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W E LCO M E

WE HAVE PLEASURE IN WELCOMING 
readers to this, the first edition of this new 
electronic journal Accounting Perspectives 
in Southern Africa (APSA). This edition 
contains articles dealing with integrated fi-
nancial reporting, with issues relating to the 
interpretation of the Companies Act, and the 
application of IFRS7, and with an innovative 
approach to teaching at one of our local uni-
versities.  We hope that this gives a sense of 
the flavour and direction of the journal – that 
it will focus on matters of interest to char-
tered accountants and that it will place em-
phasis on the education of CA’s. The editorial 
policy and style of APSA will also attempt to 
accommodate busy professionals in practice, 
as well as academics.
 APSA is a joint undertaking of the 
Universities of Cape Town and the Witwa-
tersrand but there is no exclusivity implied 
in that – we encourage participation both as 
authors and reviewers from within South-
ern Africa, and beyond, whether academics 
or practitioners. Our primary objective is to 
provide a vehicle for publication of crisp, yet 
authoritative articles of current interest to ac-
countants. In so doing, we provide a double 
blind review process to ensure the quality of 
articles published and will endeavour to do 
so swiftly to avoid the delays which at times 
frustrate academics seeking to publish their 
research (fuller details are set out in the ‘In-
structions to authors’ available on our web-
site www.accountingperspectives.co.za). In 
particular, we hope that APSA will serve to 
enable budding academics, who may not yet 
aspire to publishing in the major research 

journals, to take the first steps towards doing 
so by subjecting their research ideas and pre-
liminary analysis to APSA for consideration. 
We anticipate that from 2014 we will normal-
ly publish twice per annum.
 We are grateful that APSA is support-
ed by a strong Editorial Board, led by Suresh 
Kana, Bob Garnett and Derrick Msibi –and 
thus reflecting the auditing profession, ac-
counting standard-setting and commerce 
and industry – as well as representatives of 
The SA Institute of Chartered Accountants 
and our two universities.
 While APSA is an academic journal, 
it will place strong emphasis on professional 
developments – recognising that historically 
the influence of accounting research on pro-
fessional developments has been very mod-
est. This presents an opportunity to bring 
the two together and we hope that we will 
receive contributions from professionals and 
others outside of the university environment. 
We invite written comment on the articles in 
the journal. As we set out on this fresh enter-
prise, we welcome general feedback as well, 
and trust that over time APSA will be able to 
make its contribution to stimulating the pro-
gress of accounting, in the broadest sense, in 
our sub-continent.

Geoff Everingham and Kurt Sartorius
Editors

December 2013
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INTRODUCTION 
Mervyn King is quoted as saying that: “[Com-
panies] must get used to writing concise in-
tegrated reports of no more than 30 pages” 
(Cranston, 2011). This is a far cry from the 
current situation in South Africa where, ac-
cording to a study conducted by the South 
African Institute of Chartered Accountants 
(SAICA, 2012), listed companies’ 2011 inte-
grated reports were found to be on average 
179 pages in length. South African compa-
nies have, in fact, historically been found to 
produce annual reports that are well above-
average in length (Black Sun, 2011). 
 Lengthy and complex annual reports 

that frequently obscure relevant informa-
tion are also commonplace internationally, 
according to a discussion paper by the Inter-
national Auditing and Assurance Standards 
Board (IAASB, 2011). The Financial Report-
ing Council (FRC) in the United Kingdom 
have also published a document echoing 
these concerns, stating that too much imma-
terial information is provided that inhibits 
users from recognising and understanding 
relevant information (FRC, 2012). Further-
more, the ‘disclosure-overload problem’ has 
also been highlighted as a concern by the 
International Accounting Standards Board 
(IASB), which conducted a survey and held 

IN PURSUIT OF 
CONCISE INTEGRATED REPORTS 

This study investigates whether there is a trend towards more concise Integrated 
Reports, both in terms of overall page length, and in terms of the length of the 
financial statement component. The study found that the overall report has 
not become more concise, although a trend towards conciseness exists for the 
financial statement component, due to more companies choosing to report 
summarised financial statements, as allowed by the Companies Act (no. 71 of 
2008). The study also examined the contents of these summarised financial 
statements, all of which were found to contain the four primary Statements and a 
headline earnings reconciliation, but contained varying additional disclosures.

TARYN MILLER & MARK GRAHAM
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a discussion forum in January 2013 on this 
topic (IASB, 2013). 
 Yet, the pursuit of concise integrated 
reports remains a common goal for many 
involved in the reporting process. One way 
in which South African companies can make 
progress towards more concise Integrated 
Reports, is to take advantage of the conces-
sion in the new Companies Act to report 
summarised financial statements, as opposed 
to a full set of financial statements.  
 This study examines whether or not 
there is a trend towards more concise inte-
grated reports by South African companies, 
both in terms of overall length as well as in 
the length of the financial statement compo-
nent¹, and whether or not this trend is due to 
companies reporting summarised financial 
statements. In addition, this study analyses 
the content of summarised financial state-
ments of the companies choosing to report 
in this way, to identify the range of informa-
tion that has been included in these financial 
statements.

BACKGROUND
In South Africa, the King Report on Corpo-
rate Governance (King III) was the first to 
introduce the concept of an Integrated Re-
port. King III defines integrated reporting 
as ‘a holistic and integrated representation of 
the company’s performance in terms of both 
its finance and sustainability’(Institute of Di-
rectors, 2009:64). The JSE Ltd requires that 
South African listed companies comply with 
King III (or explain any areas of non-com-
pliance) (JSE, 2013a, 2013b), and therefore 
requires companies to produce an Integrated 
Report (Institute of Directors, 2009). This has 
been the requirement since 2011, and South 
African companies were amongst the first 
world-wide to attempt to report in the way 

described by King III.
 In order to provide assistance to com-
panies preparing integrated reports, a num-
ber of documents have been produced by 
various bodies, including discussion papers 
by the local Integrated Reporting Commit-
tee (IRC), the International Integrated Re-
porting Committee (IIRC), and a practice 
note by the Institute of Directors (2012) . A 
draft framework was also recently released 
for public comment by the IIRC (2013). This 
framework describes the concepts and prin-
ciples that should be considered when pre-
paring and presenting an integrated report. It 
also describes the key items of content as well 
as other principles such as a description of 
the process for determining materiality and 
whether or not to aggregate or disaggregate 
information.
 In the draft framework, the IIRC 
defines an Integrated Report as “a concise 
communication about how the organisa-
tion’s strategy, governance, performance and 
prospects, in the context of its external envi-
ronment, lead to the creation of value over 
the short, medium and long-term.”(IIRC, 
2013:8). 
Not only does “conciseness” feature in the 
definition above, but it is also part of one of 
the six guiding principles to producing an 
Integrated Report, namely ‘materiality and 
conciseness’ (IIRC, 2013:5). 
 One way in which companies can 
produce more concise integrated reports is 
by opting to include summarised financial 
statements, rather than a full set of financial 
statements, as permitted by the new Compa-
nies Act.  Previously, South African compa-
nies would typically embed their full set of 
International Financial Reporting Standards 
(IFRS) financial statements within their an-
nual reports. The new Companies Act still re-
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¹The authors’ recognise that a reduction in length may not always indicate that a trend towards more concise integrated 
reports exists. It is plausible that conciseness can be achieved by increasing length, for example, representing a business 
model or process diagrammatically may increase the page length of the document, even though it more concisely depicts 
what was previously described in a paragraph or two.  However, the authors consider that page length is still  a meaningful 
method of assessing trends in conciseness, particularly given that South African integrated reports are currently  above-
average in length (Black Sun, 2011).



quires that a full set of annual financial state-
ments be prepared, but allows companies to 
distribute summarised financial statements 
to shareholders (Companies Act, No. 71 of 
2008,s29(3)), subject to the requirements of 
s29(3)2. 
 In 2011 JSE issued a guidance letter 
titled ‘Summary of Financial Information’, 
which stated that summarised financial state-
ments must be:

(a) In compliance with the Conceptual 
Framework for Financial Reporting 
requirements of IFRS and the AC500 
standards, and
(b) As a minimum, contain the infor-
mation required by IAS 34: Interim 
financial reporting (IAS 34), and a 
statement confirming that it has been 
so prepared (JSE, 2011).

The requirements of IAS 34 are: 
(a) Condensed statements of financial 
position, profit or loss and other com-
prehensive income, cash flows and 
changes in equity.
(b) Selected explanatory notes, to the 
extent that they explain events and 
changes that are significant to an un-
derstanding of the changes in financial 
position and performance.
(c) Other key disclosures such as seg-
ment information, changes in the 
composition of the entity, dividends 
paid and fair value disclosures for fi-
nancial instruments (IASB, 2012).

Therefore, if South African companies choose 
to include summarised financial statements 
in their Integrated Reports, they must com-
ply with the JSE directive above, and this will 
result in a more concise Integrated Report 
than one in which the full set of financial 

statements is included3.
 Two studies have been performed 
thus far on the prevalence and length of sum-
marised and full financial statements in the 
Integrated Report: one by SAICA (SAICA, 
2012) and one by Deloitte (Deloitte, 2012) 
on samples comprising largely of 2011 (and 
earlier) Integrated Report data. Both SAICA 
and Deloitte found that approximately 18% 
–20% of companies chose to report sum-
marised financial statements. Furthermore, 
SAICA also found that by including summa-
rised financial statements, the overall page 
length (and the page length of the financial 
statement component) was greatly reduced. 

METHODOLOGY
The companies included in this study are the 
50 largest companies (based on their market 
capitalisation at 31 December 2012) listed on 
the JSE with financial year-ends on or before 
30 September. The 2012 and 2011 Integrated 
Reports of these companies were analysed. 
The final sample comprised 49 companies, as 
Tsogo Sun Holdings Ltd merged with Gold 
Reef Resorts Ltd and therefore did not pre-
pare an Integrated Report for 2011. The sam-
ple represented 52% of the total market capi-
talisation of the JSE at 31 December 2012. 
The following aspects of the Integrated Re-
ports were identified:

• page length of the entire report;
• page length of the financial statement 
component (and by implication);
• page length of the non-financial 
statement component, and
• whether full or summarised annual 
financial statements were included.

As the sample was not found to be normally 
distributed, a non-parametric statistical anal-
ysis test, the Wilcoxon matched-pairs signed-
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2S29(3) essentially requires an explicit statement that the financial information provided is only a summary, details of the 
level of assurance provided for the summary, details of the person responsible for the preparation of the summary and 
information on how to obtain the full set of financial statements.
3There are certainly many other tools and strategies (apart from reducing the length of the financial statements) that a 
company can use to achieve a more concise integrated report. However, this study focuses solely on the option available to 
publish summarised financial statements as a means to achieve a more concise integrated report.
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ranks test4 (Wilcoxon test), was used to de-
termine whether the change in page length 
from 2011 to 2012 was significant, both for 
the overall report and for each of the compo-
nents (financial statement and non-financial 
statement).
 Finally, in order to gain an understand-
ing of the nature and range of the summa-
rised information, those Integrated Reports 
that included summarised financial state-
ments were analysed with respect to the fol-
lowing key information ‘pieces’: whether an 
audit report and basis of presentation accom-
panied the summarised financial statements; 
whether or not there was any reference to 

IAS 34; which Statements were reported and 
which other common or meaningful note 
disclosures were provided.
RESEARCH FINDINGS AND 
INTERPRETATIONS: CONCISENESS OF 
THE INTEGRATED REPORT
 The key findings are summarised in 
Table 1. The study found that the average 
length of Integrated Reports diminished only 
slightly from 190 pages in 2011 to 181 pages 
in 2012 – a change that was not statistically 
significant. This slight decrease comprised a 
large decrease in the average length of the fi-
nancial statement component (from 76 pages 
in 2011 to 59 pages in 2012), which was a 

TABLE 1: 
 RESULTS FOR THE SAMPLE

Companies that included 
summarised financial 

statements

Significant 
change for 

the total 
sample?

Number of 
companies 

% of companies 
reporting in this 
way

Average page 
length of overall 
report

Average 
page length 
of financial 
statement 
component

Average page 
length of 
non-financial 
statement 
component

2012 2011 2012 2011

Companies that included 
a full set of financial 

statements
Total

2012 2011

17 9 32 40 49 49

35% 18% 65% 82% 100% 100%

134 133 206 203 181 190 No

10 11 84 91 59 76

Yes (significant 
at 0.2%)

124 122 122 112 122 114

Yes (significant 
at 0.2%)

4This test involves calculating the difference in page length for each company in the sample; ranking the (absolute) dif-
ferences numerically, and then summing the ranks that were allocated to positive page differences separately from those 
that were allocated to negative page differences.  The summed results are then tested for significance using Wilcoxon-test 
statistical software or tables.



significant decrease at a 0.2% level of signifi-
cance. This decrease was largely offset by an 
increase in the page length of the non-finan-
cial statement component (from 114 pages in 
2011 to 122 pages in 2012), which was also 
found to be statistically significant at a 0.2% 
level of significance.
 The study also found that the number 
of companies opting to include summarised 
financial statements in their Integrated Re-
ports increased from 9 in 2011 to 17 in 2012 
– an increase of 17%. Summarised financial 
statements averaged 10 pages in length in 
2012 (in line with 11 pages in 2011), whereas 
a full set of financial statements averaged 84 
pages in length in 2012 compared to 91 pages 
in 2011. The inclusion of summarised finan-
cial statements resulted in a more concise 
2012 Integrated Report overall (134 pages on 
average versus 206 pages on average when a 
full set of financial statements were includ-
ed). 
 The significant decrease in the aver-
age page length for the financial statement 
component is therefore probably due to the 
increase in the number of companies (17%) 
opting to include summarised financial state-
ments. 
 The increase in the page length of the 
non-financial statement component is possi-
bly due to many companies having included 
their Memorandums of Incorporation (MoI) 
in their 2012 Integrated Reports. The changes 
to the Companies Act have resulted in many 
companies needing to amend their MoIs, and 
the Integrated Report has been used by some 
companies as the vehicle for communicat-
ing these changes. This communication can 
amount to a number of pages (for example, 
Aspen Pharmacare Holdings Ltd provided 
seven pages of MoI information), and it is 
therefore a likely reason for the increase. 
 It is interesting to note that the non-
financial statement component is actually 
slightly longer for companies which include 
summarised financial statements (124 pages 

in 2012 and 122 pages in 2011) than for those 
that report a full set of financial statements 
(122 pages in 2012 and 112 pages in 2011). 
Although the length is not significantly dif-
ferent between the two subsets, the results 
do indicate that companies opting to include 
summarised financial statements have not 
been able to reduce their non-financial state-
ment content; and have therefore not suc-
ceeded in condensing and integrating infor-
mation in the manner described in King III. 
Overall, however, integrated reports have 
not become more concise as the significant 
reduction in the length of the financial state-
ment component has been largely offset by 
the significant increase in the length of the 
non-financial statement component. 

CONTENT OF THE SUMMARISED 
FINANCIAL STATEMENTS
Seventeen companies included summarised 
financial statements within their 2012 In-
tegrated Reports. One of these companies, 
Growthpoint Property Ltd (Growthpoint), 
included summarised financial statements 
spanning only two pages.  These were the 
most concise summarised financial state-
ments in the sample, and comprised a simpli-
fied income statement and simplified balance 
sheet and an accompanying reconciliation of 
the amounts in the simplified statements to 
the statutory statements. 
 Our analysis of the content of the 2012 
summarised financial statements therefore 
focused on the remaining 16 companies (i.e. 
excluding Growthpoint) and the findings are 
represented in Table 2.
 All 16 companies disclosed the four 
primary Statements. There is also consistency 
in disclosure of a headline earnings reconcili-
ation and, to a fair extent, segmental informa-
tion, a basis of presentation, an audit report 
(or opinion) and a statement of compliance 
with IAS 34.
 With regard to the other note disclo-
sure provided, there appears to be some con-
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TABLE 2: 
TYPES OF SUMMARISED 

FINANCIAL STATEMENT INFORMATION PROVIDED

The four primary statements:

•  Statement of Financial Position 
•  Statement of Profit or Loss and Other          
Comprehensive Income 
•  Statement of Changes in Equity 
•  Statement of Cash Flows

Notes No. of Companies

1 16

Headline earnings reconciliation

A basis of presentation

Segmental information

An Audit Report/opinion

A statement of compliance with IAS 34

Analysis of expenses

Capital commitments

Reconciliations of non-current assets
(in some format)

Business combinations

Share capital movements

Contingent liabilities

Details of items within operating profit

Composition of revenue

Related parties and transactions

Exceptional items

Discontinued operations

Financial instrument fair value disclosure

16

2 14

3 14

11

10

8

8

7

5

5

5

4

4

3

2

1

1

Note 1:  Five of the 16 companies included a con-
densed Statement of Cash Flows which varied in lay-
out. Naspers Ltd, for example, presented three lines 
for cash flows from operating, investing and financ-
ing activities (without separately disclosing the un-
derlying cash flow items). Sasol Ltd was less extreme 
in their presentation, condensing only the cash out-
flows for additions to non-current assets (without 
specifying the underlying asset-type acquired). 

Note 2:  Imperial Holdings had the longest summa-

rised financial statements (34 pages) which included 
a comprehensive basis of presentation that reported 
details of new accounting policies adopted, the im-
pact of discontinued operations, subsequent events, 
operating segment descriptions and the impact of a 
change in estimate.

Note 3:  Three companies of the 14 companies, Im-
perial Holdings Ltd, Nampak Ltd and PPC Ltd, in-
cluded complete segmental disclosure as required by 
IFRS 8 Operating Segments.



08 ACCOUNTING PERSPECTIVES IN SOUTHERN AFRICA

sistency in companies choosing to disclose 
the nature of expenses recognised, capital 
commitments, and  a non-current asset rec-
onciliation. Interestingly, the fair value dis-
closure for financial instruments was only 
reported by one company, even though 
this is mentioned as a key disclosure in IAS 
34.16A(j). The omission of this disclosure 
(and others) may be due to the immateriality 
or lack of financial instruments measured at 
fair value for the companies in the sample. 

CONCLUSION
The results of this study show that the pur-
suit of conciseness in integrated reporting re-
mains an elusive goal. However, more compa-
nies (a 17% increase from 2011) have chosen 
to report summarised financial statements, 
and this has significantly reduced the length 
of the financial statement component of the 
Integrated Reports. The length of the non-
financial statement component was found to 
have increased significantly, possibly due to 
companies having included lengthy disclo-
sure related to the amendments to their MoI.
 There was consistency in the nature 
of the summarised financial statements in 
that all companies (apart from Growthpoint 
Ltd) reported the four primary Statements 
(although some included a condensed State-
ment of Cash Flows) and a headline earnings 
reconciliation. Most reported segmental in-
formation, a basis of presentation and a state-
ment of compliance with IAS 34. However 
there was a large variation in the nature of 
additional note disclosure provided.
 Finally, it is anticipated that the pur-
suit of concise integrated reports will con-
tinue to be desirable and necessary for future 
reporting purposes. Further study into un-
derstanding why companies choose to report 
summarised or full financial statements could 
provide useful insights into the requests and 
demands that shareholders are making in 
this regard, and whether an increasing pro-
portion of companies are likely to choose to 

report summarised financial statements in 
future. If this indeed materialises (and once 
the need for MOI disclosure is no longer an 
issue), it may well be the case that the results 
of future similar studies indicate progress 
towards more concise integrated reports. 
Whether or not Mervyn King’s aspirational 
30-page Integrated Report ever becomes a 
reality, however, remains to be seen
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INTRODUCTION¹
The purpose of this research is to consider 
whether or not parent companies, being 
companies which have control over one or 
more subsidiaries, are required to prepare 
separate financial statements. First, we ex-
amine whether or not these companies may 
be legally obligated to prepare these financial 
statements in terms of the Companies Act 
No. 71 of 2008  (Companies Act, 2008). This 
is complemented by considering the require-
ments of International Financial Reporting 
Standards (IFRS), the relevant corporate gov-
ernance literature, and information needs of 
certain users of financial statements to shed 
light on the possible implications for stake-
holders in a situation where a parent com-

pany produces only consolidated financial 
statements. 
 In the interests of brevity, we deal 
only with the ultimate parent of a group of 
companies. Whether or not subsidiary com-
panies are required to prepare individual or 
separate financial statements is beyond the 
scope of this paper.   Further, this research 
does not propose any changes to existing 
IFRS or Company Law. In particular, we do 
not critique the definition of ‘control’ and 
consolidation model outlined in IFRS 3 and 
IFRS 10 or the guidance provided in IAS 27 
(for details in this regard see Hsu et al, 2012). 
Finally, while the research may add to the de-
bate on the what constitutes a ‘reporting en-
tity’ (see International Accounting Standards 

IS THERE A NEED FOR 
SEPARATE FINANCIAL STATEMENTS?

When dealing with a group of companies, the fact that consolidated financial 
statements ought to be prepared is not disputed. What is, however, less 
certain is whether or not separate financial statements of the ultimate parent 
company are still required, given recent regulatory developments. Accordingly, 
this paper explores whether or not it may be reasonable to dispense with the 
preparation of separate financials for these companies when dealing with a 
group of companies applying International Financial Reporting Standards.  

ROBERT GARNETT & WARREN MAROUN

VOLUME 1 . NUMBER  1 . 2013

*Robert Garnett is a Visiting Professor at the School of Accountancy at Witwatersrand University. Warren Maroun is a 
Associate Professor at the School of Accountancy at Witwatersrand University. They would like to acknowledge Lelys 
Maddock for her editorial services. 
¹  Abbreviations included in this report include: International Accounting Standards Board (IASB); International Account-
ing Standard 27: Separate Financial Statements (IAS 27); International Financial Reporting Standard 3: Business Combina-
tions (IFRS 3); International Financial Reporting Standard 10: Consolidated Financial Statements (IFRS 10);International 
Financial Reporting Standard 12: Disclosure of Interests in Other Entities (IFRS 12);  South African Institute of Chartered 
Accountants (SAICA)
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Board [IASB],  2013) this is not the direct ob-
jective of this paper. 
THE REQUIREMENTS OF THE 
COMPANIES ACT
The Companies Act (2008) requires a com-
pany2  to maintain a set of accurate and com-
plete accounting records to ‘satisfy its obliga-
tions’ in terms of this Act and ‘with respect 
to the preparation of financial statements’ 
(s28(1) of the Companies Act, 2008). In turn, 
‘financial statements’ are defined as includ-
ing ‘annual financial statements’ (as well as 
provisional financial statements); ‘interim 
or preliminary reports’; ‘group and consoli-
dated financial statements in the case of a 
group of companies’; and financial informa-
tion ‘in a circular, prospectus or provisional 
announcement of results’ that certain stake-
holders ‘may reasonably be expected to rely 
on’ (s1 of the Companies Act, 2008). 
 The legislation stipulates that ‘if a 
company provides any financial statements, 
including annual financial statements to any 
person for any reason, those statements must 
-(a) satisfy the financial reporting standards 
as to form and content, if any such standards 
are prescribed’ (s29(1)a of the Companies 
Act, 2008, emphasis added). Per the Com-
panies Regulations (2011), this means that 
financial statements, if prepared, would, in 
most cases, need to comply with either IFRS 
or International Financial Reporting Stand-
ards for Small and Medium-sized Entities 
(IFRS for SMEs)3 (Regulation 27). In addi-
tion, financial statements must: 

‘b)  present fairly the state of affairs and 
business of the company, and explain 
the transactions and financial position 
of the business of the company; 
c)  show the company’s assets, liabili-
ties and equity, as well as its income 

and expenses, and any other pre-
scribed information; 
d)  set out the date on which the state-
ments were produced, and the account-
ing period to which the statements ap-
ply;......’ (s29(1) of the Companies Act, 
2008)

In this context, where a company (being the 
ultimate parent together with its subsidi-
aries) prepares a set of consolidated finan-
cial statements, it has prima facie complied 
with the requirements of the Companies Act 
(2008), even if a set of the parent’s separate 
financials do not accompany the consolidat-
ed reports. To satisfy the financial reporting 
standards,  IFRS  requires a parent to prepare 
and present a set of consolidated financials 
where a company has control over one or 
more subsidiaries (IASB, 2011b). Separate 
financials need only be prepared in compli-
ance with IFRS when an entity ‘elects or is re-
quired by local regulations, to present’ them 
(IASB, 2011a, p. A838). Section 29 does not, 
however, expressly mandate the preparation 
of separate financials. Instead, it provides 
that financial statements include ‘group and 
consolidated financial statements’ where a 
‘group’ is defined as a ‘holding company and 
all of its subsidiaries’. Following from this, the 
requirement to present the assets, liabilities, 
incomes, expenses and equity in a manner 
that fairly presents the state of affairs of ‘the 
company’ (s29 of the Companies Act, 2008), 
would need to be read in the context of fi-
nancial statements catering for those of the 
group of companies under review. Therefore, 
by simply preparing a set of consolidated fi-
nancials, a parent company would be able to 
ensure compliance with both IFRS and the 
Companies Act (2008). 
 On a final note, there is nothing in the 

2Being a juristic person incorporated in terms of the Companies Act (2008) or the Companies Act (1973). 
3In this paper we concentrate on full IFRS.
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Companies Act (2008) or IFRS which would 
preclude the parent from preparing a set of 
special purpose financial statements to ser-
vice the information needs of specific stake-
holders. For example, if the profit or loss of 
the parent must be determined for tax pur-
poses, a separate statement of income and 
expenses (determined using the relevant tax 
laws) could be prepared in addition to the 
consolidated financial statements without the 
need to compile and present a set of separate 
financial statements that comply in all mate-
rial respects with IFRS. Accordingly, the mere 
fact that some users may require information 
on the financial position, performance and 
cash flows of the parent, as a separate legal 
entity, should not lead automatically to pre-
paring and presenting a set of general pur-
pose separate financial statements. 

WOULD THE ULTIMATE PARENT’S 
FAILURE TO PREPARE SEPARATE FI-
NANCIALS ADVERSELY AFFECT STAKE-
HOLDERS?
The Conceptual Framework for Financial Re-
porting (The Framework) states that the ob-
jective of financial reporting is the provision 
of useful information to ‘existing and poten-
tial investors, lenders and other creditors in 
making decisions about providing resources’ 
to the reporting entity (IASB, 2010, p. A27). 
Not catered for is preparing financial state-
ments merely to comply with generally ac-
cepted, but outdated, reporting practices. 
Similar to the arguments raised by the Inte-
grated Reporting Committee of South Africa 
(IRC) and the King Code on Corporate Gov-
ernance (King-III), what is needed is mean-
ingful reporting that services the informa-
tion needs of various stakeholders (Institute 
of Directors in Southern Africa [IOD] 2009; 
IRC, 2011). Preparers should, therefore, con-
sider whether or not separate financial state-
ments play a key part in the integrated re-

porting project or are simply a product of a 
legalistic mind-set. 
 Where the latter applies, little benefit 
results from dedicating resources to the prep-
aration and presentation of financial state-
ments that have little, if any, impact on users. 
Instead, preparers should focus on ensur-
ing high quality consolidated financials that 
faithfully present the financial position, per-
formance and cash flows of the group.  Part 
of this would include a concerted effort at ef-
fective segmental reporting (IASB, 2006). If a 
parent forms an integral part of the business 
activity of a group or is a source of material 
operational or other business risks, the provi-
sion of information specific to that segment 
(as part of the consolidated financial state-
ments) would provide useful information to 
users without mandating the preparation of 
a full set of separate financial statements that 
comply with IFRS  (IASB, 2006). This would 
be true even if the legal structure of the group 
was not perfectly aligned with its reporting 
segments (see IASB, 2013). Enhanced seg-
mental disclosure would also ensure that in-
formation which is being regularly reviewed 
by chief operating decision-makers concern-
ing the allocation of resources and assess-
ment of performance and risk is being ac-
tively communicated to stakeholders, in line 
with the requirement for more comprehen-
sive, transparent reporting called for by the 
IRC (2011) and King-III (IOD, 2009).  
 This is not to say that separate fi-
nancial statements would never need to be 
prepared. It is conceivable that a failure to 
prepare separate financial statements could 
prejudice stakeholders. In making this deci-
sion preparers would need to consider, inter 
alia, the nature of any non-controlling inter-
ests, levels of third party debts and the infor-
mation needs of government bodies, trade 
unions and employees. For example, the par-
ent could be more than just an asset-holding 
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company. If it is directly engaged in a high 
social-impact industry that necessitates ac-
tive monitoring by government and trade un-
ions or has material third party loans, it may 
be necessary to prepare separate financials if 
adequate information to service these stake-
holders’ needs has not been included in the 
consolidated financials4. The same may ap-
ply where information about the parent’s as-
sets, liabilities, incomes and expenses would 
be relevant for users but the parent does not 
constitute a reportable segment. In other 
words, where additional disclosure in the 
consolidated financial statements (including 
refined segmental disclosures) is not regard-
ed as the most practical means of servicing 
the information needs of relevant stakehold-
ers, a parent company may elect to prepare 
separate financials. 
 The final decision to prepare separate 
and consolidated financials should, however, 
be informed by a detailed analysis of the in-
formation needs of stakeholders. This should 
take cognisance of the requirement for trans-
parent corporate reporting and the essence of 
King-III and discussion papers on integrated 
reporting.  What is not appropriate is simply 
defaulting to the generally accepted practice 
of preparing both sets of financials despite 
the absence of a clear rationale for doing so.

CONCLUSION
In the context of a group of companies com-
plying with IFRS, consolidated financials 
must be prepared. There is, however, a gener-
ally accepted view that, in addition to these 
consolidated financials, separate financials 
ought to be prepared for the ultimate parent. 
This research has challenged this assumption. 
The Companies Act (2008) clearly requires 
the company to prepare a set of annual finan-
cial statements that complies with the appli-
cable financial reporting framework (IFRS 
for the purpose of this research) (s30(1) & 

s29(1) of the Companies Act, 2008).  The 
definition of ‘financial statements’, however, 
specifically includes ‘group and consolidated’ 
financials. In the absence of specific provi-
sions mandating the preparation of separate 
financial statements, or relevant case law, a 
reasonable interpretation is that the prepa-
ration of consolidated financial statements 
in accordance with IFRS 10 is sufficient to 
discharge the requirements of s30(1) of the 
Companies Act (2008). Provided that the 
failure to prepare separate financials for the 
ultimate parent will not result in a threat to 
corporate transparency and accountability, 
there is little benefit from dedicating limited 
resources to the production of financial state-
ments that add little, if any, value

4Bear in mind that statements of income and expenses for tax purposes could be easily compiled and audited without the 
need to prepare separate or individual financial statements that comply with IFRS
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INTRODUCTION 
Business Analysis and Governance (BAG), is 
a capstone course introduced at the Univer-
sity of Cape Town (UCT) at the start of 2012.  
This paper provides the background to the 
implementation of BAG and also describes 
the nature of the course in broad terms. The 
changes that have been made to the 2013 
course, in light of feedback received from 
students and faculty, are also described.

WHY BAG?
The introduction of the new competency 
based framework by the South African In-
stitute of Chartered Accountants (SAICA) 
resulted in UCT conducting an extensive 

mapping exercise to determine the extent to 
which the College of Accounting was meet-
ing the new requirements.  There were two 
significant issues that needed to be addressed.  
 The first issue was the need to enhance 
the pervasive skills of the students.  SAICA 
has defined pervasive skills as those relating 
to ethics and professionalism, personal attrib-
utes and professional skills.  These pervasive 
skills have been identified as being important 
by SAICA and are included in the new com-
petency based framework¹.  Additionally, 
since assessment often drives student behav-
iour, SAICA has changed the nature of the fi-
nal qualifying exam from 2014 onwards2  and 
it will now be an Assessment of Professional 

LAUNCHING A CAPSTONE COURSE FOR 
UNDERGRADUATES STUDYING TOWARDS 
BECOMING CHARTERED ACCOUNTANTS

This paper describes Business Analysis and Governance (BAG), a course introduced at 
the University of Cape Town (UCT) at the start of 2012, for all final year undergraduate 
students studying towards becoming Chartered Accountants (CA’s).  It is a brief 
summary of the main reasons for the introduction of BAG and also describes the 
nature of the course in broad terms.  It highlights the assessment practices employed 
in BAG and how they were designed to assess pervasive skills in particular.  A brief 
summary of student evaluations is included as well as the changes that have been 
made to BAG in 2013, in light of evaluations received from students and faculty.

PAUL MAUGHAN
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*Paul Maughan is from the University of Cape Town in the College of Accounting.  
¹www.saica.co.za/Portals/0/LearnersStudents/documents/INTEGRITAS-292277.pdf
2www.saica.co.za/Portals/0/news/FAQ_AssessmentProfCompetence.pdf
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Competence (APC).  The APC will consist of 
a case study and the assessment will be par-
ticularly focussed on students demonstrat-
ing professional competence as opposed to 
technical competence.  Some of the pervasive 
skills required for the APC will be the ability 
to research an industry, and analyse complex 
business scenarios as well as clear communi-
cation skills.  
 The second issue identified by UCT 
was the need to cover more Management 
Accounting & Finance material at an under-
graduate level.  This was especially impor-
tant for the B.Com students that are in their 
3rd year as opposed to the Business Science 
students (B.BusSc) who are in their 4th year.  
The B.BusSc students take an additional year 
to qualify as CA’s but they have the advan-
tage of completing additional finance courses 
as well as a final year strategy course.  It was 
therefore felt that the B.Com students espe-
cially required an additional course to high-
light complex finance topics like valuations, 
capital structure and mergers & acquisitions.  

WHAT IS BAG?
Given the need to enhance the pervasive 
skills of students as well as the desire to cover 
more finance content, the decision was taken 
to introduce a new course at the final year un-
dergraduate level.  The decision had the sup-
port of the College of Accounting across the 
respective subjects and a working group was 
tasked with designing the course.  The design 
of the course was not overtly informed by 
existing academic literature but was shaped 
by the ideas generated by the working group.  
The working group had the additional finance 
content as a starting point.  Governance top-
ics were then added as it was felt that these 
were best tested in an integrated manner.  
The focus of the working group then shifted 
to designing assessments that would test per-
vasive skills and that would not be too on-

erous from a resource perspective given the 
large class expected (over 450 students).  The 
teaching model was then aligned to prepare 
students for these assessments.  Additionally 
ideas to enhance pervasive skills, like a JSE 
share trading competition and tutorial pres-
entations by students, were then added to the 
course design.
 
The course is described as follows in the UCT 
student handbook:

Objective: To enable students to inte-
grate and contextualise the technical 
knowledge gained in their accounting 
courses within the South African busi-
ness environment.
Course outline: This is a capstone 
course which reflects on and integrates 
the technical subject matter included 
in the four core disciplines included in 
the Chartered Accountant Finance & 
Accounting B.Com and B.BusSc pro-
grammes (Financial Reporting, Mana-
gerial Accounting & Finance, Auditing 
and Taxation) in a highly contextu-
alised and integrative manner. Inter-
related aspects of these disciplines are 
traced through the Annual Financial 
Statements of several listed South Af-
rican Companies, focussing on the 
analysis and interpretation of the re-
sults and disclosures; financial man-
agement and corporate governance of 
the selected companies, in the context 
of their business environments.  Topic 
areas covered include the analysis and 
interpretation of company results, re-
ports and disclosures in the context 
of the entity’s economic, industry, 
operating and business environment; 
preparation of financial forecasts and 
analysis thereof; valuations including 
consideration of relevant risks and 
assurance procedures; financial man-
agement, corporate financial distress; 
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capital structure, dividend policy, fi-
nancing and cash management, risk 
management, corporate governance, 
internal control, disclosures and sus-
tainability reporting of industries such 
as banking, mining, pension funds; re-
port writing for a designated audience 
or from an appropriate role in relation 
to any of the broad areas covered in 
the course.

HOW IS BAG STRUCTURED?
BAG is a full year course but with only two 
lectures a week (45 minutes each).  Tutori-
als are only presented every second week (90 
minutes each).  Tests (2 hours each) are con-
ducted in April and June and the final exam 
is in September (so as to avoid the final exam 
timetable being too crowded at the end of the 
year).  The final assessment task is a team-
work project completed in the final quarter 
of the year. 

HOW ARE STUDENTS ASSESSED?
Students are understandably resistant to a 
new course being introduced; especially due 
to uncertainty around assessment.  Given 
the importance of pervasive skills, UCT de-
cided to require that all students wanting to 
proceed to the postgraduate diploma in ac-
counting (PGDA) would need to achieve a 
final mark of 60% or above for BAG.  The in-
tention of the higher progression rule was to 
emphasise to students that this course would 
require hard work to proceed into PGDA.
 

The assessments in 2012 were designed as 
follows:

1. Tests and Exam:
  April Test 2 hrs 10%
  June Test 2 hrs 20%
  Sept Exam 2 hrs 50%
2. Teamwork Project 15%
3. Tutorial effort mark           5%
Total              100%

GIVING EFFECT TO BAG - TESTS AND 
EXAM
It was decided that tests and the exam would 
each be two hours in length and comprise of 
80 marks.  The structure in 2012 was as fol-
lows:

Business analysis = 50% of Tests and Exam
Students are informed the day before the as-
sessment of the identity of the company that 
will form the basis for the analysis.  The ques-
tion paper includes extracts from the finan-
cial statements of the company and students 
are asked to provide insightful business anal-
ysis.  The “required” from the April test for 
example was as follows:

Write a memorandum to the invest-
ment committee of a major asset man-
agement firm commenting on the per-
formance of Clicks for 2011 and 2010.  
You must include a Du Pont analysis 
for the two years concerned and com-
ment on the significant changes that 
arise from this analysis. 
In completing your memorandum, 
you should also make use of your 
knowledge of the key macroeconom-
ic factors and any other factors that 
would have impacted the performance 
of Clicks.
Please make use of the financial re-
sults available in order to support your 
analysis. [10% of the marks will be 
awarded for clear and logical presenta-
tion] 

Research question = 25% of Tests and Exam
A few months before the assessment, students 
are presented with three or four research 
questions.  These are open-ended, topical and 
related to the work lectured during the term.  
Only one of the questions will be asked dur-
ing the assessment but students are not made 
aware of which one it will be. An example of a 
research questions asked during 2012 is given 
below (with the mark allocation in brackets):
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What is LIBOR and why is it impor-
tant? (5)  
Barclays and other financial institu-
tions have been accused of manipulat-
ing LIBOR, how and why would they 
have done so?  (10)  
What further actions are expected as a 
result of this scandal?  (5)  

A topic from the term that needs to be em-
phasised = 25% of Tests and Exam
This is a question embedded in a real life sce-
nario, emphasising a particular part of the 
curriculum taught during the term.  In the 
first quarter there was an emphasis on strat-
egy and risk management and this was as-
sessed by providing extracts from Pick and 
Pay’s Annual Report and then asking stu-
dents the following questions: 

1. Briefly identify and describe Pick n 
Pay’s competitive strategy. (3) 
2. Pick n Pay has identified different 
business strategies. Two of these stra-
tegic initiatives include the following:
Construction of centralised distribu-
tion centres 
Smart shopper 
Explain how these two initiatives sup-
port Pick n Pay’s competitive strategy. 
(2x2 each=4) 
3. You are considering opening a Pick 
n Pay franchise store in a newly de-
veloped shopping centre. There is 
currently no other anchor tenant in 
the centre, and you believe that the 
introduction of a Pick n Pay store 
will greatly increase the number of 
shoppers visiting the centre. You are, 
however, aware that there are benefits 
and risks associated with franchising.                                           
Discuss the benefits and the risks of 
opening a Pick n Pay franchise store. 
(10)

In the second quarter there was a large focus 
on valuation and so students were presented 
with relevant cashflow information and were 
then required to perform a valuation of Sasol.
 In the third quarter the question re-
volved around risk management and Edcon 
was used as the basis for the question.  A de-
scription of the Edcon business was provided 
and students were then asked to identify the 
five major risks facing the business and what 
the appropriate audit response should be.  

TEAMWORK PROJECT
For the final quarter, students are placed in 
teams of four or five within their tutorial 
groups.  The students were allowed to choose 
their partner from their tutorial group but 
the tutors decided the composition of the 
groups in order to maximise diversity (i.e. 
they aimed to join diverse pairs together in 
order to make the final teams).  Each group 
was then allocated a JSE listed company and 
needed to merge, acquire or be acquired by 
another “company” in the class.  This project 
was the focus of lectures and tutorials for the 
final quarter and drew on much of the knowl-
edge acquired over the course of the B.Com 
or B.BusSc programme.  
 The project had several small delivera-
bles and was assessed in the following man-
ner:

Element    %
Display card      3
Company introduction    7
Company valuation   10
Analysis of M&A opportunities 20
Tutorial presentations  10
Final hand-in    50
Total              100
Bonus or Penalty          +-10
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On the advice of the UCT Dean of Com-
merce, who has established a successful 
simulation project in Economics, thorough 
documentation was provided to students at 
the start of the project so that there was lit-
tle ambiguity on the assessment of the pro-
ject.  A website (VULA) was also employed 
for the duration of the project and queries 
could therefore be handled centrally and in a 
forum that other students could easily access.  
Below are selected extracts from the project 
information received by students:

Concluding a successful merger or 
acquisition:

  In this simulation, a company 
can only conclude one deal.  In other 
words it has to choose to merge with 
a company, acquire a company or be 
acquired by a company but it can’t 
choose more than one of these actions.  
It can of course choose to do nothing 
but then forgoes 20% of the final hand-
in mark.
  In order for a M&A to be con-
sidered concluded, all the team mem-
bers of both teams need to sign an 
agreement before midnight on 13 Oc-
tober (i.e. no deals can be concluded 
from Sunday 14 October onwards).  
The agreement must mention the price 
agreed as well as the form that the pay-
ment shall take (i.e. share swap, cash 
etc.).  This agreement must be included 
in the final hand-in for both teams and 
therefore two copies should be signed 
(this is the only Appendix allowed).  
Once an agreement has been reached, 
you must immediately announce the 
deal on VULA >Chat>M&A deal an-
nouncements.  This is to prevent word 
leaking before it is announced (see 
bonus or penalty information below) 
and it also ensures that other compa-
nies that might have been pursuing a 
deal with you are aware that that is not 

going to happen.
  The 20% mark for completing 
an M&A might not be awarded if it is 
felt that a team has concluded a deal 
that is severely unfavourable to share-
holders.  You must be keen to conduct 
an M&A but not on terms that destroy 
value for your shareholders.

 This project culminated in a Grand Fi-
nale where three finalists for the BAG M&A 
deal of the year were announced.  The “deals” 
were chosen based on their SENS announce-
ments but the finalists were not informed 
until the moment they were asked to present 
to the entire class and judging panel (which 
consisted of members of faculty as well as a 
well-known asset manager).  All the students 
therefore arrived at the Grand Finale with an 
expectation that they might be called upon to 
present before the entire class and answer a 
few questions from the judges.  Based on stu-
dent evaluation (completed by 465 of the 522 
students), the event was successful and of all 
the innovations included in BAG, this M&A 
project was the most successful at encourag-
ing the growth in pervasive skills as students 
were required to research, negotiate and pre-
sent. The M&A project was also the subject of 
an article in Finweek (Dream Deals, 20 De-
cember 2012). 

TUTORIAL EFFORT MARK
The final component of the BAG mark, the 
tutorial effort mark was used to encourage 
students to come prepared to tutorials.  Tu-
tors randomly choose 5 weeks to collect the 
tutorial work prepared by students.   If ap-
propriate effort had been demonstrated they 
received 1%, if not, they got 0%.  The empha-
sis was on effort, and not accuracy, so as to 
incentivise students to engage with the mate-
rial even when they might not grasp all the 
concepts examined.
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SOME FURTHER IDEAS TO ENCOUR-
AGE GROWTH IN PERVASIVE SKILLS
BAG students were encouraged to form 
groups and compete in the JSE/Liberty Life 
Investment Competition.  The competition 
runs for a period of 6 months and requires 
students to manage R1m over that period.  
Students were therefore required to follow the 
JSE over that time and also conduct research 
on companies in order to make informed in-
vestment decisions. A prize was provided for 
the top group and the class was kept updated 
over the course of the year with the invest-
ment returns achieved by all the teams.  The 
top BAG group in 2012 was also placed 2nd 
nationally. 
 All the tutorials were conducted by 
Academic Trainees and there was extensive 
guidance provided beforehand on how to 
best facilitate every tutorial.  Teaching tech-
niques included class debates, group pres-
entations and surprise tutorial activities that 
required every student to vote on particular 
topical business issues and then justify their 
decision.    

STUDENT EVALUATIONS
The final student evaluation, even though it 
only records student perceptions, confirmed 
that the pervasive skills were helped by BAG.  
In response to the statement “The course has 
helped to develop my pervasive skills as de-
fined by SAICA”, the 465 students that com-
pleted the evaluation were dispersed as fol-
lows:

Strongly agree 34% 
Agree   51%
Neutral  13%
Disagree    2%
Strongly disagree   1%

Students were then asked to “Comment on 
which pervasive skills in particular have been 

developed by BAG (i.e. ethics, personal and 
professional skills)”.  
The comments were overwhelmingly posi-
tive that the pervasive skills were being ad-
dressed and the M&A project was seen as 
the assessment most effective in this regard.  
Nevertheless, reflection based on the student 
evaluation and a staff discussion forum, did 
result in changes in the next year.

CHANGES TO THE 2013 BAG COURSE
The Teamwork Project captured the attention 
of students which although desirable, meant 
that they were distracted from their other 
courses during the important 4th semester.  
This was by far the biggest suggestion for im-
provement from students in the course eval-
uation. The project has therefore been started 
in the 1st semester and deliverables are less 
concentrated at the end of the year.  A fur-
ther change was to focus on fewer sectors (for 
example retail, mining and healthcare com-
panies) and to include both South African 
and international companies.  This is in re-
sponse to comments in the course evaluation 
that some groups were allocated companies 
that were extremely small compared to their 
peers.  In 2013, only large JSE companies are 
included along with their international peers.  
This has also resulted in students needing to 
be more familiar with US GAAP as well as 
international news.
 A further change was that the research 
questions have been made more general us-
ing only keywords and are now referred to as 
research areas.  This was in light of feedback 
that students were merely memorising their 
responses to the research questions and that 
these were sometimes borrowed from their 
peers. 
 The company that will be used for 
business analysis in the assessment is also re-
leased 72 hours before the assessment (rather 
than 24 hours) so as to more closely mirror 
the SAICA APC case study approach.
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 A further development was that Tsb 
Sugar Holdings (Tsb)3, a 100% owned sub-
sidiary of Remgro, approached UCT on the 
basis of the Finweek article (Dream Deals, 
20 December 2012) and an optional project 
has been launched that invites BAG students 
to submit ideas to Tsb on how it can expand.  
Tsb has provided a prize to the students that 
generate the best suggestions and the inclu-
sion of a real life company seeking growth 
has created great energy in the class.

CONCLUSION
The introduction of a new course at final year 
level met with initial resistance as the cur-
riculum was already regarded as full.  Stu-
dents however grew to appreciate that BAG 
was not primarily teaching new content but 
was providing opportunities to enhance per-
vasive skills. It was pleasing to note that the 
response of 85% of the students who partici-
pated in the course evaluation was that the 
pervasive skills were enhanced by BAG.  
 The BAG course has the potential to 
be implemented at more universities that are 
looking to develop student’ pervasive skills.  
Many lessons have been learnt during the 
launch of BAG and the College of Account-
ing would be keen to pass these on to other 
interested parties.  
 There is a considerable amount of re-
search that has been conducted on the im-
plementation of capstone courses and it has 
been acknowledged that this literature needs 
to be explored further by the BAG team.  The 
initial BAG working group largely ignored 
this literature and this needs to be corrected. 
Members of the College of Accounting are 
engaged in further studies in Higher Educa-
tion and that task will form part of their fu-
ture studies

3www.tsb.co.za
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INTRODUCTION 
Transparent reporting on the financial po-
sition, performance and cash flows of a 
company is paramount for allowing capital 
providers to make informed investment de-
cisions while safeguarding the integrity of 
capital markets (Barth, 2008; Canada, Khun 
and Sutton 2008; International Accounting 
Standards Board [IASB], 2010a]. From a ne-
oliberal perspective, the result is significant 
market pressure to provide comprehensive, 
high quality disclosure in financial state-
ments to aid decision-making (Barth, 2008; 
IASB, 2010a). Rather than see the integrated 
reporting project as a paradigm shift in cor-
porate reporting which de-emphasises finan-

cial information, one may argue that calls for 
more holistic reporting simply re-emphasise 
the relevance of both financial and non-
financial metrics (Institute of Directors in 
Southern Afirca [IOD], 2009; International 
Integrated Reporting Commitee [IIRC], 
2011; Integrated Reporting Committee of 
South Africa [IRC], 2011). As a result, the 
extent to which companies comply with the 
disclosure requirements of International Fi-
nancial Reporting Standards (IFRS), as well 
as the quality of this information, is impor-
tant¹. This is especially true when it comes to 
gauging the ‘level’ of disclosures provided in 
terms of IFRS 7: Financial Instruments: Dis-
closure given the broad applicability of the 

GAUGING THE EXTENT OF 
IFRS 7 DISCLOSURE  

The on-going financial crisis has highlighted the need for effective disclosure 
of financial information to aid the investor decision-making process. One area 
of financial reporting that has received considerable attention is the disclosure 
required in terms of IFRS 7 largely due to the standard’s broad applicability 
and risk-orientated focus. This research considers the IFRS 7 disclosures of 29 
South African listed companies for the four years, 2008 to 2011 to determine if 
companies are complying with the disclosure prescriptions of select IFRS. The 
research finds that, over the five years under review, companies are disclosing 
more IFRS 7-required information and identifies areas for future related research. 
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complex and subjective evaluation of financial statements. This is, however, an inherent limitation of the study as discussed 
in Section 5.



accounting standard (see IASB, 2010a). 
 Briefly, IFRS 7 requires a combination 
of qualitative and quantitative information to 
be included in an entity’s financial statements 
on the nature of its financial instruments 
and related risk exposure. For example, the 
standard requires information about the 
maximum exposure to credit risk on differ-
ent classes of financial instruments including 
hedging or other policies introduced to mit-
igate those risks (IASB, 2010a). IFRS 7 was 
introduced after the IASB took the position 
that ‘users of financial statements need spe-
cific information about an entity’s exposure 
to risks and how those risks are managed’ 
for the purpose of assessing better an entity’s 
ability to generate returns (IASB, 2010a, IN2). 
Simultaneously, the proliferation of financial 
instruments (IASB, 2010b), coupled with 
an increased emphasis on risk management 
and disclosure in the context of the financial 
crisis commencing in 2007/2008 (South Af-
rican Institute of Chartered [SAICA], 2013; 
IOD, 2009), necessitates the provision of 
high quality disclosures in connection with 
financial assets, liabilities and equity instru-
ments. For these reasons, this paper provides 
a simple measure of the extent to which listed 
South African companies include IFRS 7 dis-
closures in their annual financial statements. 
Although descriptive, using the extent of 
IFRS disclosure as a proxy for useful financial 
reporting allows the research to also provide 
an initial, albeit simplified, perspective on the 
quality of financial reporting in South Africa 
at a time when the country is transitioning to 
more integrated reporting aimed at enhanc-
ing corporate transparency and improving 
investment decision-making (IRC, 2011). 

BACKGROUND
The IASB (2010b) maintains that the ultimate 
objective of financial reporting is to:

‘Provide financial information about the 
reporting entity that is useful to existing 
and potential investors, lenders and other 
creditors in making decisions about pro-
viding resources to the entity. Those de-
cisions involve buying, selling or holding 
equity and debt instruments, and provid-
ing or settling loans and other forms of 
credit’ (IASB, 2010b, OB 2)

The use of IFRS has been championed on 
the grounds of providing consistent deci-
sion useful information about firm perfor-
mance which has the potential to lower the 
cost of capital (Barth, 2008; IASB, 2010b). At 
the same time, high quality international fi-
nancial reporting standards lower the costs 
of preparing financial statements simultane-
ously reducing the costs incurred by users in 
interpreting financial statements prepared in 
multiple jurisdictions which, in the absence 
of IFRS, would be based  on local generally 
accepted accounting principles (Barth, 2008). 
Given changing risk environments, the need 
to provide high quality decision-useful in-
formation is made all the more pertinent 
(Shaked and Sutton, 1981; IASB, 2010c). Of 
particular importance for the purpose of this 
research are the provisions of IFRS 7 which 
purport to enable users to assess the signifi-
cance of financial instruments for an entity’s 
financial position and performance and the 
nature and extent of the risks associated with 
these instruments (IASB, 2010c). 
 The 1990s saw the need to revise ex-
isting presentation and disclosure practices 
in the financial statements of financial insti-
tutions (IASB, 2010a). Changes in the man-
ner in which banks and similar organisa-
tions were managing their core activities, 
including risk exposures, necessitated more 
comprehensive risk-based disclosure (IASB, 
2010a; PwC, 2012). In this context, IFRS 7 
was issued in August 2005.  The proliferation 
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of financial instruments, however, meant that 
the scope of the accounting standard was ex-
panded (IASB, 2010a; PwC, 2012). Rather 
than dealing with the financial sector alone, 
IFRS 7 currently applies to any organisation 
with financial instruments (Condon, 2008; 
IASB, 2010c). The result is that virtually eve-
ry entity will be impacted by the provisions 
of the standard. Its objective is to provide 
disclosures that will enable users to evaluate 
the significance of financial instruments for 
an organisation’s financial position and per-
formance and the nature and extent of the as-
sociated risks, including how an organisation 
manages those risks (IASB, 2010c). This in-
cludes qualitative and quantitative informa-
tion about the nature of an entity’s financial 
instruments, including technical informa-
tion on an entity’s exposure to credit, liquid-
ity and market risk (IASB, 2010c). In October 
2008, the IASB published an exposure draft 
to enhance further disclosure about fair value 
and liquidity risks2. The amendments were 
issued during March 2009. 
 In each instance, changes in the ac-
counting requirements are driven by the need 
for improved decision-useful information, 
including an awareness of the importance of 
corporate transparency and accountability 
(Barth, 2008; IASB, 2010c). This is especially 
true when it comes to organisational risk ex-
posure, management and related disclosures 
per IFRS 7 (Condon, 2008; IASB, 2010c; 
IASB, 2010a). The global financial crisis com-
mencing in 2007/2008 which, inter alia, saw 
the demise of several leading financial insti-
tutions and raised concerns about the valu-
ation of derivatives and exposure to risk as 
a result of financial instruments has empha-
sised the importance of these disclosure pro-
visions. Complementing this is the increased 
focus on the compliance with accounting and 
governance standards (SAICA, 2013). The 
result is that the IFRS 7 disclosures provided 

by the top 40 companies listed on the Johan-
nesburg Stock Exchange (JSE) are expected 
to increase over the period 2008 to 2011.   

METHOD
An IFRS 7 disclosure checklist was devel-
oped. Each disclosure requirement was cross-
referenced to the respective provision(s) of 
the standard and sequentially numbered. 
The checklist included, on average, 273 indi-
vidual disclosure items applicable from Janu-
ary 2007 used to score each set of financial 
statements under review. For this purpose, 
the respective disclosure provisions were not 
ranked according to their perceived useful-
ness to the users of the financial statements. 
Although this detracts from the exploratory 
potential of the study, it avoided importing 
bias when gauging the extent of compliance 
with IFRS 7. 
 Only the companies consistently in-
cluded in top JSE’s top 40 index over the 
four years under review were included in the 
study. The result was a sample of 29 compa-
nies representing more than 67% of the total 
market capitalisation of the JSE. Individual 
company characteristics, including the sec-
tor in which the companies operate, were not 
specifically considered. 
 A simple spread sheet was used to 
aggregate final results. Where a disclosure 
requirement was complied with (includ-
ing those early adopted) a value of ‘1’ was 
assigned. A ‘nil’ score was assigned when a 
disclosure required by IFRS 7 was not found. 
Disclosure requirements that did not pertain 
to a company, or which were introduced by 
an amendment to IFRS 7 but had not been 
early adopted, were marked ‘not applicable’. 
A final IFRS 7 score (or ‘disclosure score’) 
was computed being the ratio of the total dis-
closures in the annual financial statements 
to the total number of applicable disclosures 
required by IFRS 7. To ensure ease of inter-

2Certain disclosures required by IFRS 7 were removed and added to IFRS 13.Further evaluation of these disclosures is, 
however, beyond the scope of this report. 
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pretation of the findings, we use simple de-
scriptive statistics to gauge the level of IFRS 7 
disclosure over time. 
 To ensure validity and reliability of 
the findings the final checklist was piloted to 
ensure its accuracy and completeness. Dur-
ing the data collection phase of the study the 
scoring process was also reviewed by the pri-
mary researcher to ensure consistent and ac-
curate scoring. 

RESULTS
The extent of IFRS 7 disclosure compliance 
is summarised in Figure 1 which shows the 
number of companies per disclosure score 
category. As expected, 2008 had the lowest 
level of compliance. Nine companies provid-
ed less than 50% of the relevant IFRS 7 dis-

closures in their annual financial statements. 
Only one entity scored in excess of 90%. 
This should be contrasted with the situation 
in 2011 where 6 companies scored less than 
50% and 14 more than 90% on the disclosure 
checklist.
 Figure 2 (page 26) summarises the 
cumulative change in disclosure scores from 
2008 to 2011. Ten companies showed mar-
ginal improvements in their extent of com-
pliance with IFRS 7. These were most often 
those companies that had scored relatively 
highly on the checklist during the 2008/2009 
financial years. The remaining companies, 
however, had increases in the extent of IFRS 
7 disclosures between 25% and 90%. 
 Compliance with the amendments to 
IFRS 7 as the respective effective dates be-

FIGURE 1: IFRS 7 COMPLIANCE CATEGORIES
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come applicable provides only a partial ex-
planation for the increase in extent of IFRS 
7 disclosures, especially when considering 
those companies with a disclosure score in-
creasing by 40% or more. Although these 
results are purely descriptive, in the opinion 
of the authors, it is interesting to note that 
the increase in IFRS 7 disclosure over 2008 
to 2011 coincides with the increased focus 
on risk identification and management, cor-
porate accountability and the need for high 
quality corporate reporting (cf Barth, 2008; 
IASB, 2010c). In particular King-III (IOD, 
2009), the IRC (2011) and IIRC (2011) have 
emphasised the importance of holistic re-
porting that pays particular attention to the 
connection between the identification and 
management of risk and allude to the im-
portance of high quality financial reporting 

FIGURE 2: CUMULATIVE INCREASE IN IFRS 7 
DISCLOSURE FROM 2008 TO 2011
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in this regard. The activities of the Financial 
Reporting Investigations Panel should also 
not be overlooked, especially its role in pro-
moting consistent application of IFRS in the 
name of improved financial reporting quality 
(SAICA, 2013). Apart from companies be-
coming more familiar with the requirements 
of IFRS 7, and amending their reporting sys-
tems to accommodate its provisions, in the 
context of the on-going financial crisis, it 
may very well be the case that an added sense 
of public scrutiny goes hand-in-hand with 
an increase in the extent of compliance with 
IFRS 7.

CONCLUSION
This paper has gauged the changes in the 
extent of IFRS 7 disclosures by 29 of South 
Africa’s largest listed companies from 2008 
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to 2011. We find that in each year under re-
view, companies provided more IFRS 7 dis-
closures in their annual financial statements 
with most companies providing at least 80% 
of prescribed disclosures. Although the find-
ings are descriptive and do not test possible 
causes for the change in disclosure practices, 
it may be the case that the introduction of 
King-III, the integrated reporting project and 
added sense of the importance of effective 
risk management are contributing to drive 
for compliance with IFRS 7.  
 A number of limitations must, how-
ever, be noted. Most importantly, there is no 
guarantee that the increase in IFRS 7 disclo-
sure is synonymous with higher quality fi-
nancial reporting. This research has used a 
disclosure checklist simply to avoid subjec-
tive evaluation of financial statements and 
provide a base for future research. Financial 
statements must, obviously, do more than 
just ‘tick the boxes’ of checklists.  More ex-
ploratory research is, therefore, needed to as-
certain if South African companies are pro-
viding meaningful risk-related disclosures in 
their financial statements or if the increase in 
disclosure is merely indicative of a legalistic 
approach to financial reporting. In addition, 
the research has only considered a sample of 
29 South African listed companies over the 
period 2008 to 2011. Expanding this sample 
size and the time period under review would 
provide more robust results, as would the use 
of more sophisticated modelling to quantify 
the effects of variables influencing the extent 
of compliance with IFRS disclosure require-
ments
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