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Part 1: Background to the Bill 
 

In 2001 the National Accountancy and Consultative Forum presented the Minister of 

Finance with a draft Accountancy profession bill. In his 2002 budget speech the Minister  

indicated that this draft bill “does not go far enough”. 

 

The Minister was of the view that the draft Accountancy profession bill failed to  

sufficiently address the issue of corporate governance, in particular ineffective auditing,  

and the lack of auditor independence.   

 

These concerns were evident from the minister’s statement, in which he said: 

 

“The issue of corporate governance and in particular the role of the auditing firms 

has once again dominated headlines. The Enron debacle has brought into sharp 

review a number of key issues – weak or non-existing governance structures, the 

fiduciary responsibility of directors, negligent and sometimes reckless 

management, ineffective auditing, independence of auditors, and conflicts of 

interest arising from inadequate separation between auditing and consultancy. 

Closer to home, a number of corporate failures – Macmed, Leisurenet, Regal 

Treasury, and Unifer, to name but a few – have raised a similar set of issues. 

Many of these weaknesses were highlighted in the Nel Commission Report.”  

 

This evaluation prompted the Minister to appoint a “Ministerial Panel for the Review of 

the Draft Accountancy Profession Bill” on 5 December 2002. The national treasury, after 

considering the panel’s report, published a new draft bill, the Auditing profession bill.  

 

The Auditing profession bill states the intention to regulate the auditing profession. 

Should the intention be to regulate the external audit function, this is an objective the 

Institute of Certified Public Accountants of South Africa (CPA (SA)) strongly supports, 

especially given the fact that that the King report highlighted the (external) audit as a 

cornerstone of corporate governance.  

 

In view of the fact that the proposed bill aims to introduce a more comprehensive and 

modern legislative framework for regulating the auditing profession, it will replace the 

current Public Accountants’ and Auditors Act, 80 of 1991 when promulgated. 

 

 



 

            Institute of Certified Public Accountants of South Africa: Comments on Auditing Profession Bill                      

Submission to Parliament: 30 September 2005 
                                                               

5

Part 2: Objectives of our Submission 
 

The comment of the CPA (SA) relate to: 

 

1. The invitation to comment in the Government Gazette, volume 482, dated 30 

August 2005, number 27981, notice 1662 of 2005: Publication of Auditing 

profession bill, 2005; and,  

 

2. The intention of the CPA (SA)1, as the second largest professional accountancy 

body in Africa, and consequently as an important stakeholder, to co-operate with 

government in establishing an accountable and effective accountancy profession, 

comprising a strictly regulated auditing profession and legislated protection of the 

accountancy profession.  

 

In general the CPA (SA) identifies with and supports the aims of the Auditing profession 

bill (herein after referred to as the “bill”).  

 

CPA (SA) wishes to congratulate the National Treasury for not only taking ownership of 

the drafting process, but also facilitating a debate on this issue. The latter is evident from 

the appointment by the Minister of the Ministerial Review Panel, and the inclusion of Part 

4, Governance of Regulatory Board, and Part 7, National Government Oversight and 

Executive Authority in the bill. This introduces an unbiased character into the framework 

of the new regulator, thus heralding a new participative approach. 

 

CPA (SA) fully concurs with the stated objectives of the bill, namely: 

 

“To provide for the establishment of the Independent Regulatory Board for 

Auditors; to provide for the education, training and professional development of 

registered auditors; to provide for the accreditation of professional bodies; to 

provide for the registration of auditors; to regulate the conduct of registered 

auditors; to repeal an Act; and to provide for matters connected therewith.” 

 

 

 

1. See note 1 on page 59 entitled “The CPA (SA)” 

 



 

            Institute of Certified Public Accountants of South Africa: Comments on Auditing Profession Bill                      

Submission to Parliament: 30 September 2005 
                                                               

6

We consequently wish to express our appreciation to the drafters of this bill, as it is by 

en large clear in its application and well thought through. It addresses most of the 

concerns we raised with regard the previous versions of the draft bill that preceded this 

draft, as well as the root cause of recent corporate collapses.  

 

However, we humbly wish to propose minor amendments to sections of the bill, which to 

our mind would further enhance the bill’s objectives to regulate the (external) auditing 

profession. These proposals will form the basis of our comments.  

 

In our view, the current Public Accountants’ and Auditors’ Act 80 of 1991 is ambiguous, 

archaic, vague, too conservative in its regulatory approach and built on a public entity 

framework. We appreciate the fact that the proposed bill goes a long way towards 

addressing these shortcomings.  

 

However, it is clear that further refinement to the bill may be necessary to unequivocally 

define whom and what it seeks to regulate. The good intentions of the drafter should not 

be undone by inadvertently including terms in the bill that originated from the Public 

Accountants’ and Auditors’ Act.  

 

Our concern relates primarily to the scope of the regulatory objective of the bill. 

 

If the intention of the bill is a wide regulatory objective, then all opinion or assurance 

providers, be they financial or non-financial, should be included in its ambit, and 

consideration given to renaming the bill as the Assurance Profession Bill.  

 

If the objective is a narrower regulatory environment, the scope of the bill should be 

limited to the regulation of the external audit of a “public accountable entity” financial 

statement.   
 

It is imperative that the regulatory scope is clearly established and communicated. 

 

It is our view that facilitating legitimate business activity, whilst simultaneously preventing 

stakeholder abuse, would best be achieved if the bill: distinguishes Public accountants 

that provide non-audit services from Public accountants that provide audit services; 

requires adherence to auditing standards; ensures the independence and accountability 

of the new regulator; determines accreditation criteria and an auditor recognition model 
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in an open, transparent and participative framework, and recognises the difference  

between the assurance needs of public entities as opposed to private entities.  

 

Within the framework of our new constitutional democracy, the new regulator should 

operate in “total sunshine”. Vague and arbitrary rules that originated in the previous 

dispensation should not be carried over into the new South Africa. 

 

The new act should be an act that reflects the needs and aspirations of South Africa to 

compete in the international arena. We believe that the bill can achieve this goal with 

minor amendments.  

 

To our mind all legislation affecting business entities should be built on the distinction 

between widely-held entities, where a separation exist between owners and managers, 

and closely-held entities, where the owners are most often the managers.   

 

Public protection and investor confidence is strongly related to an environment where 

the above-mentioned separation exists. Imposing a high level assurance framework on 

an environment where no such separation exists, could serve to entrench existing 

monopolies, increase red tape, and the administrative burden of the SME sector. Seen 

within the context of the cost of imposing compliance, little or no benefit will accrue.  

 

In the interests of promoting Africa’s renaissance, economic development should be 

encouraged and not prohibited. Unintended consequences could best be avoided if the 

bill applies the well known principle of “thinking small first”. Imposing a “public entity 

audit framework” on an environment that is in need of enabling legislation, will not only 

entrench monopolies and restrict access to services, but also limit empowerment and 

economic growth. The net result will be an increase in the cost of doing business in 

South Africa.  

 

We are not asking for standards to be lowered, but are merely advocating standards that 

are fit-for-purpose. A balance should be struck between a regulatory environment for 

public accountable entities and an enabling environment for non-public accountable 

entities. In line with our stance, the International Federation of Accountants (IFAC) 

recently established a Developing Nations Task Force to asses the needs of developing 

nations. In the United Kingdom the APB is currently embarking on a project to establish 

assurance that will address the needs of small entities, as is evident from the following 

statement: 
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”The APB is conscious of the inexorable increase in the complexity of 

accounting, auditing and ethical standards and the burden that these place on 

small companies and their auditors. (The) APB is therefore commencing a 

project to re-evaluate the needs of small companies and the users of their 

financial statements with a view to introducing a new form of assurance that is 

tailored to their needs.” (APB Completes Ethical Standards for Auditors, Media 

release, 17 December 2004)  

 

The new Auditing profession bill should not ignore the different forms of assurance that 

are already part of the South African environment.    

 

The participation of CPA (SA) in the South African economy contributes to economic 

growth and social development. We estimate that CPA (SA) members that publicly 

practice accountancy services other than auditing, service more than 400 000 business 

entities, ranging from sole proprietors to private companies.   

 

Involving all participants in the field of public accountancy will not only increase 

competition and service delivery, but also decrease cost. As part of our commitment to 

the enhancement of South Africa and Africa’s economic development, we look forward 

to offering our professional services to the Southern African community.   

 

We trust that our place in the accountancy profession will be recognised, thereby 

affording us the opportunity to play our part in the African Renaissance.   

 

We appreciate that the members of the portfolio committee will be applying their mind to 

the concerns we have registered and the comments we have made, and will afford us 

their responses.  

 

Kind regards 

 

 

__________________________ 

Saleem Kharwa 

President CPA (SA) 
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Part 3: Proposal on the Title of the Bill 
 

01 

The title of the bill is stated as the: 

 

 “Auditing Profession Bill” 
 

02 

We respectfully submit that academic literature on the subject of auditing, distinguishes 

between various types of auditors, namely governmental, internal, forensic, 

environmental, information systems and external (or independent) auditors. 

 

03 

According to Puttick and Van Esch, as stated in The Principles and Practices of Auditing, 

seventh edition: 

 

“However, the meaning of the word (auditing) has become more generic in 

nature as the audit process is being applied to other areas of financial and 

business activities.” 

 

and 

 

“In South Africa, only persons registered in terms of the Public Accountants’ and 

Auditors’ Act may practice as independent auditors.” 

 

04 

These distinctions with regard the nature of auditing, are according to Gloeck due to the 

“effects of specialisation and diversification; the impact of the development of scientific 

methodologies and the growth that the auditing profession has experienced”. 

 

05 

In his 2002 budget speech, the Minister of Finance made the following statement with 

regard the establishment of the Auditing profession bill:   
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“The issue of corporate governance and in particular the role of the auditing firms  

have once again dominate headlines.  Closer to home, a number of corporate 

failures - Macmed, Leisurenet, Regal Treasury, and Unifer, to name but a few – 

have raised similar set of issues. Many of these weaknesses were highlighted in 

the Nel Commission Report.” 

 

06 

It is clear from these statements that both the previous regulatory act and the proposed 

new bill envisage the regulation of the external company financial statement auditor or 

external auditor. This is confirmed by the definition given to the term  

“audit” in the bill.  

 

07 

Perhaps it would be prudent if the inclusion of the word profession in the title was also 

re-examined, in accordance with the Code of Ethics of the International Federation of 

Accountants (IFAC). 

 

08  

According to the IFAC Code of Ethics, the terms Profession and Independence
2
 are 

applicable to all professional accountants, not just to those that practice external 

auditing.  

 

09 

The terms “auditor” and “profession” are generic terms that should therefore not be 

reserved for the exclusive use of only one participant in the broader accountancy field, 

namely external company auditors. 

  

10 

We humbly submit that to prevent any misunderstanding on the scope of the bill, 
the title of the bill should be changed to that of “External Company Auditor Bill”. 
 
 
 

 

 

1. See note 2 on page 60 entitled “Profession and Independence” 
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Part 4: Proposal on the Objectives of the Bill 
 

An “Accountable” Regulator 

 

01 

The preamble to the bill sets out its general objectives. Amongst these is the following 

objective: 

 

“To provide for the establishment of the Independent Regulatory Board for 

Auditors.” 

 

02 

Various provisions in the bill clearly indicate the intention of the legislator to enhance the 

accountability of the new regulator vis-à-vis its predecessor. This is evident from specific 

provisions contained in Part 4, Governance of Regulatory Board, and Part 7, National 

Government Oversight and Executive Authority.  

 

03 

We support this objective. Given the important role that the Independent Regulatory 

Board for Auditors (IRBA) will fulfil, and the power that it will be granted, it is imperative 

that its authority be informed by an accountability framework.  

 

04 

However, we are humbly of the opinion that the concept of accountability could 
possibly be further enhanced by including the word “accountable” in the 
preamble, which will then read: 
 

“To provide for the establishment of an accountable Independent 

Regulatory Board for Auditors” 
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Part 5: Proposals on the Definitions of the Bill 
 

A. The Definition of Audit 

 

01 

Chapter 1 is entitled the “Interpretation and Object of the Act” and contains the 

definitions of concepts in the bill. According to the bill: 

 

‘‘audit’’ means the examination of -  

(a)  financial statements with the objective of expressing an opinion with a high 

level of assurance as to their fairness and as to their compliance with an 

identified financial reporting framework and any applicable statutory 

requirements; or  

(b)  financial and other information, prepared in accordance with identified 

suitable criteria, with the objective of expressing an opinion with a high or 

moderate level of assurance on the financial and other information; and ‘‘audit 

service’’ has the same meaning; 

 

02 

Thus, the meaning of audit is either that which is implied in part of (a) of the definition 

OR that which is implied in part (b). Part (a) of the bill seems to be focused on the 

external audit of a public accountable entity’s financial statement, which would be in line 

with a narrow regulatory focus, whereas part (b) of the definition seems to have a wider 

scope than the external company auditor, in that it implies regulation of both financial 

and non-financial opinion providers.   
 

03 

Part A of the Definition 
We wish to express our support for this part of the definition. It defines the audit in terms 

of financial statements and the expressing of high levels of assurance
3
, and therefore 

implies that the profession it seeks to regulate is that of the external auditor of financial 

statements. This definition of audit
3
 is also in line with international precedent.   

 

 

1. See note 3 on page 65 entitled “Assurance Engagements” 
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03.01 

Part A not only acknowledges the providers of moderate levels of assurance on financial 

statements, such as accounting officers for close corporations, but also excludes them 

from the strict regulation of the Auditing Profession’s Bill. An enabling environment in the 

SME sector within which legitimate business activity can flourish is thus created.  

 

03.02 

Furthermore, this part of the definition also recognises the fact that high standards and 

strict regulation are non-negotiable in the capital market environment, where public 

protection and investor confidence are of the utmost importance. It therefore regulates 

and limits the scope to opinions expressed with a high level of assurance on financial 

statements.   

 

03.03 

However, we humbly suggest that more clarification is possibly needed with regard to 

one element of this definition, namely the requirement to express an opinion on financial 

statements with regard to their “compliance with any applicable statutory requirements”.  

 

03.04 

We suggest that it may be prudent to consider expanding part (a) of the audit 
definition as follows: 
 

‘‘audit’’ means the examination of -  

 financial statements with the objective of expressing an opinion with a 

high level of assurance as to their fairness and as to their compliance with 

an identified financial reporting framework and any applicable statutory 

requirements relevant to that framework” 
 

 

03.05  

In our view this will further ensure that the scope of the definition is limited to an opinion 

on financial statements, as we do not believe that the duties of external company 

auditors should be expanded to include the verification of compliance with any or all 

statutory requirements, whether financial or other, that affect the entity.  
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03.06 

If the duties of external company auditors were to be expanded in such a way it could 

rightly be asked whether auditors will be required to investigate or perform due diligence 

on an entity with regard to its compliance with the entire statutory framework of South 

Africa. Would this then mean that an auditor will be required to also consider 

international legislation? Assuming that auditors have the necessary competence to 

perform these duties, the effect that this requirement may have on the cost of doing 

business in South Africa could be prohibitive. Furthermore, it is also questionable 

whether the current education system and training contract for auditors are such that 

they will produce auditors capable of fulfilling this requirement. 

 

04 

Part B of the Definition 
Although we understand the intention why the drafter included part (b) in the definition of 

audit, we have reservations as to the need for its inclusion as part of the definition. Given 

that Part (b) defines the audit in terms of financial and other information, it could be 

construed to imply that the profession it seeks to regulate consists of all external 

assurance providers.   

 

04.01 

Part (b) of the bill could be interpreted to mean either of the following:  

 

‘‘audit’’ means the examination of—  

(b) financial information, prepared in accordance with identified suitable criteria, 

with the objective of expressing an opinion on the financial information with a 

high or moderate level of assurance; and ‘‘audit service’’ has the same meaning; 

or 

(b) information, prepared in accordance with identified suitable criteria, with the 

objective of expressing an opinion on the information with a high or moderate 

level of assurance; and ‘‘audit service’’ has the same meaning; 

 

04.02 

Financial information includes all the elements of financial statements, such as assets, 

equity, liability, income and expenses, and all ratios and summarised  forms these can 

be stated in, whilst information is defined in the Collins English Dictionary as “knowledge 

acquired through experience or study”.  

 



 

            Institute of Certified Public Accountants of South Africa: Comments on Auditing Profession Bill                      

Submission to Parliament: 30 September 2005 
                                                               

15

04.03 

In the legislator’s quest to appropriately regulate the auditing profession, the drafter may 

have inadvertently defined part (b) of the definition as widely as it has been to 

encompass the commercial activities of every professional expressing an opinion that a 

third party might rely on to take an economic decision. 

 

04.04 

The definition includes assurance, whether high or moderate, on financial and non-

financial information, for example: 

 

A purchaser approaches an attorney/valuator/professional accountant/other 

professional person to advise him/her on the purchase of a business. The purchaser 

supplies the professional with information obtained from the seller, and requires the 

attorney to express an opinion on this information, as such an opinion will enhance 

the confidence of the purchaser with respect to the information supplied. In providing 

this service the professional person will follow a due diligence process, where after 

an opinion will be expressed on the financial and non-financial information supplied, 

in respect of whether this information fairly reflects the value of the business to be 

purchased. 

 

04.05 

In addition, it should also be remembered that as the business community and economic 

activity become more complex and specialised, so to the demand increases for subject 

matter experts to provide opinions on varied and highly evolved subject areas.  

 

04.06 

As the currently regulated academic and training system applicable to Registered 

Accountants and Auditors is only capable of producing “general” external company 

auditors, not “specialised” external company auditors, and as the current regulator does 

not recognise the competency of suitably qualified other types of auditors, whether 

financial or non-financial (for example government, system, environmental, and forensic 

auditors), it is questionable whether a sufficient number of adequately competent 

“auditors”  will be available in respect of this part of the definition. 
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04.07 

In addition, it is helpful to note the content of the International Standard on Auditing 

720
4
. It seeks to specifically frame the meaning of the term within the context of “annual 

reports”. Furthermore, the auditor is only required to read the “other information to 
identify material inconsistencies with the audited financial statements”. 

 

04.08 

We submit that financial and other information are not a separate focus area of the audit, 

but merely have a secondary meaning with regard to the audit of the financial 

statements.  

 

04.09 

Consequently, the new regulator should be permitted to independently determine 

whether financial and other information should form part of the audit process, or whether 

this should constitute a separate audit altogether.   

 

04.10 

In determining how the term auditor should be defined, it is also important to consider 

the privileged position in which an auditor of an entity finds himself/herself. This 

privileged position is largely the result of the fact that in South Africa all companies are 

required to have a mandatory audit performed. This statutory requirement provides a 

serious argument why the audit should be defined in a narrow sense.  

 

04.11 

Currently the scope of part (b) of the definition is unclear. The current wording may imply 

that additional services, other than the mandatory annual audit of financial statements of 

companies, could also become the exclusive domain of “registered auditors”, given that 

“financial and other information” is not explained or placed in a subservient position to 

part (a) of the definition.  

 

04.12 

If part (b) of the definition is left unchanged, the monopoly of the audit professional will 

not only be further entrenched, but expanded to the detriment of all non-auditing 

professionals. This may ultimately nullify the laudable objectives of the bill. 

 

1. See note 4 on page 81 entitled “Other Information” 
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04.13 

In terms of part (b) of the definition, both a high level of assurance and a moderate level 

of assurance are defined to mean audit.  

 

04.14 

However, in terms of international precedent, an audit is defined as a high or reasonable 

level of assurance and a review is defined as a moderate level of assurance. The only 

conceivable reason for this broad inclusion is that the drafter appreciates the fact that 

more complex procedures are required to express a high level of assurance, which will 

result in a more costly engagement. Thus an “audit lite” or moderate assurance 

approach may provide a more affordable option.  

 

04.15 

However, recent media articles attest to the fact that applying an “audit lite”
 5

 concept to 

the audit framework is most inappropriate.  

 

04.16 

In considering part (b) the question comes to mind whom and what the bill seeks to 

regulate. Was the intention of the drafter to only seek to regulate external auditors of 

company financial statements, or all other types of auditors? Does the bill seek to 

establish a one-size-fits-all regulatory environment? Is omnibus legislation the best 

means of regulation where there are other accountancy disciplines that fall outside the 

ambit of this legislation, but are by implication included?  

  

04.17 

We propose that to address the concerns that we raised part (b) of the definition 
of audit, should be deleted in its entirety: 
 

(b) financial and other information, prepared in accordance with identified 

suitable criteria, with the objective of expressing an opinion with a high or 

moderate level of assurance on the financial and other information; and 

‘‘audit service’’ has the same meaning; 
 

 

 

1. See note 5 on page 82 entitled “Audit Lite” 
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B. The Definition of Professional Body 

 

01 

Chapter 1 is entitled the “Interpretation and Object of the Act”, and contains the definitions of 

concepts in the bill. According to the bill: 

 

“professional body means a body of, or representing, registered auditors or both 

accountants and registered auditors”. 

 

02 

As the new Board should ensure a level playing field for all wishing to enter the auditing 

profession, irrespective of the professional accountancy institute to which they belong, we are of 

the opinion that the Board should not only await applications for accreditation, but should 

actively solicit applications, and assist applicants together with suitably qualified professional 

accountancy institutions.  

 

03 

We believe that the current wording of the definition of a professional body may effectively 

exclude the possibility of a professional body of accountants currently not recognised by the 

PAAB, from applying to be registered as a professional body in terms of this bill, e.g. CPA (SA), 

ACCA and CIMA.  

 

04 

We respectfully submit that before the wording of the bill is finalised, consideration should be 

given to whether the limitation this narrow definition may impose, will be justifiable in terms of 

the constitution of our country.  

 

05 

We accept that a specific section of the profession should be regulated, but are concerned that 

the regulation of the audit profession as it is currently proposed may inadvertently result in the 

creation of an unintended barrier to entry into the audit profession, thereby resulting in a 

constitutional misalignment.  
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06 

We respectfully submit that the audit profession should be regulated in a manner that 

contributes to opening this profession and addressing the inequalities of the past.     

 

07 

We consequently suggest that the definition of a professional body be amended to read:  
 
‘‘professional body or bodies’’ means a body of, or representing, registered  
 auditors, accountants, or both registered auditors and accountants; 
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C. The Definition of Public Accountant6

 

01 

Chapter 1 is entitled the “Interpretation and Object of the Act” and contains the definitions of 

concepts in the bill. According to the bill: 
 

 ‘‘public accountant’’ means any person who is engaged in public practice. 

 

02 

We respectfully submit that the inclusion in the bill of the word “public accountant”, as well as a 

definition of this term appears to be contrary to the stated objectives, application and scope of 

the proposed bill.  

 

03 

Read in its entirety, the bill intends to deal only with the regulation of the external auditing 

profession, and the registration of “registered auditors”.  

 

04 

In the context of the bill, the term public accountant has no reference or relevance to the bill, 

save as an exclusionary measure in section 41. 

 

05 

By including the term and the definition, the legislator may inadvertently have imported the 

entire contentious history related to the interpretation and application of the previous Public 

Accountants’ and Auditors’ Act. As such the drafter may unintentionally be compromising the 

entire basis of what is otherwise a potentially positive bill.  

 

06 

We respectfully submit that the drafter appears to be confusing the conceptual distinction 

between accountancy and auditing, accountancy being the all encompassing term for the 

following subject areas: accounting, auditing, tax, management consulting and financial 

management.    

 

1. See note 6 on page 82 entitled “An International Perspective of the Definitions” 
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07 

We have difficulty in understanding why the drafter found it necessary to include the term public 

accountant in the bill, given that the objectives of the bill unambiguously only seeks to address 

the external auditing profession. In our view the bill seeks to only regulate the service and 

function performed by the external auditing profession, and is not primarily focused on the 

person performing the service and function.  

 

08 

However, if the public practice of auditing is to be regulated, a subsequent requirement will be to 

register only those that offer external auditing services to the public for a fee. Such persons will 

then become known as registered auditors, and only they will then be allowed to practice public 

auditing.  

 

09 

As the object of this bill is not focused on the other components of accountancy, it should in our 

view not seek to regulate the provision of these other accountancy services or those persons 

that offer such non-audit services to the public for a fee. The practice in public of accounting, 

tax, management consulting or financial management services should not in our view fall within 

the ambit of this bill.  

 

10 

Although this may not have been the intention of the drafter of the bill, the inclusion of term 

public accountant in the definition and in section 41 will have the effect of excluding all current 

professional accountants that are not registered external auditors from legally operating in public 

practice.  This could, contrary to sub clause 2(c) which specifically states that the bill is intended 

to promote investment and employment in the republic, lead to disinvestment and loss of 

employment.  

 

11 

We believe that the Portfolio Committee on Finance has the unique opportunity to rectify the 

mistakes of the previous government when it drafted the Public Accountants’ and Auditors’ Act 

without proper consultation and consideration, thus blurring the distinction between accountancy 

and auditing. 
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12 

 In our view, the inclusion of the term Public Accountant in the Public Accountants’ and Auditors’ 

Act was merely intended to amplify the distinction between a public accountant and auditor. 

 

13 

Furthermore, the bill does not define a “registered accountant”, thereby creating the impression 

that it totally ignores this discipline. We accept this exclusion on condition that the bill is then 

strictly focused on the external auditing profession.  

 

14 

What we find very interesting, is that the drafter only defines “public accountant” in terms of 

another definition, namely that of “public practice”, whereas the term “registered auditor” is 

correctly given a stand-alone meaning that is not derived from or dependant on another 

definition.    

 

15 

As the bill clearly seeks to regulate the practice of external auditing by way of a regulatory 

board, the bill therefore only needs to define a “registered auditor” as a person registered with 

the regulatory board. The definition of public accountant in relation to public practice is not only 

confusing, but also creates the impression that the bill is intended to regulate accountancy and 

auditing, which in terms of its objectives is clearly not the intention.   

 

16 

Should the amendments we propose in this submission be accepted, then only registered 

auditors that are registered with the regulatory board for auditors will be allowed to practice 

external auditing, whereas professional accountants acting for their own account will not be 

required to register with the regulatory board for auditors in order to practice other forms of 

accountancy.  
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17 

Internationally
6
, the term public accountant is not synonymous with auditor. Although an 

external company auditor is always a member of the public accountant fraternity, the public 

accountant fraternity does not exclusively consist of auditors. Although auditing is always part of 

accountancy, accountancy does not solely consist of auditing. 

 

18 

Based on the IFAC definitions, international precedent, and the audit professions stated 

objective to harmonise with international standards, CPA (SA) members that perform 

professional services to the public should be recognised by all stakeholders
7
 as public 

accountants, even though, the services they render will in most cases be limited to accountancy 

services other than auditing. In addition, all members of IFAC are obliged to acknowledge and 

recognise these definitions. Should they fail to acknowledge and recognise these definitions, 

serious questions could arise in respect of South Africa’s adherence to international standards.  

 

19 

We therefore strongly recommend that the term public accountant and the definition 
thereof be removed from the bill: 
 

‘‘public accountant’’ means any person who is engaged in public practice.  

 

 

 

 

 

 

 

 

 

 

1. See note 6 on page 82 entitled “An International Perspective of the Definitions” 

2. See note 7 on page 88 entitled “Stakeholder Recognition”  
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D. The Definition of Public Practice6

 

01 

Chapter 1, entitled the “Interpretation and Object of the Act”, contains the definitions of concepts 

in the bill. According to these definitions: 

 

 

‘‘public practice means the practice of a registered auditor who places professional 

services at the disposal of the public for reward, and ‘‘practice’’ has a similar meaning”. 

 

02 

The bill consequently declares that only a registered auditor may: 

- place professional services 

- at the disposal of the public 

- for reward. 

 

03 

Professional services 
As the bill provides no qualification for the elements of the definition on public practice, the 

questions should be posed what exactly “professional services” entails, and whether this 

definition implies that no professional person other than a registered auditor should be allowed 

to place such professional services at the disposal of the public for reward.  

 

03.01 

If all professional services, in accordance with the IFAC definition of professional services are to 

be included in the definition of public practice, it seems reasonable to assume that the new 

regulator, the IRBA, will then need to establish specific standards for all other areas of 

accountancy, and that these standards will then need to be monitored and enforced by the new 

regulator. Should this be the case, these standards will have to be applied by registered 

auditors, thereby creating a conflict of interest.  

 

 

1. See note 6 on page 82 entitled “An International Perspective of the Definitions” 



 

            Institute of Certified Public Accountants of South Africa: Comments on Auditing Profession Bill                      

Submission to Parliament: 30 September 2005 
                                                               

25

03.02 

Were the situation outlined above to apply, it would entail that the objectives of the Bill are 

expanded out of all proportion to that which was initially envisaged by the legislator, namely to 

regulate external auditing.  

 

03.03 

This may also lead to a blurring of the jurisdiction between various government regulators 

already tasked with certain aspects of accountancy, such as the South African Revenue 

Services (SARS) with regard to its regulation of Tax Practitioners, and the imminent Financial 

Reporting Council (FRC) that is tasked with issuing, monitoring and enforcing compliance with 

financial reporting standards. Even assuming an overlap of jurisdiction, it is likely to open a 

Pandora’s Box, in that auditors will be subjected to double compliance and possibly even to 

conflicting compliance requirements.  

 

03.04 

It could also be argued, and the drafter would be prudent to take cognisance thereof, that by 

extending the power of the new regulator, this could amount to a downward delegation of the 

legislative authority of parliament to the regulating body, thus placing this body in a position 

where it is required to create and not merely implement policy. 

 

03.05 

If the answer to the latter question is in the affirmative, this begs the further question what effect 

it would have on the South African economy, as approximately 4500 registered auditors (the 

current number of external auditors registered with the PAAB), would be required to fulfil the 

accountancy needs of the business community. It is unthinkable that in terms of section 2(c) of 

the bill this is what the legislator intended. 

 

03.06 

We respectfully submit that the legislator should carefully consider whether it is appropriate to 

include the unqualified term “professional services” as part of the current definition of public 

practice, as its inclusion may influence the social accountability of the auditor and the adverse 

framework
8
 within which the auditor operates. 

1. See note 8 on page 89 entitled “Social Accountability and the Adverse Framework” 
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03.07 

According to the currently proposed amendments to the Companies Act public company 

auditors will be prohibited from performing only certain non-audit professional services for their 

audit clients. Auditors of private companies will, however, be allowed to perform non-audit 

professional services for their audit clients, dependant only on self regulation with regard to 

independence.  

 

03.08 

Not only will private company auditors have a statutory monopoly on the provision of audit 

services, they will also be allowed to perform bookkeeping, tax, financial statement preparation, 

business planning, employment services, and provide financial planning and insurance services 

to the audit client. They will be in an “advantaged” position, whilst competing with other 

professions as they will have advanced and exclusive knowledge, being the statutorily 

appointed auditor.   

 

03.09  

Due to the important role that auditors are expected to fulfil in society, great care should be 

taken before allowing auditors to perform other services for their audit clients, as this may 

unduly increase the adverse framework in which auditors operate and decrease their social 

accountability. It is important that the audit function should not be diluted by including other 

services as part of the definition of public practice.  

 

04 

Public 
The word “public” as part of the term “public practice” derives its meaning from the way it is used 

in the definition. The word “public” in this context implies the clients of the registered auditor. 

Audit services should be performed in line with the Code of Ethics as determined by IFAC.  

 

04.01 

It is important to note that the Code does not only apply to auditors performing an attest or direct 

reporting engagement, but also to the broader accountancy profession:  
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“The Code recognizes that the objectives of the accountancy profession are to work to 

the highest standards of professionalism, to attain the highest levels of 

performance and generally to meet the public interest requirement set out above.”  

 

“In order to achieve the objectives of the accountancy profession, professional 

accountants have to observe a number of prerequisites or fundamental 

principles.”
 2

04.02 

These fundamental principles, which apply equally to all branches of the accountancy 

profession, are: integrity; objectivity; professional competence and due care, confidentiality; 

professional behaviour; and technical standards. 

 

04.03 

Part B of he Code is only applicable to “professional accountants in public practice”. This part 

requires that all professional accountants that act in public practice should be independent. 

According to the Code, independence requires “Independence of Mind” and “Independence in 

Appearance”. The Code is clear that the concept of independence is not limited to only auditing 

engagements, but also applies to the broader concept of assurance engagements:  

 

“The principles in this section (Part B) apply to all assurance engagements. The  

nature of the threats to independence and the applicable safeguards necessary 

to eliminate the threats or reduce them to an acceptable level differ depending on 

the characteristics of the individual engagement: whether the assurance engagement is 

an audit engagement or another type of engagement”

 

04.04 

Although auditors are required to be independent, this does not mean that independence is the 

exclusive domain of auditors.  

 

04.05 

All professional accountants involved in assurance engagements, in other words act in public 

practice, are required to be independent and act in the public interest.  

1. See note 2 on page 60 entitled “Profession and Independence” 
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04.06 

The only difference between “professional accountants-non audit” and “professional 

accountants-audit” is the “nature of the threats to independence and the applicable safeguards 

necessary to eliminate (or reduce) the threats to an acceptable level”. In an audit engagement 

the nature of the threats and the applicable safeguards are more acute than for other assurance 

engagements.  

 

05 

We therefore humbly propose that the definition of public practice be amended to read: 
 

‘‘auditing in public practice means the practice of a registered auditor who places 
professional external audit services at the disposal of the public for reward, and 
‘‘audit practice’’ has a similar meaning” 
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E. The Definition of Training Contract 

 

01 

Chapter 1 is entitled the “Interpretation and Object of the Act” and contains the definitions of the 

concepts in the bill. According to the bill: 

 

‘‘training contract means a written training contract entered into in the 

prescribed form and registered with the Regulatory Board whereby a prospective 

registered auditor is duly bound to serve a registered auditor for a specified period and is 

entitled to receive training in the practice and profession of a registered auditor.” 

 

02 

We accept this definition, provided it simply pertains to the auditing profession. However, given 

the concerns we expressed in terms of the exclusionary nature in the definition of audit, as 
well as our submissions with regard to possible barriers implied in sections 37 (see our 
comment in Part 8 of this submission), we submit that the potential negative implications 
of the definition of training contract should be carefully considered.    
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Part 6: Proposals on the General Functions  
 

01 

Chapter II is entitled Independent Regulatory Board for Auditors and deals with a number of 

issues including “General Functions”. Section 4 of the bill states: 

  

“General functions 

4. The Regulatory Board must, in addition to its other functions provided for in this Act— 

(a) take steps to promote the integrity of the auditing profession, including -  

(i) investigate alleged improper conduct; 

(ii) conduct disciplinary hearings; and 

(iii) impose sanctions for improper conduct; 

(b) take steps it considers necessary to protect the public in their dealings with registered 

auditors.” 

 

02 

As the “public interest” should be the guiding principle in establishing any regulatory 
board, we suggest that it should also receive primacy in the bill. We therefore propose 
that the relevant subsection of section 4 be amended to read: 
 

“General functions 

4. The Regulatory Board must, in addition to its other functions provided for in 

this Act— 

(a) take steps it considers necessary to protect the public in their dealings with 

registered auditors;  

(b) take steps to promote the integrity of the auditing profession, including -  

(i) investigate alleged improper conduct; 

(ii) conduct disciplinary hearings; and 

(iii) impose sanctions for improper conduct” 
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Part 7:  Proposals on Accreditation 
 

01 

Chapter III is entitled “Accreditation and Registration” and deals with the accreditation of 

professional bodies and the registration of individual auditors and firms. With regard to 

accreditation the bill states: 
 

“Application for accreditation 

32. (1) A professional body must apply, on the prescribed application form, to the 

Regulatory Board for accreditation. 

(2) If the Regulatory Board is satisfied that the professional body complies with its 

requirements for accreditation, it must grant the application on payment of the 

prescribed fee”. 

“Requirements for accreditation 

33. In order to qualify for accreditation, a professional body must demonstrate, to the 

satisfaction of the Regulatory Board that— 

(a) it complies with the prescribed requirements for the professional development 

and achievement of professional competence; 

(b) it has appropriate mechanisms for ensuring that its members participate in 

continuing professional development as recognised or prescribed by the Regulatory 

Board; 

(c) it has mechanisms to ensure that its members are disciplined where 

appropriate; 

(d) it is, and is likely to continue to be financially and operationally viable for the 

foreseeable future; 

(e) it keeps a register of its members in the form prescribed by the Regulatory 

Board; 

(f) it has in place appropriate programmes and structures to ensure that it is 

actively endeavouring to achieve the objective of being representative of all 

sectors of the South African population; and 

(g) it meets any other requirement prescribed by the Regulatory Board from time 

to time.” 
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02 

We acknowledge the intention of the drafter to provide the Board with a very wide discretion in 

terms of fulfilling its regulatory obligations with regard to the auditing profession.  

 

03 

However, we humbly propose that every caution should be taken to prevent an entry barrier 

being created to the profession due to representation on the board being limited to only one 

professional body.  

 

04 

In order to achieve the promotion of investment and employment in the republic, as envisaged in 

section 2(c) of the bill, specific provision should be made to ensure that the discretion of the 

board is exercised in an enabling, transparent, accountable, and broadly participative manner. 

In this regard, the Board should be required to incorporate in its accreditation and registration 

requirements the National Qualifications Framework (NQF), measures to address past 

inequalities and injustices, and provisions for the Recognition of Prior Learning (RPL). The 

Board should act in accordance with developments in other areas of the overall South African 

society.   

 

05 

The primary reasons for the review of the auditing profession were stated clearly by the Minister 

of Finance in his 2002 budget speech. He indicated that the “first” draft of the audit profession 

bill did not sufficiently address issues of corporate governance, ineffective auditing and auditor 

independence. According to the Minister, the Enron debacle: 

 

“. . . has brought into sharp review a number of key issues – weak or non existing 

governance structures, the fiduciary responsibility of directors, negligent and sometimes 

reckless management, ineffective auditing, independence of auditors, and conflicts of 

interest arising from inadequate separation between auditing and consultancy.” 
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06 

It should be carefully considered by the portfolio committee whether these “key issues” could 

have resulted from the way that the auditing profession has historically been managed
8
 in terms 

of the by the PAA Act. To avoid a possible recurrence of these issues, the succession 

provisions in the bill should not provide for a blanket acceptance of the current PAAB 

accreditation, registration and recognition model. 

 

07  

It should therefore be considered whether blanket statements such as “Regulatory Board is 

satisfied”, “to the satisfaction”, “it has appropriate” contained in sections 32 and 33 are 

appropriate in terms of the new South Africa. We believe that the bill should provide clear 

guidelines on the measurement criteria on which value judgements such as “satisfaction” and 

“appropriateness” will be based, to limit possible subjective interpretations. This will also 

promote the right to just administrative action as envisaged in section 33 of the Constitution. 

 

08 

The bill should also provide a constitutionally aligned appeals-mechanism on the grounds of 

which bodies or persons that do not “satisfy” or are found to be “inappropriate” could seek 

redress. 

 

09 

It will not be in the interest of South Africa if the new Board, based on the Transitional Provisions 

of the bill contained in section 59, only accredits those professional bodies and registers those 

persons that fulfil the requirements established in the previous dispensation. This may nullify the 

laudable intention of the drafter to widen the routs of entry into the auditing profession.  

 

10 

We therefore humbly suggest that the new regulator should not be left to arbitrarily determine 

what constitutes “satisfaction”. South Africa’s constitutional democracy requires that all persons 

be treated equally. This can only be achieved if the criteria that determine when a condition is 

met are established in a transparent and participative process.  

 

1. See note 8 on page 89 entitled “Social Accountability and the Adverse Framework” 
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11 

The new regulator should not automatically accredit a professional body solely on the basis of 

its current accreditation with the PAAB. A level playing field demands that the new regulator 

treats all professional bodies equally. No professional body should have the competitive 

advantage of being the sole supplier of auditors to the market. All professional bodies should 

apply on equal terms for accreditation. 

 

12 

We submit that the bill should clearly indicate the criteria and conditions that will 
determine “satisfaction” of criteria for accreditation and therefore suggest the following 
amendments to section 32: 
 

“Application for accreditation 

32. (1) The IRBA should actively solicit applications for accreditation and assist 

applicants with meeting the accreditation criteria, thereby facilitating a broad 

representation of professional bodies.  

(3) If the Regulatory Board is satisfied, after following an accountable and 

transparent process, that the professional body complies with its requirements for 

accreditation, it must grant the application on payment of the prescribed fee. 

(4) If a professional body does not comply with the requirements for accreditation, 

the IRBA should give full reasons aligned with constitutional requirements.

(5) A procedural and administratively fair appeals process shall be followed in the 

event accreditation is refused.”   
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Part 8: Proposals on Registration of Individual Auditors 
 

01 

Chapter III is entitled “Accreditation and Registration” and deals with the accreditation of 

professional bodies and the registration of individual auditors and firms. With regard to 

registration the bill states: 

 

“Application for registration of individuals as registered auditors 

37. (1) A person must apply, on the prescribed application form, to the Regulatory Board 

for registration. 

(2) If, after considering an application, the Regulatory Board is satisfied that the 

applicant— 

(a) has been certified by an accredited professional body, to comply with the prescribed 

education, training and competency requirements for a registered auditor; 

(b) has served under a registered training contract for the prescribed period; 

(c) has passed any qualifying examinations prescribed, recognised or conducted 

by the Regulatory Body;” 

 

02 

The inclusion in section 37 of the terms “registered training contract” and “qualifying 

examination” creates a possible barrier to entry to all other “would-be” registered auditors who 

are members of other professional bodies such as the South African Institute of Government 

Auditors (SAIGA) and CPA (SA).  

 

03 

It is our contention that, based on the Transitional Provisions in section 59 of the bill, this 

“training contract” only includes the current PAAB recognised SAICA training contract, and 

therefore implies that a person who has not entered into a SIACA training contract will not be 

registered as an auditor.   

 

04 

We suggest that such a training requirement is not aligned to our Constitution in respect of 

equality, the right to practice a profession, and freedom of association, and that it fails to take 

note of important government policies aimed at addressing the inequalities caused by past 
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injustices. Furthermore, it also fails to incorporate policies related to matters such as the NQF 

and RPL. The incorporation of this requirement into the bill appears to be contradictory to the 

stated objectives of the bill.  

 

05 

In our view section 37(2) (a), which requires an accredited professional body to “certify” the 

competence of persons wishing to register as auditors, obviates the need for a training contract.   

 

06 

Similarly, the requirement to pass “any qualifying examinations prescribed, recognised or 

conducted by the Regulatory Body” should be also be carefully considered, as it cannot 

divorced from the Transitional Provisions contained in section 59 of the bill. 

 

07 

We respectfully submit that this provision should be deleted from the bill, as the bill 

should not establish questionable entry barriers to the profession. In our view the accredited 

professional body should be left to certify the competence (education and skills) of person’s 

wishing to register as auditors or of prospective registered auditors. It is difficult to understand 

why the IRBA should test the educational and skills level of person’s wishing to register as 

auditors after a professional body has certified their competence.  

 

08 

The portfolio committee should in our view consider whether the inclusion of the requirement for 

a “qualifying examination” is not in conflict with competence in terms the NQF and RPL, and 

therefore may create an artificial threshold for entry into the profession. This may detract from 

the objectives of the bill.  

 

09 

We humbly recommend that the relevant subsection of section 37 be amended to read: 
 

“Application for registration of individuals as registered auditors 

37. (1) A person must apply, on the prescribed application form, to the Regulatory 

Board for registration. 



 

            Institute of Certified Public Accountants of South Africa: Comments on Auditing Profession Bill                      

Submission to Parliament: 30 September 2005 
                                                               

37

(2) If, after considering an application, the Regulatory Board is satisfied that the 

applicant— 

(a) has been certified by an accredited professional body, to comply with the 

prescribed competency requirements for a registered auditor 

(b) has served under a registered training contract for the prescribed period; 

(c) has passed any qualifying examinations prescribed, recognised or conducted 

by the Regulatory Body;” 
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Part 9: Proposals on the Conduct and Liability of Registered Auditors 
 

A. Misleading Terms 

 

01 

Chapter IV is entitled “Conduct by and Liability of Registered Auditors”. The bill states:  

 

Practice 

41. (1) Only a registered auditor may engage in public practice or hold out as an 

registered auditor in public practice or use the description ‘‘public accountant’’, ‘‘Certified 

Public Accountant’’, ‘‘registered accountant and auditor’’, ‘‘accountant and auditor in 

public practise’’ or any other designation or description likely to create the impression of 

being an registered auditor in public practice. 

 

(3) Nothing in this section prohibits— 

(a) any person employed exclusively at a salary by an entity and not carrying on 

business on his or her own account, from using the description ‘‘internal auditor’’ or 

‘‘accountant’’ in relation to that entity; 

(b) any member of a not-for-profit club, institution or association from acting as auditor 

for that club, institution or association if he or she receives no fee or other consideration 

for such audit services;  

 

02 

It is interesting to note that section 41(1) of the definition excludes all currently practicing 

accountants from using any designation or description that may be deemed to create the 

impression that they are registered auditors in public practice. Effectively this makes it 

impossible for accountants currently in practice to forthwith designate themselves in a manner 

which would give a clear inclination of the services they render. 

  

03 

In this regard we would recommend extreme caution, as the legislator may inadvertently be 

causing the same difficulties that were experienced with the interpretation of the PAA Act. This 

could create constitutional challenges on the grounds that the equality, freedom of association, 
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freedom of trade and occupation and profession, and expropriation of property and vested rights 

inhibited. 

 

04 

We therefore suggest that the bill should be of general application and not legislate for the 

exception. To the extent that any registered auditor or professional body may acquire an interest 

in any alternative designation or description in relation to its audit services, ample protection is 

afforded by virtue of the provisions of intellectual property law. It is unclear why the legislator 

should deem it necessary to provide special protection which does not apply to other 

professions, and which clearly has no application in terms of the objectives of the bill.  

 

05 

Public Accountant 
The term “public accountant” should not be included in this section, as is patently clear from our 

arguments in part 3 of this submission. Internationally
6
, public accountants are distinguished on 

the bases of the function they perform and the level of assurance they provide. Thus “public 

accountant-non audit” and “public accountant-audit” are separately recognised. The bill is only 

focused on registered auditors, in other words those public accountants offering audit services. 

Given that there are other public accountants that do not offer auditing services it would be 

grossly unfair to now narrow the meaning of this term to registered public accountants offering 

audit services.  

 

06 

Certified Public Accountant 
Similarly the term “Certified Public Accountant” should also not be included in this section. As 

the same argument in paragraph 05 pertains. Furthermore, in a number of international 

jurisdictions
6
 a practicing member of a CPA professional body is required to apply for an 

additional certificate in order to practice as an auditor. Thus, the term Certified Public 

Accountant cannot be construed to mean that a person is an auditor, given that a person is a 

 

 

1. See note 6 on page 82 entitled “An International Perspective of the Definitions” 
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Certified Public Accountant before being registered as an auditor. Attaching an exclusive 

meaning to the term Certified Public Accountant would result in South Africa being out of step 

with international precedent. Similarly a person becomes a Chartered Accountant before 

becoming a registered auditor. 

 

 
07 
In line with international precedent and IFAC definitions, CPA (SA) members perform public 

accountancy services that fall outside a statutory regulated framework. In our country the PAAB 

only regulates external auditing, which is also the stated aim of this bill. The regulatory 

responsibility of external auditing is further limited by the exclusion of those auditors as defined 

by section 14 (b) (iii) of the PAA Act.   

 

08 

The limited scope of the PAAB as a regulatory body stands in sharp contrast to the situation in 

the United States of America where State Boards of Accountancy regulate every aspect of 

public accountancy.  

 

09 

The CPA (SA) changed its name in 1992 to include the word accountant in its designation. This 

it did without opposition from either the PAAB or the South African Institute of Chartered 

Accountants (SAICA), despite the fact that the use of the designations “Accountant and 
Auditor” and “Accountant or Auditor” is allegedly prohibited by the Public Accountants’ and 

Auditors’ Act, 80 of 1991. 

 
10 

Members of the CPA (SA) have, since its inception in 1982, offered their services as 

professional accountants to the public and are therefore ipso facto public accountants that are 

so recognised by various Statutes. 

 

11 

In its history of more than 50 years, the PAAB has never attempted to regulate, register or 

prohibit the practice of accountancy, other than auditing, by professional accountants. 
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12 

It is our submission that the legislator should not legislate against a name, which is well 

established in the public domain, such as accountant.  

 

13 

The term CPA has existed throughout the world for many years free of regulation. As part of the 

Global Village, South Africa can ill afford to outlaw the use of generic terms used by all its 

trading partners. If the term Certified Public Accountant or the designation CPA is to be limited 

to South African registered auditors, the legislator should take cognisance of the fact that this 

could create problems in terms of persons that are recognised as a CPA in the United States of 

America, and may choose to work in South Africa
9
. Will this then mean that these persons are 

to be prohibited from working in South Africa and displaying their internationally obtained 

designation?  

 

14 

We believe that the bill should either not provide examples of terms or designations that are 

prohibited, or should provide an exhaustive list. Were the legislator to take the latter route, it 

should be borne in mind that the South African population generally tends to regard the term 

Chartered Accountant as a person who is an auditor, thus placing the term Chartered 

Accountant into the misleading category. Furthermore, the two designations relating to SAICA 

and the PAAB, namely CA and RAA, are often also confused10. 

 

15 

We humbly submit that registered auditors should only refer to themselves by this designation. 

However, the current wording of this section of the bill seems to permit registered auditors to 

refer to themselves as any one of the following: ‘‘public accountant’’, ‘‘certified public 

accountant’’, ‘‘registered accountant and auditor’’, ‘‘accountant and auditor in public practice’’. 

This problem is further exacerbated by the phrase “or any other designation or description likely 

to create the impression of being a registered auditor in public practice”, as it implies that 

external auditors may refer to themselves by any term they deem fit. Thus, external auditors are 

 

1. See note 9 on page 95 entitled “AICPA Members in South Africa” 

2. See note 10 on page 96 entitled “Chartered Accountant creates the Impression of being an Auditor” 
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given literarily unlimited power to take ownership of any designation for their exclusive use. The 

net result will be extreme damage to the interest of all other accountancy professions, and 

confusion in the minds of the general public as to who and what an external company auditor is.    

 

16 

We respectfully submit that the intention of the legislator to only regulate the external 
audit function as well as the persons performing that function will best be achieved if the 
wording of section 41 is amended to read: 
 

Practice 

41. (1) Only a registered auditor may engage in the public practice of external 

auditing or hold out as an registered auditor in the public practice of external 

auditing or use the description ‘‘public accountant’’, ‘‘Certified Public 

Accountant’’, ‘‘registered accountant and auditor’’, ‘‘accountant and auditor in 

public practise’’ or any other designation or description likely to create the 

impression of being an registered auditor in public practice. 

 

17 

Internal Auditors and Accountants 
It is interesting to note that the definition, although it allows salaried internal auditors and 

accountants to use the designations internal auditor and accountant, clearly leaves the 

impression that all other accountants will forthwith be prohibited from practicing for their own 

account. 

 

17.01  

In essence this means that any person not employed by an entity and therefore receiving a 

salary may not refer to himself/herself as an internal auditor or accountant. This effectively 

places thousands of current accountancy professional in the position were they no longer legally 

may continue to practice their trade. 

 

17.02 

Persons performing the external audit function in terms of this bill will be known as registered 

auditors. This cannot be confused with the terms internal auditor or accountant.  
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17.03 

In terms of the above we therefore propose that section 41(3) (a) be deleted in its entirety 
as follows:  
 

“(3) Nothing in this section prohibits— 

(a) any person employed exclusively at a salary by an entity and not carrying on 

business on his or her own account, from using the description ‘‘internal auditor’’ 

or ‘‘accountant’’ in relation to that entity; 

 

18 

In terms of the above we also propose that section 41(3) (b) be amended as follows: 
 

(3) Nothing in this section prohibits— 

(b) any member of a not-for-profit club, institution or association from acting as 

auditor for that club, institution or association where no third party relies on the 

audit report;

 

B. Non-Audit Services 

 

01 

Chapter IV is entitled “Conduct by and Liability of Registered Auditors”. The bill states:  
 

“General obligation in relation to audit services 

44. (3) If a registered auditor or, where the registered auditor is a member of a firm, any 

other member of that firm was responsible for keeping the books, records or accounts of 

an entity, the registered auditor must, in reporting on anything in connection with the 

business or financial affairs of the entity, indicate that the registered auditor or that other 

member of the firm was responsible for keeping those accounting records. 

(4) For the purpose of subsection (3), a person must not be regarded as responsible for 

keeping the books, records or accounts of an entity by reason only that person makes 

closing entries, assists with any adjusting entries, or frames any financial statements or 

other document from existing records.” 
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02 

Due to the social accountability of auditors and the adverse framework within which auditors 

operate, the legislator should very carefully consider whether it should allow auditors to perform 

non-audit services for their audit clients, and to what extent, if the provision of such services are 

allowed. The provision of such services may have a negative influence on auditor independence 

and increase the conflict of interest experienced by auditors.  

 

03  

In deciding on the above the portfolio committee should take note of the statement made by the 

Minister in his 2002 budget speech: 

 

“The Enron debacle has brought into sharp review a number of key issues – weak or 

non-existing governance structures, the fiduciary responsibility of directors, negligent 

and sometimes reckless management, ineffective auditing, independence of auditors, 

and conflicts of interest arising from inadequate separation between auditing and 

consultancy.” 

 

04 

If it is deemed impractical to prohibit auditors from performing additional non audit services to 

their audit clients, it is important to at least establish a minimum safeguard against auditor 

abuse. Such a safeguard should include enhanced disclosure requirements on all the services 

provided by the auditor and his firm, to the audit client, which disclosure should be made in the 

annual financial reports. 

 

05 

In terms of the above we therefore propose that section 44 (3) and 44 (4) be amended as 
follows: 
 

“General obligation in relation to audit services 

44. (3) If a registered auditor or, where the registered auditor is a member of a firm, 

any other member of that firm was responsible for keeping the books, records or 

accounts, or performing any non-audit service, of an entity, the registered auditor 

must, in reporting on anything in connection with the business or financial affairs 

of the entity, indicate in the annual financial reports that the registered auditor or 
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that other member of the firm was responsible for the non audit services. keeping 

those accounting records. 

(4) For the purpose of subsection (3), a person must not be regarded as 

responsible for keeping the books, records or accounts of an entity by reason 

only that person makes closing entries, assists with any adjusting entries, or 

frames any financial statements or other document from existing records.” 
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Part 10: Proposals on Offences  
 

01 

Chapter VI is entitled “Offences”. The bill states: 
 

“Offences relating to public practice 

54. (1) Any person who contravenes section 41, is guilty of an offence and on conviction 

liable to a fine or in default of payment, to imprisonment not exceeding five years, or to 

both such fine and such imprisonment. 

(2) Any person who— 

(a) contravenes any provision of section 47; or 

(b) obstructs or hinders any person in the performance of functions under that section, is 

guilty of an offence and liable on conviction to a fine, or to imprisonment for a period not 

exceeding one year.” 

 

02 

Given the possibility of a penalty or imprisonment for contravening section 41, there should be 

very clear guidelines provided on what specifically will constitute a contravention of section 41, 

as there has to be certainty in law.  

 

03 

We humbly propose that since the drafter decided to list examples of misleading terms, 
all possible misleading terms will have to be noted in the bill, or alternatively no 
examples of misleading terms should be included, leaving it up to the courts to interpret 
the legislated framework. 
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Part 11: Proposals on the Transitional Provisions 
 

01 

Chapter VII is entitled “General Matters”, and deals with a number of issues including 

Transitional Provisions.  

 

02 

We respectfully submit that the Transitional Provisions of section 59 of the bill should be 

considered carefully to ensure that these provisions are not in conflict with the accreditation 

provisions in the bill.  
 
03 

We submit that the recognition model proposed in the bill should be amended to give 
recognition to section 14(b) (iii) auditors currently performing audit engagements. 
 

04 

In terms of the above we therefore propose that the following subsections of section 59 
be amended as follows: 
 

“Transitional provisions 

59. (1) (a) From the date of commencement of this Act, the Regulatory Board must 

be regarded as the successor to the Public Accountants’ and Auditors’ Board. 

(b) In order to give effect to that succession— 

(i) any board members of the Public Accountants’ and Auditors’ Board who 

immediately prior to the commencement of this Act were members of that 

Board, must be deemed to have been replaced as soon as the members of the new 

regulatory board have been elected appointed members of the board of the 

Regulatory Board for the remainder of the period for which they were 

appointed as a board member under the Public Accountants’ and Auditors’ 

Act, 1991; 

(8) (a) The Examination Regulations as contained in the Manual of Information: 

Guidelines for Registered Accountants and Auditors, issued by the Public 

Accountants’ and Auditors’ Board as at the commencement date, must be deemed 
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to remain in force until the new Board is fully operative to have been 

prescribed by the Regulatory Board in respect of registered auditors. 

 (e) The Recognition Model as contained in the said Manual, must be deemed to 

remain in force until the new Board is fully operative to have been prescribed by 

the Regulatory Board.”
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Part 12: Proposals on the Omission of Section 14(b) (iii) of the Public 
Accountants’ and Auditors’ Act 

 

01 

In our opinion a number of persons are currently entitled by legislation to operate as “external” 

auditors, even though they are not registered with the PAAB. A number of acts allow non-PAAB 

registered persons to issue audit reports. This results from the legislator recognising that certain 

entities have a non-public accountable character.  

 

02 

Appointing an “alternative auditor” is dependant on certain conditions being fulfilled. These 

conditions are based on SME considerations, which relate to the size of the entity, the close 

relationship between the owners or creators of an entity, the cost of a registered PAAB auditor’s 

report, a unanimous decision by the owners, and the choice of trustees. This is the result of the 

current section 14 (b) (iii) of the Public Accountants’ and Auditors’ Act
11

.  

 

03 

Based on the above mentioned section of the PAA Act, non-PAAB registered auditors are 

allowed to perform the external audit in terms of a number of acts, which include the Sectional 

Titles Act, Co-operatives Act, National Lottery Board Regulations as well as Trust deeds
11

.  

 

04 

In its history of more than 50 years, the PAAB has not attempted to regulate, register or prohibit 

this type of auditor, and has endorsed this accepted statutorily practice. As a result an 

undeniable right and legitimate expectation has been established. 

 

 

 

 

 

 

1. See note 11 on page 98 entitled “Extracts from Relevant Acts and Bills” 
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05 

Thus, with regard the external audit requirement, South African law currently distinguishes 

between those entities that require the appointment of a Registered Accountant and Auditor as 

per section 14 (a) and (b) of the PAA Act, 80 of 1991, and those entities that require the 

performance of an audit as per section 14 (b) (ii) – (v) of the PAA Act, 80 of 1991.  

 

06 

Given South Africa’s peculiar history that contributed to our current rate of unemployment, lack 

of empowerment and participation, and lack of service delivery, it is of the utmost importance 

that all artificial barriers that support these inequalities be eradicated. 

 

07 

We respectfully submit that the legislator should at the very least indicate how it intends 
to address the issue of section 14(b) (iii) auditors currently operating to the distinct 
benefit of small business in the South African economy.  
 
08 

As the new bill does not make provision for alternative auditors as per section 14(b)(iii) of the 

PAA Act, is it to be assumed that the right to income and to practice economic activity will 

suddenly be withdrawn without due consultation? In order to avoid unnecessary, costly and 

disruptive constitutional challenges, we strongly suggest that a mutually beneficial solution to 

the current difficulties be sought. We believe that such a solution is attainable if all the parties 

work together in the interest of the overall accountancy profession. In our view the continued 

involvement of alternative assurance providers in our economy is a critical success factor if our 

dedication to small business development is to succeed.  

 

09 
Current legislation permits CPA (SA) members to perform certain statutory external audit  

functions and issue statutory reports. These are for example issued in terms of the 

Micro lending industry regulations, the Sectional Titles Act, the Non Profit Organisations Act, the 

Schools Act, the Debt Collectors Act, the Co-operatives Act, the National Lottery Board 

Regulations, the SABC Television Licensing Regulations, Immigration Regulations, Department 

of Trade and Industry’s Industrial Development Programme, and the Close Corporation Act.  
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10 

In addition, a Trust Deed may allow a CPA (SA) member to perform the audit function.  

 

11 

Members of the CPA (SA) are statutorily recognised as assurance providers. CPA (SA) 

members issue statutory reports as Accounting Officers, Tax Practitioners, Accredited Persons 

and non-registered PAAB auditors. Based on the type of report issued, either a reasonable or 

limited type of assurance is expressed. Section 14 (b) (iii) makes provision for CPA (SA) 

members to issue reasonable assurance reports. The content of these reports contain all the 

elements of an assurance engagement as determined by the International Framework for 

Assurance Engagements (IFAE).  

 

12 

We are of the humble opinion that the South African economy should not be deprived of 
the assurance services currently provided by various professional accountants 
belonging to a multitude of professional accountancy bodies, given our need to establish 
a viable and vibrant small business sector.  
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Part 13: Proposals for a Professional Accountants Designation Act 
 

01 

Auditing profession bill: A Bill to Regulate External Auditing  
It was recently reported that South Africa is to obtain its own version of the Sarbanes-Oxley Act:  

 
“In the meantime, the debate over the Draft Auditing profession bill is likely to take in 

issues on the notable overlaps between it and the Sarbanes-Oxley legislation, insofar as 

the latter applies to accountants and auditors. Sarbanes-Oxley also deals with all others 

connected to capital markets, such as investment advisors and lawyers. Like Sarbanes-

Oxley the Bill is aimed at taking all known steps to restore public confidence in the capital 

market system, and in the accounting and auditing profession.” (Moneyweb article: Ignite 

the debate, 2004/12/13)  

 

01.01 

We agree with this statement in that the bill has strong overtones of the Sarbanes-Oxley 

legislation, known as the “Public Company Accounting Reform and Investor Protection Act”, 

enacted in the United States during 2002. We submit that this highlights the public company 

framework of the South African bill. 
 

01.02 

The public entity nature of the bill is also alluded to in the 2002 budget speech of Minister Trevor 

Manuel. This speech highlighted the failure of certain companies, thus the urgency for a review 

of the auditing profession. These failed companies include: Enron, Macmed, Leisurenet, Regal 

Treasury, MasterBond and Unifer. What is interesting to note is that every one of these 

companies were listed entities.  

 

02 

Professional Accountants Designation Act: An Act for Accountancy Providers other than 
Auditors 
We submit that those persons that choose to only provide services as Public Accountants–Non 

Audit, as opposed to Public Accountants-Audit, should receive separate legislative recognition.  

 

 



 

            Institute of Certified Public Accountants of South Africa: Comments on Auditing Profession Bill                      

Submission to Parliament: 30 September 2005 
                                                               

53

02.01 

This can be achieved by way of a Professional Accountants Designation Act that should not 

seek to regulate, but rather give recognition to all the professional persons that should be 

allowed to practice accountancy, other than auditing, in South Africa. Such an Act should ideally 

protect the designation of the various professional bodies currently operating in South Africa, 

such as CPA (SA), ACCA and CIMA.  

 

02.02 

Furthermore, it should also determine that only persons who are members of these bodies are 

allowed to offer accountancy services, other than auditing, to the public. This will then address 

the situation where persons with little or no competence (education and skills) are currently 

offering accountancy services to the South African business community as accountants, 

management consultants or tax practitioners.  

 

02.03 

Such an act will also extend the privileges that are currently only enjoyed by the Chartered 

Accountants designation to all other professional accountancy designations.  
 

03 

We therefore propose that “Public Accountants-non audit” be regulated by a 
Professional Accountants Designation Act, and that “Public Accountants-audit” 
(Registered Auditors) be regulated by the Auditing Profession Bill. 
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Part 14: Synopsis of Recommendations 
 

1. We humbly submit that the title of the bill should be changed to that of “External 

Company Auditor Bill”.  

 

2. We are humbly of the opinion that the word “accountable” should be included in the 

preamble of the bill: 

 

“To provide for the establishment of an accountable Independent Regulatory Board for 

Auditors” 

 

3. We suggest that it may be prudent to consider amending part (a) of the audit definition 

as follows: 

 

‘‘audit’’ means the examination of -  

financial statements with the objective of expressing an opinion with a high level of 

assurance as to their fairness and as to their compliance with an identified financial 

reporting framework and any applicable statutory requirements relevant to that 

framework”  

 

4. We propose that part (b) of the definition of audit, be deleted in its entirety: 

 

(b) financial and other information, prepared in accordance with identified suitable 

criteria, with the objective of expressing an opinion with a high or moderate level of 

assurance on the financial and other information; and ‘‘audit service’’ has the same 

meaning;  

 

5. We suggest that the definition of a professional body be amended to read:  

 

‘‘professional body or bodies’’ means a body of, or representing, registered  

 auditors, accountants, or both registered auditors and accountants; 
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6. We strongly recommend that the term public accountant and the definition thereof be 

removed from the bill: 

 

‘‘public accountant’’ means any person who is engaged in public practice.  

 

7. We humbly propose that the definition of public practice be amended to read: 

 

‘‘auditing in public practice means the practice of a registered auditor who places 

professional external audit services at the disposal of the public for reward, and ‘‘audit 

practice’’ has a similar meaning”  

 

8. We submit that the potential negative implications of the definition of training contract 

should be carefully considered.  

 

9. We propose that section 4 be amended to read: 

 

“General functions 

4. The Regulatory Board must, in addition to its other functions provided for in this Act— 

(a) take steps it considers necessary to protect the public in their dealings with registered 

auditors;  

(b) take steps to promote the integrity of the auditing profession, including -  

(i) investigate alleged improper conduct; 

(ii) conduct disciplinary hearings; and 

(iii) impose sanctions for improper conduct” 

 

10. We suggest the following amendments to section 32: 

 
“Application for accreditation 

32. (1) The IRBA should actively solicit applications for accreditation and assist 

applicants with meeting the accreditation criteria, thereby facilitating a broad 

representation of professional bodies.  

(3) If the Regulatory Board is satisfied, after following an accountable and transparent 

process, that the professional body complies with its requirements for accreditation, it 

must grant the application on payment of the prescribed fee. 
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(4) If a professional body does not comply with the requirements for accreditation, the 

IRBA should give full reasons aligned with constitutional requirements.

(5) A procedural and administratively fair appeals process shall be followed in the event 

accreditation is refused.”   

 

11. We humbly recommend that section 37 be amended to read: 

 

“Application for registration of individuals as registered auditors 

37. (1) A person must apply, on the prescribed application form, to the Regulatory Board 

for registration. 

(2) If, after considering an application, the Regulatory Board is satisfied that the 

applicant— 

(a) has been certified by an accredited professional body, to comply with the prescribed 

competency requirements for a registered auditor 

(b) has served under a registered training contract for the prescribed period; 

(c) has passed any qualifying examinations prescribed, recognised or conducted 

by the Regulatory Body;” 

 

12. We respectfully submit amendments to the wording of section 41: 

 

Practice 

41. (1) Only a registered auditor may engage in the public practice of external auditing or 

hold out as an registered auditor in the public practice of external auditing or use the 

description ‘‘public accountant’’, ‘‘Certified Public Accountant’’, ‘‘registered accountant 

and auditor’’, ‘‘accountant and auditor in public practise’’ or any other designation or 

description likely to create the impression of being an registered auditor in public 

practice. 

 

13. We propose that section 41(3) (a) be deleted as follows:  

 

“(3) Nothing in this section prohibits— 

(a) any person employed exclusively at a salary by an entity and not carrying on 

business on his or her own account, from using the description ‘‘internal auditor’’ or 

‘‘accountant’’ in relation to that entity; 
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14. We propose that section 41(3) (b) be amended as follows: 

 

(3) Nothing in this section prohibits— 

(b) any member of a not-for-profit club, institution or association from acting as auditor 

for that club, institution or association where no third party relies on the audit report;

 

15. We propose that section 44 (3) and 44 (4) be amended as follows: 

 

“General obligation in relation to audit services 

44. (3) If a registered auditor or, where the registered auditor is a member of a firm, any 

other member of that firm was responsible for keeping the books, records or accounts, or 

performing any non-audit service, of an entity, the registered auditor must, in reporting 

on anything in connection with the business or financial affairs of the entity, indicate in 

the annual financial reports that the registered auditor or that other member of the firm 

was responsible for the non audit services. keeping those accounting records. 

(4) For the purpose of subsection (3), a person must not be regarded as responsible for 

keeping the books, records or accounts of an entity by reason only that person makes 

closing entries, assists with any adjusting entries, or frames any financial statements or 

other document from existing records.” 

 

16. We submit that the recognition model proposed in the bill should be amended to give 

recognition to section 14(b) (iii) auditors currently performing audit engagements. 

 

17. We propose that the following subsections of section 59 be amended as follows: 

 

“Transitional provisions 

59. (1) (a) From the date of commencement of this Act, the Regulatory Board must be 

regarded as the successor to the Public Accountants’ and Auditors’ Board. 

(b) In order to give effect to that succession— 

(i) any board members of the Public Accountants’ and Auditors’ Board who 

immediately prior to the commencement of this Act were members of that 

Board, must be deemed to have been replaced as soon as the members of the new 

regulatory board have been elected appointed members of the board of the 
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Regulatory Board for the remainder of the period for which they were appointed as a 

board member under the Public Accountants’ and Auditors’ Act, 1991; 

(8) (a) The Examination Regulations as contained in the Manual of Information: 

Guidelines for Registered Accountants and Auditors, issued by the Public Accountants’ 

and Auditors’ Board as at the commencement date, must be deemed to remain in force 

until the new Board is fully operative to have been prescribed by the Regulatory Board in 

respect of registered auditors. 

 (e) The Recognition Model as contained in the said Manual, must be deemed to remain 

in force until the new Board is fully operative to have been prescribed by the Regulatory 

Board.”

 
18. We are of the humble opinion that the South African economy should not be deprived of 

the assurance services currently provided by various professional accountants belonging 

to a multitude of professional accountancy bodies given our need to establish a viable 

and vibrant small business sector. 

 

19. We propose that “public accountable entities” be subjected to the highest form of 

assurance (audit) and that “non-public accountable entities” be subjected to related 

services (see appendix A, B and C).  

 

20. We propose that “Public Accountants-non audit” be regulated by a Professional 

Accountants Designation Act, and that “Public Accountants-audit” (Registered Auditors) 

be regulated by the Auditing Profession Bill.  
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Part 15: Notes 
 

 

1. The CPA (SA) 

 

- The CPA (SA) is the second largest accountancy institute in South Africa, with a 

membership of more than 5000 (excluding students and other associates), of which 

78,5% are in public practice as professional accountants providing non-audit services to 

the general public; 

 

- Close to 15% of the members of the CPA (SA) are black (African, Coloured or Indian);  

 

- The CPA (SA) is a full voting member of the International Federation of Accountants 

(IFAC), as well as of the East, Central and Southern African Federation of Accountants 

(ECSAFA); 

 

- The CPA (SA) was the first Institute in South Africa to implement mandatory Continuous 

Development Programme (CPD) attendance and Professional Indemnity insurance 

protecting members of the public;  

 

- CPA (SA) qualifications are recognised at level 7 by the South African Qualifications 

Authority (SAQA) in terms of the  National Qualifications Framework (NQF);  

 

- The Financial Services Board approved the Institute as a Recognised Representative 

Body for the purposes of the Financial Advisory and Intermediary Services Act;  

 

- The CPA (SA) secretariat is staffed by more than 20 staff members. The highest 

decision making body of the Institute is its Council. Various committees support the work 

of the secretariat;  

 

- Membership to the CPA (SA) is dependent on an applicant obtaining a relevant degree 

from a recognised university; gaining the necessary experience and competence to be 

recognised as a professional accountant; and successfully completing the Professional 

Evaluation administered by the Institute. As a member of IFAC, the Institute is required 
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to comply with the education and training requirements for professional accountants as 

determined by IFAC;  

 

- CPA (SA) members act as professional accountants in business, public practice, 

government and academia. Members of the CPA (SA) that operate in public practice, in 

the main provide accountancy services other than auditing to their clients;  

 

- CPA (SA) Practicing Members (those in public practice) may perform certain statutory 

attest functions (where legislation permits) and issue statutory reports. These are for 

example issued in terms of the: Micro lending industry regulations, the Sectional Titles 

Act, the Non Profit Organisations Act, the Schools Act, the Debt Collectors Act, the Co-

operatives Act, the National Lottery Board Regulations, the SABC Television Licensing 

Regulations, Immigration Regulations, the Department of Trade and Industry’s Industrial 

Development Programme, and the Close Corporations Act. Furthermore, a Trust Deed 

may allow a CPA member to perform the audit function, and a CPA (SA) member may 

also accept appointment as an honorary auditor for a club, institute, or association;  

 

- CPA (SA) members are, upon application, recognised as Compliance Officers in terms 

of the Financial Advisory and Intermediary Services Act; and 

 

- CPA (SA) members are recognised as Commissioners of Oaths. 

 

2. Profession and Independence 

 

The International Federation of Accountants in 2005 issued a Code of Ethics for Professional 

Accountants as part of their International Audit and Assurance Standards Handbook. All 

member bodies of IFAC are required to comply with this Code. Members of IFAC thus form part 

of the broader international and  local accountancy profession, whether the services they 

provide relate to accounting, auditing, tax, management consulting, or financial management.  

 

The IFAC Code contains the following with regard the terms “profession” and “independence”:  
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“Introduction: 

 

6. A profession is distinguished by certain characteristics including:  

 

•Mastery of a particular intellectual skill, acquired by training and education; 

 

•Adherence by its members to a common code of values and conduct  

established by its administrating body, including maintaining an outlook which is 

essentially objective; and 

 

• Acceptance of a duty to society as a whole (usually in return for restrictions in use of a 

title or in the granting of a qualification).” 

 

“The Public Interest: 

 

9. A distinguishing mark of a profession is acceptance of its responsibility to the public. 

The accountancy profession’s public consists of clients, credit grantors, 

governments, employers, employees, investors, the business and financial 

community, and others who rely on the objectivity* and integrity of professional  

accountants to maintain the orderly functioning of commerce. This reliance 

imposes a public interest responsibility on the accountancy profession. The  

public interest is defined as the collective well-being of the community of people  

and institutions the professional accountant serves.” 

 

”Objectives: 

 

14. The Code recognizes that the objectives of the accountancy profession are to 

work to the highest standards of professionalism, to attain the highest levels of 

performance and generally to meet the public interest requirement set out above. 

These objectives require four basic needs to be met: 

 

• Credibility 

In the whole of society there is a need for credibility in information and 

information systems. 
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• Professionalism 

There is a need for individuals who can be clearly identified by clients, 

employers and other interested parties as professional persons in the 

accountancy field. 

 

• Quality of Services 

There is a need for assurance that all services obtained from a professional 

accountant are carried out to the highest standards of performance. 

 

• Confidence 

Users of the services of professional accountants should be able to feel 

confident that there exists a framework of professional ethics which 

governs the provision of those services.” 

 

“Fundamental Principles: 

 

15. In order to achieve the objectives of the accountancy profession, professional 

accountants have to observe a number of prerequisites or fundamental 

principles.” 

 

“16. The fundamental principles are: 

 

• Integrity 

A professional accountant should be straightforward and honest in 

performing professional services.* 

 

• Objectivity 

A professional accountant should be fair and should not allow prejudice or 

bias, conflict of interest or influence of others to override objectivity. 

 

• Professional Competence and Due Care 

A professional accountant should perform professional services with due 

care, competence and diligence and has a continuing duty to maintain 

professional knowledge and skill at a level required to ensure that a client 
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or employer receives the advantage of competent professional service 

based on up-to-date developments in practice, legislation and techniques. 

 

• Confidentiality 

A professional accountant should respect the confidentiality of 

information acquired during the course of performing professional 

services and should not use or disclose any such information without 

proper and specific authority or unless there is a legal or professional right 

or duty to disclose. 

 

• Professional Behaviour 

A professional accountant should act in a manner consistent with the good reputation of 

the profession and refrain from any conduct which might bring discredit to the profession. 

The obligation to refrain from any conduct which might bring discredit to the profession 

requires IFAC member bodies to consider, when developing ethical requirements, the 

responsibilities of a professional accountant to clients, third parties, other members of 

the accountancy profession, staff, employers, and the general public. 

 

• Technical Standards 

A professional accountant should carry out professional services in 

accordance with the relevant technical and professional standards. 

Professional accountants have a duty to carry out with care and skill, the 

instructions of the client or employer insofar as they are compatible with 

the requirements of integrity, objectivity and, in the case of professional 

accountants in public practice,* independence (see Section 8 below). In 

addition, they should conform with the technical and professional 

standards promulgated by: 

◦ IFAC (e.g., International Standards on Auditing); 

◦ International Accounting Standards Board; 

◦ The member’s professional body or other regulatory body; and 

◦ Relevant legislation. 

 

“The Code set out below is divided into three parts: 
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• Part A applies to all professional accountants unless otherwise specified. 

 

• Part B applies only to those professional accountants in public practice. 

 

• Part C applies to employed professional accountants,∗ and may also 

apply, in appropriate circumstances, to accountants employed in public 

practice. 

 

“Part B - Applicable to Professional Accountants in Public Practice: 

 

Independence - A Conceptual Approach to Independence: 

 

8.8 Independence requires: 

 

(a) Independence of Mind 

The state of mind that permits the provision of an opinion without being 

affected by influences that compromise professional judgment, allowing 

an individual to act with integrity, and exercise objectivity and 

professional skepticism. 

 

(b) Independence in Appearance 

The avoidance of facts and circumstances that are so significant that a 

reasonable and informed third party, having knowledge of all relevant 

information, including safeguards applied, would reasonably conclude a 

firm’s, or a member of the assurance team’s, integrity, objectivity or 

professional skepticism had been compromised. 

 

8.13 The principles in this section apply to all assurance engagements: 

 

 The nature of the threats to independence and the applicable safeguards necessaryto 

eliminate the threats or reduce them to an acceptable level differ depending on the 

characteristics of the individual engagement: whether the assurance engagement is an 

audit engagement* or another type of engagement; and in the case of an assurance 

engagement that is not an audit engagement, the purpose, subject matter and intended 
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users of the report. A firm should, therefore, evaluate the relevant circumstances, the 

nature of the assurance engagement and the threats to independence in deciding 

whether it is appropriate to accept or continue an engagement, as well as the nature of 

the safeguards required and whether a particular individual should be a member of 

the assurance team.” 

 

3. Assurance Engagements 

 
The International Framework for Assurance Engagements (IFAE) applies to assurance 

engagements with regard to historical financial information, as well as assurance engagements 

with regard to non-historical financial and other information. 

 

The International Standards therefore recognise that assurance engagements deal with a 

broader range of subject matter and reporting arrangements than the issue of an audit opinion 

by external auditors on financial statements. Even the term “practitioner” as used in the IFAE is 

broader than the term “auditor” used in ISA’s and ISRE’s, which relates only to practitioners 

performing audit or review engagements with respect to historical financial information. A 

practitioner may be requested to perform assurance engagements on a wide range of subject 

matters.   

 

IFAE attaches the following meaning to assurance engagements: 

 

“an engagement in which a practitioner expresses a conclusion designed to enhance the 

degree of confidence of the intended users, other than the responsible party, about the 

outcome of the evaluation or measurement of a subject matter against criteria” 

 

The credibility of information about a subject matter is therefore enhanced as the professional 

accountant evaluates whether a subject matter conforms in all material respects with suitable 

criteria. The likelihood that the information will meet the needs of an intended user is thereby 

increased.  

 

Under this Framework, there are two types of assurance engagement a practitioner is permitted 

to perform, namely a reasonable assurance engagement, also known as audit, and a limited 

assurance engagement, also known as review.  
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The objective of an audit is a reduction in assurance engagement risk to an acceptably low level 

in the circumstances of the engagement as the basis for a positive form of expression of the 

practitioner’s conclusion.  

 

The objective of a review is a reduction in assurance engagement risk to a level that is 

acceptable in the circumstances of the engagement, but where that risk is greater than for a 

reasonable assurance engagement, as the basis for a negative form of expression of the 

practitioner’s conclusion. 

 

Not all engagements performed by professional accountants are assurance engagements. 

Other engagements might not lead the practitioner to express an opinion. Such an engagement 

where the practitioner does not express an opinion include Agreed-Upon-Procedures, 

Compilation of financial and other information, and Preparation of tax returns. 

 

In this regard it should be noted that, where the procedures performed in an Agreed-Upon-

Procedures engagement allow the professional accountant to express an opinion, such an 

Agreed-Upon-Procedure engagement falls into the definition of an assurance engagement. 

 

In an attest engagement, the professional accountant expresses a conclusion about an 

assertion made by a responsible party. For example, it is management’s responsibility to 

prepare financial statements in accordance with a specific financial reporting framework. 

Management’s assertion that the statements are indeed in accordance with the framework is the 

subject of the auditor’s conclusion. This is in contrast to a direct reporting engagement where 

the professional accountant expresses a conclusion regardless of whether the responsible party 

has made an assertion. 

 

In addition to the above definitions the Handbook of International Auditing, Assurance, and 

Ethics Pronouncements, 2005 Edition, of the International Federation of Accountants contain 

the following Glossary of Terms. It would be useful to note the meaning of these terms as they 

give an indication of the meaning that should or could be attached to certain words or phrases 

related to assurance services: 
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“Audit of financial statements - The objective of an audit of financial 

statements is to enable the auditor to express an opinion whether the financial  

statements are prepared, in all material respects, in accordance with an  

applicable financial reporting framework. An audit of financial statements is an  

assurance engagement (see Assurance engagement). 

 

Criteria - The benchmarks used to evaluate or measure the subject matter  

including, where relevant, benchmarks for presentation and disclosure. Criteria  

can be formal or less formal. There can be different criteria for the same subject  

matter. Suitable criteria are required for reasonably consistent evaluation or  

measurement of a subject matter within the context of professional judgment. 

 

Review engagement - The objective of a review engagement is to enable an 

auditor to state whether, on the basis of procedures which do not provide all the  

evidence that would be required in an audit, anything has come to the auditor’s  

attention that causes the auditor to believe that the financial statements are not 

prepared, in all material respects, in accordance with an applicable financial  

reporting framework. 

 

Suitable criteria - Exhibit the following characteristics:  

(a) Relevance: relevant criteria contribute to conclusions that assist decision  

making by the intended users. 

(b) Completeness: criteria are sufficiently complete when relevant factors that 

could affect the conclusions in the context of the engagement circumstances  

are not omitted. Complete criteria include, where relevant, benchmarks for  

presentation and disclosure.  

(c) Reliability: reliable criteria allow reasonably consistent evaluation or 

measurement of the subject matter including, where relevant, presentation  

and disclosure, when used in similar circumstances by similarly qualified  

practitioners. 

(d) Neutrality: neutral criteria contribute to conclusions that are free from bias. 

(e) Understandability: understandable criteria contribute to conclusions that are  

      clear, comprehensive, and not subject to significantly different interpretations. 
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Intended users - The person, persons or class of persons for whom the  

Practitioner prepares the assurance report. The responsible party can be one of  

the intended users, but not the only one. 

 

Other information - Financial or non-financial information (other than the  

financial statements or the auditor’s report thereon) included – either by law or  

custom - in the annual report. 

 

Responsible party - The person (or persons) who:  

(a) In a direct reporting engagement, is responsible for the subject matter; or  

(b) In an assertion-based engagement, is responsible for the subject matter  

information (the assertion), and may be responsible for the subject matter. 

The responsible party may or may not be the party who engages the practitioner.”  

 

3.01 Elements of an Assurance Engagement 

 

Assurance engagements entered into by assurance providers in South Africa consist of the 

following elements, as described by the IFAE: 

 

- Three party relationship (a professional accountant, a responsible party and an intended 

user); 

 

- Subject matter (for example: financial information, internal controls or corporate 

governance and compliance with legislation); 

 

- Suitable criteria (for example: International Accounting Standards, Internal control 

framework or an applicable law); and 

 

- Sufficient appropriate evidence (to determine whether information is free of material 

misstatement). 
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3.02 Assurance Providers in the South African Context 

 

In the Accounting Officer report the Accounting Officer has to report to the Registrar of 

Companies, as well as to the members of the close corporation. He reports, amongst others, 

that the financial statements are in agreement with the financial records. If it is deemed 

necessary the financial records may also be examined. The report should also contain any 

contraventions of the close corporations act. Such a contravention includes not having adequate 

accounting records or not applying general accepted accounting practice as appropriate to the 

business of the close corporation. It is thus submitted that the Accounting Officer does more 

than just report on the Compilation of financial statements or on factual findings as a result of 

Agreed-Upon-Procedures. A conclusion on a subject matter is reached and an opinion on 
financial information is expressed.   

 

In an Income Tax Return completed by a Tax Practitioner on behalf of a client, the South African 

Revenue Services require the practitioner to sign a declaration that requires an opinion from the 

practitioner. The practitioner declares that all the information, details and schedules furnished in 

the return are to the best of his knowledge correct and discloses all the income and relevant 

information as furnished by the taxpayer. A conclusion on a subject matter is reached and 
an opinion on financial information is expressed.   
 

As part of the Industrial Development Programme administered by the Department of Trade and 

Industry, an Accredited Persons signs a Declaration and issues a Report. In the Declaration the 

Accredited Person declares that the information submitted with the claim is true and fair. 

Although the Report is based on agreed upon procedures the Accredited Person have to state 

more than just factual findings. An opinion has to be expressed on whether the financial 

statements have been prepared in accordance with South African Statements of Generally 

Accepted Accounting Practice, and whether the accounting policies have been applied 

consistently. It is therefore not left to the users of the report to draw their own 
conclusions.  

 

In addition South African law distinguishes between those entities that require the appointment 

of a Registered Accountant and Auditor as per section 14 (a) and (b) of the PAA Act, 80 of 

1991; and those entities that require the performance of an audit as per section 14 (b) (ii) – (v) 

of the PAA Act, 80 of 1991. Non-PAAB registered auditors are allowed to perform the audit in 
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terms of various legislation, which includes the: Sectional Titles Act, Co-operatives Act, Schools 

Act, National Lottery Board Regulations as well as Trust deeds.  

 

The PAAB has not in its more than 50 year history attempted to regulate, register or prohibit this 

type of auditor and it has been an accepted and statutorily endorsed practice for many years. An 

undeniable right has thus developed. 

 
3.03 Types of Statutory financial Reports in South Africa 

 

01 

In general, South African statutory financial reports can be divided between three types of 

assurance reports. The basis for these reports is to create an enabling environment that 

reduces the cost of doing business in South Africa. THese reports are forv example issued by 

the following persons: 

 

- An accounting officer 

- A non-PAAB registered auditor or “SME auditor” 

- A registered PAAB auditor. 

 

02 

The duties of the different issuers of reports, as well as the content of each report are 

determined by separate legislation. The Close Corporation Act determines the duties and 

content for accounting officers. Various other pieces of legislation and self-regulatory rules 

determine the duties and content for non-PAAB registered auditors, whereas the PAAB Act in 

conjunction with PAAB standards determine the duties and content  relating to registered PAAB 

auditors. 

 

03 

Historically the primary reason for the statutory audit has been the separation of ownership from 

management.  

 

04 

It is the auditors function to determine whether the financial statements of a company fairly 

reflect the company’s position in order to firstly assist the company to detecting errors, and 



 

            Institute of Certified Public Accountants of South Africa: Comments on Auditing Profession Bill                      

Submission to Parliament: 30 September 2005 
                                                               

71

secondly to provide shareholders with reliable information to enable them to evaluate the 

conduct of managers. 

 

05 

Public Interest Entities such as lited companies are primarily characterised by a separation 

between the owners of the entity and the managers of the entity. These entities should be 

subject to a statutory mandated audit requirement in which an outsider, the auditor, looks into 

the company to attest whether the financial statements, prepared by management are a true 

reflection of the entities economic activities. Shareholders of public interest entities not party to 

these economic activities, require an external interpretation of the information provided to them 

by management. By its very ature, such an engagement should provide the highest form of 

assurance, hence the need to regulate only this type of assurance.     

 

06 

By contrast non-Public Interest Entities are characterised by little or no separation between 

management and shareholders. In such entities the shareholder-management is the source of 

economic activities, and therefore also have access to sources other than the financial 

statements on which to base economic decisions.  They may, however, appoint an auditor to 

perform bookkeeping and accounting services in they so choose. The same auditor then audits 

the result of these services, namely the financial statements. In this an environment it is 

correctly left to the auditor to determine his own independence.  

 

07 

Based on the above it should be questioned whether the audit should be a mandatory 

requirement for Non-Public Interest Entities and whether alternative assurance engagements 

could not more adequately address the needs of these types of entities, and their stakeholders. 

 

08 

We submit that forcing a public entity audit framework on companies or other entities 
where the separation of ownership and management does not apply, or requiring the 
appointment of an auditor where management, shareholders or other stakeholders can 
obtain relevant and reliable information from other sources is both inappropriate and  
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impractical. Under these circumstances other assurance reports would better address 
the needs of the stakeholders, including government and shareholders. 
 
Audit Exemption, Auditors and the Close Corporation 

 

01 

In a recent article in Business Entity Law, published in the Kentucky Law Journal, it was stated 

that: “The (CC) Act introduced a new form of incorporation for closely-held enterprises with 

several unique and innovative features. The act combines some of the partnership attributes 

with the corporate attributes of legal personality and limited liability. It provides a simple, 

inexpensive and flexible form of incorporation for the enterprise consisting of a single 

entrepreneur or small number of participants” 

 

02 

One of the major distinguishing factors between a close corporation and other incorporated 

entities is the small number of persons that are allowed as owners. The underlying principle 

being that the owners of a close corporation are also the managers of the corporation. 

 

03 

This principle influenced the drafters of the close corporation act when they had to decide 

whether the audit should be mandatory for close corporations as for companies. It is submitted 

that the drafters of our act decided not to follow the English model, but to rather opt for the 

Canadian/American model where the audit is voluntary, and has been. for centuries.  

 

04 

South African company law, not having shed the United Kingdom model,has always made the 

audit of financial statements a mandatory requirement for all types of companies, irrespective of 

whether they are private of public companies. This mandatory requirement is a remnant of a by-

gone era where the only company recognised in UK legislation was the public company. UK 

company law, based on the principle of contract, sees the company to be the result of the 

contractual relationship between the shareholders, and between the shareholders and the 

company. This principle fails to sufficiently address the needs of those companies where the 

owners or shareholders are also the managers. 
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05 

As the companies act was unable to brea with its UK past, the private company in South Africa 

was subjected to the requirement of audited financial statements, whilst the audit was made 

voluntary for close corporations.  

 

06 

In a unitary system, as proposed by the DTI Policy Paper on Corporate Law Review, a single 

act will provide for incorporation instead of the current two acts.  A major issue to be resolved 

concerns the mandatory audit requirement.  

 

07 

However, before it is possible to decide on the acceptability of an audit exemption as principle, 

the drafters of our new company law will first need to decide which audit model is to be followed.  

In general it they will need to choose between the UK model with its threshold approach, the 

Canada/American model with its audit exemption for closely held companies, or a combination 

model. 

 

08 

If the UK model is chosen, a company will be audit exempt if it falls below a threshold 

determined by a combination of turn over, assets and the number of employees. If the 

Canadian/American model is chosen, the owner/manager relationship will determine whether an 

audit is required. The latter model only takes into account the number of owners. 

 

09 

Audit exemption has been part of UK company law since 1983. The initial threshold was set at a 

very low level, but has recently been significantly increased to make the voluntary audit regime 

applicable to 80% of all UK companies that have to file accounts. Of the 1 115 000 companies in 

the UK, 891 000 may make use of the audit exemption regime. 

 

10 

The adjusted threshold was necessitated by recent developments in the European Union that 

require the audit exempt threshold to be increased , together with the waning influence of UK 

company law. 
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11 

In the UK a company becomes audit exempt if it falls below two of the three criteria for two 

consecutive years. The thresholds are currently set at ₤5.6 million turn over, ₤2.8 million 

balance sheet total, and 50 employees. 

 

12 

If it is decided that South Africa should follow the threshold approach, South African policy 

makers should take note of the percentage of companies exempt from the audit in the UK. The 

concerns raised against the threshold increase in the UK should also be considered; as they 

were in all cases rejected by the UK Department of Trade and Industry (see comment below). It 

is submitted that similar objections will be raised to the audit exemption in South Africa.  

 

13 

Thresholds are not used by New Zealand, Canada or the United States to determine when an 

audit is required. Owner/managed or private companies are exempt from the audit requirement. 

Shareholders can by unanimous resolution decide not to appoint an auditor, or minority 

shareholders can be protected by allowing a minimum number of shareholders to demand an 

audit.  

 

14 

We submit that although the audit should be made voluntary for most companies the 
need remains for a professional accountant to prepare financial statements and provide 
related services. This is evident form the UK DTI comment on the role of a professional 

accountant. 

 

15 

With regard the close corporation, the appointment of an accounting officer is mandatory. Given 

the need for professional accountants to assist in the preparation of financial statements, it is 

submitted that the accounting officer, as assurance provider, should still be required for all 

closely held companies.  
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Assurance, Professional Accountants and Legal Backing for Accounting Standards 

 

01 

The role of the professional accountant becomes increasingly important against the backdrop of 

te fact that government has made clear its intention to give legal backing to financial reporting 

standards.  

 

02 

If financial reporting standards receive legal backing, it is submitted that companies will require 

the assistance of properly trained professional persons to prepare these financial reports on 

their behalf. Professional accountants are well equiped to fulfil this role in the new company 

dispensation. 

 

03 

Legal backing for accounting standards will bestow the power of law on these standards. This 

will mean that the legislator will enforce these standards. Directors or management will be held 

accountable if financial statements are not prepared according to the determined standard.  

 

04 

We submit that, as management will engage professional accountants to prepare 
financial statements on there behalf, legislative recognition should be given to 
professional accountants in public practice.  
 

Assurance Providers and Self-Regulatory Rules 

 

01 

The CPA (SA), as a professional institute, requires its members to adhere to a professional 

Code of Conduct when services are rendered to the public. This code also governs their duties 

as accounting officers, and is aligned to the IFAC Code of Conduct.  

 

02 

Assistance is also provided to members to improve their quality of permance by way of a 

“Working Paper Compilation Guideline”. These guidelines act as a quality control mechanism for 

members offering professional accounting services to the public.  
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03 

We are of the opinion that the CPA (SA) Code of Conduct and Working Paper Compilation 

Guidelines enhances the value of the work performed by our members, especially those 

peforming their duties as accounting officers.  

 

04 

We submit that the CPA (SA) Code and Guidelines should be codified into South African 
Accounting Officer Standards (SAAOS). Although we are willin to initiate this process, it 
should ultimately be the responsibility of the accounting profession in consultation with 
government and other stakeholders. All persons acting, as accounting officers, should, 
once it is approved, follow this standard.  
 
Assurance Providers and Reporting 

 

01 

The accounting officer report has for the past 20 years been accepted by the South African 

Revenue Services, all the major Banks, as well as other users of financial statements.  

 

02 

It is estimated that 25 000 professional accountants service the more than 800 000 close 

corporations, whilst 4 500 auditors service more than 300 000 companies. Any change in 

existing legislation would need to take careful note of this fact.  

 

03 

Introducing voluntary audits for all closely held entities - the current close corporations and most 

of the private companies - will increase the pool of professional accountants that are able to 

provide services to these entities as accounting officers. As the audit will be voluntary, nothing 

will be taken away from the auditing profession. An entity could then still choose to have an 

audit performed.  

 

04 

If, however, the audit is made mandatory for all or even some closely held entities, it would 

mean that entities that were previously audit exempt, will now be forced to have an audit 
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performed. This will increase the cost of doing business in South Africa, and would be 

inappropriate as the current audit profession operates in a public entity framework.    

 

05 

The current companies act makes the audit mandatory for all types of companies. If the 

mandatory regime is carried forward into the new company law, then the audit and accountancy 

profession will need to be restructured to address the reality of public interest entities as 

opposed to non-public interest entities. 

 

06 

If the audit is made mandatory, the drafters of the company’s act should consider whether the 

auditor should then be allowed to also preparing the books or financial statements of the 

company he/she is auditing. In a mandatory audit regime the companies act should separate the 

auditor from the preparer of financial statements, as this will be in the public interest. 

 

07 

The accounting officer report as a hybrid report is a possible solution to those entities that will be 

audit exempt. A legislated appointment of an accounting officer will ensure that a professional 

accountant assists with the preparation of financial statements in accordance to a financial 

reporting framework.  

 

08 

The accounting officer report can be seen as form of moderate assurance or a hybrid report. Not 

only does it require of the accounting officer to report whether the financial statements are in 

agreement with the financial records, but also whether the close corporation contravened the 

close corporation act.  

 

09 

Contraventions of the act include not preparing accounting records in accordance with 

appropriate generally accepted accounting standards, and not keeping sufficient source 

documents.   
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10 

The accounting officer thus acts as a preparer or compiler of financial statements, as well as a 

compliance officer. In the role of compliance officer, assurance is given on compliance to the 

act. 

 

International Perspective on Audit Exemption 

 

The United Kingdom’s Department of Trade and Industry recently issued a report entitled “Final 

Regulatory Impact Assessment on the Audit Exemption Threshold”. It contains summaries of 

concerns submitted to the UK DTI that resulted from the fact that an increas in the audit 

threshold was being considered. The report also contains the UK DTI’s response to the 

concerns.  

 

For ease of reference these concerns and responses are summarised and numbered below as: 

Objections and Refutations: 

 

1 

Objection: Increased risk of errors in statutory accounts and the risk that financial statements 

will not be prepared in accordance with legal requirements, including accounting standards. 

 

Refutation: It is the duties of directors to ensure that statements are prepared in accordance 

with applicable legal and accounting requirements. This duty should be separated from the 

statutory audit requirement. In any event directors should be able to appoint a professional 

accountant to prepare the statements on their behalf.  

 

2 

Objection: The quality of information filed at Companies House and available to the public could 

be degraded. 

 

Refutation: Research has shown that complaints on un-audited financial statements comprised 

less than 0.2% of all financial statements complaints filed with Companies House. 
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3 

Objection: Stakeholders may lose the protection offered by an audit against fraudulent 

managers. 

 

Refutation: In a recent survey auditors discovered only 45% of fraud that was reported, which 

means that auditors did not discover 55% of the reported fraud. In any event shareholders that 

are also the owner/managers have access to internal financial information and are therefore 

less likely to require the reassurance of an audit. Allowing at least 10% of shareholders to 

demand an audit can protect minority shareholders.  

Suppliers of goods or credit to un-audited companies can ask for detailed and up-to-date 

financial information, or demand an audit before extending credit to a company.  

 

4 

Objection: It could lead to an increase in undetected fraud against companies.   

 

Refutation: The statutory audit is not designed to detect fraud, but may do so. 

 

5 

Objection: It may facilitate the use of companies for illegal purposes such as money laundering. 

 

Refutation: Money Laundering Regulations place the onus on all persons providing accountancy 

services to report suspect activities. This means that bookkeepers, accountants and tax 

advisors, not just auditors, have to report illegal activities. The UK government is not of the 

opinin that the increased thresholds will substantially increase the risk of money laundering. 

 

6 

Objection: Lenders may charge more for finance if accounts are not audited.  

 

Refutation: Research indicated that un-audited accounts are likely to affect the credit rating of a 

company. However, it was also found that lenders do not necessarily rely on audited accounts in 

deciding to lend money, but rather on whether the financial statements were prepared by a 

professional accountant. Furthermore, lenders also stated that annual accounts are out of date 

by the time they are published; lenders therefore require more up to date information than that 

which can be provided by audited accounts. 
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7 

Objection: It will remove the assurance for other suppliers of credit, goods and services. 

 

Refutation: Of the respondents consulted not one indicated a reliance on company accounts 

when deciding to extend credit. Reliance was placed on the credit rating of the company. 

 

8 

Objection: There is a risk that a two tier accounting profession may develop with a related 

increased cost of the audit, as fewer accountants will be able to supply auditing services. With 

80% of companies able to utilise the audit exemption. it is accepted that there will be a reduction 

in the number of registered auditors. This could mean a polarisation between those accountants 

who work with small entities that do not require an audit, and those that work with large 

companies that require an audit; this might increase the cost of the audit due to specialisation. 

 

Refutation: Specialisation could only improve the quality of the audit. A general practitioner 

should in any event not perform the audit. A two tier accounting profession should therefore be 

allowed to develop. It was found that most small companies utilise the services of a professional 

accountant to prepare financial statements on their behalf. This person usually also performs tax 

and other services for the same company. Separation of the audit from other services will 

increase the independence of the auditor.   

 

9 

Objection: Loss of revenue to Inland Revenue. 

 

Refutation: The Inland Revenue has no evidence to show that increasing the thresholds will 

decrease tax receipts. 

 

10 

Objection: The cost of the audit will be increased due to the smaller number of people that can 

perform the audit as well as the smaller audit market.  

 

Refutation: Business will benefit from the increased specialisation of auditors, as audit quality 

will be increased. It could be that market factors, rather than the increased thresholds, would 

increase audit fees. 
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The UK DTI report also states other benefits of increasing the audit exemption threshold. These 

include:  

- Empowering directors to make a decision for or against the audit, rather than having 

regulation impose the audit on them; 

- Cost savings to companies of not having an audit;  

- Time spent on an audit can now be used by the accountant to increase service delivery 

with regard to valuations, taxation and information systems. 

 

4. “Other Information” 

 

The Handbook of International Auditing, Assurance, and Ethics Pronouncements, 2005 Edition, 

of the International Federation of Accountants contains the International Standard on Auditing 

720. This standard is entitled “Other Information in Documents Containing Audited Financial 

Statements”. The standard contains amongst others the following information:  
 

“Introduction 

1. The purpose of this International Standard on Auditing (ISA) is to establish  

standards and provide guidance on the auditor’s consideration of other information, 

on which the auditor has no obligation to report, in documents containing audited 

financial statements. This ISA applies when an annual report is involved; however, it 

may also apply to other documents, such as those used in securities offerings. 

 

2. The auditor should read the other information to identify material 

inconsistencies with the audited financial statements. 

 

7. Some jurisdictions require the auditor to apply specific procedures to certain 

of the other information, for example, required supplementary data and  

interim financial information. If such other information is omitted or contains  

deficiencies, the auditor may be required to refer to the matter in the auditor’s  

report. 

 

8. When there is an obligation to report specifically on other information, the 

auditor’s responsibilities are determined by the nature of the engagement and 
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by local legislation and professional standards. When such responsibilities 

involve the review of other information, the auditor will need to follow the  

guidance on review engagements in the appropriate ISAs.” 

 

5. Audit Lite 

 

As reported in the MANEO, official newsletter of the Public Accountants’ and Auditors’ Board, 

issue 45, September 2005: 

 

“Quite simply, there is no such thing as a ‘lite audit’ because it is impossible to 

 conduct half an investigation.” 

 

“. . . we caution against moves which will reduce accountability.” 

 

6. An International Perspective of the Definitions  

 

01 

IFAC 
The International Federation of Accountants (IFAC) is the worldwide organisation for the 

accountancy profession. Founded in 1977, the organization comprises 163 member bodies in 

119 countries, representing more than 2.5 million accountants in public practice, industry and 

commerce, government, and academia. 

 

01.01 

The IFAC Code of Ethics defines various terms commonly used in the accountancy profession. 

These include definitions of “practice”, “professional accountant”, “professional accountant in 

public practice”, and “professional services”.  

 

 

 

01.02 

Although the IFAC Code does not separately define term Public Accountant, assessing the 

terms that are specifically defined, can lead to no conclusion other than that a person acting as 

a public accountant may become an auditor, but does not have to be an auditor.  
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01.03 

Thus a public accountant could be a professional accountant that places professional 

accounting services at the disposal of the public for reward, or a professional accountant that 

places professional tax services at the disposal of the public for reward, or a professional 

accountant that places professional management consulting services at the disposal of the 

public for reward, or a professional accountant that places professional financial management 

services at the disposal of the public for reward. 
 
01.04 

According to the IFAC Code of Ethics, a professional accountant is a person, whether in  

public practice, (including a sole practitioner, partnership or corporate body), industry,  

commerce, the public sector or education, who is a member of an IFAC member body. 

 

01.05 

Both the South African Institute of Chartered Accountants (SAICA) and the Institute of 

Certified Public Accountants of South Africa (CPA (SA)) are full voting members of IFAC.  

The members are therefore acknowledged as professional accountants. 

 

01.06 

As members of IFAC both Institutes have to comply with the Membership Obligations as  

determined by IFAC in the IFAC Statements of Membership Obligations (SMO). The “Code of 

Ethics for Professional Accountants”, as published by IFAC, forms part of these obligations that 

member bodies have to comply with. 

 

01.07 

The IFAC Code of Ethics defines various terms that are commonly used in the  

accounting profession. The definitions of “practice”, “professional accountant”, “professional 

accountant in public practice” and “professional services” is given as: 

 

  

“Practice: sole practitioner, a partnership or a corporation of professional 

accountants which offers professional services to the public” 
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“Professional accountant: those persons, whether they be in public practice, 

industry, commerce, the public sector or education, who are members of an IFAC 

member body” 

 

“Professional accountant in public practice: each partner or persons occupying 

a position similar to that of a partner, and each employee in a practice providing 

professional services to a client irrespective of their functional classification (e.g. 

audit, tax or consulting) and professional accountants in a practice having 

managerial responsibilities. This term also refers to a firm of professional 

accountants in public practice” 

 

“Professional services: any service requiring accountancy or related skills 

performed by a professional accountant including accounting, auditing, taxation, 

management consulting and financial management services” 

 

02 

United States of America 
According to the American Institute of Certified Public Accountants (AICPA), the term public 

accountant refers to someone who holds him- or herself available for hire as an independent 

accountant, whether to perform compilations, reviews or audits. All members of the AICPA may 

use the designation CPA, whether they work in practice, commerce and industry, academia or 

elsewhere. The AICPA even bestows “International Affiliate” status on persons that are 

members of an IFAC member body. There are already members of the CPA (SA) that are 

allowed to use the term “International Affiliate: AICPA” on their business’ letterheads.   

 

02.01 

In the United States, 54 state boards of accountancy regulate the practice of accountancy. Only 

state boards can issue a licence or certificate to American CPA ’s. Licence requirements differ 

from state to state. In general the CPA designation gives the holder the right to audit, however 

some states allow a CPA that only performs public accountancy services, such as compilations 

or reviews (and not the audit), to have an “inactive” licence and maintain a different level of 

continuing professional development. 
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02.02 

In most states the rules and regulations governing public accountancy only allow licensed 

CPA’s, to practice any part of public accountancy. Thus the focus of the regulation in the United 

States is on the broader concept of accountancy, and not on a specialised tier, auditing. In 

comparison the South African Auditing profession bill only seeks to regulate auditing.  

 

02.03 

The American Institute of Certified Public Accountants’ (AICPA) Professional Standards 

Handbook, Volume 2, ET section 92, defines the practice of public accounting as: 

 

“The practice of public accounting consist of the performance for a clients, by a member 

or member’s firm, while holding out as a CPA(s), of the professional services of 

accounting, tax, personal financial planning, litigation support services, and those 

professional services for which standards are promulgated by bodies designated by 

Council, such as Statements of Financial Accounting Standards, Statements on Auditing 

Standards, Statements on Standards for Accounting and Review Services, Statements 

on Standards for Consulting Services, Statements of Governmental Accounting 

Standards, and Statements on Standards for Attestation Engagements. 

 

However, a member of a member’s firm, while holding out as CPA(s), is not considered 

to be in the practice of public accounting if the member or the member’s firm does not 

perform, for any client, any of the professional services described in the preceding 

paragraph.”   

 

02.04 

It is clear from this definition that recognition as a public accountant is not dependant on the 

practice of public accounting. In this context, the use of the term (certified) public accountant is 

dependant on the membership of a professional body, namely the AICPA.  

 

02.05 

In the State of Delaware “public accounting” is defined as:  

 

“. . . the performance, or offer to perform, for a client or a potential client, by a 

person or firm holding itself out as a permit holder, of 1 or more kinds of services 
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involving the use of accounting or auditing skills, including the issuance of reports 

or financial statements, or of 1 or more kinds of management advisory, financial 

advisory or consulting services, or the preparation of tax returns or the furnishing of 

advice on tax matters.” (State Board of Accountancy, Title 24, Professions and 

Occupations, Section 102)     

 

02.06 

In the State of New York the practice of the profession of public accountancy is defined as: 

 

“. . . holding one’s self out to the public, in consideration of compensation received 

or to be received, offering to perform or performing for other persons, services 

which involve signing, delivering or issuing or causing to be signed, delivered or 

issued any financial, accounting or related statement or any opinion on, report on, 

or certificate to such statement if, by reason of the signature, or the stationery or 

wording employed, or otherwise, it is indicated or implied that the practitioner has 

acted or is acting, in relation to said financial, accounting or related statement, or 

reporting as an independent accountant or auditor or as an individual having or 

purporting to have expert knowledge in accounting or auditing” (State Board of 

Accountancy, Public Accountancy, Education Law, Article 149)  

 

03 

International Jurisdictions 
According to the Certified Public Accountants in Ireland (CPAI) the term public accountant or 

accountant in public practice does not mean that a person is an auditor.  

 

03.01 

All their members, irrespective of whether they act in public practice, commerce and industry or 

academia, are entitled to use the designation "CPA". There is no separate designation for those 

members that operate in public practice, although such a member should obtain a “practicing 

certificate” issued by the CPAI should they wish to offer their services such as accounting and 

taxation to the public for reward.  
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03.02 

Those CPAI members that wish to offer auditing services to the public for reward must, in 

addition to their practicing certificate, obtain an additional audit certificate. Both these certificates 

are issued on application, by the CPAI. 

 

03.03 

In tandem with the above, the Association of Chartered Certified Accountants (ACCA), the 

largest body of accountants in the world by numbers, believes that it is not necessary to gain 

“audit work experience in order to practice as a Chartered Certified Accountant”. With regard to 

the issuing of certificates to their members who wish to practice in public, they comment as 

follows: 

 

”If you have gained little or no audit work experience, you may apply for an ACCA 

practising certificate. This certificate allows you to practise as a Chartered Certified 

Accountant. You can perform any activity constituting public practice but you 

cannot accept an appointment as an auditor or hold yourself out as being available 

to do so.”  

(http://www.acca.co.uk/professionalstandards/certificates/practising/faqs/insideuk)” 
 

 

An ACCA member, who wishes to perform audit services, must apply for an additional audit 

certificate with the ACCA. 

 

The following statistics relating to member bodies of IFAC, compiled by the CPA (SA) during 

2003/2004, supports the CPA (SA) use of the term: 

 

“45 member bodies of IFAC (31.5%) use the term CPA. Only in the United States 

of America do the members offering services to the public require a State Board Of 

Accountancy license. In order to audit public companies in the United States, an 

additional license is required from the SEC.” 

 

“19 member bodies (13.3%) use the term Chartered Accountant, yet Institutes such 

as the Institute of Chartered Accountants of England, Scotland and Wales do not 

http://www.acca.co.uk/professionalstandards/certificates/practising/faqs/insideuk
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have oversight bodies controlled by the State. Members of these Institutes wishing 

to practice only require practice certificates issued by their respective Institutes.” 

 

“16 member bodies (11.2%) are Institutes of Auditors of which State oversight 

bodies control only a few.” 

 

“15 member bodies (9.5%) whose members do not have qualifications entitling them to full 

membership of IFAC, nevertheless use the term Auditor. None of these bodies require 

members to be licensed by the Governments of the countries in which they reside.” 

 

“The Institute of Certified Public Accountants in Ireland, as well as the Institute of 

Chartered Accountants of Ireland may both perform large and small audits. Neither 

require a license from a State oversight body to practice. Members require only a 

certificate from their own institute authorising them to offer their services to the 

public. The Registrar of companies is provided with a list of persons so entitled by 

the respective Institutes.” 

 

“The Institute of Chartered Accountants of New Zealand, likewise only requires its 

members to have been members of the institute for a period of two years before 

they are entitled to offer their services to the public. There is no statutory 

regulation. This includes auditing services.” 

 

7. Stakeholder Recognition  

 

The South African Qualification Authority (SAQA) has accredited the CPA (SA) qualification on 

level 7 of the National Qualification Framework (NQF). The South African Institute of Chartered 

Accountants (SAICA) is also accredited on level 7. CPA (SA) members are therefore accredited 

by the South African Department of Education as professional accountants providing a 

professional service. The CPA (SA) qualification consists of a Post Graduate Diploma: 

Commercial and Financial Accounting: Public Practice Specialism at level 7 with NLRD Number 

20391 and a Post Graduate Diploma: Commercial and Financial Accounting: Commerce and 

Industry Specialism at level 7 with NLRD Number 20392. 

 
 



 

            Institute of Certified Public Accountants of South Africa: Comments on Auditing Profession Bill                      

Submission to Parliament: 30 September 2005 
                                                               

89

 
 
8. Social Accountability and the Adverse Framework 

 

01 

Both Cadbury and King agree that auditors operate in an unfavourable framework: 

 

“The framework, in which auditors operate, however, is not well designed in certain 

respects to provide the objectivity which shareholders and the public expect of 

auditors in carrying out their function.” Cadbury, 1992 

 

“… the (objectivity of the) audit function is adversely affected by the framework in 

which auditors operate.” King, 1994 

 

02 

It is submitted that this framework causes the objectivity of the audit function to be impaired and 

is a leading cause of the audit expectation gap.  

 

03 

According to the King Report, auditing is a cornerstone of corporate governance. A successful 

system of corporate governance will according to Charkham “inspire those in a position of power 

to give their best which is what they, their firms, their country and their environment needs”. This 

“inspiration” can only be achieved if auditing is seen as an instrument of social control within the 

process of corporate accountability. 

 

04 

As an instrument of social control the auditor independently verifies and oversees the 

stewardship function of management. The auditors contribution is thus towards effecting 

increased accountability and improved corporate governance. 

 

“The King Report fails to position the external audit function within a social context where 

the value of the audit is clearly identified. Such a position is necessary as the external 

audit function derives its authoritative status from a statutory monopoly, which is granted 

by the legislator. Since the legislator has to act in the public interest the continuity of the 



 

            Institute of Certified Public Accountants of South Africa: Comments on Auditing Profession Bill                      

Submission to Parliament: 30 September 2005 
                                                               

90

external audit function is only assured if it harmonises with the public interest”. An External 

Audit Perspective of the King Report on Corporate Governance, Gloeck and de Jager. 

05 

We submit that because of the auditors social accountability function, the auditor should be 

independent, should have a duty to detect fraud, should be required to follow standards which 

are established by way of public participation, and should be liable for misleading or negligent 

reports. 

 

06 

We submit that in order to fulfil the social accountability function ascribed to auditors, any 

adverse condition that might hinder the performance of this function should be removed or 

minimised. In this regard it was reported in the Nel Commission Report that: 

 

” . . . has provided evidence to support claims that virtually all major South African audit 

firms were involved in disreputable actions, which included: “signing of false certificates, 

signing unqualified reports relating to blatantly false financial statements, changing 

accounting policies to convert loss situations into profit situations without proper 

disclosure, backdating audit reports and assisting in misleading the Receiver of Revenue”. 

(Seeking a Brighter Future for Auditing in South Africa, Gloeck and de Jager) 

 

07 

Adverse Conditions 
Adverse condition that might hinder the social accountability function of auditors include the 

following: 

 

07.01 

Operational mechanism 
The operational mechanism utilised by the regulator may fuel the adverse framework, if auditors 

are for example allowed to provide their services on a voluntary basis to staff the various 

committees operated by the regulator. This may lead to an undesirable practice in which 

auditors review the conduct of other auditors.  

  

07.02 
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Collusion 
Due to the fact that auditors operate in the open market where they are directly approached by 

clients to perform the statutory audit, they have to negotiate their fees and the payment thereof 

directly with the client. This could place undue pressure on auditors to issue favourable reports. 

This situation is further aggravated if the auditor also performed non-audit services to an audit 

client. Fees can be withheld or th auditor might even be dismissed if their audit report is not to 

the liking of the client. 

 

07.03 

Disclosure by auditors 
Auditors are allowed to operate in partnerships that often exceeding 20 auditors, thereby 

sidestepping legislation that requires disclosure with the registrar of companies. As a 

partnership they are not required to have their financial statements audited. Although they have 

a monopoly on the provision of audit services, given to them by the legislator, they should be 

accountable to the community in which they operate. This will require publication of their audited 

financial statements, as well as disclosure of the fees generated by way of audit services and 

non-audit services.  

 

Section 30 of the Companies Act gives exemption to a partnership of auditors consisting of 

more than 20 partners from being considered a company, thus applying less stringent 

governance requirements. 

 

No statutory duty exists to disclose agreements reached between auditors and management. 

Neither does management have to report on the details of such agreements to shareholders, 

nor is it required of auditors to disclose the profitability or the extent of non-audit services in 

relation to audit services.  

   

07.04 

Audit Standards 
The process applied to determine audit standards, as well as the authority attached to these 

standards, has an influence on the adverse framework. As the audit is a statutory monopoly 

granted by government to the audit industry, and as the legislator must act in the public interest, 

audit standards governing the conduct of auditors can be regarded as “supplementary to 
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legislation and can be described as quasi-legislatory”.   

 

However it has been reported that, with regard adherence to auditing standards: 

 

“Research by independent institutions shows that auditors do not adequately adhere to 

auditing standards. This is supported by the Practice Review Programme which the 

South African Institute of Chartered Accountants, a voluntary association of accountants, 

is running on behalf of the statutory regulator, the Public Accountants’ and Auditors’ 

Board. According to the Practice Review Reports the level of satisfactory reviews has 

stabilised around 67%” (Seeking a Brighter Future for Auditing in South Africa, Gloeck 

and de Jager) 

 

As the registered auditor has a statutory monopoly on the issue of audit reports, and as entities 

are obliged to incur costs for the statutory required audit, it stands to reason that audit objectives 

should be the product of constant negotiation between various constituencies in the 

accountability framework. Auditing standards should be “open contracts arrived at and exercised 

in total sunshine”. 

 

If standards in the accountability and corporate governance framework is to receive legal 

backing, i.e. accounting standards, this should be applied consistently to all the underlying 

standards and also apply to auditing standards. Directors of companies will be liable if financial 

statements are not prepared in accordance with accounting standards. Auditors should then in 

turn be liable if auditing standards is not adhered to.  

 

07.05 

Auditor Independence 
The adverse framework also influences auditor independence. In South Africa the statutory 

audit is required of all companies, irrespective of the type of company, namely private of public. 

Only persons that followed the SAICA/PAAB recognition model may register with the PAAB as 

Registered Accountants and Auditors, and only they are allowed to perform the audit of 

companies and certain other type of entities.  

 

We acknowledge and commend the drafters of the bill for their intention of liberalising the 

entrance requirements for professional body accreditation. This will be achieved by the 
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accreditation of various professional bodies by the IRBA. As accreditation will be accessible to 

all professional bodies, this will address part of the adverse framework and its adverse effect on 

auditor independence.  

 

As the audit is a statutory requirement, Auditors have nearly unlimited access to the internal 

workings of clients, which gives them extremely useful and powerful information; information to 

which o other profession has access. The balance is therefore squarely in favour of auditors.  

 

This situation is not dissimilar to an equally undesirable practice in the financial markets, namely 

“insider trading”. The efficiency of the market is adversely affected if one role player, whilst in a 

fiduciary position, uses advanced knowledge of a transaction for personal gain. The insider 

trader regime is a serious risk to the efficient market theory, which is necessary for investor 

confidence and the stability of the capital markets. We submit that the provision of non-audit 

services to the company by the auditors of the company exposes the auditor to the risk of 

becoming an “insider trader”. Due to the “exclusive rights” granted to auditors by way of 

legislation, they have “advance knowledge” not available to other professions. If they are 

allowed to use this advance knowledge for personal gain, they will have an unfair advantage 

over other role players, resultng in  an inefficient market that will hamper economic growth. 

 

Absolute auditor independence can only be achieved if auditors are prohibited by law from 

offering non-audit services to any type of company, irrespective if of whether that that company 

is a public or private company. However, it is appreciated that it is not always possible to 

achieve an absolute standard due to economic and other impracticalities.    

 

If it is accepted that auditing “is a cornerstone of corporate governance”, and if the role of the 

auditor is seen as that of: being a “watchdog”, “conferring credibility”, “independently verifying 

and overseeing the stewardship function of management”. In short, if it is expected of the 

auditor to act as “an instrument of social control within the process of corporate accountability”, 

then it follows logically that great care should be taken before auditors are allowed to perform 

non-audit services for an audit client.  

 

The University of Pretoria’s School of Accountancy published a position paper entitled: “An 

external audit perspective on the King Report on Corporate Governance”. With regard the extent 
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of additional services provided by auditing firms to their clients, and the effect this has on the 

objectivity of the auditor, the paper commented: 
 

“How far have auditors gone in their quest to “advice” the auditees on how to 

prepare the financial statements, disclose statutory items and run the companies 

business? 

 

A few advertisements of audit firms offering their services shed light on this issue: 

 

According to various advertisements in the Top Company surveys of the Financial 

Mail and the Finance Week and other promotional material which firms readily 

distribute to their clients, the audit firms undertake to “uncover new opportunities; 

to create, to plan, to enable, to help” other advertisements proclaim that they 

“assist”, that they believe in becoming “business partners”; they implement tax 

schemes, information technology, IT facilities, and a glance at their advertisements 

in journals and newspapers shows that they are even performing personnel 

functions: they recruit personnel for the companies they audit. They interview and 

scrutinise directors and senior financial officials (who later re-appoint the auditors), 

they re-engineer, engineer listings, off-shore operations, they assist in preventing 

so-called hostile takeovers, they provide the information necessary for decisions 

taking purposes, they do corporate restructuring and provide personal financial 

planning for the directors for the companies they audit. They “restructure” directors’ 

salary packages and submit directors’ tax returns. They improve performance of 

the companies they audit, they re-organize the companies they audit and they 

boast their “business partner capabilities”. They see themselves as “someone who 

knows exactly which strings to pull”. They say they are “master craftsmen”. They 

“concentrate on the client’s needs. Zero in on the best plan of action. Then follow 

through as promised”. 

 

There services extend to computer assurance, corporate finance, foreign investment, 

forensic services, human resource management, organizational development, information 

technology, marketing, operations management, public sector management, 

entrepreneurial services, and taxation. They say, “helping our clients grow is a key 

imperative”. 
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We agree with the authors of the position paper when they conclude: 

 

“Then they want the shareholders and public to believe them if they say: We 

believe that the provision of other services would not affect independence or have 

an effect on auditor’s objectivity (SAICA, 1994f: §. 85).” 

 

This same position paper sites empirical evidence which indicates that the provision of 

non-audit services to an audit client adversely affects the audit: 

 

“A University of Pretoria study has identified the provision of non audit services by 

auditors to the companies they audit as a major factor which is perceived to not 

only impair auditors’ independence, but which has a negative effect on the 

confidence that a particular user has in the audit report.” 
 

It has been argued that the provision of non-audit services reduces the fee charged for the 

audit. However research seems to indicate that the provision of additional services does not 

reduce the audit fee. In addition, it has also been found by Simunic that: 

 

“ . . . audit fees for clients who also purchased MAS (Management Advisory 

Services) from their auditors are higher than those of clients that did not do so”. As 

reported in: An external audit perspective of the King Report on Corporate 

Governance, Gloeck and de Jager 

 
09. AICPA members in South Africa 

 

The Company Profile: Board of Directors on the TELKOM website, 

www.telkom.co.za/minisites/ir/boardof direct.html, indicates the following with regard one of the 

directors: 

 

 “Yekani Tenza (47) 

Bachelor of Commerce. Bachelor of Accounting Science (Honours).MBA. Certified 

Public Accountant (USA)” 

http://www.telkom.co.za/minisites/ir/boardof direct.html
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The EDCON website, www.edcon.co.za/Edcon/Corporate+information/Board+of+ Directors.htm, 

indicates the following with regard on of their Executive Directors: 

 

 “Jon L. Spotts (42) 

 (BS, CPA) 

 Trained as a Certified Public Accountant in the United States . . .” 
 

10. Chartered Accountant Creates the Impression of being an Auditor 

 

Members of SAICA often issue payment for membership fees of SAICA to the PAAB. In the 

December 2004 (issue 41) newsletter of the PAAB, MANEO, the following comment was made 

with regard to annual fees: 

 

“In addition to late or non-payment of fees the Board experiences two other 

problems: 

2. Confusion of the Board and the Institute. If the Board receives a cheque for the 

Institute, it will forward this cheque to the Institute on the practitioner’s behalf. 

However, should a practitioner submit a composite cheque to the Board in respect 

of fees for the Board and the Institute, this will be returned to the practitioner with a 

request for separate cheques. Occasionally, a cheque made payable to the Board, 

is attached to the Institute’s remittance advice. In the past the Board has endorsed 

such cheques to the Institute and forwarded them to the Institute together with the 

remittance advice. This however has annoyed some practitioners and such 

cheques will also be returned to the practitioner.” 

 

The confused identities of the PAAB and SAICA prompted SAICA to issue a notice on their 

website entitled “About SAICA: SAICA and PAAB”. Extracts from these articles are as follows: 

 

“Confusion often arises regarding the differing roles and responsibilities of The South 

African Institute of Chartered Accountants (SAICA) and the Public Accountants’ and 

Auditors’ Board (PAAB). This article attempts to clarify the respective roles of the two 

bodies and discusses the proposed restructuring of the accountancy profession. 

http://www.edcon.co.za/Edcon/Corporate+information/Board+of+ Directors.htm
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“SAICA’s mission is to serve the interests of the Chartered Accountancy profession and 

society, by upholding professional standards and integrity . . .” 

 

“The mission of the PAAB, on the other hand, is to protect the financial interests of the 

people of South Africa, and other stakeholders.  This is achieved by providing the means 

and a regulatory framework for the education and training of adequate numbers of 

competent and disciplined accountants and auditors to serve the needs of South Africa. “ 

 

“The responsibility for training is a shared one.  SAICA is responsible for the registration 

of trainees and management of their training contracts, either in public practice or 

outside public practice . . . The Institute sets and adjudicates the examination (QE1) and 

the financial management examination in QE2, for those trainees who have opted to 

take the financial management route. The PAAB exercises a monitoring role over the 

SAICA public practice trainee and QE1 examination processes. The PAAB is also 

responsible for setting and marking the Public Practice Examination (PPE) for those 

trainees choosing the public practice route. Trainees may only write QE2 or PPE after 

they have passed QE1 and upon the completion of a minimum of 18 months of a three 

year training contract.”   

 

Even the Ministerial Panel appointed by the Minister of Finance recommended that all Chartered 

Accountants should be recognised as Public Auditors. 

 

The Small Practices Discussion Forum on the SAICA website illustrates the sometimes 

indifferent way that the terms “CA” and “auditor” are used. The following submissions were 

made to the Forum by SAICA members: 

 

“Audit/Advisory positions available in the North West for newly qualified CA (SA) or CTA 

candidates” 

“Good luck with starting your bookkeeping practice. If you require a CA to audit/review 

(pty) ltd (SIC), cc’s...” 

 

The website of the Stellenbosch University,  http://academic.sun.ac.za/programmes/ 

brek_e.htm, states the following with regard the course BAcc:  

http://academic.sun.ac.za/programmes/
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“This qualification is highly regarded and remains the most sought after – undergraduate 

training if you aim to become a chartered accountant one day. As a chartered 

accountant you will be able to audit companies’ books, a work that enjoys statutory 

protection “statutory protection” means that there is a law that says companies’ books 

must be audited and that a chartered accountant may do so.” 

 

11. Extracts from Relevant Acts and Bills  

 

“Public Accountants’ and Auditors’ Act, Act 80 of 1991, as amended: 

 

Section 14(b) (iii) - Any Minister of State, Administrator, or officer charged with the 

administration of any law, from appointing or authorising or approving of the appointment 

of any person not registered as an accountant and auditor in terms of this Act , as 

auditor in respect of any undertaking regulated by that law where in the opinion of such 

Minister or Administrator or officer a person so registered is not readily available or by 

reason of the nature of the audit required or the amount of work involved therein or any 

other circumstances contemplated by such law, the appointment of a person so 

registered is not warranted.” 

 

“Sectional Titles Act, 95 of 1986, as amended: 

 

Section 40 - At the first general meeting and thereafter at every ensuing annual general 

meeting, the body corporate shall appoint an auditor to hold office from conclusion of 

that meeting until conclusion of the next annual general meeting: Provided that were a 

scheme comprises less than ten units an accounting officer may be appointed for that 

purpose” 

 

“Co-Operatives Bill (2005): 

 

Section 62 - (1) An audit of the affairs of a co-operative must be conducted annually in 

respect of each financial year, in order to - 

a. ensure that financial statements are drawn up in conformity with generally accepted 

accounting practices;  
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b. verify that the co-operative has maintained adequate records in accordance with the 

requirements of its constitution and this Act;  

c. report generally as to whether the assets and facilities of a co-operative are being 

properly managed and the operations of a co-operative are being conducted in 

accordance with co-operative principles; and  

d. report on any other matter the auditors are required to report on in terms of a co-

operative’s constitution.  

1. A co-operative that is not able to afford the costs of an annual audit may apply in writing 

to the registrar for an exemption in terms of section 71.  

Exemptions 

70. (1) Upon application in terms of subsection (2) of section 63 and subject to the 

requirements of subsections (2) and (3), the registrar may exempt a co-operative from 

full compliance with the requirements of this Chapter if satisfied- 

(a) the costs of an annual audit would materially affect the financial sustainability  

1. of the co-operative;  

2. (b) the co-operative has maintained adequate financial records, and is able to  

prepare annual financial statements; 

(c) having regard to the size and kind of co-operative, the interests of members  

3. are adequately protected.  

(2) When exempting a co-operative in terms of this section, the registrar must either 

require such co-operative to be audited 

a. at a period of longer than one year but not exceeding three years; or  

b. by a suitably qualified person other than an auditor;”  

 

“National Lottery Distribution Trust Fund (NLDTF) Charities Sector Guidelines and 

Information Required:  

 

1. The following documents must be submitted with the completed application    

    form*.  (Incomplete applications will NOT be considered.) 

• Proof of registration as an NPO, Section 21 Company or Trust 

• Constitution/Articles of Association/Trust Deed 

• The past 2 years complete audited financial statements signed by and 

containing an independent audit opinion of an Accounting Officer who is 

registered with one of the professional bodies listed in C4 of the application form.
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• A detailed budget of Income and Expenditure 

• A Business and Implementation Plan for the specific request (see point 5 
below)” 
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Part 16: Appendix 
 

IFAC Handbook of International Auditing, Assurance, and Ethics Pronouncements - 2005 

Edition:  

A.    Structure of Pronouncements 

B. International Framework for Assurance Engagements - Difference between 

        reasonable assurance engagements and limited assurance engagements 
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IFAC Handbook of International Auditing, Assurance, and Ethics Pronouncements – 2004 

Edition:  

 

C: International Standard on Auditing 120: Framework of International Standards on  

      Auditing – extract from page 173: 
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