October 2001:  If it were not so Tragic, it Would be Funny
Scene 1

A private entrepreneur and a builder form a joint venture to develop a complex of 15 holiday flats at the coast.  They decide on the share block vehicle for this purpose.  The building is completed, the marketing exercise is a success and all fifteen flats are sold.  Trustees are appointed and the new owners are looking forward to spending pleasant biannual holidays by the sea until one of the trustees remembers that it is necessary to appoint auditors.

Scene 2

A firm of auditors is appointed and a young enthusiastic recently qualified CA (YERQCA) is appointed to take charge of the job.  The first problem he addresses is the form the financial statements of the company should take.  He reads the Share Blocks Act (59 of 1980) and finds that section 3(2) states: “The provisions of the Companies Act shall apply to a share block company in so far as those provisions are not in conflict with the provisions of this Act.”  He reads the whole Act and finds nothing that conflicts with the accounting and disclosure requirements in the Companies Act.

He then reads section 286 of the Companies Act and finds that the financial statements of a company must “include, at least the matters prescribed by Schedule 4”.  He turns to schedule 4 and reads paragraph 5.  He then digs out circular 8/99, which interprets this paragraph, to discover that, to avoid a modified audit report, the company will have to comply, in full, with Statements of GAAP.  He stumbles onto circular 5/2000, which states that, if circular 8/99 is not adhered to, disciplinary action can be taken against the partners of the firm.

Scene 3

He reports his findings to his elderly boss.  The boss blows a fuse.  He shouts at the young CA:  “Are you out of your mind to conclude that a Share Block company has to comply with the same standards of accounting that large listed companies have to meet!”  The young CA calmly presents all the evidence to his boss and says:  “Boss, we don’t have a choice.”

Scene 4

His boss, a member of various committees over the years, writes to SAICA for guidance.  SAICA confirms that the young CA is correct and that share block companies have to comply with Statements of GAAP.  The boss writes back stating that this is crazy.  SAICA writes back and agrees that it is crazy but “the law is the law”.  The boss looks carefully at his financial position and takes the decision that the time is now right to retire.  He sells his share in the partnership to the YERQCA, sells his house and moves into a sectional title scheme.  (Sectional title schemes are not governed by the Companies Act.)

 Scene 5

The YERQCA starts ploughing through the various Statements of GAAP to identify the standards that apply to his new client.  He carefully studies the statements on property, plant and equipment and investment property to find that he is faced with another problem:  “Is the property owner occupied property or an investment property?”  He reads the definition of owner occupied property:  “Property held by the owner for use in the production or supply of goods or services or for administrative purposes.”  He is aware that one resident uses his flat to do research during his holidays.  But this is one in 15.  And, besides, the owner of the property is not the resident of the flat: the owner is the company.  So it appears that the statement on property, plant and equipment is not applicable to this property.  He then reads the definition of an investment property: “Property held by the owner to earn rentals or for capital appreciation or both, rather than for use in the production or supply of goods or services or for administrative purposes or sale in the ordinary course of business.”  The company does not receive rental income and does not hold the property for capital appreciation as it has no intention of selling the property.  It holds the property purely on behalf of the shareholders who occupy the property.

Our YERQCA ponders: “If it is not an owner occupied property nor an investment property, what is it?”  He puts his pride in his pocket, visits his wise old former partner for advice and is politely told to leave him in peace.  In desperation, he contacts the small practitioner’s department at SAICA for help and is told:  “We are working on solving the problem with SMEs.”  This does not help our YURQCA (young unenthusiastic recently qualified CA)

Scene 6

At 3 a.m. the next morning his wife attacks him screaming:  “I cannot stand you babbling on all night about onerous and executory contracts, cash and fair value hedges, derivatives and impairment of assets.  I want a divorce!”  He dives out of bed with a new insight: the building is not generating any income so it has to be impaired.  He leaves his wife shaking with fury, jumps into the car and gets to the office to investigate this new train of thought.  He finds that the recoverable value of an asset is the higher of the selling price of the asset and the value in use.  As the company is barred from selling the asset and it is not earning any income, it should, he concludes, be written down to zero.

Scene 7

The other partners arrive at the office at 7 a.m. to be confronted by our newly energised YERQCA.  He calls a meeting of the partners to inform them of his solution to the problem.  The partners listen to him and then ask him to go to his office for 10 minutes while they debate the matter.  On returning to the meeting, he is asked to resign, as he is becoming a disruptive force in the practice.

Scene 8

Our YDRQCA (young devastated recently qualified CA) is seen a few months later sitting in a deck chair in the library gardens in Scottburgh selling home-made candles.  His ex-firm is thriving on providing real services to the clients such as completing tax returns, preparing financial statements, advising management on cash flow improvement, etc.  His ex-wife, who sought refuge from the insanity of her ex-husband with his ex-boss, is now happily married to him, i.e. in case you have lost the plot, the ex-boss.

