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Talking in Alphabets
AASB
= Auditing and Assurance Standards Board

AIM
= Alternative Investment Market
APB
= Accounting Practices Board

ASB
= Accounting Standards Board of the UK

BEE
= Black Economic Empowerment

CIPFA
= Chartered Institute of Professional Financial


    Accountants (a wild guess)

CIMA
= Chartered Institute of Management Accountants

CIPRO
= Companies & Intellectual Property Registration
   Office
CPD
= Continuing Professional Development

DTI
= Department of Trade and Industries

ED
= Exposure Draft

EC
= European Council of Finance Ministers
EU
= European Union
FAIS
= Financial Advisory and Intermediary Services Act

FASB
= Financial Accounting Standards Board (US)

FICA
= Financial Intelligence Centre Act

FRC
= Financial Reporting Council

FSB
= Financial Services Board
GAAP
= Statements of Generally Accepted Accounting

   Practice

Gaap
= Generally accepted accounting practice (Small gaap)

IAASB
= International Auditing and Assurance Standards Board

IAS
= International Accounting Standards
IASB
= International Accounting Standards Board

IBNR
= Incurred But Not Reported
ICAEW
= Institute of CAs of England and Wales

IFRIC
= International Financial Reporting Interpretation Com.
IFRS
= International Financial Reporting Standards

IOSCO
= International Organisation of Securities Commissions
ISA
= International Auditing Standards

IVSC
= International Valuations Standing Committee

MANEO
= No idea!

OFR
= Operating and Financial Review
PAAB
= Public Accountants and Auditors Board

RAF
= Retirement Annuity Fund

SAAS
= South African Auditing Standards

SAICA
= South African Institute of Chartered Accountants

SARS
= South African Revenue Services
SME
= Small and Medium Enterprise

SMP
= Small and Medium Accounting Practice

SOX
= Sarbanes-Oxley Act
SEC
= Securities Exchange Commission of the US

January 2005 (20 Minutes)

Accountancy

Accountants in the UK are being swamped by all the new regulations governing the profession and are battling to cope – SOX, new ethical rules, IFRS, practice review, money laundering, etc.  [Join the club.] (Page 1)
The joint announcement by the ICAEW, CIMA and CIPFA regarding their merger plans was due as the journal went to press. (Page 5)

The next hot potato to hit accountants will be at the end of 2005 when the IAS39 re-write [this is becoming a joke], insurance, leasing and pensions will be published. [Page 6)

The EC has gone for internal audit partner rotation every five years and has rejected external firm rotation. [Trevor, please take note.]  (Page 8)
Launch packs on Compulsory CPD will be received by ICAEW members this month. (Page 8)

The message sent by firing Marta Andreasen, the former chief accountant of the EC who blew the whistle on the EC, sends the message to others: “see and don’t see, hear and don’t hear and most of all don’t talk.”  Despite attempts by the profession to encourage whistle blowing, such people are still stigmatised, ostracised and demonised while the perpetrators of the financial scandals are generally left untouched. (Page 18)
The IASB still does not understand the demand for simplified IFRS for SMEs and remains confused about the distinction between its own role and that of national standard setting bodies.  [What does the IASB know about the accounting needs of users in Africa???] (Page 18)

When the tide is with the regulators, they create more and more areas to regulate.  Never will they announce that all is well with the world, clear their desks and go home. (Page 20)
When tens of thousands of people in government are paid to legislate, they will churn it out by the meter.  Consideration of need is not part of the process.  [Come to RSA my friend as see the all-time star regulators in action.] (Page 23)
1 000 companies have now listed on the London Stock Exchange’s junior market, the AIM.  The NASDAQ remains the largest market but with the increasing compliance environment in the US financial markets, this market is becoming less attractive to new listings. (Page 32)

UK listed companies have to comply with the Higgs Combined Code as from 31 December 2004.  72% of FRSE companies believe that they are already spending too much time on corporate governance at the expense of wealth creation.  At the heart of the new “comply or explain” code is a more open and rigorous procedure for the appointment of directors, at least half of the board should be independent non-executive directors, a chief executive should not go on to become chairman of his or her own company and the role of audit committees should be strengthened.  (Page 41)
Section 404 of SOX requires company management to file with SEC an annual statement of responsibility for creating and maintaining adequate internal controls over financial reporting.  This is achieved through a process of documenting and mapping, flowcharting and the creation of control registers that highlight gaps and weaknesses.  It is then followed by a period of testing.  Once set up, SOX requires continuous ongoing compliance.  An interesting trend developing in the US is for voluntary compliance with SOX requirements by significant organisations for which compliance is not mandatory.  [I tried this approach on my valuation models to test them for accuracy.  It was a time consuming but valuable exercise in that I am now 95% confident that the models have been debugged.] (Page 43)
With the avalanche of red tape hitting quoted companies, private equity is booming.  However, there is higher risk with private equity as the shares are not traded on an open market. (Page 46)

Jon Moulton, who is involved in private equity, says that IFRS will have little impact on published financial statements.  He says that nobody reads the annual financial statements anyway as they are too complicated and that companies are overwhelmingly evaluated based on brokers’ notes and preliminary announcements.  The rest of the stuff just generates volumes and volumes of increasingly useless information.  [Surely the brokers and investment advisors read the financial statements?  Or am I being naïve?] (Page 47)
The role of internal audit has evolved and expanded and is being heavily relied upon by non-executive directors to give them comfort regarding the control environment.  The key role of internal audit is not to dig up and publicise company secrets but to improve the control environment and the way the company operates. (Page 48)

Mungo Dunnett, who consults to professional service firms, sets out 15 new-year resolutions.  Here they are, slightly modified:

1. Reduce level of debtors – billing, follow-up, credit control.

2. Create and monitor key performance measurement indicators.

3. Take a critical look at how you are utilising your time.

4. Reorganise so that time is not spent putting out fires and on structureless meetings.

5. Spend more time on value added activities.

6. Deal with disruptive and unproductive staff.

7. Reassess your IT needs and other infrastructure needs.

8. Focus on the services performed for clients.
9. Reassess your management information systems.

10. Take action to maximise returns.

11. Consider other areas where services can be given to clients.

12. Re-look at your marketing efforts.

13. Reconsider your missions and goals statements.

14. Strengthen your staffing situations, if required.

15. Establish clear leadership to take these issues forward. (Page 55)
Now that a computer error can lead to 20 years in prison, chief executives want cast iron assurances that accounts data and financial statements are correct.  To achieve this it is essential that there are checks and controls in place at each stage of the process from the receipt of the order to the receipt of the cash.  [See the definition of “Compliance Architecture” at the end of this issue.]  (Page 59)
The DTI in the UK has dropped the requirement that auditors have to review the operating and financial review statement appearing in the financial statements and has extended the implementation date by three months to 1 April 2005 [a strange date to use].  This will enable firms to explain the activities to the stakeholders in plain language without checking every comma. (Page 65)

The question on everyone’s lips in the UK accounting arena is: ”Is the UK ready for IFRS?”  The resounding answer is “no”.  There are some organisations that have clear goals and timetables in place and have invested in the training of the staff at all levels within the organisation.  There are some 2 500 pages of IFRSs to read, understand and internalise, a lot of bedtime reading.  [How many South Africans are prepared to invest “bedtime reading” to come to grips with IFRS?  In my experience, not many.] (Page 66)

Some concerns that analysts may have regarding the new IFRS standards are:

1. How will it affect the company’s dividend policy?

2. How will it affect the company’s debt/equity ratio?

3. How will it impact on the company’s borrowing capacity?

4. How will it impact on the volatility of the company’s profits?

5. How will it affect the company’s earnings?

6. How will it affect the company’s returns on assets and equity? [Note that this only scratches the surface!] (Page 68)

It is essential that companies fully explain to the users what the impact of compliance with IFRS will have on their results.  Things worrying users are the impact the new standards will have on accounting for intangible assets, business combinations, financial instruments, pension fund assets and obligations and share based payments.  When surveyed, 46% of analysts admitted that they were not in a position to distinguish between changes that reflect the result of the underlying business performance and those due purely to accounting changes.  69% of analysts said that they had received no training from their employer and were not aware of any that was available.  [I will be doing a road show around South Africa helping analysts to understand the implications of this new accounting regime.   Do you think I should do this in the UK as well?] (Page 70)
To date the following IFRICs have been issued:

IFRIC 1: Changes in existing decommissioning, restoration and similar liabilities

IFRIC 2: Members’ shares in co-operative entities and similar instruments

IFRIC 3: Emission rights

IFRIC 4: Determining whether an arrangement contains a lease

IFRIC 5: Rights to interests arising from decommissioning, restoration and environmental rehabilitation funds
IFRC 6: Exploration for and evaluation of mineral resources. (Page 75)

Amendments have been made to:

SIC 12 (deletes the exemption for equity compensation plans)

IAS39 (permits an entity to apply day 1 gains or losses either retrospectively, prospectively to transactions entered into after 25 October 2002 or prospectively to transactions entered into after 1 January 2004)

IAS19 (permits actuarial gains and losses arising on post-employment defined benefits plans to be taken directly to the statement of changes in equity rather than through the income statement). (Page 75)

Accountancy SA

“According to Ignatius, the country and its economy are in desperate need of more Chartered Accountants, especially black accountants.” [Why? Are they better than white?] (Page 3)
The IASB has decided not to push for deleting the scope exclusions for “mutual entities” and “by contract alone” type operations in the business combinations standard. (Page 7)

The standard setters would like to remind preparers that they should not mix the functional and natural (sic) classifications of expenses in financial statements. (Page 7)

A long pointless debate took place from pages 16 to19 on share based payments.  The bottom line is that IFRS2 does contravene the framework (this is not the first standard to do this – it is the IASB’s prerogative to permit this) but listed companies have to comply with IFRS unless they wish to go through the disciplinary process of the GMP and the PAAB.  So get on with it. (Page 16)

One of the proposals of the Corporate Law Reform is to create a statutory code of conduct for directors.  The debate commences. (Page 20)

The battle lines have been drawn between the IASB and FASB on what rate to use for the provision for deferred tax (29% or 29% plus STC).  [The article debating this by Elmar Venter and Madeleine Stiglingh was well written with one exception:  not once did they consider the needs of the users.  This is a disturbing trend.  Accountants are forgetting who their clients are.] (Page 26)

Lindie Engelbrecht of KPMG warns SA companies that they should check to see whether SOX affects them and start planning to do something about it.  One of the listed companies I lecture to has a full time CA dedicated to this aspect.  The main problem is section 404, which requires a careful look at the internal controls governing financial reporting.  [I would suggest that it is a little extreme, Lindie, to say that investors can now sleep more soundly knowing that the financial statements fairly present the financial condition of the company!  Internal control is only one small element to the achievement of fair presentation.] (Page 32)
My article set out a list of things that SARS should check when assessing valuations submitted for tax purposes. (Page 38)

Penelope Webb’s articles are always a pleasure to read – not intended to educate but to be a stress reliever. (Page 40)

Financial Mail

True leaders do not ask: “What do I want to do?” They ask: “What needs to be done?” The most important part of management is the ability to make decisions.  (Peter Drucker) (14th, page 41)
Noseweek

Grant Ramsay told investigators that up to 400 businesses had defrauded the taxman of multi-millions, with the help of auditors and SARS officials. (He was the one who blew the whistle on Jack Milne’s PSC Guaranteed Growth scam in which 4 000 investors poured R250m.) (Page 20, Issue 63)
Time

Nortel Networks of Canada restated its 2001-03 results revealing a 341% cut in profits for 2003.  Twelve executives not implicated in the inappropriate accounting, volunteered to repay $8,6 million in bonuses. (Page 10, 24th)
February 2005 (15 Minutes)

Accountancy

E&Y has decided, quite rightly so in my opinion, to fight the Equitable Life’s £2bn lawsuit.  They have already spent £10m on preparing for the case and a further £30m is budgeted.  [I might be wrong but I cannot understand why auditors should be responsible for telling their clients that business decisions made by them are not sound.] (Page 5)
The UK Treasury has withdrawn its opposition to limiting the liability of auditors.  If this goes through, auditors in the UK will be able to agree with their clients the extent of the liability that they are prepared to accept.  Disclosure of this agreement will probably be required in the annual report. (Page 6)

Eight leading European accountancy bodies have proposed to harmonise their entry-level qualifications. (Page 12)

The objective of the Chartered Institute of Taxation is to simplify tax laws, which will effectively put its members (tax advisors) out of business.  However, an MP assured the members that the government will always come to the rescue by issuing even more complex legislation to keep the members in the style that they are accustomed. (Page 18)
Customers want honesty, simplicity and value.  Management is obsessed with measuring and evaluating numbers, which cannot grasp the human factor.  [I presume that the author is suggesting that we need to measure honesty, simplicity and value?] (Page 22)

Grant Thornton, the largest of the firms outside the big four, has revenue of £188m.  E&Y, the smallest of the big four has revenue of £828m.  [One BIG gap between the top of the medium and the bottom of the big!] (Page 51)

The ability to build trusting relationships with clients and colleagues is an essential part of professional life.  The three factors necessary for building trust are credibility, competence and compatibility:
· The keys to credibility are having an aura of confidence, creating a favourable initial impact, being totally honest and delivering on promises made.

· The keys to competence are being knowledgeable about the subject, having a successful track record, displaying expertise and asking insightful questions that result in new thinking.

· The keys to compatibility are demonstrating a genuine interest in the person, listening to him or her actively, adapting one’s behaviour to the person or the situation, showing care (going the extra mile) and showing vulnerability (being prepared to say: sorry, I was wrong). [This latter one is a problem for me because I am always right!] (Page 52)

Despite admitting that over 50% of the average partner’s time is non-chargeable, firms generally have no strategy for using that time.  [The Indians should do the work, not the chiefs!]  The biggest threats facing the audit profession at present are increasing cost of regulation, litigious society, recruiting quality staff, conflicts of interest, devaluation of the qualification, competition from unqualified accountants, economic pressure on clients, higher threshold for audit clients (coming to RSA?) and unrealistic client expectations. (Page 54)

The big four auditing firms are losing clients in droves in the US and the mid-tier firms are gaining.  The big firms lost 609 clients in 2004 and gained only 201.  38% of those lost went to mid-tier firms.  In many cases, the loss of big firm audit clients was because the firm resigned, e.g. 42% of the clients lost to E&Y were due to the firm resigning. (Page 55)

The Association of Corporate Treasurers has warned that financial covenants in loan agreements could be breached due to the new IFRS requirements.  This could have disastrous implications if loans are called up.  Companies should anticipate the problem and renegotiate the terms of the covenants. (Page 65)

The application of judgement is mentioned 45 times in the latest IFRSs.  To be able to understand the results of companies, one must know what the effects of the judgements were.  The following examples are given in the case of banks:

1. Discounts, fees and transaction costs in respect of financial instruments have to be spread over the expected life of the financial instrument.  In the case of a 25 year mortgage, one has no idea when the mortgage will expire (people moving, dying, etc.)  Judgement will have to play a big part in deciding on the actual lives of such items.
2. Provisions for bad debts will require judgement in the areas of IBNR (the estimated lapse time – the period between the event taking place and the lender identifying such event) and the period over which to discount the expected future cash flows.
3. Whether or not to use hedge accounting.

4. How to measure fair value of financial instruments.

5. How to classify the financial instruments, e.g. fair value through profit or loss or available for sale.

6. Whether or not to consolidate “special purpose entities” where the assumption of control is vague. [Scary stuff for the poor analysts.] (Page 68)

International Hotel Investments adopted IFRS 3 but continued amortising goodwill despite the statement specifically prohibiting the amortisation of goodwill.  [I sincerely hope that we do not see this sort of blatant disregard for the standards in RSA.] (Page 71)
Accountancy SA
Zwi Sacho (he really is good, read him) writes about how to account for and audit goodwill.  This is total madness for a small private company (using segmental accounting for cash generating units).  I have developed a valuation model for testing impairment of goodwill – email me (cphat@iafrica.com) with the words “Please send me your goodwill impairment model” and it will be sent to you.  One problem I have with this article is that he does not differentiate between existing and new goodwill.  The immediate problem in practice is existing goodwill.  Maybe he can cover this aspect in a future article/letter to editor. (Page 12)
Spencer Robus writes about when and when not to hedge.  [I would have thought that you only hedge if you are at risk, i.e. you have already fixed the price and are exposed to risk.  To hedge when you have a natural hedge is speculating.  He does not mention this at all.] (Page 17)

Peter Wong of Hong Kong [sorry about this] sets out the benefits of globalising GAAP and the challenges to international conversion.  He lists the benefits as:

· Greater comparability of financial information for users

· More incentive on behalf of investors to invest across borders

· Lower cost of capital

· More efficient allocation of resources

· Higher economic growth

And he lists the challenges as:

· Standards that can be easily translated into other languages

· Reducing the complexity, frequency and volume and improving the structure of the standards

· Modifying the standards for use by SMEs

· Improving the knowledge of the users of the standards

He concludes the article by stating that convergence is in the best interests of the public. [I wonder if the public are even aware of IFRS?] (Page 20)

Koot Naude discusses sustainability reporting (reporting on the non-financial issues that have an impact on the firm’s future sustainability.  Triple bottom line reporting is an aspect of this (economic, social and environmental reporting). (Page 22)
65% of companies report that virus attacks cause the most disruptions in their IT divisions. (Page 29)
Greg Judin of Team Deloitte wrote a good introduction to value employee share options.  [The biggest practical problem is not which model to use (the differences are invariably immaterial) but the standard deviation used in the model. For example, Edcon’s historical standard deviation is 90%.  It would be ludicrous to use this measure in valuing an option because it arose during the period when the share price collapsed and then recovered.  Surely one should use a modified historical standard deviation if there is no market for the options?] (Page 30)
Business Day

The auditor general qualified the financial statements of the Film and Publications Board for material departures from GAAP.  He found deficiencies in accounting for operating leases, employees post-retirement benefits, executive committee emoluments, financial instruments and investments, property plant and equipment, incomplete accounting policies and inappropriate disclosures.  [The board should have censored and banned its financial statements thereby solving the problem.]  (15th)

Finance Week

The following statistics are given:  23 000 chartered accountants, 4 500 in public practice, 6 000 public companies, 300 000 private companies and 900 000 close corporations. (2nd, page 33)

Investors who adopted a certain approach 30 years ago and waited patiently, often did much better than those who continually changed their views. (23rd, page 21)
Fund managers generally tend not to deviate too much from their benchmark indices because it is safer to be wrong if everyone else is wrong. (23rd, page 89)

Good advice from Vic de Klerk:  “Make sure that you get a return on all your assets and not just the maximum return on some assets.”  [If I had followed this rule over my life-time, I would have been a lot better off than I am today!] (23rd, page 90)

Financial Analysts Journal

The academic community has generally come to agree that value investment strategies, on average, outperform growth investment strategies.  [Mr Buffett could have told you that years ago!]  Value stocks suffered less severely than growth stocks when the stock market or the overall economy suffered.  Patient investing in value stocks is likely to remain a rewarding long-term investment strategy.  [Extremely sound advice.] (Volume 60, No.1, page 71)

Financial Mail

An Absa-led bank consortium settled its R870m claim against Macmed auditor Fisher Hoffman PKF for R23m. (4th, page 8)

Groote Schuur celebrated its 500th heart transplant patient. (25th, page 8)
Time

There was a 57% increase in the number of annual deaths in South Africa from 1997 to 2003 attributed mostly to AIDS. (Page 13, 28th)

March 2005 (25 Minutes)
Accountancy

The weight of new compliance is tying up resources and energies that would in less regulated times be devoted to making money, the raison d’etre of most businesses.  (Page 1)
UK auditors expect to see a draft of the new Companies Act Bill soon that will allow companies to negotiate contracts with their auditors to limit liability by proportionality.  The proposal is that shareholders will have the authority to approve such contracts, ending 75 years of prohibition of limitation of liability of auditors.  [Will RSA follow?] (Page 8)

Emile Woolf believes that the lending of banks has gone mad, giving mortgages of up to 130% of the value of the home securing the loan and throwing credit scoring and risk models overboard. [I recently sold a property for R460 000 net after having it on the market for four months.  The buyer got a R590 000 bond on this property!!!  This is really scary for me as a shareholder in a bank.]  He says that you would have to be an insolvent arsonist not to get a loan right now. (Page 25)
It is estimated that about 12 000 accountants are working on SOX projects in the UK.  This US regulation has done accountants around the world a favour by boosting their job prospects.  This project is revealing material weaknesses in the internal controls of companies in the US and it is estimated that up to 25% of US companies will make such admissions in their financial statements, Kodak being one well known company so far to do so.  Most companies are saying that the costs of implementing these systems are not producing the required returns.  (Page 41)
IOSCO has reaffirmed its backing for IFRS, has called on its members to allow multinational issuers to use IFRSs and has urged exchanges requiring reconciliations to drop this requirement as soon as possible.  (Page 71)
The IASB has begun to address some of the most challenging topics on its agenda this year, including revenue recognition and an attempt to rewrite the framework. (Page 73)

A problem in the UK (and I would guess in RSA) is that the rules on what profits can legally be distributed by way of dividends was written under previous GAAP.  These rules do not cater for situations such as splitting compound instruments and gains resulting from fair valuing financial instruments, investment property and biological assets.  Another problem is that their Companies Act (and ours) permits profits earned by subsidiaries in a group of companies to be distributed even where subsidiaries have been moved around in the group.  IFRS (and GAAP) does not permit such profits to be distributed. (Page 77)
Accountancy SA

Accountants may not pool funds received by clients for investment purposes to obtain better interest rates as this is in contravention of the Banks Act.  If this instruction is ignored, practitioners could be disciplined. (Page 2)
The changes published to IAS39, IAS19 and SIC12 have been dealt with elsewhere in this issue. (Page 3)

SAICA has issued guidance on the new law requiring tax practitioners to register with SARS.  Those who do not have to register are (see elsewhere in this issue for a similar list):

· If no fee is charged for assisting your employer, yourself (gee thanks!) or a connected person
· Advocates and lawyers who provide advice to clients in connection with litigation
· Where the advice is incidental to goods or services supplied

· Fulltime employees iro their employer or connected person

(Page 7)

Rowan Dent gives a brief overview of the balanced scorecard.  It is defined as an organisational performance management tool that can transform business performance.  It embraces and creates a balanced perspective of aspects such as finance, customers, internal processes and employees.  It is linked to the strategy of the entity and measures performance for continuous improvement. (Page 25)
Jan Dijkman, from SAICA, reminds members to affirm the fundamental principles of the Code of Conduct which are integrity, objectivity, professional competency and due professional care, confidentiality, professional behaviour and technically proficient. [It is always a good idea to run through these now and again and assess yourself against them.] (Page 27)

Pieter von Wielligh, who usually communicates in easily understandable English, writes about assessing internal controls when risk is “significant” in a most complicated way –I am not sure what he is getting at.  [I could be having a bad day!] (Page 30)

Veronique Parkin writes about the role of the CFO.  She says that s/he needs to be multi-talented, possess experience that is both functionally broad and industry specific, capable of managing several important tasks simultaneously and managing and motivating the financial organisation.  She says that s/he must have integrity, must be able to instil trust, must be able to communicate, be a leader and team builder and be an agent for change.  And who can best fulfil this role: a CA of course. [The financial director of a large mining company attended one of my IFRS conversion workshops recently.  He was superb. He was not a CA but, wow, was he clued up in the things that financial directors should be clued up in!  I wonder if a CA’s training really prepares him or her for being a financial director, e.g. managing and motivating people.) (Page 35)
90% of spreadsheets contain errors of some kind [scary].  When preparing spreadsheets, one should employ a risk management system. [I have just completed my advanced valuation course models and am busy debugging them.  I am trying every trick in the book to ensure that they are error free.]  (Page 37)
Business Day

Former WorldCom chairman, Bernard Ebbers, has been convicted of directing an $11bn fraud that triggered the largest bankruptcy in US history. [You must hand it to the man:  if you are going to do something, do it well!  It is amazing how many lives around the world have been affected by him (and Kenny Lay) because of all the new regulations that followed these disasters.] (16th)
Pravin Gordhan, our auspicious tax collector, is targeting ill-gotten gains made by prostitutes, drug dealers and corrupt officials.  [It’s called scraping the barrel!] (16th) 

Allen Blewitt, CE of the ACCAs says that standards for SMEs should been produced well before those for listed companies as SMEs account for more than 98% of all businesses in every market in the world.  [Thank you!  I really did try but the authorities were not interested.] (16th)
Sasol was the top company in the E & Y excellence in corporate reporting survey, with ABSA a close second.  Garth Coppin said that Sasol had identified significant risks facing the business and outlined in detail the steps that had been taken to mitigate such risks. [Congratulations to our members that work for Sasol and ABSA – you are stars.] (17th)

CFA Magazine

It is important for investors to assess related party transactions [it would be nice if the standard permitted this to be done effectively] because they can present an opportunity for tunnelling money out of the company to insiders or controlling shareholders.  A survey in the US revealed that nearly 40% of S&P companies have business dealings with related parties, although many of these dealings are legitimate.  Disclosures of related party transactions should meet three criteria: they should be transparent and fair and should reveal all material transactions and balances. (Page 44)

Tim Bush, institutional relations manager for Hermes Focus Asset Management in London says that the trend toward standardisation of accounting suggests a sausage machine method of reporting leading to a sausage machine way of investing.  He states that striving for comparability is a mugs game – that is what analysts are for.  What analysts want to see is how a company is run on its resources.  Comparability can mask the true picture.  As an analyst, he would like to see the raw data to enable him to do his analysis.  The key is not accounting standards but auditing standards.  Anthony Cope (an IASB board member) agrees that most companies are unique and trying to fit each one into the same mould is a pointless exercise.  [What a pleasure to see good raw common sense written for a change!] (Page 47)
Financial Mail

Sasol early adopted IAS16.  The only impact on their financial statements was that they changed the lives of their assets resulting in a reduction in the depreciation charge for the year of R561m.  The previous standard required the lives of property, plant and equipment to be revised periodically so this change had nothing to do with the changeover.  They ignored the biggest problem in the new standard, i.e. the changed definition of residual, probably on the basis that residual values are not material in their type of operation (if you visualise their plant, you will agree that this is the case). (11th, page 58)
The average life expectancy in Zimbabwe is now only 33 years. (18th, page 8)

The funding for the Gautrain will be done in rand so as to avoid a hedging disaster.  [This is an indictment of GAAP.  What is the accounting difference between funding in rand and funding in, say, dollars and taking out cover?  The difference is that many auditors will not allow their clients to account properly for the transactions because they argue that the companies cannot comply with the onerous hedging criteria!  They should scrap these artificial rules on hedging so that companies can arrange their affairs according to what is best for the shareholders!]  (18th, page 54)
E&Y defines “institutional quality” as being the consistency of its performance, the quality and innovation of its products, the strength of its service offering, the calibre of its top executive team, the strength of its long-term growth strategy and its current market positioning. (18th, page 56)

Stephen Cranston sets out problems with retirement fund management:

1. Because consultants are paid by the hour, they have an incentive to make things complicated rather than to keep things simple.

2. Consultants often get commission from insurance companies so will push funds into these products.

3. Many funds have no formal evaluation process to asses the effectiveness of their investment consultants.

4. Many trustees do not know whether the benchmarks they are using are appropriate.  (18th, page 95)

Fortune

Mel Stark, vice president of the Hay Group, says that innovation is not something you can simply turn on or off.  It takes vision, tone, disciplined mangers, talented employees and a nurturing environment with the right structures, processes and systems.  Innovation starts at the top.  The mindset includes knowing which innovations to focus on and how much time to devote to each.  One has to be prepared to invest in it. (7th, page 52)

Fannie Mae, the mortgage giant in America, overstated its profits by $9bn since 2001.  At first their supporters argued that they had innocently broken some very complicated accounting rules.  This view changed to:  “We are still searching for a mortgage-finance accounting rule that they have not broken.”  No one seems to know what the financial statements really look like.  One of the problems lies with their special purpose entities that house $1,4 trillion off balance-sheet mortgage backed securities.  [Expect a new accounting rule: “All special purpose entities containing assets originated by the entity shall be consolidated regardless of the percentage holding therein.”] (21st, page 13)
A massive tax scam is unfolding in the US involving the auditors of companies, company executives and share options.  Under advice from the company auditors, executives form family owned limited partnerships (known as “Flips”), transfer their options to these entities, which then exercise the options and sell the shares, thereby “avoiding” tax on the profit.  To hide this from the revenue authorities, the companies issuing the options do not claim the deduction they are entitled to claim, thereby depriving the shareholders of the tax benefit.  The revenue authorities have given those involved a deadline to own up to avoid full penalties.  [Schemes similar to these are rampant in RSA as well.  Maybe this US event will make our people wake up and start investigating locally.]
This journal contained a series of articles by self-made men and women who were asked: “What was the best advice you ever got?”  Here is the best of the best:

Warren Buffett: “You are right not because others agree with you, but because your facts are right.” [Take decisions based on facts.]
Howard Schultz: “Recognise the skills and traits you don’t possess, and hire people who have them.” [Outsource.]

A G Lafley: “Have the courage of your convictions to stick with a tough job.” [Persevere]

Jack Welch: “Be yourself.”

Sallie Krawcheck: “Don’t listen to the naysayers.” [Stay positive]

Vivek Paul: “Don’t limit yourself to past experiences: keep asking: How can I regenerate myself?”

Andy Grove: “Base knowledge on facts and analysis rather than on what everybody knew.” [Same as WB]
Anne Mulcahy: “When things get really complicated, think of the problem with the cow in the ditch:  1. Get the cow out of the ditch. 2. Determine how the cow got into the ditch. 3. Ensure that the cow does not get in the ditch again.” [Keep it simple]

Rick Warren: “Efficiency is doing things right and effectiveness is doing the right thing.  Many organisations are efficient but not effective.” “When profits are down, look for the problem outside the organisation, not inside – why are people not using your product or service, why are they not listening to your message?”

Jim Collins: “Say no to the wrong opportunities.”  “The moment you have an organisation, you have a beast to feed.” [Travel light]
Ted Turner: “Start young – get out there and learn the ropes.”

Mickey Drexler: “Bail out of businesses that are not growing.”

Brian Roberts: “Listen, ask questions, let the others take the credit.”
Donny Deutsch: “If you are passionate about something, the money will come.” [Not always true.  You still have to work at it.]
Klaus Kleinfeld: “Before getting bogged down in details, close your eyes and think about what you really want to achieve.  With this clear vision in mind, start executing so that things will move in that direction.” [Visualise, strategise and then act.]

Herb Kelleher: “Respect people for who they are, not what they are.”

Clayton Christensen: “You can learn from anyone so be humble and listen.”

Ted Koppel: “Do what you love doing.”
(21st, page 33)

Maneo
The IAASB has issued a new standard on the independent auditor’s report, which is to be applied for reports dated on or after 31 December 2006. (Page 3)

The results of the Public Practice Examination of the PAAB written in November 2004 were 1 675 passed (70%) compared to 1 452 in 2003 (61%). (Page 6)

Sunday Times
Graydon Morris, director of Precept Wealth Solutions, says that one’s age and investment time-horizon are critical factors in deciding on the allocation of one’s investments.  The retired person, for example, cannot risk his or her investments in the hope of increasing returns because working for a salary is no longer an option.  He goes on to give some sound advice on investing:

1. Have a strategy that considers your time horizon, risk tolerance and amounts to be invested.

2. Build a diversified portfolio – do not invest in individual stocks (Warren Buffett would disagree with this).

3. Do fundamental analysis to support your investment decisions.

4. Don’t buy when the market is high.  (And don’t sell when the markets go to h…!)

5. Don’t take tax driven decisions.

6. Understand your risk tolerance – distinguish between your attitude toward and your capacity to take on risk. (13th)

April 2005 (25 Minutes)
Accountancy

It is expected that Bernie Ebbers, former CEO of WorldCom, will be sentenced to 80 years in prison.  [He is probably 60 years of age now:  I did not realise that people reach the age of 140 in the US.] (Page 12)

Prosecutors investigating the Parmalat scandal have accused four foreign banks and an Italian asset management firm of helping the dairy foods giant mislead investors thereby moving a possible trial closer.  They have asked a judge to put on trial nearly 30 ex-Parmalat executives, auditors and banks plus three financial institutions. (Page 12)
Much of the April journal debates the proposed merger of the ICAEW with CIPFA to form the Institute of Chartered Accountants.
It is essential that, in business, one must take risks but if we want to grow and survive, risks should be properly managed.  Every entity will have a different appetite for risk and its mitigation.  The key to success is managing this risk.  [I do not agree: it is one of the keys.  One must have a holistic approach.]  (Page 79)

A survey of 12 London investment banks found that only two had provided a house view for the analysts on the treatment of IFRS in their forecast models.  75% had offered their analysts no formal training in the adoption of IFRS at all.  50% of the analysts had made no changes to their models while a third had received no communication on the matter at all.  (Page 93)

UK companies are exposed to £100bn of liabilities resulting from leases on properties that are surplus to requirements and yet few have set aside adequate provisions for onerous contracts.  (Page 93)
One of the IASB’s advisors has told the Board that the reason it is battling with IAS39 is because its conceptual framework is hopelessly out of date.  He is of the opinion that the framework makes no provision for using probabilities when arriving at fair values.  Paul Cherry of the Canadian Accounting Standards Board is of the opinion that the problem with IAS39 has nothing to do with the framework but the volatility it causes in the financial statements of companies. (Page 96)

The Committee of European Securities Regulators recommended that companies describe in their 2003 financial statements their plans and degree of success in moving towards IFRS.  Few companies seem to be doing this.  [This is a requirement of AC103.30 but few RSA companies are complying because there is no guidance from our local authorities on this issue.] (Page 99)
Accountancy SA

SAICA issued a circular 1/2005 setting out interim guidance on how to account for BEE deals while it awaits the possible IFRIC ruling. (Page 3)
The four big auditing firms have kindly given members of SAICA access to their disclosure checklists and model sets of accounts.  You will find links to these items via SAICA’s website [if you are happy to search for a few hours!!!] (Page 3)

FASB has decided tentatively to use the distributed rate of tax when calculating deferred tax and not the undistributed rate.  [This rate is more relevant to the user.  My feeling is that the IASB is more concerned about its “principles” than trying to satisfy its customers, the users of the financial statements.] (Page 4)
Zwi (you don’t mind if I call you by your first name?) sets out a methodology for converting to IFRS.  He sets out the procedure for converting to IFRS and to new Statements of GAAP.  For example, listed companies have got to apply IFRS so their transitional standard is IFRS1.  Unlisted companies do not have to convert to IFRS but have to adopt the new AC standards so default to the transitional provisions of the standards themselves. [What I find absolutely annoying is that 6 years ago I recommended that we adopt IASs in RSA and was turned down.  We are now paying the price for not calling our standards IASs.  Listed companies may not use the “impracticability” argument for restating the past!]  He sets out five steps for the conversion procedure:

1. Identify the key dates and the first IFRS financial statements, e.g. a December company will comply with IFRS for its 2005 financials and show comparative figures using IFRS for 2004.

2. Prepare an opening balance sheet at the date of transition to IFRS, e.g. our December year-end company would prepare an opening IFRS balance sheet as at 1 January 2004.

3. Apply IFRS1 disclosures to the opening IFRS balance sheet.

4. Prepare current (2005 in the above example) and comparative (2004) financial statements according to IFRS.

5. Identify disclosures that IFRS1 requires for the first IFRS financial statements. (Page 14)
The following are thoughts from the word processor of John Haylock on how to reposition yourself and your firm in the eyes of your clients:
1. Segment your client base and develop special services for targeted segments.
2. Prepare a menu of services that your clients can choose from.

3. Discuss the menu of services with your clients and agree on what to provide, the price and the timing.

4. Turn the agreed work around quickly and with certainty.

5. Get rid of your worst clients and focus on your best clients.

6. Focus on customer service.

7. And acquire the skills to deliver on the above. (Page 20)

Billy de Beer says that when developing a bonus scheme for employees, one should balance the goals of the total enterprise with compensating the individual performance of the employee. (Page 26)

Cobus Rossouw, my colleague at the University of the Free State, wrote an excellent article on how to apply IFRS5 in practice.  He gives an example of what constituted a discontinuing operation under the old statement and what constitutes a discontinued operation under the new statement.  [My problem is that there is an overlap – do we reverse a discontinuing operation that does not meet the definition of a discontinued operation on conversion date?  I think you will have to: a bit embarrassing for the reporting entity!] (Page 30)
The purpose of my article is to try to avoid another fiasco with differentiating between accounting for changes in accounting policies and accounting for changes in estimates when IFRS/New SA GAAP hits us. (Page 36)

Finance Week
An E&Y survey has found that only one-third of listed companies are ready for the changeover to IFRS.  E&Y have identified four potential problem areas:

1. The risk of inaccurate interpretation resulting in unreliable reported results.

2. The risk of receiving qualified audit reports.

3. Bad publicity for the company.
4. Undermining investor confidence.

James Luke of E&Y sets out the ripple effect of the change-over to the new standards such as:

1. Changing the way companies do business to accommodate IFRS. [This is an indictment of GAAP!]
2. Tax implications. [Cheating in the past?]
3. Impacts on debt covenants and employee incentive plans.

4. How they will affect key performance indicators.

James points out that because there are so many choices available to the company for the changeover, the directors have to get involved in the decision making process.  [And the AFS must give a full explanation.]
Steve Minnaar of Old Mutual Asset Management highlights that analysts will have to go beyond the EPS in evaluating company results under the new regime. [Did they not do this under the old one?] (20th, page 10)

The IASB is expecting a draft interpretation with regard to IFRS2 from IFRS (sic) within a month as to how empowerment deals should be accounted for in terms of the new standard. [If they exclude these deals from the standard, they will have to change the standard because the scope paragraph is quite clear: it applies to ALL share based payments including for services and goods.] (Page 14)
Financial Mail

The minister of social development says 41 000 civil servants are being investigated for allegedly improperly paying themselves cash meant for social grants.  [Now you know where you hard earned tax contributions go!] (Page 8)

Fortune
A decade ago, John Smale, the retired CEO of Procter & Gamble, said that the job of the CEO of General Motors wasn’t to boost the share price but to provide jobs for its employees, business for its suppliers, cars for its dealers and pensions for its retirees.  The shareholders will just go along for the ride.  This is where GM finds itself now – fighting to sustain the enterprise.  There are at present 2,5 retirees for every one worker.  Their pension fund is crippling their finances.  Harley Davidson’s market capitalisation is presently higher than that of GMs! (Page 55)

Restoa

There is an estimated R2 billion national sectional title debt owning to municipalities.  Amendments are being made to the Act to enable owners, tenants and managing agents to be sued for recovery of these debts.  (Vol. 9 No. 9)  
Fun Corner

“There is no reciprocity: Men love women, women love children and children love hamsters.” [Alice Thomas Ellis] (Business Day)
A family decided to stop at a restaurant for a meal in Cape Town.  There were baboons in the vicinity so they placed an imitation snake on the bonnet of the car to scare the baboons off.  On returning from their meal they found their windscreen smashed from the baboons throwing rocks at the “snake”. [A classic case of not thinking through the consequences of your actions!] (Financial Mail, January 14, page 66)

The new simplified tax return from SARS:  “What did you earn? Send it to us.” (SARS Polokwane)

It was widely reported in the press that the police had made a giant bust when they confiscated 10 000 fake DVDs with a market value of R25m.  [Check the calculation!] (Financial Mail, 8 April)

Tax Snippets

There is a proposal to do away with Regional Service Levies as from 30 June 2006.

It is proposed to disallow as a tax deduction bribes, penalties and other expenditure relating to illegal activities.

It is propose to have a more comprehensive tax exemption system for government grants.  [About time: it really is dumb when you get a grant from Government and then have to pay 29% of it back to them.]

If you receive a payout from a company as a shareholder that is not a dividend, e.g. I own shares in Imperial and receive annually a repayment of share premium, this amount is included in the proceeds on eventual sale for CGT purposes, and is not taxed on receipt, assuming that you are not a share dealer.  (Financial Mail, March 11th, page 52)

If you declare a dividend and leave the amount on loan account in the company or close corporation, SARS used to disallow any interest paid on the loan on the basis that it was not incurred in the production of income but was incurred to pay a dividend.  In ITC 1764 the court held that one should determine the purpose of the loan and the intention of the taxpayer in deciding whether or not the interest is tax deductible.  [Personally I would not look for trouble and pay interest even with this court case behind me.] (Income Tax Reporter, vol. 44, part 1, 2005, page 10)
What you always wanted to know but were too afraid to ask
A “blog” is a website that contains an online personal journal with reflections, comments and often hyperlinks.   There are an estimated 4,8m blogs on the Internet at present.  The blogosphere is expanding at the rate of 100% every 5,5 months.  (Accountancy, March 2005, page 57)
“Compliance architecture” is a combination of business systems that can be used as the basis for handling current and future regulatory change.  If a company has a security and business continuity planning system (BCP), a document management system and a business process management (BPM) system in place, it has the necessary foundations.  It is essential to keep the architecture simple so that there is only one version of the truth. (Accountancy, March 2005, page 59)
Accounting Scandals

Three former divisional vice-presidents of Kmart have been charged for fraudulently accounting for $24m of vendor allowances obtained from promoting and marketing activities.   (Accountancy, January 2005, page 160)

Two former executives at AOL are facing criminal charges for colluding with executives at PurchasePro to inflate revenues of the two firms, forging contracts and making false entries. (Accountancy, February 2005, page 160)
A former partner of E&Y was sentenced to a year in jail after admitting tampering with documents to impede a federal investigation into the collapse of NextCard. (Accountancy, March 2005, page 176)

Other Tit Bits
Rhys Summerton of Smith Barney, Citygroup, sent me his notes taken at the Berkshire Hathaway annual meeting [lucky devil!]  Here are some of the gems from the mouths of Warren Buffett and Charlie Munger:

“We have $44bn in cash at present.”  [Warren Buffett’s own philosophy is to give cash back to the shareholders if the company has no use for it.  Why are they not doing so? ]

“We do not give any credit for investment gains or losses that go through the income statement.”

“A CEO will get someone else to manage his personal money as he does not understand the way the market works but then his company will launch a bid to buy a stock in the market.”

“Our managers do not have budgets.  In the insurance business, for example, you can report any number in a given period.”

“Modern finance, the blood brother of evil, expects earnings to rise without volatility.”

“It is better to pay attention to something scorned than something championed.”

“We think you will see severe dislocations between value and price in future.”
May 2005 (15 Minutes)

Accountancy

This issue focused on the 125th birthday of the ICAEW so was stingy on information content.

Equitable Life’s ₤2,05bn claim against E&Y [which I have said from the start has no basis in law] commenced in the high court in the UK. (page 12)

From a survey conducted by the United Bank of Switzerland, earnings of companies have increased on average by 25% because of the changeover to IFRS.  If the effect of no longer amortising goodwill is eliminated, the increase is only 1%.  [All this grief to change profits by 1% - any analyst worth his or her salt would have reversed goodwill amortisation anyway!] (Page 87)

There is evidence that corporate treasury departments are simplifying the derivatives they use because of the accounting problems – a case of the tail wagging the dog.  (Page 90)

Many companies are looking at the choice of developing hedge accounting policies to reduce the profit and loss volatility or simply ignoring hedge accounting altogether and presenting adjusted earnings figures outside the financial statements.  [I would encourage companies to take the latter route.] (Page 91)

IAS39 has been amended for periods beginning 1 January 2006 to permit the use of cash flow hedge accounting in consolidated financial statements for the forex risk of highly probable intra-group forecasts if the transaction is not denominated in the entity’s functional currency and the risk will affect the consolidated financial statements. (Page 92)
Accountancy SA

IFRS 6 deals with expenditure on exploration for and evaluation of mineral resources before the technical feasibility and commercial viability of extracting a mineral resource are demonstrable.  The standard permits an entity to either expense such costs or adopt the policy it used in the past, i.e. it does not have to follow the guidance in IAS8.11 and 12.  The problem is that we in RSA have already adopted those paragraphs!  The costs must be classified as intangible assets or property, plant and equipment, depending on the nature of the expense.  The impairment standard will apply to both asset classes.

Jan Dijkman, quite rightly so, admonishes trainee accountants for not abiding by their training contracts.

Zwi Y Sacho writes an excellent article on how to estimate and audit the doubtful debt provision.  The only thing I would like to take him to task on is his audit objective.  He says that one should obtain audit evidence to ensure that the provision is not too low.  Surely the objective is to see that it is realistic?  I know of a company that never has bad debts because they are so conservative with their doubtful debt provision!  Otherwise, Zwi, is great as usual.

My article dealt with some valuation problems.

CIO Africa

The main reason why leaders fail, according to a study by the Cutter Consortium, is the inability to connect with other people and get along with them, i.e. a lack of emotional intelligence.  The contributors to leadership failure are poor interpersonal skills, self-centredness, failure to acknowledge problems, untrustworthiness and weak management skills.  (March, 31, page 9)
Financial Mail

Roger Sinclair writes an excellent article on the new business combination statement that requires brands to be valued and brought onto the balance sheet on a business combination.  He then does what I call a “chasm jump” and concludes: “Now that brands are required to be on the balance sheet, management will show elevated interest in what the marketing people are doing.”  [We are still a long way off from having brands on balance sheets, Roger!] (20th, page 18)

Mr. Manuel says that GDP is expected to reach 4,3% in 2005 with inflation range bound between 3% and 6%. (27th, page 8)

Lulu Zingwana, minister of minerals and energy says that Lazarus Zim should be heading Anglo American Plc and not Tony Trahar!  (27th, page 49)

SA business owners rank as the third most stressed in the world after Turkey and Russia.  PE and EL are the most stressful business centres with Gauteng the most relaxed. [Got to be kidding!]  BEE and HIV are two of the main causes of stress in RSA. (27th, page 64)

Finance Week

Research undertaken by Old Mutual reveals that upwards of 70% of mid and upper income South Africans have no idea whether they will be financially secure in retirement.  These people have no idea how to reach financial stability.  (4th, page 55)

An amount of $1 500 for every car sold goes to pay medical bills for the employees and retired workers and their families of GM and Ford, whereas their competitors are not burdened with these costs.  (4th, page 66)

Pension funds are resisting moves by the government to invest 5% of their assets in socially responsible investments.  So it might be necessary for Government to compel them to do so.  (4th, page 69) [All the more reason to set up a DIY pension plan.]

Anglo American has early adopted IFRS.  It will apply as from the June 2005 financial statements.  AA says that its systems and staff training is well advanced.  AA has identified nine areas where changes have to be made:  Business combinations, goodwill, post-retirement benefits, currency translation differences, joint venture entities, share based payments, disposal groups and exploration for and evaluation of mineral resources. (11th, page 26)

Interbrand has identified the following top ten brands in RSA (values in billions of rands): Standard Bank (10,2), MTN (8,9), Vodacom (6,5), Absa (4,9), FNB (2,9), Telkom (2,7), Castle Lager (2,6), De Beers (2,4), Old Mutual (2,4) and Pick ‘n Pay (2,3). [Like all valuations, these are highly subjective.] (18th, page 95) 
SAICA News

SAICA’s board has asked management to undertake a broad communication and consultation process with members to ensure that CPD is successfully implemented.  Aspects to look into are the format and medium of delivery as well as the monitoring process.  The aim is to make the process as user friendly and as cost effective as possible.  [I really pity the poor small practitioner trying to make a living by giving a service to clients!  Every aspect of their lives is being controlled by Government decrees or professional pressure.  No wonder we have a shortage of accountants in this country.]
June 2005 (20 Minutes)

Accountancy

PwC reported its revenue net (i.e. did not take into account expenses billed to clients) in terms of IFRS accounting whereas the other three big firms reported their revenue gross, in terms of UK and FASB GAAP.  [This is a perfect example of not being able to compare the results of entities using different accounting standards.  Congratulations to PwC for doing the right thing!]  (Page 27)

It is reported that Moores Rowland International and other mid-tier firms are picking up work from the big four.  [I have seen this happening in RSA as well.] (Page 28)

Numerica, the one time wunderkind consolidator (15th in the UK), has been taken over by Vantis.  [This leaves two consolidators in the UK – consolidating small practices into a medium practice was in vogue in the UK a few years ago.]  (Page 56)

UK businesses are clamping down on personal internet use for two reasons:  Expensive time being lost and exposure to risk – in a resent audit of 2 500 personal computers 5 800 illegal digital music files were unearthed exposing employers to attack. (Page 59)

Some ideas for keeping your investment in receivables low:  Don’t give debtors any room for excuses or delays, issue invoices promptly, narrow down the issues raised by customers as quickly as possible, set strict deadlines for payment and ensure all conversations and exchanges of correspondence are recorded properly. [Did you read that Hattingh?] (Page 62)

Tensions between the IASB and national standard setters surfaced at a recent meeting.  Europe wants a wider geographical representation on the IASB teams.  The response is that teams are made up of those with the expertise and not those from particular parts of the world.  Sir David Tweedie asked that Europe put their emotions aside and have some thought for the IASB who are working to tight deadlines to produce standards.  He assured the national standard setters that their points of view are taken into account even if they do not have a representative on the team.  [From my experience, it is very difficult to be heard if you are not a member of the team!]  (Page 66)

The conceptual framework will be one of the most challenging projects undertaken by the IASB and is expected to take up to 10 years to complete.  (Page 66)

The IASB must work out how to avoid different constituents  from interpreting the same standard differently.  IFRIC staff is not prepared to endorse local interpretations of standards.  [In my view this is the biggest flaw in the whole process:  if you set flexible standards you must expect people to have different interpretations of those standards.] (Page 67)

Joanna Osborne, a partner of KPMG, says that one must watch out for an employee option scheme where the company agrees to repurchase the shares from the employees some time in the future – the share issued to the employee is redeemable and therefore cash settled.  [How does one measure the liability if neither the date nor the price at which the shares are to be repurchased is known?  The statement says “redeemable” – what if the trust is to repurchase the shares and hold these shares for issue to future employees?  Does this fit into the definition of “redeemable”?  This is all very unclear.] (Page 68)

Volkswagen states that the measurement bases of development costs capitalised previously differ from those to be used in the current year.  It says that the usefulness of its financial statements would have been compromised had it not gone back and restated its previous financial statements.  The company is at odds with IAS38 that requires it to go prospectively for any adjustments to its intangible assets.  [I wonder if their audit report was qualified.] (Page 71)

The new accounting standards for SMEs in the UK, called FRSSE, runs into about 100 pages compared to the over 2 000 pages of IFRS.  In the UK just over 1 million companies are entitled to use FRSSE.  This standard is a breath of fresh air for small businesses as these standards will save time and money for small businesses and their advisers.  It is absurd to expect small companies to keep records in accordance with regulations that have been designed for multinationals.  [So the UK does not deem it necessary to be able to compare the financial statements of a butcher in Manchester with one in Munich.  The argument in SA is that one should be able to compare the financial statements of a butcher in Mooi River with one in Manchester or Munich.  Our local authorities do not understand that butchers in the UK, Europe, the US and elsewhere do not use IFRS.  So preparing the financial statements of butchers in RSA in accordance with IFRS for comparability purposes is a gross waste of valuable resources.] (Page 80)

 The process to follow when resigning an audit is set out in the UK Companies Act 1985.  Non-compliance can constitute an offence under the legislation.  The crucial element is that the resigning auditor must provide the company with a specific statement setting out any circumstances connected with his resignation that should be brought to the attention of the company’s members or creditors or confirm that there are none.  [Do we not need something like this in our Companies Act, or is it already there?] (Page 112)

The Dutch approach to imposing new regulations is to first measure the administrative burden the new regulation will cause and then set targets to reduce the burden by cancelling some other regulation, i.e. have a one in one out approach to new regulation.  There is a great need in the UK to simplify or remove over complex and burdensome regulation.  It is necessary to clear away regulatory clutter to allow companies to get on with the business of dong business. (Page 120)

Accountancy SA

SAICA has approved a strategy for continuing professional development.  There will be a road show around the country to discuss it with members before finally approving it.  [Now in the UK their Institute consulted with their members.  They put it to the vote.  I get the distinct impression from the wording in the journal that this is a done deal and will be imposed on members after “discussions”.  I am so pleased that I am not a practicing member!  Or will I, as a non-practicing member, also be subject to this control?  It seems as if the only way out is to resign or to die.]

The IASB is to hold round-table meetings with preparers and users of “Non-publically accountable entities” (NPAEs) to discuss possible recognition and measurement modifications in IFRSs for them.

Government, risk management and compliance (GRC), an emerging discipline, focuses on eight elements:

1. Entity codes of conduct

2. Policies and procedures

3. Compliance and ethics training

4. Demonstrating expected behaviour

5. Ongoing process improvement

6. Monitoring and measuring GRC performance

7. Real time reporting

8. Accurate, timely, complete and consistent information

My article was on the capital asset pricing model with specific reference to the tax adjustment.

Business Day

SAICA has now admitted that the scope of IFRS 2 embraces BEE deals and such transactions will have to be accounted for through the income statement. (1st)

According to a survey conducted by E&Y, it was found that only 3% of SA companies think that their internal fraud detection departments are successful.  25% of companies indicated that the internal audit role was generally unsuccessful in providing fraud prevention and detection services.  66% of companies were considering outsourcing these activities.  (3rd)

Allen Blewitt, CE of the ACCAs, says that IFRS were designed for listed companies and are not appropriate for the great majority of businesses.  He says that the length and complexity of the standards is a major problem for SMEs.  He says that if the IASB does not address this issue, some other body must do something about it.  [Where have you been all these years Allen?  The CA profession tried but failed to do anything about this problem because of self interest and in-fighting.  The IASB is not geared up for this project: I do not believe that they know anything about accounting for the mom and pop butcher.  May I suggest that the ACCAs take on the project?] (13th)

Dennis Kozlowski, who built Tyco International to a $64 billion company through acquisitions and the company’s former finance chief, Mark Swartz, were convicted of looting the company of millions of dollars.  They both face a maximum prison sentence of 25 years. (20th)

CFA Institute

William H. Donaldson, CFA, Chairman of SEC told delegates at a CFA conference that he hopes that analysts will continue to focus their attention on fundamental value and long-term prospects of a company, rather than on short-term, quarter-to-quarter view that provides an incomplete picture of a company’s health.

Financial Mail

The US Pension Benefit Guaranty Corporation says that the defined benefit pension funds of US companies now have a $354bn combined deficit.  (17th, page 8)  [Can you imagine what the hidden deficit of the defined contribution funds is?]

Fortune

There is no precedent in history for the current increase in prices of houses in the US [same in RSA?].  Conventional economic theory says that market prices are set by prudent and rational buyers and sellers.  When all the profits flow to imprudent and irrational buyers, they set the prices and economic laws temporarily cease to apply.  The monthly cost of buying a house at present is significantly higher than the monthly rent on an equivalent house.  It, therefore, makes no sense to buy.  However, people continue to buy because they assume that prices are going to continue rising, i.e. there will always be a greater fool down the road to pay an increased price.  (13th, page 12)

Rock, paper, scissors (RPS or fargling) is being used more and more to settle scores or take decisions in the US.  The advantage of this form of decision making is that it is a competition to read the opponent’s mind and prevent him [do women not play this game?] from reading yours.  Unlike poker, you cannot win by bluffing alone.  Recently Christie had to compete against Sotheby for the right to sell a multimillion-dollar art collection using RPS.  Christie won (their scissors beat Sotheby’s paper!)  (13th, page 22)

“It is time to buy HP’s stock because the new CEO is expected to put execution ahead of vision.”  The reasoning behind this idea is that analysts want to see some old-fashioned attention to detail instead of razzmatazz.  (13th, page 76)  [When will analysts realise that they should have a holistic approach to analysis – not a one dimensional approach?]

In April 1999 professional money managers were asked whether they thought that the market was in a speculative bubble.  72% said “yes”.  In the following 12 months the Nasdaq doubled and the Dow rose by nearly 20%.  Many of those managers continued buying because portfolio managers cannot afford to under-perform the benchmark.  Perception dictates that they have to be with the mob instead of following sound investment principles such as buying under valued stocks and selling overvalued ones.  The biggest career risk for money managers is not losing money but missing gains.  

The article tells a story of a pragmatist fund manager.  He made his name in the early 90’s by getting into tech stocks early.  When he realised that the market was in a bubble, he reduced the tech stocks from 50% of his portfolio to 10%.  However, tech stocks carried on going through the roof.  His boss gave him a warning:  “Buy tech stocks or get fired.”  His options were to quit, to get fired or to comply.  Buying tech stocks in the face of a crash seemed the crazy option but he went that route.  His portfolio tanked and he left the business.  The problem is that the pain of making a loss is only slightly greater than the pain of missing a gain.  This greed emotion can cost dearly!  (27th, page 70)

Maneo

Claude O’Flaherty deals with the issue of the change in name of the CFAs to CPAs.  The PAAB is challenging the use of this name.  [What I cannot understand is why they have to keep plagiarising like this.  First they stole the initials of the Chartered Financial Analysts.  Now they are stealing the US profession’s name.  This crowd provides a superb service to business – I lecture to their members so know many of them personally.  They are embarrassed at what their “Society” is doing.  They should really re-think this issue and develop a name that will differentiate them from all others.  Their members deserve this.]
July 2005 (20 Minutes)

Accountancy

It looks like the accounting practitioners in the UK are starting to benefit from SOX and IFRS – from a zero increase in fee income two years ago, fees increased by almost 5% this year.  (Page 5)

BDO is positioning itself in the UK to be a preferred choice to the Big Four with the acquisition of three Numerica offices, offering a breadth and depth of services.  Grant Thornton is also after the fall-out from the big four, having embarked on a big advertising campaign. (Page 5)

The Supreme Court in the US has ruled that the jury that found Andersen guilty had been wrongly instructed on the standard of evidence to be applied in arriving at the verdict.  The true victims of this unjust prosecution were the individuals who lost their jobs.  The partners may take legal action following the ruling but there is little prospect of Andersen being revived.  There is general satisfaction at this latest verdict as there is widespread concern that some prosecutors and regulators have gone too far since the spate of corporate collapses began. (Page 8)

There is much debate on the proposed proportionate liability for auditors in the UK.  The Government accepted the concept in the draft Company Law Review Bill but investors are arguing that this approach could threaten the quality of audits. (Page 12)

The new Continuing Professional Development scheme in the UK will not hit retired members doing voluntary work provided they are not offering accountancy services.  Fully retired members who do no work of any sort are exempt.  [It is nice to know that when you die you do not have to keep up to date!]  (Page 17)

More that 25% of firms in the UK has a partner that is under 33 years of age.  (Page 37)

Rob Yeung says that the following are the characteristics of successful entrepreneurs:  Driven, confident in their ideas and themselves, different (non-conformist), passionate and a team leader.   He says that starting a business is not so much time-consuming as life-consuming. (Page 63)

The audit inspection unit of the Professional Oversight Board that was set up to improve confidence in financial reporting post-Enron has now publically criticised each of the big four audit firms for below standard audit work. [They must be seen to be doing their job!] (Page 79)

Allister Wilson, UK head of International financial reporting, [an ex-banana boy from Durbs] says that relevance and reliability are the cornerstones of the IASB’s approach to financial reporting but it is that very cornerstone that is being compromised by fair value accounting.  [I met the Allister in Malaysia when attending an IASC meeting.  He is tops.] (Page 79) 

There is still controversy over the method used to account for exploration costs.  Some use the full cost method, i.e. they capitalise the full cost of exploration whether or not discovery is made whereas others use the successful efforts method, which only capitalises costs when the exploration is successful.  [You can just imagine trying to compare the performance of two oil companies that use different methods!  It seems as if the standard setters still have not resolved this problem – leave the difficult ones until last?]  (Page 80)

The IASB has amended IAS39 regarding the use of the fair value option.  [I cannot understand the implications of this amendment from reading the article by David Cairns – it seems to contradict itself.  I will get the amendment and summarise it for you in a future version of IFRS Buzz.]  (Page 84)

The UK has published a standard on the operating and financial review report that must now be published for years commencing 1 April 2005 by listed companies.   The IASB is considering a following suit.  [A similar document appears in most listed companies in RSA.  However, standardising the contents will, I am sure, be welcomed by analysts.]  (Page 91) 

Accountancy SA

Bob Garnett, our man on the IASB, has agreed to serve for another five years.  [He is either a sucker for punishment, mad or really loving his job.  Whichever it is, from what I read he is doing a superb one.] (Page 6)

Garth Coppin takes us through the Draft Auditing Profession Bill. (Page 18)

My article dealt with the accounting problem with residual values. (Page 35)

Business Day

Brandon Zietsman, CEO of unit trusts at RMB Asset Management, says that we can forget generating returns in equity markets from re-ratings of shares.  We will now have to rely on increases in earnings.  In a low inflationary and interest rate environment, return expectations must be reduced.  (6th)

Business Times

Vernon Cresswell says that we should teach our children the art of financial skill.  [Does he really believe that our children will listen to us?]  He suggests we should teach them how to:

1. Set financial goals.

2. Use the power of time (compound interest).

3. Look after their debt levels [preferably stay out of debt!].

4. Think long term.

5. Be thrifty.
[Where does this guy come from?  Utopia?]

Finance Week

Mr Errol Kruger, Registrar of Banks, has warned that Banks could be in stage 6 of the banking cycle, which is:

Stage 1: Banking crisis begins 

Stage 2: Regulators take action

Stage 3: Banks become more prudent

Stage 4: Economy and stock markets take off

Stage 5: Loan growth skyrockets

Stage 6: New competitors, mergers and acquisitions

Stage 7: Excess liquidity and investment optimism

Stage 8: Overheating economy is of concern to regulators 

(6th, page 15)

“On 20 October 2000 my wife handed over R150 428,02 to an investment advisor of one of the large investment houses.  She was promised a return of between 15% and 20% (15% would have given her R300 000 in five years) and was told that the capital sum was guaranteed.  On 5 December 2005 she was paid out R142 828,02.”  (Frikkie Wheeler, letters to editor, 13th, page 8)  [Moral of story:  DIY!]

John Kotze, manager of Old Mutual Actuaries and Consultants, says that retirement fund trustees are usually appointed on a part time basis and do not have the time to do the job properly.  They should realise that they are dealing with other people’s livelihoods and future financial well-being and should not brush aside this awesome responsibility due to a lack of time.  (13th, page 35)

Bernard Ebbers, the former chairman and CEO of WorldCom, was jailed for 25 years for masterminding the biggest accounting fraud scandal in US history by ordering accountants to hide debt and inflate revenue.  [Bernie, while rotting in jail, think of the costs companies are incurring around the world because of knee-jerk reactions by regulators to your (and Enron’s) fraudulent activities.] (20th, page 8)

Being listed in RSA and in the UK, Investec has to comply with two sets of accounting rules, IFRS and UK GAAP.  Under UK GAAP profits increased by 42,3% whereas under IFRS the increase was only 24,3%  The truth must lie somewhere between these two percentages.  Or could it be outside the range?  Who knows?  (27th, page 24)
Financial Mail

Analysts are starting to understand that 70% of Transnet’s R13bn turnaround for the year was the result of reversing journal entries!  The problem appears to have been the estimates made for embedded derivatives. [This will surely go down in accounting lore as the silliest thing that the standard setters ever did!] (15th, page 39)

The following note appeared in the financial statements of SA Airways for the year ended 31 March 2005:  “IFRS will be adopted from 1 April 2005.  The areas that will be subject to the most significant accounting policy changes include:

1. Compartmentalisation of property, plant and equipment

2. Arrival at useful lives and residual values for property, plant and equipment

3. Expensing share options

4. Accounting for (???) and disclosing related party transactions

(Published after page 61 on 15th)

Fortune

United Airlines has received permission from a judge to default on $6,6bn in pension commitments.  President Bush has stated that Social Security is headed toward bankruptcy.  Ford announced that it was suspending matching contributions to the pension fund of its salaried employees.  The era of looking forward to retirement after four decades of 9 to 5 is over.  If you dream of playing golf, combing beaches, climbing mountains and taking a degree on your retirement, you are going to have to think, plan, save, continue working past 65 and possibly redefine old age to be between 80 and 85.  [Climb mountains at 85?  Better also start a fitness and health programme now!] (11th, page 19)

The five threats to financial security in the US are [we have others in South Africa]:

1. Lower returns on equity markets: the consensus projected return in the US is only 6% p.a.

2. Inflation: Real inflation could be higher than the official stats are telling us.

3. Low interest rates: Ten year T-bills in the US are only paying 4,1% p.a.

4. Medical costs: [A morning at the Olivedale at the end of November 2005 cost me, without the anaesthetist and the surgeon costs, R13 000!]

5. Longer lives: You should plan your finances assuming that you will live to 95! (11th, page 48)

David Garvin, a Harvard Business School Professor, says that the most successful giants, BP, General Electric, and Wal-Mart, have CEOs who can move smoothly on three levels:  They can articulate a vision, develop systems and policies to implement that vision and operate on the ground to steer those systems.  He lists focus, accountability and measurement as keys to a company’s success.  (25th, page 63)

The top ten companies by revenues are Wal-Mart, BP, Exxon Mobile, Royal Dutch/Shell, General Motors, Daimler Chrysler, Toyota, Ford, General Electric and Total (4 oil and 4 motor companies – 8 out of 10 from two sectors).  Only one company appears in the top 500 from the African continent: number 331 being SABIC of Saudi Arabia.  20 were from Britain! (25th, page 84)

August 2005 (20 Minutes)

Accountancy

The draft UK Law Review Bill in the UK, as it stands at present, would allow auditors to negotiate a liability cap with their clients.  It is felt that this was not the intention of government so the wording will have to be reconsidered. (Page 5)

Equitable Life has dropped its case against E&Y.  [The only people who win in stupid court cases like this are the attorneys.]  (Page 6)

Five accountants were killed in the 7 July 2005 bomb blasts in London. (Page 16)

Bomb blasts such as those that occurred on 7 July 2005 forces enterprises to re-look at their continuity plans.  (Page 18)

In the UK, audits are not compulsory for companies under a threshold, which has again been raised.  Small and medium audit practices are having to rely less and less on audit fees as an income generator.  This is providing an opportunity to redirect their efforts into providing clients with more value added services that can make a difference to the clients’ businesses.  [It is not going to be easy to give up annuity income in the form of audit fees in RSA.  Practitioners are going to have to re-educate and re-strategise their income earning capacity on a continuing basis.  Only the strong will survive!]  (Page 66) 

According to a survey conducted by the ICAEW, UK companies are, even at this late stage, unaware of the impacts that IFRS will have on their results. (Page 71)

There is a view that the IASB will become too US oriented and the threat is, then, that the EU will go it alone.  [Pathetic politics - why do people not forget UK, US, EU and get on with the job of developing meaningful standards that can be universally adopted by listed companies?] (Page 73)

The IASB seems to be morphing into an international peacekeeper.  [A waste of valuable resources, I tell you!] (Page 74)

Ken Rigelsford of Deloitte looks at the impact of IFRS on the ability of companies to pay dividends, e.g. would an “unrealised” loss on the valuation of a derivative reduce the profits available to be declared by way of dividends?  [This is a legal minefield.  To be safe, you may have to get legal opinion.] (Page 76)

An exposure draft on business combinations has been issued.  The major proposed changes are:

1. Costs of a business combination are to be expensed instead of being added to the cost of the business combination.  [This contradicts accounting for all other transaction costs in IRFS but seems to be a compromise with FASB.]

2. Goodwill is to be grossed up.  [I trust that they will require the minority portion of goodwill to be disclosed to enable analysts to accurately write it off.]

3. Changes in holdings are to be treated as equity transactions, i.e. there will no longer be a profit or a loss on the sale of the business of a subsidiary because dealings with the minority shareholders will be deemed to be dealings with the group’s equity shareholders.  [My view is that they have this completely wrong!  Users want to see the group from the majority’s point of view, not in total.  However, the IASB is in the framework straight jacket.]

4. Contingent consideration arrangements are to be measured at fair value at the acquisition date and not, as in the previous standard, only when the payment becomes probable. (Page 78)

Accountancy SA

IFRIC has issued an ED suggesting that share based transactions not involving goods or services are within the scope of IFRS 2. [Why this was ever an issue, I do not know.  The scope paragraph states very clearly “all”.]

SAICA has withdrawn Special Reports 4, 5, 6 and 9.

Rika Butler gives some excellent advice on how to avoid being hooked by “phishermen”, i.e. those who try to obtain your confidential information.  [My advice:  Do not be naïve!]

Dr Merle Friedman says that the only thing that we can learn from history is that we cannot learn from history.  She says that one cannot extrapolate the past to project the future.  [I have great difficulty with this thinking.  Is she saying that if history proves that the guy is a crook, we can ignore this because, hey, people change?  One cannot ignore history.  One should study history, identify what has changed, and then project the future.  Without the foundation of historical analysis, we are building castles in the sky!]

My article asked you to consider what buildings would look like if architects thought like accountants.  The editor’s note said that the Companies Act, to be promulgated in 2005, will allow for differential reporting.  Well it is now 2 January 2006 I do not know of any promulgation?  Did I miss it? And, besides, if its promulgation is imminent, has our profession developed a set of differential reporting standards to simplify the accounting for SMEs?  Dream on.]

Business Day

This was the harshest article I have every seen in the media about auditors attacking the contention that leases have to be smoothed over their duration.  Here are some of the comments:

1. The interpretation of the standard is absurd (Mark Wainer)

2. I think that the accounting profession has gone mad.

3. We have to account for money we have not received.

4. The interpretation is meaningless.

5. This interpretation will grossly misstate and inflate the accounting earnings for the year.

6. This interpretation will add 20% to the audit bill.

7. The interpretation will result in the property industry having to distribute more cash than they have available.

[What stuns me is that the industry allowed the auditors to ride roughshod over them.  Management must understand that they cannot prepare financial statements that do not fairly present the results of the operations!  See my article on this.] (5th)

The high court has ruled that if a debt is forgiven as part of the distribution of an estate, the beneficiary will be slapped with capital gains tax on the amount.  So do not bequeath an amount to someone who owes you money as there will be a double tax effect:  the estate will pay estate duty on the amount (assuming that the recipient is not your spouse) and the beneficiary will pay capital gains tax on it.  The same could apply to a donation to someone to reduce a debt owing to the donor.  So the trick is not to lend and then donate or bequeath.  (8th)

A new Financial Reporting Standards Council will replace the GAAP Monitoring Panel, which may result in additional costs to listed companies.  (12th) [Same people, different name?]

Analysts say that the change in accounting practice on leasing agreements has distorted the earnings for Woolworths and Massmart.  (12th)  [I hope that the companies give adequate information to adjust the results to fair presentation.]

The PAAB says that criticism is regularly levelled against auditors when, in fact, there are few company failures caused by audit failures.  (15th)

JP Morgan agreed to pay $350m to resolve claims that it helped Enron commit accounting fraud.  (17th)  [I wonder who gets this cash?]

Standard Bank was made to treat Liberty’s holdings in its shares as treasury shares on consolidation!  This has got to be even more ludicrous than straight lining operating lease rentals! (18th)

Tourvest published that its EPS were expected to increase by between 170% and 190% and then reduced the estimate to between 70% and 90%.  The “mistake” was attributed to bad wording.  The company undertook to buy back the shares from those who bought them based on this “mistake”.  The JSE decided not to take action against the company.  (18th). [Doctors bury their mistakes, ours are for the world to see.  They should increase the pass mark for the Q.E. to 100% to inculcate a culture of care.]

KMPG has agreed to pay $456m in fines to avoid prosecution for selling abusive tax shelters to its clients.  E&Y and PwC were also fined, but at a much lower scale. (29th) 

Finance Week
The short definition of a hedge fund is one that goes both long and short on securities.  The idea is to take positions so as not to be dependent on the direction of securities, e.g. long if securities are expected to rise and short if expected to fall.  SA has a scrip lending pool of more that R50bn which facilitates these activities.  (10th, page 49)

A hedge fund can be defined as an actively managed investment portfolio that seeks positive returns.  The basic idea behind a hedge fund is to make investor’s assets grow – rather than merely exceed a market index or peer group benchmark, which may result in a negative investment return despite beating that benchmark. (10th, page 50)  [I was lead to believe that only fools think that they can predict the future.  Here we have people using other people’s money laying bets on the future.  This is not, in my view, investing but speculating.]

Vic de Klerk recommends that one raise money on one’s bond (current rate about 9% p.a.) and invest it in Post office fixed deposits earning 8,25% p.a. before tax, or 5% p.a. after tax.  He recommends that you do not tell your stockbroker about this decision!  [Are you losing it Vic or am I missing something?] (17th, page 68)

“On 1 April 1999 [is the date significant?] I took out a wealth creator policy for five years, expiring on 1 April 2004.  The premiums started at R75 p.m. increasing at 10% p.a.  [I hope that he straight lined the expense in his income statement!]  I was given two estimates: a 9% p.a. growth rate resulting in R6 306 and a 12% p.a. growth rate resulting in R6 823.  I was paid out R3 875,36 at maturity date.” (24th page 8) [The total cash invested was R5 495, which meant that he lost R1 620 – some wealth creation!  If you have similar stories to tell, please email them to me with the exact details.]

The changes to the Companies Act provide for a fine of up to R500 000 if companies prepare financial statements that are not in compliance with accounting standards.  (24th)  [Big question:  who will assess whether or not they are in compliance?  I have seen some horrendous interpretations of IRFS – will people be losing their livelihoods because of someone’s convoluted interpretation of a standard?]

80% of companies in SA are owner managed, i.e. private companies.  They employ 50% of the workforce and contribute towards 50% of the GDP.  Everything possible should be done to encourage such companies to grow and flourish.    Mr Nicolaas van Wyk, technical executive at the Institute of CPA queries whether private companies need the kind of monitoring, investigation and regulation being proposed at present in the Auditing Profession Bill.  (24th, page 35) [Nic, you have lots of support for this argument among CAs at ground level.]

Citizen

Strate, under the leadership of the brilliant Ms Monica Singer CA (SA), ex technical director of SAICA, has replaced an antiquated paper-based system of moving, settling and registering shares and bonds to an electronic regime that now takes seconds to accomplish.  The company is ahead of budget in that it became profitable last year.  South Africa is now among the leaders in the world in the field of settlements, operational and safe keeping risks. (17th)

Financial Mail

Astronomers say that they have found a 10th planet at the edge of the solar system.  (5th, page 8)

The following are some of the lessons that the Mineworkers Investment Company have learnt over the past 10 years of investing in listed shares:

1. Good cash generating assets offer quick returns but are usually risky because market performance cannot be predicted.

2. Investing in companies with sound corporate governance is essential.

3. The company should have a strong management team.

4. There must be a sound succession plan in place.

5. The ability to exit an investment when the time is right is an imperative. (5th, page 80)

Fortune

Vision without execution is hallucination.  (Edison, 8th, page 19)

Sunday Times

According to Lerato Mametse, communication manager of the Life Office’s Association, financial intermediaries have a legal obligation under FAIS to:

1. Introduce themselves and explain how they operate and the fees they charge.

2. Collect and assess all your financial data (assets, liabilities, tax returns, share transactions, insurance policies, wills and pension plans.

3. Help develop strategy necessary to achieve your personal goals.

4. Identify problems that could impede achievement of your goals, e.g. tax, cash flows, responsibilities, etc.

5. Provide a written financial plan.

6. Periodically review your progress. (28th)

September 2005 (25 Minutes)

Accountancy

It is ironic that auditors, whose weaknesses were so vividly illustrated by WorldCom and all the other scandals, should in the end benefit so much from the unchecked corruption of Ebbers and others like him.  The moral and regulatory climate has changed since these scandals and what may have been acceptable before then is now bordering on the criminal.  This is why directors and their auditors are taking the whole process of financial reporting so serious.  (Chris Quick, editor of this prestigious journal)

There has been a 22% increase in audit fees paid by the FRSE 100 companies, thanks to the US accounting scandals and the resulting increases in regulatory burdens.  [I hope that the big four send Mr Bernie Ebbers, who is sitting in a US jail for 25 years, some little token to make his stay more enjoyable.] (Page 5)

KPMG faces a fine of $456 million and eight former partners and an independent tax lawyer were indicted for conspiracy to defraud the US government.  The firm was selling tax products called Blips, which were designed to be undetectable by the IRS.  It is estimated that $10 billion worth of tax shelters were sold and the revenue lost was $2,5 billion. (Page 6)

In the UK you can get fined ₤5 000 for holding confidential client information on your computer without notifying the Information Commissioner’s Office.  [And we thought that we had it bad in RSA!] (Page 8)

The 100 Group of finance directors in the UK lambasted IFRS for substituting clarity with complexity and going in the wrong direction, especially with regard to fair value accounting, performance reporting and convergence with US GAAP. (Page 11)

Mike Brooks says that one should challenge assumptions in businesses, e.g. instead of doing more of what is already being done, one should try doing things differently.  Examples of assumptions that could be challenged are:

1. Our customers like the way our products are delivered at present.

2. Our employees are happy with their present lot.

3. The service we offer is the only way to satisfy customer demand.

[Bottom line, never stop thinking alternatives.] (Page 22)

Emile Woolf quite obviously thinks all the time.  His article on how to get auditing back on track is brilliant.  Some of the searching questions he asks are:

1. If auditing is so important why are thousands of companies exempt?

2. If only public interest entities matter, why the turnover limit?

3. Who is the client?  It is not the management but the shareholders.

He says that auditing is an essential discipline for directors and a safeguard of the interests of non-management shareholders, lenders and other creditors.  He agrees that where the managers and the shareholders are the same, audits are not essential.  He says that 40% of accounts filed at Companies House were not audited and 93% of all complaints related to un-audited accounts, e.g. omitting the balance sheet or the balance sheet not balancing!  He recommends giving auditors secure tenure for seven years to free them from having to please management to keep their appointments. (Page 24)

For the first time in decades, auditors are earning more in audit fees than non-audit fees from their FRSE 100 clients [i.e. assuming that the truth is being told in the disclosures of these companies]. (Page 27)

The additional costs of complying with the new regulations in the US are hitting small caps badly.  Questions are being asked why there is no proportionality.  [Because regulation is regulation is regulation, silly.  There is no regulation-lite.] (Page 28)

Don Peppers and Marta Rogers have written a book on how to value customers. [Instead of spending time trying to value them, spend time nurturing them!] (Page 55)

With all the work coming the way of firms in the UK, good students may have up to 20 employers chasing after them. (Page 62)

Feedback on the latest round of Institute Practice Assurance (we call it practice review in SA) has been positive.  However, some firms have complained that the review process did not raise any ideas on how to improve the practices’ profitability.  Some firms changed the way they bill for services as a result of the review.  [These sure seem to be high level reviews with the objective of helping the practitioners and not being petty.  Or is pettiness scheduled for the next round?] (Page 78)

Recruiters and head-hunters are finding it increasingly hard to find audit committee chairmen according to E&Y.  [Do you blame people for not wanting to open themselves up to attack?  I was offered such a position recently and told the head-hunter to forget it.] (Page 93)

Smaller listed companies have not taken on the extra staff to cope with IFRS.  There is a misconception that IFRS will not impact on the way they do business and will not affect their results.  In the larger listed companies it is reported that 40% of the finance team’s time is taken up with implementation issues.  In the larger companies there are more than one set of eyes looking for mistakes.  Smaller companies are relying on outside consultants and auditors to assist them.  One of the problems is that different countries and different companies are interpreting the standards differently.  [This is what you get when you base standards on principles and not rules!]  Auditors are in a difficult position because ethical rules prevent then from advising on implementation of the new standards.  And small companies are going to find it tough going when they have to try to explain their results based on IFRS to the analysts.  [See what you did Mr Ebbers?] (Page 94)

Mr Brian Shearer, technical partner at Grant Thornton, who originally supported the early conversion to IFRS in the UK is now starting to have his doubts as to whether it was a good idea.  Some of the points he makes are:

1. Of the nearly 2 million companies in the UK, IFRS is only applicable to about 5 000.

2. IFRS is designed to enable investors to compare the results of different companies when in fact there is very little investor activity taking place in unlisted companies.

3. Users of unlisted companies want to be able to assess stewardship, comparisons from year to year and effectiveness of management.  They are more concerned with cash flows than fair values.

4. The price smaller companies are paying for this conversion is too great a price.

He concludes that accountants are good at devising products but must make sure that they have the right product for the right companies.  [We need more people like Brian to admit that they were wrong to support big GAAP for small companies.  You need to be VERY mature to admit that you were wrong!] (Page 96)

The IASB is re-looking at provisions, contingent liabilities and contingent assets.  Its ED can be obtained from www.iasb.org. (Page 100)

Collins Stewart Tullett, a financial services company, has in the past netted inter-dealer broker settlement balances within its trade debtors and trade creditors.  By changing its “policy” it has increased its current assets from ₤0,5 to ₤68 billion pounds!  [One wonders what other hidden liabilities and exposures to credit risk there are in other companies.]  (Page 101)

An asset manager in the UK has changed its year-end by one day to 30 December 2004 to avoid having to convert to IFRS.  [Sies!] (Page 101)

Dazzling people with gobbledegook can be a good way to cover up professional incompetence.  “If no-one understands what you are saying then you can’t be criticised for it.”  Examples:

1. I want more facetime with you.

2. I cannot deal with your problem as I don’t have sufficient bandwidth. (Page 143)

Accountancy SA

An unsuccessful candidate took SAICA to court because of failing the Q.E. and lost.  Why can’t people take responsibility for their own actions?  The main reason for failing part 1 of the Q.E. is because you do not apply yourself properly.  I bet that this candidate did not write simulated examinations under examination conditions and do thorough post-mortems on each attempt, learning from the experience.  Candidates who fail are basically lazy – looking for the easy way out. (Part 2, however, is a different kettle of fish!)  The Q.E. is like a game of cricket.  There are very strict rules to the game.  Sometimes batsmen go out when they should not have gone out.  A good sportsman does not take the umpire to court.  He accepts his fate and resolves to do better next time.  Going to court only benefits the lawyers.  Put these things behind you, take responsibility for your own actions and either get on with proving to the world that you are a winner or go into a different field.  [I failed the Q.E. in 1962 and came first the next year.  Instead of complaining about my fate, I got on with the job of proving to the world that I was not a failure and won in spectacular fashion.]

SAICA has issued a circular giving guidance on whether to state in their accounting policies that financial statements comply with both IFRS and SA GAAP or only IFRS.  [It would be nice if the journal could summarise what the decision was!  I will research this and include the answer in a future IFRS Buzz.]

Other accounting news is that the IASB has:

1. Amended the fair value option in IAS 39.

2. Withdrawn IFRIC 3.

3. Amended IFRS 1 regarding first time application to exploration and evaluation of mineral resources.

The AASB has issued a practice statement to give guidance to auditors on quality control.

IFAC has issued a revised code of ethics for professional accountants to ensure that they comply with the five fundamental principles of professional ethics, namely integrity, objectivity professional competence and due care, confidentiality and professional behaviour.  [What has changed?]

Accountancy SA has launched a business plan competition.  It defines a business plan as the culmination of a long, arduous, creative and iterative process that transfers a raw idea into a magnificent opportunity.  The plan should carefully articulate the merits, requirements, risks and potential rewards of a new opportunity and how it will be seized.  It forms two primary purposes:

1. It forces one to articulate the new business idea and establish a clear understanding of what is to be achieved with the business.

2. It becomes a point of departure for prospective investors to evaluate the venture.

[Sounds exciting – an excellent idea!]

Greg Fisher says that a new venture creation model should embrace:

1. Finding the right opportunity and determining whether you are the right person to grab it.

2. Determining the structure (business model, legal form, facilities and team).

3. Identifying where the funding is to come from.

4. Determining how to sell the product.

Zwi Y Sacho gives guidance on what auditors have to watch out for when auditing the PAYE area of an entity’s operations, with special reference to employee benefits.

Judy Green writes an article to motivate you to get going with CPD.  [In case you are wondering what this is, it is Continuing (not compulsory) Professional Development.  Thanks for the Mafia Buzz punt Judy!  You may be interested to know that I was asked to write this article and when I said that I do not agree with a big daddy forcing professional people to attend courses from which they get no benefit, the offer was withdrawn!]

My article was on trying to apply IFRS to a private company that owns a house and accounting for a nature reserve.

Business Day

South African companies that have listings in the US and subsidiaries and branches of such companies will have to comply with the Sarbanes-Oxley Act as from years ending on or after 15 July 2006.  The main effect of this Act is that management, the CEO and chief financial officer have to certify that the controls over financial reporting are adequate and operating.  This requires understanding, documenting and testing the controls.  Management’s commitment to ethics and integrity and the attitude and approach of audit committees will also be tested.  The process is subject to verification by outside auditors.  (7th)

“Since the profession was dominated by at least 89% whites, there was a chronic shortage of skilled chartered accountants in SA, which could hold SA back.”  [Does this imply that white CAs are not skilled?  Sorry but I cannot understand the logic.] (22nd)

Finance Week
Foreign aid is akin to taking money from poor people in rich countries and giving it to rich people in poor countries.  (Stephen Mulholland, 21st, page 20)

There are two times in a man’s life when he should not speculate.  When he can’t afford it and when he can.  (Mark Twain, 21st, page 74)

Leon von Moltke of RMB says that there is confusion regarding the application of section 38 of the Companies Act to BEE deals.  He says that in most cases the BEE partner does not have the finance to fund the deal so the company does so.  He questions what would happen if the BEE partner has sold the shares, taken the money and run when the deal is declared void in terms of this section.  It seems as if legal firms are contradicting each other on the legality of such schemes.  (28th, page 36)

Latest figures from Standard Bank show that in August 30% of all properties sold went to investors rather than to owner-occupants, up from 18% two years ago.  (28th, page 48) [Zee bubble is about to burst?]

Wealth is often destroyed when the investor becomes impatient and/or has tried to take a short cut.  (Piet Viloen, 28th, page 67)

Benedict Kelly says that few companies understand the full extent of creating and implementing a comprehensive business continuity plan.  Worldwide there is a move to detail all aspects of compliance with various standards.  Few companies give details of continuity plans in their AFSs.  (28th, page 92)

Financial Mail

KPMG in the US agreed to pay $456m to settle accusations that it sold fraudulent tax shelters, thereby avoiding a criminal indictment.  (2nd, page 8)

Baker Tilly International, the 8th largest accounting practice in the world, represented in SA by Charles Orbach of Sandton, Greenwoods of C.T. and Morison Murray of Durban, published an excellent corporate report in the September issue of FM.  Congratulations on the high quality of this document!  (30th, page 99)

Fortune

Some of Samsung’s secrets are:

1. Problems are defined, etched in a plaque, hung on a wall and engineers have to work in a VIP (Value Innovation Program) house until the problem is solved.  Some do not go home but sleep in a dormitory in the house until the problem is solved.

2. In their world, disaster lurks in every overlooked detail and success only increases the danger of complacency and eventual failure.

3. The CEO continually warns against arrogance and complacency.

4. Quality has become the conscience of the company – it is the very reason for its existence.

The company earned more than $9 billion in profits on sales of $72 billion last year.  [I have a Samsung camera, vacuum cleaner, cellular telephone and television set!] (5th, page 38)

Maneo

The PAAB sadly says “cheers” to Mr Claude O’Flaherty.  I found Claude to be a true gentleman of the old fashioned type.  His parting message to members is worth quoting:  “True reform lies not in statutory or codified detail.  Rather, true reform comes from a moral compass that is applied by leaders who demonstrate ethical courage.  True reform requires a focus on doing more than the law requires and less than the law allows.”

Claude’s replacement is Kariem Hoosain, whose message to members is:  “Embrace the spirit of the new legislation.  Even if there are specific points you do not agree with, do not lose sight of the spirit of the legislation which is meant to uphold professional standards and quality, encourage members to practice the highest level of ethics and generally improve the image and standing of the profession. 

Bernard Agulhas warns that although there may be differential accounting on the way, there will be no such thing as “audit lite”.  He says that auditors will not be allowed to take short cuts.

Noseweek

This issue tells an all too familiar story of a miner who handed over his pension payout of R613 000 to a large insurance company to invest.  After three years he needed to access his investment because he broke his marriage vows.  He discovered that his investment had “grown” to R217 000, after tax.  On enquiry, the insurance company could not find his file and his advisor had disappeared.  He appointed a forensic investigator to investigate.  To cut a long story short (you should read the whole story!), he found that there had been constant switches of investments (up to four in one month) with all the related costs of switching based on fraudulent authorisations.  Eventually after much perseverance, the insurance company has promised to investigate. [See my CawB Buzz newsletter on my website for a similar story, but a different insurance company.]

October 2005 (15 Minutes)

Accountancy

The costs of the Equitable Life and Ernst & Young court battle is around ₤30 million and ₤20 million respectively.  (Page 5)

Sir David Tweedie is of the opinion that the boards of the IASB and FASB will eventually merge.  [The only thing separating them at present is an “I” and an “F”.] (Page 6)

Accountancy firms are coming under attack by Christian Aid for promoting aggressive tax avoidance schemes thereby causing poverty in the developing world. (Page 11)

Much of this journal was devoted to the vote by members to permit the CIPFA and the ICAEW to merge.  (Page 29)

Sir David Tweedie answers his critics by making the following points:

1. The IASB has, in the past four years, been fixing and improving standards inherited from the IASC. [Don’t blame us for the mess – blame the previous regime!]

2. IAS 39 is going to be completely rewritten. [Again?]

3. Now that we have to move forward we need to get back to the sort of standards that the UK understands. [I thought that they were trying to converge with the US?]

4. The problem with IAS 39 is that it has got too many exemptions – the IASB needs to get rid of them.

5. The IASB is trying to strive for the right answer, not their answer.

6. Everyone will benefit from a transparent global single set of standards. (Page 71)

The Association of Corporate Treasurers (ACT) says that one gets misleading results when applying IAS 39.  When doing something for very sensible reasons, one comes out with an illogical accounting result.  The major problem is the unrealistically strict hedging criteria that have to be met for hedge accounting to be applied.  [The IASB has to stop playing auditor.  These criteria should be scrapped.] (Page 99)

IFRIC 6 has been published which requires that producers of electrical goods need to recognise a liability for the cost of waste management relating to the decommissioning of waste electrical and electronic equipment.  [I think that they are totally losing it!] (Page 104)

BT, a UK telecoms company, estimates that net assets will reduce by ₤4,1bn and operating profit will increase by ₤125m by the introduction of IAS 19, employee benefits.  (Page 105)

The UK Companies Act Review Bill is proposing that auditors could go to jail for knowingly or recklessly giving an incorrect audit opinion.  (Page 107)

There is a new word in the English language: “Transitioning”, i.e. converting the noun “transition” to a verb, e.g. “Entity A is transitioning to IFRS”. (Page 110)

Accountancy SA

“It has come to SAICA’s attention that certain companies are applying the cash flow basis as a systematic basis representative of the time pattern of the users benefit for operating leases.”  [Has SAICA been asleep for the past 100 years????  “Certain companies”?  Come on, all companies!  This fiasco caused more grief in this country than anything I have ever experienced.]

Goolam Modack wrote an article trying to argue that the reason for the change to straight lining leases is that we have to comply with IASB standards.  This standard has not changed.  I was on the committee when the standard was written.  It was never the intention to force companies to straight line leases where the escalation rate was within industry norms.  No amount of argument will ever convince the people in the industry or users of financial statements that this was necessary.

Charlie McCreevy, European Commissioner for Internal Market and Services says that tougher regulations and laws may help stamp out false accounting but creative accounting will always be with us, even if recent developments in international accounting standard setting make it more challenging.  [What he is missing is that in many cases IASB standards assist in facilitating false accounting!]

Greg Fisher continues the saga of the business plan.  He says that an entrepreneur should focus on the substance of the proposed venture rather than just on the form of a well presented business plan.  A sound business plan should focus on the following:

1. The people providing the resources.

2. The opportunity, i.e. the product or service, the size and growth in the potential market and the attractiveness of the industry in which the business will operate.

3. The business model – see last month.

4. The strategy, i.e. the methods and means of creating sustainable advantage for the new business.

5. The risks and rewards, i.e. what can go right and what wrong and how to respond.

My article was on the fact that we lost the plot because of the new “ruling” regarding straight-lining leases.  Apparently this article caused big problems.  I thought that SAICA displayed an open minded attitude to allow this article to be published but they came in for some flack from the big four resulting in my articles being banned – hence no straight talking in the following few months.  I am told that they will in future only publish my articles if they edit them, i.e. tone the rhetoric down.  I will continue to publish the real thing on my website.

Business Day

Ernst and Young in the UK has hired over 200 accountants from various countries in the past 18 months due to all the red tape hitting companies at present, e.g. IFRS, Sarbanes-Oxley, etc. (4th, page 15)

According to Iain McMurray, (quoting from Eric Parker’s Book “Road Map to Business Success) an entrepreneur is someone who requires courage, passion, commitment and a level-headed approach to life.  Entrepreneurs are energetic self-starters with an obsession for service excellence.  They have the ability to marshal the necessary resources and manage them wisely.  They regard problems as challenges for which they delight in finding solutions.  They are optimists who are, nevertheless, realistic.  [I would say that this pretty well sums these people up with the exemption of pointing out that they do not let weekends and holidays interfere with the attainment of their goals.  (The time right now is 12.30, Sunday 11 December.)]

Finance Week

“Remembering that I’ll be dead soon is the most important tool I’ve ever encountered to help me make the big choices in my life.  Pride, fear of embarrassment and failure fall away in the face of death leaving only what is truly important.  You are already naked – there is no reason not to follow your heart.”  (Steve Jobs, the CEO of Apple.  19th, page 20)

Fortune

There is yet another rating for companies called “Accountability Rating” developed by a London based think tank on corporate social responsibility.  It measures the extent to which companies have built responsible practices into the way they do business and their impact on the stakeholders.  Scores are given for the following six categories:

1. Stakeholder engagement – engaging in dialogue with stakeholders.

2. Governance – consideration of stakeholder issues when formulating corporate policy.

3. Strategic intent – setting out to achieve social and environmental targets as well as financial ones.

4. Performance management – management processes, standards and incentives seek to achieve social and environmental goals.

5. Public disclosure – provision of a detailed report of social and environmental goals.

6. Assurance – independent assurance of social and environmental management process and reporting.

The top five companies in the accountability rating are BP, Royal Dutch Shell, Vodafone, HSBC Holdings and Carrefour. (3rd, page 70)

The biggest mistakes are mistakes of omission rather than commission.  We have never lost much money on one investment but it is the things I knew enough to do but didn’t do that cost us.  We have missed profits of as much as $10 billion by not taking action when we had enough information to take action.  I was sucking my thumb rather than writing cheques.  (Warren Buffett) (31st, page 103)   

Taxgram

An internal policy document has been handed to government which recommends that close corporations be retained.

Regional service levies, which bring in over R5bn p.a., will be abolished at the end of June 2006.

November 2005 (25 Minutes)

Accountancy

A survey of over 2 600 managers and personnel professionals in the UK found that 60% of them had been personally disadvantaged because of their age.  The younger generation is in for more of a shock than those already there.  Earlier generations worked their way up the career ladders.  The younger generation takes a more lackadaisical approach – they have children later, start their careers later and job hop, take career breaks, and take on mammoth mortgages.  When they reach 50 and are discriminated against, they are in for a much greater financial and mental shock than those who are already experiencing this discrimination.  (Page 1)

The merger between ICAEW and CIPFA failed by less than 1%.  A two-thirds majority was needed to pass the resolution.  86,7% of the CIPFA members voted for the merger.  65,7% of the ICAEW members voted for it.  So the merger will not go through.  44% of the ICAEW members and 42% of the COPFA members turned out to vote.  (Page 5)

Donald Nicolaisen, chief accountant of SEC, says that SEC wants IFRS to work because it believes in comparability.  [I have a problem when one puts comparability ahead of fair presentation in accordance with economic reality!] (Page 12)

There is uncertainty in the market because there are two versions of IFRSs in the EU, namely, IASB IFRS and EU IFRS.  It is essential that the accounting policies of the reporting entity deal with the model under which the financial statements are prepared. (Page 12)

Sir David Tweedie says that a personal objective he would like to achieve before he dies is to travel on an aircraft which appears on the balance sheet of the operating company.  (Page 20)

It is a horrifying prospect to contemplate that convergence may lead to the whole world’s accounting regime being based on the concept of income being the difference between two fair value balance sheets.  (Letter to editor, page 24)

RSA boasts two of the 21 accountant CEOs in the FTSE 100 companies – Mick Davis the CEO of Xtrata, the highest paid of the 21 (₤8,4 million) and Mr Tony Trahar, CEO of Anglo American.  (Page 48)

Some clients of the big four are finding that their auditors are becoming less helpful.  They seem to be less prepared and are offloading work onto the client while maintaining their fees.  It is about them getting their audit working papers fantastic so that they will stand up to scrutiny – but this does not benefit us in anyway.  There is a great fear that over-regulation such as SOX is actually damaging the profession and not helping it. (Page 56)

One of the consequences of more complex accounting standards is having to consult more and more with full time accounting experts to make sure that ultimately the client gets it right. (Page 58)

BDO says that the number of audits it has won from the big four over the past three years has risen from 14 in 2002 to 30 in 2003 to 50 in 2004.  (Page 58)

The embarrassment and expense suffered by Equitable against E&Y will make potential litigants think twice before bringing claims against auditors in future.  (Page 61)

American Express has sold its Tax and Business Services group to H&R Block.  The price was 50% of fee income.  [In RSA valuations of 40% of fee income seems to be the norm – not far out.] (Page 70)

The Eighth Company Law Directive has been voted through the European parliament.  It establishes a public oversight system for the auditing profession, requires the application of International Standards on Auditing, requires a seven year rotation of key audit partners and requires audit committees for listed companies.  (Page 87)

It is clear that the IASB’s legitimacy as a credible world standard-setter is no longer in question.  Most national boards accept that they must work with the IASB to remain relevant.  The emphasis is now on the extent to which national boards can influence the standard setting process.  The auditing profession has a responsibility to encourage uniform application of the standards and the professional bodies must tackle the education and training on IFRS.  It is difficult to get feedback from the IASB staff on questions about application due to a staff shortage.  (Page 89)

The response to the SME project was very disappointing.  The IASB is a long way from sorting this problem out.  It may have made a mistake in taking a top-down approach to the problem.  [The UK, the EU, the US, and virtually every country in every continent other than Africa has SME gaap.  Africa SMEs need IFRS like a hole in the head!]  (Page 89)

Peter Holgate and Michael Gaull, technical people at PwC, have a detailed look at the new proposals for business combinations and conclude that they are a solution in search of a problem and extremely radical.  [As we at the tip of Africa have little say in these matters, I have not gone into the arguments.] (Page 90)

IFRS 7, Financial instruments disclosures, has been issued.  It replaces the disclosure requirements in IAS 32, which has now been renamed Financial instruments: presentation, and it replaces IAS 30, Disclosures in financial statements of banks.  A consequential amendment has been made to IAS 1. [I will give full details in IFRS Buzz later in the year.]  (Page 94)

An amendment has been made to IAS 21 that now permits gains and losses on monetary items that meet the definition of “net investment in a foreign operation” to be transferred to the foreign currency translation reserve even if it is denominated in a currency that is not the reporting entity’s currency or that of the foreign operation.  (Page 96)

ISA 230 now requires auditors to prepare audit documentation so as to enable an experienced auditor, having no previous connection with the audit, to understand what audit work was  performed, the results and audit evidence obtained and the significant matters identified and conclusions reached thereon.  It also requires that the auditor complete the final audit file within 60 days of the audit report. (Page 96)

IOSCO is to establish a database of decisions made by regulators concerning the application of IFRSs.  This database will not be available to the public.  [So what is the point of establishing it then?] (Page 96)

Since IFRSs are only mandatory in the EU for the consolidated financial statements of listed companies, the great majority of German and French companies will be using local GAAP to produce their financial statements.  [Let’s up and move our businesses to the EU!]  (Page 97)

Accountancy SA

Tania Tomes and Elmar Venter of Tukkies write about the new standard for accounting for a subsidiary purchased with the view of being sold.

Ewald Muller says that companies need to improve their communication with their stakeholders and the AGM is an excellent medium for doing so.  He suggests that companies invite feedback by asking for questions to be submitted prior to the AGM.  He implies that at least you will be seen to be interacting with your stakeholders – the beauty of this approach is that you can choose which questions to answer!

Jan Conradie describes how auditing in the public sector can improve accountability.

Greg Fisher continues his discussion on entrepreneurship.  This article deals with the marketing aspect of the plan, i.e. researching the customers, competitors, collaborators (suppliers, funders and partners) and the company model.

My article was not published after the “We have lost the plot” article.

Business Day

General Motors will restate its 2001 financial statements by $300m to $400m due to front-end loading supplier credits. (11th)

Old Mutual gives these excellent seven rules for sound investing:

1. A well diversified portfolio to diversify risk.

2. It is time in the market that counts, not timing (invest long term).

3. Cash is unlikely to deliver inflation beating returns in the long term.

4. Invest consistently for the best returns, even when the market falls.

5. Avoid decisions based on greed and fear.

6. Invest according to a sound financial plan and in accordance with your risk profile.

7. Start early and you will have more chance of reaching your goals. (Old Mutual Advert published on 12th)

Business Times

Darron West, of Cadtz Specialised Asset Management says that strategic asset allocation (SAA) is the long term allocation across asset classes of funds, usually equity, property, bonds and cash.  The objectives are to arrive at a return required to meet the needs of the investor taking into account his or her risk profile. (6th)

Vernon Cresswell says that one can reduce mistakes, which are inevitable in the investment game, by:

1. Researching before deciding.

2. Understanding the risks and your risk tolerance.

3. Timing your deals.

4. Avoiding high flyers.

5. Sticking to a well designed investment strategy.

6. Investing for the long term. (6th)

Chris Cornell of BoE Personal Stockbrokers says that when assessing small caps there are five things to watch for:

1. Operating cash flow should exceed headline earnings and should result in dividends.

2. A long term track record with growth ahead of inflation.

3. The price earnings ratio divided by the estimated rate of growth for the next year.  Anything less than 0,5 would be considered good.   [Presumable you drop the percentage in the growth rate.]

4. The quality of management – difficult to assess.

5. The technical picture, i.e. the trend of the price.

(20th, page 17) [I can think of another 84 things to assess before buying such an investment!]

45% of South Africans have no money left to save after they have paid their monthly expenses (49% blacks and coloureds, 37% Asians and 20% whites).  Those who do save are setting aside money for big ticket items, funeral costs, school fees, and food!  Few are saving for long term financial security. (20th)

Pascal, a French mathematician born in 1623, said that believing in God is not a decision.  You either do or you don’t.  The way to choose between a bet that God exists and a bet that there is no God is to decide whether an outcome where God exists is preferable to an outcome in which God does not exist.  If God does not exist, the consequences of living a pious or sinful life are not an issue.  However, if God does exist, the consequences of living a sinful life are serious – eternal damnation.  Where are you going to place your bets?  Gradon Morris says that Peter Bernstein, author of Against the Gods, uses this analogy to decide on how to allocate funds.  Investments in bonds will, over time, give disappointing results, taking inflation and tax into account.  This is a known.  However, if you have faith in equities and allocate a larger slice of funds to them, a comfortable retirement is more likely.  (20th) 

Citizen

Netcare was forced by the GMP to restate its results.  The company included in its income profits on the sale of its own shares by an associated company.  [Clearly GAAP does not permit this.  However, this is one of the 200 adjustments that I would make to financial statements to get to economic reality.  It is a stupid argument to say that you can’t make a profit out of your own shareholders.] (12th)

There is a new cheque scam operating in the Johannesburg area.  Cheques are intercepted at the Post Office, a special liquid is used to remove the information from the cheques and new information is entered.  The cheques are then presented for payment.  You are advised not to send cheques through the post.  [I posted three cheques on 12 September 2004 – one to Noseweek, one to LexisNexis and one to Floppy Disk.  These cheques were presented for payment by these drawers and eight months later copies of these cheques were used to withdraw cash of over R60 000 from my bank account.  ABSA were fabulous:  They refunded the cash to me within a week without quibbling.  I now do not post cheques, ever.] (12th)
Finweek (Changed Name)
Sanlam Properties’ Banus van der Walt says that acknowledgement of income on a straight-line basis is preposterous.  It might be practical overseas - due to low inflation rates they often don’t have escalation clauses.  However, SA’s historically high inflation rates require escalation clauses. (9th, page 42)  [So why did they roll over and comply?]  Here are some lovely “logical” arguments:

1. Because doing business becomes more complex, accounting has to adapt to that.  [We have always had escalation clauses in rental contracts – what was this accounting rule adapting to??]

2. In Zimbabwe inflation was at 20% p.a.  It is now at 300%.  If a landlord had signed an agreement at a 20% escalation rate, he or she would be in serious trouble by now.  [Is this person trying to say that the standard setters are doing business a favour by this new “rule” forcing companies not to enter into fixed rental escalations?]

3. Companies will in future have to look at the conditions entered into when signing leases.  [IFRS must determine how people do business!]

4. Shoprite took a prior year adjustment on its leases of R540m.  The effect on any one year will not be significant.  [Wrong – Shoprite can now recycle profits amounting to R540m it has already made in the past to income – lovely management bonuses paid twice on the same profits?]

As Bernardt van der Linde says, we should stop putting the cart before the horse with accounting dictating how management conduct business.

[I am probably being doff again but can someone please tell me where IFRS changed the rules for accounting for rebates?  Evan Walker of Andisa seems to imply that this is a new IFRS standard.  The statement on revenue has always required rebates to be accounted for as a reduction in revenue.  The statement on inventories has always required the rebate received to be a deduction from inventory.  I think that this is another case of using IFRS to cover up previous errors made by companies.  If Evan does not contact me, I will try to get hold of him.]

Johan de Lange, Investor Services director for Allan Gray, says that investment skill can add to performance but after taking fees into account the average equity fund return underperforms the index, which shows that the fees are greater than the value they add.   He says that with an RA, an investor only finds out after the event whether value for money was received.

Financial Mail

Claude Bebear, Chairman of Axa, the worlds third biggest insurer says that IFRS is “the most crazy accounting system I know, which pushes companies to do false accounting.”  (4th, page 8) 

Prof Alan Whiteside says that life expectancy in SA will soon fall from 63 to 46 years due to HIV/AIDS. (14th, page 8)

General Motors got workers to agree to $3b write-off of its health care liabilities.  (28th, page 8)  [Moral of story:  Do not rely on your employer to look after you after you retire!]

Finweek

A fund manager is of the opinion that there is an inverse relationship between the size of a company’s head office and its success.  Macmed, Profurn and Regal all had spectacular head offices.  Other examples of this phenomenon are how the results of Didata, Investec, Metro Cash and Carry and Basil Read performed when they moved into their new head offices.  [Many years ago I was invited to visit a company.  The lift went through a fishpond and the carpets were so expensive that I refused to walk on them.  The company lasted two years.] (30th, page 10)

Fortune

A new industry has emerged from all the corporate failures in the US being corporate governance rating agencies.  Companies pay up to $150 000 p.a. for these services.  However, there are question marks on whether the ratings are capable of predicting future failures.  (14th page 24)

The deal done by General Motors with its trade union will save the company $1bn p.a. and reduce the liability for medical costs by $15bn.  The author warns that if your employer does not already offer medical benefits, it is unlikely that it ever will and if it does, you cannot rely on this during retirement.  (14th, page 44)

Here are some of the things that go on in the hedge fund industry:

1. A fund invested 65% of its assets in one plummeting tech stock.

2. The performance of a fund was fabricated for ten years, having squandered most of the money entrusted to it.

3. Insufferably rich 39 year-olds get paid enormous fees to under-perform the S&P 500.

Clearly, hedge funds are here to stay but need to be heavily regulated due to the nature of their activities. (14th, page 87)

Noseweek

Andrew Duncan writes that he purchased a ten year endowment policy from a well known insurance company.  “Promises” were made that returns would be between 12% and 15%.  On maturity, he received slightly more than his original investment.  On making persistent enquiries he was informed that 40% of the first year’s premium was used for administration costs.  Thereafter, the percentage dropped to 30%.  (Page 5)

December 2005 (15 Minutes)

Accountancy

The Treasury in the UK has been warning large firms and professional bodies that heavy penalties will be imposed on those who promote tax avoidance. (Page 13)

Emile Woolf is of the opinion that auditors will never be truly independent as long as the board has the power to hire and fire them.  He believes that once appointed, auditors should remain securely in place for a fixed term of up to seven years.  They will then be free to express an honest opinion without the fear of being fired. [Good idea?] (Page 25)

PwC ranks the following standards in order of the most troublesome: IAS18 (revenue), IAS1 (presentation), IAS32 and 39 (financial instruments), IAS38 (intangibles) and IAS21 (forex).  [We must have lost it here in RSA as it seems as if we have made a big issue of IAS16 (property, plant and equipment.]  (Page 73)

The IASB is deeply involved in the next stage of the standard setting process, i.e. to eliminate differences between IFRS and US standards.  (Page 74)

There is a view that the IASB is moving too quickly towards FASB when companies are still struggling to adopt IFRS.  There is a plea that IFRS converge to business reality. (Page 74)

There is general support for fair value accounting, even in the US, not least to get rid of hedge accounting.  One of the problems was that often current prices of assets were not always available.  (Page 79)

A 15% stake in China Aviation Oil Company was sold a month before it came to light that the company had built up a naked short position equivalent to 50m barrels of jet fuel during 2003.  This was closed out at a loss of $550m - a good reason to enforce fair value accounting for all derivatives.  Corporates are avoiding the more complex hedging instruments until the market, including auditors and investors, become more comfortable with the impact of fair value accounting.  (Page 77)

A group of NGOs is calling for transparent accounting standards to be applied to upstream extractive industries.  Included in the group are Save the Children, Catholic Aid for Overseas Development, Care International and Publish What You Pay.  (Page 78)

IFRIC 3 has been withdrawn.  [Is this a record for the standard with the shortest life?]  (Page 80)

The UK profession is up in arms over a new Statement of Recommended Practice (SORP) which requires Limited Liability Partnerships to classify members’ interests as liabilities unless the entity has an unconditional right to refuse redemption of the members’ shares.  On this basis many LLPs will show balance sheets with no equity and income statements with no profits.  [It is getting weirder by the month!] (Page 81)

The IASB has confirmed that an entity with de facto control (less that 50% but the other shareholders together are unlikely to be able to out-vote the major holder due to the wide holding of shares) will be deemed to be a parent and must consolidate the “subsidiary”.  [This is RADICAL! It will cause unbelievable arguments and debates – another “operating lease straight line type steam roller” on the way!!  When I was on the APC we debated this at length and rejected it.]  (Page 84)

The IASB has published a discussion paper on “Management Commentary”.  This concept is similar to the “operating and management review” statement required in the UK.  (Page 84)

The IAASB has embarked on a one and a half year programme to re-draft the ISAs using a new drafting style:

1. The new standards will be based on objectives rather than on procedural considerations.

2. The word “shall” will be brought into use.

3. The present tense will be eliminated to describe actions.

4. The readability and understandability will be improved.

[Rearranging the deck chairs on the … I did not say it!]  (Page 84)

PwC has settled a class action case resulting from the restatement of a client’s financial statements on the basis that the shareholders had been misled.  [Remember my article on “We have lost the plot”?] (Page 111)

Accountancy SA

See January 2006.
Business Times

Nic Andrew, head of Nedgroup Investments says that buying without regard to value in the hope of selling to a bigger fool at an even higher price is speculating and not investing.  (4th)

Citizen

The Johannesburg City Council has agreed to a R400m payout to the pension funds for 7 200 employees and the bank accounts for 8 300 pensioners.  The dispute arose because the Council had, for 20 years, paid a 13th cheque to the pension fund and then abruptly ceased the payments without notifying the employees or pensioners.  [So now you know the power of a constructive obligation!] (4th)

Economist

The capitalised value of PepsiCo has overtaken that of Coca-Cola for the first time.  PepsiCo has, over the years, diversified and now only gets 20% of its revenue from carbonated soft drinks compared to Coca-Cola’s 80%. (17th, page 7)

FinWeek
Professor Werner de Bondt says that research indicates that over a five-year period shares that are temporarily depressed provide much better returns than the favourites at the time.  In the short term, though, the trend is your friend.  His main message is to take decisions based on a structured and disciplined system and not based on fear and greed.  (7th, Page 68)

PwC, in their magazine called Plus 50, warns senior citizens against financial scams.  The simple principle to apply is:  “If it seems too good to be true, it probably is.” (14th, page 18)

Stephen Mulholland says that if you are caught in a roadblock and arrested for outstanding fines, you should remember that you can only be arrested if:

1. The arresting officer is in possession of an original arrest warrant.

2. There must be proof that you personally received the summons – your signature confirming receipt must be visible.

If they do not have the documentation above, any arrest is illegal.  Then you must:

1. Refuse to accompany the officer and warn him or her that you will press charges for illegal arrest.

2. Record everything that is said and done, in chronological order, for use in a court case.

3. When released, go immediately to the nearest SA Police Service office and lay a charge against the arresting law body and relevant official.  Bear in mind that if your arrest is illegal, taking possession of your car and driving it while you are in custody may constitute theft on the part of the police.  (14th, page 22)

Financial Mail

The Bank of America has given General Motors a 40% chance of sliding into bankruptcy within two years.  Its credit rating is now four levels below minimum investment grade.  (2nd, page 15)  [Think that it will make its 100th birthday – three years to go?]

A Mr Knight suggests the following alternatives to Amazon.com:  www.kalahari.net, www.loot.co.za and www.oneworldbooks.com.  (23rd, page 10)

Stafford Thomas and Sven Lunsche wrote an excellent article on how difficult it is to start up a business in SA.  To register a company, there are 13 separate applications required with many sidetracks and potential delays along the way.  Reserving a name can take up to six weeks.  Cipro is an obstacle to try to navigate.  A bank account has to be opened and then off to SARS to register for VAT, income tax, employees tax, provisional tax, unemployment insurance, workman’s compensation insurance and skills development levy.  Regional services levy will be coming to an end soon.  If a licence is required, it has to go through five separate departments for approval.  And the article does not even start to address the problems with the appointment of auditors and compliance with international accounting standards, which many private companies do not have to do in other parts of the world!  (23rd, page 30)

Maneo

Mr. Kariem Hoosain has taken over the reigns at the PAAB.  His first report in Maneo takes a broadside at the small practitioner for not being up to date with the latest audit techniques.  Is this really the place to start?  It was not a small practitioner that caused all the chaos in the first place!  And we may very well see the end of small audit practices with the advent of the new Companies Act.  So why the attack on the small practitioner now?

The auditing profession bill has been passed by the National Council of Provinces.  We await the signature of the President.  It can be accessed at www.paab.co.za.

A new ISA number 230 on audit documentation has been released and two new South African Auditing Practice Statements have been issued: Number 3: Illustrative reports on financial statements and Number 4: Enquiries regarding litigation and claims.

[I am now at the age where, in almost every issue of Maneo, I read that a past student and friend has departed from these earthly bonds.  It was a privilege having known you Mich.  You helped enrich my life.  I wish you well on the next stage of your evolution.] (Maneo, December 2005)

Vanguard

Out of the blue I received this document from SAICA.  If this is a new initiative of theirs, WOW!  It is one of the best initiatives I have seen.  The December 2005 version sets out in concise easy to read format:

1. Progress being made with corporate law reform.

2. What is happening with the XBRL initiative – SAICA has undertaken to get involved as a facilitator.  This topic fascinates me as it will help me with my initiative to prepare an analysis of the top 100 industrial companies in RSA.

3. Various other news items such as meetings with SARS, the BEE Charter, problems with CIPRO, the auditing profession bill and SAICA’s initiative to promote accounting standards in Africa. [Get hold of this – it should be on their website – and if you are not a recipient, try to get onto their mailing list.]  

Sundries (15 Minutes)

Tax Snippets

A woman sold shares to a trust and bequeathed the resulting loan from the trust to the trust when she died.  On death the discharge of the debt in the trust was held to be a capital gain and was taxed as such.  (SA Tax Cases Reports, volume 67 part 6 2005)

SARS seems hell bent on trying to tax the notional interest on interest free loans.  Developers sold the rights to retirees to occupy units in a retirement village in exchange for an interest free loan.  SARS tried to tax this “benefit” in the hands of the developers and failed.  (IT 1791, SA Tax Cases Reports, volume 67, part 5, 2005)

What you always wanted to know but were too afraid to ask

Stagflation is the unusual situation when inflation spirals during a period of weak growth. (Finance Week, 18 May, page 82)

There are five categories of hurricanes:

Category 1:  Winds of 119 to 153 km/h – some damage to trees, mobile homes and other unanchored structures.

Category 2:  Winds of 154 to 177 km/h – roof, door and window damage as well as damage to larger trees with light coastal flooding.

Category 3:  Winds of 178 to 209 km/h – mobile homes destroyed, roof failure, trees downed and flooding along the shore and inland.

Category 4:  Winds 210 to 249 km/h – extensive damage to building exteriors and to lower floors near shore with flooding further inland.

Category 5:  Winds over 249 km/h – flood damage to lower floors of buildings near shore.  Many buildings flattened by wind.

(Time, 3 October, page 26)  [Makes you love South Africa even more!]

Tobin’s quotient is the capitalised value of a company based on its market price per share divided by the net replacement cost of its assets.  The theory is that you should only buy shares in a company when there is a reasonable discount between the two.  The problem is that balance sheets do not give enough information to calculate the net replacement cost of its assets (use the historical cost basis for PPE and most intangible assets are excluded from the balance sheet).  [Besides, I am of the view that a share can have a value in excess of its net asset value, so the concept of Mr. Tobin’s ratio is suspect.] (Wits’ Arena, Summer Edition, Volume 1 Issue 2, page 77)

Accounting Scandals

The former finance director of Enron, Dan Boyle, was sentenced to three years and 10 months for his role in the fraud to boost earnings.

Around 70 suspects in the Parmalat affair are expected to be charged.  Three former chief financial officers have already pleaded guilty in terms of a plea bargain and are to serve two and a half years in prison.

An Italian judge has ruled that the founder and chief executive of Parmalat would stand trial along with executives of the Italian branches of Grant Thornton and Deloitte.

Dennis Kozlowski and Mark Swartz, two former bosses at Tyco, have been sentenced to 25 years in prison for their part in the $150m fraud at the company.  They have also been ordered to pay $250m in penalties and restitution.

Scott Sullivan, former finance chief of WoldCom, was sentenced to five years in jail for his part in the largest accounting fraud in US corporate history.  He got off reasonably lightly due to his cooperation with prosecutors.

Britain’s Financial Services Authority has fined HSBC ₤100 000 for failing to ensure the accuracy of transaction reports from its stock broking unit. (Business Day, 15 December)

Other Tit Bits

The prudent man or woman plans for the future with a keen eye, not only on the opportunities, but also on the dangers and the pitfalls. (Sanlam Private Investments Stock Market News – February 2005)

Japan is attempting to land a spacecraft on an asteroid, collect samples and return to earth for analysis.  Unfortunately it released its lander too early, sending it floating into eternity.  The probe itself then landed on the asteroid but took off before it could deploy its second package of rock-collection equipment.  A further attempt is to be made.  (Economist, November 26th, page 92)

A bit of bizarre history for you:  As an 18 year old soldier serving in the Black Watch regiment in the first-world war, Alfred Anderson heard the guns fall silent along the Western Front on Christmas Day.  The British and German soldiers emerged from the trenches to greet each other in no-man’s-land, they sang carols, swapped cigarettes and played soccer.  They then resumed  fighting that afternoon. (Time, December 5, page 23)

China’s Minister of Water Resources announced that 300m people drink contaminated water on a daily basis.  Of these, 190m consume water so contaminated that it is making them sick.  (Time, December 5, page 33)

Diane L Coutu interviewed Garry Kasparov, who had some fascinating comments on the game of chess:

“Chess is often seen as a kind of clean intellectual engagement.  That’s not the case at all.  There is nothing cute or charming about chess:  it is a violent sport, and when you confront your opponent you set out to crush his ego. 

“In a long match of many games during which competitors regularly lose 10 to 15 pounds, concentration is everything and it can be very easy to get off track.  Your own body language, for example, can influence the way your challenger plays his game.”

“It takes more than logic to be a world class chess player.  Intuition is the defining quality of a great chess player.  That’s because chess is a mathematically infinite game.  The total number of possible different moves in a single game of chess is more that the number of seconds that have elapsed since the big bang created the universe.  It is impossible to calculate very far out.  I can think maybe 15 moves in advance, and that’s about as far as any human has gone.  Inevitably you reach a point when you’ve got to navigate by using your imagination and feelings rather than your intellect or logic.  What makes a player great is not their analytical prowess but their intuition under pressure. (Wits’ Arena, Summer Edition, Volume 1 Issue 2, page 40)

Fun Corner (Does not Count for CPD)

“I do not believe in the collective wisdom of individual ignorance.” (Thomas Carlyle, writer and journalist)  “500x0=0.”  (Anonymous, accountant and mathematician)

“If we take a late retirement and an early death, we will just squeak by.” (Joke (sick one) in Noseweek, May 2005, page 7)

“Having sex is like playing bridge.  If you don’t have a good partner you’d better have a good hand.” – Woody Allen (Financial Mail)

The reason people call management consultants “gurus” is because they’re not sure how to spell “charlatan”. (Peter Drucker: 1909 – 2005)

Police director Jaco Bothma informed parliament that dead people do not have to renew their firearm licences but they must inform the police under regulation 103.4.  Failure to do so could render them liable to a prison term. (Financial Mail, September 30, page 138)

A farmer and his son visited a mall for the first time.  They were amazed by the two shiny, silver walls that moved apart and then slid back together again, having never seen a lift.  While the two were watching a fat old lady in a wheelchair moved up to the moving walls and pressed a button.  The walls opened and the lady rolled into the small room.  The walls closed and the boy and his dad watched the small circular numbers above the walls light up sequentially.  They continued to watch as the last number was reached and then the numbers began to light in the reverse order.  Finally, the walls opened again and a gorgeous young blond stepped out of the small room.  The father turned to his son and said:  “Son, go and fetch your mom.”  (Finance Week, November 23rd)

If you don’t fail now and again, you are playing it too safe.  (Woody Allen)

It was autumn and the Red Indians on a remote reservation asked their new chief if the winter was going to be cold or mild.  Being a modern chief he did not know so to play safe said the winter was going to be cold so they should collect wood to be prepared for it.  However, being a practical leader he telephoned the National Weather Service and asked whether the coming winter was expected to be mild or cold.  The meteorologist responded that it looked like the winter was going to be quite cold.  So the chief went back to his people and told them to collect more wood.

A week later, he called the weather service and was told that the winter was going to be very cold.  So he went back to his people and ordered them to collect even more wood.

Two weeks later he called the weather service again and asked:  “Are you absolutely sure that the winter is going to be very cold?”  The response was that the winter was going to be one of the coldest ever.  The chief asked”  “How can you be sure?”  The weatherman replied: “The Red Indians are collecting wood like crazy.”  And that is how the stock market works.  (Sanlam’s stock market news, June 2005)

Five men regularly visited a restaurant for dinner.  The nightly bill totalled R100.  The men paid for the bill like the tax system works:  the richest paid R60, the second richest R30, the third richest R10 and the other two paid nothing.  After a few years the restaurant owner decided to give the group a R20 loyalty discount.  The richest now paid R48, the second richest R24 and the third richest R8.  The other two still paid nothing.  After dinner one night the men started discussing the arrangement.  They felt unhappy that the richest man had gained R8.  The two poorest were extremely unhappy that they had gained nothing.   So the disadvantaged men beat up the richest man.  The next night the four men sat down to dinner, the man richest having left for Australia, and found that they could not afford the meal.  (David R Kamerschen, Professor of Economics, University New South Wales, Australia.  Note, the story was shortened.) 
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