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W E LCO M E

WE HAVE PLEASURE IN WELCOMING 
readers to the  third issue of Accounting 
Perspectives in Southern Africa. We trust 
that the four articles it contains relate to 
matters which readers will find relevant and 
interesting.
 Given the feeble state of the South 
African economy at present, it is perhaps apt 
that the first article deals with the question of 
business rescue; it incorporates a specific case 
study giving insight into the practicalities of 
business rescue.
 The second article also deals with a 
matter which the country would be better 
off without – and which has particular 
accounting issues, namely, load-shedding.
 The third article reflects on an issue 
of disclosure in the public sector; it analyses 
state-owned enterprises, and how they 
disclose their risks, comparing them with the 
private sector.
 Finally, preparers of integrated reports 
will have exercised their minds on the 
question of assurance; the final article reports 
on the outcomes of an interview process with 
auditors and preparers, giving insight into 
the type of assurance model that may prove 
effective.
 We are pleased that three of the four 
articles reflect research conducted by post-
graduate students, all at the University of 
the Witwatersrand. This is consistent with 
our desire to support younger, emerging 
researchers in their work.
 We are also pleased to report that a 
prize is now awarded for the article judged 
to be the best in every two issues. The first 
such prize, sponsored by PriceWaterhouse 

Coopers was awarded to the Raemaekers and 
Maroun article on risk disclosure by listed 
companies, which appeared in the previous 
edition. In future, this prize will be presented 
to the winner at the annual Meditari Research 
conference. 
 Once again, we are publishing very 
much towards the end of the year. However 
the pipeline for next year is promising, and 
we hope that there may be sufficient support 
for us to publish twice a year. Our reviewers 
have been enormously supportive, and we 
wish to express a particular word of thanks to 
them. 
 Finally, a further word of thanks to 
Graham Terry and Jacqui Arendse who 
have come of the editorial board as their 
circumstances have changed, and a word of 
welcome to Cynthia Mbili, from the auditing 
profession, Mandi Olivier from SAICA and 
Prof Nirupa Padia of Wits University, who 
have joined the board.

Geoff Everingham and Kurt Sartorius

Editors
December 2015
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INTRODUCTION 
Since the inception of the Companies Act of 
2008 (the Act), the concept of business rescue 
has been contentious. It has been an alternative 
to liquidation of several well-known entities 
such as 1Time and Top TV (Wassman, 2014). 
The business rescue proceedings of 1Time 
proved to be unsuccessful when 1Time filed 
for liquidation late in 2012 (Lefifi, 2012) while 
Top TV was saved by the purchase of 20% 
of the share capital of Top TV by Chinese 
media group StarTimes (Thomas, 2014).  
Business rescue success stories remain in the 
minority, which brings into consideration 
whether business rescue actually provides an 
opportunity successfully to save a business 
or if it is merely a way to prolong imminent 
liquidation (Wassman, 2014) and with the 
resulting accounting implications.
 In South Africa, companies are 
required to apply International Financial 
Reporting Standards (IFRS). However, if the 
company in business rescue is likely to cease 

operations as a result of its financial distress, 
the relevance of IFRS becomes questionable. 
If the company is not seen to be a ‘going 
concern’, as defined in the Conceptual 
Framework, then it is implicit that another 
basis for accounting should be used. 
 This report offers an initial perspective 
on whether or not a company in business 
rescue should apply IFRS when preparing 
financial statements. The report argues 
that a company in business rescue does 
not necessarily satisfy the going concern 
assumption and, accordingly, should not be 
applying IFRS. The argument is supported by 
a review of the low success rate of business 
rescue in South Africa, a review of a mining 
company which entered into business rescue 
and the Companies Act implying that 
business rescue can be used as an alternative 
to liquidation in the winding up of a company. 

BUSINESS RESCUE 
The Companies Act introduced the concept of 

BUSINESS RESCUE: ACCOUNTING 
FOR ‘GLORIFIED LIQUIDATION’

The use of business rescue as an alternative to liquidation is an issue which has arisen since 
the inception of the business rescue system in South Africa. The purpose of this paper is to 
explore whether the business rescue system is merely being used as a method of avoiding 
imminent liquidation or whether it is being used as a tool in rescuing companies facing 
financial difficulty. If business rescue is used merely as a way of prolonging liquidation, 
then it needs to be assessed whether or not a company in business rescue is a going 
concern and whether or not it should apply IFRS.
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business rescue in South Africa in line with the 
global increase in the restructuring of companies 
in financial distress (Whittaker, 2015). 
 There are two built-in requirements of 
s129 of the Act, which must be satisfied before 
the commencement of business rescue1. The 
first requirement is that the Board of Directors, 
in the case of a voluntary business rescue , has 
reasonable grounds to believe that the company 
is “financially distressed” as defined in s128 of 
the Act. The definition of “financially distressed” 
makes use of the concept of commercial 
insolvency, namely the inability of a company 
to service its debts as they become due and 
payable within the ensuing six months, rather 
than factual insolvency, where the company’s 
liabilities exceed its assets (Erasmus, 2014). 
 The second requirement of s129 of 
the Act provides that there needs to be a 
reasonable prospect of rescuing the company. 
This requirement has proved to be an area of 
conflict as the wording of the Act itself does not 
provide the standard of proof (Wassman, 2014). 
Furthermore, little case law exists on the matter, 
owing to the relative infancy of the concept of 
business rescue. It seems that a company need not 
prove that the rescue will succeed but merely that 
a reasonable prospect exists (Wassman, 2014). 
This provides the opportunity for companies to 
enter into business rescue proceedings even when 
there is no real intent to salvage the operations of 
the company. 

INTERPRETING THE BUSINESS RESCUE 
DEFINITION
In the definition of “business rescue” in s128 of 
the Act, there are two objectives provided: (1) 
reorganisation of the business; or (2) if this is not 
possible, to provide a better return for creditors. 
The definition in the Act clearly identifies 
reorganisation of the business with the aim 
of actually rescuing the business as a primary 
objective. However, business rescue may be used 
solely to pursue the secondary goal of securing 
and facilitating a better return for the creditors or 

shareholders of the company than would result 
from immediate liquidation (Eliot, 2014). 
 The secondary objective of the definition 
contradicts the second requirement for business 
rescue proceedings contained in the Act. It seems 
impossible that if business rescue is embarked on 
in an aim to provide a better return for creditors 
in the ultimate wind up of the company, there 
also exists a reasonable prospect of rescuing the 
company as required in section 128 of the Act. 
 The Act has established a very important 
principle: there is no need for business rescue 
proceedings actually to rescue the company. 
This is evidenced by the secondary objective of 
the definition of business rescue; in providing a 
better return to creditors in the winding-up of 
operations, the company is not rescued at all, as 
operations are ceasing. Therefore, it is appropriate 
for a business rescue plan to provide for the sale 
of the entity’s operations or the cessation of the 
operations of the company. As a result, some 
have interpreted business rescue as “glorified 
liquidation” (Pretorius cited in Ensor, 2014) with 
the result that the relevance of the going concern 
assumption, necessary for the application of 
IFRS, must be carefully considered.

BUSINESS RESCUE AND THE GOING 
CONCERN ASSUMPTION
The Conceptual Framework states:
 “It is assumed that the entity has neither the 
intention nor the need to liquidate or curtail 
materially the scale of its operations; if such an 
intention or need exists, the financial statements 
may have to be prepared on a different basis and 
if so, the basis used is disclosed” (Conceptual  
Framework par 4.1, 2010) 
 The Conceptual Framework establishes 
that when a company has the intention or need 
to liquidate or curtail materially the scale of its 
operations, the financial statements may have to 
be prepared on a different basis. The issue that 
arises is that there is currently no definitive basis 
to apply when reporting the financial information 
of a company which does not satisfy the going 
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Framework)
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concern assumption.
 A company which is in business rescue 
may not satisfy the going concern assumption 
as the company was, and possibly continues to 
be, financially distressed as defined in the Act. 
If attention is given to the definition in the Act 
if the company is financially distressed, it is 
unlikely that the company will be able to settle 
its debts in the following six months. While the 
term “foreseeable future” is not defined in the 
Conceptual Framework, it is established in IAS 
1 that management should consider at least 
twelve months from the end of the reporting 
period when assessing whether application of the 
going concern assumption is appropriate (IAS 
1, par 26). The fact that a company is unable to 
settle debts as they become due in the ensuing 
six months brings into question the ability of 
the company to continue operations as a going 
concern for at least twelve months as liquidation 
becomes likely in the event that the company is 
unable to pay its creditors. 
 Business rescue proceedings do not have 
an automatic termination through effluxion 
of an allocated time period (Levenstein, 2012). 
Due to the lack of a time clause with regard to 
the life-span of rescue proceedings, these may 
extend over several financial reporting periods. 
In terms of section 30 of the Act, a company 
should prepare annual financial statements 
within six months of the end of its financial year.  
Therefore, the consideration of whether or not 
the company should apply IFRS in preparing 
its general purpose financial statements finds 
relevance when the company is in business 
rescue proceedings.
 An important fact to consider is that 
each business rescue proceeding is unique. 
The business rescue plan depends on several 
facts and circumstances such as the objective 
of embarking on business rescue, the major 
creditors who are responsible for the approval 
of the plan, the degree of financial distress, the 
business rescue practitioner and the objective of 
the board of directors of the company in business 
rescue. Therefore, it cannot be indisputably 
implied that when a company commences 
business rescue proceedings, it automatically 
ceases to be considered a going concern. In 
fact, if the business rescue plan places focus 

on restructuring the company in an attempt to 
rescue the company from its financial turmoil, it 
is likely that the company should be regarded as 
a going concern, provided that liquidation is not 
very likely due to an overly ambitious business 
rescue plan. 
 The next section examines the low 
success rate of business rescue in South Africa 
and its impact on the going concern assumption 
applied by companies in business rescue. 

SUCCESS RATE OF BUSINESS RESCUE 
There is international evidence that only 5% of 
business rescue cases are successful  (Whittaker, 
2015). While South African studies are under 
way to determine the success rate of business 
rescue in a South African context, there are 
estimates that the success rate sits somewhere 
between 10% and 12% (Whittaker, 2015). 
 According to the Companies and 
Intellectual Property Commission’s (CIPC’s) 
latest statistics, there have been 1398 business 
rescue proceedings since May 2011, when the 
regime was first introduced (Ensor, 2014). By July 
2014, 939 of these were still active and 459 had 
terminated—172 on substantial implementation 
or completion of the rescue plan, 176 on 
abandonment of business rescue and 101 by 
means of liquidation (Pretorius cited in Ensor, 
2014). These statistics show a roughly estimated 
12% success rate. 
 It is evident that business rescue in South 
Africa, while more successful than the global 
average, is largely unsuccessful. The majority of 
the business rescue proceedings terminated since 
May 2011 have been terminated due to liquidation 
or abandonment, which substantiates that 
business rescue, really is a “glorified liquidation” 
(Pretorius cited in Ensor, 2014). As business 
rescue has been proven to be largely ineffective, 
it cannot be concluded beyond a doubt that a 
company in business rescue proceedings is a 
going concern. 
 Unfortunately, what the statistics do 
not show is whether the business rescue plans 
initiated since May 2011 aimed at rescuing the 
company or rather providing a better return 
for creditors, the so-called secondary objective 
of business rescue. The successfully terminated 
business rescue proceedings will include those 
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that resulted in the ultimate winding up of the 
company with the aim of maximising return 
to creditors. If business rescue proceedings are 
commenced with the secondary objective, the 
company is ultimately wound up; this suggests 
that the company is not a going concern but 
is likely to cease operations in the foreseeable 
future. Thus, the number of companies whose 
operations are “rescued” as a result of the 
proceedings and enabled to continue operations 
is even lower than 12%. 
 Restoring a company is not the only route 
to business rescue in South Africa (Thomas, 
2014). Trade sales of companies as a means of 
repaying creditors are gaining ground in South 
Africa (Moosa cited in Thomas, 2014). Southgold 
Exploration Pty Ltd (Southgold) is one example 
of a company which was rescued by a trade sale.

SOUTHGOLD AND THE GOING 
CONCERN ASSUMPTION2 
Southgold is a South African mining and 
exploration company that voluntarily entered 
business rescue proceedings on 14 September 
2012 when the board of directors determined 
that Southgold was financially distressed.

SOUTHGOLD OPERATIONS AND 
BUSINESS RESCUE 
Southgold was a wholly-owned subsidiary of 
Great Basin Gold Ltd, a public company which 
was listed on the Johannesburg, New York and 
Toronto Stock Exchanges.  Southgold’s principal 
asset was the Burnstone mine (the Mine) located 
in the Mpumalanga province. Southgold had 
been awarded a renewable licence during 2009 
by the Department of Mineral Resources and 
commercial mining and production of gold ore 
commenced in 2011. 
 During August 2012, operations at 
the Mine were suspended due to Great Basin 
Gold Ltd’s review of the liquidity position of 
the company. The parent company decided to 
dispose of the Southgold operations in order to 
settle the various amounts owing to creditors. In 

an attempt to seek protection from its creditors, 
Southgold was placed into business rescue. This 
was especially important for Southgold as, if the 
company had been liquidated, the mining right 
would revert to the South African government. 
The licence to mine was substantially the entire 
value of Southgold and without the licence there 
was no operation of which to dispose. 
 At a board meeting on 14 September 
2012, the directors concluded that Southgold was 
financially distressed and voluntarily commenced 
business rescue proceedings in terms of Chapter 
6 of the Act. Shortly after commencing business 
rescue proceedings, the parent company 
obtained a loan for USD35 million to service 
working capital requirements of the Burnstone 
mine and Hollister mine (a mining operation in 
the United States of America); of which USD11 
million was utilised for the orderly suspension of 
the Burnstone operations and the placement of 
Southgold’s assets under care and maintenance. 
 During the last quarter of 2012, JP Morgan 
was appointed as a transactional advisor and the 
process for locating a buyer for Southgold or the 
Mine was commenced. Of the numerous pre-
bid letters submitted, five potential buyers were 
identified but it was ultimately Witswatersrand 
Consolidated Gold Resources (Wits Gold) that 
was identified as the buyer in the business rescue 
plan released by the parent company on 8 July 
2013. 
 The business rescue plan incorporated 
the sale of the entire share capital to Wits 
Gold. The initial capital outlay required by 
Wits Gold amounted to USD7.5 million which 
was described as a ‘magic deal’ by the CEO of 
Wits Gold at an effective 10 cents-to-the-dollar 
(Creamer, 2013). The business rescue plan also 
provided for the settlement of the amounts owed 
by Southgold to secured and unsecured creditors 
prior to the sale to Wits Gold. 

SOUTHGOLD AS A GOING CONCERN
From the date that the board made the decision 
to cease operations at the Mine, they intended 

2All information pertaining to Southgold is from The Southgold Business Rescue Case Study (the case study) prepared 
by Warren Maroun and Prof Robert Garnett. All information in the case study is obtained from publically available 
information.



affected by the decision to enter business 
rescue proceedings. Southgold is only one 
example of other cases that provide evidence 
of the use of business rescue as a prolonging of 
the ultimate winding-up of operations of the 
company, a glorified liquidation. Companies 
applying business rescue in accordance with 
the second objective should not be applying 
IFRS, as the ultimate intention of the objective 
is to wind-up operations rather than continue 
operations. 
 The fact that current business rescue 
legislation allows for this to occur indicates 
flaws in the system. However, as business 
rescue becomes more established and more 
Court orders are handed down, it is hoped 
that the system will be used more for what it 
is actually intended to do: rescue a company 
from ceasing operations due to financial 
turmoil and enabling the company to 
continue as a going concern. 
 It is incorrect to suggest that business 
rescue will never find success in South Africa. 
The legal regime is still new and as practitioners 
become more experienced, it is probable that 
the dismal success rate will start to increase 
and statistics will show more companies 
coming out of business rescue proceedings 
as successfully rescued businesses. However, 
until this time, companies entering business 
rescue cannot indisputably stipulate that they 
satisfy the going concern assumption. 
 As there is currently no IFRS which 
sets out the accounting for a company 
that does not satisfy the going concern 
assumption, each company needs to establish 
what the information needs of the users of 
the financial statements are in order to know 
what information to present. The company 
should aim to present the economic reality 
of being in business rescue proceedings that 
is largely influenced by the business rescue 
plan, the future of the company
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to sell the operations of Southgold. The loan 
acquired by the parent company and allocated 
to Southgold was to maintain the Mine, rather 
than to continue operations at the Mine. When 
the business rescue proceedings commenced, 
the process of finding a suitable buyer for either 
Southgold or the Mine, presumably whichever 
would fetch the highest amount, was immediately 
initiated. Business rescue was initiated by 
the board because they were avoiding being 
liquidated before any sale could occur due to 
the dismal liquidity position of Southgold. It is 
evident from the facts identified that there was 
never any intention to salvage the operations 
of Southgold but rather to generate a better 
return to creditors in the ultimate winding-up 
of the operations at the Mine. While Southgold 
acted in accordance with the Act when filing for 
business rescue, the economic reality was that if 
the company had not filed for business rescue, it 
would have been liquidated. 
 The going concern assumption in the 
Conceptual Framework speaks both to intention 
and the need to curtail operations. Southgold has 
suspended operations and the parent company 
intended to dispose of the operations. Therefore, 
the underlying assumption of going concern that 
the company would continue in operations in the 
foreseeable future was not satisfied.
 While Southgold is used as an example, 
the conclusions drawn cannot be said to apply 
to every company entering business rescue. 
However, Southgold was acting in accordance 
with the secondary objective of the definition of 
business rescue contained in the Companies Act 
in entering business rescue, as other businesses 
have done, yet there was never any intention to 
continue operations in the foreseeable future.

CONCLUSION
It has been argued that when a company 
commences business rescue, there needs to be 
close consideration of whether the company 
is, in fact, a going concern and whether the 
company should apply IFRS when presenting 
financial information. Southgold entered 
business rescue to seek protection from its 
creditors but the intention to dispose of 
operations at the Mine were not actually 
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ACCOUNTING FOR LOAD-SHEDDING

Eskom’s practice of load-shedding has become entrenched in the mechanisms of South 
African commerce and has had a material impact on companies’ reporting results (Public 
Protector South Africa 2008). This paper investigates the need for unique accounting 
treatment of load-shedding and proposes preliminary disclosure to be included in the 
integrated report. This disclosure is informed by three underlying principles evident in 
IFRS and in the accounting philosophies of stewardship and neoliberalism: (1) period of 
focus, (2) conditions for recognition and (3) value of measurement. It was found that users 
of financial statements required specific disclosure of load-shedding in the integrated 
report and that users preferred disclosure dominated by notions of stewardship, rather 
than neoliberalism.

PIETER SWART1
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INTRODUCTION 
‘Load-shedding’ is the practice of interrupting 
the electricity supply to certain areas at 
predetermined times “to avoid a total collapse 
of the electricity supply grid” (Eskom, 2015). 
The first spell of load-shedding in 2008 cost 
the South African economy R57 billion. The 
economy also contracted by an annualised 
1,3% in the second quarter of 2015, owing 
partly to an electricity shortage (Statistics 
South Africa, 2015, Moneyweb, 2015b). 
Forecasts concerning more severe load-
shedding, such as a 10% decrease in the 
available capacity of electricity, estimate a 
4,6% decline in South African GDP in 2015 
(Volkwyn and Kleynhans, 2014). 
 An investigation by the Public Protector 
of South Africa found that companies 

absorb much of this cost, which has “caused 
substantial financial losses to many business 
operations” (Public Protector South Africa 
2008, p. 6). According to a recent survey of 
companies conducted by the accounting 
firm BDO, load-shedding was found to affect 
operating costs most significantly, with 31% 
of and 25% of respondents claiming it had a 
‘High Negative Impact’ and ‘Low Negative 
Impact’ respectively (BDO, 2015). Despite the 
significance of load-shedding and its material 
effect on the reporting results of entities, 
there is no specific guidance for reporting on 
the effect of load-shedding in a company’s 
integrated report. Entities currently apply 
International Financial Reporting Standards 
to account for past events that are indirect 
results of load-shedding, such as the costs 

¹Pieter Swart, School of Accountancy, University of the Witwatersrand
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of acquiring and maintaining generators or 
alternative sources of power2, as well as the 
impact of damage to equipment as a result 
of inadequate shut-down procedures. These 
costs can be significant and have a negative 
impact on the ability of organisations to create 
and sustain value in the short- and long-term 
(Cape Chamber of Commerce and Industry, 
2014; BDO, 2015). As a result, in addition 
to the requirements of IFRS, the purpose of 
this paper is to offer initial recommendations 
for reporting the effects of load-shedding in 
a company’s integrated report.  This will be 
achieved by considering the principles in 
IFRS, the guidance offered by the International 
Integrated Reporting Council and the need 
to balance accountability with the provision 
of forward-looking useful information in 
integrated reports (Murphy et al, 2013). The 
intention is not to propose amendments to 
existing accounting standards, but to apply 
key principles by analogy to complementary 
reporting on the effects of load-shedding 
within the integrated report but outside of 
the annual financial statements.

THEORETICAL FRAMEWORK AND 
DEVELOPMENT OF SURVEY  
INSTRUMENT 
The objective of financial reporting is to 
meet the needs of users (Zeff, 2013). The 
context of financial reporting – stewardship 
and neoliberalism – can be used to create 
a point of reference from which to extract 
information pertaining to load-shedding that 
will meet these needs. 
 Stewardship is grounded in the 
traditional notion of the agent’s responsibility 
for the management of the principal’s assets. 
As a result financial information is useful 
to the extent that it enables accountability 
(Whittington, 2008). The financialisation of 
the global economy has caused greater focus 
on forward-looking investment decisions, 

evinced by neoliberalism, which emphasises 
the provision of useful information to a wider 
spectrum of users (including current and 
future investors) (Ravenscroft and Williams, 
2009; Zhang and Andrew, 2014). Financial 
reporting has recently developed to be 
influenced less by stewardship and more by 
neoliberalism (Hopwood, 1987). Given the 
ever-changing nature of financial reporting, 
it is not submitted that stewardship and 
neoliberalism are mutually exclusive. There 
exist, however, three prevailing contrasts 
between them, which in this paper are called 
underlying principles: (1) period of focus; (2) 
conditions for recognition; and (3) values of 
measurement (Whittington, 2008). Each of 
these principles is explained in the context 
of existing IFRS with an emphasis on the 
accounting for liabilities, since load-shedding 
is most likely to result in the depletion of 
economic benefits. 

PERIOD OF FOCUS
In order to evaluate the integrity of 
management in its role as steward of the 
shareholder’s assets, past events are more 
important to advocates of stewardship 
(Ravenscroft and Williams, 2009). 
Neoliberalism, however, focuses on forward-
looking financial information (Whittington, 
2008). In IAS 373, only anticipated future 
events that are independent of an entity’s 
future actions are recognised, hence 
the prohibition in paragraph 63 of the 
recognition of future operating losses (IASB, 
1998, par. 19, par. 63). IFRS 2⁴ overrides 
this principle of IAS 37: future events need 
not be independent of future actions to be 
recognised; the expectation that employees 
will become entitled to share options⁵  in the 
future drives their recognition in the current 
period, despite the fact that this “vesting” is 
somewhat dependent on the entity’s (and 
the employees’) future actions, and will only 

274% of companies have responded to load-shedding in this manner, according to the BDO survey  
3International Accounting Standard 37: Provisions, Contingent Liabilities and Contingent Assets
⁴International Financial Reporting Standard 2: Share-based Payment
 ⁵Other types of share-based schemes (such as share appreciation rights) are not considered, since they are less prevalent.
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occur at a fixed future date (IASB, 2008a). 
The past event (in this case, vesting) is not 
essential in IFRS 2.
 In IFRS there is seldom a clear divide 
between a complete focus on the past or on 
the future because accounting standards are 
driven by ever-shifting historical and political 
trends (Hopwood, 1987). Although elements 
of both the past and the future are present in 
the measurement of most items, it is possible 
to determine which period is favoured by a 
particular standard: the future (for example, 
IFRS 2) or the past (for example, IAS 37).

CONDITIONS FOR RECOGNITION
Conditions for recognition can be broad or 
narrow. The application of prudence found 
in stewardship results in narrow conditions, 
whereas neoliberalism can be viewed as 
having broader conditions for recognition 
(Whittington, 2008). IAS 37 requires that 
an economic loss be probable in the future 
in order to recognise a provision (IASB, 
1998). IFRS 3⁶  requires only that a fair value 
be reliably estimated, which allows for the 
recognition of previously unrecognisable 
contingent liabilities (IASB, 2008b). This fair 
value incorporates a range of probabilities – 
the higher the probability, the greater the fair 
value. It follows that there exists a spectrum 
of reporting conditions which includes:

•Past occurrence
•Possibility of occurrence one period⁷  
into the future
•Possibility of occurrence in the period 
covered by management’s budgets and 
forecasts

VALUES OF MEASUREMENT
The measurement of a liability can, generally, 
be either an internally computed figure or an 

external fair value. Stewardship is dominated 
by internal measurement, which focuses on 
management’s performance in minimising 
and estimating costs, whereas the neoliberal 
paradigm concentrates on more subjective 
external fair market values (Whittington, 
2008, Zhang and Andrew, 2014). In IFRS 9⁸, 
for example, fair value is used as an initial 
recognition value of measurement (IASB, 
2013). IAS 37 is more internally-focused: it 
requires management’s best estimate for the 
measurement of a provision (IASB, 1998). 
Internal values of measurement include:

•Direct costs⁹  
•Indirect costs (including opportunity 
costs such as foregone revenue)
•Changes in cash flows as estimated by 
management 
•An entity-specific discount rate 
determined by management
(Whittington, 2008).

External values of measurement are:
•The change in fair value of the reporting 
entity
•A premium required to indemnify 
the entity against losses pertaining to a 
particular liability 
(Macve, 2015).

THE NEED FOR UNIQUE TREATMENT 
OF LOAD-SHEDDING
Integrated reporting was implemented to give 
a “true and fair view” of a company (Eccles 
and Saltzman, 2011, p. 58). The compulsory 
preparation of an integrated report by 
companies listed on the Johannesburg 
Stock Exchange highlights its significance 
in a South African context (Raemakers and 
Maroun, 2014).  The integrated report is not 
restricted only to IFRS-mandated financial 
statements and disclosures. The International 

⁶International Financial Reporting Standard 3: Business Combinations
⁷The distinction between ‘one period into the future’ and ‘period covered by management’s budgets and forecasts’ is made
because of the increasing uncertainty as estimates are made further into the future.
⁸International Financial Reporting Standard 9: Financial Instruments
⁹Direct costs of load-shedding are mentioned in Section 1 of this paper.
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1⁰81 responses were received from accountants in public practice (both users and preparers) and those in the academic 
sphere

<IR> Framework (IR Framework) includes 
“connectivity of information” as one of the 
guiding principles of the integrated report, 
stating that: “an integrated report should 
show a holistic picture of the combination, 
interrelatedness and dependencies between 
the factors that affect the organization” (IIRC, 
2013, p.16). Owing to its recent prevalence 
(Moneyweb, 2015a), a comprehensive picture 
of a South African company must include the 
impacts of load-shedding.
 The principles-based nature of the 
integrated report allows for the inclusion of 
any information which users themselves will 
perceive to be important. The King Code 
of Governance for South Africa (King-III) 
counsels that: “those who prepare integrated 
reports should give the readers the forward-
looking information they want” (Institute 
of Directors, 2009, p. 12). Consequently, if 
users require specific disclosure about load-
shedding, such disclosure should be included 
(see Atkins et al, 2015, Raemaekers et al, 
2015). The remainder of this paper describes 
how users’ requirements relating to the 
treatment of load-shedding are determined.

METHOD
The three underlying accounting principles 
discussed in Section 2.1 in terms of 
stewardship and neoliberalism informed 
the development of a survey which was 
distributed to professional accountants1⁰. 
Respondents were required to choose an 
option between 1 (strongly disagree) and 5 
(strongly agree) for each suggested reporting 
option. The following categories, based on 
the underlying principles, were included in 
the final survey:

(1) PERIOD OF FOCUS 
•Present
•Future (next reporting period)
•Future (period covered by budgets and 
forecasts)

(2) CONDITIONS FOR RECOGNITION 
•Expenses incurred in current period
•Load-shedding in effect in current period
•Load-shedding possible in next period
•Load-shedding highly probable in next 
period
•Load shedding possible in period covered 
by budgets

 
(3) VALUES OF MEASUREMENT 
(CURRENT EFFECT) 

•Foregone revenue
•Direct costs
•Direct and indirect costs
•Change in fair value of reporting entity
•Current effect should not be quantified

 
(4) VALUES OF MEASUREMENT (FUTURE 
EFFECT) 

•Changes in future cash flows due to direct 
costs
•Changes in future cash flows due to direct 
and indirect costs
•Premium to indemnify reporting entity 
against future losses
•Future change in fair value of reporting 
entity
•Future effect should not be quantified
•Future effect should be discounted

(5) OTHER DISCLOSURE 
•Current and future effect should be 
aggregated
•Current and future effect should be 
separated
Additional information suggested for 
inclusion:
•Qualitative information about nature of 
costs
•Management’s plans to mitigate the effects 
of load-shedding, including the outcome 
and success of these plans
•Estimated duration of load-shedding
•Accuracy of management’s predictions
•Number of instances expected to occur
•Whether or not load-shedding is currently 
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in effect 
 Results were analysed using 
descriptive statistics. Examining variations 
in responses according to respondent 
characteristics such as level of experience 
or place of employment was beyond the 
scope of this research. 
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shedding in the current period (Mean score 
= 4.1605). This condition was preferred 
to a high probability of load-shedding in 
the future (which had the second-highest 
mean score in this category of 3.5185) by 
a statistically significant margin, with a 
p-value of 0.0000 [t(80) = 8.3160]. Incurral 
of current period costs can be construed as a 
narrow condition for recognition, similar to 
that proposed by the school of stewardship 
(Whittington, 2008). Even if load-shedding 
is highly likely to take place in the future, its 
effect must not be recognised unless losses of 
a similar nature have already been sustained 
in the current period.  

VALUE OF MEASUREMENT
Respondents required that the current 
effect include direct and indirect cash flows, 
whereas the future effect should include 
only direct cash flows1⁴, which reveals an 
inclination towards the cost-based measures 
of stewardship (Whittington, 2008). 
Measuring the current effect using direct- 
and reasonably allocated indirect costs 
(Mean score = 3.8148) was favoured over 
using the change in fair value of the reporting 
entity (Mean score = 3.0123) by a statistically 
significant margin (p = 0.0000, t(80) = 
8.8866). When comparing users’ preferences 
for direct cash flows over fair value changes 
for the future effect, a p-value of 0.0000 was 
again obtained [t(80) = 9.0351]. 

OTHER DISCLOSURE
The disclosure of management’s plans to 
mitigate the effects of load-shedding and the 
success of these plans was the only statement 
which had a mode of 5 (strongly agree). 
Ninety-one per cent of respondents either 
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FIGURE 1: SURVEY QUESTIONS – MEANS 
AND MODES 11
An analysis of Figure 1, supported by 
untabulated statistical analysis, yields the 
following results:
 Because of the importance of 
interpreting users’ relative preferences 
regarding different options within the same 
category, rather than the users’ preferences 
for one option in isolation, t-tests of the 
differences in mean values of responses 
in the same category (such as period of 
focus or conditions for recognition) were 
performed12.

PERIOD OF FOCUS
Sixty-two per cent of respondents either 
disagreed or strongly disagreed with the 
inclusion of only qualitative information 
but respondents prioritised reporting on the 
current effect (Mean score = 4.2346) over 
reporting on both the current and future 
effects either within the next period (Mean 
score = 4.0741, t(80) = 3.1414, p = 0.002413) 
or over the period covered by managements’ 
budgets (Mean score = 3.9506, t(80) = 
4.6208, p = 0.0000). The difference between 
the mean scores of one future period 
(4.0741), as opposed to the entire period 
covered by budgets (3.9506), was also found 
to be statistically significant, with a p-value 
of 0.0012 [t(80) = 3.3567], revealing that 
respondents were more inclined to focus 
on a period as close to the current period as 
possible – one of the ideals of stewardship 
(Whittington, 2008).

CONDITIONS FOR RECOGNITION
The favoured condition for recognition was 
the incurral of costs pertaining to load-

11Legend: 1 – Strongly disagree; 2 – Disagree; 3 – Neutral; 4 – Agree; 5 – Strongly agree
12Statistical analysis performed using Stata 13.
13P-values for t-tests of differences of means. All values have been rounded to four decimal places. All tests performed using α 
= 0.05.
1⁴The difference in mean scores for the difference between only direct future cash flows (3.5062) and direct and indirect future 
cash flows (3.3704) for the measurement of the future effect is statistically significant, with a p-value of 0.0068 [t(80) = 2.7761]. 
This difference is unsurprising when considering the high degree of uncertainty involved in estimating indirect future costs.
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agreed or strongly agreed with this statement. 
 The three highest-ranking disclosures 
of the six suggested inclusions were 
(in descending order of mean scores): 
management’s mitigation plans, whether or 
not load-shedding was in effect at the end 
of the period, and qualitative disclosure on 
the nature of costs incurred. The differences 
between second- (4.0864) and third highest 
(4.0370) mean scores are not statistically 
significant, with a p-value of 0.1028 [t(80) 
= 1.6503]. The difference between the 
third- (4.0370) and fourth highest mean 
scores (3.9012, which relates to disclosing 
the estimated duration of load-shedding) 
is statistically significant, with a p-value 
of 0.0039 [t(80) = 2.9746], revealing that 
respondents favoured information relating 
to current load-shedding over information 
about its future effects and duration – 
further evidence of reporting based on the 
principle of stewardship over neoliberalism 
(Whittington, 2008).
 It is of interest to note that the above 
survey categories all produced results 
more inclined towards stewardship than 
neoliberalism. The preferred condition 

for recognition – the incurral of current 
period costs – can be construed as a narrow 
condition for recognition. The fact that 
respondents were more inclined to focus 
on a period as close to the current period as 
possible is evidence of a inclination towards 
stewardship, as is the fact that respondents 
favoured information relating to current 
load-shedding over information about its 
future effects and duration (Whittington, 
2008)
 Despite portraying data relating only 
to a single question, Figure 2 is far more 
significant and conclusive than Figure 1. 
Ninety-one per cent of respondents agreed 
or strongly agreed with the statement that 
specific reporting on load-shedding is 
necessary. This reveals that, although the 
precise treatment of load-shedding could 
further be deliberated and investigated, some 
separate disclosure is essential to eliminate 
the current incongruity between the needs 
of users and the inclusions of preparers. 
Continued omission of disclosure specific to 
load-shedding is not feasible if users are to be 
given useful information for decision making 
purposes.

SURVEY RESPONSES TO THE QUESTION REGARDING SPECIFIC REPORTING 
ON LOAD-SHEDDING
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CONCLUSION
The results of this paper show that users 
require more comprehensive disclosure on 
the effects of load-shedding on the reporting 
entity and that this information is likely to 
be dominated by principles of stewardship. 
Although no change to IFRS is suggested, 
the scope of the King-III integrated report 
includes information required by users, and 
promotes the quality of this information 
(IOD, 2009, Atkins et al, 2015). Since users 
explicitly require information about load-
shedding (Figure 2), it follows that future 
integrated reports need to be supplemented 
with load-shedding disclosure. In order to 
fulfil the purposes of both King-III and the 
IR Framework, inclusion of load-shedding in 
the integrated report is necessary.
 This paper proposes only an initial 
outline for further expansion. The preferred 
disclosures identified in the previous section 
are an exploratory guideline for future 
development. More research is required to 
ascertain precisely the information users in 
all spheres will need to render the current 
integrated report satisfactory with regard to 
its treatment of load-shedding
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THE RISKY BUSINESS OF
STATE-OWNED COMPANIES: 

HOW THEY REPORT ON IT

Following the introduction of principles on the governance of risk in the King Code on 
Corporate Governance (King III), many studies have been undertaken into the disclosure 
practices of South African companies. An area of research that remains unexplored is 
that into the integrated reporting of State-owned companies. This study therefore adds 
to the body of literature on integrated reporting in South Africa, by examining the extent 
of risk disclosures by State-owned companies from 2012 to 2014. The research finds that 
the improvements made by State-owned companies in disclosing their risks matches that 
made by their corporate counterparts. However, the study also finds that it does not seem 
as if the disclosures are made in the spirit of integrated reporting – additional research 
needs to be conducted on the quality of risk disclosures in State-owned companies.   

NADEEM MAHOMED1
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INTRODUCTION
Integrated reporting was introduced as a direct 
response to the 2006/2007 global financial 
crisis (Integrated Reporting Committee of 
South Africa [IRCSA], 2011). The discussion 
paper released by IRCSA (2011) recognised 
the need to reform how companies 
communicated with their stakeholders. In 
a corporate world that continued to permit  
socio-economic inequality and the creation 
of value through the depletion of capital 
assets, it was envisioned that the integrated 
report would be a “representation of the 
company’s performance in terms of both 
its finances and its sustainability” (Institute 
of Directors in Southern Africa [IoDSA], 
2009). In this context, there is a growing 

body of local research which examines the 
extent to which companies are reporting 
on different performance metrics in their 
integrated reports (for examples, see 
Raemaekers, Maroun & Padia, 2015; Carels, 
Maroun & Padia, 2013; Solomon & Maroun, 
2012; Atkins & Maroun, 2015) and explores 
stakeholders’ perceptions of the integrated 
reports of some of the country’s largest listed 
companies (Atkins & Maroun, 2015). 
 The development of integrated 
reporting in the public sector has, however, 
been largely overlooked. While the 
preparation of an integrated report is a 
default2 requirement for companies listed 
on the Johannesburg Stock Exchange 
(JSE), the preparation of integrated reports 

¹Nadeem Mahomed, School of Accountancy, University of the Witwatersrand
2The JSE’s listing requirements do not explicitly make mandatory the preparation of an integrated report but in effect this 
is the outcome 
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is not a specific requirement for State-
owned companies in South Africa. In 
light of the recent and widespread failures 
of State-owned companies (IoDSA & 
PricewaterhouseCoopers [PwC] 2011; 
Munduga, 2014), their ability to apply the 
guidance contained in King-III as effectively 
as their private counterparts have must be 
questioned. In particular, Raemaekers et al. 
(2015) find that there is a growing awareness 
of the importance of disclosing key risks and 
related mitigation strategies. To this end, the 
purpose of this study is to evaluate the extent 
to which State-owned companies disclose 
risk-related matters in their integrated or 
annual reports and to add to the existing 
literature investigating the impact that the 
integrated reporting initiative has had on 
corporate reporting in South Africa.

LITERATURE REVIEW
Amran, Bin and Hassan (2008) identify 
risk-management through internal control 
and governance as the primary means of a 
company achieving its plans and objectives. 
Following many corporate scandals and 
company collapses, the misconception 
has developed that the only benefit to risk 
reporting is that it assists stakeholders in 
their decision-making processes. Dobler 
(2008) contends that the disclosure of risks 
in the integrated report can be used as “an 
instrument for risk handling” (p. 189). 
 Makiwane and Padia (2012) describe 
transparency and accountability as being 
“at the heart of integrated reporting and 
[forming] the important pillars of corporate 
governance” (p. 423). By basing choices on 
what to disclose upon these guiding principles, 
and offering a balanced disclosure of positive 
and negative information, management 
would make it easier for stakeholders to 
distinguish between those risks which pose 

a threat to the company and those which 
can be managed to the company’s benefit 
(Makiwane & Padia, 2012). By taking an active 
step in addressing the risks a company faces, 
the company “protects and creates value” 
for its stakeholders (Amran et al., 2008). 
Management must, therefore, disclose the 
steps taken to protect the company’s value, to 
keep with the spirit of integrated reporting. 
It is submitted that this is equally relevant 
in the public sector due to the important 
role that State-owned companies and other 
organs of State play in job creation and 
stimulating economic growth (Shkolnikov & 
Wilson, 2009). In research which Solomon, 
Solomon, Norton and Joseph (2000) carried 
out, it was found that there is a perceived 
strong link between risk disclosure and the 
reform of corporate governance, further 
illustrating why risk disclosure is essential 
in the integrated reports of State-owned 
companies.
 Prior research shows that a gap in the 
principles of good corporate governance exists 
between governments in emerging countries 
and those of developed countries (Makiwane 
and Padia, 2012). This is a matter of concern, 
considering that emerging countries are “often 
plagued by corruption, bribery, political 
patronage and officials who want to advance 
their own interests at the expense of social 
development” (Shkolnikov & Wilson, 2009; 
cited in Makiwane & Padia, 2012 pg. 424). 
Poor corporate governance further stunts 
economic growth, deepening poverty as 
money allocated to social development is lost 
to corruption (Shkolnikov & Wilson, 2009), 
while evidence supports the notion that an 
increase in the disclosure of forward-looking 
information and the transparent disclosure 
of risks leads to improved market efficiency 
(Dietrich, Kachelmeier, Kleinmuntz, & 
Linsmeier, 2001).
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RISK DISCLOSURE THEMES
King-III (IoDSA, 2009) discusses the 
importance of the ‘governance of risk’ 
and identifies different ‘elements’ of an 
effective risk-management and reporting 
system. It is complemented by a large body 
of professional literature produced by, 
inter-alia, PricewaterhouseCoopers [PwC] 
(2009, 2014), KPMG (2009, 2010, 2012) 
and the Global Reporting Initiative (GRI) 
(Raemaekers & Maroun, 2014). These are 
summarised in Table 1; reproduced – with 
permission – from Raemaekers et al. (2015)  

METHOD
As a quantitative study, this research evaluates 
the extent of risk disclosures in State-owned 
companies in South Africa but the study does 
not focus specifically on  the quality of those 
disclosures.
 This study followed a similar approach 
to that of Raemaekers et al. (2015). Data was 
collected from the integrated reports of State-
owned companies from 2012 to 2014 in order 
to quantify the extent of risk-disclosures. 
The integrated report, being a “single, high-
quality integrated report” (Raemaekers et 
al., 2015) as outlined by King III and IRCSA 
(2011), was the only report examined and 
used for the purposes of this study.
 A total of 128 State-owned companies 
exist in South Africa but only the integrated 
reports of State-owned companies which 
published integrated reports every year 
during the period examined by the study 
were considered. This left 51 companies. The 
final sample represented the largest 20 State-
owned companies, by revenue (see Appendix 
A).
 Focusing on the largest State-owned 
companies reduces the negative effect that 
resource-, time- and system-constraints of 
smaller companies would have had on the 
preparation of the integrated reports and the 

extent of disclosures in these (Carels et al, 
2015). 
 A risk disclosure summary (Table 1), 
developed by Raemaekers et al. (2015), was 
used to evaluate the risk disclosures of the 
integrated reports. For each one of the eight 
themes, where a disclosure was included 
in the report, a value of ‘1’ was assigned. 
No evaluation of the quality of the risk 
disclosures was made. The approach does, 
however, mean that the extent of risk-related 
disclosures may be overstated. This is an 
inherent limitation of the study.  Where no 
disclosure relating to the theme was made, 
a value if nil was assigned. A spreadsheet3 
was used to collate the results and compute 
a total risk disclosure score per report (the 
minimum being zero and the maximum 
being 8), determined per company per year 
during the period which this study covers.  

RESULTS
Figure 1 illustrates the mean disclosure 
scores of the integrated reports, per category, 
over the period 2012 to 2014. As seen in the 
figure, the disclosure of risks in State-owned 
companies has generally improved steadily 
since 2012. 
 The themes with the highest mean 
scores over the period as a whole were 
‘Overall risk disclosures’ (0.55), ‘Delegation 
of Risk Responsibilities’ (0.87) and ‘Key 
risks and disclosures’ (0.55). In the analysis 
of the integrated reports, the disclosures 
relating to these themes were in most cases 
generic and appeared duplicated directly 
from the previous year’s integrated report. As 
Raemaekers et al. (2015) discovered, there is a 
possibility that the preparers of the integrated 
reports are dealing with risk disclosures as a 
“check-the-box exercise” (PwC, 2014).  This 
could either be due to a lack of understanding 
of how to prepare an integrated report, as 
argued  by  Solomon and Maroun (2012), 

3Available from the author upon request
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Monitoring of risk-
management

The board is responsible for ensuring adequate monitoring of risk-management practices 
and policies. In particular, risk indicators should be identified and monitored for changes in 
facts or circumstances (IoDSA, 2010; KPMG, 2012).

Key risks and disclosures

The directors report should contain a description of the principal risks and uncertainties 
facing the company (PwC, 2009) including, inter alia, strategic, operational and financial risks 
(IRCSA, 2011). An indication of the company’s risk-management performance – including a 
comparison with planned performance – should be provided (EY, 2011a). Clear reporting on 
financial and non-financial metrics associated with material risks is essential (IRCSA, 2011). 
To assist companies with the disclosure of key risk issues, King-III includes a number of 
‘minimum’ and ‘recommended’ disclosures such as a statement on the board’s responsibility 
concerning risk-management and a summary of how the board has satisfied itself that risk 
assessments, responses and interventions are effective (IoDSA, 2009).

Risk assessments

King-III requires a formal risk assessment taking into account risk-management policies and 
procedures, including a company’s risk tolerance levels. This process should be mindful of the 
relationship between risks and the organisation’s strategic objectives and must include the 
board’s review of the company’s risk register and planned response to identified inherent and 
residual risks (EY, 2011b; KPMG, 2009, 2012).

Additional disclosures

In addition to King-III, several professional publications provide guidance on risk-related 
disclosures. For example, EY (2011a) offers suggestions on where various risk-related issues 
should be included in an integrated report. 

Overall risk disclosure

Commentary 

It is the responsibility of the board to appreciate that performance, strategy, sustainability and 
risk are inseparable and that the development of an integrated risk-management framework 
is essential (IoDSA, 2009). 

Theme

Delegation of risk 
responsibilities

Although the board is ultimately responsible for risk-management practices, it can be 
assisted by relevant committees and/or members of management (IoDSA, 2009; PwC, 2009). 
In particular, King-III recommends the use of an internal audit function to provide assurance 
over the design, implementation and effectiveness of internal controls (IoDSA, 2009). 
An audit and/or risk committee plays an integral part in the risk-management process, 
providing a monitoring function for, inter alia, financial reporting risks, internal financial 
controls, fraud and IT risks. Using a combined assurance model, the board should, ultimately, 
receive assurance from management, internal auditors and external auditors on the different 
components of the company’s risk-management framework (KPMG, 2012; PwC, 2009).

Risk tolerance levels

The board of directors should determine the company’s risk appetite. It should develop a 
risk and control framework to establish risk tolerance levels and inform the development of 
suitable internal controls (IoDSA, 2009; KPMG, 2012). As part of this process, the board should 
take into account the impact of individual risks and the likelihood of their occurrence (Ernst 
& Young [EY] 2011b).

Risk-management policy 
and plan

The board is responsible for approving a risk policy and management plan, which, inter alia, 
addresses how risks are identified and ought to be managed. These policies and procedures 
need to be clearly documented and communicated to all employees (EY, 2010; IoDSA, 2009; 
KPMG, 2011). The plan should be reviewed and amended as needed, to cater for changing facts 
and circumstances to ensure that the policies and procedures deal with unanticipated risks 
(EY, 2010; IoDSA, 2009; KPMG, 2011). Ultimate responsibility for the design, implementation 
and monitoring of risk-management plans, including the provision of any assurance thereon, 
vests with the board of directors (Coetzee & Lubbe, 2013; PwC, 2009). 

TABLE 1:
RISK DISCLOSURE SUMMERY

Source: Raemaekers, Maroun & Padia (2015)  
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FIGURE 1:
DISCLOSURE SCORES, PER THEME

or due to a misconception that integrated 
reporting yields no true benefit (Atkins & 
Maroun, 2015; Carels et al, 2013;  Solomon & 
Maroun, 2014).
 Disclosure themes scoring average 
scores were ‘Risk-management policy 
and plan’ (0.52) and ‘Monitoring of risk-
management’ (0.52). Larger State-owned 
companies performed better at making 
disclosures relating to these themes, with – 
on average, over the period – seven of the ten 
largest State-owned companies making these 
disclosures while only three of the smaller ten 
companies in the sample made disclosures 
relating to these themes.
 The disclosure themes scoring below 
average were ‘Risk tolerance levels’ (0.38) 
and ‘Additional disclosures’ (0.30), As 
seen in the commentary of each disclosure 
theme in Table 1, the nature of disclosures 
relating to these two themes is  such that 

general disclosures would not be adequate 
in addressing these issues. These disclosures 
are company-specific and require active 
risk-management systems to provide the 
data and content to make them. This speaks 
further to the manner in which preparers of 
integrated reports approach risk disclosures 
and integrated reporting, as a matter of mere 
compliance, at the expense of the integrated 
reporting process providing real benefits for 
risk management.
  The statistical analysis of the disclosure 
scores per year is shown in Table 2. As seen 
below, the data shows that the extent of risk 
disclosures is improving steadily over time.
 The mean risk disclosure score 
has increased significantly, by 28%, from 
3.25 in 2012 to 4.15 in 2014. State-owned 
companies managed to reach risk disclosures 
that exceeded the average score of four in 
2013, and show signs of improving going 



forward. When compared to the risk 
disclosures made by private companies, as 
researched by Raemaekers et al. (2015), State-
owned companies are showing a similar 
improvement. During the period between 
2010 and 2012, private companies had an 
increase of 22% in their risk disclosures, 
with an average standard deviation of 1.07 
(Raemaekers, Maroun, & Padia, 2015). The 
deviations of risk-disclosure scores for State-
owned companies from the mean are also 
becoming less significant; highlighting the 
improvements State-owned companies are 
making in their risk disclosures. However, 
State-owned companies are less consistent in 
their risk disclosures, as seen by the average 
of the standard deviation of scores for State-
owned companies (2.32) being greater than 

risk-related disclosures in the integrated 
reports of State-owned companies was 
analysed. The results show a steady increase 
in risk disclosure from those companies from 
2012 to 2014 and indicate the progress State-
owned companies are making in integrated 
reporting. These improvements tie in with 
the overall “improvement in the level of 
reporting by South African listed companies” 
(p. 436) as found by Makiwane and Padia 
(2012). 
 In a country riddled with service 
delivery downfalls and an inefficient public 
sector, there is a greater incentive for State-
owned companies disclosing their risks 
comprehensively as a tool to improve the 
efficiency with which these companies 
operate. Given the importance of State-owned 

Mean

2014Statistics

Median

Standard Deviation

2013 2012 

4.15 4.05 3.25 

4.5 4.00 3.00 

2.16 2.33 2.47 

FIGURE 2:
DISCLOSURE SCORES, PER YEAR

that of private companies.

CONCLUSION
This study contributes to the research on 
integrated reporting in South Africa and 
the disclosure behaviour of South African 
companies since the introduction and 
implementation of King-III, by evaluating 
the risk disclosures made by State-owned 
companies specifically – a sector that has 
been neglected in this regard. By means of 
a risk disclosure summary, developed by 
Raemaekers et al. (2015) and modelled on the 
principles and disclosures of King-III dealing 
with the governance of risk, the extent of 

companies in the creation of employment and 
economic growth, a competent State-owned 
industry is vital. As mentioned above, it is 
likely that preparers of integrated reports are 
approaching the task as a “compliance-based” 
exercise (Carels et al., 2013; Raemaekers et 
al., 2015). Additional research is required 
to evaluate the quality of risk disclosures 
contained in the integrated reports published 
by State-owned companies, as well as the 
manner in which preparers are applying 
the principles of King III and corporate 
governance
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STATE-OWNED COMPANIES SELECTED FOR SAMPLE:

1 Air Traffic and Navigation Services Company SOC Ltd

2 Eskom Holdings SOC Ltd

3 Government Printing Works

4 Independent Development Trust

5 Land Bank and Agriculture Bank of South Africa SOC Ltd

6 Mining Qualification Authority

7 National Lotteries Board

8 Petro SA SOC Ltd

9 Road Traffic Management Corporation

10 Small Enterprise Development Agency 

11 South African Airways SOC Ltd

12 South African Broadcasting Corporation SOC Ltd

13 South African Forestry Company SOC Ltd

14 South African Post Office SOC Ltd

15 South African Reserve Bank 

16 South African Social Security Agency 

17 South African Special Risk Insurance Association SOC Ltd

18 Technology Innovation Agency

19 Telkom SA SOC Ltd

20 Transnet SOC Ltd

APPENDIX A



ASSURANCE’ IN THE CONTEXT 
OF THE INTEGRATED REPORT: 

TOWARDS AN INTERPRETIVE ASSURANCE MODEL 

Using semi-structured interviews with a sample of preparers of integrated reports and 
their auditors, this research explores current assurance practices by some of South Africa’s 
largest  listed companies. The research shows that, in addition to traditional sources of 
assurance, an interpretive assurance model is developing which does not focus only 
on the use of test procedures on financial and non-financial data and their respective 
information systems. Instead, there is a growing awareness of demonstrating to the user 
of the integrated report that the analysis of that information provides a reliable assessment 
of an organisation’s ability to generate sustainable returns.   

WARREN MAROUN1
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INTRODUCTION 
There is a growing body of South African 
research dealing with changes in corporate 
reporting by some of the country’s most 
well-known listed companies since the 
introduction of King-III (2009), the local 
discussion paper on integrated reporting 
(2011), and the release of an international 
integrated reporting framework (2013).  
 The majority of this research is 
descriptive dealing with changes in the 
extent of financial and non-financial 
reporting in response to these recent 
corporate governance developments (see 
Makiwane, 2012; Carels, Maroun and Padia, 
2013; Miller and Graham, 2013; PWC, 2013; 
Raemaekers, Maroun and Padia, 2015). 
Other papers adopt a more theoretical 
perspective. They show, for example, how 

social and environmental information found 
in integrated and sustainability reports is 
used to secure legitimacy (de Villiers and 
Alexander, 2014; Loate, Padia and Maroun, 
2015), is inextricably linked to the country’s 
socio-political past (Maroun, Coldwell and 
Segal, 2014) and forms part of a complex 
process of engaging with stakeholders and 
managing their expectations (Maroun and 
Atkins, 2015; 2014). What has not, however, 
been dealt with is how existing assurance 
methodologies can be mobilised to address 
the call of the International Integrated 
Reporting Council (IIRC, 2013) and King-
III (2009) for the assurance of the integrated 
report. 
 As a result, the objective of this 
research is to engage South African preparers 
and auditors to explore current practices used 

¹Warren Maroun, Associate Professor, School of Accountancy, University of the Witwatersrand.
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to mitigate the risk of biased, incomplete or 
incorrect information being communicated 
to users of integrated reports. The paper is 
exploratory. Although it draws on certain 
principles from existing technical assurance 
standards, published by the International 
Auditing and Assurance Standards Board 
(IAASB), to describe an alternate view of 
assurance, the intention is not to develop a 
specific theoretical framework for analysing 
the emergence of integrated reporting 
assurance techniques. Instead, the research is 
more practical,  highlighting how traditional 
assurance models form part of a broader 
coordinated assurance project where current 
audit methodologies  are being used to 
reassure stakeholders that the interpretation 
of data being included in the integrated 
report is reliable. 
 In doing so, this research makes two 
important contributions. It answers the 
call for creative approaches for providing 
assurance over the integrated report (IIRC, 
2015; Maroun and Atkins, 2015) and offers 
practical recommendations for preparers, 
auditors and policy-makers for advancing 
current assurance practices. Secondly, it 
provides a preliminary view of a possible 
alternate assurance model focused on the 
interpretation of data (in addition to its 
collection and aggregation) which can be 
used as an initial frame of reference for 
future academic research dealing with the 
conceptualisation of different ‘forms’ of 
assurance and the development of  more 
specific ‘assurance’ methodologies.  

CONTEXT AND FRAMEWORK 
The International Framework: Integrated 
Reporting (the Framework) was issued 
during 2013 with the aim of promoting  
comprehensive reporting on the different 
forms of capital and how these are transformed 
and managed in order to generate sustainable 

returns (IIRC, 2013). As part of this, the 
integrated report should deal with all material 
issues, giving equal prominence to negative 
and positive information, and be free of all 
material errors (IIRC, 2013, para 3.39). 
 The Framework does not mandate the 
use of formal assurance processes in order 
to achieve this but vests responsibility for 
the preparation of a high quality integrated 
report with those charged with the respective 
organisation’s governance (IIRC, 2013, 
para 3.41) and  states that the reliability of 
information is  ‘enhanced by mechanisms 
such as robust internal control and reporting 
systems, stakeholder engagement, internal 
audit (or similar functions) and independent, 
external assurance’ (IIRC, 2013, para 3.40).  
King-III takes this a step further, specifically 
recommending that the integrated report be 
subject to some form of external assurance 
(Institute of Directors in Southern Africa 
[IOD], 2009).  Neither King-III nor the 
Framework, however, offer details on the 
precise form of this assurance model. 
 The IAASB provides only a limited 
frame of reference. What professional 
guidance is available is restricted to dealing 
with discreet ‘parts’ of the information 
which may or may not be found in a client’s 
integrated report. ISA 810: Engagements to 
report on summary financial statements, 
for example, deals with engagements on 
summarised financial information (IAASB, 
2009f) and is useful only in situations 
where a client includes a condensed set 
of financial statements in their integrated 
report2. Similarly, International Standard 
on Assurance Engagement 3000: Assurance 
engagements other than audits or reviews of 
historical financial statements (ISAE 3000) 
deals with limited or reasonable assurance 
engagements other than audits or reviews 
of historic financial information (IAASB, 
2009g). This standard would only be relevant 

2ISA 810 only permits an auditor to accept an engagement to report on summarised financial information if the auditor 
has also been engaged to conduct an audit of the financial statement (in terms of ISA) from which the summarised 
information has been derived (IAASB, 2009g, para 5). 
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for expressing an opinion on easily verified 
historical non-financial information found 
in integrated reports such as the extent 
of compliance with generally accepted 
disclosure frameworks (cf Maroun and 
Atkins, 2015) or greenhouse gas emission 
statements of the reporting entity3 (IAASB, 
2013).  
 In each instance, the scope of the 
respective technical standards is relatively 
limited and these provide no clear indication 
of how limited and reasonable assurance 
engagements can be used as part of a 
coordinated effort to demonstrate that the 
information found in an integrated report is 
reliable (see IIRC, 2015). Equally problematic 
is the narrow interpretation of ‘assurance’. 
This is dependent on the precision with which 
the subject matter can be evaluated against 
objective criteria (IAASB, 2009a, para 32) 
which pose significant challenges for attesting 
to the reliability of corporate reports designed 
to be context specific, strategically oriented 
and forward-looking rather than rooted in 
historic financial performance (King, 2012). 
This is especially true when considering that, 
despite the interpretive  construction of the 
integrated report (see Solomon and Maroun, 
2012; de Villiers et al, 2014; Atkins and 
Maroun, 2015), traditional assurance models 
specifically exclude the qualitative analysis of 
the subject matter based on the ‘expectations, 
judgements and individual experiences’ of 
trained practitioners (IAASB, 2009a, para 
36). Unfortunately, the academic research is 
also limited. 
 There is a large body of research dealing 
with traditional audit models, including the 
functional role of audit as a mechanism for 
reducing agency costs (Francis, 2004; Lin 
and Hwang, 2010) and securing confidence 

in the functioning of the financial reporting 
system  (Humphrey and Moizer, 1990; Power, 
1994). A fairly recent study by O'Dwyer 
et al (2011) also provides some insights 
into the changing jurisdictions of the audit 
profession due to the development of 
sustainability reporting. Few deal specifically 
with auditing in the context of the integrated 
report, a notable exception being Ackers 
and Eccles (2015) who examine corporate 
social responsibility assurance providers 
in South Africa and touch on stakeholders’ 
difficulties understanding the respective 
assurance practices. A review of the primary 
accounting and auditing journals⁴, however, 
revealed no papers focused specifically on 
the meaning of ‘assurance’ in an integrated 
reporting context and how organisations are 
relying on sources of assurance, other than 
audits or reviews performed by internal or 
external audit practitioners, when preparing 
their integrated reports.  

METHOD
In light of the limited academic research 
on assurance practices in the integrated 
reporting space, coupled with an absence of 
specific professional guidance, the research 
adopts an exploratory  approach to develop 
an alternate view on ‘assurance’ in the context 
of the integrated report. 
 Detailed interviews with 10 preparers 
and 10 audit partners⁵ are used to explore 
current assurance practices and describe a 
more flexible assurance model focused on 
reassuring stakeholders of the reliability of 
the information found in integrated reports. 
The interviews lasted between 45 minutes 
and 2 hours and were conducted in Cape 
Town, Johannesburg and Pretoria. They were 
digitally recorded, transcribed by a research 

3ISAE 3410: Assurance Engagements on Greenhouse Gas Statements provides guidance on reporting on client’s statements 
on greenhouse gases and is often used in conjunction with ISAE3000.
⁴The three star or A-rated accounting and auditing journals according to the Association of Business School and Australian 
Dean’s List as at 30 January 2015. 
⁵Preparers were selected from the top 40 companies listed on the JSE as at 1 January 2015. Audit partners are from the Big 
4. Interviews with preparers and auditors were carried out to reduce the risk of biased responses and ensure that multiple 
perspectives were analysed.
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assistant and carefully reviewed by the lead 
researcher to ensure accuracy of the data 
collection process. 
 As is the case with qualitative studies, 
the researcher was integrally involved in 
collection and analysis of the data (Creswell, 
2009). The researcher listened to each 
recording several times and grouped recurring 
assurance practices under broad headings 
(open codes). As there was no prior literature, 
the codes were not developed in advance but 
were formulated during an iterative process 
which involved analysis of transcripts, coding, 
identification of new assurance practices 
and the recoding of the data until a sense of 
saturation was achieved. To ensure validity 
and reliability, the coding was reviewed by a 
research assistant. Preliminary results were 
also discussed with a pilot group and four 
of the original interviewees (two auditors 
and two preparers). This ensured that the 
interpretation of respondents’ commentary 
was accurate and that the results were 
complete and conceptually sound. 

RESULTS
A suggestion that a single professional opinion 
on an integrated report could be issued, 
which would be similar to an audit opinion 
on the financial statements, was rejected by 
all of the interviewees. They cited a number of 
inherent limitations in the existing reporting 
and assurance frameworks which would 
make it impractical to conclude on whether 
or not an integrated report provided a holistic 
assessment of the ability of an organisation 
to generate sustainable returns in the short- 
and long-run⁶.  As discussed in Section 2, 
most important was the fact that the current 
integrated reporting framework did not 
provide a sufficiently detailed set of criteria 
against which integrated reports can be 
evaluated for the purpose of providing either 
a reasonable or limited level of assurance in 

line with ISAE 3000 (see also IAASB, 2009g; 
IIRC, 2015; Maroun and Atkins, 2015). Even 
in instances where subject matter and criteria 
could be adequately defined, auditors and 
preparers agreed that the cost of assuring 
multiple and interconnected sections of an 
integrated report may be prohibitively high, 
given current audit technology, companies’ 
reporting systems and the financial-focused 
skills of teams responsible for the preparation 
and audit of different parts of an integrated 
report (see also IIRC, 2015; Maroun and 
Atkins, 2015). 
 As a result, rather than try to develop 
a new assurance model to express an opinion 
on the integrated report itself, preparers and 
auditors described a ‘combined assurance 
framework’ designed to provide, as explained 
by one preparer, ‘a reasonable level of comfort 
over the essential data and processes which 
underlie the key sections of the integrated 
report and the analysis of that information’. 

IDENTIFYING SOURCES OF ASSURANCE 
This model is broader than a classic approach 
to combined assurance which depends 
on collaboration between internal and 
external auditors. The interviewees revealed 
the following ‘elements’ of this assurance 
framework:  (1) tests of systems, processes 
and controls carried out  by internal and 
external auditors using relevant professional 
standards; (2) techniques for ensuring valid 
and reliable interpretation of data and (3) 
review by those charged with governance. 

TESTS OF SYSTEMS, PROCESSES AND 
CONTROLS 
As explained by the auditing literature, the 
integrity of the data collection and processing 
systems is paramount for the quality of 
financial statements (IAASB, 2009c; IAASB, 
2009b). The same is true for non-financial 
information being included in integrated 

⁶A review of the challenges of assuring the integrated report is not the specific focus of this paper. For additional information 
see Maroun and Atkins (2015) and IIRC (2015).
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reports where respondents confirmed that the 
information processing objectives outlined 
by frameworks, such as COSO, can be readily 
applied in a non-financial context to ensure 
the integrity of data collected and eventually 
used in the integrated report. As a result, 
the majority of preparers indicated that they 
relied on internal and/or external auditors to 
test the design and operating effectiveness 
of the systems and processes which provide 
data included directly in integrated reports, 
as well as controls designed to ensure the 
accuracy and completeness of information. 

INFORMATION INTERPRETATION 
Preparers confirmed that the integrated 
report should provide a holistic assessment 
of the reporting entity’s management of 
different capitals (see IIRC, 2013). This 
should include detailed interpretation of 
financial and non-financial information in 
order to explain the interconnection between 
strategy, risk, financial performance and non-
financial indicators (cf Atkins and Maroun, 
2015; Raemaekers et al, 2015). Guidance 
provided by the IIRC, the experiences 
and understanding of those changed with 
governance and the information generated 
by the respective reporting systems form the 
basis of this analysis.  
 For all of the auditors, this inherent 
subjectivity was the primary reason for being 
unable to make certain parts of an integrated 
report the subject matter of an assurance 
engagement⁷ (cf Maroun and Atkins, 2015).  
With companies unable to rely on formal 
opinions from their external or internal 
auditors, ‘assurance’ that the analysis 
provided to users of the integrated reports is 
valid and complete was demonstrated using 
the following techniques: 

• Triangulation – Companies with more 
mature integrated reporting processes 

often tried to support a particular 
interpretation in an integrated report using 
different sources of data. In certain cases, 
this involved using both financial and non-
financial information to demonstrate how 
different types of capital were managed to 
achieve a specific objective. 

• Method – Although not a common 
finding, some preparers and auditors 
felt that describing what data has been 
used to reach a particular conclusion 
and explaining clearly the basis for this 
conclusion can add to the validity and 
reliability of information found in the 
integrated report.  

• Acknowledgement of inconsistency 
– Where applicable, highlighting the facts 
and circumstances which are inconsistent 
with final conclusions can add to the 
reliability of the integrated report. The 
intention is to indicate that the report 
was prepared after careful self-reflection 
and to confirm the complexity of the 
respective commercial context where 
facts seldom lead to consistent outcomes. 
Several preparers also pointed out that 
this technique ensured transparency by 
highlighting clearly the information which 
is subjective and which readers should 
interpret with more caution.  

REVIEW BY THOSE CHARGED WITH 
GOVERNANCE 
Almost all prepares and auditors stressed 
the importance of review of the integrated 
report by those charged with governance. 
Respondents explained that this ensures 
that senior individuals at the reporting 
entity, with a detailed understanding of the 
business model, have at least read the report 
for inconsistencies and errors. The review 
process is also important for signalling to 

⁷Examples provided by interviewees included, inter alia, the appropriateness of a company’s strategic analysis, completeness 
of the risk assessment and management process, most forward-looking statements and business plans and the adequacy 
of business models.  
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the user of the integrated report that senior 
management accept accountability for the 
validity and reliability of the information 
found in the document (see Solomon, 2010). 
Common examples of review activities raised 
by interviewees included: 

• Analysis and review of financial and 
non-financial information by boards of 
directors. 

• Review of the primary information 
processing systems used to generate 
material financial and non-financial data, 
often relying on the underlying work 
performed by internal and external audit. 

• Monitoring and review functions by 
committees of the board, especially the 
audit and risk committee, focused on 
the analysis of information found in the 
integrated reports.  

• Review of the integrated reports by 
independent technical experts (non-audit) 
using the IIRC framework as a subject 
benchmark.  

Respondents agreed that those responsible for 
the monitoring and review function should 
be independent. This does not mean that 
only non-executive committees of the board, 
as referred to by King-III, can be a source of 
assurance. For all of the preparers and several 
auditors, the fact that information included 
in the report has been reviewed by an 
individual in a position of authority, and who 
was not involved the original data collection 
and analysis, can be a source of assurance. 
Respondents did, however, conclude that 
non-executive directors or independent 
technical experts provide a higher level 
of assurance than executive members of 
management, especially when they have 

detailed knowledge of the reporting entity 
and its industry. 
 Many of the auditors interviewed 
indicated that independent corporate 
governance systems are likely to form a part 
of the client’s control environment and the 
auditors’ overall risk assessment process as 
described by ISA 315 and ISA 330 (IAASB, 
2009b; IAASB, 2009d). In the context of 
integrated reporting, however, the focus 
is broader extending to those areas of the 
integrated report which are not usually the 
focal point of an audit of financial statements 
such as the identification of risks, the 
explanation of the business model and the 
articulation of strategic objectives⁸.  

REDEFINING ‘ASSURANCE’ FOR 
INTEGRATED REPORTING 
Preparers are relying on different mechanisms  
of governance, accountability and review 
to ensure the reliability of information 
contained in an integrated report. 
Respondents were unanimous that the audit 
of the financial statements is an important 
part of this emerging assurance framework 
but that the traditional audit opinion must be 
complemented with new forms of ‘assurance’ 
to address those aspects of the integrated 
report which, currently, cannot be the subject 
matter of a reasonable or limited assurance 
engagement.  As such, interviewees – 
especially preparers – revealed a shift in the 
focus of this developing assurance model. 
 In an audit of financial statements, 
the emphasis is on the identification of 
the risk of misstatement of the financial 
information and the use of carefully 
defined test procedures to mitigate that 
risk (IAASB, 2009d; IAASB, 2009e). This 
includes a detailed assessment of a client’s 
control environment, its risk assessment, 
specific control activities, monitoring of 
information processing and the accuracy and 

⁶These elements of an integrated report may be helpful for an auditor wanting to assess the risk of misstatement in financial 
statements and develop suitable audit procedures in response to these risks. In the context of integrated reporting, however, 
these aspects of the integrated reporting process have value in themselves. 
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completeness of data transformation  (Collier 
and Agyei-Ampomah, 2008; IAASB, 2009c). 
When it comes to integrated reporting, 
these are still relevant considerations, with 
all of the interviewees confirming that the 
integrity of the data underlying the integrated 
report is paramount . As a result, traditional 
internal and external audit services can form 
a part of the assurance model by providing 
reassurances that the relevant systems and 
controls are yielding data which is complete, 
accurate and valid (cf Collier and Agyei-
Ampomah, 2008).  In some cases, these 
professional opinions were seen as providing 
direct benefit to stakeholders and are, 
therefore, included in the integrated report. 
For the majority of preparers, however, 
opinions on select non-financial indicators 
and related internal controls play only an 
indirect role in a more coordinated assurance 
framework. 
 The outputs of a client’s systems are 
no longer the final product (as is the case 
with financial statements). Instead, they are 
the intermediate data used in a sophisticated 
interpretation and analysis process which 
communicates the interconnection between 
different financial and non-financial 
information and the ability of the reporting 
entity to generate sustainable returns. 
Consequently, data and data processing 
systems can no longer be the primary focus 
of technologies of assurance (as is the case 
with International Standards on Auditing 
and ISAE 3000). For almost all preparers, 
the emphasis must be on providing evidence 
of reasonable and rigorous analysis of 
information. This is especially true when 
considering that the preparation of the 
integrated report is not a mechanical exercise 
based on the application of clearly defined 
protocols (such as International Financial 
Reporting Standards). Instead it is the product 
of subjective interpretation of information by 
those charged with organisations’ governance 

and requiring an explanation of how the data 
were analysed and a clearly defined basis for 
conclusions rather than simply explaining 
that the data itself has been subject to specific 
substantive procedures and tests of controls. 

CONCLUSION 
We live in a period characterised by ease of 
access to and almost instantaneous exchange 
of information. As a result, the real value 
of an integrated report is not the additional 
financial and non-financial disclosure but the 
insights it provides into how an organisation 
is managing the transformation of financial, 
manufactured, social, environmental, 
intellectual and human capital in order to 
generate sustainable returns. This means that 
the focus of assurance methodologies cannot 
be only on the data underlying the integrated 
report, including the related information 
processing systems. New and innovative ways 
must be found to convince users of integrated 
reports that the analysis of that data is sound.  
 Interviews with a sample of preparers 
of integrated reports and their auditors 
revealed some of the emerging features of 
this new assurance model. In addition to 
conventional assurance from the design 
and operating effectiveness of controls, 
assurance is obtained from providing 
comprehensive reporting which explains 
precisely which data has been interpreted 
to reach a given conclusion. To the extent 
possible, this is being supported by using 
multiple sources to corroborate assessments 
balanced with transparent reporting on facts 
or circumstances which challenge prevailing 
assumptions and highlight the subjectivity of 
managements’ analyses. Those charged with 
governance have an important role to play – 
not only in traditional risk assessment and 
monitoring at the financial statement level 
– but by providing a form of independent 
review of the reasonableness of interpretations 
found in the integrated report.  
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 In this way, ‘combined assurance’ is 
evolving into more than just the cooperation 
of internal and external audit and the use 
of substantive procedures and tests of 
controls to support the opinion on financial 
statements. It should be understood as 
a comprehensive interpretive assurance 
framework characterised by a focus on 
the validity, accuracy and completeness of 
three dimensions: (1) material financial 
information; (2) material non-financial 
information; and (3) the interpretation of 
financial and non-financial indicators which 
explain how an organisation is generating 
sustainable returns in the short- and long-
term
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