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• constantly chasing your clients for their accounting data?
• your office having to support many different versions of accounting software?
• spending unbillable time with data transfers?

Are you tired of ...
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Certain  legislation has specific requirements 

depending on the functions performed.  

 

The Close Corporations Act, No 69 of 1984 has specific 

requirements for an accounting officer and states that a 

corporation may appoint as its accounting officer:

• any person who is a member of a recognised profession as 

listed, which includes Chartered Accountants (SA) “(CA(SA))” 

and Associate General Accountants (SA)  ((AGA(SA))

• A firm as defined in subsection (1) of the Public Accountants’ 

and Auditors’ Act, 1991 (Act No. 80 of 1991) (superseded by 

the Auditing Profession Act, No 26 of 2005);

• Any other firm, if each partner in the firm is qualified to be so 

appointed; or

• Any other corporation, if each member of such corporation 

is qualified to be so appointed.

The act also states that the liability of a partner in respect of 

debts and liabilities incurred by a firm contemplated during 

the partner’s period as a partner and the liability of a member 

in respect of the debts and liabilities of a corporation during 

the member’s period as a member may not be excluded by 

operation of law or in any other way.

The Close Corporations Act therefore allows for a CA(SA)/ 

AGA(SA) (sole practitioner), partnership, close corporation and 

a firm as defined in the Auditing Profession Act (APA) to be 

appointed as an accounting officer.

A firm is further defined by the APA as a sole proprietor or 

incorporated company (i.e. personal liability company) or a 

partnership. Therefore a private company is not included in the 

definition of firm. 

Companies Regulations, regulation 29(4) states that the 

independent review of a company’s annual financial 

statements must be carried out  in the case of a company whose:

	 Public interest score (PIScore) for the particular financial year 

was at least 100, 

• by a registered auditor, or 

• a member in good standing of a professional body that 

has been accredited in terms of section 33 of the APA; or

	 PIScore for the particular financial year was less than 100,  

by either 

• a registered auditor or 

• a member in good standing of a professional body that 

has been accredited in terms of section 33 of the APA or 

• a person who is qualified to be appointed as an 

accounting officer of a close corporation in terms of  the 

Close Corporations Act. The definition of a person in 

terms of the Companies Act, No 71 of 2008 includes a 

juristic person. 

The Companies Regulations therefore allows for a CA(SA)  

to perform an independent review of a company’s annual 

financial statements, whether the company’s public interest 

score is at least 100 or is less than 100 . An AGA(SA) is only 

allowed to perform independent reviews for companies whose 

public interest scores are less than 100, by virtue of the fact that 

an AGA(SA) is allowed to be appointed as an accounting officer 

of a close corporation.

Members must however consider the capacity in which 

they will be providing such services. A CA(SA) who is also a 

registered auditor (RA) and who is performing independent 

reviews of company financial statements in his/her capacity as 

an RA will not be able to do so in the form of a private company. 

When performing independent reviews in their capacity as 

chartered accountants, CAs(SA) need to refer back to the 

definition of who can perform an independent review as stated 

in regulation 29(4). Remember, however, that a private company 

cannot be appointed as an accounting officer. Also refer to the 

discussion under the heading ’accounting officer‘ above.

 

With regards to the following there is no requirement 
for the form in which the services are provided:

Secretarial services

Accounting services (no requirement for a person 

to be qualified / registered with an association) 

Compilation of company’s financial statements 

if the statements are internally compiled

Juanita Steenkamp SAICA Project Director: Governance and non-IFRS reporting

ANSWER | SAICA cannot advise on how members set up their practice, but members need to consider the type of 
work that the entity wishes to perform.

CAN SAICA MEMBERS REGISTER  
A PRIVATE COMPANY TO
PERFORM SERVICES?
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A company’s financial statements may be compiled internally 

or independently. Financial statements will be considered to 

be compiled internally unless they have been independently 

compiled and reported (Companies Regulations, regulation  

26 – 27). The definition of independently compiled and 

reported requires:

 that the annual financial statements are prepared by an 

independent accounting professional; 

 on the basis of financial records provided by the company; and 

 compiled in accordance with any relevant financial  

reporting standards.  

The requirements therefore refer back to the definition of an 

independent accounting professional, which  is defined as:

 a registered auditor in terms of the APA; 

 a member in good standing of a professional body that has 

been accredited in terms of section 33 of the APA (CA(SA)); or 

 qualified to be appointed as an accounting officer of a close 

corporation in terms of Section 60(1), (2) and (4) of the Close 

Corporations Act, 1984 and 

 does not have a personal financial interest in the company or 

a related or inter-related company; and 

 is not–

 - involved in the day to day management of the  

  company’s business, nor has been so involved at  

  any time during the previous three financial years; or 

 - a prescribed officer, or full-time executive employee, of  

  the company or another related or inter-related  

  company, or have been such an officer or employee at  

  any time during the previous three financial years; and 

  is not related to any person who falls within any of the criteria 

set out in the previous two bullet points. 

Therefore a CA(SA) or AGA(SA) who meets the stated 

independence requirements may be engaged to independently 

compile the financial statements of a company. However a 

CA(SA) who is also a registered auditor (RA) with the Independent 

Regulatory Board of Auditors (IRBA) and who intends to provide 

any professional services in his/her capacity as a RA in the 

form of a ’firm’, must remember that the only firms that may 

become registered auditors are sole proprietors or partnerships  

or personal liability companies (refer to section 38 of the APA).

The regulation of tax practitioners is done in terms of  

Chapter 18 of the Tax Administration Act, No 28 of 2011 (TAA). 

The TAA compels natural persons, who for a fee completes or 

assist in completing returns or provide advice on a tax Act, to 

register with both SARS and a Recognised Controlling Body 

(RCB). Certain exclusions exist for employees under supervision 

and control and incidental tax services. A RCB is a professional 

body approved by SARS and currently includes SAICA.  

The registration of a tax practitioner is linked to the individual  

and currently an entity cannot register as a tax practitioner. 

Services rendered as a tax practitioner would then have 

to be rendered to taxpayers on behalf of a professional 

services company as an independent contractor, employee or  

office holder.

Members are requested to consider the above when setting up 

a new private company or other type of entity to ensure that 

they meet the requirements of relevant legislation with respect 

to providing certain types of professional services, including the 

capacity in which they will be providing those services. 

PRACTICE ISSUES: Seminars             
& events

Quater 2 Event City

Cash Flow Management Workshop
Johannesburg

Cape Town

Practice Management Workshop
Johannesburg

Cape Town

Practice Management Benchmarking Survey
The online survey will be conducted to provide a standard 
comparison between practices as well as identify challenges 
practices face.

Online

Managing Partner Conference
Managing Partners of firms are invited to join us for insights 
and discussions relevant to challenges identified in practice. 
During this event the Practice Management Benchmarking 
Report will be launched and discussed.

Johannesburg

SAICA will be running the 
following Practice 

Management Seminars in the second 
quarter. Please visit www.saica.co.za/smp 
for more information on  
upcoming events. 
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When   the South African Revenue Service  

(SARS) issues an assessment, the pay-now-

argue-later rules apply. For a business this can seriously affect 

their cash flow, especially when they feel aggrieved by the 

assessment and intend challenging it by lodging an objection. 

The law does make provision for this, by allowing the taxpayer 

who intends to object, to request suspension of payment 

until the dispute has been finalised (section 164 TAA) and 

then prohibiting SARS from collecting until 2 weeks after it 

responds to the application or after the suspension is withdrawn  

(section 164(6) TAA).

Up until now, this has been a time consuming and frustrating 

procedure with no SARS form to guide what information needs 

to be provided, which sections apply or where to even deliver 

this application.  Due to the manual process, few applications 

were responded to.

However, from 4 December 2015, taxpayers and practitioners 

can now file suspension of payment requests online on SARS 

eFiling or electronically at a SARS Branch. No SARS guide has 

yet been issued explaining this functionality. However the form 

is available under the ’Dispute’ tab in eFiling by creating a ’New 

dispute’ and selecting ’Suspension of payment’ in the drop 

down box. Reasons for the request should be provided. Once 

completed, an opportunity to view the completed form before 

submitting is provided. As no guidance has thus far been issued 

on the matter practitioners should be cognizant of some of the 

factors listed (section 164(3) TAA) for consideration by SARS that 

may be relevant in addition to the reasons of the taxpayer.

SARS have split the procedure between conjoined applications 

(i.e. dispute by objection and suspension simultaneously) and 

filing of standalone payment suspension applications. The 

former can only be done at a SARS Branch and these most 

probably would be for simple matters such as undisputed errors 

on the assessment or in the return. The standalone payment 

suspension application is done via SARS eFiling and would be 

applicable in most matters. This would be done after receipt 

of the disputed assessment to ensure that TCC’s etc. remain 

unaffected, whereas the objection is only filed 30 business days 

after the assessment date. Take note that SARS are aware that 

TCC’s and the electronic suspension process were not linked in 

December 2015 and are attending to the matter.

Taxpayers and practitioners should avail themselves to this 

new process, to reduce time spent on this procedure and also 

ensuring that a proper and easily accessible audit trail remains 

for each application.   

SUSPENSION 
OF PAYMENT 
now on SARS eFiling

Pieter Faber, SAICA Project Director: Taxation

• SAICA has a large focus on the finance  

 minister’s budget speech. SAICA has  

 made the following submissions to the  

 finance minister for consideration in his  

 budget speech

• As a service primarily to the Small and  

 Medium Practice members, SAICA prepares  

 budget summary both in English and  

 Afrikaans which members may use to  

 distribute to your own clients, as a value  

 added service. You can access the  

 document on the following link:

• SAICA Tax Practitioner Audit: Make sure your  

 personal compliance records are up to date  

 by 15 March 2016 to ensure you maintain  

 your tax practitioner status. 

 Contact taxpr@saica.co.za for more details 

 or refer to the Taxsuite mailer for guidance  

 and updates 

• 2016 Annual Tax update seminar:  

 Did you miss the annual tax update  

 seminar? Visit Click2Start

budget
resources

tax
resources
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One of SAICA’s strategic objectives in its medium term 

strategy, termed Vision 2020, is Member Delight. 

Member delight refers to the ability of SAICA to deliver to 

members what members expect in a timely and excellent 

manner, in every aspect that results in a member experience.

As part of the Continuing Professional Development (CPD) 

requirements, all SAICA members undergo self-development 

during the course of each year they retain their membership. 

This forms part of the CPD requirements of SAICA. Members 

have the option to attend a CPD course of their choice which 

influences the development of that particular member.

 

SAICA has always provided relevant training to members, 

particularly within the core accounting and financial reporting, 

auditing and tax environments. These were traditionally provided 

in a face-to-face forum, though in recent years a Click2Start video 

download facility was also made available. 

As part of enhancing the value of SAICA membership SAICA will, 

for the first time, be offering ‘no-cost’ training to members. These 

training sessions will still be in the core technical domain areas, 

being accounting and financial reporting, auditing, tax and also 

public sector. 

A further enhancement to member value will be derived 

via the increased use of technological delivery methods. A 

greater reliance on live webcasts will mean that members who 

traditionally travelled some distance to attend SAICA events 

will now have the option of viewing the seminar wherever they 

choose, be it at the office or while on vacation. We are particularly 

pleased that this will enable SAICA to serve international 

members to the same degree as local members. 

This does not mean that the traditional SAICA delivery methods 

would change. Seminars will still be delivered face-to-face and 

the downloadable videos on the Click2Start platform will not 

be replaced. Specialist courses will still be available at a cost  

to members.

In addition, members can access training from a host of partners 

at discounted rates (SAICA members qualify for institute member 

rates). Our alliance partners allow members to access a host of 

training opportunities that add to the core technical skills that 

SAICA provides. These partners were specifically selected to give 

members a broader knowledge and skills base, and include:

• Institute of Directors of Southern Africa (IoDSA)

• The Ethics Institute of South Africa (EthicsSA)

• The Law Society of South Africa (LSSA)

• The Association of Certified Fraud Examiners (ACFE)

• Association of Corporate Treasurers of Southern Africa  

 (ACTSA)

• W. Consulting

Members also have access, through the SAICA website, to the 

Contemporary Gazette. This excellent resource explains the 

laws that have been introduced or updated, allowing members 

to derive further value by providing basic guidance to their 

clients on pending legislation that could potentially affect client 

business. While members do not provide legal advice in relation 

to these updates, the Contemporary Gazette allows members to 

be appraised of legal developments, and contributes to the CA 

being an indispensable business partner.

TaxSuite provides the latest updates and developments within 

the tax world. Members not currently receiving the TaxSuite 

updates can log into their profile on the SAICA website, and 

update their subscription preferences. The subscription 

preferences can be tailored for a variety of newsletters, or choose 

topics for topical emails to members.

Innovation and entrepreneurship has been among the hallmarks 

of the small - and- medium practitioner. SAICA has developed 

numerous courses and tools that practitioners can use to further 

enhance these competencies within the practice. These include 

the following Click2Start courses:

• Building & growing your firm

• Promoting your professional practice

• Practice models & networks

• Planning your firm

• Managing through a recession

• Power up your gross margin (DVD)

• Practice management manual (book & DVD)

• Clients for life (book)

What has been listed forms just a few of the many benefits 

that enhance the value of SAICA membership while offering a 

designation that lives up to its justifiably recognised and revered 

status. SAICA continues to explore opportunities to enhance the 

value we offer to our members.  

Azhar Panchbhai, Senior Executive: Member Interaction

Creating Member Value

vision 
2020
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THE

The inspections processes of audit regulators and 

oversight bodies, internationally, are an essential 

element in terms of monitoring, maintaining and improving 

audit quality. In South Africa, inspections of audit firms and audit 

engagements are performed by the Independent Regulatory 

Board for Auditors (IRBA) as part of discharging its statutory 

responsibilities in terms of the Auditing Profession Act.

The IRBA’s latest Public Inspections Report 2014/2015: Striving 

for Consistent, Sustainable High Audit Quality was released in 

December 2015. It documents inspection findings identified 

during the financial year concerned and acknowledges that 

audit quality requires improvement in identified areas.

Imre Nagy, IRBA Director – Inspections, provided the 
following overview and perspectives regarding the reported  
inspection results.

The IRBA Inspection Committee reported on 37 audit firm and 

375 audit engagement inspections for the year. Most firms 

showed one or more deficiencies, including in the areas of 

ethics (independence), engagement performance 

and monitoring (EQCR and engagement 

monitoring reviews) 

which require improvement. A significant number of individual 

audit engagement files also showed deficiencies that need 

attention. A total of 16% of firms and 6% of engagement partners 

were referred to the Investigating Committee of the IRBA due 

to fundamental or continued noncompliance with international 

auditing and financial reporting standards, professional codes 

and legislative requirements. The report also emphasises 

the need for audit firms to address ethics and independence 

matters, in particular ensuring compliance with Section 90(2) 

of the Companies Act (for additional guidance auditors should 

refer to the joint IRBA / SAICA Guide on the provision of        non-

audit services by the auditor of a company – Section 90 of the 

Companies Act, No. 71 of 2008, issued on 17 March 2015).

There is no visible concentration of deficiencies in either the 

large firms or Small and Medium Practices (SMP) with findings 

spread fairly evenly over all firm sizes.

Caution should be applied in extrapolating the inspection 

results across the entire audit population. The IRBA 

adopted a risk-based inspection methodology that 

is biased towards higher-risk audit areas and 

specific risk indicators. This means 

any deficiency in 

IRBA 
REPORTS ON AUDIT 
INSPECTIONS FOR 

2014 / 2015

S M A L L  &  M E D I U M  P R A C T I C E  N E W S L E T T E R  •  Q U A R T E R  1  •  2 0 1 66



these areas could potentially create risks to the public, if not 

appropriately responded to by the auditor. The risk-based 

approach also assists the IRBA to focus on those identified 

areas where deficiencies are likely. An assessment that 

an audit is unsatisfactory does not necessarily mean 

that an inappropriate audit opinion  

was expressed, the financial statements were 

misstated, or there has been misconduct on 

the part of the firm or registered auditor.

As part of its commitment to promote 

auditors to achieve and maintain 

consistent sustainable high levels of audit 

quality and produce reliable audit reports 

on financial information, the IRBA 

implemented the recommendations 

from the 2013 World Bank Report on 

the Observance of Standards and 

Codes: Auditing and Accounting (ROSC) 

that were adopted by the Minister 

of Finance. These recommendations 

are aimed at improving the inspection 

processes and making them more robust, 

and they include implementing a risk-

based approach and strengthening financial 

statement reviews. 

The IRBA has now gone a step further in its 

inspection procedures and implemented a Remedial 

Action Process that is aimed at assisting those firms and 

practitioners who have shown deficiencies in their firm’s quality 

control policies and procedures or audit files. During this process, 

the IRBA remains aware of its independence. The Remedial 

Action Process is part of the IRBA’s commitment to promote 

consistent sustainable high audit quality by ensuring that audit 

firms and practitioners promptly address the root causes of 

significant inspection deficiencies that have been raised during 

an inspection. Through this more formal process, practitioners 

and firms are required to submit a root cause analysis and an 

action plan on how they will address reported deficiencies 

and improve their audit quality. In 

addition, they have to submit 

a written undertaking that  

acknowledges that 

they will address all 

significant audit 

quality deficiencies 

that were reported 

to them. 

This process can be highly effective and yield the necessary 

improvements needed, but only if leadership at the firms 

buys into the remediation process in a constructive manner  

and then develops and implements appropriate remedial plans 

and strategies.

The IRBA’s aim is to encourage appropriate corrective action 

by communicating and engaging more with affected firms 

and practitioners, providing them with an opportunity for the 

best possible outcome during their re-inspection. Those firms 

that identified the root causes and implemented appropriate 

remedial action plans were found more likely to be satisfactory 

upon re-inspection.

High-quality auditing and accounting are not only essential 

for reliable financial reporting, but are also critical in protecting 

the public interest and boosting investor confidence. In  

fact, compliance with auditing standards, ethics, financial 

reporting standards and legislative requirements is  

fundamental in ensuring a reliable profession that can effectively 

compete internationally. 

To some extent, the role that the IRBA plays in, not only regulating 

the industry, but also constantly improving the standards, is the 

reason South Africa was ranked first in the world out of 140 

countries for the strength of its auditing and reporting standards, 

for six consecutive years, in the World Economic Forum’s Global 

Competitiveness Report 2015-2016 rankings. 

However, complacency could easily erode all the gains that 

have been attained. As such, the IRBA is committed to engaging 

other role players in the financial auditing sector – including 

other regulators, audit firms, audit committees, internal auditors, 

specialists, consultants and management – and appreciating 

the importance of their respective roles in achieving and 

maintaining consistent sustainable high levels of audit quality, 

although the primary responsibility remains with the auditor. The 

IRBA has also agreed to strengthen collaboration with SAICA to 

engage more with auditors through available SAICA structures 

and forums.

The auditing profession is one of the few professions that are 

inspected on a regular basis. Inspections and regulation are not 

only critical to ensure that the highest standards are maintained 

in a profession, but also to provide the public and investors 

with the confidence that they can rely on the work of auditors. 

Confidence stimulates investment, and investment creates 

employment and growth.

The report can be downloaded from the IRBA website.

There is no visible concentration of 
deficiencies in either the large firms 

or Small and Medium Practices 
(SMP) with findings spread fairly 

evenly over all firm sizes.
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The highest standard of quality in the provision of 

professional services is imperative for the chartered 

accountancy profession; and even more so for those Chartered 

Accountants (SA) who are also Registered Auditors (RA). Audit 

quality is essential to the fulfilment of the objectives on an 

independent external audit.

During the course of 2015, SAICA and the IRBA has already started 

to engage more pro-actively on matters relating to the inspections 

process and common inspection findings through relevant SAICA 

structures such as the Assurance Guidance Committee and 

the National Small and Medium Practices Committee. SAICA is 

thereby able to facilitate a forum for the IRBA to provide feedback 

to auditors on inspections findings and for SAICA to escalate to the 

IRBA inspections-related matters that come to its attention.

In planning its seminars and events, SAICA gives consideration 

to providing products and services that focus on, or are informed 

by matters relating to audit quality, including common inspection 

findings. Ongoing communication by SAICA on matters of 

relevance to its members is a primary means of support, together 

with providing members with resources or access to resources to 

enhance their knowledge and skills.

In the interest of audit quality
Willie Botha, SAICA Senior Executive: Assurance & Practice
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Members are encouraged to visit SAICA’s quality control webpage:by scanning the QR code to the left. 
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ANALYSIS: 

Luckily there aren’t too many accounting-
related changes applicable for 2016, but there 
are huge changes coming. Here are my top 
five areas to keep an eye on in 2016. 
By Justine Combrink

There are many areas that influence the preparation of financial 

statements. For 2016 one would need to apply the applicable 

IFRS (International Financial Reporting Standards) changes, but 

there are other areas that need to be considered too, not just in 

the preparation of the current financial statements, but that will 

influence your business and financial statements going forward.

APPLICABLE IFRS CHANGES

Every year there are a few changes to the IFRS that need to 

be considered when preparing financial statements. For 2016, 

there are a few amendments that have become applicable over 

and above those applicable from 1 July 2014. These include: 

•  ‘Distributions to owners’ are now also considered  

disposal groups.

•  Accounting and disclosure is now specified where there is 

continuing involvement on derecognised financial assets.

•  Acquisition of joint operations that are businesses must 

be accounted for as business acquisitions.

•  Disclosure requirements (an IASB focus area): entities 

are now required to consider materiality when making 

disclosures and aggregations, ensuring information 

does not cloud the important message of the financial 

statements.

•  Bearer plants are now to be accounted for as property, 

plant and equipment.

•  Depreciation and amortisation based on revenue are not 

considered appropriate.

•  Entities may now equity-account their investments in 

subsidiaries, associates and joint ventures in their separate 

financial statements.

in 2016

areas to 
watch
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KING IV: CORPORATE GOVERNANCE

No, it’s not out yet, it’s only in the drafting phase and expected to be 

completed towards the end of 2016, effective mid-2017. It’s being 

rewritten to incorporate the significant corporate governance 

and regulatory developments locally and internationally.

The intention of the new code is to be more applicable to all 

types of entities across all sectors, so even if your entity is not 

currently applying King III, you will want to keep an eye on this 

space and get involved in their ‘consultative process’ where it’s 

likely to affect your business.

THE JSE 

Even if you are not in the listed environment, you should be 

watching this area. Five years ago the JSE started a process 

called ‘proactive monitoring’ whereby they review financial 

statements for compliance with IFRS, corporate governance, 

the listings requirements, etc. In February each year, they issue a 

report on the common IFRS findings for the preceding calendar 

year. These findings can be considered best practice and should 

be on any preparer’s reading list.

If you are in the listed environment or are looking to enter it, the 

JSE listings requirements changes are also important to watch. 

Towards the end of 2015, a few changes to these requirements 

were made and some far-reaching changes proposed. The 

changes that were made became effective almost immediately, 

so it would be very important to keep an eye on the listing 

requirements in the year ahead.

The proposed change with the biggest impact is the requirement 

that audited annual financial statements will need to be published, 

with a copy sent to the JSE, within three months of year-end,  

with the full annual report being distributed to shareholders 

within four months. Interim reports will need to be issued within 

two months.

The concerns raised on these changes ranged from needing to 

change systems and reporting structures to be able to obtain all 

the information on time, to the sudden realisation that the financial 

results would also need to be audited within this short space of 

time. The main change to the financial reporting requirements 

that became applicable from 1 October 2015 affecting issuers is 

the requirement to confirm in the annual report how their policy 

on gender diversity at board level was considered and applied 

together with a progress report on any agreed voluntary targets.

NEW STANDARDS IN ISSUE

Although IFRS 15 and IFRS 9 have been extended to be effective 

for years beginning on or after 1 January 2018, there is a lot of 

work that should already have started if the implementation 

of these standards in your day-to-day accounting is to be a 

smooth one. It is probably important to point out that if you will 

be applying the new standards retrospectively, 2016 will be your 

opening balance …

IFRS 15, Contracts with Customers

The new revenue standard, as you will know by now, includes 

a five-step approach to recognising revenue. Although these 

appear fairly innocuous, there is a lot of work and interpretation 

that need to go into applying them.

Before even applying the steps, it is critical to identify what 

exactly the revenue generators are in your entity and then begin 

to break those down into ‘the steps’. The first two are identifying 

the contract followed by the performance obligations of the 

contract. These two very important steps seem to be causing 

a lot of consternation and would be well worth spending quality 

time on. The rest of the five-step approach can be used in testing 

your application of the first two.

IFRS 9, Financial Instruments

Unless you’re working at a financial institution, IFRS 9 recognition 

and measurement is expected to have a very limited impact 

on your business. The biggest impact on most businesses is 

expected to be the new impairment model. The move from the 

‘incurred loss model’ to the’ expected loss model’ is expected to 

have a far larger impact than initially thought. Start collecting 

your data now about types of debtors and their impairments as 

well as what impacts on these.

NEW STANDARD JUST ISSUED

The much-debated leasing standard IFRS 16, Leases, has finally 

been issued by the International Accounting Standards Board 

(IASB) and with it, the world as we know it for lessees is changing.

The new standard requires each lessee to recognise a liability for 

the obligation (it has to pay the lease payments over the period 

of the lease) and an asset for the right to use the related asset, 

doing away with straight-lining of operating leases.

The definition of a lease has changed, and it is now essential to 

review your contracts and assess whether they are in fact leases 

or service contracts. Some practical expedients have been 

included in the standard. For example, leases less than 12 months 

and small ticket items (accepted as items under $5 000) are not 

to be recognised as leases.

Although I have only listed five areas to watch for 2016, these 

are big areas where a lot can happen, and they can have a huge 

impact on your business. So for 2016, keep an eye on these and 

get involved where you can.

Justine Combrink CA(SA) is a Partner at Mazars, Article first published in Febuary 2016 Accountancy SA
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IFRS 16 – Leases was published by the International 

Accounting Standards Board (IASB) 

on 13 January 2016 and it replaces IAS 17 – Leases, IFRIC 4 – 

Determining whether an Arrangement contains a Lease, SIC-

15 – Operating Leases-Incentives and SIC-27 – Evaluating the 

Substance of Transactions Involving the Legal Form of a Lease. 

IFRS 16 introduces substantial changes to lessee accounting and 

there is little change in lessor accounting. 

IFRS 16 is intended to improve the financial reporting for leases. 

It will also result in a more faithful representation of an entity’s 

assets and liabilities and greater transparency about the entity’s 

financial leverage and capital employed. IFRS 16 is expected to 

facilitate better capital allocation by enabling better credit and 

investment decision-making by both investors and companies. 

Changes to the definition of lease

IFRS 16 defines a lease as a contract that conveys to the 

customer (lessee) the right to use an asset for a period of  

time in exchange for consideration. A company assesses 

whether a contract contains a lease on the basis of whether 

the customer has the right to control the use of an identified 

asset for a period of time. IAS 17 defines a lease as an agreement 

whereby the lessor conveys to the lessee in return for a 

payment or a series of payments the right to use an asset for an  

agreed period of time. The requirements relating to the definition 

of a lease in IFRS 16 thus have been changed somewhat from 

those in IAS 17. However, the IASB has indicated that it does 

not expect this change in the definition to affect conclusions 

about whether contracts contain a lease for the vast majority 

of contracts.

How will the lessee’s statement of financial position, 
statement of comprehensive income, and statement 
of cash flows be impacted by IFRS 16?

IFRS 16 eliminates the classification of leases as either operating 

leases or finance leases for a lessee. All leases are treated in a 

similar way to finance leases applying IAS 17. IFRS 16 requires an 

entity to:

a) recognise lease assets and lease liabilities in the statement 

of financial position, initially measured at the present 

value of unavoidable future lease payments;

b) recognise depreciation of lease assets and interest on 

lease liabilities in the statement of comprehensive income 

over the lease term; and

c) separate the total amount of cash paid into a 

principalportion (presented within financing activities) 

and interest (typically presented within operating or 

financing activities) in the statement of cash flows.

There will be no change in the accounting for short-term lease 

(i.e. leases of 12 months or less) and leases for low-value assets 

(for example, a lease of a personal computer) under IFRS 16. 

These leases will continue to recognise the lease payments as 

an expense typically on a straight-line basis over the lease term. 

How will the lessor’s statement of financial position, 
statement of comprehensive income, and statement 
of cash flows be impacted by IFRS 16? 

IFRS 16 does not substantially change how a lessor accounts 

for leases. Accordingly, a lessor will continue to classify leases as 

The NEW 
Leases Standard

Bongeka Nodada, Project Director: Financial Reporting Standards
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either finance leases or operating leases applying IFRS 16, and 

account for those two types of leases differently. Compared to 

IAS 17, IFRS 16 requires a lessor to disclose additional information 

about how it manages the risks related to its residual interest in 

assets subject to leases.

Impact on sale and lease back transactions

The IASB notes that it expects the number of sale and leaseback 

transactions to decrease with the implementation of IFRS 16. 

This is because IFRS 16 reduces the incentive for entities to enter 

into such transactions by requiring the recognition of assets and 

liabilities arising from the leaseback, and restricting the amount 

of any gain recognised on sale of an asset. 

Service contracts

IFRS 16 does not change the accounting for services. Although 

leases and services are often combined in a single contract, 

amounts related to services are not required to be reported 

on the statement of financial position. IFRS 16 is required to be 

applied only to leases, or lease components of a contract. 

What do these changes mean for companies?

Whilst the IASB has indicated that it  does not expect the change 

in the definition of lease to affect conclusions about whether 

contracts contain a lease for the vast majority of contracts, it 

expects that companies with material off balance sheet leases 

to incur costs when implementing IFRS 16. The IASB does 

not expect costs to be higher for leases classified as finance 

leases applying IAS 17 (‘on balance sheet leases’), either when 

implementing IFRS 16 or on an ongoing basis. This is because 

the accounting for those leases does not change substantially. . 

The likely implementation costs that the IASB has identified are 

the following:

a)  costs to set up of systems and processes including 

 educating staff;

b)  costs to determine the discount rate used to measure lease  

 assets and lease liabilities on a present value basis; and

c)  costs to communicate changes to reported information to  

 external parties.

With the implementation of IFRS 16 companies will see an  

increase in lease assets and financial liabilities. Accordingly,  

for companies with material off balance sheet leases, there  

will be a change to key financial metrics derived from the 

company’s assets and liabilities. 

When is IFRS 16 effective?

Entities are required to apply IFRS 16 for annual periods beginning 

on or after 1 January 2019. An entity can elect to apply IFRS 16 

before that date but only if it also applies IFRS 15 – Revenue from 

Contracts with Customers.

Impact for entities applying IFRS for SMEs

Companies applying IFRS for SMEs will not be affected by IFRS 

16 as IFRS for SMEs has not been changed for IFRS 16.  IFRS 16 

will continue to be based on IAS 17 and any change to the IFRS 

for SMEs to incorporate IFRS 16 will be subject to a due process. 

Resources on IFRS 16

Access IFRS 16 – Leases from eIFRS 
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IFRS FOR SMEs
The IFRS for SMEs 2015 Bound Volume 
which incorporates the amendments to 
the IFRS for SMEs is now available.

CIPC NOTICES

• Disparity of Company Registration and  
 Incorporation numbers 

• Guideline for the Application for  
 Conditional Licensing as a Business  
 Rescue Practitioner 

•  Submission of audited annual financial  
 statements to CIPC

• Rotation of Auditors in terms of section  
 92 of the Companies Act 

IESBA: PROPOSED CHANGES TO 
THE CODE
The exposure draft issued by IESBA on 
the Proposed Changes to the Code is due 
for comment by 9 May 2016.

IRBA STRENGTHENS AUDITOR 
INDEPENDENCE BY MANDATING 
DISCLOSURE OF AUDIT TENURE
It is mandatory that all audit reports of 
annual financial statements disclose the 
number of year which the audit firm / sole 
proprietor has been the auditor of the 
entity (audit tenure). The rule applies to all 
audit reports issued on annual financial 
statements of all public interest entities as 
defined by the Companies Act for periods 
ending on or after 31 December 2015.

THE IRBA ISSUES PUBLIC 
INSPECTION REPORT
The latest Public Inspections Report 2014 
/ 2015: Striving for Consistent, Sustainable 
High Audit Quality is available on the IRBA 
website.

SAICA WEBSITE  
TROUBLESHOOTING GUIDES
SAICA has created guides to assist 
members when navigating the website 
and accessing various applications. Follow 
these links to access the guides: Reset 
your password, Register as a CA(SA), 
Register as an AGA(SA), Online payments, 
Record your CPD, Register for a seminar 
or event and Log a technical query.

MASTERS OFFICE
The Master’s office published a National 
list of Insolvency Practitioners and list 
of Previously Disadvantaged Individuals 
Practitioners on their website.

SAICA CODE OF PROFESSIONAL
CONDUCT2015 / 2016
The latest edition of the SAICA Code of 
Professional Conduct for 2015 / 2016 is 
available for your reference on the  
SAICA website.

FUTHER EXEMTION- PAIA MANUAL 
Further exemption granted to exempt 
private bodies from compiling the PAIA 
manual for a period of five years with 
effect from 1 January 2016.

2

We would love to hear your 
feedback on the newsletter to gauge 
readership, usefulness and relevance 
of content. Please complete this short 

5 question survey
(accessible via any web platform)

http://kwiksurveys.com/s/M8nylicG

FEEDBACK

IAASB ISSUES ITS INVITATION TO COMMENT 
ON, ENHANCING AUDIT QUALITY IN THE  
PUBLIC INTEREST: A FOCUS ON 
PROFESSIONAL SCEPTISM, QUALITY 
CONTROL AND GROUP AUDITS
Watch The International Auditing and 
Assurance Standards Board (IAASB) 
released its invitation to comment on 
Enhancing Audit Quality in the Public 
Interest: A Focus on Professional 
Scepticism, Quality Control and Group 
Audits. IRBA welcomes high-level 
comments to be submitted to 
standards@irba.co.za by 2 May 2016 or 
directly to the IAASB via their website by 
the 16 May 2016.
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