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Word of 
Welcome

Dear Sir / Madam,

Welcome to our second external edition of “Technically Speaking”. This 

quarterly publication aims to provide insights, guidance and summaries 

of issues that are affecting the accounting, auditing and regulatory 

environment as well as other matters of general interest.

We welcome your comments on the publication and ask that you contact our 

editor Nicolette Meadows (nmeadows@deloitte.co.za) if you have any 

questions or suggestions for future issues.

Kind regards

Graeme Berry, 
Business Unit Leader: A&A
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An overview 
of the 
National 
Credit Act

by Nicki Meadows

The National Credit Act 
(the Act) came into effect 
on 1 June 2007. The Act 
applies to every credit 
agreement between parties 
dealing at an arm’s length in 
South Africa with  
certain exceptions.

The Act applies to credit granted to consumers who are natural persons and to 
those juristic persons whose annual turnover or asset value falls below a certain 
threshold (i.e. small businesses). In the case of such small businesses, the Act only 
applies to transactions that are not “large agreements” as defined by the Act 
(current threshold set at R1 000 000). The implication of this is that the Act does 
not apply to credit agreements in terms of which the consumer is a juristic person 
whose asset value or annual turnover, together with the combined asset value or 
annual turnover of all related juristic persons, at the time the agreement is made, 
equals or exceeds R1 000 000. Even though the credit provider is required to 
register as a credit provider in terms of the Act, the provisions of the Act will not 
apply to that particular agreement.

Further, the Act applies to credit providers who may not be in the traditional 
businesses of providing credit, such as banking, retail credit or micro-finance.

For example you may provide incidental credit or staff lending schemes, which 
allow for delayed payment and on which you charge or intend to charge interest.

•	 Incidental	credit	–	this	category	of	credit	relates	to	the	situation	where	a	
creditor only charges interest on an amount due if the debtor does not 
pay on due date. In this regard, the creditor will not need to apply for 
registration as a credit provider but would need to ensure that, for example, 
the interest thresholds and debt enforcement procedures as set out in the Act 
are complied with. It would be wise to assess how you are managing your 
debtors book/s, in the context of the application provisions of the Act;

•	 Staff	lending	schemes	–	if	you	operate	staff	lending	schemes,	you	may	need	
to be registered as a credit provider in terms of the Act, depending on the size 
of the book or the number of staff loan agreements entered into.

For assistance in assessing whether your activities involve the provision 
of credit, and are therefore impacted by the Act, or to establish whether 
you require registration as a Credit Provider, or for any other questions 
relating to the National Credit Act, please contact your Client Service 
Partner or Director.

Payment 
Card Industry 
Data Security 
Standard 
(PCI DSS)

by Helen Bimbassis

In the wake of  high-profile 
security breaches, credit and 
debit card users are putting 
pressure on merchants 
and payment processors to 
ensure the confidentiality 
and security of  personal and 
transactional data.

Whether it’s an owner managed business or a nationwide retail store, any 
merchant that handles transactions by credit card is advised to meet the 
requirements	of	PCI	DSS.	Currently,	this	standard	is	not	 
mandatory	in	South	Africa.

The	purpose	of	the	PCI	DSS	is	to	give	cardholders	
the assurance that their card details are secure. The 
standard requires the qualifying organisation to build 
and maintain a secure network; protect cardholder 
data; maintain a vulnerability management program; 
implement strong access control measures;  
regularly monitor and test networks; 
and maintain an information security 
policy. The standard consists of 204 
controls which should be met.

Have you considered the potential impact 
of this standard on your underlying 
business processes?

For more information, please  
contact your Client Service Partner  
in this regard.

Helen Bimbassis, 
Manager in A&A
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IFRS Current 
Issues

by Nicki Meadows

IFRS 7: Disclosure of an age analysis

IFRS	7.37(c)	introduces	a	new	requirement	to	disclose	an	analysis	of	the	age	
of the financial assets that are past due but not impaired at the reporting 
date. The standard explicitly requires the presentation of an age analysis 
as opposed to a narrative description. In order to prepare this analysis, 
the entity’s management will have to use its judgement to determine the 
appropriate number of time bands into which to analyse the assets,  
based on the nature and normal operating cycle of the class  
of financial assets.

The Price of 
Loyalty

by Cobus Grove

Loyalty programmes 
are operated by a wide 
range of  businesses: 
Telecommunications 
operators, airlines, hotels and 
credit card providers. 

IFRIC	13,	Customer	Loyalty	Programmes	(this	interpretation),	applies	to	companies	
who grant award credits to customers as part of a sales transaction. These awards 
can be redeemed for free or discounted goods or services. This interpretation was 
issued to address the accounting for these programmes.

In terms of this interpretation, a transaction which earns award credits has 
two elements:

•	 A	normal	sales	transaction	(to	purchase	the	good	or	service);	and

•	 A	sale	of	award	credits.

A company should therefore allocate a portion of the 
consideration received for the transaction to the 
award credits issued to the customer. The amount 
allocated to the award credits is released to the 
income statement once the reward credits are 
redeemed by the customer or expire.

This interpretation raises significant concern for 
companies operating these programmes as 
they will be required to monitor these award 
credits from the date of issue to the date 
of redemption or expiry. This may require 
significant investment in technology and 
human capital.

This interpretation should be  
applied retrospectively for annual 
periods starting on or after 
1 July 2008, although early 
adoption is permitted. 

For more information, 
please contact your Client 
Service Partner in this regard.

Technically Speaking - 2nd Edition, September 2007

Cobus Grove, 
Manager in A&A
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IFRS Advisory
by Stephen Brickett

In responding to the ever 
changing landscape of  
International Financial 
Reporting Standards (‘IFRS’), 
a dedicated service line, 
namely IFRS Advisory has 
been established within the 
Deloitte National Accounting 
and Auditing Group (A&A) 
in Johannesburg.

IFRS	Advisory	provides	IFRS	technical	and	practical	accounting	support	directly	
to both audit and non-audit clients. In a predominantly client facing role, one 
of our principle goals is to assist our clients in complying with the ever changing 
requirements,	interpretations	and	practical	consequence	of	IFRS.	This	is	done	by	
translating	the	technical	IFRS	pronouncements	into	clear	and	practical	applications.	
We also assist companies in developing alternative approaches and methodologies 
to	enhance	their	compliance	with	IFRS.

Our specific tailored services include:

•	 Advising	and	assisting	clients	on	the	accounting	and	practical 
requirements in GAAP conversions;

•	 Assisting	clients	in	implementing	the	requirements	of	new	 
accounting standards;

•	 Preparing	accounting	opinions	on	specific	transactions;

•	 Providing	on-call	accounting	support	to	clients;

•	 Developing	accounting	strategies	and	solutions	to	meet	the	specific	
requirements	of	IFRS;

•	 Conducting	IFRS	compliance	and	peer	analysis	reviews;

•	 Providing	regular	accounting	updates	that	may	contribute	towards	SAICA’s	
CPE requirements;

•	 Providing	accounting	workshops	dealing	with	both	general	and	specific 
IFRS	issues;	and

•	 Alerting	clients	to	the	ever	changing	IFRS	landscape	and	the	consequential	
impacts on existing accounting treatments.

Contact details

Should you require the services of our team or would like to know more, 
please contact either one of our following IFRS Advisory experts:

Hugh Harrison, Partner

Tel: +27(0)11 806-6248, E-mail: hharrison@deloitte.co.za

Stephen Brickett, Senior Manager

Tel: +27(0)11 209-8686, E-mail: sbrickett@deloitte.co.za

John Annandale, Senior Manager

Tel: +27(0)11 806-5266, E-mail: 
jannandale@deloitte.co.za

Technically Speaking - 2nd Edition, September 2007

John Annandale, 
Senior Manager in A&A
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IFRS 7 – A 
Credit Risk

by Stephen Brickett

The effective date (financial 
year ends commencing on 
or after 1 January 2007) 
of  IFRS 7, Financial 
Instruments: Disclosures 
(‘IFRS 7’) is looming closer 
for all IFRS and SA GAAP 
reporters. One of  the 
requirements of  IFRS 7 
that is posing a number of  
technical complexities and 
practical challenges is that of  
credit risk. 

Credit risk is defined as: “The risk that one party to a financial instrument will 
cause a financial loss for the other party by failing to discharge an obligation”.  
Our experience has shown that it may be necessary to revisit key policies and 
processes in order to ensure that the appropriate information can be obtained  
and is in a suitable format in order to meet the disclosure requirements relating  
to credit risk.

Areas that are likely to require additional consideration include: 

•	 Financial	instrument	class	selection	policies;	

•	 Policies	for	past	due	indicators;

•	 Policies	for	renegotiation	indicators;	and

•	 Information	on	how	the	credit	risk	and	impairment	policies	support	the	
disclosure requirements with respect to:

- the treatment of renegotiated financial assets; and

- the re-evaluation of collateral.

In light of the required information, entities will be required to identify new, 
and enhance existing data fields in order to extract the relevant information.  In 
group situations it is important that such data be collected and reported on a 
consistent basis to ensure that management is provided with relevant and reliable 
information, against which they can provide meaningful commentary.

It is becoming increasingly important to understand the benefits of sound credit 
risk	disclosure.	Such	disclosure	is	providing	management	with	an	opportunity	to	
monitor and maintain their existing policies and processes, and to respond to 
changes	in	economic	cycles.	Recent	experience	has	shown	that	the	IFRS	disclosures	
result in a greater appreciation and understanding of credit risk and has forced 
many to re-consider the manner in which credit risk is managed, reported 
and mitigated. 

For more information, please contact your Client Service Partner or our 
IFRS Advisory experts.

Stephen Brickett, 
Senior Manager in A&A

Technically Speaking - 2nd Edition, September 2007
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Preliminary 
Views on 
Insurance 
Contracts

by Theodore de Jager

On 3 May 2007, the 
International Accounting 
Standards Board (“IASB”) 
released for comment 
a Discussion Paper on 
accounting for insurance 
and reinsurance contracts 
by insurers and re-insurers 
(not policyholders), entitled 
‘Preliminary Views on Insurance 
Contracts’ (“the DP”).

The DP is the result of the second phase on 
the accounting treatment for insurance 
contracts,	which	in	2005	introduced	IFRS	4	–	
Insurance Contracts.

The proposals set out in the DP introduce 
fundamental changes to insurance 
accounting and focus on consistent 
measurement of insurance liabilities. 
This will impact the way investors, 
regulators and other stakeholders assess the 
insurance industry.

The area likely to generate the most controversy is the 
measurement of insurance liabilities at ‘current exit value’ (“CEV”). 
While CEV is a fair value approach, the industry currently uses various fair 
value	methodologies.	The	IASB	defines	the	CEV	as	the	amount	the	insurer	would	
expect to pay at the reporting date to transfer its remaining contractual rights and 
obligations immediately to another entity.

When measuring insurance liabilities (including life, non-life, direct 
insurance and reinsurance) at the CEV, the following three building blocks 
should be taken into account:

•	 Current estimates: explicit, unbiased, market-consistent, probability 
weighted and current estimates of the contractual cash flows;

•	 Time value of money: current market discount rates that adjust the 
estimated future cash flows for the time value of money; and

•	 Margins: an explicit and unbiased estimate of the margin that market 
participants require for bearing risk (risk margin) and for providing other 
services (service margin), if any.

The DP sets out twenty specific questions and highlights a variety of issues for 
comment. Commenting on the DP is highly encouraged as strong principles will 
already	have	been	established	once	the	IASB	issues	an	ED	which	will	be	more	
difficult	to	challenge.	Comments	should	be	submitted	to	the	IASB	by	16	November	
2007.	Thereafter,	an	Exposure	Draft	(“ED”)	is	expected	to	be	issued	late	in	2008.	
The final standard, expected to be issued in 2010 will replace the temporary 
dispensations	and	interim	accounting	standard	developed	in	IFRS	4.

For more information, please contact 
your Client Service Partner  

in this regard.

Technically Speaking - 2nd Edition, September 2007

Theodore de Jager, 
Manager in A&A
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Practical 
Application of 
Grant Date of 
Share-Based 
Payments

by Franco van der Merwe

Where the value of  goods 
and services received cannot 
be determined, share-based 
payments are valued at 
the fair value of  the share 
options granted. This 
typically occurs for employee 
share trusts and black 
economic empowerment 
transactions.

In this case, the fair value is determined at grant date, which is 
defined as:

The date at which the entity and another party (including an employee) agree to 
a share-based payment arrangement, being when the entity and the counterparty 
have a shared understanding of the terms and conditions of the arrangement.

Two key considerations in determining grant date are:

•	 Agreement	to	a	share-based	payment

 The word ‘agree’ means that there must be both an offer and acceptance 
of that offer. The date of grant is when the other party accepts an offer and 
not when the offer is made. For many share-based payment arrangements 
with employees the agreement might be implicit and is evidenced by their 
commencing to render services.

•	 Understanding	of	terms	and	conditions

 For both parties to have agreed to the share-based payment arrangement, 
they must have a shared understanding of the terms and conditions of the 
arrangement. If some of the terms and conditions of the arrangement are 
agreed on one date, with the remainder of the terms and conditions agreed 

on a later date, then grant date is on that later date, when all 
of the terms and conditions have been agreed.

In	South	Africa,	most	employee	share-
based payments are channelled through 
a trust which is established by a 
company to issue share options. In this 
case the two parties to the transaction 
are the company and its employees. 
Therefore a grant date occurs when the 
trust grants options to the employees 
and not when the company grants 
shares to the trust.

For more information, please 
contact your Client Service Partner 
in this regard

In Closing Dear Sir / Madam

Thank you for reading the second edition of our externally 
focused technical publication “Technically Speaking”, which 
we hope you enjoyed. In future you can subscribe to receive a 
copy of our quarterly publication on the website  
www.Deloitte.com. You will receive automatic email alert 
whenever a new issue is published:

	 •	 New	users:	Register, then subscribe to receive 
e-mail alerts

	 •	 Registered	users:	log in and simply subscribe.

We welcome your comments and suggestions, which can 
be e-mailed to technicallyspeaking@deloitte.co.za.

Kind regards

Nicolette Meadows

Technically Speaking - 2nd Edition, September 2007

Franco van der Merwe, 
Senior Manager in A&A
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ABOUT DELOITTE

Deloitte	refers	to	one	or	more	of	Deloitte	Touche	Tohmatsu,	a	Swiss	Verein,	its	member	firms,	and	their	respective	subsidiaries	
and affiliates. Deloitte Touche Tohmatsu is an organisation of member firms around the world devoted to excellence in providing 
professional services and advice, focused on client service through a global strategy executed locally in nearly 140 countries. 
With access to the deep intellectual capital of 150,000 people worldwide, Deloitte delivers services in four professional areas - 
audit, tax, consulting, and financial advisory services - and serves more than 80 percent of the world’s largest companies, as well 
as	large	national	enterprises,	public	institutions,	locally	important	clients,	and	successful,	fast-growing	global	companies.	Services	
are not provided by the Deloitte Touche Tohmatsu Verein, and, for regulatory and other reasons, certain member firms do not 
provide services in all four professional areas.

As	a	Swiss	Verein	(association),	neither	Deloitte	Touche	Tohmatsu	nor	any	of	its	member	firms	has	any	liability	for	each	other’s	
acts or omissions. Each of the member firms is a separate and independent legal entity operating under the names “Deloitte”, 
“Deloitte & Touche”, “Deloitte Touche Tohmatsu” or other related names.

In	Southern	Africa,	Deloitte	&	Touche	is	the	member	firm	of	Deloitte	Touche	Tohmatsu,	and	services	are	provided	by	 
Deloitte & Touche and its subsidiaries. Deloitte & Touche is among the region’s leading professional services firms, providing 
audit,	tax,	consulting,	and	financial	advisory	services	through	nearly	3600	partners/directors	and	staff	in	more	than	16	offices	in	
Southern	Africa.	Known	as	an	employer	of	choice	for	its	innovative	human	resources	programme,	it	is	dedicated	to	helping	its	
clients	and	its	people	excel.	For	more	information,	please	visit	the	Southern	Africa	website	at	www.deloitte.com/za.

©2007	Deloitte	&	Touche.	All	rights	reserved.
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