions.” 

The objective of financial reporting is the underlying alpha and 
omega of every standard that follows the framework, as it provides 
the foundation upon which standard setters can make decisions 
about what should be reported to reach this objective. If the objective 
changes, it is expected that standards should change accordingly. 

What is important to note is that emphasis is placed on ‘financial 
reporting’ and not on ‘financial statements’, implying that financial 
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reporting entails far more than traditional financial statements 
alone. This change proposed in the DP implies that standard setting 
should relate not only to the traditional financial statements that 
are subject to audits, but also to other documents that have not 
traditionally been considered as part of financial reporting, such as 
management commentary and additional disclosures, for example a 
director’s report. Constituents are concerned that the boards have not 
adequately determined the ‘boundaries’ for these ‘other documents’ 
that could form part of financial reporting. 

Will press releases, public addresses, information made available on 
web-sites and environmental impact studies fall within the scope 
of financial reporting as well? A question that arises is whether or 
not the boards have the authority to make such decisions, especially 
considering that the corporate laws in different countries differ, and 
most countries do not legally require such disclosures. Constituents 
were also concerned that the qualitative characteristics may not be 
so readily applicable to financial reporting as they may be to financial 
statements. 

In addition to this, this proposed increase in scope could have a 
significant impact on already pressured audit firms, which in turn 
will significantly increase the costs of compliance from a company’s 
perspective. The boards will need to define, clarify and set boundaries 
for the scope of ‘financial reporting’ so that constituents can fully 
grasp the implications and comment accordingly. 

Decision usefulness vs Stewardship

What is the single overriding objective of financial reporting? The 
proposed new objective focuses on providing information that is 
useful for decision-making, and the boards argue that assessing 
management’s stewardship is “encompassed within the decision 
usefulness objective”. 86% of respondents disagreed with the boards 
in this regard, and stated that stewardship should be a separate 
and just as important objective. Many constituents argued that 
assessing management’s stewardship and its accountability was in 
some instances the key objective, especially when looking at the not-
for-profit sector. Financial reporting should be a manner in which 
to assess management’s performance and integrity, and this should 
not be underemphasized. The boards should therefore take these 
comments into consideration going forward.

Users of financial statements

Another important change in the objective of financial reporting is 
the obvious emphasis on ‘investors and creditors’ compared to general 

‘users of financial statements’. The boards have given many reasons 
for singling out these two parties as the primary focus groups within 
the objective, the most important of which is that these parties are 
the most prominent external groups and without a defined group of 
primary users, the framework would become abstract and vague. Most 
respondents have agreed with the boards in this regard; however, 
some argue that this creates the impression that ‘general purpose 
financial statements’ which are ‘understandable’ are not being 
promoted. Constituents feel that the board might be biased by placing 
too much emphasis on publicly traded entities where the shareholders 
and creditors are ‘sophisticated financial statement users’, and that 
this will lead to financial statements being too complicated for the 
other not so sophisticated users of financial statements of non-
publicly traded entities. 

Another significant section of the proposed objective is that within 
the primary user group identified, the boards include ‘potential and 
current’ investors and creditors. Some respondents felt, however, 
that the focus should be on current investors alone. They argued 
that this would not mean that other users were not important, but 
rather that their needs would be met by the current shareholder 
perspective anyway. They further reiterated this point by stating 
that existing shareholders are exposed to the highest risk as they are 
compensated last after all other stakeholders have received a return. 
Other stakeholders are protected by contractual and legal rights (e.g. 
creditors), and potential investors should not have different financial 
reporting needs compared to those of current investors.

Assessing an entity’s ability to generate future cash flows

The most important, but not so obvious, effect of this primary user 
group which has been proposed, however, is that investors and 
creditors have a common interest in financial reporting: assessing 
the entity’s ability to generate future cash flows. The boards are thus 
indirectly placing more emphasis on reporting information to assess 
the future cash-generating ability of entities. Traditional financial 
statements as we know them will not be sufficient to meet this 
objective – they are prepared using the accrual basis and the inherent 
limitations of the income statement and balance sheet all provide 
information relating to the past. 

It is not contested that accrual accounting provides much more 
information about an entity’s existing economic resources and 
claims to them, which would be omitted if only cash flows were 
reported, and it will certainly not be possible to have a relevant and 
reliable set of financial statements relating to a future period. 
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There is an underlying drive towards a more ‘futuristic approach’  
in terms of financial reporting; however, it can only be a tool to 
help assess the cash-generating ability and will always be rooted in 
providing historical information of preceding years. Applying fair 
value accounting instead of cost accounting would be a step in the 
direction the boards envisage as it would make it decidedly easier to 
assess the cash-generating ability of the entity’s assets as a whole. 
More detailed management commentary would also aid this drive 
towards a more futuristic approach. This envisaged management 
commentary could include explanations regarding the cash-
generating power of assets and expected future cash flows, as well as 
a discussion of trends – past, present and future. Respondents have 
indicated that disclosure regarding the general economic conditions 
in which the entity trades should form part of this commentary. 

Management commentary

The proposed additional management explanations and commentary 
will enhance the usefulness of financial statements, as well as give an 
indication of management’s stewardship. Management commentary 
(in a limited manner) has been around for years; however, it has 
been gaining more attention over the past few years, especially with 
the issuance of IFRS 7, which deals with the disclosure of financial 
instruments and the heavy burden on management to comment and 
assess risks within the entity. 

Financial statements are not sufficient on their own to meet the 
objectives of financial reporting, and management commentary, 
which is forward-looking and provides information about future 
cash flows could be the solution. A move towards more vigorous 
application of fair value accounting and more detailed and structured 
management commentary will provide more useful information 
regarding the cash-generating ability of the entity. Although 
management commentary as such is not dealt with in Phase A of 
the project (a separate project is underway regarding management 
commentary, but it will also be dealt with in the Disclosure Phase of 
the Framework Project – see BC 143 of Phase A DP), this highlights 
the boards’ move towards financial reporting that is more focused 
on the cash-generating ability of the entity that is encompassed in 
the new proposed objective. It is also in our view a tool to assess 
management’s stewardship and accountability. 

Qualitative characteristics

The qualitative characteristics distinguish more useful information 
from less useful information when economic decisions are made. 

It is interesting to note that although the boards’ individual 
frameworks contain the same qualitative characteristics, they are 
presented in different manners. The IASB Framework does not 
rank the qualitative characteristics in order of importance, but 
assigns equal status to understandability, relevance, reliability and 
comparability. On the other hand, the FASB Framework (Concept 
statement 2) places the qualitative characteristics in a hierarchy. 
This hierarchy ranks understandability as the most important 
characteristic; relevance and reliability are ranked as primary qualities, 
and comparability is ranked as a secondary quality. Finally, materiality 
forms the threshold for recognition. 

The DP illustrates the qualitative characteristics in what it refers to as 
a “logical order” (DP QC 43 & 44): relevance, faithful representation, 
comparability and understandability. The boards felt that the term 
‘reliable’ was not clearly understood and that ‘faithful representation’ 
could be a clarification of what ‘reliable’ actually means. Many 
respondents have disagreed with this and feel that ‘faithful 
representation’ is still not precise enough, especially when being 
translated into other languages. On examination of the DP (BC 261), 
it appears that relevance is ranked more important than faithful 
representation. The basis for conclusions also state that relevance is 
the quality that should be considered first, and faithful representation 
should then be considered thereafter. The boards have argued that 
faithful representation is not secondary to relevance; however, the 
respondents felt that the sequential ordering makes it appear that 
way. Although it is not explicitly stated that relevance is ranked higher 
than faithful representation, it certainly is implied.

Relevance and reliability – the trade-off

Information is considered to be relevant if it is capable of making 
a difference to the decisions made by the users – it either has 
a predictive or confirmatory value. On the other hand, useful 
information needs to be a faithful representation of the ‘real world 
economic phenomena that it purports to represent’. It is also important 
to remember that reliability does not imply or require absolute 
precision in the estimate or certainty about the outcome. Preferring 
relevance to reliability depends on who you are. It is safe to assume 
that preparers of financial statements and auditors will choose 
reliability as the superior characteristic, since reliable information will 
minimize the risk of legal exposure (Bullen & Crook, 2005). 

There has always been a trade-off between relevance and reliability. 
Although SFAC 2 admits that both relevance and reliability are 
crucial, paragraph 90 of SFAC 2 states that “reliability and relevance 
often impinge on each other”. The placement of relevance above 
reliability (faithful representation) in the discussion paper will induce 
accountants to account for transactions and adjustments if they are 

Another important change in the objective of financial 
reporting is the obvious emphasis on ‘investors and 
creditors’ compared to general ‘users of financial 

statements’. 
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relevant, even if the faithful representation of the amount cannot be 
determined. 

The implication of this implied ranking is that fair value accounting 
(very relevant, but not as reliable) will in future in all likelihood take 
precedence over historical cost accounting (very reliable, but not 
as relevant). There is no doubt that fair value accounting is more 
relevant, as it embodies a truer economic phenomenon. Historical 
cost accounting, on the other hand, is the trusted old method, and 
the reason we trust it is that the numbers we see are more reliable. 
Fair value accounting provides more useful information in assessing 
future cash flows of an entity and provides a truer representation of 
the true value of an element. 

The real difficulty with applying fair value accounting (which has 
justifiably raised the fear of accountants should they do so) is the 
calculation of that fair value. Valuations of many different elements, 
using complicated instruments, can be done in numerous ways. Many 
assumptions and estimates need to be made, and without any good 
guidance (which we currently do not have), there is a wide range of 
answers that could be considered acceptable. Observable market data 
should be used whenever possible in determining the true fair value 
of an instrument or transaction. 

This, however, is often not possible in a third world developing 
economy, as the markets for most of these instruments do not exist. 
Valuation techniques using unobservable ‘internally generated’ data and 
assumptions are then the only alternative in order to determine a fair 
value. It is these calculations that cause much frustration and despair 
for accountants and auditors, as the fair value calculation outcomes for 
two similar items valued by two different entities might be on opposite 
sides of the spectrum depending on what assumptions were made 
regarding future cash flows, risk analysis, discount rates, etc. 

Where do we stand?

Fair value accounting is without a doubt more relevant – although 
less reliable, for the reasons explained earlier. The importance of 
relevance over reliability is a move towards the promotion of fair 
value accounting, and a move away from absolute precision in the 
numbers that get reported. 

Despite all this discussion concerning fair value, it is interesting 
to note that the current IASB and FASB Frameworks do not give 
recognition to fair value as a basis for measurement. This is despite 
the fact that several other International Accounting Standards require 
fair value as the basis for measurement. An example would be IAS 
39, which requires held-for-trading, derivative and available-for-sale 
financial instruments to be measured at fair value. The reason for 
this seeming contradiction is simply that both the FASB and IASB 
Frameworks date back a long time. Phase C of the project will deal 

exclusively with measurement and the boards anticipate publishing 
the measurement DP in the first half of 2009.

Preparers and auditors ultimately prefer reliability; investors and 
creditors, on the other hand, prefer relevance. It is clear that the 
objective of financial reporting considers investors and creditors 
at the top of the food chain when it comes to these preferences, 
and preparers and auditors need to adjust attitudes to the fact 
that numerical precision is not as important as the relevance of the 
reported number. 

Concluding remarks

The formulation of a converged framework is an arduous task, and the 
efforts made by the IASB and FASB to achieve this must be applauded. 
The current frameworks are long overdue for change and refinement, 
and judging by the results of phase A it seems that constituents are 
for the most part in agreement with the proposed changes. However, 
a lot more refinement and clarification in most areas are required.
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 short time ago, we laid my 
mentor, and spiritual father to rest. 
He was 85 years old and one of 

the founders of the auditing profession in 
South Africa. Just before his death we had 
a discussion on, amongst other things, the 
auditing profession and the changing world 
in which we live. When I told him about the 
many qualified auditors’ reports in the public 
sector, he was amazed. During his illustrious 
career, he only had to qualify audit reports 
four times. And, he told me, they had caused 
him sleepless nights, with him and the clients 
concerned doing everything in their power to 
prevent the qualifications. 

Shortly after the death of my mentor I read 
an article in which Mr Terrence Nombembe, 
the auditor-general of South Africa, 
mentioned that only 2% of all municipal 
authorities and only 4% of provincial 
government departments in the country 
receive unqualified (clean) auditors’ reports. 

The above statistics are shocking, to put it very 
mildly, and are an indication of the chaotic 
state of financial reporting in the public sector 
and the accompanying matters mentioned by 
the auditor general in auditors’ reports. The 
question is, what is it that is causing these 
shocking conditions in the public sector in 
South Africa? The reasons are many and, in 
this article, an attempt is made to indicate 
some of those that are more important. 

The first reason for this troubling situation 
is probably that many politicians have 
little if any respect for legislation (such as 
the ‘so-called’ PFMA and the MFMA) that 

regulates financial matters in the public 
sector in South Africa. Numerous councillors 
of local authorities and other politicians 
simply do not care about a qualified audit 
report. I was at a meeting where a provincial 
auditor general, presented his draft qualified 
auditors’ report to a committee before its 
presentation to the full council meeting. He 
pointed out that, in his opinion, material 
fraud had been committed in a transaction 
that he intended to refer to in his report. 

A prominent councillor, for perhaps fifteen 
minutes, threw, in a manner of speaking, 
all of his toys out of the cot, accusing the 
auditor-general that he had not yet “adjusted 
to the new South Africa” and that the local 
authority’s money actually “belonged to the 
‘people’” and that politicians could do as they 
wished with it. 

After I had pointed out to him that the office 
of the auditor-general was entrenched in 
the constitution, that the relevant legislation 
stipulated the manner in which the auditor-
general must do his work, that a local 
authority in fact worked with “trust money”, 
and that members of the ruling party were 
not above the law and able to commit fraud 
as they pleased, I was, to say the least, not 
very popular! 

Getting an unqualified auditors’ report 
demands a “team effort” from the politicians, 
officials, the audit committee, and so forth. 
One of the problem areas in South Africa 
is that many members of the ruling party 
seem to be above “good governance” of 
the country. These members have no wish 

to address or even to bring to light the 
poor service delivery, fraud and corruption, 
nepotism etc., of which many fellow party 
members make themselves guilty.

Following on the above is the interference 
of politicians in the day-to-day managment 
of an institution. The shocking statistics 
regarding unrecoverable debts of local 
authorities is a glaring example of how 
numerous councillors are happy to violate 
council policy when officials begin cutting off 
electricity etc. in their wards, and politicians 
realise that their “popularity” is suffering.

I have referred above to the role played by 
the audit committee and internal audit, 
amongst other things, with reference to the 
audit. Various reports on good corporate 
governance make it clear that members of 
audit committees must be financialy literate 
(financial expertise) as prerequisite to serving 
on such a committee. 

For many politicians, however, “expertise” 
(applicable knowledge and experience) 
is a dirty word, and individuals are often 
appointed as members of audit committees 
without their having basic accounting, 
auditing or risk management skills. A person 
that cannot even “read” (understand) the 
financial statements of an institution can 
unfortunately provide no contribution 
whatsoever to the activities of the audit 
committee of such an institution. 

The same argument applies with regard to 
the internal audit function in the public 
sector. In public sector institutions, it is 
often about an obsession with “power” 
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and “control”. People who are appointed as 
“directors” or senior staff of internal audit 
sections, often do not have sufficient training 
and experience to do justice to the auditing 
of a multi-million rand audit of a large 
local authority or state department with 
its complicated accounting and computer 
systems. Very often, these incompetent 
people are actually appointed because they 
do not have the ability to carry out a proper 
audit, to bring to light weaknesses and 
fraud, and, in a manner of speaking, to “rock 
the boat”. The convenient political counter-
argument, that there is not sufficient 
expertise available, does not hold water. 

There is enough expertise in South Africa 
– although if people with expertise are 
sought, who are not prepared to abandon 
their principles or to be a lackey of a political 
party, then there is certainly a shortage of 
such “experts”. Legislation does not demand 

that a public sector institution establish its 
own internal audit section. If the internal 
audit function of a public institution is 
contracted out to an external auditor, for 
instance, a more professional service could in 
many cases be delivered for the same or even 
a lower cost than what an incompetent own 
internal audit section costs the institution.

Let’s close off with the sleepless nights 
that the four qualified audit reports caused 
my old mentor. He practised (and this 
has NOTHING to do with the “previous” 
dispensation or racism) in an era when it was 
a SHAME to receive a qualified audit report. 
It should always be a shame to receive such 
a report. Unfortunately, the approximately 
3% of government institutions receiving 
unqualified auditors’ reports in South Africa 
have become the exception to the rule. A 
qualified auditors’ report is no longer a 
shame - it has sadly become the norm. 

features

The question is often asked whether South 
Africa will develop into a second Zimbabwe. 
Every person that loves this country must 
pray, and must do all in his/her power, 
to help prevent this. If the politicians no 
longer have respect for the law, for good 
financial reporting and control systems or 
for offices of government such as that of the 
auditor general; if they are no longer deeply 
concerned about qualified auditors’ reports, 
and do not do something tangible when the 
auditors’ reports of government institutions 
are qualified, then perhaps a second 
Zimbabwe is not so unthinkable after all! 

Prof. Dave Lubbe BProc, MCompt, DCom, 
CA(SA) is a professor in auditing at the 
University of the Free State where he specializes 
in corporate governance and business ethics.
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on’t you just love the expression: 
“Curiosity killed the cat”? 

It is a phrase that we have heard 
so many times, especially as a child, trying to 
learn about things and maybe even trying to 
understand life a little better. As children we 
were told that curiosity killed the cat. What 
on earth does this mean? 

My first search for the definition was in the 
English dictionary of my primary school 
classroom and this is what I found: 

1. “The desire to learn or know about 
anything – inquisitiveness”

2. “A desire to learn or know about things 
that do not concern one – nosiness”

The first definition was a positive affirming 
definition. The second was a negative 
condemning definition. The second definition 
is usually the one we refer to when we use the 
word curiosity, it is as if somehow curiosity 
is not a good trait in a person. You are not 
supposed to be curious. We tell our kids not to 
ask questions all the time. Through all this we 
condition our kids to believe that curiosity is 
not an attribute to strive for.

We once read the following anonymous 
quote: “No curiosity is killing homo-sapiens.” 
There is this tendency with humans to 
fall into comfort zones. We like what we 
know and we tend to stick with that rather 
than ask questions about the assumptions 
with which we live with. Adult educators 
recently found that adults lose most of their 
creativity after the age of 20. At the age of 
three a child’s creativity is 100%. By the age 
of 23 the young adult’s creativity is 5% or 
sometimes even lower. Why is it that we lose 
our creativity? 

Adult educators believe that we lose 
creativity because we have lost our curiosity 
as adults. They explain that, when we reach 
the age of 20, we believe that we have 
worked out the world and that we know how 
the world works and is supposed to work. 
We make up our minds about so many things 

and our thoughts get stuck in a comfort 
zone, which means we are comfortable 
believing what we have always believed about 
life. I believe that, for adults to live full and 
meaningful lives, they need to ask questions 
again. We believe that new generation CAs(SA) 
need to realise that the systems and structures 
of the corporate world will force them to 
conform to the norm. 

Samuel Johnson said: “Curiosity is one of 
the permanent and certain characteristics 
of a vigorous intellect”. The new generation 
of CAs(SA) will have to constantly remind 
themselves that they need to keep their 
curiosity alive if they would like to make a 
meaningful contribution within their career 
space. Albert Einstein once said: “I have no 
exceptional talents, other than a passionate 
curiosity”. How profound are these words. 
The most famous scientist in the history of 
modern humanity said that he did not have 
much to offer, but what he had was a passion 
to enquire, to learn and ask questions. 
Einstein kept his curiosity alive. 

During 2000, Reio and Wiswell did a study on 
curiosity, which they published in the Human 
Resources Quarterly. The focus of their study 
was to determine the relationship between 
curiosity levels of employees, workplace 
learning and performance of the individual. 
Their study concluded the following: 

• The more curious the individual, the faster 
he/she learns and adapts in the work 
environment

• The more curious the individual the better 
he/she performs and achieves in the work 
environment

Where does this leave the new generation 
CA(SA)? How can we make sure that we stay 
curious? 

A key to staying curious is to be more 
reflective. Start thinking about your thinking! 
A great tool for this, as we have mentioned 
before, is a personal journal. The most curious 
people we know have journals and are always 

writing and reflecting. Start with basic 
questions about yourself and those around 
you, and also write about what you do every 
day. Just make sure you begin writing. 

Especially in our work relationships we need 
to stay curious. Never believe that you have 
your colleagues figured out. Never believe 
that you have learned all you can from your 
colleagues. Always be prepared to listen. 
Keep asking questions to make sure that 
you are not assuming anything. Leonardo 
da Vinci had this motto that he taught to 
others, and it simply was: “I question”. What 
in your career space have you stopped asking 
questions about? 

As a new generation CA(SA), you need to stay 
curious about yourself. Constantly grow in 
self-awareness by inviting colleagues to give 
you feedback. The most successful leaders 
that we work with are open to feedback from 
those they lead and manage. They don’t feel 
threatened, but rather empowered by the 
feedback of their teams. 

As a new generation CA(SA), you can stimulate 
your curiosity by cultivating the habit of 
reading. The television has made us lazy. 
We have seen many times how the habit of 
reading changes people for the better. If you 
don’t read you won’t succeed. This is the first 
thing we try to teach clients; to read. Try and 
read books relevant to your career and the 
challenges that you face in your career space. 

We believe in our country that we have a 
need for leaders and citizens to become 
curious again about our problems. Maybe 
we should be more curious about our 
differences. Maybe we should be more 
curious about our similarities. Maybe it 
should start with the new generation. May 
your assumptions be shattered and may your 
curiosity be rekindled. 

Adel du Plessis CA(SA) & Hermann du Plessis 
are part of Therapeia, a Seta accredited 
consulting, training and coaching business, 
focussing on the human capital growth of 
corporate companies and individuals. 
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ince the advent of democracy, the tourism sector has 
both benefited from and contributed to South Africa’s 
33 quarters of uninterrupted economic expansion since 

September 1999 - the country’s longest economic upswing. 

Opening this past year’s Business Tourism Conference, Environmental 
Affairs and Tourism Minister Marthinus van Schalkwyk said “Our 
tourism industry, having overtaken gold as a source of foreign 
exchange, is one of the major contributors to this growth”.

In 1994, a year in which three million foreign tourists entered the 
country, the Economist Intelligence Unit estimated that tourism 
contributed little more than 2% to South Africa’s economy. Fast 
forward to 2007: more than 9 million tourists visited the country, and 
tourism contributed 8.3% to GDP. 

SA Tourism CEO Moeketsi Mosola, attributes this phenomenal 
growth to “the combined and focused efforts of tourism marketing 
organisations, the increased awareness of our brand in our key 
markets and the high levels of satisfaction that travellers who have 
been to SA report back to their friends and family”. 

Success in tourism has also propelled much needed growth in job 
creation and poverty alleviation. According to the World Travel 
and Tourism Council, the industry employed approximately 969 
000 people in South Africa in 2007. This translates to 7.5% of total 
employment or 1 in every 13.4 jobs. 

Speaking at the annual tourism conference in October last year Van 
Schalkwyk said: “Jobs and business opportunities created in tourism 
have special significance for economies such as ours. They help to 
spread opportunities beyond our major metropolitan areas to rural 
areas. For every 12 international tourists who visit our country, we 
create one job in our country”.

Finding our niche
The past 14 years have also allowed South Africa to grow into a 
recognised competitor in niche tourism markets. Ecotourism, for 
example, is an area in which South Africa is considered to be a strong 
performer. The country’s national as well as private game parks have 
been lauded for their attention to eco-friendly practices. 
In 2003 government increased the country’s terrestrial protected areas 
from 5.4 % to 8%, and marine protected areas from 11% to 20%.
South Africa has also made great strides in developing Transfrontier 
Parks (TPs). Since 2000, four TPs have been formally established. These 
are the IAi- IAis/Richtersveld TP between Namibia and South Africa; 
the Kgalagadi TP between South Africa and Botswana; the Limpopo/
Shashe Conservation Area between Botswana, Zimbabwe, South 
Africa, and the Great Limpopo TP between Mozambique, South Africa 
and Zimbabwe. 

Business tourism is big business
Business tourism is fast becoming a valuable sector of tourism in 
South Africa. Having received 470 000 of the international tourism 
arrivals in 2006, this sector now makes up 5% of the total market, 
contributing R2.4 billion to total foreign direct spend. 
“This market is therefore crucial in addressing the more equitable 
spread of increased tourism spend... It also enhances economic 
development by showcasing investment opportunities to large 
numbers of delegates,” says Van Schalkwyk.  

South Africa holds just over 1% of the global meetings market, said 
the minister, who added that 2010 will be the catalyst for further 
growth in this area. 

Catalyst 2010
The 2010 World Cup to be hosted in South Africa is certain to boost 
tourism in all respects. At least 400 000 people will visit South Africa 
in the six weeks of the cup, and they are expected to spend about 
R15.6 billion. 

An additional two million international tourists are expected between 
2007 and 2015 as a result of increased exposure from being the Host 
Country for the 2010 FIFA World Cup. 

The 2010 World Cup, if managed correctly, will prove to be the force 
behind tourism’s next wave of success. The Cup will allow us an 
opportunity to shift perceptions of our country and continent, and 
will unleash the full potential of our tourism industry to create jobs 
and reduce poverty. 

South Africa’s new gold
The Minister of Environmental Affairs and Tourism, Marthinus van 
Schalkwyk, gave the industry a challenge in 2005 to grow the number 
of tourism arrivals to 10 million by 2010.  With over 9 million arrivals in 
2007, the industry seems set not only to meet, but to exceed this target. 

Tourism has become a leading driver of South Africa’s economy. While 
the country’s economy was historically based on gold, tourism is seen 
as the base of the economy of the future. – South Africa’s new gold!  

Ian Macdonald BBus Sci, is the Online Editor at SA Good News. 

TOURISM FAST FACTS
• SA Tourism increased in 2006 by 13.9% - three times the global 

average of 4.5%

• Foreign arrivals contributed R222 billion to the economy 
between 2003 and 2006

• Shamwari Game Reserve has been voted the world’s leading 
conservation and safari company, ten years in a row (1998 
– 2007)

• SA ranks second in the world for adventure travel (iExplore.com)

• SA scenery voted best in the world by readers of Condè Nast 
Traveller (UK edition)

• Singita Private Game Reserve was voted the second best hotel in 
the world in the 2007 World’s Best Awards

• Cape Town voted 10th best holiday city in the world in the 2007 
Travel + Leisure Magazine 

• Township tourism is booming – Soweto opened its first 4 star 
hotel in 2007

• SA was voted the best and most interesting travel destination by 
wereldwijzer.nl, a popular Dutch online travel magazine

• Cape Town has the 5th best blue sky in the world (UK National 
Physical Laboratory)
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ie groeisyfers vir 2007 mag nog indrukwekkend wees,  
met groei van oor die 5% relatief tot 2006. Daar was egter 
alreeds baie verlies aan BBP groeimomentum verlede jaar soos 

die verbruiker spoed verloor het, veral in duursame aankope as gevolg van 
die verhoogde rentekoerse en die nuwe nasionale kredietwet.

Dinge het egter begin handuitruk soos ons dieper in 2008 inbeweeg 
het. Drie sondebokke was verantwoordelik, naamlik elektrisiteit, 
kommoditeitspryse en die voortdurende deurwerking van verlede jaar 
se verhoogde rentekoerse.

Einde 2007 was die eerste gevaartekens in ‘n klein onderdeel van 
vaste investering. Behuising se bydrae is net 10% van die totale vaste 
investering. Die verhoogde rentekoerse het ook hier bekostigbaarheid 
ondermyn, en het gelei tot ‘n matige daling in bouplanne.

Dit het nog nie die bouaktiwiteit beinvloed nie, maar dit was wel 
‘n waarskuwing dat die omstandighede aan die verander was. Daar 
was vir ‘n tydperk die gedagte die verlaging in formele behuising 
gekompenseer sou word, deur uitbreiding van bekostigbare behuising.

Uiteindelik het dit geblyk dat nie-ekonomiese faktore baie swaarder 
weeg. Munsipaliteite kon blykbaar nie bybly in die verskaffing van 
dienste nie. Geboue voltooiing sal hierdie jaar waarskynlik daal met 
5%-8%, of selfs meer.

Eskom se elektrisiteit stories het ook hier aan bygedra, en die 
verswakking word verder uitgekring na ander ekonomiese sektore. 
Ander bou-aktiwiteite soos kantore, winkels en fabrieke is ook negatief 
getref. Verder was daar verminderde groei in swaarvoertuigverkope en 
die mynbou is ook getref deur verminderde elektrisiteit.

Dit alles het die groeivooruitsigte van vaste investering in ‘n kwessie 
van weke gehalveer, van 16% verlede jaar tot 8% hierdie jaar. 

Die verlies aan groeimomentum in die ekonomie het egter 
voortgegaan om te verdiep soos die maande verby gegaan het. 
Die hoofsaaklike rede was die stygende inflasie en die verhoogde 
rentekoerse se sloerende uitwerking op verbruiksbesteding.

Soos olie en voedselpryse gestyg het, as gevolg van die swakker Rand in 
2008, het VPIX inflasie verder versnel. Die tweede kwartaal in 2008 sal 
waarskynlik oor die 10% VPIX inflasie wys. Met lone en salarisse wat nog 
steeds slegs 8%-9% styg, is daar nou in verlies van werklike koopkrag van 
1%-2%, eerder as ‘n styging soos normaalweg die geval is.

Huishoudings met skuld, is maandeliks nog meer geld kwyt, aan 
verhoogde rentebetalings vergeleke met verlede jaar. 

Hierdie is ‘n groot ommeswaai vergeleke met die sterk inkomstegroei 
van 2003-2007. Kleinhandelsverkope verloor nog steeds momentum, 
en dit het ‘n deurwerking na produksie, maar ook voorraadposisies, 
werksgeleenthede en vaste investering. Daar word nou blykbaar in 
groot dele van die ekonomie teruggesny. 

Die ekonomie is nog aan die afkoel, verloor ook nog groeimomentum, 
en die eerste kwartaal se swak BBP groei sal waarskynlik nog nie die 
volle prentjie deurgee nie, met verdere verswakking moontlik. 

Die enigste twee werklike ligpunte is die mooi landbou oeste en die 
styging in edelmetaalpryse wat grootliks betaal vir die styging in 
olieinvoerkoste en ons so beskerm, iets wat baie ander lande nie het nie.

Nadat ons BBP vier jaar lank met oor die 5% gegroei het, is die 
ekonomie se momentum nou beslis baie swakker. Selfs die 4% BBP 
groei geprojekteer in Februarie se nasionale begroting lyk nou steeds 
te hoog. BBP groei van om en naby 3% in 2008 lyk baie nader aan 
die kol, soos verbruiksbesteding verder verswak, ook nou in semi-
duursame, nie-duursame en dienste aankope. 

Vaste investering bly mooi geanker in die groot planne van die publieke 
sektore, om die infrastruktuur uit te brei,, maar daar is blykbaar nogtans 
‘nn verlies aan groei in groot dele van die privaatsektor.

Hoewel ons VPIX inflasie nog steeds opwaarts neig as gevolg van 
stygende kommoditeitspryse en ‘n verswakkende Rand, sal die 
Reserwe Bank die klem verskuif na onderliggende kerninflasie, met 
inagneming van die verswakkende groeimomentum. 

Kerninflasie het verder gestyg, vanaf (4.5%-5% in 2007) tot nader aan 
6% soos elektrisiteit en ander faktore, soos maatskappykoste verhoog 
het. Lone en salarisse is ook nog steeds aan die styg. Verder skep die 
dalende Rand verhoogde inkomste vir produsente in die landbou, 
mynbou en dele van die vervaardigingswese. 

Hierdie aspekte mag die Reserwe Bank dalk dwing om rentekoerse 
nog verder te verhoog in die loop van 2008. Terselfdertyd moet ons 
die verswakking in die groei in ag neem, en die mate waartoe dit 
inflasie kan teenwerk. Stagnasie in werksgeleenthede en swakker 
vaste investeringsgroei sal ‘n rede tot kommer wees en die Reserwe 
Bank sekerlik versigtig stem.

Hierdie sikliese aanpassing is vir eers nog nie verby nie. Ons moet 
wag vir die VSA kredietkrisis om tot ‘n einde te kom, so ook vir minder 
onrus op wereldmarkte en gevolglike afwaartse druk op die Rand, en 
matiging in olie en voedselprysstygings internasionaal.

Dit op sy beurt behoort minder druk op ons huishoudings te plaas. 
Rentekoersdalings sal uiteindelik ook verligting bring wanneer inflasie 
weer aan die daal is.

Verder sal die ekonomie meer duidelik moet aanpas by die 
verminderde elektrisiteitsverskaffing van Eskom, wat waarskynlik nog 
vir jare ‘n realiteit sal wees. 

Cees Bruggemans is hoofekonoom van First National Bank. Besoek sy 
webwerf www.fnb.co.za/economics en skryf in op sy vrye e-pos artikels.

[  wik en weeg  ]
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t was Shakespeare’s Julius Caesar 
who said: “If you have tears, prepare 
to shed them now”. While tears may 

be common in movies and on stage, it is rare 
to find them employed by legal counsel. In the 
course of a trial in the United States, where 
the jury system operates in serious cases, 
counsel for the plaintiff was weeping openly 
during his conduct of the prosecution case.

The action was instituted by a young lady in 
Tennessee who was seduced under promise of 
marriage. In court, counsel for the aggrieved 
lady, in the middle of a very eloquent and 
impassioned appeal to the jury, shed tears and 
unduly excited the sympathies of the jury in 
favour of the plaintiff and greatly prejudiced 
members of the jury against the defendant 
– or so counsel alleged in an appeal to the 
Supreme Court of Tennessee.

On appeal, the Supreme Court held that the 
conduct of counsel in presenting their cases 
to court is a matter that must be left largely to 
the ethics of the profession and the discretion 
of the trial judge. Some counsel deal wholly 
in logic – argument without embellishment of 
any kind. Others use rhetoric and occasional 
flights of fancy and imagination. Others 
employ only noise and gesticulation, relying 
on their earnestness and vehemence instead 
of logic and rhetoric. The Appeal Court went 
on to say that, if counsel has tears at his 
command, it may be seriously questioned 
whether it is not his professional duty to shed 
them whenever an appropriate occasion arises.

You may be wondering what on earth this has 
to do with tax. The discipline of tax arguably 
lends itself to tears more readily than any 
other branch of the law. As R E Megarry QC 
points out in his Second Miscellany-at-Law 
published by Wildy & Sons in 2006, it was said 
by the United States Supreme Court that “… 
no other branch of the law touches human 
activities at so many points. It can never be 
made simple but we can try to avoid making 
it needlessly complex...” It was summed up 

succinctly by a senior judge of the court who 
said: “…Looking backward it is easy to see that 
the line between the taxable and the immune 
has been drawn by an unsteady hand…”.

In Inland Revenue Commissioners v Wood 
Brothers, a complex tax case before the 
Court of Appeal in England, Viscount 
Simonds observed: “The subject is excessively 
complicated. Going home yesterday I kept 
asking myself who said ‘chaos and old night’ 
and in reference to what?” The answer lies in 
John Milton’s epic poem Paradise Lost, which 
was first published in 1667. Seating himself on 
the Tree of Knowledge, Satan overhears Adam 
and Eve talking about the prohibition made 
by God, and resolves to entice Eve to eat the 
forbidden fruit. Milton wrote:

“Sonorous metal blowing martial sounds 
At which the universal host up sent 
a shout that tore hell’s concave, and 
beyondfrighted the reign of Chaos  
and old Night.”

This verse was also quoted in the South African 
case of Greyling v Pretorius when the judge 
declared that, if the courts failed to enforce 
the law, however much it might result in tears 
and distress, we should very soon find that 
the slender paradise of an ordered community, 
which our toil has gained for us, had been lost 
and the dreadful ‘reign of chaos and old night’ 
would be upon us.

It was said of the late Mr Justice Melamet 
that, during his stint in the late 1980s as 
presiding judge in the Johannesburg Special 
Court for Hearing Tax Appeals, he caused more 
tears and heartache among appellants than 
any other judge; because of the number of 
appeals he dismissed. The criticism is unjust. 
Judge Melamet’s  patent dislike of artificial 
and highly creative forms of tax avoidance 
was well known. At that time, a tax avoidance 
frenzy had spread unchecked throughout the 
country, but especially in Johannesburg. Large 
accounting practices were promoting, on a 
commission basis, exotic tax loss schemes 
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involving movies and forestry plantations. 
Many practitioners had serious doubts about 
the ethics of some of the arrangements, most 
of which ultimately failed because of their lack 
of substance.

Taxpayers and their advisers that promoted 
such schemes and were bold enough to 
challenge the Commissioner in court, were 
treated unsympathetically by Judge Melamet 
and got short shrift in his court. The origin 
of the expression ‘short shrift’ seemed 
particularly apposite at times, as it referred to 
the few minutes in olden days when a criminal 
that was about to be executed was allowed to 
make his confession.

At about the same time, offshore captive 
insurance companies were in vogue. Groups 
of companies would effect their short-term 
insurance through a ‘friendly’ offshore 
company. The premiums were tax deductible 
and the underwriting profits earned by the 
offshore company were channelled back to the 
insured in South Africa as tax free dividends. 
Judge Melamet’s definitive report on the 
matter signaled the end of many of these 
arrangements.

Copious tears were shed by many large 
corporate groups; there was, however, a 
greater volume of crocodile tears shed by the 
Commissioner and his staff, who rejoiced in 
the judicial condemnation of the schemes.

The last word on the subject of tears should 
be left to the erudite South African judge, 
Mr Justice van den Heever, who in a criminal 
trial (R v M 1953 (4) SA) said that tears after 
the event are not necessarily persuasive. They 
may be tears of remorse or apprehension. 
Gretchen’s famous lament ‘ My peace is gone, 
my heart is heavy’ he said, is no pointer to her 
having been ravished by Faust. 

Julius Caesar would probably have agreed. 

Penelope Webb, who for some years worked 
in industry, is a former tax partner of a large 
international accounting firm.
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his article deals with the manner in which the number 
of days in which to lodge an objection are to be calculated 
as well as certain aspects of the rules governing objections 

and appeals.

The Manner in which the Number of Days in which to 
Lodge an Objection are to be Calculated

The rules regulating objections and appeals are now very much time 
driven, and thus it is important that taxpayers remember the number 
of days within which they are entitled to reasons for the assessment 
issued and also the period within which the objection is to be noted.

The rules refer to “days”, and section 83(23) of the Act states as 
follows:

“Any reference in this Part and the rules to “day” means any day 
other than a Saturday, Sunday or Public Holiday; Provided that 
the days between 16 December of a year and 15 January of the 
following year, both inclusive, shall not be taken into account in 
determining days for the period allowed for complying with any 
provision in this Part or the rules.”

The taxpayer is fully entitled, as pointed out earlier, to insist on proper 
reasons for the assessment received, and is entitled thereto within a 
period of 30 business days from the date of the request.

Where the reasons supplied by the Commissioner are sufficient, the 
taxpayer is required to note an objection within 30 days of the date 
of the assessment concerned. The thirty days will commence from the 
first date on the notice of assessment date, that is form IT34. Where, 
however, the Commissioner: SARS has issued a letter that purports to 
be an assessment, it is safer to work on the 30 days as commencing 
from the date of the letter concerned, as opposed to the date upon 
which the actual notice of assessment is received. This aspect has 
been discussed previously at length.

A Brief Overview of the Objection and Appeal Process and 
the Options Available to the Taxpayer to Proceed either to 
ADR, the Tax Board or the Tax Court or Attempt to Resolve 
the Matter under the Settlement Rules

The Act allows for the taxpayer to note an objection against an 
assessment and in order to do so the taxpayer must complete form 
ADR 1 and set out the detailed grounds of objection on the ADR 1, 
or in a separate letter. It is necessary to complete an ADR 1 for each 
assessment.

Where the taxpayer relies upon a legal advisor or accountant to 
submit the detailed grounds of objection, SARS insists that the 
taxpayer must personally sign the form ADR 1. A taxpayer is bound 
to the grounds of objection submitted at this stage, and cannot add 
thereto later.

In addition, the Commissioner: SARS will require that the taxpayer 
signs a Power of Attorney in favour of the advisor confirming that he/
she is authorised to act for the taxpayer in respect of the objection.

The writers firm has previously obtained a power of attorney signed 
by the taxpayer and completed the ADR1 on behalf of the taxpayer. 
SARS has come back to us and advised that it requires the form 
ADR1 to be signed by the taxpayer personally, in the case of a natural 
person, or by the public officer of a company, or a director, who has 
been duly authorised by hisher board to sign the form in question.

If the objection has been disallowed, the taxpayer must complete 
form ADR2 if he/she wishes to challenge the decision to disallow the 
objection. The matter can then proceed either to Alternative Dispute 
Resolution (ADR), the Tax Board where the amount in dispute does 
not exceed R500 000, or the Tax Court.

The writer has on a number of occasions, requested that a dispute be 
referred to ADR only to be advised by the Commissioner: SARS’s local 
office that the matter is inappropriate for ADR and should proceed 
directly to the Tax Court. The new rules regulating the objection 
and appeal process prescribe a number of days within which certain 
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events are required to happen and, unfortunately, it appears that in 
many cases the time frames are not being adhered to.

Once the Commissioner has taken a decision to allow the objection, 
the matter will come to an end and a revised assessment must then 
be issued by the Commissioner in conformity with the decision made 
by SARS in favour of the taxpayer.

It must be remembered that, despite the fact that a taxpayer has 
succeeded in his/her objection, the matter can be reviewed and 
revisited by the Commissioner within a period of three years.

This is what happened in the case of Carlson Investments Share Block 
(Pty) Ltd vs Commissioner: SARS (63 SATC 295). The sections regulating 
the objection procedures read together with section 79 specifically 
allows the Commissioner to review a matter even though an objection 
has already been allowed. The only time that a taxpayer obtains 
finality is where the Tax Court has ruled on the matter and he/she has 
succeeded with their appeal.

Thus, even though a taxpayer may succeed with a matter in objection, 
it does not mean that that is the end of the matter. The Commissioner 
can review the matter within a period of three years in accordance 
with the provisions of section 81 and section 79 of the Act.

The flowchart made available by the Commissioner setting out the steps 
involved in the objection and appeal process can be useful. Once the 
taxpayer has received notice of the disallowance of his/her objection, 
he/she is entitled, within a period of 30 business days, to note an appeal 
against the decision and request that the matter be referred either to 
the Tax Board or the Tax Court or Alternate Dispute Resolution.

In certain cases, it may be appropriate to try and settle a dispute 
under the provisions contained in sections 88A to 88H of the Act 
found in a new part of the Act, new Part IIIA of the Act.

The purpose of the settlement rules is contained in section 88B of the 
Act. That section states as follows:

“1. The basic principle in law is that it is the duty of the 
Commissioner to assess and collect taxes, duties, levies, charges 
and other amounts according to the laws enacted by Parliament 
and not to forego any such taxes, duties, levies, charges or other 
amounts properly chargeable and payable.

2. Circumstances may, however, require that the strictness and 
rigidity of this basic principle be tempered where it would be to 
the best advantage of the State.

3. The purpose of this part is to prescribe the circumstances 
whereunder it would be inappropriate and where only it would 
be appropriate that the basic rule be tempered and for a decision 
to be taken to settle a dispute.”

Where the taxpayer has evaded tax, the settlement rules will not be 
applicable in accordance with the provisions of section 88C of the Act.

Section 88D of the Act sets out those circumstances where it may be 
appropriate to settle a dispute, as follows: 

“The Commissioner may, where it would be to the best advantage 
of the state, settle a dispute, in whole or in part, on the basis 
that it is fair and equitable to both the person concerned and the 
Commissioner, having regard to inter alia –

a. whether that settlement would be in the interest of good 
management of the tax system, overall fairness and the best 
use of the Commissioner’s resources;

b. the cost of litigation in comparison to the possible benefits 
with reference to –

(i) the prospects of success in the court;

(ii) the prospects of collection of the amounts due; and

(iii) the cost associated with collection;

c. whether there are any –

(i) complex, factual or quantum issues in contention; or

(ii) evidentiary difficulties, which are sufficient to make the 
case problematic in outcome or unsuitable for resolution 
through the alternative dispute resolution procedures or the 
courts;

d. a situation where a participant or a group of participants in a 
tax avoidance arrangement has accepted the Commissioner’s 
position in the dispute, in which case the settlement may 
be negotiated in an appropriate manner required to unwind 
existing structures and arrangements; or

e. whether the settlement or the dispute will promote compliance 
of the tax laws by the person concerned or by a group of 
taxpayers or a section of the public in a cost-effective way.”

Where, for example, the taxpayer has insufficient documentary 
records or is party to a scheme similar say to film schemes, plantation 
schemes and other types of arrangements, the Commissioner would 
be empowered to settle the dispute under the rules contained in Part 
IIIA of the Act.

The Act contains defined procedures to be followed where a dispute is 
to be settled under the rules, and the manner in which details thereof 
are to be reported to the Auditor-General and the Minister of Finance.

The writer is of the opinion that the new rules are better than those 
previously in place in so far as objection and appeal procedures 
are concerned. Once taxpayers and the Commissioner become 
more familiar with the rules, the procedures should become more 
streamlined and more efficient.

Conclusion

Taxpayers have obtained a number of rights that they did not have 
before as a result of the enactment of the Final Constitution and in 
particular the Bill of Rights contained therein. However, it must be 
remembered that the rights contained in the Final Constitution are 
capable of limitation by a law of general application in accordance 
with the limitation of rights provision contained in section 36 of the 
Final Constitution. In arguing a case regarding an abuse of rights, 
taxpayers need to approach a court with clean hands and show that 
they have complied with their obligations and that the Commissioner 
has abused the powers conferred on him. 

It does unfortunately happen that certain officials exceed the boundaries 
of the powers that they have. This conduct cannot be condoned and 
action must be taken against such officials, either by lodging complaints 
with the SARS Service Monitoring Office or by approaching the High 
Court for relief. The obligations that taxpayers have in this country have 
increased recently, and it is important that taxpayers are fully aware 
of such obligations that they face in the tax arena. The possibility now 
of obtaining binding tax rulings should improve and assist in securing 
certainty in tax matters in this country, as is the case in many countries 
around the world. The Commissioner is also increasing the information 
required from taxpayers and from third parties regarding taxpayers in 
order to ensure that full and proper disclosure is made. It is important 
that the disclosure of information in these cases is properly controlled 
and is not abused in any way. The new objection and appeal procedures 
should improve the speed with which disputes between taxpayers and 
SARS are resolved. 

Beric J Croome BCom, BProc, LLB, FCMA, H Dip Tax Law (cum laude), 
CA(SA) Advocate of the High Court of South AfricaTax Executive - 
Edward Nathan Sonnenbergs Inc
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ISLAMIC
FINANCE
special report

Islamic Finance is growing in global importance as an alternate, 
humane and ethical financial system. Through the prohibition on 
interest, and the focus on equity financing and trade of tangible assets, 
Islamic Finance provides a viable alternative to conventional finance, 
but with a significant focus on social responsibility and inclusive profit 
making. The Islamic Finance industry is growing globally, with billions 
of dollars already invested in Shariah investments. 
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FUNDAMENTALS
OF ISLAMIC FINANCE

equality, promotion of free trade, the harnessing of resources through 
partnership as opposed to debt, etc.

The following underlying aims of Islamic Finance are the same as 
those of conventional finance:

• To use the funds of surplus economic units to facilitate investment 
and asset allocation

• To facilitate trade

• To provide financial services

• To create investment opportunities.

The difference, however, between Islamic Finance and conventional 
finance is in the manner in which it proceeds to meet its objectives. 
The basis of Islamic Finance is equity (through profit and loss sharing 
schemes) and rental income, whereas the pillar of conventional fiancé 
is debt (through interest). The Islamic financier/investor deals in physical 
assets, whereas the conventional financier deals mainly in paper assets. 
Therefore, an Islamic financier will assume the risk of the purpose of the 
funds he is investing, and share in pre-agreed ratios in the profit or loss 
resultant therefrom, while the conventional financier will only assume 
the risk of default of the entity or person to whom he is advancing funds, 
and the only upside that he will receive is the interest payable on the loan. 
Therefore, if the interest payable on a loan is 10% p.a, the conventional 
financier will receive a return of R10 000 000 on a R100 million loan, 
regardless of the trading profit generated from that amount. If the Islamic 
financier had agreed to a 40% share of the profit or loss in return for 
investing R100 million in the entity, and the entity generated a net profit 
of R30 million, the financier would receive R12 million in dividends (much 
more tax efficient than interest!). Thus, the Islamic financier assumes 
business and operational risk in exchange for higher profits.

Seven major transactions form the building blocks of Islamic Finance 
techniques:

• Musharakah – this entails forming a partnership to undertake some 
economic activity.

• Diminishing Musharakah – this entails one partner (or partners) 
buying out the interest of the other partner(s) over time, so that 
the interest of the other partner(s) in the venture diminishes.

• Ijara – this entails the rental of a physical asset to another party.

• Salam – this entails paying “now” for a commodity for delivery at 
some later, pre-agreed time.

• Istisna – this entails paying “now” for delivery at some later, pre-
agreed time for a commodity that has yet to come into existence.

• Murabaha – this entails buying an asset, adding a fixed mark-up as 
profit, and then selling it either as an installment sale or  
at spot.

• Mudaraba – this entails a form of partnership where one partner 
provides the capital and the other partner provides the skills.

It is crucial to note that there are numerous factors regarding the 
execution, nature of commodity, etc. of the above transactions that 
will affect its validity in terms of Shariah (Islamic religious law) – the 
above descriptions are meant to provide a broad, conceptual overview 
of the different permissible transactions. A complete discussion on 
the technical details and finer points of the above transactions are 
beyond the scope of this article. 

he purpose of this article is to explain the fundamental 
principles and underlying philosophy of Islamic Finance, and 
to explore the possibilities of the implementation thereof 

in South Africa. Firstly, the philosophy and socio-economic rationale 
underpinning Islamic Finance will be introduced, as it will be difficult to 
appreciate the resultant financial techniques without an understanding 
and appreciation of these principles. The next step will be to compare 
the aims and objectives of Islamic Finance with that of conventional 
finance. This will, in turn, introduce the reader to the major points 
of difference between Islamic Finance and conventional finance. 
Having firmly established the philosophy, rationale and difference 
in approach of Islamic Finance, the different modes of financing in 
Islam will be explained, and examples given of their application. The 
status of certain conventional financial instruments in Islam will then 
be discussed, followed by a discussion of the application of Islamic 
Finance techniques to achieve specific financing objectives. Having 
explained the mechanism and application of Islamic Finance techniques, 
the focus will shift toward creating specific investment products, and 
risk/return profiles using these techniques as the building blocks. Finally 
the scope and possibility for application in South Africa and Africa will 
be examined, and the role of religious scholars and institutions will be 
examined and explained. A brief examination of the way forward for 
Islamic Finance in South Africa will conclude the article.

Contrary to popular belief, Islam does permit the making of a profit. 
In fact, profit forms the basis of the Islamic financial system, in that 
every technique of Islamic Finance allows for the making of a profit by 
the party that provides the risk capital, as well as the party that uses 
the capital. There are, however, conditions on the manner in which 
the profit is made, and Islam certainly does not espouse the making 
of a profit in any way that violates religious law or is harmful to the 
stakeholders inherent in the business or economic activity. Profits in 
Islam must be inclusionary and ethical. By inclusionary, it is meant 
that both the provider and user of capital need to assume risk, and 
share in rewards. The major tenent of Islamic Finance is that interest, 
in any way, shape or form is strictly and utterly prohibited. Islam 
regards interest financing as immoral and socially and economically 
harmful, for a number of reasons: the extension of credit increases 
money supply, which stimulates demand, but does not always result 
in real, tangible economic activity – resulting in a variety of economic 
ills such as inflation, continued unemployment, widening income gaps, 
etc. In Islamic financing, money is never the object of trade, and every 
transaction must involve a tangible, useable asset – therefore, the only 
way for an individual to increase his/her income is through undertaking 
greater trade, manufacturing or service provision. This emphasis on 
economic activity ensures that as money changes hands( from the 
provider to the user) , this change is accompanied by an increase in 
trade, manufacture, service provision and, as a result, employment. 
Greater economic activity will stimulate the need and development 
of infrastructure, basic services, etc. There are also strict requirements 
regarding the nature of profit sharing, the interaction between 
business partners, the types of businesses that may be invested in, 
prohibited activities, responsibility to the community and environment 
etc. Thus, while CSI and business ethics are very much flavour of the 
day in conventional finance, Islamic finance has been entrenching, 
in fact demanding, these qualities of business for over 1400 years. 
Islamic Finance is therefore built on divine principles, governing and 
enforcing accountability to stakeholders, moral behaviour, fairness, 

T
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everage has become an important part of balance sheet 
management in the modern business world, as investors 
and business owners constantly seek to amplify the returns 

gained on funds invested by them. Essentially, the overriding objective 
in seeking out leverage is the ability to generate the highest return 
possible from investing as little of one’s own cash as possible. If the 
objective, then, is to lift the returns on equity capital to as high a 
point as possible, the next step would be to ask: “What is the most 
appropriate lever to achieve this?” The best way to address this 
question is to look at the drivers of Return on Equity (ROE). The Du 
Pont model breaks down ROE into the following components:

ROE = (Profit Margin) X (Total Asset Turnover) X (Equity Multiplier)

= (Net Income/Sales) X (Sales/Total Assets) X (Total Assets/ 
Total Equity)

Looking at the above identity, it becomes clear that by holding any 
two factors constant, and simultaneously increasing a third factor, 
or any combination thereof, ROE can be increased. Immediately, an 
enterprise can increase its ROE by increasing its profit margin, while 
keeping sales constant, or by increasing its sales while keeping total 

L

leverage in
islamic
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It should now be obvious to the reader that any financial instrument or 
product involving the use of interest in any way is forbidden in Islam. 
But what about listed equity and derivatives? There are numerous 
equity funds that invest in listed equity and claim to be Shariah 
compliant. Worldwide, a screening mechanism and certain debt/equity 
ratios, dividend cleansing etc. are used to evaluate the suitability of a 
listed equity as a Shariah compliant investment. There are, however, 
scholars that render investing in listed equity to be forbidden, and 
some conservative scholars in South Africa agree – the important point, 
however, is to note that investing in listed equity has not recieved 
blanket approval as being permissible. Due to the fact that there is no 
physical underlying being traded (with a guarantee of exchange), any 
form of derivative is outlawed in Shariah. The precise reasons for the 
outlawing of derivatives are, again, beyond the scope of this article.

The true power of Islamic Finance comes to the fore when one considers 
the wide range of applications for the techniques described earlier. 
The possibilities are endless, but the following list gives a relatively 
comprehensive overview of the scope of application of the various Islamic 
Finance techniques listed earlier:

• Murabaha – House Finance, Fixed Asset Finance

• Musharakah – Venture Capital, Private Equity, Project Finance

• Diminishing Musharakah – Venture Capital, Private Equity, House 
Finance

• Ijara – Asset Finance

• Salam – Agricultural Finance, Hedging

• Istisna – Asset Finance, Trade Finance

• Mudaraba – Venture Capital, Investment Funds

Diverse risk and payoff profiles can be created by constructing an 
investment portfolio consisting of investments using different modes 
of Islamic Financing. For example, an investor wanting regular income 
from his/her capital could buy assets and use an ijara agreement, 
whereby he/she would rent them out for a specified period of time 
at a specified monthly rental. An investor wanting high returns could 
enter into a musharakah agreement and buy a stake in a business. An 
investor wanting a balanced risk profile could invest half his money in 
an Ijara investment, and the other half in a Musharakah investment. 
Therefore, the principles of investment management, such as 
diversification, income versus capital growth, low risk versus high 
risk, sector diversification etc. will still apply to an Islamic investor, 
but the manner in which these objectives are achieved, as well as the 
investments used, will differ from conventional finance.

The scope of application of Islamic Finance in Africa and South Africa 
is enormous. Islamic Financing structures can be used to encourage 
SME development, provide affordable housing, finance infrastructure 
projects, facilitate BEE deals, etc. while always ensuring fair, ethical 
business practices aligned with an increase in real assets and 
employment. The role of Muslim scholars in sanctioning the validity 
of Islamic Finance products and transactions is vital, as seemingly 
unimportant details can change the Shariah status of a product or 
transaction. The problem at the moment is that there is no unified 
approval structure for the entire country; however, this will soon 
change. The Council of Muslim Theologians (Jamiatul Ulama Tvl) has 
a dedicated Economics and Finance Desk, and the day is not far off 
when a countrywide Islamic Financial Services Authority will regulate 
the use of the term “Shariah Compliant”. The way forward for Islamic 
Finance will emerge as entrepreneurs realise the scope of the potential 
market for Islamic products, and innovation and vision take hold of the 
country. Judging by the success of ethical funds worldwide, the need 
to bolster GDP in South Africa and with its intense focus on business 
ethics, Islamic Finance is going to become a permanent feature of 
South Africa and Africa’s economic landscape. 

Ebrahim Patel BSc (Hons), MPhil,  MIFM is a director of The An Nakheel 
Group, consisting of a Shariah Property Fund, a Corporate Shariah 
Advisory company and Media company.
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Lease Scenario

Cash Invested via Equity R                 0

Sales Generated R   5,000,000

Gross Profit R   3,000,000

Machinery Rental R   1,500,000

Net Profit R   1,065,000

Total Net Profit R   6,065,000

Total Equity R 25,000,000

ROE 20%

assets unchanged. The problem with the first approach is that its effect 
only works up to a point. If an enterprise is operating efficiently, in a 
competitive marketplace, its ability to increase profit margins and sales 
is very much a function of the operating conditions in which it finds 
itself. Therefore, while it is most possible to increase ROE by focusing on 
profit margins and asset turnover, the last factor, the equity multiplier, 
has to be introduced in conjunction with the first two factors in order 
to effect a sustained increase in ROE. The need for the three factors to 
work in conjunction can be seen from the fact that the different factors 
involve interplay between balance sheet and income statement items. 
The profit margin is calculated using income statement items, and the 
equity multiplier is calculated using balance sheet items. The asset 
turnover ratio involves dividing an income statement item by a balance 
sheet item. Therefore, any increase in assets must not decrease sales or 
net income, and any addition to assets should, in fact, result in higher 
sales. In other words, there has to be synergy between balance sheet 
management and operational efficiency. This is important because, 
in focusing on the equity multiplier as a driver of ROE, you have to 
increase the ratio of assets to equity.

Increasing the ratio of assets to equity involves acquiring assets using 
resources other than equity capital. In conventional finance, this usually 
involves using interest-bearing debt to acquire assets. However, if 
the ability of the asset to generate sales and improve profit margins 
is less than the interest payable on the asset, the net effect would be 
a lowering of net income, which would decrease the first ratio in the 
Du Pont identity, diluting the gains made on the equity multiplier. In 
addition, the asset turnover ratio would decrease, further nullifying 
the effect of the increase in the equity multiplier. Thus, in principle, 
to increase ROE, an enterprise will have to focus on adding suitably 
productive assets to its balance sheet without using equity capital. 

From an Islamic point of view, there are the following ways to add 
assets to one’s balance sheet without using equity capital: one could 
lease an asset, one could buy assets on credit and pay for them using 
cashflows generated by the asset, or one could act as an intermediary 
and sell goods on a consignment basis. The first option, to lease 
assets, would involve using an Ijaarah (rental) transaction. It is 
important to note that, in Islamic finance, the lessor is responsible for 
all maintenance of the asset, and the risk of natural destruction lies 
with the lessor. The lessee is only responsible for applying reasonable 
due care in ensuring the safety of the asset and in paying a gross 
lease premium. Rentals, or lease premiums, in Islamic finance, are 
determined upfront for the duration of the lease and, once set, are 
not subject to any fluctuation. Thus, in an Islamic Finance context, a 
lessee will be paying a fixed amount for use of a particular asset. An 
example will illustrate the potential that Ijaarah contracts have for 
increasing an enterprises ROE.

Example:
Assume that an enterprise wants to expand its manufacturing 
operations, and such expansion will only require the addition of new 
equipment and not any additional staff or other expenditure. The 
current ROE of the enterprise is 20%, calculated as follows:

There are two options available to the enterprise, either to purchase 
the new machinery for R15 million using equity capital, or rent 
the machinery for a fixed rental of R1,5 million p.a. Assuming a 
depreciation allowance of 20% p.a. and that the net profit of R5 
million currently being generated is unaffected by the new machinery 
and the products and operations thereof, the result of leasing and 
owning the machinery are presented below: 

Net Profit R   5,000,000

Equity R 25,000,000

ROE 20%

Purchasing Scenario

Cash Invested via Equity R 15,000,000

Sales Generated R   5,000,000

Gross Profit R   3,000,000

Depreciation at 20% R   3,000,000

Tax Payable R                 0

Net Profit R   3,000,000

Total Net Profit R   8,000,000

Total Equity R 40,000,000

ROE 20%
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Thus, although the depreciation allowance in the case of ownership 
provides a tax shield, which increases net profit, and there is no 
obligation to pay rentals, the increase in net profit is not greater 
than the increase in equity. Ultimately, therefore, the ROE stays the 
same under the ownership scenario but increases under the leasing 
scenario. These results are not, however, absolute, and a change in 
lease pricing and profitability can actually make ownership the more 
attractive option. Assume that the sales generated amount to R8 
million and that the rental on the machinery amounts to R4,5 million 
p.a. then the results are as follows: 



An important note to bear in mind is that the net profit figure adds 
back depreciation to arrive at a true cash net profit, rather than a pure 
accounting net profit. It is assumed that all sales are strictly cash. 
Therefore, the lessor will most likely set his rentals at a level that gives 
the lessee a greater ROE than the ownership scenario for any given set of 
variables, or else the “leverage” to be gained from leasing will be negated.

Ijaarah contracts work well in introducing leverage by facilitating 
the acquisition of “leasable” productive fixed assets. But what about 
relatively current assets, such as stock in trade? In order to introduce 
leverage with regard to current assets for trade, the use of trade 
terms from suppliers and negotiating consignment orders from 
suppliers will enable an enterprise to hold inventory and trade the 
inventory, without outlaying additional cash.

Another way of obtaining leverage in Islamic Finance is when a 
transaction has different payoff profiles, and there are partners that each 
require one of these different profiles. Consider the following example:

Two parties want jointly to purchase a property worth R25 million, 
with a rental yield of 10% p.a. and a capital growth of 15% p.a. One 
party agrees to collect only rental income for 5 years and the other 
party agrees to collect the capital profit after selling the property in 
5 years time. The rental partner requires regular income, whereas the 
capital partner requires lump sum payments every five years, to suit 
their respective cashflow requirements. Ordinarily, the rental partner 

Lease Scenario

Cash Invested via Equity R                 0

Sales Generated R   8,000,000

Gross Profit R   5,000,000

Machinery Rental R   4,500,000

Net Profit R      355,000

Total Net Profit R   5,355,000

Total Equity R 25,000,000

ROE 21.42%

Purchasing Scenario

Cash Invested via Equity R 15,000,000

Sales Generated R   8,000,000

Gross Profit R   5,000,000

Depreciation at 20% R   3,000,000

Tax Payable R      580,000

Net Profit R   4,420,000

Total Net Profit R   9,420,000

Total Equity R 40,000,000

ROE 23.55%

would only earn a 10% p.a. yield (assuming no taxes, expenses or 
escalations) had it bought the entire building, and the capital partner 
would have earned a 15% p.a. capital growth. Arguably, the rental 
partner would have had access to the capital profits and the capital 
partner to the rental profits, earning them a compounded annual 
return of roughly 20% (assuming all rentals were collected together 
with capital at the end of 5 years, for purposes of calculation). Even 
with that, the splitting arrangement produces approximately a 2,5% 
higher ROE!!

Value of Property R 25,000,000

Rental Yield p.a 10%

Capital Growth p.a 15%

Equity Contribution of Rental Partner R 11,000,000

Equity Contribution of Capital Partner R 14,000,000

Rental Earned Annually R  2,500,000

Implied Rental Yield to Rental Partner 22.73%

Term of Partnership - Years 5

Value of Property After Term R 50,283,930

Profit to Capital Partner R 25,283,930

Implied Compounded Annual Return 22.92%

Thus by splitting different cashflow profiles, as well as having different 
timing requirements on when cash is paid to investors (beyond the 
scope of this article!), leverage can be created in an Islamic Finance 
framework. There is nothing wrong with leverage in Islamic finance, so 
long as the lever being used is a permissible transaction or agreement, 
and does not involve interest-bearing debt!! 

Ebrahim Patel BSc (Hons), MPhil,  MIFM is a director of The An Nakheel 
Group, consisting of a Shariah Property Fund, a Corporate Shariah 
Advisory company and Media company.
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Well established medium firm of Accountants and 
Auditors, offering excellent training, has vacancies 
for article clerks at all levels. E-mail complete CV 
to faffa@pyperturner.co.za or fax to 021 854 4418 
for attention Francois Pyper.

AUDIT STAFF & AUDIT MANAGERS 
REQUIRED  
Vexillum Auditors Incorporated, a well established 
audit, tax and management advisory Firm 
with offices in Johannesburg, Pretoria and 
internationally requires audit staff at all levels 
as well as audit managers to pursue an exciting 
and dynamic career with us, including excellent 
medium to long term progression across all our 
divisions. Please e-mail CV to HR@vexillum.co.za.

TRAINEE ACCOUNTANTS – PRETORIA 
Well established medium-size firm of Chartered 
Accountants situated in Brooklyn Pretoria offering 
excellent training, has vacancies for 1st year 
trainees from January 2009. Fax your CV to  
012- 346 5599 or e-mail to kotie@mvv.co.za.

HORWATH LUBBES CORPORATE 
SERVICES (PTY) LTD 
Secretarial and corporate services. Lodgement of 
annual returns. Incorporation of companies, CC’s 
and Trusts. Shelf companies and CC’s. Lodgement 
of all statutory documents and compliance.  
Tel: 012 348 6335 Fax: 012 348 6384,  
info@horwathpta.co.za Docex 222 Pretoria. P O 
Box 1353 Pretoria 0001.

A LARGE AMERICAN AUDITING FIRM 
situated in the centre of New York City is looking 
to recruit staff who would like to work on a three-
month contract or permanent basis. They should 
have a CA(SA) or be in the process of completing 
their CA(SA). Kindly contact Gross Hendler & Frank by 
sending your CV to ghf@ghf.co.za or by contacting 
Barbara on 021 419-2490, Fax 021-425-2224.

PARTERSHIPS & PRACTICES
MERGERS/FEE BASE PURCAHSE 
Well established accounting, audit, tax and 
advisory Firm seeking merger opportunities/ fee 
bases for sale in the Johannesburg, Pretoria, 
Cape Town and Durban areas. For a confidential 
discussion, please call Fabrizio on 083 442 7744 or 
e-mail faldrighetti@vexillum.co.za.

PARTNER SOUGHT 
A long established successful small/medium audit, 
tax and accounting firm (2 partners) in JHB N. 
Surburbs seeks young CA’s (preferably with small 
fee base) to assist in servicing substantial client 
base. Tel. Ron 083 376 1466

MERGER: 
A highly dynamic and very successful 2 partner 
practice (Jhb North) seeks merger with sole 
practitioners or similar practices to exploit 
possible opportunities in the changing market; 
optimize economies of scale and share our current 
workload. We are looking for real partners and not 
employees. If you are interested or want to know 
more then email: dynanet@webmail.co.za.

QUALIFIED CA PARTNERSHIP 
OPPORTUNITY 
Small Audit, Accounting, Tax Consulting and 
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Specialists in Permanent and Flexible Accounting
Financial Appointments and Assignments

Website: www.a-o-c.co.za  E-mail: cv@a-o-c.co.za

Johannesburg Tel: (011) 269 8700 Fax: (011) 269 8716
Pretoria Tel: (012) 346 3721 Fax: (012) 346 5965
Cape Town Tel: (021) 442 4379 Fax: (021) 447 9139
Port Elizabeth Tel: (041) 363 2404 Fax: (041) 363 9078

PROFIT WITH THE PROFESSIONALS

Group Financial Manager
Johannesburg R900K - R700K

Independent, financial services concern offers
economic stability and a stimulating environment for
a CA(SA) able to fulfil the Group’s financial function.
Key performance areas include consolidations, staff
supervision, the setting and monitoring of internal
controls, taxation and cash management. Incumbent
will be eligible to be appointed Financial Director by
year-end. Contact Rachel (011) 269 8700.

Snr Acc: Financial Reporting
Jhb North R600K

Fast growing national giant urgently seeks an
analytical CA (SA) to prepare annual and ring fenced
financial statements according to IFRS, while
providing input for the annual reporting process.
Position requires dynamic individual to liaise with
Senior Financial Managers of various divisions, as
well as bankers and lawyers.  Excellent long-term
career growth! Contact Annerle (011) 269 8700.

CA (SA)
Bryanston  R580K - R450K

Dynamic company requires a Financial Manager with
minimum 2 years experience, a sound grasp of forex
principles and knowledge of IFRS. Oversee the pay-
roll function and be responsible for financial packs
and management reports, together with variance
analyses. Must be goal driven, able to prioritise and
focus on delivery of objectives. Contact Keshantha
(011) 269 8700.

Finance Manager
Midrand  R500K - R420K

Operationally intensive role, offered by international
motoring giant, requires a minimum of four years'
industry related experience. Oversee the whole
finance department. Duties include preparing
statutory returns, budgets and monthly GL recons,
reviewing monthly results, management accounts,
the fixed asset register and AFS as per IFRS.
Completed BCom required. Kerridge/Automate
experience essential. Contact Kgomotso (011) 269
8700.

Tax & Reporting Manager
East Rand R500K - R420K CTC

Aviation concern seeks newly qualified CA(SA) to
join finance department.  Key responsibilities include
tax planning and reviews, income tax, budgeting, cost
monitoring and control, variance analysis and
implementation of financial planning.  Knowledge of
GAAP, IFRS, Companies Act and Tax Act essential. 
One year post-articles experience in financial
environment advantageous. Contact Kim (011) 269
8700.

Newly Qualified CAs
Sandton  R500K - R450K

Exciting opportunities for top CA graduates to join
what is arguably known as SA’s leading companies.
Your combination of technical expertise and passion
for finance is eagerly sought by these organisations.
Strong academic record and an indication of
leadership skills essential. Excellent scope for career
progression. Contact Cindy (011) 269 8700.

careers
I  CLASSIFIEDS  I

Bookkeeping Practice in Edenvale Gauteng (20 
employees) are looking for a younger CA to help 
develop the auditing arm of the practice. The 
successful applicant will have the opportunity to 
become a partner in the practice. Contact  
frank@tifc.co.za.

MERGING 
Interested in merging with a well established 
successful accounting and auditing firm in Gauteng. 
Lets talk about the possibility and opportunities. Call 
Marius at 082 887 3496.

PRODUCTS

CYBERSAFE 
CYBERSAFE Add value to your clients and reduce 
your admin by storing client documents online and 
giving them access www.cybersafe.co.za.

AUDIT AND ACCOUNTS PREPARATION 
SOFTWARE 
Accountants and Auditors rave about our powerful, 
yet easy-to-use, software. Fully automated 
ExcelTM based AFS and up-to-date audit working 
papers. Country-wide training courses, telephonic 
support and computer based training modules. 
Professional, effective and affordable. Visit www.
itmates.co.za. Phone: Shane 012-6674544 E-mail: 
shane@itmates.co.za or carl@itmates.co.za.

SERVICES

AUSTRALIAN IMMIGRATION 
Are you a CA(SA) battling to move to Australia? We 
can assist you with all the required paperwork, call 
Michael Chazan on 078 578 4089 or e-mail.  
Michael_Chazan1@yahoo.com.au.

COMPANIES & CC’S  
Shelf companies. Company and CC name 
reservations, registrations, lodgements, special 
resolutions and searches. Restoration of 
deregistered companies and CC’s. Publication of 
notices in Government Gazette.

HENZEL SERVICES (PTY) LTD  
Tel (012)320-7230 services@henzel.co.za

OUTSOURCE OR SELL YOUR COMPANY 
SECRETARIAL PRACTICE 
Experienced company secretary looking to acquire 
company secretarial practices. Call Hennie at  
083 458 1712

FOR SALE 
Well established profitable practice in Johannesburg 
for sale, includes Accounting, Tax, Bookkeeping and 
Secretarial services. Will suit dynamic CA or CFA 
(Contact Glenn on 082 569 8865)

ESTABLISHED EAST RAND PRACTICE 
FOR SALE 
Widespread clients: Gauteng, Northern Cape, Free 
State. 23 year old practice has history of Estate 
Planning, Estate Administration and Winding-Ups, 
monthly accounting activities. Reason: Ill helth. No 
intended partners or prospective associates need 
enquire! Interested parties should e-mail:  
edith.vz@iafrica.com.

TAKE OVER 
Well established successful CA firm wishes to take 
over accounting and auditing firms (Gauteng only). 
If you are interested in selling, call Marius at  
082 887 3496.



Jacqui Freeman
HED

Client Consultant

Cordelia Madanire
Client Consultant

Karen Oosthuyse
A.C.I.S.

Candidate Consultant

Michele Deeks
BA Hons (Psych)

Candidate Consultant

Angus du Plessis
Temp Division

Carl Williamson
B.Comm

Client Consultant
Durban

Ian Shortreed
CA (SA)

Candidate Consultant

Judy Markwell
Client Consultant

Cape Town

Claudia Victor 
Client Consultant

Gladwin Barns
Temp Division

Tumi Mache 
Temp Division

Paul Jacka
Director

Jenny Davies
Client Consultant

Camilla Barlow
Client Consultant

THIS MONTH’S TOP FINANCIAL OPPORTUNITIES

FINANCIAL MANAGER - DURBAN 
R400 000 - R500 000 p.a.

Subsidiary of a major listed manufacturing company based in Durban
North requires a CIMA or CA (SA) with a minimum of 2 years’ experience.
This is a very hands-on position taking control of the full financial function.
Costing experience is a must. Systems experience with Syspro is highly
advantageous. Contact eloise.mcclure@a-o-c.co.za

If you are seriously considering a career move out of the auditing profession
into a commercial/business environment within the next 12 months, come
and talk to us about the various options open to you. We can assist you in
finding a suitable position in line with your personal vision and objectives,
including a competitive package starting at around R420k, exclusive of per-
formance based incentives. Don't delay. Act now and let us facilitate your
career path development into the future.
Contact ian@frontlinesolutions.co.zaContact
helen@frontlinesolutions.co.za
Contact carl@frontlinesolutions.co.za

Excellent opportunity for EE CA (SA) to join leading banking group and
lead a team of professionals efficiently managing reporting processes,
planning and management accounting. Your confidence, strong interper-
sonal and management skills, the ability to handle pressure and the ability
to re-engineer processes and systems to improve efficiencies will set you
apart to embark on this career opportunity.
Contact michele@frontlinesolutions.co.za   

COUNTRY MANAGER - CAPE TOWN 
MARKET RELATED SALARY DEPENDENT
ON EXPERIENCE

Gill Smith
Client Consultant

Nathenia Watson
Client Consultant

Helen Nikiforakis
Candidate Consultant

Cape Town

Graham Burnside
Director

F R O N T L I N E
TARGETED RECRUITMENT SOLUTIONS

FINANCE MANAGER 
R800 000 

I have two clients (Clothing Manufacturer and an FMCG company)  requiring
CA (SA)'s that will be responsible for the group accounting (group consolida-
tion process), treasury (including daily cash management and forex expo-
sure), taxation functions and the monthly financial reporting processes.
Contact carl@frontlinesolutions.co.za

GROUP ACCOUNTANT / GROUP FINANCIAL
MANAGER - DURBAN
R400 000 - R550 000 p.a.

Listed Services company seeks a CA (SA) with 3-4 years’ experience. Role
would entail Financial Management of the operation including sales /
marketing support, contract evaluation and negotiation, budgets,
forecasts, management of debtors, inventory and costing departments.
You would manage a large team and career prospects are excellent.
Contact karen@frontlinesolutions.co.za

FINANCIAL MANAGER - NORTH  
R700 000 p.a. CTC plus Bonus

NEWLY QUALIFIED/SOON TO QUALIFY CA'S
WHERE DO YOU WANT TO BE IN 2008/2009?

Division of high profile listed FMCG company require a CA (SA) with 2-3
yrs’ experience. Duties include completion of business valuations for
acquisitions/mergers/buyouts, due diligence and control over feasibility
process, investigations into disposal opportunities, review of capex viability
and financial modeling. Excellent career prospect. Some experience in
Corporate Finance/due diligence work is required. 
Contact karen@frontlinesolutions.co.za

CONTROLLER CORPORATE FINANCE - NORTH 
R600 000 p.a. CTC plus Bonus

Our client is a multi-national skincare company based and managed out
of South Africa (Head Office in Cape Town) with impressive year on year
turnover growth. The company is seeking experienced professionals who
wish to be part of a passionate and dynamic team that drives the global-
isation of the brand. The ideal candidate must be a business-minded CA
(SA) (an interest in marketing, sales and distribution is vital) with the
ability to think laterally. Specific qualities will include “can do” attitude,
self-starter and a process thinker. Well developed inter-personal skills.
8-10 years’ commercial experience with an exceptional track record.
Contact helen@frontlinesolutions.co.za

FINANCIAL MANAGER
R500 000 - R650 000

CA (SA) with minimum of 2 years’ post qualifying experience to handle
wide array of business and accounting services, preparing, analysing and
verifying financial information in order to provide accurate information
for reporting purposes of this young company, which is a subsidiary of a
large listed entity. Requirements for the role include strong analytical and
numerical skills, solid managerial skills, entrepreneurial skills, the ability
to work independently and interact with people at all levels. 
Contact michele@frontlinesolutions.co.za

FINANCIAL DIRECTOR - CAPE TOWN
R700 000 neg 

This is an opportunity to join a team of highly talented young people in
an environment that has shown phenomenal global growth.  The focus is
on “gearing for growth” and developing existing systems and practices to
a world class standard. Working closely with the CFO, you will be a CA
(SA) with 4-5 years’ commercial experience and will be ready to take your
career to the next level. You will be highly analytical, pro-active and
self-motivated. The finance function will include finance, procurement,
logistics, HR administration, IT and involvement in special projects.
Contact helen@frontlinesolutions.co.za 

Division of the Kelly Group Limited

We have opened our Frontline/A-O-C offices in Umhlanga servicing the KZN region for permanent
and temporary staff. Please contact Carl Williamson (carl@frontlinesolutions.co.za) 082 461 2925,

and Eloise McClure 072 299 0012. Office Number: (031) 566-3833.

Parc Nicol Office Park, 3001 William Nicol Drive, Bryanston, tel: (011) 706-9222
58 Loop Street, Hicastle House, Cape Town, tel: (021) 424-3042

2nd Floor, Total Garage Building, Gateway Autocity, Jubilee Grove, Umhlanga.
Website: www.frontlinesolutions.co.za



CFOs  - Private Equity - R800k - R1.5m +
bonus + equity

Two separate successful Private Equity Funds seek CFOs to play a key role
in the strategic financial management of the funds and their investee
companies. Its Large Infrastructure Fund seeks an experienced FD with 10
years’ experience at group level in an industrial business with large
infrastructure interests and its BEE business seeks a Financial Manager
with 5 years’ head office technical accounting and consolidation skills. In
both these roles, you will sit on the EXCO of both the Private Equity
business and its investee company’s boards. edward@intrepidhr.co.za

Investment Analyst - Private Equity - R500 -
R750k + bonus

This internationally funded private equity business is setting up its team
and seeks to hire two analysts to assist them to execute a secured
pipeline of high-value transactions. Ideally, you will be a CA with 1-2
years’ experience or a business graduate with 3-4 years’ experience
gained in Corporate Finance, Private Equity or Project Finance. Working
with the senior dealmakers, you will be involved in the valuation and
structuring of Equity and Debt transactions in telecom, resources, energy
and industrial sectors and infrastructure opportunities in South Africa.
Expert analytical skills and an entrepreneurial attitude will ensure rapid
career progression and exceptional bonuses. edward@intrepidhr.co.za

Recent CAs - Sydney Investment Bank 
$100 - $140k + bonus

Global investment bank with large presence in Australia seeks recently
qualified CAs with up to 2 years’ post-articles experience to join their
Sydney business. Ideally, you will have either audited or have some
finance experience gained in financial services. We have several roles
available in Financial Control, Internal Audit, Market Risk, Credit and
Business Analysis for recently qualified CAs eager to develop a career in

International Investment Banking finance. Full relocation and work
permit support will be offered to successful candidates and interviews

will be held in JHB, Cape Town and Durban.
edward@intrepidhr.co.za 

Finance and Operations Manager - Media
Negotiable + bonus

Our client is an international media conglomerate aggressively expanding
its interests in SA and across the continent. A progressive CA with a track
record of effective financial management and strategic operational
influence is sought to play a leadership role in executing this business
plan. Prior media exposure would be an advantage, though not essential.
An ideal role within which to demonstrate your commercial acumen and
accelerate your career interests. lebo@intrepidhr.co.za 

Recent CAs - Investment Banking - Front Office 

Top-flight international bank is expanding its presence in the South
African and pan-African markets and seeks to hire several recently
qualified CA(SA)s to join their JHB, London or Dubai offices. You will be
trained in corporate finance, equity research or private equity and will
have an internationally mobile career as you establish yourself within this
successful business. To secure an interview, you will need a passionate
interest in the financial markets, backed by a strong academic track record
and financial services articles. zanele@intrepidhr.co.za H
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(011) 783-6666      (021) 701-0618(011) 783-6666      (021) 701-0618
wwwwww.intrepidhr.intrepidhr.co.co.za.za
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MINDCOR

www.mindcor.com
MINDCOR’S showcase of exceptional
current career opportunities and highly

efficient and confidential online candidate
application facility

For more than 10 years, MINDCOR has
successfully placed DYNAMIC Chartered
Accountants ….. From recently-qualifieds
to Financial Director/Chief Financial Officer

and Chief Executive/Managing Director
levels. Log onto www.mindcor.com

DISCOVER WHAT YOUR MIND IS WORTH
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GET AHEAD Chartered Accountants
 regularly monitor

BCRS ad final 10/31/06 9:30 AM Page 1 
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Human Communications 40788

SET Recruitment Consultants, specialists in

Financial and Accounting careers
seeks top-tier individuals to fit

the following opportunities.

● Newly qual CA (SA) for Management
Accountant role within the Mining

sector R500k

● CA (SA) for FM position; 3-5 years’ exp
for media giant in JHB North R680k

● FD with 5-7 years’ exp for large media
company in Midrand R750k

● CA(SA)s required for Senior Internal
Audit roles in JHB North R700k - R500k

● CA(SA)s required for Reporting
Manager positions for large Financial

Services client

● Newly qual CA(SA) needed for a

Financial Manager role within IT industry

● 1st time pass CA(SA)s for Corporate

Finance roles within banks and niche

finance houses

● CA (SA) required for Group Finance

Manager role within the motor sector

● Financial Accountant required for

Banking R350k - R300k

● Cost Accountant for Financial Services

client R300k - R250k

● Project Accountant for

Banking R450k

● CA(SA) for Capital Manager position

for Large Banking client

R1 Million - R750k

● Head Financial Management Services

in Banking sector R700k

● Head Management Accounting for

Banking R600k - R550k

● CA(SA)/CISA qualified individuals for an

exciting IT Audit/Risk project

To apply, please e-mail your CV to jayson@setrecruitment.co.za
For more information, call (011) 234-4313.

www.setrecruitment.com

Do you want to migrate to Australia? 
Talk to a fellow Chartered Accountant (registered in 

South Africa and Australia) who is also a Registered Migration Agent

Why use Migrate2oz?
•	 We are registered with the Migration Agents

Registration Authority which affords you
protection and peace of mind as we comply
with the MARA code of conduct and possess
the necessary immigration law qualifications

•	 Our team is undoubtedly the most experienced
and qualified in South Africa, including 
Chartered Accountants who have gone through
the migration process themselves

• We are permanently based in South Africa, 
which offers you the advantage of being
close to your agent throughout the application
process. We also have an office in Sydney

• As you do, we pride ourselves in maintaining 

the highest standards of integrity, offering 

honest professional advice

Our services
• All visa categories including Skilled, Business, 

Employer sponsored, Family and Partner visas

• Settlement advice 

• Advice on how to convert your CA(SA)

• Related financial advice

To begin your journey Downunder visit
our website and complete our online
assessment form

www.migrate2oz.co.za or email your CV to
info@migrate2oz.co.za
Tel: 0861 46 86 69  |  0861 GO TO OZ
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  ASSISTANT GM FINANCE

R500 000 - R450 000 CTC + Bonus, Sandton
Technology giant offers excellent opportunity to start your career in a key role 
that offers a defined career path, stimulation and strategic input.  This profitable 
co seeks a passionate, driven individual to join their dynamic grp.  Newly qualified 
CA(SA) essen.  carmen@wexford.co.za

  BCOMM ARTICLES

R380 000 - R300 000 CTC, Jet Park
A multinational company is looking for a bright, astute individual to fulfill a 
financial accounting role.  This is a challenging opportunity for an ambitious 
individual who has recently completed articles to gain experience in a variety of 
accounting functions. Completed degree + good people skills a must.  
carmen@wexford.co.za

  FINANCIAL ACCOUNTANT

R550 000 - R400 000 CTC, North
Leader industry requires motivated, passionate individual to work under minimal 
supervision in a large corporate environment. This role requires a person with 
initiative. There is lots of room for growth. BComm Hons + 4 years post articles or 
CA(SA) + 2yrs essential. angelique@wexford.co.za

  FINANCIAL DIRECTOR

R Highly Negotiable, North
Listed group seeks ambitious individual with above average attention to detail and 
a passion for finance to take full responsibility for Finance department. CA(SA) + 4 
years relevant working experience essential. angelique@wexford.co.za

  FINANCIAL MANAGER - PROJECTS

R600 000 - R480 000 CTC, Rivonia
Large international firm in IT services needs candidate to report to FD.  The 
successful individual must have BComm (Hons) and completed CIMA/CA(SA).
Project accounting, Bid costings and Pricing Models experience essential.  
Knowledge of HFM reporting software advantageous. olga@wexford.co.za

  HEAD OF INTERNAL AUDIT

R600 000 - R500 000 CTC, North
Large group in services industry seeks individual who has above average project 
management and decision making skills to head up IA department.  Minimum 5 
yrs in IA at a senior level essential.  BComm (Hons) a must, CA(SA) advantageous.  
Must be able to travel.  olga@wexford.co.za

  SENIOR FINANCIAL MANAGER

R700 000 + Generous Bonus, North
Internat, upmarket, leisure grp req CA(SA) or CTA articles who is “hands on”, 
organized and has a flair for team management!  If you are business minded and 
like seeing the bigger picture this position is for you!  Exp in similar role essen.  
janet@wexford.co.za

  FINANCIAL MANAGER

R650 000 - R450 000 CTC + Bonus, North
Highly profitable medium sized org req young, dynamic indiv with great business 
acumen and a head for figures.  Significant growth over next two years.  Fantastic 
opportunity for individual that is not a TYPICAL accountant CA(SA); BComm Hons 
plus commercial exp essen.  janet@wexford.co.za

Tel: +27 11 785 4930    Fax: +27 11 785 4939   www.wexford.co.za
Three Seasons Office Park, 7 Spring Street, Rivonia, 2128



Commerce OpportunitiesCommerce Opportunities

Finance Manager – Manufacturing

R500k – R700k: CA (SA) with minimum of four years

hands-on commercial experience within the finance

function is required to join this thriving manufacturing

operation in a financial management capacity.

sherwin@antonapps.com

Chief Accountant – Mining

R600k – R750k: Based on a mine in the Brits area you

will manage a team of 20 admin and finance staff.

You will assist in the commercial management of the

mine as well as establishing a number of new mines

in the coming years. This is a significant opportunity

to be involved in a growing and developing business.

phillippa@antonapps.com

FD Designate – FMCG

R550k – R700k: You will join a young and vibrant

FMCG business that is looking for the right person

to take them to the next level from a financial

perspective. This fast growing environment requires

systems and process enhancements to achieve world

class financial standards usually found in a larger

organisation. phillippa@antonapps.com

Group Financial Manager – FMCG

R400k – R550k: You will form an integral part of the

Head Office accounting team and will be responsible for

the production of monthly results, application of new

standards to the reporting process and involvement in

strategic projects. candice@antonapps.com

Junior Finance Manager – Medical

R400k – R550k: An outstanding opportunity has

arisen for a Chartered Accountant who is either

recently qualified or with up to two years experience to

be right hand person to the Director of a fast growing

business. The scope of experience will be extensive.

phillippa@antonapps.com

Group Accountant – Manufacturing

R400k – R550k: You will manage the day to day

financial and management accounting function for

specific departments within Head Office ensuring that

they comply with generally accepted accounting

principles legislation and the accounting procedures

and systems. candice@antonapps.com

Financial Manager – Media

R550k – R750k: As a CA with 5 years Financial

Management experience, you will posses strong

business planning and commercial evaluation skills.

You will contribute to strategy development and

implementation of business processes as well as

manage overall financial function for the division

including treasury, budgeting, tax and internal audit.

kate@antonapps.com

Senior Finance Manager – Pharma

R500k – R700k: Listed Pharmaceutical Company.

With a background in financial reporting, you will

manage and coordinate the preparation of legal entity

budgets and reporting. Full responsibility for all areas of

financial control including tax compliance, statutory

reporting and group cash flow management.

kate@antonapps.com

Senior Accountant – Oil & Gas

R400k – R550k: You will be a highly organised, detail

orientated CA with two to four years of experience in

corporate accounting and/or consolidation of group

accounts. sherwin@antonapps.com

Financial Manager – Motor

R500k – R650k: Financial manager with good

technical, tax, analytical and management skills. You

will support a very strategic Financial Director in day to

day management of the financial department of 14.

phillippa@antonapps.com

Group Technical Accountant – Retail

R450k – R700k: You will manage the Group's

financial and management reporting requirements in

compliance with GAAP and IFRS. This is a blend of

technical and financial work.

candice@antonapps.com

Financial Accountant – Medical

R400k – R550k: Outstanding opportunity for a CA

with upto two years experience to join a leading South

African Medical Aid business in their finance team.

The opportunity will allow excellent training and growth

into a Financial Management role within a short space

of time. sherwin@antonapps.com

New International Salary Survey www.antonapps.com 0861 788 7880

Risk Support Manager – Banking

R480k – R650k: You will be a CA with minimum of

four years relevant industry experience in Risk

Management. You will manage the overall risk and

compliance process, as governed by Risk policies

within Group Operations. sherwin@antonapps.com

Head of Finance – Investment Banking

R700k – R800k: You should have five to 10 years

work experience or auditing experience in a banking

environment as well as a deep understanding of

banking products and regulations. At least two years of

experience in managing teams is required.

janene@antonapps.com

Risk Manager – Investment Banking

R600k – R680k: You should have experience in

reporting and monitoring the market risk profile

of the trading activities of a bank as well as pre-

deal analysis to determine risk and subsequent

adherence to regulatory limits. Confidence in liaising

with trading desks and Heads of Divisions is essential.

janene@antonapps.com

Operational Finance Manager – Life

R600k – R800k: Top 40 Listed Financial Services

Business. With your practical, hands-on knowledge of

funds-flow management and operational finance, you

will re-engineer finance processes and implement

new structures and control mechanisms to enhance

efficiency. kate@antonapps.com

Corporate Finance Executives – Banking

R.Neg: JSE Approved Executives with suitable

qualifications as well as strong attention to detail,

process orientation and JSE technical expertise.

Relevant JSE transaction experience is essential.

Good deal origination experience beneficial.

janene@antonapps.com

Tax Compliance Specialist – Banking

R450k – R750k: B.Com. + H.Dip.Tax. You will

advise each division on optimisation of their tax

profile, tax risk mitigation and determination of current

and deferred tax charges for year-end financials. Tax

compliance skills ideal. kate@antonapps.com

Management Accountant – Banking

R400k – R600k: You will support the Senior Manager

with planning and forecasting by providing accurate

forecasting of the short and long term planning

augmented with value-added content to improve

current efficiency. candice@antonapps.com

Technical & Special Projects – Banking

R400k – R650k: As technical advisor to a

large financial services group you will also get

involved in a number of different projects and initiatives

across the business. This is an ideal opportunity

to use your technical abilities in a varied role which

will keep you challenged. IFRS interest essential.

phillippa@antonapps.com

Regulatory Reporting – Banking

R380k – R480k: As a recently qualified you will gain

entry to an outstanding team responsible for risk,

compliance and regulatory reporting at Group level.

sherwin@antonapps.com

Debt Origination / Loan Capital

R700k – R800k: To suit an individual with relevant

origination experience (ideally in an Africa

environment) who would like to move to the

distribution side. janene@antonapps.com

Recently Qualified CAs – Banking

R380k – R450k: You will be responsible for the

finance function for individual product areas such as

Structured Finance, Capital Markets and Support.

candice@antonapps.com

Forensic Auditor – Insurance

R360k – R500k: Your relevant experience will

secure you an opportunity to provide crime risk

management input to the Forensic Audit team.

Knowledge of Commercial Crimes, Proceeds of Crime,

Money Laundering, Bill of Rights, IT Fraud would

be advantageous. Valid Driver's Licence is essential.

sherwin@antonapps.com

Financial Services OpportunitiesFinancial Services Opportunities
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Accpac ERP

To run a successful business today, you must have truly efficient, holistic financial
and business software. No bits here, bobs there and mismatched add-ons
later on!

Fortunately for all successful mid-size businesses there is the Accpac 360º Experience
- the solution that provides a cutting edge for every business need.

We start by fully understanding your business, implementing tailor-made solutions,
providing on-going professional support and continual software upgrades to ensure
we always enhance your company as it seamlessly evolves and grows...long
into the future.

To find out more on how your business can get a competitive advantage  from the
Accpac 360º Experience - please visit www.accpac.co.za or call
Sharon in Cape Town: 021 701 8442, Alan in Durban: 031 566 4510 or
Keith in Johannesburg: 011 304 2000.

Are you experienced?
Accpac 360 Experience. The complete business solution.

Enhancement

Implementation

Understanding

Support

Feedback


