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They moved away from a preoccupation 

with over-theorised journal articles, cumber-

some literature reviews and complex scien-

tific methods and did what no accounting academ-

ics before them had dared to do…They called for 

3 500 word academic papers on accounting which 

could be understood by an ordinary accountant. 

They named this ‘peculiarity’ in the accounting 

research community ‘Accounting Perspectives in 

Southern Africa’ (APSA) and published the first issue 

in 2013. The 2017 issue marks the fifth anniversary 

of the formation of APSA and is dedicated to the 

journal’s founding academics. 

The journal’s editor, Professor Geoff Everinghman, 

studied at what is now Nelson Mandela University 

where he was awarded his undergraduate degree. 

This was followed by an Honours and Masters 

qualifications at the University of Cape Town and 

Illinois respectively. He served at the University of 

Cape Town for 30 years. During this time he edited 

the loose-leafed book on South African Generally 

Accepted Accounting Practice which was revered 

by accounting students and practitioners. He pro-

duced 40 revisions with his co-authors until South 

Africa adopted International Financial Reporting 

Standards (IFRS). He also wrote extensively on 

the South African Companies Act and corporate 

governance developments, something which he 

describes as inspiring the need for a journal which 

aligns the interests of the academic and the practi-

tioner communities. 

Professor Kurt Sartorius is the journal’s deputy 

editor. He obtained his PhD from what was then 

the University of Natal and currently serves as a 

Professor of accounting at Wits University. He is an 

NRF-rated researcher who has dedicated a consid-

erable part of his academic career to postgraduate 

instruction and the production of high quality 

academic papers, many of which are published in 

some of the most highly respected international 

journals.  Kurt has also obtained a reputation for 

being the accountant’s version of a real life Indiana 

Jones. He has travelled to some of the most remote 

parts of the globe in the name of management 

(and more recently) medical research. 

Finally, Professor Robert Garnett is regarded as 

one of South Africa’s most pre-eminent account-

ants and is the Chair of APSA’s Editorial Board. In 

2011, he completed his term as the Chairman of 

the IFRS Interpretations Committee. He continues 

to participate in the South African accounting pro-

fession, serving as a member on different working 

groups, IFRS advisor and a Professor of accounting 

at Wits University. 

On behalf of the readers of APSA, we thank these 

giants of the South African accounting community. 

Without their insight and dedication, this journal 

would not exist. We also extend our thanks to the 

reviewers who so kindly agreed to provide feedback 

on the articles included in this issue of APSA.

Warren Maroun and  
Riley Carpenter
Editors

‘Anthropocentrism’, ‘positivism’, ‘post-modernism’ and 
‘structuralism’ are just a few of the ‘isms’ used daily in accounting 
research circles with little or no meaning to the average 
accountant. But in 2012, three South African academics, 
frustrated with the type of research found in the mainstream 
accounting journals, decided to do something bold. 
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CORPORATE GOVERNANCE: 
THE RELATIONSHIP BETWEEN RISK 
MANAGEMENT AND INTERNAL  
AUDIT STRUCTURES
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Risk management and internal auditing both supporting sound governance principles, 
with much research conducted in these two fields. however, not much is known about 
the relationship that exists between these two structures within organisations, leaving 
a gap in the scholarly literature. This study investigates what this relationship should 
entail and what is currently implemented within South African private and public sector 
organisations. The results confirm the thought that the risk management structure is a 
new concept within organisations and that the executive and senior management may 
still be unsure as to where to position it in the organisational structure, especially in the 
public sector. furthermore, although coordination between these the risk management 
structure and the internal audit structure does exist, the effectiveness thereof is 
debatable. future research is required to investigate the matter further. 

Key words: Corporate governance, risk management structures, internal audit 
structures, coordination, audit committee, risk committee

Philna Coetzee – University of South Africa & Dave Lubbe – University of the Free State

The South African business environment is 

finding itself in difficult financial circum-

stances as a result of various factors, inter 
alia, the political climate and the aftershock of the 

global financial crisis. Many argue that the core of 

this later crisis is the lack of an effective and efficient 

risk management framework (Hull 2009). Further-

more, the public is asking where the auditors were 

– referring to both internal and external auditors 

(Olah 2009; Sikka 2009). How was it possible that 

the auditors could not foresee that something dras-

tic was wrong – especially internal auditing that has 

to, according to the Institute of Internal Auditors’ 

(IIA) International Professional Practice Framework, 

incorporate risk-related aspects into their daily 

activities (IIA 2014)? As both internal auditing and 

risk management are seen as pillars in a sound 

corporate governance framework (IOD 2009), 

organisations would benefit in understanding the 

relationship between these two structures. Howev-

er, although many studies have been conducted in 

understanding the role of internal auditing and the 

role of risk management, very few studies touched 

on the relationship between these two parties.

1. INTROdUCTION
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2.1 RiSk mAnAgement
Formalised risk management frameworks have 

been recognised by many as an effective tool in 

assisting management with corporate governance 

due to the increase in the number of risks that 

organisations are exposed to (Beasley et al. 2008; 

Aebi et al. 2012), leading to an increased need for 

formal guidance, for example the King reports 

on corporate governance. After an analysis of the 

second and third reports (risk management was 

not included in the first report), the evolution of 

risk management is evident. This added guidance 

can be interpreted as being either a positive or a 

negative contribution to the organisation. 

On the positive side (IOD 2009) executive 

management must take full responsibility for the 

formal risk management strategy and it should 

form part of the organisation’s strategic and 

business processes; more specific guidance to 

various role players is suggested, supporting the 

holistic risk management approach; the audit 

committee must ensure a balance between risk 

management and other processes within the 

organisation; internal auditing must provide 

comprehensive assurance on the risk management 

framework; and comprehensive communication 

to related parties, other internal stakeholders, as 

well as to all external stakeholders is expected. 

On the negative side, some (Du Preez 2009; 

Newsome 2009) regard this section of the report 

as too comprehensive, making it more a list of 

rules instead of guidelines on principles as well as 

that it is very difficult to read, for example, certain 

topics being included in more than one area 

(e.g. the duties and responsibilities of executive 

management); topics not addressed under the risk 
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This study investigates the evolution of risk 

management and internal auditing as part of the 

corporate governance framework, with specific 

reference to the South African King reports on 

governance (IOD 1994, 2002, 2009)1 . It specifically 

investigates whether there should be a relationship 

between these two structures, and if so, how it is 

incorporated into the day-to-day organisational 

activities and processes. To enhance the 

information gathered during the literature study, 

an empirical study was performed to verify the 

practical application of the proposed relationship. 

This could provide internal auditors with the 

necessary information to obtain insight and 

understanding as to what is needed to ensure that 

they are taking up their responsibility regarding 

risk management; be it to either in developing 

further IIA guidance to assist their members, or 

providing the needed training to inform and equip 

individuals. Executive management and other 

risk responsible-bodies within the organisation 

could also benefit from the result to assist them in 

identifying the various relationship possibilities and 

proper alignment.

1. INTROdUCTION

1. Although the 4th King Report was issued in 2016, as it was not yet implemented by organisations, it was not included in this study

2.  CONCEPTUALISATION OF

CONCEPTS & RELATIONSHIPS
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section but another section (e.g. audit committee); 

illogical flow of information (e.g. from strategic level 

to operational level); and the terminology used is 

not consistent (e.g. risk management procedures, 

structures, framework, plan or process referring to 

the same concept).

Although executive management (IOD 

2009) is ultimately responsible for a sound risk 

management strategy, they mostly delegate these 

responsibilities to a board committee, namely 

the risk committee or in the absence of such 

a committee, the audit committee. However, 

the second King Report suggests that the latter 

arrangement is not recommended and the third 

King Report argues that this should be done with 

careful consideration. The establishment of an 

internal risk steering committee could, however, 

be used to complement the audit committee’s risk 

knowledge and expertise, if needed. According 

to global studies (PWC 2008; PRMIA 2008; IIARF 

2009; EY 2014) on the status of best practices of 

risk management, respondents indicated that their 

organisations either do have a risk committee or 

are planning to implement one in the near future. 

In South Africa, companies indicated that a risk 

committee mostly exist (Coetzee et al. 2009) but is 

mostly lacking in government entities (Erasmus et 

al. 2014). 

Executive management also delegates 

the responsibility of the establishment and 

implementation of the day-to-day activities on 

risk management to senior management (IOD 

2009; EY 2014). These tasks are further delegated 

to a chief risk officer (CRO) and/or risk department 

(Hettinger 2009). If needed, the CRO may appoint 

additional personnel to assist with these tasks, 

thus the establishment of a risk management 

department. Global studies indicate that from 

approximately 80% of respondents’ organisations 

(PWC 2008; PRMIA 2008) that do have a CRO, to 

about 40% (IIARF 2009), most report to the chief 

financial officer (CFO) or chief executive officer 

(CEO). Concerning facts include that apart from 

the CRO, 70% of organisations (PWC 2008) do not 

have other full-time risk management staff and 

the risk department’s staff complement ranges 

from between one to three employees (IIARF 

2009). South African companies mostly do have 

separate risk management functions with chief 

executives rating these departments’ contribution 

to risk management as being significant (Coetzee 

et al. 2009), but again these are mostly lacking in 

government institutions (Erasmus et al. 2014). 

The question remains: is executive management 

recognising and accepting its responsibility when 

it comes to risk management? From research 

conducted, it seems that organisations’ boards 

are accepting this challenge. In a Deloitte study 

(cited in Beasley et al. 2008), the percentage of 

financial institutions acknowledging that oversight 

responsibility lies with the board, rose from 57% 

in 2002 to 70% in 2008. However, the IIA Research 

Foundation (2009) found that only 39% of executive 

management and 52% of board members are 

of the opinion that sufficient information on risk 

reaches the appropriate decision making parties. 

This raises the question as to whether executive 

management can really take full ownership of 

risks if they are not properly informed. Internal 

auditing is most probably in the best position 

to ensure that executive management gets an 

overview of the whole risk management framework 

that is implemented and managed by the senior 

management team (IOD 2009).

2.2 inteRnAL AUDiting
Internal auditing, together with executive 

management, audit committees and external 

auditing, forms the cornerstone of effective 

corporate governance (IOD 2009; Florea & Florea 

2013). For internal auditing to be successful 

in contributing to the corporate governance 

process certain aspects should be sufficiently 

addressed (Arena & Azzone 2009; Alzeban & 
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Gwilliam 2014; D’Onza et al. 2015), such as the 

quality of the internal audit function (IAF); the 

structure of the function; the implementation of 

the function within the organisational structure; 

the relationship between the function and other 

parties; the position or status of the function within 

the organisation; and resources allocated to the 

function. 

South Africa has not lost track of the global 

developments in internal auditing and, as with risk 

management, the King reports played a significant 

role in guidance on this topic. All three King reports 

address the aspect of establishing an internal audit 

function. King I (IOD 1994) only briefly includes the 

importance of establishing an IAF. However, King II 

(IOD 2002) contains comprehensive coverage on 

the importance of a well-establishment effective 

and efficient IAF. In the third King Report (IOD 

2009) various additional aspects focussing on the 

standing of internal auditing are included. As the 

third King Report is seen by many as one of the 

best codes on corporate governance (Chambers – 

CEO of the IIA cited in Baker 2010; Jones & Solomon 

2013; Atkins et al. 2015), the increased recognition 

of internal auditing as a necessity for sound 

corporate governance is further enhanced. 

Although numerous factors indicate the 

standing of the function within the organisations, 

the reporting lines are a good indication of how 

serious management is about internal auditing. The 

head of internal auditing or chief audit executive 

(CAE) should report operationally or functionally 

to the audit committee and administratively to 

the CEO (IOD 2002; IIA 2014), enhancing not only 

the independence and status of the function, 

but also the fact that internal auditing is part 

of the corporate governance structure. Studies 

performed globally in the public sector (Goodwin 

2004; Sterck & Bouckaert 2006; Alzeban & Gwilliam 

2014) confirm that this reporting structure is 

mostly applicable. Statistics on the private sector 

are contradictory, with results indicating either 

a lower adherence rate (Zain & Subramaniam 

2007; Christopher et al. 2009; D’Onza et al. 2015) 

or reporting lines to the CFO (Green & Gregory 

2005). In South Africa, the public sector adheres to 

the above guidance (Van der Nest 2008; Erasmus 

et al. 2014), with internal auditing in the private 

sector (Marx 2008; Coetzee et al. 2009) reporting 

administratively mostly to the CFO. 

2.3  ReLAtionShiP Between RiSk  
mAnAgement AnD inteRnAL  
AUDit StRUCtUReS

After a search on literature on the relationship 

between the risk management and internal audit 

structures within an organisation, no literature 

could be found that specifically addresses this 

relationship. It seems that the body of knowledge 

on this relationship is limited and thus, a sound 

foundation of what this relationship should 

entail, from a literature perspective, is difficult 

to determine. It could be that there are studies 

incorporating this to a lesser extend and that the 

search did not identify these studies. Numerous 

studies address the role of internal auditing in 

risk management, but how these two structures 

should work together, is not addressed. From the 

third King Report (IOD 2009), it was identified 

that the most prominent parties that should work 

together to maximise the effective management 

of an organisation’s risks are the IAF and the risk 

structures (i.e. the CRO and/or the risk department); 

the audit committee and the risk committee (if not 

the same committee); and internal auditing and 

the risk committee. Figure 1 explains the perceived 

relationship between these parties. This will be 

further investigated in the empirical study.
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Figure 1: Relationship between risk management and internal auditing

Corporate 
governance

Risk
management

internal
Auditing

Audit
Committee

internal Audit
Function

Chief Audit
executive

Risk
Committee

overseers of
risk strategy

overseers of
assurance on 
risk strategy

Reports to risk
committee

Reports to audit 
committee

implements 
risk strategy 

to ensure risks 
are managed

Provide  
assurance that 

risk strategy 
manages risks

Risk
Department

Chief Risk
officer

The objective of the empirical study is to determine 

whether there is a relationship between the risk 

management and internal audit structures within 

organisations, and if so, what this relationship 

entails. As the lack of theory suggests that it 

should be an exploratory investigation, the study’s 

foundation is supported by the neo- institutional 

theory – a theory that is used to understand how 

organisations are influenced by institutionalised 

rules and environments (Heugens & Lander 2007). 

By using a neo-institutional lens, an understanding 

of how processes of homogenisation and 

institutionalisation occur is gained (Greenwood 

& Meyer 2008), in this case the interrelationship 

between risk management and internal auditing. 

Evidence of neo-institutional theory within the 

internal audit domain (Mihret et al. 2010) suggests 

its appicability as it explains organisational 

phenomena without limiting the scope to profit-

seeking organisations as in other theories (e.g. 

shareholder and stakeholder). 

Formal interviews were conducted with five CAEs 

in each of the private and the public sectors. It was 

decided to choose five organisations in each sector 

as a starting point and if the data was not saturated, 

further interviews will be conducted. A study 

conducted by Coetzee & Lubbe (2013) identified the 

risk maturity levels of organisations. The companies 

3. RESEARCH METHOd, SCOPE & LIMITATIONS
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and government entities with the highest risk 

maturity where chosen to conduct the study. 

A limitation of the study was that only five 

South African organisations per sector were 

included. However, the fact that each interview was 

conducted using a semi-structured questionnaire 

as basis; respondents were provided with an 

explanation of various terminology and their 

organisation’s risk maturity score; the responding 

organisations were chosen based on their risk 

maturity levels; interviews were conducted with the 

CAE of risk mature IAFs; and that the data gathered 

was saturated as the same type of information was 

gathered by the private sector and the public sector 

organisations, enhanced the quality of the data. The 

risk structures (CRO or division) were not included. 

The rationale for this decision was that studies 

indicated that risk management structures were not 

yet mature (Coetzee et al. 2009; Erasmus et al. 2014), 

especially in the public sector and that the internal 

audit division is in most cases well informed of the 

risk management activities. 

4.1 StRUCtUReS SUPPoRting RiSk
It was first important to understand how the 

participating organisations’ risk and internal audit 

structures are structured. 

For the private sector all of the organisations 

have established either an audit committee with 

a separate risk committee (two respondents), 

or a combined audit and risk committee (three 

respondents). With regard to the risk structures 

within the organisation, these organisations 

have a risk department with a CRO heading the 

department, and a further two respondents 

indicated that their organisations have an internal 

risk steering committee. For the public sector 

organisations, three respondents have a combined 

audit and risk committee whereas the other two 

only have an audit committee in place. The risk 

structures are still in a developing phase with only 

one organisation that has a risk department. The 

fact that executive management is still testing the 

ideal structure was confirmed by all of the public 

sector interviewees.

4. EMPIRICAL RESULTS

table 1: existence of risk-and internal audit-related structures

Structure Private sector Public sect or

board audit committee 2 2

board risk committee 2 0

board combined audit and risk committee 3 3

Risk department 5 1

Chief risk officer 5 4

internal risk steering committee 2 3
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4.2 ComPoSition oF BoARD Committee(S)
The structuring of the audit and/or risk 

committee(s) is important to ensure that risk is 

managed effectively. 

The private sector participating organisations 

are in line with the King Report requirements with 

regard to the audit committee composition (4.6 

members > 3 members should be independent 

non-executives). Although only two participating 

organisations have separate risk committees, 

it is concluded that a variety of executive and 

non-executive members are serving on these 

committees, which is in line with the King Report 

requirements. The study performed by Marx (2008) 

on the audit committee composition of the top forty 

companies in South Africa confirms this tendency 

with an average of 4.15 audit committee members 

with an average of 3.4 being independent and 

non-executive. However, as listed in Table 1, three 

organisations do not have a separate risk committee 

and this could jeopardise the effective management 

of risks within these organisations. The public 

sector participating organisations’ audit committee 

members do not adhere to the King Report’s 

guidance with an average of only 2.6 members 

being independent and non-executive. The fact that 

not one of these organisations has a separate risk 

committee and only three have a combined audit 

and risk committee means that the risk management 

activities are weakened even further.
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table 2: Composition of the audit and/or risk committees

A&RC – Audit and risk committee 
(*) – 2 respondents 
(**) – no respondents

Average members

Private sector Public sector

Audit 
committee 
(incl. A&RC)

Risk 
committee

(*)

Audit 
committee 
(incl. A&RC)

Risk 

committee 
(**)

number of members 5.2 9.5 3.2 0

Executive/non-independent 3 0

non-executive 0.6 1 0.6 0

independent non-executive 4.6 5.5 2.6 0

4.3  CooRDinAtion oF RiSk-ReLAteD 
ACtivitieS: inteRnAL AUDit AnD  
RiSk StRUCtURe

The coordination of the IAF with the risk structures 

should ensure that all the activities related to risk 

are covered. Furthermore, when new or crucial 

risks are exposed by either internal auditing or risk 

management, this should be made known to the 

other party. This should ensure that risks are managed 

in a timely, effective and efficient manner. 

Although the results indicate that the most common 

form of coordination in the private sector is the 

copying of reports to the other party, it is reassuring 

to note that regular informative meetings occur at the 

participating organisations. 

In line with the other results that indicate that risk 
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table 3: Coordination between the internal audit function and the internal risk structures

(*) – 4 respondents

Private sector Public sector (*)
Report relevant information to each other 2 2
Regular informative meetings 3 3
Copy each other on reports 4 2
Assist each other with duties 1 3

4.4  CooRDinAtion oF RiSk-ReLAteD 
ACtivitieS: AUDit Committee  
AnD RiSk Committee

Both the audit committee and the risk committee are 

board committees. It appears that the trend may be to 

have these two committees combined as one board 

committee, namely the audit and risk committee 

(refer to Table 1). However, as debated, it is advisable to 

have separate committees. Effective communication 

between the risk committee and the audit committee 

as overseers of the risk management framework is 

very important (refer to Figure 1).

At both of the organisations in the private sector 

with separate board risk and audit committees, the 

IAFs, apart from being aware that members from 

these two committees serve on the other committee 

were unsure of the coordination between the risk 

and the audit committees. Being that only two 

separate risk committees were reported and that 

internal auditing was unsure as to the coordination 

between the various bodies, this area needs further 

investigation.

Private sector(*) Public sector(**)

Members serve on the other committee 2 0

Read minutes of each other’s meetings 0 0

Specific report to each other 0 0

Assist each other with duties 0 0

table 4: Coordination between the audit committee and the risk committee

(*) – 2 respondents        (**) – no respondents

management in the public sector is still a new concept, 

the IAF and risk structures assist one another with their 

duties. For example, the respondents indicated that 

internal auditing assist with the establishment of risk 

structures and models and facilitate risk workshops. 

Most of the respondents in the public sector indicated 

that until recently internal auditing was responsible 

for the risk management activities; therefore, it is fair 

to assume that internal auditing most probably assist 

the risk structures more often than the other way 

around. Other comments include that internal auditing 

has a standing invitation to the internal risk steering 

committee, serves in an advisory position, or even has 

a permanent position on this committee, as well as 

both internal auditing and risk management serving 

on a combined assurance forum.
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4.5  CooRDinAtion oF RiSk-ReLAteD 
ACtivitieS: inteRnAL AUDiting  
AnD RiSk Committee

Although the IAF should report to the risk committee 

via the audit committee, it could be possible that 

direct coordination exists between internal auditing 

and the risk committee. According to the King 

guidance, this coordination should at least include 

the reporting of the assurance provided by internal 

auditing on risk management.

The results indicate that there is coordination 

between the IAF and the risk (or audit and risk) 

committee. For the private sector, the results correlate 

with what is expected of internal auditing, namely 

providing assurance services (refer to the first two 

areas in the table above). Other coordination includes 

internal auditing reporting to the committee on the 

annual risk management framework and internal 

auditing having an open invitation to submit reports 

as deemed necessary. An area that still needs to 

be explored in greater depth is the risk committee 

asking for the input of internal auditing regarding risk 

concepts. 

For the public sector respondents, coordination is 

very limited with internal auditing mostly reporting 

on aspects discovered while performing audit 

engagements that could affect risk management.

table 5: Coordination between the internal audit function and the risk committee/audit and risk committee

iAF – internal audit function 
Refer to table 1 for the existence of these committees: 
(*) – 2 respondents  (**) – 3 respondents 
(***) – no respondents  (****) – 3 respondents

Private sector Public sector

Risk 
committee 

(*)

Audit & risk 
committee 

(**)

Risk 
committee 

(***)

Audit & risk 
committee 

(****)

iAf reports to risk committee on relevant 
findings on risk management

1 3 0 0

iAf provides risk committee with 
assurance regarding risk concepts

1 3 0 1

Risk committee asks iAf for input 
regarding risk concepts

0 1 0 1

iAf reports to risk committee on risk 
management responsibilities

1 2 0 0
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From the literature, it is evident that although executive 

management should have the overall responsibility for 

risk management, various parties or structures should 

take responsibility for the establishment and functioning 

of an effective and efficient risk management framework. 

Although studies investigate the relationship between 

risk management and internal audit processes, very few, 

if any, address the relationship between the risk manage-

ment and internal audit structures within an organisation. 

This relationship is viewed through the neo-institutional 

theory lens, understanding the organisational environ-

ment and processes.

This study’s results confirm the thought that the risk 

management structure is a new concept and that the 

executive and senior management may still be unsure 

as to where to position it in the organisational structure, 

especially in the public sector. This is also true with regard 

to the reporting lines of the risk management structures. 

It is, however, reassuring that all the respondents that 

indicated that their organisations have a risk department 

and/or CRO indicated that their risk structures report to 

the board and/or director level. However, the fact that 

some organisations indicated that their organisational 

structure comprises a combined audit and risk com-

mittee could indicate an area for improvement, as the 

existence of separate committees could further enhance 

the management of risks. The literature supports the fact 

that internal auditing should report administratively to 

the highest possible level within the organisation and 

functionally to the independent audit committee. For 

the private sector, CAEs reporting to the CFO and/or the 

IAF being part of the financial section of the organisation 

could jeopardise the independence and status of the 

function. Although all participating organisations’ IAF 

report functionally to the audit committee, for the public 

sector, the composition of the audit committee does not 

adhere to the King Report requirements – this should be 

brought in line with the guidance.

Although a few weaknesses were identified with 

regard to the status of the risk management and internal 

audit structures of the participating organisations, it can 

be concluded that these organisations mostly adhere 

to sound corporate governance principles in this regard. 

As mentioned above, many parties within the organisa-

tional structure are responsible for the management of 

risk, of which the risk committee, the audit committee, 

internal risk structures, as well as internal auditing all play 

important roles. A sound relationship including proper 

communication and coordination between these parties 

will ensure that risk will be managed to the best of the 

organisations’ abilities. The study indicated that proper 

communication lines exist between internal auditing 

and risk management structures within both the private 

and the public sectors’ organisations. The public sector 

organisations further indicated that internal auditing 

and risk management structures assist one another with 

their respective duties. However, the question remains as 

to how effective the communication channels are. It is 

concerning to note that only two private sector organi-

sations and no public sector organisations have separate 

board audit and risk committees and that the only 

interaction between them is that at least one member of 

each committee serves on the other committee as well. 

Coordination between the risk, or the audit and risk com-

mittee, and internal auditing does exist. This interaction 

is well established in the private sector. For public sector 

organisations very limited coordination exists and this is 

an area that needs urgent attention.

Lastly, future research should be conducted. As only 

risk mature organisations with risk mature IAFs were in-

cluded in the study, the standing of the coordination be-

tween the internal audit and risk management structures 

in other organisations is debatable.  A more comprehen-

sive study should include the possibilities of improved 

coordination between, especially board committees as 

well as the role that the IAF should play in advising the 

risk committee. As the study was based on the principles 

listed within the third King Report, the study could be 

expanded to test the incorporation of the principles listed 

within the fourth King Report in organisations.

5. CONCLUSIONS & RECOMMENdATIONS
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Climate change has become one of the greatest threats to the sustainability of the 
planet and global society. Companies have deemphasised their impact on climate 
change by not comprehensively disclosing how their release of carbon emissions 
contributes towards the destruction which climate change can bring. The purpose 
of this project is to monetise such carbon emissions and expense it against the profit 
of eight sampled South African mining companies selected from the JSE top 100 
companies. This is done by using a heuristic early stage model. The project found that 
80% of the sampled profit-bearing companies would have ceased to have made a profit 
if the carbon cost was expensed. This brings to light the ultimate goal of this paper, to 
highlight the carbon emission-related cost caused by corporations on an economic, 
social and global scale. 

Keywords: Carbon cost, climate change, accountability, accounting, integrated reporting

Panayis Pitrakkos – University of the witwatersrand

Citigroup (2015) estimates that the 
cumulative loss global GDP from the impact 
of climate change will amount to $44 trillion 

by the year 2060. Climate change is the result of the 
increase of greenhouse gases (such as CO

2
) being 

released into the atmosphere (Intergovernmental 
Panel on Climate Change [IPCC], 2014b). It is 
estimated that nearly two thirds of all industrial 
greenhouse gases released into the atmosphere 
from 1751 to 2010 have originated from 90 global 
companies (Heede, 2014). This highlights the 
importance of carbon reporting by such global 
companies and the duty of these companies to 
provide a complete view of themselves, both in 
terms of finances and sustainability (The Institute of 
Directors in Southern Africa, 2009). 

Several companies have disclosed their CO
2
 

emissions in their integrated and sustainability 
reports. However, such figures are nominal and 
meaningless when viewed in isolation as they 
do not truly represent the damage CO

2
 causes to 

society and the environment (Stent and Dowler, 
2015, IPCC, 2014a, Ackerman and Stanton, 2008). 
This problem is intensified by the absence of 
a universally accepted standard of disclosing a 
company’s sustainability alongside side the tick-box 
approach taken with regards to the application of 
existing standards (Atkins and Maroun, 2015,  
Jones, 2010). 

There is the need for reports to provide a better 
visualisation of the impacts of the CO

2
 emissions 

released by corporations. These visualisations may 

1. INTROdUCTION
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2.1 CLimAte ChAnge
According to the IPCC, global warming has, in 

a period of just over a century, raised global 

temperatures on average by 0.85 °C with 

temperatures expected to rise in the future (IPCC, 

2014b). This will lead to irrevocable damage to the 

environment and society (IPCC, 2014a). The increase 

in global temperatures is hypothesised as being 

attributable to the increase of atmospheric gases 

such as carbon dioxide, methane and nitrous oxide 

(IPCC, 2014b).

Global warming is relevant in the corporate world 

as corporations emit the majority of all industrial 

greenhouse emissions (Heede, 2014). The effects 

of global warming will have a negative impact on 

the global economy (Citigroup, 2015, Moore and 

Diaz, 2015) and will directly affect the profitability 

of companies in future periods. These future 

corporate costs will manifest themselves through 

increased tropical cyclone damage, rising sea levels 

destroying real estate, increased energy costs and 

increased water costs (Ackerman and Stanton, 

2008). An illustration of energy cost increasing 

would be that as temperatures rise, air-conditioning 

and refrigeration use will increase which in turn will 

drive further electricity consumption (Ackerman 

and Stanton, 2008). 

2.2  ACCoUnting AnD the CReAtion  
oF mULtiDimenSionAL viSiBiLity

An organisation can only operate effectively within 

its society if its actions and operations are perceived 

to abide by the accepted norms and values held 

by its society (Jones, 2010, Díez-Martín et al, 2013). 

In order to create this perception, an organisation 

would utilise sustainability and integrated reporting 

to create the impression that the organisation has 

abided by the accepted values held by its society 

(Atkins and Maroun, 2015, Stent and Dowler, 2015, 

Jones, 2010, Solomon and Lewis, 2002). 

In a sense, companies have become aware 

of their responsibility towards climate change 

(CDP, 2015b) and their duty to disclose their 

environmental, social and governance impacts 

through integrated reporting (Solomon and 

Maroun, 2012). However, such integrated reports 

are flawed as there is poor linkage between 

financial and non-financial information (Atkins et al, 

2015, Stent and Dowler, 2015, PwC, 2014), excessive 

repetition (Atkins and Maroun, 2015, Solomon and 

Maroun, 2012) and difficulty in comparing non-

financial information from company to company 

(EY, 2015). This ultimately detracts from the overall 

usefulness of integrated reporting and fails to 

satisfy the needs of a broad stakeholder group 

2. LITERATURE REVIEW

be best achieved if the cost of the CO
2
 emissions 

were to be quantified in a monetary sense (Atkins et 
al, 2015) and expensed against a company’s profit for 
the year figure. 

This paper aims to quantify the carbon emissions 
of eight South African mining companies and analyse 
the effect on their profit if such “carbon cost” was 

accounted for as a monetary expense. This paper is 
both exploratory and experimental in nature with 
the purpose of establishing a basic and preliminary 
understanding of the potential cost of carbon. As 
a result, the paper does not develop a model for 
carbon accounting nor does it propose a schematic 
for an IFRS to account for such carbon cost. 
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(Atkins et al, 2015, Raemaekers et al, 2016). 

The act of merely disclosing carbon emissions 

in cubic metres is inadequate in promoting 

integrated thinking and environmentally friendly 

business practices (Atkins et al, 2015, Stent and 

Dowler, 2015). This does not faithfully represent 

the damages (IPCC, 2014a) and costs (Ackerman 

and Stanton, 2008) associated to the release of 

such emissions. This convoluted form of carbon 

reporting would not convey a sense of urgency 

towards the threat of climate change. This in turn is 

unlikely to drive large companies to tackle climate 

change in a meaningful manner (Atkins et al, 2015, 

Jones and Solomon, 2013).

Integrated reports should provide a more 

balanced account of a company’s performance, 

including its impact on natural capital (The 

International Integrated Reporting Council, 2013, 

Atkins et al, 2015, Atkins and Maroun, 2015). 

Through this account of a company’s natural 

capital, integrated reporting can highlight 

environmental patterns and make stakeholders 

aware of such patterns in order to encourage 

change (Hopwood, 1987). If we take a broader view 

of accounting, accounting is the reporting any 

“quantifiable human activity” (Carnegie and Napier, 

2012). Financial accounting need not be restricted 

to how well an enterprise can make a financial 

profit, but such responsible accounting can morph 

and form into something that has a much broader 

scope. 

2.3 ACCoUnting, the DRiveR oF ChAnge
It has been acknowledged that financial and 

economic paradigms dominate an organisations 

decision-making processes (Atkins et al, 2015). So, if 

carbon emissions were to be monetised, this could 

bring about weight and visibility to the threat of 

global warming (Atkins et al, 2015). The calculation 

of a monetary-based carbon cost is founded upon 

complex calculation and various assumptions 

(Ascui and Lovell, 2011, Moore and Diaz, 2015). 

Such a cost is subject to a great degree of variability 

and so is unreliable (Citigroup, 2015). 

Nonetheless, such monetary measurements are 

useful in providing an initial early stage model of 

the cost of carbon in order to clarify the importance 

of carbon emissions. This will allow for a more 

comprehensive form of integrated reporting (Atkins 

et al, 2015).  For the purpose of providing this initial 

account, this paper will utilise a simplified rate per 

cubic ton of CO2. This rate was determined by the 

United States Government in 2015 at a present 
value of $361  per cubic ton of carbon (Interagency 

Working Group on Social Cost of Carbon United 

States Government, 2015). 

As of now, there is no specific IFRS standard to 

recognise these future costs (Atkins et al, 2015) 

and it cannot be recognised by IAS 372  as no 

reliable estimate (IASB, 1998) can be made of these 

future costs. More so, IAS 37 specifically disallows 

provisions for future operating loses to be created 

as per paragraph 63 (IASB, 1998). So for the time 

being, such a cost could be debited as an expense 

from the statement of comprehensive income 

found within integrated reports with a subsequent 

credit to a future constructive liability. Even if such a 

liability is not permitted by IAS 37, it is a social and 

political obligation incurred by an entity to bring 

about an expanded sense of accountability to a 

broader stakeholder group.

Alternately, such a liability may be framed 

as a carbon tax liability if a company operates 

in a jurisdiction which levies taxes on carbon 

emissions. This expense will illuminate the impact 

of CO
2
 and allow direct comparability with other 

financial indicators. This may make it possible for 

stakeholders to become more aware of the impact 

such CO
2
 emissions will have on the company’s 

future profitability and sustainability.

1 The rand equivalent of this amount, using exchange rate data from OANDA, amounts to R560 per cubic ton. 
2 IAS 37: International Accounting Standard 37: Provisions, Contingent Liabilities and Contingent Assets.
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3.1 SeLeCting A SAmPLe 
A sample of eight companies was selected from the 

mining sector of the top 100 JSE-listed companies 

(view table 1). These companies were selected 

because of the relatively moderate amount of 

variance in their 2015 profit (loss) figures, in 

addition to their average profits of the past five 

years exceeding a value of nil. Only the sum of 

scope 1 emissions3 and scope 2 emissions4 will 

be used for the purpose of this report as not all 

companies reported on their scope 3 emissions5. 

The profit for the year figures (net profit after taxes) 

have been utilised to ensure that no unrealised 

volatility of market fluctuations (Zhang and Andrew, 

2014) was included in the profit indicative figure. 

The above information was derived from 

integrated reports, annual reports and sustainability 

reports from 2011 to 2015. Both the sum of scope 

1 and 2 carbon emissions and profit for the year 

figures ranging from 2011 to 2015 were extracted 

into a spreadsheet for analysis. The carbon 

emissions were represented as millions of cubic 

tons and profit for the year as millions of rands6. The 

small sample size does limit the ability of the results 

being generalised or extrapolated. Nevertheless, 

the relatively small sample is in keeping with an 

interpretive/experimental tradition (Maroun and 

Jonker, 2014).

3.2 tReAtment oF DAtA
The research has evaluated the impact the cost of 

carbon would have on the sampled companies’ (table 

1) profit for the year 2015 figures if it were accounted 

for as an expense. The impact of this was represented 

visually by utilising a column chart showing profit 

before (the reported profit) and after the carbon cost 

(the adjusted profit) for each company. The cost of 

carbon used to adjust the profit for the year amount 

was calculated as the sum of scope 1 and scope 2 

emissions in 2015 times the rand equivalent carbon 

cost of R560. 

A further analysis was performed utilising a pay-

back method adapted from Correia et al (2015). This 

was visualised using a bar chart reflecting the num-

ber of years it would take each of the eight compa-

nies to payback the carbon cost that they would have 

incurred from the periods of 2011 to 2015 with their 

average profits (calculated from 2011 to 2015).   

The payback period was calculated as follows:

3. METHOd

3 Scope 1 emissions are direct emissions that arise from company owned or controlled assets (CDPa, 2015).
4 Scope 2 emissions are indirect emissions arising from the production of electricity used by a company (CDPa, 2015).
5 Scope 3 emissions are all other indirect emissions that are not scope 2 emissions (CDPa, 2015).
6  The profit (loss) for the years 2014 and 2015 for Gold Fields Ltd had been converted from US dollars to rands using the average 

exchange rate (sourced from OANDA) for the respective period.   

table 1: the eight sampled companies

Gold fields ltd African Rainbow 
Minerals ltd

impala platinum 
holdings ltd

northam 
platinum ltd

Kumba iron ore ltd Exxaro Resources ltd Sibanye Gold ltd Assore ltd

Payback period = ∑(Scope 1 and 2 carbon emmisions from 2011 to 2015)  × R560

Average reported profit from 2011 to 2015
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table 1: effect of carbon cost on 2015 profit figures

table 2: Payback period

The reported profit is the profit for the year directly extracted from the sampled companies’ reports in 
millions of South African rands. 

The adjusted profit is the reported profit less carbon cost in millions of South African rands. This profit 
would represent a hypothetical profit/loss if the carbon cost was expensed.

The payback period indicates the number of years it would take each of the above companies to payback their cumulative 
carbon cost from 2011 to 2015 with their profit. For the purpose of this report, their profit would be deemed the average of 
their reported profits from 2011 to 2015.

4. RESULTS
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As indicated in figure 1, only one (Assore Ltd) of the 

five profit-bearing entities would have made a profit 

after accounting for the carbon cost. Assore Ltd had 

been the only profit-bearing entity simply by having 

the highest profit of the sampled companies, rather 

than lower emissions. What this reveals is how the 

sampled profit-bearing companies reported profit 

but this “profit” was in some way derived at a cost to 

society and future generations (IPCC, 2014a). 

Figure 2 presents more relevant information 

with regards to the long-term sustainability of the 

sampled companies if such a carbon cost was 

expensed. Figure 2 illustrates that three of the 

sampled companies had payback periods of well 

over five years. This indicates that if these companies 

continue operating as they have, their profits would 

most likely not be able to cover a single year of their 

carbon cost. 

This brings to light how unsustainable Impala 

Platinum Holdings Ltd, Sibanye Gold Ltd and 

Northam Platinum Ltd currently are. When none of 

the three companies can cover such hypothetical 

cost now, it seems presently implausible that such 

cost could be covered when they result in an actual 

cash outflow through an ever-increasing carbon tax 

(National treasury, 2015) and cost global warming 

will bring (Ackerman and Stanton, 2008, Dellink and 

et al, 2014). 

Figure 1 and figure 2 illustrate how the integration 

of carbon cost with financial figures can allow 

for a broader view and more integrated view of 

a company’s operations. This is one of the core 

principles of integrated reporting (The International 

Integrated Reporting Council, 2013, The Institute of 

Directors in Southern Africa, 2009). Such cost allows 

stakeholders to better comprehend the impacts 

these companies will have on society. This could 

help stakeholders make more informed decisions 

and encourage these companies to drive change 

through various stakeholder actions. 

The integration of carbon cost can specifically 

provide shareholders with useful information. It 

does this by encouraging investors to evaluate 

and consider how such carbon cost will directly 

affect the company’s cash flows in future periods 

(Ackerman and Stanton, 2008, National treasury, 

2015). It could further allow investors to understand 

how one company will impact the future economy 

(through the release of carbon dioxide) and the 

returns such economies will bring to investors 

(Atkins and Maroun, 2015). 

Through this new understanding of a company’s 

operations, investors could be motivated to invest in 

a socially responsible manner, and to factor carbon 

cost within the share price of such companies. 

If the share price were to decline, management 

would consider rethinking their strategies and 

institutionalise effective strategies which could bring 

about meaningful and material change towards 

driving their emissions down. 

5. dISCUSSION
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There are inherit limitations with using such 

a monetised carbon measurement. The most 

dominant issue lies in the fact that the measurement 

is an overly simplified social construct (Ascui and 

Lovell, 2011, Moore and Diaz, 2015). The carbon 

cost would not create any real legal obligation that 

would result in an outflow of economic benefit. 

More so the measurement is a blanketed global cost 

and one which is both mathematically inelegant and 

crude (Citigroup, 2015). 

Ultimately, the reason there has been inadequate 

interest in driving down carbon emissions 

could possibly lie in the fact that much of the 

insurmountable costs of global warming lie in the 

decades to come (Ackerman and Stanton, 2008, 

IPCC, 2014a). With no clear and comprehensive 

indication of this future economic, social and 

environmental threat, many may simply disregard it. 

However, through the monetisation of such carbon 

cost, the issue of global warming could potentially 

move to the forefront of corporate financial 

accounting. This in turn, can bring about a shift in 

a business’s decision making processes towards a 

more sustainable means of operations (Atkins et al, 

2015, Hopwood, 1987). 

Potential future research could point to a better 

means for organisations to communicate their 

carbon footprint – be it through a monetised 

or non-monetised measure. This could be done 

through the formation of a more regional and 

accurate carbon cost model. Which could prompt 

the development of a potential IFRS standard or 

equivalent like standard specifically created for 

financial statements within integrated reports. 

6. CONCLUSION
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in october 2016 the independent Regulatory board for Auditors (iRbA) issued 
a consultation paper, which explicitly stated its intention to pursue a change in 
regulation in favour of mandatory audit firm rotation (MAfR) for publically listed 
companies, with rotation periods of ten years. Key stakeholders in the South African 
audit profession provided detailed written responses to this paper. The parliamentary 
Standing Committee on finance has since facilitated hearings and submissions from 
various parties. A common request from respondents to the iRbA consultation paper 
is that more research be conducted around the fundamental issues and rationale of 
MAfR before a final decision is made. This study briefly summarizes the positions of 
the iRbA and key stakeholder groups in order to present suggested areas for further 
academic research to contribute to the debate. A brief summary of the international 
research on MAfR is also provided, which indicates that MAfR is not the right option for 
South Africa as it is not likely going to increase the audit quality of JSE listed companies.

Key words: Auditor rotation, auditor independence, mandatory Audit Firm Rotation, 
audit, firm tenure

The South African audit regulator, the 

Independent Regulatory Board for Auditors 

(IRBA), is currently advocating for a change 

in regulation to require mandatory audit firm 

rotation (MAFR) as a means of improving audit 

quality (IRBA, 2016). In October 2016 the IRBA 

published a consultation paper (“the IRBA paper”), 

requesting response from all “affected parties”. In 

the IRBA paper the regulator provided details of its 

intended timeline and the specific requirements for 

MAFR. Specifically, the proposal is that an audit firm 

will not be eligible to serve as the registered auditor 

of a listed company for more than ten consecutive 

financial years and thereafter, the audit firm will 

only be eligible for reappointment as registered 

auditor after the expiry of at least five financial 

years (the so-called “cooling-off period”). This is 

similar to the ten year rotation period recently 

1. INTROdUCTION
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implemented in the European Union (EU). The 

IRBA’s intention is for legislation to be amended and 

these requirements to be effective for financial years 

commencing on or after 1 April 2023. Transitional 

provisions were contemplated, for example if 

there are joint auditors at the date the legislation 

becomes effective. However, there is considerable 

opposition to these proposals, from various forums, 

organisations and the audit profession itself. 

As of February 2017 the matter has been 

referred to the Parliamentary Standing Committee 

on Finance who have facilitated hearings and 

submissions from various parties. This author was 

able to partake in these submissions, providing 

the committee with a description of the findings 

of international research regarding both auditor 

independence as it relates to MAFR, as well as 

MAFR-specific research. The majority of submissions 

provided to the Committee, which included 

concerned professional accountants, the SARB, the 

JSE, the CFO Forum, medium- and large-sized audit 

firms and professional accountants, were against 

MAFR as a means of improving audit quality. Various 

reasons to justify this aversion were provided. The 

standing committee was clear that it did not have 

the authority to determine the outcome of the 

matter as they believed it was in the jurisdiction of 

the IRBA and subject to normal legislative processes 

considering that the Companies Act, 2008 would 

likely need to be amended (section 92 particularly, 

but also ss90 and 94).

In recent years, most notably since the collapse 

of Enron in 2001, United States (US) regulators have 

expressed concerns about auditor independence 

and taken actions to mitigate those concerns 

(Laurion, Lawrence, & Ryans, 2015). These include 

the passage of the 2002 Sarbanes–Oxley Act (SOX), 

also known as the “Public Company Accounting 

Reform and Investor Protection Act”, which is US 

legislation that, inter alia, requires audit partners 

to rotate off the client as engagement partner 

every five years. The partner must then rotate off 

the client entirely for a period of at least five years 

– the “cooling-off period” - before being eligible 

to become the engagement partner again. The 

company audit committee is required to ensure 

that the requisite rotation actually takes place 

(Tepalagul and Lin, 2015). The SOX did not go so far 

as to require MAFR, only mandating partner rotation. 

This is consistent with the current regulations in 

South Africa. Since the implementation of SOX 

in the US, there has been further debate as to 

whether a system of MAFR should be imposed and 

the US regulator (the Public Company Accounting 

Oversight Board) has decided that MAFR is not 

appropriate and that the existing audit partner 

rotation rules will remain in place (Rapoport, 2016).

In the EU, regulations have also recently changed, 

resulting from the audit reform processes that have 

been widely debated between 2011 and 2014. 

The European Parliament in 2014 voted in favour 

of MAFR (European Commission, 2015). These 

new rules force European companies to hire new 

audit firms at 10- to 24-year intervals, depending 

on certain criteria, bringing MAFR into one of the 

world’s most significant economic regions (KPMG, 

2014). The European regulations are complex and 

controversial. Many, including the International 

Federation of Accountants (IFAC), have recognized 

that the decision in Europe in favour of MAFR “was 

an especially politically-driven process” (Choudhury, 

2017). 
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Why is the IRBA intending to change regulation to 

require MAFR? The inherent assumption underlying 

the IRBA position is that it will reinforce auditor 

independence.

Firstly, the IRBA believes that auditor 

independence is critical to achieve quality financial 

reporting (IRBA, 2016). Stated another way, the 

IRBA believes that the independence of the audit 

firm and the audit engagement partner from the 

audit client is a critical contributing factor to the 

overall quality of the audit outcome (audit quality). 

Both the international auditing standards and the 

academic literature provide substantial evidence in 

support of the above. The international standards 

that govern accountants and auditors, most notably 

the IFAC Code of Ethics for Professional Accountants 

and the International Standards on Auditing 

emphasis the fundamental principle of auditor 

independence. These standards are currently part 

of South Africa’s regulatory framework governing 

auditors. 

Many academic studies support the IRBA’s 

belief that auditor independence is a necessary 

ingredient to ensure that financial reporting is of 

a high quality (Bowlin, Hobson, & Piercey, 2015; 

Cameran, Francis, Marra, & Pettinicchio, 2015; Carey 

& Simnett, 2006; Daugherty, Dickins, Hatfield, & 

Higgs, 2012; Hakwoon, Hyoik, & Jong Eun, 2015; 

Hay, 2015; Tepalagul & Lin, 2015).

Secondly, the IRBA believes that auditor 

independence is a concern with respect to 

JSE listed company audits. The IRBA is of the 

opinion that independence is compromised and 

many of the audit firms are too aligned with the 

management of JSE listed companies (IRBA, 2016). 

The IRBA believes there is too much familiarity 

and too “cosy” a relationship between some audit 

firms and companies on the JSE. The IRBA is of the 

opinion that MAFR is the best means to remedy 

this problem. The claim that independence is 

compromised and that MAFR is necessary has been 

highly contested by the respondents to the IRBA 

consultation paper issued in October 2016. 

Based on the responses to the IRBA paper 

(dealt with below) and the submission made to 

Parliament, many are of the opinion that the IRBA 

has not provided convincing evidence in their 

paper that their belief is justified. 

Thirdly, the IRBA believes that long audit tenures, 

meaning long unbroken periods as auditor, 

usually decades, whereby the audit firm has been 

appointed as the auditor of a specific company, 

reduces the independence of the auditor (IRBA, 

2016). The IRBA believes that MAFR will reduce 

audit tenures and therefore limit the familiarity and 

relationships that it believes exist between auditor 

and company management, which the IRBA 

believe will improve auditor independence and 

hence improve the quality of audits (and financial 

reporting) of JSE listed companies. Again, this 

assertion is highly contested by the respondents to 

the IRBA paper. 

2. THE IRBA POSITION
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The critical question is whether limiting audit firm 

tenures to 10 years, as proposed by the IRBA, will 

improve auditor independence? The academic 

research does not strongly support this conclusion.

ReSeARCh RegARDing AUDitoR tenURe
A recent study by Tepalagul and Lin (2015) is an 

important contribution to the debate. The study 

consisted of a comprehensive review of academic 

research pertaining to auditor independence 

and audit quality. Through a review of published 

articles during the period 1976-2013 in nine leading 

international journals related to auditing, most 

studies concluded that long auditor tenure does 

not impair independence (Tepalagul & Lin, 2015). 

The notion that the tenure of audit firms

can be linked to weaker auditor independence, is 

thus not supported by the academic research.

ReSeARCh RegARDing mAFR SPeCiFiCALLy
Unfortunately there is not extensive research on 

the effectiveness and consequences of MAFR 

specifically. The mandatory rotation of audit firms is 

a difficult area to research because there are so few 

practical situations where it has been enforced (Hay, 

2015). As a result, “there is no clear evidence about 

whether it is effective” (Hay, 2015). According to 

Bédard and Compernolle, the authors of chapter 20 

of the highly respected “The Routledge Companion 

to Auditing” written in 2014, “academic research has 

been unable to provide clear answers about the 

consequences of mandatory audit firm rotation”.

However, there has been some research 

specifically performed in countries where MAFR 

has been adopted and the studies have attempted 

to measure the impact that this legislation has 

had on the quality of the audit and the quality of 

financial reporting. This is significant because there 

are many opinions on MAFR and many vested 

interests involved in the debate. But very few 

studies have objectively, using a rigorous academic 

methodology, actually studied the effect that MAFR 

has on the quality of the audit and the quality of 

financial reporting. The primary reason that few 

studies have done this is because there are limited 

countries that have implemented MAFR for periods 

long enough to enable researchers to measure its 

effects on financial reporting. The European Union 

has only just implemented these regulations and 

the impact is yet to be seen. Another problem 

is that of reasonably measuring audit quality, i.e. 

measuring proxies for “audit quality”. It is difficult 

to find justifiable measures of audit quality within 

financial reports.

Although there is very little research on MAFR 

specifically, especially measuring the effect it has on 

financial reporting quality, there are three primary 

studies that do attempt to use proxies for audit 

quality in jurisdictions that have implemented 

MAFR:

3.1:  Jackson, Moldrich, and Roebuck (2008) - 

research conducted in Australian context.

3.2:  Ruiz-Barbadillo, Gómez-Aguilar, and Carrera 

(2009) - research conducted in a Spanish 

context.

3.1:  Cameran, Francis, Marra and Pettinicchio (2015) 

- research conducted in an Italian context.

A more detailed understanding of these papers is 

important to inform South African academics of 

the methodologies used to measure audit quality. 

If South Africa does adopt MAFR, these studies 

may help inform future research into whether it 

has been effective in improving financial reporting 

quality. 

All three studies used different methodologies, 

and all three concluded that MAFR will not improve 

the quality of audits or financial reporting.

3. SUMMARy OF THE INTERNATIONAL RESEARCH
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3.1  JACkSon, moLDRiCh, AnD RoeBUCk 
(2008) inveStigAteD the eFFeCt oF 
mAnDAtoRy AUDit FiRm RotAtion  
in AUStRALiA on AUDit qUALity

First, audit quality is measured as the propensity 

of the auditor to issue a going-concern opinion 

after controlling for other factors that might affect 

this decision. A finding that auditors have a lower 

(higher) propensity to issue going-concern opinions 

with increased tenure would provide convincing 

evidence in favour of (in opposition to) mandatory 

rotation. Second, the level of discretionary accruals 

is measured, meaning accruals that do not relate 

to normal operating activities, and so a higher level 

of these accruals may indicate that management 

has been able to exert its power over the auditor 

by being able to report on terms favourable to 

management. The main finding is that audit quality 

increases with audit firm tenure, when proxied by 

the propensity to issue a going-concern opinion, 

and is unaffected when proxied by the level of 

discretionary expenses. Given the additional costs 

associated with switching auditors, it is concluded 

that there are minimal, if any, benefits of mandatory 

audit firm rotation. Two measures of audit quality are 

employed within this study. 

3.2  RUiz-BARBADiLLo, gómez-AgUiLAR, 
AnD CARReRA (2009) inveStigAteD the 
eFFeCt oF mAnDAtoRy AUDit FiRm 
RotAtion in SPAin on AUDit qUALity

Again, audit quality is measured as the propensity 

of the auditor to issue a going-concern opinion. The 

results suggest that auditors’ incentives to protect their 

reputation have a positive impact on the likelihood 

of issuing going-concern opinions, while auditors’ 

incentives to retain existing clients did not impact on 

their decisions in both the mandatory rotation and 

post-mandatory rotation periods. Overall, the results 

provide empirical support for the arguments put 

forward by opponents of mandatory rotation.

3.3  CAmeRAn, FRAnCiS, mARRA AnD 
PettiniCChio (2015) inveStigAteD the 
eFFeCt oF mAnDAtoRy AUDit FiRm 
RotAtion in itALy on AUDit qUALity

The study uses private data on audit fees and 

engagement hours provided to by the Big 4 

accounting firms in Italy. This allowed the researchers 

to accurately measure the effect of mandatory rotation 

on audit effort (engagement hours) and audit fees. 

To asses whether audit quality changes around the 

rotation event, the researchers examined the quality 

of audited earnings (abnormal accruals and timely loss 

recognition). The findings show that outgoing auditors 

do not shirk on effort (or quality), but final year fees 

are 7 percent higher than normal which may indicate 

opportunistic pricing. The fees of incoming auditors 

are discounted by 16 percent even though they have 

abnormally higher engagement hours in the first 

year (17 percent), which is suggestive of lowballing. 

However, subsequent fees are abnormally higher 

and exceed the initial fee discount. Thus the costs of 

mandatory rotation are considered nontrivial. Higher 

costs could be acceptable if rotation improves audit 

quality, but evidence supported the opposite, namely, 

the quality of audited earnings declines in the first three 

years following rotation, relative to later years of auditor 

tenure. Since rotation is costly and earnings quality 

improves with longer auditor tenure, the evidence from 

Italy does not support the case for mandatory rotation.

the ReSPonSeS to the iRBA  
ConSULtAtion PAPeR
For the purposes of this section, the following official 

key stakeholder responses to the IRBA were reviewed:

Stakeholder 1:  The International Federation of  

Accountants (IFAC) 

Stakeholder 2:  The JSE (Johannesburg Stock Exchange)

Stakeholder 3:  The CFO Forum

Stakeholder 4:     The South African Institute of Chartered 

Accountants (SAICA)

Stakeholder 5:   The “Big 4” Audit Firms, namely PWC Inc., 

Deloitte Inc., EY Inc. and KPMG Inc.
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key issues can be summarised thus:

Position
1
2

3

4

5

Position:
1 2 3 4 5

The IFAC Neutral (N2) Yes Yes Yes Yes

The JSE Neutral (N2) Yes No comment (N1) Yes Yes

The CFO Forum Neutral (N2) Yes Yes Yes Yes

SAICA Neutral (N3) Yes Yes Yes Yes

PWC Inc. Yes Yes Yes Yes Yes

EY Inc. Yes Yes Yes Yes Yes

Deloitte Inc. Yes Yes Yes Yes Yes

KPMG Inc. Yes Yes Yes Yes Yes

N1

N2

N3 

The response letter did not agree nor disagree with IRBA's opinion that MAFR would 
improve audit quality. However, it did express multiple concerns regarding the deficiencies 
of the IRBA consultation process and the unsustantiated claims and significant  lack of 
evidence supporting the conclusions reached by the IRBA in the consultation paper.
SAICA did not agree nor disagree with IRBA's opinion that MAFR would improve audit 
quality. However, SAICA was against implementing it within the timeframe proposed by 
the IRBA. SAICA's suggestion was to wait to understand the impact that recent changes 
(such as the new auditor report and the inclusion of the period of tenure in auditor reports) 
have had in the South African context, as well as to perform further research on MAFR.

Disagrees with the IRBA that MAFR will achieve the objective of improving audit quality.
Criticised the IRBA Consultation Paper for its lack of supporting evidence and research to 
justify its conclusions on MAFR.
Identifies that research conducted internationally does not support the notion that MAFR 
will improve audit quality.
Concerns raised regarding the IRBA's desire to achieve multiple objectives with MAFR, 
namely improved audit quality, transformation goals and reduced audit industry 
concentration. The concern is that pursuing multiple objectives with MAFR is not 
Calls for further research regarding the link between MAFR and audit quality before 
implementing the MAFR in South Africa.

The JSE summarised responses received from 63 JSE-listed companies. In these comments 
from companies there was overwhelming push-back against MAFR stating that research to 
date was insufficient and highlighting the internationally recognised strength of South 
Africa's auditing and reporting standards. However, these were not the opinions of the JSE 
but rather those who responded to the JSE's request for comment from listed companies.
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There is considerable opposition to MAFR and its 

intended timeline outlined by the IRBA. It is important 

to remember that MAFR is attempting to reduce au-

dit-client tenures so as to maintain independence and 

thereby maintain or improve audit quality. Therefore, 

this is the conceptual reasoning that should determine 

the approach and logic of MAFR research. If MAFR is 

adopted, it is submitted that the research of Jackson et 

al. (2008) in the Australian context, Cameran et al. (2015) 

regarding Italy and Ruiz-Barbadillo et al. (2009) regard-

ing Spain, can guide South African research. Measurable 

proxies of audit and financial reporting quality are 

provided in these studies. More could be developed. 

However, considering that currently MAFR is not in 

force in South Africa, but there is urgent debate and 

differing opinions on the matter, valuable contributions 

could be made by academics to the public debate. 

here are some suggested research questions:

•  Does long auditor tenure impair auditor 

independence?

•  What are the direct and indirect effects, including 

unintended consequences of MAFR?

•  Does audit firm rotation increase the costs of audit to 

the audit firm (internal investment and expenditure), 

and to the audit client (audit fee)?

•  What proxies could best be used to measure financial 

reporting quality and audit firm quality?

•  Does the incoming audit firm apply more professional 

scepticism and effort in the first years as the 

appointed auditor? This is the “fresh look” and “a new 

broom sweeps clean” line of reasoning.

•  Is the audit profession overburdened with 

regulations? 

•  Does MAFR diminish the need and importance of 

professional judgement by the auditor and the audit 

committee in assessing the independence and 

appropriateness of the auditor?

•  Will MAFR improve transformation in the audit 

profession?

•  Considering that the audit profession competes with 

corporate employers and advisory service business 

for the talent of younger professional accountants, will 

MAFR (and more regulation in the audit profession) 

act as a disincentive for professional accountants to 

pursue careers as auditors in public practice?

With regards to research methodologies there is a 

need to properly document and analyse the opinions 

of key stakeholder groups, for example, the potential 

impact of MAFR on audit committees and the personal 

impact that MAFR will have on existing audit partners in 

large- and medium-sized audit firms performing listed 

company audits. These effects can only be assessed 

through qualitative or mixed-method research that 

employs interview, survey or content analysis tech-

niques. An example of such published research to 

date is Harber (2016) in the South African context or 

Fontaine, Khemakhem, & Herda (2016) in the Canadian 

environment. Another methodology, would be to apply 

a content analysis comparing the reasons provided by 

the EU for implementing MAFR, together with the US 

regulators’ reasons against, applying the findings to the 

South African context.

As is seen in the table above, the South African busi-

ness community and the audit profession is making a 

call for academics to contribute to the MAFR debate 

and academia should respond. In a recent paper by 

Hay (2015) discussing current auditing areas in need 

of research internationally, the issues at the frontier 

of auditing research include two kinds of research 

questions, namely (1) those that emerge from current 

practical problems or issues, and (2) those that develop 

from previous research. Hay (2015) states that a high 

proportion of research areas in auditing are linked to 

professional concerns and that these need to remain a 

priority. It is submitted that the issue of whether or not 

to pursue MAFR in South Africa is a prime example of 

such an issue.

4. CONCLUSION
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This paper investigates the current extent of social-, environmental- and economic-
related strategy disclosures of companies listed in the financial services sector of 
the Johannesburg Stock Exchange. The paper finds that, despite the call for more 
integrated thinking and reporting, companies are not consistently identifying and 
reporting environmental and social considerations at the strategic level. This may 
be due to the indirect link between these organisations’ business models and the 
respective social or environmental issues. it may also be the case that, when financial 
services firms have less interaction with a broad group of stakeholders, they are less 
likely to identify non-economic issues as strategically relevant.

Key words: Social, environmental and economic disclosure; strategy, corporate social 
responsibility; financial services; integrated reporting; non-financial reporting

Caroline wostmann & wayne van zijl – University of the witwatersrand

An integrated report should explain how a 

company manages different types of capital 

in order to generate sustainable returns (Insti-

tute of Directors of Southern Africa (IOD) 2009; Eccles 

and Serafeim, 2014; Atkins and Maroun, 2015). As part 

of this, the International Integrated Reporting Council 

(IIRC) and King-III1 recommend that an organisation’s 

strategy be developed mindful of social, environmen-

tal and economic (SEE) imperatives and that this be 

communicated clearly to stakeholders (IOD, 2009; IIRC, 

2013). This is important for promoting corporate trans-

parency and accountability (Massa et al., 2015; Stent 

and Dowler, 2015).  This paper investigates the extent 

to which SEE issues are framed as strategic considera-

tions in the integrated reports of companies included 

in the financial services sector on the main board of 

the Johannesburg Stock Exchange (JSE). This sector 

was chosen because of the significant role it plays in 

financing economic activity in South Africa and the 

material assets under its management. 

1. INTROdUCTION

1 The same applies to King-IV. As King-IV is only effective from 2017, a discussion of its provisions is beyond the scope of this paper.
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This study complements prior research which has 

examined changes in the extent of non-financial 

reporting but has not dealt specifically with what 

companies report at a strategic level (Massa et al., 2015; 

Stent and Dowler, 2015). At the same time, an analysis 

of the extent to which SEE issues are incorporated in 

the strategy disclosures of financial services companies 

provides important (albeit inferred) evidence on the 

emergence of integrated thinking by the financial 

services sector. 

2  The IIRC refers to providers of financial capital and not explicitly to stakeholders. This should not be misunderstood as implying that oth-
er stakeholders are unimportant. Instead, similar to the IASB, the IIRC uses financial capital providers as a proxy group for stakeholders 
in general. This is consistent with the well-documented stakeholder-centric reporting model explained in King-I to King-IV. 

3  CRISA requires collaborative engagement with stakeholders to incorporate sustainability via including environmental, social and gov-
ernance issues in financial decision-making (Atkins and Maroun, 2015). 

4  The Equator Principles framework is voluntary and used by financiers to develop internal policies and practices to assess the environ-
mental and social risks associated with funding applications where the capital cost is greater than R665.5 million (Alaric, 2005). 

A stakeholder-centric2 approach to reporting is gaining 

momentum as non-renewable resources become more 

scarce. A host of socio-economic challenges continue to 

plague developing economies and environmental risks 

have become ‘the predominant scientific, economic, 

political and moral issue of the 21st century’ (Hansen and 

Sato, 2012, p. 1). The shift in corporate reporting began 

with incorporating environmental and social information 

into traditionally finance-dominated annual reports in 

the early 1990s. Early sustainability reports were separate 

from financial reports and did not integrate financial and 

non-financial disclosures. This weakness was partially 

addressed with the introduction of King-I and King-II in 

2002 (IOD, 2002).  In 2009, King-III was published and 

called on companies to provide a more holistic account 

of how they create value (IOD, 2009).  In 2010, the JSE 

introduced a requirement for all companies listed on the 

JSE to comply with King-III and prepare an integrated 

report or explain their reasons for not doing so (Atkins 

and Maroun, 2015). 

The integrated report is intended to provide a balanced 

account of an organisation’s strategy, business model, risk, 

financial performance and key non-financial indicators. 

This is based on the interdependencies among the 6 

capitals namely: manufactured, financial, intellectual, 

environmental, human, social and relationship capital 

(IIRC, 2013).  King-III emphasizes the fact that a company’s 

strategy needs to consider all these interdependencies 

in order to be sustainable (IOD, 2009).  The aim is to 

encourage  integrated forward thinking which is clearly 

communicated in a company’s integrated report (Price-

WaterhouseCooper, 2013). 

There is already some evidence that more detailed and 

integrated reporting on SEE metrics (Hill and Maroun, 

2015; Raemaekers et al., 2016) and long-term sustainabili-

ty (Lo and Sheu, 2007) is relevant for investment decision 

making (de Klerk and de Villiers, 2012; Marcia et al, 2015; 

de Villiers et al., 2016). In addition, stakeholders are apply-

ing pressure on financiers to invest responsibly (Amalric, 

2005; IOD, 2009; IIRC, 2013). The Code for Responsible 

Investing in South Africa  (CRISA)3 and the Equator 

Principles4 are recent examples of frameworks (although 

voluntary) which financiers have adopted to demonstrate 

their commitment to responsible lending and investment 

practices (Amalric, 2005; Atkins and Maroun, 2015).

To explore the extent to which financial services 

companies are integrating SEE-related issues into their 

strategy, Table 1 summarises key strategy disclosures 

the authors believe should be disclosed in an integrat-

ed report. These disclosures are informed by the prior 

literature and globally recognised sustainable reporting 

frameworks. These discloses serve as a checklist for analys-

ing SEE-related strategy disclosures of JSE listed financial 

services firms. 

2. LITERATURE REVIEW
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Framework principle/guideline Associated disclosure theme

A company’s integrated report should have a 
strategic focus and future orientation. This requires 
a review of significant risks, opportunities and 
dependencies resulting from their specific market 
position, business model and how these relates to 
the organisation’s strategy (iiRC, 2013).

1. identifies significant risks, opportunities and 
dependencies.

2. highlights the relationship between past and 
future performance.

3. Describes how the organization is balancing 
short-, medium- and long-term interests.

4. Describes how past experiences have affected 
future development.

5. Articulates availability, quality and affordability of 
significant capitals 

6. identifies the organization’s short-, medium- and 
long-term objectives and how it will meet these 
objectives.

7. identifies the resource allocation plans to 
implement strategies and related performance 
measures.

8. Describes the link between strategies and the 
business model and required changes to the 
business model.

9. Considers the external environmental to identify 
strategic impacts 

10. Assesses the effect of capitals available on the 
identified strategy.

A company should consider how it will maintain its 
competitive advantage 

11. Differentiates what gives the organisation a 
sustainable competitive advantage.

The strategy of a company needs to be carefully 
developed. it cannot contradict the entity’s core 
values, stakeholder expectations or business 
purpose (ioD, 2009). it should consider the risks and 
opportunities facing the company and be known by 
employees.

12. Demonstrates how strategy aligns with the 
purpose of the company and stakeholders’ 
expectations.

13. Demonstrates that the risks relating to strategy 
and business plans have been thoroughly 
examined.

14. identifies risk management processes and 
systems.

An appropriate information technology (iT) system 
is also required. A Chief Risk officer should be 
appointed with sufficient experience and authority 
to act regularly on these strategic matters to ensure 
smooth integration of iT with risk management 
processes. 

The strategies should include controls to ensure risks 
and opportunities are continuously identified and 
addressed. 

A strategy should also be developed to manage the 
relationship with stakeholders

15. identifies a Chief Risk officer.
16. Describes how the iT strategy has been 

integrated with strategic and business 
considerations.

17. Describes controls to mitigate risks, identify 
opportunities and implement strategies 

18. identifies a strategy to manage stakeholder 
relations.

South Africa has a high prevalence of hiv/AiDS. 
Employees with hiv/AiDS can affect businesses 
through absenteeism, decreased productivity, costs  
associated with counselling and educating the 
workforce and loss of skills (EE publishers, 2015).

Apartheid has left long-lasting effects of inequality. 
The South African Government is trying to redress 
these inequalities through numerous measures (hill 
and Maroun, 2015)

19. Describes the hiv/AiDS strategy [Social strategy 
disclosure only]. 

20. Describes the company’s bEE strategy [Social 
strategy disclosure only].

table 1: Strategy disclosures
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Data were collected from the 2013 integrated reports 

of the companies listed in the financial services sector 

of the JSE, as defined by the JSE’s financial services 
sector categorisation. The research concentrates on 

2013 as this coincides with the release of the IIRC’s 

framework on integrated reporting. The aim is to 

provide an initial assessment of the extent to which 

SEE issues are incorporated in strategy disclosures 

which can be used as a ‘base case’ for future research 

(Dimi et al., 2014). 

Only companies which published annual or 

integrated reports were considered. The final sample 

comprised of  55 companies. A similar approach to 

Marx and van Dyk (2011), Raemaekers and Maroun 

(2014) and  Solomon and Maroun (2012) was used. 

A strategy disclosure checklist was interpretively 

developed based on the prior literature, the 

requirements of King-III and the IIRC’s framework 

(see Table 1 above). This was used to record the 

frequency of disclosure themes for each category of 

strategy disclosure. For example, Theme 1 (identifies 

significant risks, opportunities and dependencies) 

was assessed from a strategic social, environmental 

and economic perspective. Social strategy disclosures 

included two additional items (theme 19 and 20) 

resulting in a total of 56 checklist items (20 social 

strategic themes, 18 environmental strategic themes 

and 18 economic strategic themes). To ensure the 

accuracy and completeness of the checklist (Table 

1), the final instrument was carefully reviewed by the 

lead researcher and the results were contrasted with 

similar disclosure analyses by Makiwane and Padia 

(2013).

Each integrated report was read several times until 

all of the sections in the reports had been processed. 

Each checklist point was assessed and scored as 

follows:

0 No disclosure;

1  Limited disclosure around strategy given  

in this area;

2  Partial disclosure around strategy given in  

this area;

3  Adequate disclosure around strategy given  

in this area;

4  Well defined disclosure around strategy  

given in this area or

5  Extensive disclosure around strategy given  

in this area.

(Adapted from Padia (2012); Makiwane and Padia 

(2013)).

Descriptive statistics, by category (social, 

environmental and economic) and per sub-sector 

(banks, insurance, real estate, financial services and 

investment services entities) were utilized to analysed 

the data. A simple frequency table (not included) 

was prepared showing the SEE-related strategy 

disclosures per company. The mean disclosure score 

was then calculated for each of the SEE disclosures in 

total.

The data for all three categories were not normally 

distributed. Therefore, using SPSS, the non-parametric 

Kruskal-Wallis test, with Bonferroni correction, was 

used to determine whether any sub-sector had 

a significant effect on the disclosure scores, per 

category. Results are presented in Section 4. 

3. METHOd
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4. RESULTS

the mean frequency per sub-sector and per category are presented below in table 2.

Table 2 - Mean disclosure scores

    Disclosure frequency mean  

  number of 
companies Social strategy environmental 

strategy
economic 
strategy

Sector 
average

banks 7 2.21 1.83 3.39 2.48

insurance 8 1.69 0.81 3.00 1.83

Real Estate 14 1.51 2.05 2.83 2.13

financial 
Services 18 0.83 0.45 2.17 1.15

investment 
Services 8 1.01 1.08 1.46 1.18

Total / 
average 55 1.45 1.24 2.57 1.75

4.1. SoCiAL StRAtegy DiSCLoSURe
The un-tabulated Kruskal-Wallis test did not reveal 

any statistically different scores among the sub-sec-

tors. Nevertheless, Table 2 shows that the banking 

industry has the highest mean score, followed by 

the insurance and real estate firms. The financial 

and investment services firms provided the least 

strategic social-related disclosures, which were 

also below the average score for all of the other 

sub-sectors. 

These results suggest that banking, insurance 

and real estate companies have a more integrat-

ed approach to strategy than their financial and 

investment services counterparts. As discussed in 

Section 4.3, economic-related issues are, however, 

the primary focus of the strategy disclosures with 

these having consistently higher mean scores for 

each sub-sector. These findings are consistent with 

those of Atkins and Maroun (2015) and Raemaekers 

et al. (2016) who find that – despite calls for the 

incorporation of non-financial measures in strategic 

policy development and business management – 

economic considerations remain the primary focus. 

This is despite the fact that, if neglected, social and 

environmental issues can have significant financial 

implications5 (IIRC, 2013; Atkins et al., 2015).

4.2. enviRonmentAL StRAtegy DiSCLoSURe
Environmental disclosures had the lowest aver-

age score (Table 2). Despite low mean scores, the 

un-tabulated Kruskal-Wallis test reported statistical-

ly significant differences, mostly between the real 

estate and financial services sub-sectors. The mean 

score of the financial services sub-sector (Table 2), 

5 Consider the impact of the BP Oil spill in April 2010, as well as the Lonmin mine strike in August 2012.
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implies that these firms do not regard environmen-

tal issues as strategically relevant. This finding is 

surprising given the recent release of CRISA and the 

Equator Principles which are designed to encour-

age both entities and the investment community 

to take cognizance of social and environmental 

issues when making investment decisions (Amalric, 

2005; Atkins and Maroun, 2014). 

A possible interpretation of the low disclosure 

score by the financial services sub-sector is that the 

principles of responsible investment have not been 

internalized (or are considered negligible) by these 

entities. Their business model is such that any envi-

ronmental footprint is indirect. For example, unlike 

a manufacturing concern, these financial services 

entities are unlikely to have significant CO2 emis-

sions, water consumption or biodiversity impacts in 

themselves. However, according to CRISA and the 

Equator Principles, they should take into account 

the environmental impact of the entities which 

they finance and provide their stakeholders with 

an understanding of how their investment philoso-

phy and strategy is evolving to take environmental 

assessments into consideration (see Amalric, 2005; 

McNally et al, 2017). This could include, for example, 

an explanation of how financial services firms fund 

projects, adjust their risk assessments and modify 

their discount rates to take environmental factors 

into account (see Porter, 1996; Atkins et al., 2015).

In contrast, real estate companies have the best 

environmental-related strategy disclosure. Although 

this is relatively low, it is statistically significant in 

comparison to other sub-sectors (un-tabulated 

Kruskal-Wallis test). The greater emphasis placed 

on environmental issues by this sub-sector may be 

attributable to its business model. These companies 

have significant physical assets (as opposed to fi-

nancial instruments) on their balance sheets which 

increases direct exposure to environmental-related 

risks. For example, rising sea levels have an immedi-

ate impact on a real estate company with material 

sea-side properties. For this reason, stakeholders in 

real-estate firms want to know how management 

have incorporated these environmental factors into 

their business strategy. 

Banks had the second highest environmental 

disclosures. While many of the arguments explain-

ing a low disclosure score in the financial services 

sector may be applicable to the banking sub-sector, 

there is an important difference. Companies in 

the banking sector include the major commercial 

banks who engage on a day-to-day basis with 

general consumers (consider Elsbach and Sutton, 

1992; Suchman, 1995; Hooghiemstra, 2000; Bansal 

and Clelland, 2004). As a result, they are more likely 

to be subject to consumer pressure and criticism 

in the popular press than investment services firms 

which are more focused on niche markets. Simi-

larly, in an environment where commercial banks 

face significant competition, they may use their 

environmental strategy to position themselves as 

a sustainability leader and differentiate themselves 

from different services providers (see Porter, 1996). 

4.3. eConomiC DiSCLoSURe 
As shown in Table 2, the banking sub-sector 

gives more detail on its risk identification and 

management process than other firms under 

review. Consistent with the findings in Section 4.1, 

banks are also more likely to provide information 

about non-financial capital in their strategy 

disclosures than their investment services 

counterparts. The precise reasons for this cannot 

be discerned but the results imply that the banking 

industry has a more evolved reporting system and 

a better understanding of the interconnections 

between the different types of capital than the 

other sub-sectors. This interpretation is supported 

by the fact that the un-tabulated Kruskal-Wallis 

test revealed that economic disclosures by banks 

are, in general, statistically different from other 

sub-sectors. In addition, as shown by Table 2, the 
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banking sub-sector consistently provides the most 

social and economic disclosures (and second for 

environmental) in the strategy-related sections of 

their integrated reports.

It should also be noted that the average disclosure 

score for the banking sub-sector is more than double 

that of the investment and financial services firms 

(Table 2). In contrast, the average disclosure score 

of the local banks is similar to the insurance and real 

estate sub-sectors6. This implies (but does not prove) 

that there is a relationship between the extent 

of economic disclosures in the strategy sections 

of integrated reports and the type of business 

model. Similar to the arguments raised in Section 

4.1, those sub-sectors which offer direct services 

to their customers are more inclined to provide 

additional information on their risk exposures and 

management practices. In contrast, investment 

and financial services are, arguably, providing niche 

services to specific segments of the market. They 

have a more abstract business model and are less 

likely to engage directly with the general public. In 

this opaque strategic environment, organisations 

provide less risk-related information and are also less 

likely to include environmental and social issues in 

their strategy-related disclosures.  

6 The banking, real estate, and insurance firms are either in the 3rd or 4th quartile while financial and investment services are in the 1st 

and 2nd quartile of economic disclosure scores.

5. CONCLUSION

This paper examines the extent of SEE-related 

strategy disclosures of companies listed on the JSE 

financial services sector. The banking sub-sector 

had the highest overall disclosure score. This was 

followed by the real estate sub-sector. The remaining 

sub-sectors had disclosure scores well below the real 

estate and banking sub-sectors. 

These results suggest that banking and real estate 

firms have the most evolved reporting systems 

and clear understanding of integrated reporting. In 

addition, because the banking sub-sector has more 

day-to-day contact with general consumers, it may 

face higher levels of public scrutiny and stakeholder 

pressure to report on different SEE issues. It is also 

possible that these companies are using their 

strategy disclosures to differentiate themselves 

from competitors. In contrast, as business models 

become more abstract and focused on niche 

markets, they are more difficult for the general 

public to understand and the companies interact 

with a narrow group of stakeholders. Consequently, 

their reporting reflects less emphasis on social and 

environmental issues at a strategic level. This is 

despite the drive for more integrated thinking and 

reporting (IOD, 2009; IIRC, 2013).

In conclusion, the findings of this paper suggest 

that the JSE’s financial services sector still have a 

considerable way to go in implementing the spirit 

of King-III and the IIRC’s framework in their strategic 

thinking and reporting. South African consumers 

should continue to put pressure on this sector to 

increase their corporate reporting, specifically with 

a focus on clearly communicating their social-, 

environmental- and economic-related strategies.
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As the management of risks that threaten the achievement of organisational objectives 
has become more important due to increase in the number and the type of risks, a formal 
risk management strategy is required. With each organisation being different, the risk 
management strategy will also differ in order to mitigate the unique risks that are applica-
ble for a specific organisation, more so for organisations in the private sector compared to 
those in the public sector. A risk maturity model may guide organisational management in 
determining whether the management of risks are appropriate and on the level required 
by them. The study first investigates whether this risk maturity level should be different 
for organisations in the South African public and private sectors, and secondly, whether in 
practice there is a difference. The study finds that according to regulations and guidance 
there should be no difference between risk management in the two sectors. however, 
the empirical results indicate that the risk maturity level is statistical significant different 
between the two sectors with the public sector lacking behind the private sector.

Keywords: Governance, risk management, risk maturity, SA private sector, SA public sector

I n today’s competitive world, it is becoming 

increasingly difficult for organisations, both 

privately owned and in the public sector, to 

achieve their goals and manage risk effectively. 

Risk management is, however, not a simple 

concept, the reason being that all risk management 

strategies consist of, inter alia, different practices 

and activities, and these will differ from one 

organisation to another. Formalised risk 

management frameworks have been recognised 

by many (Standard & Poor’s cited in Puccia 2007; 

EY 2006:11; COSO 2004) as an effective tool in 

assisting management with corporate governance.  

Furthermore, as organisations differ, each 

organisation will have to determine the type of 

activities to be implemented to determine whether 

risks are appropriately managed according to the 

wishes of its executive and senior management, 

and that the risk management is in line with what 

is communicated to its stakeholders. This refers to 

the risk maturity of the organisation (RIMS 2006:4) 

- the more relevant activities and elements of a risk 

management framework have been implemented 

effectively, the more risk mature the organisation 

is. To achieve the suitable risk maturity level, a risk 

maturity model that provides a stepping-stone 
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approach to assist organisations in progressively 

reaching the desired maturity levels, is a useful 

tool, being recognised by individuals, organisations 

and governments worldwide (McDonald 2007; 

Chapman 2009; Herrinton 2012). The assessment 

will provide role players with areas that need 

improvement within the organisation’s risk 

management strategy, providing an action plan 

for the development or improvement of the risk 

management framework.

Although studies (Raemaekers et al., 2016) have 

investigated the risk management practices within 

South African organisations, including the risk 

maturity levels (Coetzee & Lubbe 2013), whether 

private sector and public sector organisations are 

on par, has not been investigated. Therefore, this 

study addresses this gap with the first objective to 

determine whether there should be a difference 

in the risk maturity levels of the two sectors by 

means of a literature review. Thereafter, the study 

determines whether there is a difference by 

measuring the risk maturity levels of organisations 

in both the sectors. Stakeholders in both the sectors 

could benefit from such a comparison, namely 

understanding what the current maturity levels are, 

whether intervention for a specific sector is needed, 

and the specific areas per sector where intervention 

is needed.
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2. COMPARISON BETWEEN THE TWO SECTORS

To address the first objective, the need for risk 

maturity within each of the two sectors, as well as 

the differences and similarities, are determined. Seen 

from a business environment perspective, it seems 

that the private and the public sectors function 

differently (Van der Waldt & Du Toit 2005), e.g. the 

private sector is driven by legislation whereas the 

public sector is more outcome-driven; the public 

sector is service-orientated whereas the private 

sector is profit-driven (Carhill & Kincaid 1989). Other 

substantial differences may include governments 

operating within different cultures that foster 

different ethical norms, legislation that differs, and 

the organisational status of certain areas within a 

specific organisation (Carhill & Kinciad 1989; Van 

Gansberghe 2005; Sterck & Bouckaert 2006), such as 

the risk management function. 

Notwithstanding these differences between 

the two sectors, both sectors have the same main 

purpose, namely the reaching of their objectives (Du 

Toit et al. 2002:24) though identifying and managing 

risks, establishing effective control systems and 

maintaining sound governance and business 

practices (Carhill & Kincaid 1989:51; Van Gansberghe 

2005:70). Atkins and Webb (2005:26) argue that the 

nature, fundamentals and consequences of risk for 

a profit-driven and non-profit organisation are the 

same – the first measure risks in financial returns 

whereas the latter measure risks in the threat of 

achieving quality objectives, e.g. service delivery. 

Although the public sector has more legislation to 

adhere to, the implementation of risk management 

concepts is similar. Most South African guidance 

documents and legislation are based on the 

principles of the King reports on governance for 

South Africa (Coetzee & Lubbe 2011). Especially the 

third King Report (IOD 2009) has a wide coverage 

of this topic, seen as a ‘best practice’ guidance 

document world-wide (Jones & Solomon 2013; 

Atkins et al. 2015) and being applicable to all spheres 

of the economy. Note that although the fourth 

report has been issued in 2016, the implementation 

within organisation cannot be measured yet. This 

should be investigated in a future study.
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3. RISk MATURITy

Maturity models are much needed barometers for 

risk management role players (Harrington 2012). 

Although it would seem to be a fair assumption 

that all organisations would want to strive for 

the highest risk maturity level, the highest level 

may not always be the best option for a specific 

organisation, e.g. it may be very expensive and time 

consuming. The risk maturity of the organisation 

has to be decided by executive management, 

as overall custodians of the risk management 

framework (IOD 2009). They, in turn, are guided 

by risk managers and senior management. A 

risk maturity model is a possible tool that can be 

used to determine the level of risk maturity that 

management wishes to accept.

A number of the leading risk maturity models are 

based on the Capability Maturity Model that was 

developed by the Software Engineering Institute 

(SEI) in the United States of America in the 1980s 

(Liebowitz 2007:44; McDonald 2007:29; Chapman 

2009). According to this model, maturity models 

should be in the form of a matrix that comprises 

the following elements:

•  a few levels of maturity describing the stage of 

development; 

•  the assessment criteria or attributes describing 

the quality of the risk management practices 

within each level; and

•  the competencies describing the incremental 

improvements or desired capabilities, linking the 

levels to the criteria.

Although the concepts of risk maturity and a risk 

maturity model are relatively new to the business 

environment, a few risk maturity models were 

identified after undertaking a comprehensive search. 

It is possible that other risk maturity models do exist, 

but for the purpose of this study, it was decided 

that these models were sufficient to address the 

benchmarking of risk maturity models. These six 

models (Hillson 1997; IACCM 2002; IIA (UK & Ireland) 

2003; Hopkinson 2004; Spencer Pickett 2005; RIMS 

2006; MIT n.d.) were compared to each other by 

measuring them against the Capability Maturity 

Model’s three elements, namely maturity level (all 

adhere), the criteria used (only three models adhere), 

and the measurement criteria (all adhere), after 

which the following criteria were identified:

•  Risk management approach including culture; 

involvement in strategy setting; and risk 

management policy setting (including the risk 

appetite);

•  Risk management process;

•  People or staff experience;

•  Risk management application and performance 

measurement; and

• Sustainability.
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4. RESEARCH dESIGN

A qualitative method, namely evaluation research: 
implementation evaluation (Mouton 2001) was 

used to determine the level of risk maturity of 

organisations. This empirical study was conducted 

in three parts namely:

•  Develop a risk maturity scorecard (see Annexure 

A) based on the comparison of current models. 

As these models were developed for a global 

scale, the model was adapted to suit South 

African governance recommendations as per 

the third King Report (IOD 2009), and to address 

the limitations identified after the comparison of 

all the models’ criteria. The five criteria identified 

were adapted and three additional criteria were 

added, namely reporting, communication and 

internal auditing as assurance providers, resulting 

in eight criteria. For the forty areas (eight criteria 

X five maturity levels), each equalling five points, 

a maximum of two hundred points could be 

allocated.  As the attributes listed in levels 1 and 2 

in the scorecard is inadequate to be referred to as 

being ‘risk mature’, risk maturity were determined 

at minimum level 3 (five points each for eight 

criteria = 120 score). 

•  The organisations’ financial statements, 

information on the Internet and other relevant 

information with regard to risk management 

of the organisations were gathered and the 

scorecard was completed for each organisation. 

•  To verify the risk maturity levels as determined by 

the empirical study, interviews were conducted 

with the head of internal auditing of the top five 

organisations in each sector. Although initially 

interviews were planned with the chief risk officer, 

the empirical evidence indicated that many 

organisations do not have a separate risk division 

and/or a chief risk officer.

For the private sector the top 40 companies 

listed on the JSE Limited were used as the sample, 

irrespective of the sector it operates in. The reason 

being that all companies listed on the JSE Limited 

have to comply with the King Report on Corporate 

Governance recommendations since 1 September 

2003 (Baue 2003) enhancing the likelihood of a 

higher risk maturity. Additionally, the sample choice 

was influenced by the researchers’ professional 

judgements. The literature indicates that not all 

organisations listed on the JSE Limited adhere to 

the King Report recommendations (Faure & De 

Villiers 2004). It could, however, be argued that 

the top listed companies would probably have to 

adhere to these recommendations to be able to 

stay at the forefront of their respective markets. 

For the public sector, all 36 national government 

departments were included in the sample. The 

reason is that according to the Auditor General 

(AGSA 2012) this is the group with the highest 

percentage unqualified audit reports suggesting 

that these departments would most probably 

be more likely to adhere to rules and regulations, 

including the establishment of a risk management 

framework. 
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5. EMPIRICAL RESULTS

The empirical study resulted in a risk maturity score for each organisation,  

with a summary of the results depicted in Table1.

table 1: Analysis of data on risk maturity levels verified

Nr Attributes/Criteria

Private sector 
Mean (M)

Public sector 
Mean (M)

p-value

All Verify All Verify All Verify

1 organisational culture 2.25 4 1.64 1.8 .039 0.014

2
involvement in  
strategy setting

3.55 4.2 1.86 2.6 .000 0.006

3
Risk management  
policy setting

3.53 4.6 1.78 2.2 .000 0.006

4
Risk management 
process/framework

3.63 4.8 1.67 2.2 .000 0.005

5 people/staff 2.35 3.2 1.14 1.6 .000 0.017

6
Risk management 
performance measure

3.4 4.6 1.56 2.6 .000 0.007

7 internal auditing 3.58 4.6 1.83 3.4 .000 0.020

8 Reporting/communication 3.88 4.8 1.78 3 .000 0.004

TOTAL (WEIGHED SCORE) 130.625 174 66.25 96 .000 0.010

1 The detail results of the analyses are available on request.
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Only 10 of the private sector organisations were 

not risk mature (score < 120), hereas not one of 

the national government organisations was scored 

as risk mature (score ≥120). The low scores of the 

government departments could be as a result of 

disclosure guidelines as described by the National 

Treasury (SA – National Treasury 2010), or due to the 

fact that guidance on risk management, although 

addressed in public sector legislation, is not very 

prescriptive. Analyses reveals that on average the 

private sector is risk mature (130.625/200) whereas 

the public sector is risk immature (66.25/200). The 

non-parametric Mann-Whitney U-test indicated a 

statistical (p < 0.05) significant level of difference 

between the private and the public sectors’ level 

of maturity. The three areas that has the lowest 

maturity levels in both the sectors is the ‘people 

or staff’ (referring to individuals that are equipped 

and supported to manage risk well), ‘organisational 

culture’ (referring to the degree of executive 

support for formalised risk), and ‘risk management 

performance measure’ (measuring the success of 

risk management). 

The score was tested by obtaining the view of the 

head of the internal audit division of the top five 

risk mature organisations within each of the two 

sectors, namely (alphabetical with risk maturity 

score included):

PRivAte SeCtoR:

•  ABSA Group Limited (195/200)

•  Impala Platinum Holdings Limited (170/200)

•  Investec PLC (165/200) 

•  Old Mutual PLC (170/200)

•  Telkom SA Limited (170/200)

PUBLiC SeCtoR:

•  Department of Arts and Culture (100/200) 

•  Department of Public Service Commission 

(95/100)

•  Department of Science and Technology (100/200)

•  Department of Social Development (95/100)

•  SA Revenue Services (115/200) 2

•  Public Administration Leadership and 

Management Academy (105/200) 3

The average risk maturity levels of these 

organisations were measured against the average 

risk maturity levels of the whole sample to 

determine whether the views of the heads’ of 

internal auditing would be relevant. The results 

are also provided in table 1 (refer to the ‘verify’ 

column). Two of the three areas indicated for all 

organisations as the lowest maturity levels are also 

applicable for this group, namely ‘people or staff’ 

and ‘organisational culture’. It is however noted that 

the maturity levels of the attribute ‘internal auditing’ 

for these ten organisations are substantially higher 

than for the whole sample, especially for the public 

sector this attribute has the highest score and 

being one of only two attributes that is risk mature. 

This could be an indication that these internal audit 

functions are performing their duties regarding 

risk management and that the interviewees’ views 

could most probably be relied upon. Furthermore, 

the Mann-Whitney U-test also indicated a statistical 

(p < 0.05) significant level of difference between 

the organisations in the private and the public 

sectors. 

During the interviews, all participants in the 

private sector agree with their organisation’s scores, 

suggesting that they are not only up-to-date with 

the risk maturity of the organisation, they agree 

2 This department was unwilling to participate.
3 This department was unwilling to participate and was replaced by the Department of Public Enterprises (90/200).
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with the information published in documentation 

made available to the general public. For the public 

sector, only one participant agreed with the score. 

Others felt that the score should be even lower, or 

they were unsure of whether it was a true reflection, 

or felt that although it was correct according to the 

published information, it should be higher as things 

had changed dramatically for the better, suggesting 

that risk maturity in the public sector require further 

intervention. These findings are contradicting the 

literature. First, literature suggests that there should 

be no difference between risk management within 

the two sectors. Secondly, Faure and De Villiers 

(2004) suggested that not all organisations listed 

on the JSE Limited adhere to the guidance in the 

King report. Although this is probably still correct, 

it is interesting to see that most of the Top 40 

companies have high levels of risk maturity. Lastly, 

although the national departments, according 

to the Auditor General have higher levels of 

unqualified reports, adherence to risk management 

practices seems limited.

6. CONCLUSIONS & RECOMMENdATIONS

To manage risks effectively, organisations could 

benchmark their risk management strategies 

against best practices; thus ensuring that their 

strategies are addressing all their needs, as well 

as checking the effective implementation of 

the identified and necessary risk management 

elements. One way of doing this is to measure 

the organisation’s risk maturity. The question 

raised was whether risk maturity should be, and is 

similar for South African organisations within the 

private sector and the public sector. The overall 

risk maturity of the participating organisations, 

measured against a pre-developed risk maturity 

model (refer to Annexure A) that was adapted 

for South African organisations, indicated that 

private sector organisations are on average risk 

mature. However, not one of the 36 public sector 

organisations in the sample was risk mature, 

a concerning fact for this sector as legislation 

enforces risk management for these organisations. 

The three attributes that received the lowest 

scores for both the private and the public sectors’ 

organisations are the organisational culture not 

supporting the management of risk, staff not 

being equipped and supported to manage risk 

well, and the implementation of a performance 

measurement. The appointment of appropriate 

personnel, such as a chief risk officer, as well as the 

empowerment of staff to be more risk conscious, 

will automatically be addressed if management 

perceive risk management in a different light. 

The measurement of the success of the risk 

management framework will also be an important 

aspect to consider if management’s mindset with 

regard to risk management is correct. Both these 

aspects reflect directly on the organisational 

culture. With regard to the organisational culture, 

a holistic approach to risk management requires a 

top-down view of risks. Therefore, leadership from 

executive and senior management to incorporate 

a risk mindset into the organisation’s culture is a 

critical element to an effective risk management 

framework. 

The interviews with the head of internal auditing 

of the top five risk mature organisation in each 

sector confirmed the results of the private sector 

being risk mature, understanding what risk 

management is and effectively implementing a 

risk management strategy. Unfortunately it also 

confirmed that most organisations in the public 

sector are still unsure on how to implement a 

risk management framework and/or providing 
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assurance on the effectiveness of the framework 

to executive management.  Government should 

take note of this lack of competency and urgently 

address the need for further guidance. Internal 

auditing, being a stronger risk mature attribute 

than the other seven attributes, could play a 

prominent role in assisting management with this 

task. Lastly, the study confirmed that although risk 

management for the private sector and the public 

sector should be similar, it is not currently the case 

for South African organisations. The public sector 

organisations is clearly lacking behind in this area. 

Government should take note of this weakness 

and intervene to strengthen risk maturity in public 

sector organisations.
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AnneXURe A
Risk maturity model Score Card (Adapted with the recommendations in the king Report) *

Criteria Level 1 Level 2 Level 3 Level 4 Level 5

Culture (tone 
at the top)

vision and 
mission 
statement

values statement includes ‘positive  
risk taking’

Annual self 
assessment 

ongoing self assessments 

Involvement 
in strategy 
setting

Annual risk 
identification 
for strategic 
objectives

part of strategic 
objective setting

Report significant 
risks to executive 
committee(s)

Risk process triggered 
when strategic 
objectives revised

Significant risks 
monitored 

board decides 
risk tolerance and 
indicators

Monthly 
management 
feedback 

Risk on strategic  
objective part of  
monthly management 
information pack

Risk  
management 
policy setting

Reactive policy 
to manage 
hazards only

need for proactive 
policy identified

Risk management 
in charter 
of oversight 
committee 

proactive policy

Risk management in 
policy “owned” by CEo

Regular self 
assessment of 
compliance  
with policy

Measure achievement  
of principles and values  
in policy

Risk 
management 
process or 
framework

no formalised 
process

Risk losses 
reported on a 
periodic basis

Simplified process 

Roles and 
responsibilities 
framework

Qualitative and 
standardised 
risk assessment 
Executives issue 
notices on risks 

organisation-wide 
framework

Risk management 
committee

Risk management 
function revises 
framework

Annual audit  
of process

Common risk  
language initiated

periodic input 
from business unit 
on framework  
Quantification of 
certain risk types

Consistent use of risk 
common language

framework components 
integrated into strategy 
and key policies

Common risk language

benchmark against 
international best practice

Risk management 
committee:

- ensures best practice;

-  review need to update 
framework annually

People (staff) Risk 
management  
perceived 
as finance 
management 
function

External training 
courses on ‘as 
needed’ basis

need for internal 
risk champions 

Training outsourced 

Guidance within 
organisation to 
develop capabilities

Central risk manager 
(CRo) role identified 
and appointed

Risk management 
committee coordinates 
internal risk champions 
and CRo

Training  
programme  
in-house

Risk management 
committee ensures staff 
trained on best practices

Culture encourages 
employee participation in 
risk communication

Risk 
management 
performance

measures

Meet legislative 
requirements

no measure of 
benefits

Reduce internal 
and external audit 
findings

limited evidence of 
improved outcome

Reduce number of 
material surprises

Measure improved 
outcome

Ensure strategic 
objectives will be 
achieved 

Clear evidence of 
improvement

indicators linked to best 
practice

Excellent evidence of 
improvement of strategic 
objectives

Internal audit 
(assurance 
provider) **

no formalised 
audit of risk 
management 
process

performs overview 
of framework

performs audit on 
certain areas of the 
framework

Ad hoc audit of 
framework

provides input into 
framework

Annual audit of framework 

provides input to ensure 
best practices

Reporting / 
communica-
tion ***

no 
communication 
regarding risk 
management

only internal 
communication to 
relevant parties

Risk management 
included in financial 
statements as a sub-
section

Risk management 
included in financial 
statements as 
separate section

Comprehensive reporting on 
all elements of framework

Separate risk management 
communication to external 
parties, e.g. risk report to 
shareholders

**As part of the criteria: sustainability       ***Additional to the criteria

 (Source: Coetzee & Lubbe 2013)


