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SUBMISSION TO STANDING COMMITTEE ON FINANCE - MAFR

SIMON MANTELL — BUSINESSMAN

Good morning

My name is Simon Mantell and | registered as a chartered accountant in 1987 after completing
articles with a hig four audit firm.

In 1988 i started a food manufacturing business and | am independent of all the stakeholders in the
MAFR debate,

MAFR comes at a time when audit independence, audit quality, audit reporting standards and
transformation represent key touch points for the audit profession.

The independence of the auditor is the bedrock of the profession’s reputation — it is a non-
negotiable if the Report of the Auditor is to remain relevant to all users of Annual Financial
Statements.

There appear to be two separate camps in the MAFR debate; the IRBA and smaller audit firms in
favour of MAFR and the Chief Financial Officers’ Forum (CFO Forum), the King Committee and the
large audit firms opposing its introduction.

Key concerns raised by the Chief Financial Officers’ Forum, King Committee and big audit firms
with respect to any proposed implementation of MAFR are:

1. That MAFR will not necessarily enhance audit independence
2. That MAFR will result in increased audit costs

3. That MAFR will reduce the responsibilities of company audit committees

Key concerns raised by other stakeholders include:

4. The lack of transformation in the profession

5. Lack of competition and barriers to entry
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| believe that the decision on whether to implement MAFR or not depends on the answers
reached by this Committee with respect to two guestions:

1. Will the implementation of MAFR result in improved auditor independence, audit quality
and audit reporting?

2. Will the implementation of MAFR result in unintended consequences, and if so, then
whether these consequences will have positive or negative outcomes for the various
stakeholders?

| believe that this Committee should consider five areas as it weighs up the arguments for and
against MAFR — these areas are:

1. Audit independence

i

Audit quality
3. Audit costs
4, Competitiveness

5. Transformation

1. AUDIT INDEPENDENCE

The auditor has a responsibility to all users of financial statements — it is an extremely wide range of
users whose requirements are often very different.

Audit fee income received from the client firm constitutes the livelihood of the auditor but the audit
firm is required to be independent of the client — it can only be a contradiction in terms.

Consistent revenue streams from almost “guaranteed” audit engagements provide significant
comfort and security to any audit firm and only the most gullible of us will believe that true
independence can exist under these circumstances.

The failures of Wall Street banks and our own African Bank (but for US FED and government
bailouts) are at odds with the clean audit reports in the attached Report of Auditors for Bear Stearns,
Goldman Sachs {(both 2006) and our own African Bank (2013) these clean reports appear to confirm
serious audit shortcomings flowing from what can best be described as a lack of audit independence

ANNEXURESA-Al1,B-B1,D
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AUDIT QUALITY

In 2002, audit firm Arthur Andersen closed down as a result of litigation flowing from
inadequate audit work performed at its client Enron

In 2006, Wall Street Investment banks received clean audit opinions from the large
international audit firms — but then, almost without exception, failed the following year

How was this possible if audit quality was up to standard?

Closer to home, African Bank received a clean audit from a big 4 international audit firm in
2013 —yet, in 2014, African Bank failed

Was the quality of the audit satisfactory?

It is public knowledge that gross mismanagement, material procurement irreguiarities and
failure of internal control combined with serious breaches of statute are common place at
many of our state owned enterprises (SOEs), yet the Report of the Auditor included in the
annual financial statements of these SOEs invariably offers a clean audit opinion.

Are audit committees and audit firms identifying risk areas such as procurement correctly
and are audit firms planning and then performing sufficient audit work to ensure their audits
are of sufficient quality so as to mitigate against the audit risk?

The more familiar and long term the relationship with the client, the less inclined the auditor
will be to exercise professional scepticism {International Standard on Auditing ISA 200) and
the less inclined the auditor will be to be perform an audit with the prerequisite audit quality

A study published in the USA CPA Journal {2008) on audit rotation records that restatements
{in annual financial statements) are nearly three times more likely to occur after an auditor

change following the incoming auditor discovering problems which the previous auditor had
missed or let slide.

SEE ATTACHED ANNEXURE E

* The King Committee raises concerns that the responsibilities of Audit Committees will be

reduced and that MAFR will fall foul of the Companies Act.

It must be noted that the responsibilities of audit committees include, but are not limited
to:

1. Reviewing and approving the external audit plan, the audit scope

2. Reviewing the external audit reports

*  What were the Audit Committees of the Wall Street investment banks and that of African

Bank doing in the years before these banks hit the skids?
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SEE ANNEXUREB2~-B3 - Report of the Audit Committee for African Bank (2013}

» The SAA Audit Committee Report 2016 also creates the impression of a healthy state of
affairs when all available evidence in the public domain suggests otherwise

ANNEXUREC-C2 -SAA Audit Committee Report 2016

3. AUDIT COSTS
The concern is that MAFR will result in;

a. increased audit costs:

b. loss of audit memory when incumbent audit firm departs

a. Audit costs

A study published in the American CPA Journal (2008) is informative with respect to voluntary
audit rotation at the approximately 12 600 public companies registered with the US Securities
and Exchange (SEC).

Between 2003 and 2006, 6 543 auditor changes took place meaning that over 50% of
companies registered with the SEC changed auditors in a four year period.

A further 2 304 companies changed auditors following auditing firm Arthur Andersen’s closure
in 2002.

SEE ATTACHED ANNEXUREE 1

Would more than 50 % of US companies have chosen voluntary audit rotation over this period if
these decisions meant significant additional audit costs?

To my knowledge, no companies migrating after the closure of Arthur Andersen in 2002 to
other audit firms complained about increased audit fees
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b. Loss of audit memory when incumbent firm departs

¢ Audit firms have high staff turnovers as articled clerks and audit managers move to the
corporate world after qualifying and gaining some experience

These clerks and managers perform the audit work and to suggest that the continued
engagement of an audit firm ensures “institutional knowledge and audit memory” is
most optimistic '

* The failures of Enron and the Wall Street banks and the absence of any warnings by the
auditors suggest that the incumbent audit firms had little, if any understanding of their
clients’ businesses and that this failure resulted in the audit firms being unable to
identify their own audit risk so as to plan and perform the necessary audit work to
mitigate against audit risk

The claimed “familiarity” which an incumbent audit firm has with respect to a client’s
business is probably in most cases overrated.

4. COMPETITIVENESS

Advancement in every field of human endeavour is as a result of healthy competition and
business is no different.

Are these almost evergreen audit relationships with listed companies not anti-competitive?

Standard business practice requires proposals and quotes from different suppliers and service
providers to ensure the best product or service is delivered at the best possible price

Competition creates efficiency and transparency — why should auditing be different?

5. TRANSFORMATION

The minutes of the earlier SCOF meeting record that 90% of companies listed on the JSE are
audited by the big four.

in 2006, approximately 50% of the more than 12 600 companies registered with the US
Securities and Exchange Commission were audited by firms outside the big four — why should
our ISE be any different?

MAFR will open the door for these second tier firms, especially those which are black owned to
rightfully take their seat at the table
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IN CONCLUSION

Independence

MAFR will enhance independence as audit firms know that an appointment is for a limited period of
time and that the “fee income” isn’t guaranteed.

For this reason they will more easily “stand their ground” and not buckle in the face of client
pressure —they can be independent.

There will be fewer opportunities for “evergreen relationships”
Quality

Quality of audit planning and audit work conducted will improve as an incumbent firm will be well
aware that the incoming firm will effectively perform a peer review when it takes over the
appointment and reviews the former audit firm’s audit working papers.

Audit Committees will need to apply their minds as they assess different audit proposals and the
standard of performance of these audit committees will improve

Costs and competition
Competition invariably drives costs down and results in improved service.

Audit firms will become more efficient in their training, efficiency on the job and the management
of their own overheads so as to pitch competitive bids to audit committees.

Transformation

Audit Committees will be compelled to request bids from competing audit firms — this process will
provide the opportunity for second tier firms, many of whom are black owned, to pitch for business
and open doors which are currently locked.

The status quo with respect to independence and audit quality doesn’t work nearly as well as
everyone is lead to believe and the dramatic and rapid demise of the banks (but for bailouts)
following clean audit reports and which are included in this submission is evidence of this.

If more than 50 % of companies registered with the US Securities and Exchange Commission are
audited by firms other than the big four, then there is absolutely no reason that second tier firms,
especially those which are black owned, should not discharge audits effectively and efficiently in
South Africa.

MAFR will lead to greater independence and quality and other consequences will be better
pricing, improved competitiveness with the added benefit of transformation.

MAFR represents sound audit as well as business thinking and its implementation is of vital and
urgent relevance to the audit profession in our country.



Page |7

ANNEXURE A

RePumy DF INDEFENDENT REGISTERED PUBLic ASSowntiRG Firm

Tha Bear Stearag fomparias Inc.

Deloitte.

o e Buand of Dimctee

s and Btackhalders o° The Bear Stearns Companizs tne.

Yiie have awditet menagerent's sssessmen. robided n e ECTmnBny by Manegerment’s Beport o itemial Condral Crear Finarsia) Ragoring,
that The Bemr Steares Compeanies Inc. znd subs

e Ithe “Tompary') marlared siectve emal contol over fnarci reporting 23 of
Nowsmber 36, 2008, gased on oiwnie estaslshes m meeal Coalrot—iegrales Frrmewok B ty e Corpmiltes of Spenscdrg
Drgantzations of the Treacway: Guemisson. The Company's naragarent is responsbia r mardeiring effecliie e cortrd over francial
raporing and lor its aosassment of the o

Fanbieanass of irenet contral ouee Snanciel restrting, Cur sEaprngbiity is 10 express an gpoian en
maregernert’s sessssmerd aral an opirion or e sffastiviress of the Comrroari's i

vl Sortrel aver fancial repuring Based an our ayl

Wiz canduelen our aud in accimdanee wit the stendads of the Puilic Compay Ascourting Cversight Enad (Unled Statss). Thees slzoasds

saguirg What o2 plan 2nd perorm he audit o o reczonable assarree showt whalher elfectiog irernzl sonlsl gver nar

&l reporting was
mairrined B a maderial weaects. Dur audil ncluded obdaring an understanding of intame’ contrl gear fnarz) reporking, evs)

Y rrarsge-
mnlE assasEmens, Eslng and suniliatiog the design ane opsrating eleclivensas of intena contri, and zertorming such GiiEr precetures &5
e cansicam necassany i the ciroumslances. Vi batizve thal U podit provides o measeoabie besis lar our ogirinms.

- the
andd prncpal Snarca oTicers. o persons padanming similor lurstions, ang sfaced by the comaany™s board of Sreetors, marsgemem,

A companys Sileme soslrol cesr fnsclat raparling s g orocess deslgrant by, or usg FUHETIRN UL 1N COmPAmny s oiresns esscitve

ather parstrewl, tn provide repsonaile asstrange mpReing the il

¢ Emancial reporling and s preparption oF lnancz stlemans foe
exterrd purposes N scoormance Wil genarally accepted seoounting principles, & mompsy's mecal contrz! over brancl reporlig nccees

thase potcies e prosachmgs that (15 Dertan o he menenamee af renods el 0 reasonase Setall, acouraiely and feily refecs the rensaclicrs

and iz

v of the assats of e gomery: 25 provide reasonaties assurarcs el fursactions ae e os necessry 1o permit preaaration

o8 nanck slalemeniz ir geeordence with Qereraly seseples accountrg prircmles, ard Mat nECEpls ard apentiures of

g ANy arg

being rizds criy in ugcordanss with auhorzations of meragerent ard directors of the cumpmny: and i3] o

=2 reauonalis AsaEncs regtdig

Rrewentan or lnaly detecton of unaehorizes aonustion, uss, or cepratiaon of the cormpa st s have o malandl oifect oo the

Erancial statarmenits.
Bocazse f e inbrer Iritatione of internis conlg cer foancie reportrg, incluting e passibib ol colusion o ERRICpl mEhigenert ovetrde

o porlrol. rmetarial rigstalemenss dus o amor o frenld may not e prseies o detectad on a timehy bas's, Als, projpelioee of sy aaluation

ot the eflectiveress of the internsd contre: cesr Brenatal reporing ta future perods are subsect Lo the risk al e controls may bavnire hade-

quale becalze of changes i conditans, o hat the degros =f cornpiianon with e policiss o procsauems oy teleriarae.

I ur apinizn, raragemenl’s assessman El e Sorpany manEng effactve Dl zorssl Geer nancial reporing 25 of Ngwerier 20,

reapests, sz on e oileis sstabbshed m s Conrat—inleorates’ Framewant ssued by tha
mintaiaed, in 21 malanal respaits,

2003, bs farhe smmed, 0 28 matens

Sar

it of Snonsting Organeakons of the Teadwny Sorremssion, AlsD m our opinon, the O

alffiective internal conwal over fitncial poting es of Mowember 30, 2508, bases on the oriwds waed i dremal Dooteol— iniagrated

IR 3

Framevari Bssuae oy the Comimittse of Soonserrg Cogarizations of e Treadway Commissicn,

andarza of e Pullie Sompany &scounting Oversgnt Board Uniters Statas), fhe coossidoied

Wi have alse merditag. ir @ssordane o the
statament o fnarsisd conctfian 22 o Novernber 32, 2000 ond oo relaied aonaoidlaied stetemants ol neome, cash fows znu o rEnges i $insk-

L 2007 expeenssd an unqualiist ooinizn

oidera” sty Tor the yesr erded Moverber 20, 2006 of tha Compery and sur mpant delad Feaneny
s those finarsis! gaierenis,

Nefittn ¢ Toudle (0P

Waw ¥ork, Wew Yurk
Februery 12, 2607

T o THT SEAR ETEAHNE GG

.



Page |8

ANNEXUREA 1
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ANNEXURE B

Private Bag X6 Deloftte & Touche

Gallo Maner 2052 Reglstered Autiters

Sourth Africa Financia] Sanvices Team - FIST
Building &
Deloitte Place
The Wooediands
Woodlands Drive
Woodmead Sandton
Decex 10 Johannesburg

Tel: 427 (O] 1 806 5200
Fax, +27 (011 806 5222
www.delsitie.com

INDEPENDENT AUDITOR’S REPORT TO THE SHAREHOLDER OF AFRICAN BANK LIMITED

We have audited the annual financial statements of African Bank Limited, set out on pages 10 to 77, which comprise the
statement of financial position as ar 30 Scptember 2013, income statement, statement of other comprehensive income,
statement of changes in equity, and cash flow statement for the year then ended, and the potes, comprising a summary of
significant aceounting policies and other explanatory notes.

Directors’ Responsibility for the Financial Statements

The company’s directors are responsible for the preparation and fair presentation of these financial statements in accordance
with Interrational Financial Reporting Standards and the requirements of the Companies Act of South Africa, and for such
infernai control as the directors determine is necessary to enable the preparation of financial statements that are free from
material misstaterent, whether due to fraud or error.

Auditor’s Responsibility

Our responsitility is to express an opinion on these financial statements based on our audit. We conducted our audit in
accordance with International Standards on Auditing. Those standards require that we comply with cthical requirements and
plon and perform the audit to obtain reasonable assurance about whether the financial statements are free from material
misstatement.

An audit invelves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
starements. The procedures selected depend on the auditor’s judgement, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the anditor considers
internal control relevant to the entity’s preparation and fair prescntation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but net for the purpose of expressing an opinion on the effectiveness of
the entity’s internal comtrol, An audit also includes cvaluating the appropriatencss of accoumting pelicies used and the
reasonableness of accounting estimates made by menagement, as well as evaluating the overall preseulation of the financial
statenicnts.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of African Bank Limited as
at 30 September 2013, and its financial performance and its cash flows for the year then ended in accordance with International
Financial Reporting Standards and the requirements of the Companics Act of South Africa.

Natlanal Exzcutival LL Bam Chiet bequtive AR Swicgers Chief Oporating Officer G Pinnuck Audi

DL Kennedy Risk Advicory N8 Keder T TP Pillay Corsiiting K Black Clients £ tntlustnes

K Mazocen Talent & Iransformation CR Beubman Fnance M Jordan Strategy § Gwila Spaaial Projects

Th Brown Chairman of the Board M) Comber Doputy Chiirman of the Board

A Tt Tt of partears and directors 1§ avaiiabie on request

B-BBEE rating: Level 2 contributar in teyms of the Chartered Accountancy Profession Sector Code

Merniser ¢f Deloitle Tauche Tehmatsu Limiteg
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ANNEXUREE 1

Other reporis reguired by the Companies Act

As part of owr audit of the financial statements for the year ended 30 Sepsember 2013, we have read the directors® report, the
certificate from the company secretary and the audit comunittes’s report for the purpose of idemifying whether there are
material inconsistencies between these reports and the audited financial statements. These reports are the responsibility of the
Tespective preparers. Based on reading these reports we have not identified material inconsistencies between these reports and
the audited financial statements. However, we have not audited these reports and accordingly do net express an opinion on
these reports,

D edadle JTTodee

Deloitte & Fouche
Registered Auoditor

i Per Mgcinisihlalo Jordan
: Partner
10 December 2013
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ANNEXURE B 2

AFRICAN BANK LIMITED
Registration number: 1975/002526/06

Annual financial statements
for the year ended 3{ September 2013

AUDIT COMMITTEE REPORT

The audit commitles presents its report for the financial year ended 30 Septomber 2013 as required by sectlon 94(7)(f) of the
Companies Act, The audit committce has been constituted in accordance with applicable legislation and regulations.

Purpose of the audit commitiee

The main purpose of the audit commiltes is to assist the board In discharging its duties relating to the safeguarding of assets,
accounting systems and practices, the integrity of intemnal financial control processes and the preparation of accurate fnancial
reporting and statements in compliance with all legal requirements and accounting standards.

Membership and attendance

The audit committec consists of three members whe are all independent non-executive directors. The committes meets at least
four times per financial and calendar year. The names of the members and attendance at meetings are refiected below:

Number of meetings held 4
Independent non-executive directors Attendance
Nicholas {Nic) Adams 4
Morris Mihombeni * 1
Samuel ($am) Sithole ™ 3
Robert John (Johnny) Symmonds ' 4

Execntive directors

Anlonio {Toni} Fourie ®

Leonidas {Leon) Kirkinis *

Nithiananthan {Nithia) Nalliah 2
_Thamsanga Mthunzi (Tami) Sokut®

[ NN,

1) Denotes chainman / chairperson,

2) Denotes standing attendec.

3} Sam Sithols resigned with effect from 16 September 2013 and Johnay Symmondy was appointed chajvman,
4) Morsis Mthombeni was appointed on LG September 2013,

Functions of the audit committee

The audit committee has approved the audit committee charter and has discharged the functions in terms of the charter which
included:

I * reviewing and approving the company external audit plan including the proposed audit scope, approach to company risk
i activities and the andit fee;

conliming the independence of the auditors, Deleite & Touche;

reviewing external andit reports;

assessing the natwre and extent of non-audit services;

cvainating the role, independence and effectiveness of the internal audit fonction;

approving the appointment ov dismissal, if applicable, of the head of internal audii;

approving the internal audit charter and internal andit plan;

reviewing the accounting policies adopted by the company and all proposed changes in aceounting policies and practices;
reviewlag the interim and annual tinancial statements to confirm the {inancial statements are prepared in accordance with
International Financial Reporting Standards and the Companics Act;

reviewing the company compliance plan and assessing the procedures for identifying regulatory risks;

= reviewing the legal matters that could bave a significant impact on the company’s financial statements; and

» assess the qualifications, expertise and experience of the chief financial officer,

o & & a

. s

- AMfricanBank
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ANNEXUREB 3

AFRICAN BANK LIMITED
Registration number: 1975/002526/06

Annuaj financial statements
for the year ended 30 September 2013

AUDIT COMMITTEE REPORT {continued)
Attendance by auditors and execotive directors

The internal and external auditors attended and reported ar ail meetings of the audit committee. The executive directors were
also invited to all meetings.

independence of externzl anditors

The audit committes has satisfied itself that the auditors are independent of the company.

interpal financial controls, acconnting practices and company annual financial statements

Based on the work of the company’s assurance providers, nothing has come to the attention of the committee which indicates
that the company’s sysiem of internal financial controls and accounting practices, in all material respects, does not provide a
basis for reliable annual financial statemnents.

The committee is satisficd that the company annual fnancial sietements are in compliance, iv all material respects, with the

requirements of the Companies Act and Internationszl Financial Reporting Standards, and recommended the financial
statements for approval by the board.

Johnny Symmonds
Chairman: ABL audit committee

Midrand
10 December 2013

(i AfricanBank



ANNEXURE C

Report of the Audit and Risk Committee

The Audlt and Risk Committee (the Committes) is pleased

1o present its report in respect of tha financial year ended

31 March 2018 in terms of its obligations aceording o
Paragraph 3,1.13 of the Treasury Ragulations issugd in terms
of section 51(1))(# of the Public Finance Management Act,
ActNa 1 of 1999, as amendled by Act No 29 of 1999 (PFMA).

The Comrrittee is independent and was gppolnted by the
shargholder at the annual ganeral meeting {AGM) held on
30 January 2015 in line with the legislative requirernents,

Tha Committea constitutes both a statutory committee in
terms of the section 77 of the PFMA, Compenles Actand a
cornmities of tha South Affican Airways SOC Uimited (SAA)
Board in respect of dutles assigned to it by the Board.

Tha Committee discharges both its statutory and Board
delagated responsibilties as outlined in the repart below.

Commltice and at

The compositicn of the Commities complies with the
reguiraments of sectien 77 of the PFMA. The Comemittea
conglsts of three independent, non-executive directars and
mests quartery as per lis Terms of Reference. The Group's
Chlef Exacutive Officer, Chief Financlal Officer and Legal
Counse! attend committee meetings by Invitation, Furtharmors,
internal Audit, external audhor and other assurance provicers of
the Group are invited to avery maeting. Detalls on the number
of mestings held for the year and members attendarces

are set out on page 30, Blographical detalls of members are
provided en pages 160 17.

Role and responsiblifties

The Committea’s roles and responsibiities Include fis statutory
dullss as per the mlevant provisions of the PFMA, Companies
Act, and the responsibilities assignad Lo it by the Board. The
Committes has adopted formal Terms of Reference approved
by the Beard, which are reviewed annually by the cormimitise
and the Board.

The Committse has conducted its affalrs in compliance with
these Terms of Reference for the year ended 31 March 2016
and has discharged its responsibilitlies contained therein.

The Terms of Reference ara available on request from the
Group Company Secretary whose contact detalts ars provided
or page 74 of this iIntegrated report.

The Committee is satisfied that 1t has complied with its legal,
regulatory, and other responsibllitles,

Statutory dutios
The Commitiee has parformad the following statutory dulles:

External auditor

The Committze has satisfled itsalf thet the external auditor,
PricawatarhotiseCoopers Inc. and jointly appointed

Nkonk inc., was independent of tha Group as set out in
PFMA, section 80{2)(c) af the Companies Act, 2008 as
arnended, which Includes consldaration of compllance with
eriteria relating to indspendence or conflicts of interest as
prescribed by the Independent Regulatory Board 5f Auditors,
Requisite assurance was sought anc provided by the
extarnal auditor that nlemal governance processas within
PricewaterhoussCoopers Ing. and Nkonk! inc, support and
dermorstrate their claim to independance.

The Committee, in consultation with execltive management,
agreed to the engagement latter, terms, audit plan and

FOUTH AFRICAN AIRWAYS GROUP INTEGRATED ANNUAL REPORT FOR THE YEAR ENDED 2015

budgeted audit fees for the 2015/2018 financial year.

The Committes approved a written policy for the provision of
non-audit sarvices by the extemal auditor. The Committaa is
nat aware of any significant nen-audit service that the external
auditor provided turing 20152018 financial year.

The Cornrittes will consider the re-appeinimeant of the
current external auditors at the AGM In Ine with the legisiative
requirsments. If the current external auditors are nat
re-appointad at the AGM, a formal procurerent process for
the external audit function will be embarked upon immadiately
thereatter.

Internal financial controls

An assessment of the effeclivenese of the Group's system of
internal controls, witich includes Internl finansial controls, was
conducted by Internat Audit during the 2015/20186 financial
year, The Committes has observad that the overall control
envirenmant, including finandial controls, has continued to
improve during the year under review, in fine with the trend
observed in the previous reporting period. Based on the
resulls of internal Audit assessment, the infarmation and

tha explanations provided by management and discussions
held with extarnat audit an the rasults of external auciit, the
commities concludad and advisad the Board that nothing
has come La its attentlon that would suggest that the Group's
systern aof internal financlal controls is not effective to form a.
basis for the preparation of rafiable flnancial statements,

Howaver, thers are still some concermns with the level of internal
controls within the operations wheve evidence of lapses of
effective moritoring and enforcement by management were
observed. \Whers internal controls did not operate affactively
throughout the year, compensating controls and/or corrective
action were Implemented to efiminate or reduce the rsks,

This ensured 1hel the Group's assets were safeguarded and
propsr 2ccolnting records malntalned.

The affectivensss of the implemanted measures to improve
the conirol erwlronment continues 1o be in constant state of
imprevement. Where imegular sxpenditure and fruitless and
wasteful expenditurs havae occurred, this has been mainly a
consequance of legacy lender processes and administrative
delays. Since none of the reported breaches resultad in
axpanditure greater than the materiality threshold agresd with
the sharehelder, of R168m, the Committes Is confident that
lagacy areas of non-compliance are progressively sliminated
towards full compliance. The Committee has rescived to ansure
that the comprahsnsive Implemsntation of and ths adherence
to tha intarnal contrel envirenmant reforms ba expedited.

Tha 2015/2016 audits of SAA's Information Technology

{IT} environrment has highlighted significant improvements
compared to tha previous reporting pericd. There Ts, howevar,
roam for Improvement. The Cormittee ks satiefled thal the
Internal Audit Rlan provides for sulficiant IT audit coverags in
the next threa years.

The Internal audits of SAA international outstations have also
highlighted sorme improvements compared to the previous
réporting periods, The other speclfic focus area was the control
enviranment In the baggaga hendling arsa. The intsrnal audits
and managemant reports regarding controls to curb baggage
pilferage have highlighted significant improvements compared
to previous periods, Howevar, thera ware reported araas that
still nped further improvement to ensure baggane plfetage Is
sracicated completsaly.
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The andlt of precetemined objectives is 2 specific foous area
for the Auditor General and the Commitiee. The internal audits
In tis area indlicated that there are effective Internal controts,
The Committes is satisfiad that the Intamal Audit Plan provides
for sufficient audit coverage of this arsa in the next three Yoars,

Financial statements and accounting
practices

The Commities reviewad the annual consolidatad financlal
statements of the Group and the annual financial statements
ofthe Company as well as the accounting policles and
practices of the Groug and is satisfied that they comply with
the relevant previslons of the PFMA and the Internationat
Finenclal Reparting Standards. The Committea recammended
the consclidated annual financial stataments of the Group
and annual financial statemerits of the Company to the Board
for approval,

Going concern

The Committee raviewed a docurnented assessment by
management of the going concern premisa of the Group and
the Company bafore recommending to the Board that the
Group and the Company could be considered a going concern
for the forasasable futurs,

Expertise and experience of the

Financia! Director and finance function
The Committee has satlsfied itself that the Group Financlal
Dlrector has appropriate expartise and experiance to

1ulfil her role, The Committes |s hurther satisfled with the
appropriateness of the expertise and the adequacy of
resources of the Group's inance function and the experienca
of senior mermbars of the finance function.

Duties assigned by the Board

Thie Committee has performed the following duties assigned
to it by the Board:

Internal Augit

South African Arways SOC Ltd fias an In-house internal audit
function. The Committee has an cversight responsibility for
the Internal Awdit function. As delegated by the Board, the
Committee reviews and approves the internal Audlt Charter
annually, The Chief Audit Executive is appointed by the

Committes and has direct access to the Committee, primarly
through its Chalrperson. The Internal Audlt function has the
responslbilily of reviewing and providing assurance on the
adedjuacy of intarnal controls across the Grolp's cperations.
It therefore plays an intagral role In the governance of risk.

The 2015/2016 financlal year was the tourth year of the SAA
in-house Intarnal Aucit function after many years of oltsourced
internal audlt furction. The Committes Is satisied with tha
progress made in bullding an effective in-house nternal audit
fungtion, Tha Commiliee appointed an indepentant service
provider to cenduct the external assessmment of the Irdarnal
Aucit fungtion, The external assassment report wil be used to
identify and address arsas of improvement. The Cammittee
will cartinue working clasely with the Chief Augdit Execttive 1o
ensure that the momentum is not lost.

The 2015/2016 internal Audit plan and budgat wers approved
by the Committea bafore the start of the financial year.
Appraximately 85 pereent of planned audits ware executed
successfully. The vary few intarnal audits not conducted

werg rolled over to the 2016/2017 financlal year. Over and
above the 85 persent of planned audits being conductad, a
numter of special ad hoc audit requests wers oonducted by
Internal Audit,

Tha Gammittee Is satlsfied with the three-year roling Internal
Audit plan In thet there is a clear alignmeant with the niajor risks,
adequate Information systems coverage and a good balance
between different categories of audits, |.e., risk-based audits,
mandatory and follow up audits. This witl, however, require
building and maintalning the necessary capacity.

Risk Govemance

The Board has assigned the oversight of the Group's risk
management function to the Committae. Tha Committes fulfils
an oversight function regarding riska In all araas of the Group
Including operations, finance, fraud, information technology
and athics, For mors datail on risk management and regulatory
compliance refer to pages 58 to 53. An assessment of the
sffectiveness of the Group's internal controls syster was
conductad by Internal Audlt during the 2015/2018 financial
year, Based on this assassment and the ongaing oversight ot
the Committee nolhing came to the attertion of the Committes
and the Board that would stggest that the prevailing systern of
risk managerment I nat In all matarial respects sffective.
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Report of the Audit and Risk Commitice

(continued)

Whisttehiowing and ethics

The Commilttes evaluated the Code of Conduct and
ANGRymous reporting {Whistleblowing} polley, fraud prevention
policy and fraud prevention plen. Internal Audit regularly raports
o the Committes on progress on the fraud prevention plan
and instances of allaged misconducts reported through the
anomymovus whistleblowlng e, The Committse regularly
reports back to the Board In this regard in order to conglder
whether Instances of whistleblowing and unathical behavior &g
appropriately deatt with.

Intepraled reporting

The Committee considered the disciosures in the ntegrated
annual report, it performed an oversight function of the

integrated reporting procass end recommended it o the Board
for approval.

The quality of in-year management
and monthly reports/quarterly reports
submitted in terms of the PFMA

Tha Cemmitles has noted and is satisfled with the centent
and quality of quarterly financial reports prepared and issued
By BAA during the year under review, in compliancs with the
statutory reporting framework.

Specific focus areas for 2016/2017

finaneial year

Whilst the significant audit focus wiil be directed towards

melmizining an affsstive contrels erviranrment in tha gperational

and financlel controls environment, a spactic focus wit be

directad towards the following areas:

* Tha implemnentatlon of the Long-Tarm Turn Around
Strategy (LTTS)

* Audit of predatermined objectives, ie, areas where
performance was not achleved

SDUTH AFRICAN AIRWAYS GROUP INTEGRATED ANNUAL REPORT FOR THE YEAR ENGED 2016
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Information Technoiogy contrat enviranment

Baggage handling processes

Anti-comuption and fraudulent activities and fesdback

on investigations

Compliance with the SAA Supply Chain Management Policy
Autonation of manual operational and financiat controls
Implementation of the comblned assurance framework
Allgnmant of Internal Audit and Risk management ekorts
Cantrol environment at certain outstations

Contracts management framework ang practices

Meeting with Internal and External
Audit

During the year under review, the cormmittee met with both
internal and external auditors withaut managemart being
present on a numbsar of occasions. The Comrittee alse mat
with sxecutive management without Internal Audit or sxternal
audit. The Committes also perfarmed a performance rsview on
ltself, Internal Audllt and external aucit,

Discharge of responsibilities

The Committes agraes that the adoption of the golng-concatn
prarniss is approprlate In preparing the 2015/2016 Group and
Company annuat financial statements, with the consideration
of the factors highlighted on page 82 of the Directars’ Report,
The Cornmilten has therefore recommendad the acloption of
the Group and Company annual finenclal statemants by the
Board of Dirsctors on 22 August 20186,

On behalf of the Audlt and Risk Committes

L

Y Kwinana
Chairpersan

South African Alrways SOC Urmnited Audit and Risk Committee
22 August 2016

*

L T

Page |15




ANNEXURE D

Report of Independent Registered Public Accounting Eiem

To the Board of Directors and the
Shareholders of The Goldman Sachs Group, Inc.:

We have campleted integrated audits of The Goldman Sachs
Group, Inc.s cotrsedidated financin) smremenrs and of its interoad
control over {mancial reponing s of November 24, 2006, in
accordance with the standards of the Public Company Accounting
Oversight Boord (United Staves), Our opimions, based on our
auits, ave prosenred belrw,

Consolidated Financial Statements

It our epmion, the accompanying cousolidared satements of
fuancial condidon and the relared comsolidared statements
of earnings, changes in shareholders’ equiry, cash Bows aad
comprehensive inceme prosent faicly, in all mateial respects,
the financial posttion of The Goldmran Sachs Group, Inc. and
its subsidiatics (the Company} ar Novernber 24, 2006 and

" Nevember 25, 2003, and the results of its operations and its cash

flows for eacl: of the three Ascal years [n the period ended
November 24, 2008 in conformiry with accounting principles
genernlly accepred in dhe United States of Amuricz., These Anangial
statements are the respousibility ef the Cumpany’s management.
Qur responsibilivy is 1o express an opinion on these financial
scarernents based on our avdits. We conducred our audies of
thise staternenis in accardunce with the standards of the Public
Company Accounting Oversight Board (United Stares). Those
standards require that we plan and perform the audit to obrain
eeasonable assurance about whether rhe financial statersenss arg
free of material misstatement., An audit of financhl staroments
includes examining, on a st basis, evidence supporting the
amounts and disclosures in the fimancial statements, assessing
the accounting principles used and gignificant estimates made
by managemanr, and evaluating the overall financial scarement
presentation. We helteve that our audits provide o rrasonable
basis lor our opinion.

Internal Control Over Financial Reporting

AMlss, in our opinivn, management’s assessinent, included
in Managemenes Report on Tnternal Conrrel aver Financinl
Reporting appearing on page 72, that the Company maintained
effective iagernal control over financial eeparting as of
Navernber 24, 2006 based on criveris established in Ireersal
Comtrol— Integrated Frarmework issucd by the Commites of
Spansuring Organizations of the Treadway Commission (COSO),
is faitly steted, in all maerial respears. based on thoss erireria.
Furthermere, in ous opinivn, the Company maiatined, i all
rraterial respocts, effective interoal contral over financial reporting
13 of November 24, 2006, based on criteria established in
Lnsernal Combrol—luteprated Framotwork Istued by the CSC.
The: Company’s managetent is responsible for maintaining
effective internal control over fnancial veperting and for it

Galdmun Sachs 2006 Aatnual Report

assessment of the offectveness of internal control over
finaacial reparting, Our responsibility is to express opinjons
on management’s agsessment and on the effectiveness of the
Company's internal sontrol ver Anancial zeporring based oo
our audit, We conducted our audit of inernal control over
fiagncial reporting in accordunce with the standards of rhe
Public Company Acconnting Oversight Board [United States),
Those standards require thar we plan and perform the andis 1o
obuain ceasonable assurance about whether effecrive internal
control iver financlal reportiog, was maintained in all material
rospees. An audit of luternai control over francial reporting
includes ehiaining an understanding of internal contrel over
financial ceporting, evaluaning management’s (ssessment, wsting
andl evaluating the design and operating effectiveness of internal
contrel, and performing such other procediiess ay we consider
necessary in the circuinstances. We belisve that our audit provides
@ reasonable basis For our epinions.

A company’s internal contro) over fnancial vepoceing is o
process designed o provide reasonable assuranee regarding
the edliability of fnanaal reporting and the preparation of
financidl statemenes for external purposes in accordance with
generally accepted accounting principles. A company's inrernal
conrrw! gver financial reporting includes those policies
and procedures that {i) perrain o the waintenance of records
that, in reasonable detail, accorately and tairly reflect the
teansnctions and dispositions of the assets of the company;
(i) provide reasonable assurance that ransactions are vrecorded
as necessary to permit preparation of financial statemears in
aceordance with generaily aceepted accounting principles, and
that receiprs and expenditures of the company are bemng made
oaly in accordance with authorizalions of management and
Jircerurs of the company; and {ii} provide reasonable assurance
regarding provention or dmely detection of unautharized
acquisition, use, ot dispasition of the campany’s assets thar
could have a material effect on the financial statements,

EBeeause of irs inberent limitations, intersal control over financial
reparting may not prevent or detzel misscatements. Also,
projections of any evaluation of effecrivenass o future periods
are subject 1o the risk that controls may become inadequare
because of chanyes in conditious, or that the degree of compliance
with the policks or procedures may deteriorate.

Rstidoo Loger L

PricewaterbouseCoope s LLP
New York, New York
Jarary 31, 2007
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January 2003
Should the Accounting Profession Take a Step Backward?
By John E. Smigla

My practical accounting expericnce began 27 years ago with a large, local CPA firm. T was thoroughly
impressed with the quality of its audit and tax work, and that experience has proved beneficial over the years.
Afier graduate sehool, T worked (or onc of the Big Bight, which, at (he time T was hired, were aggressively
seeking small business andits, developing smali-business audit departments, and hiring business consuitants and
developing busingss consulting services. The pressure | encountered there on audits both small and larpe—io
complete the audit on budget and to keep the audit fee low enough to be competitive with the smaller firms—
was significant. Several times, when reviewing prior years’ working papers, 1 nad to wonder how anyone could
possibly complete those audit steps in the time listed.

A Credibility Problem

Our profession has changed since then, and not for the better. 1 believe accounting practitioners and educators
must attack the accounting credibility issue in four ways.

Furst, our profession must embrace the concept of rotation of auditors every few years. What one firm loses in
audit work another firm gains. Audir costs will increase, but the costs to society when our assurance services fail
arc greater. Mandatory auditor rotation will force a fresh viewpoint that wil make financial reporting
deficiencies more likely to be discovered and disclosed. As with Envon and Andersen. too often a cozy
relationship develops between an auditor and client and the auditor can become more concerned with holding
onto the business than with its professional respensibility.

Mandatory rotation will cnhance anditor independence in two ways. The auditor will no longer experienee the
ptessur of losing a client for disagrecing with questicnable accounting practices or GAAP violations.
Furthermore, under mandatory rotation an auditor will be concerned that a future auditor will uncover and
disclose any accounting irregutarities: Auditors auditing auditors.

Second, many experts contend thal an auditor that alse provides management advisory services cannot remain
peutral. The profession needs to sever the dual relationship. Many CPAs exce] at management advisory services,
but the CPA should not be in a position of providing both assurance and advisory services 1o the same client.
Third, FASB must separate itself from politics and the SEC must begin backing FASE on reporting issues when
constituents fear the reporting impact of proposed sound GAAP. While FASB shares some of the blame,
standards-setting is very political, with legislators, industry, and the large CPA firms wiclding enormous
inliuence. Tf the SEC had backed FASB in the mid-1970s on its proposed standard on troubled debt
restructuring, the savings-and-loan crisis would have been less severe, possibly even prevented, Creditors should
have been required to recognize a loss at the date of restructuring if the present value was less Lhan the carrying
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3102017 Araly2ing Auditor Changes

Most auditor changes occurved in the months after o company’s fiscal year—end, Usually companies waited
until their audits were completed. Some companies decided to announce auditor changes after their fiscal year-
end but before the annual audit was compieted. In these cases, the auditors stuck arcund long enough to
complete the work, cven though they already knew they would not be the company’s auditor once they were
finished.

Of the 156 auditor changes in January 2006, 84 were by companies with fiscal years that ended on December
31, 2005—meaning these companies’ fiscal years were complete at the time of the changes, but their audits
were nol yet finished. In January 2005, calendar-year companiss made the samc number of changes. The
January 2006 figures included at least 20 changes due to audit firm mergers or name changes.

In addition to the 2,304 companies that changed auditors in 2002 due to the demise of Arthur Andersen, 5,325
auditor changes occurred between 2003 and 2006, That is a total of at ieast 7,629 auditor changes since the
coflapse of Andersen made the Big Five the Big Four (Deloitte & Touche, Emst & Young, KPMG, and
Pricewater-

heuscCoopers). Because some companies changed auditors more than once during that imeframe, it means that
6,543 companies changed auditors at least ouce after Arthur Andersen’s collapse. To put that in perspective,
roughly 12,600 U.8. public companies were registered with the SEC during this time period. By the authors’
counl, that means more than half of U.S. companies changed their auditors over the past five years.

The Shift to Smaller Firms

Most companies audited by Arthur Andersen switched to one of the Big Four, but the underlying trend among
all companies has been to switch away from the Big Four. In the [ast four years, the number of companies
audited by Big Four tirms dipped from 6,229 as of December 31, 2002, to 5,199 as of December 31, 2006
(Exhihit 2). Over the same time, second-tier firms added 266 companies, and smaller firms realized a net gain
of 588 companies. (A towal of 176 companies did not disclose a successor audit firm, either because they ceased
operalions or had not yet found a replacement. Because these figures do not take into account cormpanics that
went public during the last four years, the Big Four firms’ decline is likely slightly overstated.)

Unsurprisingly, an analysis of the size of the companies that switched auditors shows that the auditor changes
during the last four years were increasingly made by smaller companics, The authors™ analysis revealed that
3,309 companies with less than $75 miltion in market capitalization at the time of their changes made 4,207 of
the changes, or 79% of the total, By comparisazn, 74 companies with $2.5 billion or morc in market
capitalization changed auditors. That is a tumover rate of 63% for companics wilh less than $75 million in
market capitalization, compared with a tumover rate of §% for companies with at least $2.5 billion in market
capitalization, according to figutes from Glass, Lewis; company filings; and Reuters (percentages are based on
four-year totals).

Changes Qccurred in a Variety of Industries

The analysis also exarnined industries that had at least 100 auditor changes during the fast three years. (Industry
data were available only for 2004—2008). Software and programming companiss, biotechnology and drug
companies, and banks accounted for the highest volume of auditor changes during 2004-2006. In terms of
turnover, business-services companies had a turnover rate in excess of 50% during the last three years. Other
industries with high tumover rates for 2004-2006 included communications services, and medical equipment
and supplies.

Given the thousands of companies of all sizes, n all industries, that have changed auditors in the past five
years, it has become apparent that the stigma previously attached to auditor changes has subsided, if not
disappeared. The audit committees of these companics have, for whatever reasen, found that making auditor
changes is desirable. Clearly, the major audit firms have demonstrated that they have the expertise and
competency to accept new audits of all kinds of companies, especially when the companies present no
unnccessary risks. Accordingly, the authors applaud those audit commitiees that periodically rotate audit firms
in an cffort to ensure audit quality, not just cheap audits.
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valge of the reecivable, Financial institutions would have been rocognizing losses on restructuring loans years
carlier than what was required under SFAS 13,

One can see politics at work in SFAS 123 on stock options: Companies need to report the fair market vaiue
(FMV) of a stock option as expense only in pro forma data. Any of the FMV pricing models permitted can
materially understate compensation expense under stock aption plans over several years. The most ebjective
model would be to recognize the differsnce between the FMV of the stock and the exercise price at the balance
sheet date, But many companies tobbied against this approach because it would negatively impact their
operating results and force them to restructure their executive compensation.

Furthermore, certain requirements that FASB had proposed on derivative accounting and off-balance shest
financing might have prevented the collapse of Enron or at least lessened the damage. But once again, FASB did
not receive support from the SEC and suceumbed to constituent pressure.

Finally, accounting educators must be firm {n their commitment to provide accounting graduates with sirong
technical skills. Grade inflation has escalated to new heights over the last 1wo decades with the decline in
student enrollments and many professors issze Cs to students who would have received Ds 20 years ago. A and
B students are reeruited heavily by CPA firms both large and small, and CPA firms need recruits whose
technical skills are above average. Recruiters may state that a myriad of other skills are more important, and that
they can teach new recruits accounting after they are bired. But given the recent rash of tinancial reporting
problems and financial restatements, [ question how well this approach is working, Partners and managers are
only s good as their stafl" auditors because these individuals are the ones expected to bring financial reporting
deficiencies and questionable matters o the attention of their higher-ups.

Many smal! CPA firms say they need employess who have excellent technical and communication skills and can
wark weli with others, and I agree that these skills should be first and foremost. But we cannot expect
accounting programs to produce excellent sajespeopie. Graduates that possess skills at both ends of the spectrum
are rare, and accounting firms should not expect every new recrit 1o possess all the qualities of a potential
partner. Over the past 23 years fy students with the vary best technical skills would not be the best at soliciting
new clients or mingling at the country club. Howcever, they would be the best professionals to perform a
thorough audit and contend with ethical and highly technical issues, As an educator and practitioner, I ask you:
Shouldn’t this be what accounling and auditing are all abeut?

John E. Smigla, CPA, is an associate pr

yessor of accounting at Robert Morris University.
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