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Dear Colleagues

Welcome to our ninth edition of Technically Speaking!

This edition focuses on the effect of the new South African 
Companies Act on audit committees, and recent amendments 
to International Financial Reporting Standards. There 
are also articles which highlight the Competition Act, the 
Hedge Accounting Exposure Draft and the Protection of 
Private Information Bill.

We look forward to your comments on this publication and ask that 
you contact our editor, Amy Escott, if you have any questions or 
suggestions for future issues.

Kind regards

Nita Ranchod
Business Unit Leader
Accounting & Auditing

Welcome
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Article by:
Johan Erasmus
Senior Manager
Accounting & Auditing

The new Companies Act 
and the Audit Committee

The King Report of Governance for South Africa (King III) emphasizes the vital role of an audit committee in ensuring the integrity of financial 
controls, integrated reporting and identifying and managing financial risk. This sentiment is confirmed in the Companies Act 71 of 2008 
(the Act). The appointment of an audit committee is regulated as part of the enhanced accountability and transparency requirements set 
out in Chapter 3 of the Act. Although the Act only requires public companies and state owned companies (as well as other companies 
that voluntarily include this requirement in their Memorandum of Incorporation) to appoint an audit committee, King III proposes that all 
companies should have an audit committee. 

The Act determines that the audit committee for public companies and state owned companies must be appointed by the shareholders at 
every annual general meeting. This requirement highlights the importance of the Board’s nomination committee. As all audit committee 
members must be directors (members of the Board), it is important that the nominations committee identifies suitably skilled and qualified 
individuals to nominate for appointment to the audit committee. Of course, the shareholders may appoint anyone they deem fit and proper.

Section 94 of the Act determines that the audit committee must consist of at least three members who must be directors of the company 
and not:

•	 Be	involved	in	the	day	to	day	management	of	the	company	for	the	past	financial	year

•	 Be	a	full-time	employee	for	the	company	for	the	past	three	financial	years

•	 Be	a	material	supplier	or	customer	of	the	company,	such	that	a	reasonable	and	informed	third	party	would	conclude	in	the	
circumstances that the integrity, impartiality or objectivity of that director is compromised by that relationship

•	 Be	related	to	anybody	who	falls	within	the	above	criteria.
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The requirements of Section 94 are prescriptive. It appears that if the company appoints an audit 
committee with persons other than those prescribed, it would not be an audit committee as required by 
the	Act.	As	a	result,	any	functions	undertaken	by	a	non-compliant	(that	is	an	“incorrectly	constituted”)	
audit committee will not have been performed by the audit committee as required by the Act.

The audit committee can consist of as many members as the company wishes to appoint, but each of 
them must meet the criteria and each of them must be a director of the company. The audit committee 
would, of course, be entitled to utilise advisors and assistance from other persons inside and outside of 
the company and would be able to invite knowledgeable persons to attend its meetings. However, the 
formally appointed members of the audit committee entitled to vote and fulfil the functions of the audit 
committee	will	have	to	meet	the	criteria	(non-executive	independent	directors)	in	accordance	with	the	
prescribed requirements.

The value judgement pertaining to independence relates only to suppliers and customers. The mere fact 
that a person holds shares in the company would not, on its own, preclude such a person from serving 
on the audit committee. It is proposed that, in line with the best practice principles set out in King III, the 
appointment of shareholders to the audit committee is carefully considered.

A judgment on the effect of the shareholding or other relationship is required in 
order to establish the likely factual impact on the independence of a 
particular person
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The legislative duties of the audit committee include:

•	 Nominating	an	auditor	that	the	audit	committee	regards	as	independent

•	 Determining	the	audit	fee

•	 Ensuring	that	the	appointment	of	the	auditor	complies	with	the	Act	and	other	relevant	legislation

•	 Determining	the	nature	and	extent	of	non-audit	services

•	 Pre-approving	any	proposed	agreement	with	the	auditor	for	the	provision	of	non-audit	services

•	 Preparing	a	report	to	be	included	in	the	annual	financial	statements	describing	how	the	committee	
carried out its functions, stating whether the auditor was independent, and commenting on the 
financial statements, accounting practices and internal financial control measures of the company

•	 Receiving	and	dealing	with	relevant	complaints

•	 Making	submissions	to	the	board	regarding	the	company’s	accounting	policies,	financial	controls,	
records and reporting

•	 Any	other	function	designated	by	the	board.

Since the Act prescribes the appointment process, composition and functions of the audit committee, 
it can now be described as a statutory committee. The audit committee will bear sole responsibility for 
its decisions pertaining to the appointment, fees and terms of engagement of the auditor. On all other 
matters it remains accountable to the board and, as such, it will function as a board committee.
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The audit committee will report to shareholders by including in the annual financial statements the audit committee’s report describing 
how the committee carried out its functions, stating whether the auditor was independent, and commenting on the financial statements, 
accounting practices and internal financial control measures of the company.

In addition to the legislative duties set out in the Act, King III proposes a number of additional functions, including:

•	 Overseeing	financial	risks	and	reporting,	internal	financial	controls	and	fraud	and	IT	risks	as	they	relate	to	financial	reporting

•	 Ensuring	that	a	combined	assurance	model	is	applied	to	provide	a	co-ordinated	approach	to	all	assurance	activities	(in	terms	of	this	
model,	assurance	should	be	done	on	three	levels	i.e.	management,	internal	assurance	providers	and	external	assurance	providers)

•	 Overseeing	integrated	reporting	(both	financial	and	sustainability	reporting)

•	 Satisfying	itself	with	regard	to	the	expertise,	resources	and	experience	of	the	finance	function

•	 Overseeing	the	internal	audit	function

•	 Playing	a	key	role	in	the	risk	management	process

•	 Overseeing	the	external	audit	process.

Ethical leadership and social responsibility is highlighted in King III. These same sentiments are echoed in the Companies Act. Although it may 
be argued that the provisions of the Companies Act are onerous and prescriptive, it should be acknowledged that the intention is for the 
audit committee to play a key role in ensuring accountability and transparency. As an independent, objective body, it should function as the 
company’s independent watchdog which ensures the integrity of financial controls, combined assurance, effective financial risk management, 
and meaningful integrated reporting to shareholders and stakeholders alike.

The audit committee is now obliged to also report to shareholders
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Competition Law

Article by:
Ahmore Burger-Smidt
Associate Director
Tax & Legal

Competition Law compliance is essential for all companies. Even though corporate 
governance, board responsibility and risk management processes may be in place, 
directors or managers need to be empowered to determine whether a contravention 
of the law is taking place

The stated purpose of the Competition Act (the Act) is to:

•	 Promote	and	maintain	competition	in	South	Africa	in	order	to	promote	the	efficiency,	adaptability	
and development of the economy

•	 Provide	consumers	with	competitive	prices	and	product	choices

•	 Promote	employment	and	advance	the	social	and	economic	welfare	of	South	Africans

•	 Expand	opportunities	for	South	African	firms’	participation	in	world	markets	and	recognise	the	role	
of foreign competition in the South Africa

•	 Ensure	that	small	and	medium-sized	enterprises	have	an	equitable	opportunity	to	participate	in	
the economy

•	 Promote	a	greater	spread	of	ownership,	in	particular	to	increase	the	ownership	stakes	of	
historically disadvantaged persons.
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The Act focuses on providing for markets in which consumers have access to, and can freely select the 
quality and variety of goods and services they desire. Importantly, the Act also aims to create greater 
capability and an environment for South Africans to compete effectively in international markets.

Specifically, the Act endeavours to restrain particular trade practices which undermine a competitive 
economy and regulate the transfer of economic ownership in keeping with the public interest. The Act 
has established independent institutions to monitor economic competition and give effect to the 
international law obligations of the South Africa. The Act applies to all economic activity within, or 
having	an	effect	within	South	Africa.	Exceptions	relate	only	to	collective	bargains	and	agreements	and	
conduct	designed	to	achieve	a	non-commercial	socio-economic	objective	or	similar	purpose.

Three competition authorities are established, each with distinct functions and independent of 
one another:

•	 The	Competition	Commission	has	an	investigative	and	prosecuting	function,	although	it	may	make	
determinations	relating	to	exemption	applications

•	 The	Competition	Tribunal	is	an	adjudicative	body,	making	determinations	on	prohibited	practices,	
including interim relief and consent orders

•	 The	Competition	Appeal	Court,	which	has	High	Court	status,	reviews	decisions	of	and	considers	
appeals against decisions of the Competition Tribunal.
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Mergers and Acquisitions
The Act makes provision for a mandatory merger notification process where a change of control takes 
place, as well as when the respective acquiring entity and target entity meet certain audited turnover and 
asset value figures. Failure in notifying the competition authorities of a merger or acquisition transaction 
can result in the Competition Tribunal ordering divestiture of certain business interests or parties to the 
transaction	can	be	exposed	to	a	fine	levied	by	the	Competition	Tribunal	not	exceeding	10%	of	the	annual	
turnover within South Africa.

Prohibited practices and activities
The following restrictive practices are prohibited:

•	 An	anti-competitive	agreement,	arrangement	or	practice	between	competitors	unless	
pro-competitive	gains	are	attributable	to	and	outweigh	the	anti-competitive	effect

•	 An	agreement	between	competitors	that	involves	fixing	prices	or	other	trading	conditions,	dividing	
markets or collusive tendering

•	 An	anti-competitive	agreement	between	a	firm	and	its	suppliers	or	customers,	unless	
pro-competitive	gains	are	attributable	to	and	outweigh	the	anti-competitive	effect

•	 The	practice	of	minimum	resale	price	maintenance,	save	that	a	supplier	or	producer	may	
recommend a minimum resale price.
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The following abuses by firms that are deemed to be dominant are also banned:

•	 Charging	an	excessive	price	to	the	detriment	of	consumers

•	 Refusing	to	give	a	competitor	access	to	an	essential	facility

•	 Unless	there	are	attributable	and	outweighing	pro-competitive	gains:

	 -	 Impeding	or	preventing	a	firm	entering	into	or	expanding	within	a	market

	 -	 Requiring	or	inducing	a	supplier	or	customer	to	not	deal	with	a	competitor

	 -	 Refusing	to	supply	scarce	goods	to	a	competitor	when	supplying	those	goods	is	
economically feasible

	 -	 Selling	goods	or	services	on	condition	that	the	buyer	purchases	separate	goods	or	services	
unrelated to the object of a contract, or forcing a buyer to accept a condition unrelated to 
the object of a contract

	 -	 Selling	goods	or	services	below	their	marginal	or	average	variable	cost

	 -	 Buying-up	a	scarce	supply	of	intermediate	goods	or	resources	required	by	a	competitor

Dominant firms are generally prevented from engaging in 
price discrimination
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Exemptions from the Act
On	application	by	a	company,	the	Competition	Commission	may	exempt	prohibited	conduct	that:

•	 Contributes	to	the	maintenance	or	promotion	of	exports

•	 Promotes	the	ability	of	small	businesses	(or	firms	controlled	or	owned	by	historically	disadvantaged	persons)	to	become	competitive

•	 Changes	productive	capacity	necessary	to	stop	decline	in	an	industry,	or	the	economic	stability	of	any	industry	designated	by	the	
Minister of Trade and Industry (after consulting the Minister responsible for that industry)

•	 Relates	to	the	exercise	of	intellectual	property	rights.

What if the Competition Tribunal rules that a firm contravened the Act?
A contravention of the prohibited practices provisions of the Act can result in the Competition Tribunal making various orders, including:

•	 Interdicting	a	prohibited	practice

•	 Ordering	the	reasonable	supply	or	distribution	of	goods	or	services	to	end	a	prohibited	practice

•	 Imposing	an	administrative	penalty	of	up	to	10%	of	a	firm’s	annual	turnover	in	South	Africa

•	 Declaring	conduct	to	be	a	prohibited	practice	for	the	purposes	of	civil	actions	for	damages

•	 Declaring	the	whole	or	part	of	an	agreement	to	be	void,	and	ordering	reasonable	access	to	an	essential	facility.

Individuals can be sentenced to jail terms of up to ten years. The Act also provides for various other criminal offences, including the disclosure 
of confidential information, hindering the administration of the Act, failing to properly attend when summoned, failing to answer fully or 
truthfully, in various ways undermining any investigation or adjudication and contravening or failing to comply with an interim or final order 
of the Competition Tribunal or the Competition Appeal Court.
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Ten questions
The following ten questions identify areas where companies need to focus their attention with respect to fully understanding their 
Competition Law risk:

•	 Does	the	company	have	agreements	with	competitors	to	agree	on	prices	or	on	trading	conditions?

•	 Does	the	company	have	agreements	with	competitors	not	to	deal	with	firms	that	supply	other	firms	in	their	market?

•	 Does	the	company	agree	with	other	firms	on	which	firm	will	make	the	low	bid	for	contracts,	and	what	that	bid	will	be?

•	 Does	the	company	belong	to	an	industry	association?

•	 Does	the	company	specify	a	minimum	price	at	which	products	may	be	resold?

•	 Does	the	company	specify	that	the	retailer	or	distributor	may	not	resell	outside	of	a	defined territory?

•	 Does	the	company	sell	bundled	or	packaged	goods	without	such	items	also	being	available individually?

•	 Does	the	company	require	that	a	customer	must	buy	100%	of	its	supply	from	one	distributor?

•	 Does	the	company	charge	a	price	that	bears	no	relation	to	the	economic	value	of	a	product	or service?

•	 Does	the	company	not	deal	with	a	customer	and	are	you	able	to	offer	an	objective	business justification?

Competition	Law	offences	can	expose	a	company	to	large	fines	and	potential	damages	claims,	as	well	as	jail	terms	for	directors	
and managers.	Understanding	the	environment	can	reduce	the	risk	of	this exposure.	Compliance	programmes	provide	the	necessary	
guidelines which a company needs to manage its legal obligations. A Competition Law programme may stand alone or be part of a 
company’s overall corporate and compliance risk management strategy to assess and minimise risk. The need for an effective corporate 
compliance policy has never been more evident than now.

The implementation of a compliance programme is of crucial importance to ensure 
compliance with Competition Law
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Article by:
Lesley Venter
Manager
Accounting & Auditing

Amendment to International Accounting 
Standard (IAS) 12: Income Taxes

The	amendments	provide	an	exception	to	the	general	principle	in	IAS	12	Income	Taxes	(IAS	12)	that	the	measurement	of	deferred	tax	assets	
and	deferred	tax	liabilities	should	reflect	the	tax	consequences	that	would	follow	from	the	manner	in	which	the	entity	expects	to	recover	the	
carrying amount of an asset.

The amendments were issued in response to concerns that application of this principle can be difficult or subjective, particularly for an 
investment property measured at fair value, as the entity may hold the asset for an indefinite or indeterminate period of time during which it 
anticipates both recovery through use, in the form of rental income, and sale through capital appreciation.

In	response,	the	IASB	has	provided	an	exception	to	the	principle	when	deferred	tax	assets	or	deferred	tax	liabilities	arise	from	investment	
property	measured	using	the	fair	value	model	in	IAS	40	Investment	Property	(IAS	40)	and	for	investment	property	acquired	in	a	business	
combination if it is subsequently measured using the fair value model in IAS 40.

The amendments introduce a rebuttable presumption that the carrying amount of fair valued investment property will be recovered entirely 
through sale. This presumption is rebutted if the investment property is depreciable and is held within a business model where the objective is 
to consume substantially all of the economic benefits over time, rather than through sale.

The amendments also incorporate the requirements of SIC Interpretation 21 Income Taxes - Recovery of Revalued Non-Depreciable 
Assets (SIC	21).	Deferred	tax	arising	on	a	non-depreciable	asset	(most	commonly	encountered	for	land)	measured	using	the	revaluation	model	
in	IAS 16	Property,	Plant	and	Equipment	(IAS	16),	should	be	based	on	the	sale	rate.	Accordingly,	SIC-21	has	been	withdrawn.

On 20 December 2010, the International Accounting Standards Board (IASB) 
published “Deferred Tax: Recovery of Underlying Assets - Amendments to 
IAS 12” (‘the amendments’)
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Illustrative example 1: Wear and tear allowances deductible for tax purposes

Cost Fair value Tax base

Land 40 60 40

Buildings 60 90 30

Total 100 150 70

Unrealised	changes	in	the	fair	value	of	the	investment	property	do	not	affect	taxable	profit.	If	the	
investment	property	is	sold	for	more	than	cost,	the	reversal	of	the	cumulative	tax	depreciation	of	30	will	
be	included	in	taxable	profit	and	taxed	at	the	normal	income	tax	rate.

For	sales	proceeds	in	excess	of	cost,	tax	law	specifies	that	the	gain	is	taxed	at	the	capital	gains	tax	rates.

South Africa Namibia

Normal tax rate 28% 35%

Capital gains tax rate 14% 0%

The	following	schedule	illustrates	the	calculation	of	the	deferred	tax	balances	on	the	above	property:

South Africa Namibia

Normal tax implications 8.4	 [30	*	28%] 8.4	 [30	*	35%]

Capital gains tax implications 7		 [50	*	14%] 0		 [50	*	0%]

Deferred tax liability 15.4 8.4
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Illustrative example 2: No wear and tear allowances for tax purposes

Cost Fair value Tax base

Land 40 60 40

Buildings 60 90 60

Total 100 150 100

Unrealised	changes	in	the	fair	value	of	the	investment	property	do	not	affect	taxable	profit.	The	
investment	property	does	not	attract	any	tax	allowances.

For	sales	proceeds	in	excess	of	cost,	tax	law	specifies	that	the	gain	is	taxed	at	the	capital	gains	tax	rates.

South Africa Namibia

Normal tax rate 28% 35%

Capital gains tax rate 14% 0%

The	following	schedule	illustrates	the	calculation	of	the	deferred	tax	balances	on	the	above	property:

South Africa Namibia

Normal tax implications 0		 [0	*	28%] 0		 [0	*	35%]

Capital gains tax implications 7		 [50	*	14%] 0		 [50	*	0%]

Deferred tax liability 7 0

The effective date of the amendments is for annual periods beginning on or after 1 January 2012 and 
the amendment is adopted retrospectively. This means that the entity will need to apply the guidance 
from the beginning of the earliest period presented and restate opening retained income and deferred 
tax	balances.	Earlier	application	is	permitted.
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Article by:
Amy Escott
Manager
Accounting & Auditing

Lesley Venter
Manager
Accounting & Auditing

Recent amendments to International 
Financial Reporting Standards (IFRS)

Amendment to IFRS 9 - Financial liabilities and derecognition
IFRS 9 Financial Instruments (IFRS 9) was revised on 28 October 2010 to include guidance on:

•	 The	treatment	of	financial	liabilities

•	 The	derecognition	of	financial	assets	and	financial	liabilities

The previous version of IFRS 9 (as issued in 2009) only contained guidance on the classification and 
measurement of financial assets.

During the fourth quarter of 2010, the International Accounting Standards 
Board (IASB) issued several amendments to existing standards in order to 
complete the next steps in the financial instruments project and to address 
two specific concerns relating to the first time adoption of IFRS
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Accounting for financial liabilities
The guidance which has been included in IFRS 9 on the classification and measurement of financial 
liabilities is unchanged from the classification criteria for financial liabilities currently contained in 
IAS 39 Financial Instruments: Recognition and Measurement (IAS 39). Financial liabilities will continue 
to	be	measured	either	wholly,	or	in	part,	at	amortised	cost	or	at	fair	value	through	profit	or	loss	(FVTPL).	
The concept of bifurcating embedded derivatives from a financial liability host contract also remains 
unchanged.	Financial	liabilities	held	for	trading	would	continue	to	be	measured	at	FVTPL.	All	other	
financial liabilities would be measured at amortised cost unless the fair value option is elected.

If an entity elects the fair value option, the effects of changes in fair value attributable to a liability’s 
credit	risk	will	be	reflected	directly	in	other	comprehensive	income	(“OCI”)	with	no	recycling	on	early	
termination of the liability. However, if recognising the changes in fair value attributable to credit risk 
within OCI creates or increases an accounting mismatch, an entity would present the entire change in fair 
value within profit and loss. Changes in fair value that are attributable to credit risk can be determined in 
accordance with IFRS 7 Financial Instruments: Disclosures (IFRS 7) using either:

•	 The	change	in	fair	value	not	attributable	to	changes	in	market	risk	(such	as	changes	in	a	
benchmark interest rate, the price of another entity’s financial instruments, a commodity price, a 
foreign	exchange	rate,	or	an	index	of	prices	or	rates);	or

•	 An	alternative	method	that	more	faithfully	represents	credit	risk.

Derecognition of financial assets and financial liabilities
During	2009,	the	IASB	issued	an	exposure	draft	which	proposed	a	new	derecognition	model	for	financial	
assets. However, the proposals were not well received by constituents and so the IASB elected not 
to amend the derecognition rules for assets or liabilities but to enhance the disclosure requirements 
(see amendment to IFRS 7 below). The IAS 39 guidance on derecognition has now been incorporated 
into IFRS 9.
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Effective date and transition
The effective date of the revised IFRS 9 has remained unchanged from the previous version as 1 January 2013, as has the requirement for 
retrospective application. Early adoption is permitted but if an entity chooses to early adopt, then all the phases of IFRS 9 which have been 
issued so far must be implemented. 

Amendment to IFRS 7 0 Disclosures for transfers of financial assets
As outlined above, the IASB has not changed the guidance relating to the derecognition of financial assets and financial liabilities. Instead the 
guidance has been transferred from IAS 39 to IFRS 9. In addition, the disclosure requirements have been amended and included in IFRS 7.

The disclosures are required for all transferred financial assets where the transferor retains continuing involvement in the transferred asset, 
whether the asset is derecognised or not and are presented:

•	 In	the	period	when	the	transfer	of	the	asset	takes	place

•	 In	future	periods	as	long	as	the	transferor	retains	continuing	involvement	in	the	asset.

The amendments are effective for annual periods beginning on or after 1 July 2011, however, early adoption is permitted. The disclosures are 
not required to be presented for any period that begins before the date of initial application of the amendments.

An entity is considered to have continuing involvement in a transferred financial 
asset if it “retains any of the contractual rights or obligations inherent in the 
transferred financial asset or obtains any new contractual rights or obligations 
relating to the transferred financial asset”
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Amendment to IFRS 1 - Removal of fixed dates
IFRS 1 First Time Adoption of International Financial Reporting Standards (IFRS 1) was amended on 20 December 2010. The amendment has 
removed	three	of	the	fixed	dates	in	IFRS	1.	The	impact	of	the	amendments	is	to	enable	first	time	adopters	to:

•	 Apply	the	IAS	39	derecognition	requirements	prospectively	from	the	date	of	transition	to	IFRS	to	financial	instrument	transactions	
instead of prospective application from 1 January 2004.

•	 Apply	the	IAS	39	requirements	for	the	accounting	of	day	1	gains	and	losses	on	financial	instrument	transactions	prospectively	from	
the date of transition to IFRS to financial instrument transactions, instead of prospective application from either 25 October 2002 or 
1 January 2004.

The amendments are effective for annual periods beginning on or after 1 July 2011, however, early adoption is permitted.

Amendment to IFRS 1 - First time adoption after a period of severe hyperinflation
IFRS	1	was	also	amended	on	20	December	2010	in	order	to	provide	entities	emerging	from	a	period	of	severe	hyperinflation	with	relief	in	
presenting	IFRS	compliant	financial	statements.	The	functional	currency	of	an	entity	is	considered	to	be	subject	to	severe	hyperinflation	if	
a	reliable	general	price	index	is	not	available	to	all	entities	with	transactions	and	balances	in	the	currency	and	exchangeability	between	the	
currency	and	a	relatively	stable	foreign	currency	does	not	exist.

When the entity’s functional currency no longer has these characteristics or when the entity’s functional currency changes to another 
currency which has neither of these characteristics (the functional currency normalisation date), the entity may elect to measure all assets and 
liabilities held prior to the functional currency normalisation at the functional currency normalisation date fair value and use these values as 
the deemed cost of the assets and liabilities in the first statement of financial position presented under IFRS.

Any adjustments to the amounts recorded as assets and liabilities are recorded directly in equity and disclosure is required as to why the 
functional currency normalisation has occurred. The amendment is effective for annual periods beginning on or after 1 July 2011, however, 
early adoption is permitted.
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Management commentary

Article by:
Amy Escott
Manager
Accounting & Auditing

The	objective	of	the	Practice	Statement	is	to	provide	management	with	guidance	on	presenting	to	users	
a useful narrative report which relates to financial statements that have been prepared under IFRS. The 
Practice	Statement	considers	management	to	be	‘the	persons	responsible	for	the	decision-making	and	
oversight	of	the	entity’.	Management	may	therefore	include	executive	employees,	key	management	
personnel and members of a governing body.

Management commentary should provide users insight into how management views the financial 
performance and position of the entity. In order to achieve this, management commentary should 
include	discussion	on	the	risks	the	entity	is	exposed	to,	the	strategies	for	managing	these	risks,	resources	
available	to	the	entity	that	are	not	presented	elsewhere	in	the	financial	statements	and	how	non-financial	
factors have affected the financial statements. In particular, future orientated information is regarded as 
providing the most useful information to users.

On 8 December 2010, the Internal Accounting Standards Board (IASB) issued its 
first Practice Statement on management commentary. The Practice Statement is 
not an International Financial Reporting Standard (IFRS) and it is therefore not 
mandatory for entities to comply with the Practice Statement in order to achieve 
compliance with IFRS
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Specific	disclosures	(referred	to	in	the	Practice	Statement	as	elements	of	Management	Commentary)	can	be	summarised	as	follows:

Element of management commentary Disclosure

Nature of business •	 Industry	and	main	markets	in	which	the	entity	operates

•	 Significant	features	of	the	legal,	regulatory	and	macro-economic	environment

•	 Main	products,	services,	business	processes	and	distribution	methods

•	 Entity	structure

Objectives and strategies •	 Priorities	and	resources	required	to	produce	results

•	 How	market	trends,	threats	and	opportunities	will	be	addressed

•	 How	success	will	be	measured

Resources, risks and relationships •	 Critical	financial	and	non-financial	resources	available	and	how	these	resources	will	be	
used to achieve stated objectives

•	 Principal	risk	exposures,	changes	in	risk	and	plans	to	bear	or	mitigate	these	risks

•	 Significant	relationships	with	stakeholders	and	how	these	relationships	are	likely	to	
affect the performance and value of the entity

Results and prospects •	 Explanation	of	the	performance	and	progress	of	the	entity	and	of	its	position	at	the	end	
of the period

•	 Analysis	of	the	prospects	of	the	entity	which	may	include	targets	for	financial	and	
non-financial	measures

The	Practice	Statement	can	be	applied	prospectively	to	management	commentary	presented	after	8	December	2010.	If	an	entity	chooses	
to	apply	the	Practice	Statement,	then	disclosure	of	this	compliance	can	only	be	made	if	the	entity	complies	with	all	the	requirements	of	the	
Practice	Statement.
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Article by:
Riek Olivier
Senior Manager
Accounting & Auditing

IFRS 9: Hedge Accounting 
Exposure Draft

How effective was the IASB in reducing complexity?
The	International	Accounting	Standards	Board	(IASB)	published	the	exposure	draft	on	hedge	accounting	
on 9 December 2010. Hedge accounting represents the third phase of the project to replace 
IAS 39 Financial Instruments Recognition and Measurement (IAS 39). The first phase dealing with 
classification and measurement of financial instruments has been completed while the second phase 
dealing	with	impairment	is	ongoing.	The	comment	deadline	for	the	exposure	draft	was	9	March 2011.	
The	exposure	draft	only	deals	with	the	general	hedge	accounting	model.	A	separate	exposure	
draft	is	expected	on	portfolio	hedge	accounting	later	in	2011	which	may	have	a	bigger	impact	on	
financial institutions.

Many	users	and	preparers	of	financial	statements	describe	hedge	accounting	today	as	complex	and	
criticise	it	for	not	reflecting	an	entity’s	risk	management	activities	or	to	what	extent	those	activities	are	
successful in meeting the entity’s risk management objectives. Many also find the requirements in IAS 39 
excessively	rule-based,	resulting	in	arbitrary	outcomes.

The	exposure	draft	therefore	attempts	to	reduce	the	complexity	of	hedge	accounting	by:

•	 Aligning	the	accounting	with	risk	management	activities

•	 Introducing	a	more	principle	based	approach.

The	basic	concepts	in	IAS	39	of	fair	value	hedges,	cash	flow	hedges	and	hedges	of	net	investments	in	
foreign	operations	are	retained	in	the	exposure	draft.



Technically Speaking - A&A (External)    9th Edition   March 2011

24 Contents

Listed	below	are	the	most	significant	changes	as	proposed	by	the	exposure	draft	with	the	potential	impact	of	the	change:

Change as proposed in the exposure draft Potential impact of the change

Hedge accounting is aligned to risk management activities. Incorrect documentation of an entity’s risk management activities could lead to 
ineffective hedges, hedge accounting being disallowed or entities being forced to 
use hedge accounting.

The hedge effectiveness test is limited to a forward looking 
test.	No	retrospective	test	is	required.	It	would	also	have	to	
be proved that:

•	 Any	offset	between	the	hedged	item	and	the	hedging	
instrument is not accidental

•	 That	the	objective	of	minimising	hedge	ineffectiveness	
has been achieved.

This	should	reduce	the	complexity	of	hedge	accounting	for	‘vanilla’	type	hedges	
but it would also result in more emphasis being placed on the prospective 
effectiveness	test	and	the	ineffectiveness	test.	The	effectiveness	of	more	complex	
hedges would have to be proved prospectively through statistical analysis such as 
regression analysis.

The bright line threshold for hedge effectiveness testing is 
removed	i.e.	no	80%	to	125%	effectiveness	required.

Deeper discussion between auditors and corporates could arise as a result of the 
change. It would also place more emphasis on the ineffectiveness test.

Hedge	accounting	of	risk	components	of	non-financial	items	
is	now	permitted.	Previously	hedge	accounting	was	allowed	
for all risks in its entirety or foreign currency risk only.

This	would	lead	to	a	wider	spectrum	of	non-financial	instruments	being	hedged	
e.g. the crude oil component of jet fuel can now be hedged without hedging jet 
fuel in its entirety.

Relief is provided for hedging with options. The time value 
of money component could now be deferred in other 
comprehensive income which was previously not allowed. 

Options would be used in more instances as hedging instruments. This could also 
lead	to	additional	complexity	when	releasing	the	time	value	of	money	component	
to profit or loss.

Voluntary	de-designation	of	hedging	relationship	would	
not be permitted if the risk management objective remains 
the same.

Entities might be forced to continue applying hedge accounting in line with their 
risk management strategy.

The hedge accounting ratios could mathematically be altered 
to increase hedge effectiveness (and to meet the effectiveness 
objective	of	‘minimising	effectiveness’)	without	buying/selling	
additional derivatives. Hedge accounting ratios should be 
reset in certain circumstances. 

Additional	work	might	be	required	to	re-balance	the	existing	hedging relationship.

A derivative could be included as a hedged item if combined 
with	an	eligible	exposure.

The change would lead to a wider range of instruments being designated as 
hedged items and might also result in more complicated hedge accounting 
structures.	It	will	also	increase	complexity	where	various	derivatives	are	designated	
as	hedged	items,	for	example,	where	an	entity	enters	into	a	cross-currency	interest	
rate	swap	and	later	decides	to	change	the	exposure	on	the	cross-currency	interest	
rate	swap	from	variable	to	fixed	or	vice	versa.
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Protection of Personal 
Information Bill

The	Bill	is	still	in	draft	form,	and	was	introduced	in	Parliament	in	2009.	It	is	not	yet	clear	when	the	Bill	will	
be implemented.

Personal	information	means	any	information	related	to	a	person,	such	as	his/her:

•	 Name,	address	and	ID	number

•	 Blood	type	and	fingerprints

•	 Educational,	medical,	criminal	or	employment	history,	as	well	as	information	pertaining	to	
financial transactions

•	 Views	or	opinions

•	 Information	relating	to	the	race,	gender,	sex,	pregnancy,	marital	status,	nationality,	ethnic	or	social	
origin,	colour,	sexual	orientation,	age,	physical	or	mental	health,	well-being,	disability,	religion,	
conscience, belief, culture, language and birth of the person.

Article by:
Johan Erasmus
Senior Manager
Accounting & Auditing

The draft Protection of Personal Information Bill aims to regulate the collection 
and processing of personal information by both private and public bodies, 
including the State
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The	Bill	provides	for	the	establishment	of	the	Information	Protection	Commission	(Commission)	to	enforce	the	provisions	of	the	Bill.	The	
Commission	will	receive	and	deal	with	complaints,	and	may	lodge	investigations	where	non-compliance	is	suspected.

The Commission should be notified before any personal information is collected or processed. In certain instances (e.g. where the processing 
of information may affect an individual’s rights or freedoms) the Commission may initiate an investigation. In such cases processing may not 
commence while the investigation is ongoing.

Information protection principles
The draft Bill sets out eight principles for the processing of personal information.

Processing information
Personal	information	must	be	collected	directly	from	the	data	subject	and	may	only	be	processed	with	the	consent	of	the	data	subject,	or	
where it is necessary to comply with a legal obligation, public law duty or contractual obligation.

Specific purpose
Personal	information	must	be	collected	for	a	specific,	explicitly	defined	and	legitimate	purpose.	The	data	subject	should	be	aware	of	the	
purpose for which the information is collected, and who the likely recipients of the information will be.

Further processing limitation
Personal	information	may	not	be	processed	further	in	a	way	that	is	incompatible	with	the	purpose	for	which	the	information	was	collected	
initially. Thus, if information was processed for the purpose for which it was collected, it may only be processed further if it can be shown that 
the purpose for the further processing is compatible with the original purpose. The Bill provides guidelines to assist with such an assessment.

Information quality
The person or institution that determines the purpose and means for processing personal information should ensure that the information is 
complete, not misleading, up to date and accurate.
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Openness
Personal	information	may	only	be	collected	if	the	Commission	was	notified.	Also,	where	personal	information	of	a	data	subject	is	collected,	
the person or institution responsible for such collection must ensure that the data subject is aware of:

•	 The	fact	that	the	information	is	being	collected

•	 The	name	and	address	of	the	person	or	institution	collecting	the	information

•	 Whether	or	not	the	supply	of	the	information	by	that	data	subject	is	voluntary	or	mandatory	and	the	consequences	of	failure	to	reply

•	 Where	the	collection	of	information	is	authorised	or	required	under	any	law,	the	particular	law	to	which	the	collection	is	subject.

Security safeguards
The Bill requires the implementation of technical and organisational measures to secure the integrity of personal information, and to guard 
against the risk of loss, damage or destruction of personal information. Also, personal information should also be protected against any 
unauthorised or unlawful access or processing.

Individual participation
A data subject is entitled to the particulars of his or her personal information held by any institution or person, as well as to the identity of any 
person that had access to his or her personal information. The data subject is also entitled to require the correction of any information held 
by another party.

Accountability
The party or institution that holds personal information must give effect to the principles for the protection of personal information as set out 
in the Bill.

Processing of personal information in the public interest
Despite the principles set out above, the Commission may authorise the processing of personal information where it will be in the public 
interest,	or	where	there	is	a	clear	benefit	for	the	people	concerned.	The	‘public	interest’	as	referred	to	here	may	include:

•	 Interests	of	State	security

•	 The	prevention,	detection	and	prosecution	of	criminal offences

•	 Important	economic	and	financial	interests	of	the	State	and	other	public	bodies

•	 Scientific	research	and	government	statistics.
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Dear Colleagues

I hope you have enjoyed reading this issue of “Technically Speaking”. 
I hope that it has provided you with deeper insight into the 
many changes which are taking place in the accounting and 
regulatory world.

Please	continue	to	send	your	comments	and	suggestions	 
that you may have to improve our future issues to 
technicallyspeaking@deloitte.co.za.

Kind regards

Amy Escott

In closing 
Note from the Editor
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