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LETTER FROM THE EDITOR 

 
As the African Journal of Corporate Governance Research (AJCGR) editor, it is my 

deepest gratitude to present to you the special students' issue of 2021. The AJCGR 

provides an open-access platform for publishing peer-reviewed, high-quality impact 

and original manuscripts in the corporate governance field. In addition, the journal is 

committed to developing the science and practices of corporate governance in the 

African continent and the world at large.  

 

The AJCGR thus provides an international platform that can be summarised as deeply 

concerned with promoting strategic global financial stability through embedding good 

corporate governance, enterprise risk management, and assurance. 

The AJCGR covers the main corporate governance issues such as Board composition 

and practices, Board diversity, Control and regulation, Corporate ethics, Corporate 

social responsibility, Disclosure and transparency, Leadership, SME governance, 

NGO governance, State-Owned Entities Governance, Governance in the public 

sector, Regulation and practices, Risk management and assurance, IT governance, 

Computer Auditing, integrated reporting, Shareholder activism, Sustainability 

accounting and reporting, Taxation for sustainable governance, Taxation and 

business survival and Business tax risk management. 

We are looking forward to having another special student issue in 2022. 

 
Best wishes, 
Prof Tankiso Moloi 
Smoloi@uj.ac.za 
011 559 4315 
Auckland Park 
Johannesburg 
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STATE OF FINANCIAL STABILITY IN SOUTH AFRICA’S PUBLIC UNIVERSITIES 

– AN ASSESSMENT INTO THE FINANCIAL SUSTAINABILITY OF SOUTH 

AFRICA’S PUBLIC UNIVERSITIES 

DIREKO, A.L. 

 

andrew.direko@gmail.com 

Abstract 

Since 2015, the protests around Fees Must Fall in higher education institutions have 

become an ongoing occurrence at the beginning of each year. Students argue that 

universities have the necessary financial resources to provide free education for all. 

This study critically investigates the financial sustainability of South Africa’s public 

universities. It assesses whether the universities have sufficient financial capacity to 

provide free education using various financial ratios. A detailed and comprehensive 

related-literature review was undertaken to consider an appropriate framework to 

critically investigate and assess the financial sustainability of the public universities. 

The considered framework is based on five financial indicators: liquidity, debt 

management, asset performance and management, financial performance, and cash 

flow analysis. The financial indicators were used to determine various financial ratios 

appropriate in determining and assessing the financial sustainability of public 

universities. The determined financial ratios were calculated using the data of three 

universities from the different university segments available in South Africa, namely, 

traditional universities, comprehensive universities, and universities of technology. 

The financial ratios of the three universities were based on three financial years, from 

2018 to 2020. The findings indicated that the traditional and comprehensive 

universities have certain favorable financial positions; however, they are not in the 

required financial capacity to provide free education. In comparison, the university of 

technology has the financial capacity to provide free education. The study further 

stated that the South African Department of Higher Education and Training should 

promote universities of technology and the quality education they offer. The study 

includes the recommendation to the department in requesting that all public 

universities should include the financial ratios within their financial statements. 

Keywords: Financial sustainability, South African public universities, financial ratios 
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1. INTRODUCTION  

Universities are an environment of knowledge and learning, in which they have an 

objective of providing quality education services to their students while ensuring they 

can maintain their operations. A University is an association of men for the purpose of 

study, which confers degrees which are acknowledged as valid throughout 

Christendom, is endowed, and is privileged by the state in order that the people may 

receive intellectual guidance, and that the theoretical problems which present 

themselves in the development of civilization may be resolved (Thyer-Bacon, 2005). 

In addition, universities have an obligation to equip graduates with the required skills 

to become competitive and obtain viable employment or become competitive 

entrepreneurs. According to Boldureanu, Ionescu, Bercu, Bedrule-Grigorut and 

Boldureanu (2020), entrepreneurship is a key element for any country that aims to 

become competitive in the knowledge-based global market as entrepreneurship has 

been generally viewed as a method of promoting economic growth, creativity, and 

innovation. In the past two years, universities have been forced to become creative 

and innovative in how they offer their learning services due to the Covid-19 pandemic, 

this has even inspired the University of Cape Town to venture into the online high 

school space. The University of Cape Town has become the first university on the 

African continent to extend its expertise and impact to the secondary schooling market 

through an innovative online modality (UCT News, 2021). The establishment of an 

online high school by the University of Cape Town further proves that universities are 

an environment of promoting creativity, problem-solving and innovation; and that it is 

imperative that the universities are financially sustainable to continue promoting 

creativity, problem-solving and innovation.  

Universities are financially sustainable when they can cover their operational 

expenses and through a comprehensive analysis, they satisfy the various ratios that 

indicate that they are financially sustainable. The issue of universities and their 

financial status is a global matter of which is a challenge for even the developed 

countries. Dozens of colleges and universities nationwide started 2020 already under 

financial stress (Butrymowicz and D’Amato, 2020). Butrymowicz and D’Amato (2020) 

further state that the United States of America educational institutions have spent the 

past decade grappling with declining enrollments and weakening support from state 

governments; and those many higher education institutions have a history of 
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mismanaging their finances, increasing spending even as enrollments fell or going 

deeply into debt to construct new buildings. South Africa is no exception to the issue 

as students are demanding free education and have established a movement in 2015, 

also known as the #FreeMustFall movement. At the beginning of each academic year 

since 2015, students across the country have gone to the streets and fight with the 

law enforcement while placing their lives at risk to demand free education. It is, 

however, unfortunately not an easy task to agree to free education for all without an 

efficient assessment of the current resources available within the universities and at 

government level. The economy of South Africa is not at its best as it has recently 

experienced a significant decrease in its annual real gross domestic product (GDP). 

According to StatsSA (2021:8) from the latest preliminary indicators, the real GDP 

decreased by 7,0% in 2020 from an increase of 0,2% in 2019. This might serve as a 

negative indicator towards the amount of government grants and subsidies the public 

universities will be able to receive in the future and analysing their financial 

performance is therefore essential.  

The higher education institutions student intakes have increased rapidly year on year 

as the government continues to increase the subsidies and grants; and the National 

Students Financial Aid Scheme (NSFAS) offered to universities and students 

respectively. The revenue cash flows from operating activities increased significantly 

by over R5 million from 2018 to 2019. This increase was mainly due to an increase in 

grants received (mainly from the Department of Higher Education and Training) and 

other receipts (including tuition fees) (StatsSA, 2021: 3). The demand for free 

education has placed pressure on the universities as on one hand the students are 

struggling with fees and on the other, the universities need to ensure they remain 

sustainable and are able to provide quality education to their students. Hence, the 

need for financial analysis of the universities is imperative to establish what is probable 

and what is impossible to satisfy in terms of the students’ demands.  

It remains unclear as to precisely what is the actual financial performance of South 

Africa’s public universities as there are no recommended ratios by the Department of 

Higher Education and Training. Of course, there are financial statements, however 

these financial statements provide an abstract view of the financial position and 

performance of the universities in which a framework should be utilised to understand 

precisely how the universities are financially performing. A further financial analysis 
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should be implemented to determine if whether the universities are in a good financial 

capacity to provide free education.   

The purpose of this study is to primarily assess the financial sustainability of South 

Africa’s public universities using various financial ratios. Secondly, this study aims to 

assess should the free education resolution be agreed upon by the Department of 

Higher Education, Minister of Finance and Universities South Africa, which public 

universities are in the appropriate financial capacity to provide free education to all its 

students. The study aims to review literature that is related to the financial 

sustainability of public universities and to consider methodologies used by researchers 

on how public institutions should be financially analyzed.  

2. RELATED LITERATURE REVIEW 

2.1 Financial Sustainability 

Financial sustainability is an aspect in which every company aims to excel in 

regardless of whether they are a profit-driven or non-profit company. Bolívar (2016) 

defines financial sustainability as the ability of public institutions to continue now and 

in the future current policies without causing the debt to rise continuously. South 

African public universities rely on government grants to be able to finance a portion of 

their operating expenses and other relevant obligations, with the recent student 

protests around free tuition for all students and the declining economic conditions, the 

financial sustainability of the universities is required to be assessed to understand if 

the institutions are able to afford the demands of the community and handle the 

economic decline whilst maintaining the required academic performance.  

Financial sustainability in South Africa’s public universities continues to be an issue as 

less students can afford to pay tuition and there is a continuous rise in demand for 

government funding and subsidies. Financial sustainability will be one of the critical 

challenges for public universities in the next ten years and possibly more and only 

those institutions with stable income flow and healthy financial positions will be in an 

excellent position to respond to the challenges in an increasingly global and complex 

environment. (Sazonov, Kharlamova, Chekhovskaya and Polyanskaya, 2015). This 

has become a current issue as the Minister of the Department of Higher Education 

and Training, Mr. Blade Nzimande has stated that the department is not in the right 

financial capacity to provide free education to all students (Samuels, 2021). Financial 
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sustainability is unarguably one of the biggest concerns facing majority of higher 

learning institutions. As per the StatsSA (2019), 14 out of 26 South African public 

universities (53.846%) receive more than 50% of their revenue from the government 

grants. This means that over 50% of South African universities depend mainly on 

government grants and subsidies to finance their operating expenses and obligations. 

The dependency on government grants and subsidies raises a concern on the 

institutional sustainability of the public universities.  

Institutional sustainability relates to an institution being able to meet its short and long-

term obligations on its own, without support from the government. Institutional 

sustainability needs to be financially self-supporting, free from subsidies for 

operational needs, this means that institutions must be able to operate with internal 

funding from its excess of income over expenditure in the long term (Afriyie, 2015). 

The study further states to independent variables required to create a predictive model 

of financial sustainability for the world-wide higher learning institutions include (a) 

Authentic leadership, (b) Organizational culture, (c) Public relation, (d) Investment 

portfolio and (e) Networking. Such independent variables can be utilised to assess the 

financial sustainability of South Africa’s public universities. Furthermore, Afriyie (2015) 

elaborates that for investments purposes, institutions should consider setting up 

investment portfolios as to assist them to sustain their finances. In relation to authentic 

leadership and public relations, the study has determined that the leadership style and 

reputation of the institution impacts its financial sustainability. Lastly, Afriyie (2015) 

recommends that institutions should consider the advantage of networking by setting 

up a mutual fund at the continental level whereby participating institutions have more 

access and ownership in the funds. It should be observed if whether the current 

income streams of institutions of higher learning in South Africa provide these 

institutions with the opportunity of becoming financially self-supporting institutions.    

The current revenue streams of South African public universities are made up of three 

segments, namely, government grants, tuition fees and other income inclusive but not 

limited to research funding, donors, and trusts. Stable public funding contributes to the 

financial sustainability of public universities. The long-term financially sustainability of 

the public universities is favourable when the institutions hold a diversity of revenue 

sources (Almagtome, Shaker and Nima, 2019). It is a good indication that most of the 

South African public universities already have different revenue streams, the only 
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major concern around financial sustainability becomes the stable funding contributions 

from the government and the huge dependence on funding from the government. This 

study will focus on how the different revenue segments contribute to the financial 

sustainability of the higher learning institutions and assess the level of financial 

autonomy to which the institutions are exposed.   

2.2 Financial Autonomy 

The level and degree of financial autonomy of South Africa’s public universities should 

also be considered in the financial sustainability analysis of these institutions as it can 

be seen as the position in which institutions have with regards to being able to diversify 

their investments and reinvest cash reserves from their funding to ensure continuous 

financial growth. The financial autonomy of a university relates to the institution’s ability 

to operate as a financially independent entity which includes its ability to borrow money 

from a bank or other form of financial institution (Almagtome, Shaker and Nima, 2019). 

A public entity's financial sustainability includes managing its short- and long-term 

financial capacity while preserving the level of services. The financial sustainability of 

the institution requires measures to guarantee the provision of educational services to 

the current generation as much as possible while protecting the requirements of the 

future and maintaining equity between generations (Caruana, Brusca et al. 2019). The 

concern becomes when the government fails to provide the guaranteed provisions to 

ensure that they can finance their short- and long-term financial obligations whilst 

providing their educational services. Minister Blade Nzimande has shared the concern 

on behalf of the government regarding the growing student debt in the system, as are 

the universities (SA News, 2021). The concern of the minister question’s the going 

concern of the universities as they may not be able to collect on debt and result in loss 

of cash flow. This study will further explore the extent of financial autonomy of 

institutions and the relevant financial ratios in relation to the financial sustainability of 

the institutions. 

2.3 Financial Ratios 

A financial indicator aims to provide financial information on how the company or 

institution is performing financially. The financial indicator also assists the user of 

financial information to analyse companies across industries. A performance indicator 

is a statement quantified on resources and achievements to the objectives established 
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by the enterprise (Wang, 2010). This includes financial indicators, in which they are 

used to assess the financial performance of an institution. According to the Cambridge 

Dictionary, a financial indicator shows how good a company’s financial situation, or 

the situation of a financial market is. Gitman and Zutter (2015) established those 

financial managers utilise financial ratios to monitor the pulse of the firm and its 

progress towards strategic goals. Institutional leaders can use tools such as financial 

ratios as an indicator to evaluate the financial performance of a university; however, it 

remains unclear which financial ratios can be used as indicators to best assist a South 

African university in making informed decisions relating to financial sustainability 

(McLaren and Struwig, 2019). According to Besley, Brigham and Sibindi (2015), 

financial ratio analysis has certain limitations when used with judgement; however, it 

may provide useful information about an institution’s operations and financial 

condition.  

Financial indicators are used to determine the financial sustainability of any institution 

and they are based on qualitative and quantitative factors. According to Sazonov, 

Kharlamova, Chekhovskaya and Polyanskaya (2015), liquidity and solvency are the 

main criteria to determine the financial sustainability of an educational institution and 

the efficiency of its financial activity. Liquidity relates to the ability of an institution being 

able to cover its short-term debts whereas solvency focuses on to the ability of the 

institution being able to cover all its long-term debt. The researchers have therefore 

determined that the following indices are possible ways of monitoring both the financial 

sustainability and financial management quality of higher education institutions: 
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Table 1: Indices on monitoring both the financial sustainability and financial 

management quality of higher education institutions 

1. Budget Expenditure Efficiency 

Indices 

2. Earnings from income-bearing 

activities 

 Structural earnings.  Total debt to equity ratio. 

 Quality of income planning.  Fixed assets renewal coefficient. 

 Quality of estimating expenses from 

subsidies by certain types of costs. 

 Non-financial assets increase 

coefficient. 

 Quality of estimating expenses from 

equity by certain types of costs. 

 Share of intangible assets. 

Note: From ‘Evaluating Financial Sustainability of Higher Education Institutions’ 

(Sazonov, Kharlamova, Chekhovskaya and Polyanskaya, 2015:38) 

Furthermore, Di Carlo, Modugno, Agasisti and Catalano (2019) state that each 

indicator provides information on one specific aspect of financial sustainability and that 

identifying the constitutive requisites of financial sustainability is as important as the 

design of the indicators themselves. They have therefore utilised the KPMG Financial 

Ratio Analysis Report (2019) indicators as the basis of assessment of the financial 

sustainability of universities, namely, (a) Financial viability indicates the institution’s 

ability to continue to achieve its operational objectives and fulfil its mission over the 

long term. (b) Profitability indicates whether an institution receives more or less than it 

spends in an operating cycle. (c) Liquidity indicates the institution’s ability to satisfy its 

short-term obligations with existing assets. (d) The ability to borrow indicates whether 

the institution is in a healthy position to assume additional debt. (e) Capital resources 

indicate the ability of an institution’s financial and physical capital base to support its 

operations. 

These financial ratios are of a holistic view and do not focus specifically on the public 

institutions, including not considering factors of whether the institution is in a 

developed or emerging country. This paper aims to further explore the literature on 

financial sustainability and financial ratios from a South African context. L'Ange (2015), 

a South African researcher, drafted an assessment on the finanical sustainability of 
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Rhodes University, a South African public university, and used the methodology on 

strategic financial analysis developed by KPMG, Sealy & Co, and Bearing Point 

(2005). The methodology focused on four key questions and related financial ratios to 

form basis of the assessment of Rhodes University’s financial performance:  

Table 2: four key questions and related financial ratios to form basis of the 

assessment of Rhodes University’s financial performance 

Question Financial Indicator Financial Ratio 

1. Are the resources sufficient 

to support the strategic 

goals and objectives of the 

university? 

Liquidity  Primary reserve ratio 

2. Are resources, including 

debt, managed strategically 

to advance the strategic 

goals and objectives of the 

university? 

Debt Management   None – Rhodes 

University had no debt 

when study was 

conducted.  

3. Does asset performance 

and management support 

the strategic direction of the 

university? 

Asset Performance 

& Management 

 Return on net assets 

ratio. 

 Facilities Maintenance 

Ratio.  

4. Do operating results 

indicate the university is 

living within available 

resources? 

Operating results  Net Operating Revenue 

Ratio. 

 Tuition & subsidy 

contribution ratio. 

Source: KPMG; Sealy & Co; and Bearing Point (2005) 

Another alternative avenue was explored by McLaren and Struwig (2019). Institutional 

leaders can use tools such as financial ratios as an indicator to evaluate the financial 

performance of a university; however, it remains unclear which financial ratios can be 

used as indicators to best assist a South African university in making informed 
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decisions relating to financial sustainability. Their findings compilated various financial 

ratios from various authors to obtain similar ratios indicated by all the four authors 

within their various literature. The following financial ratios are the similar ratios 

indicated by all the four authors within their respective literature:  

Table 3: Financial ratios used to evaluate and manage the financial performance 

of a university 

Financial 

Indicator 

Aspect 

measured 

Financial ratio 

1. Asset 

management 

Student debt  Student debtors before provision for doubtful 

debt as a percentage of total tuition and 

other fees.  

2. Debt 

management 

Solvency  Total assets (excluding PPE): Total liabilities 

3. Financial 

performance 

Income 

streams 

 Council-controlled: State support income as 

a percentage of total recurrent income. 

Income 

streams 

 Council-controlled: Own funding (total 

income less state support income) as a 

percentage of total recurrent income. 

 

Personnel 

costs 

 Staff cost (council-controlled): As a 

percentage of total recurrent income (council 

controlled). 

Total 

operating 

surplus 

 Council-controlled: Operating surplus ratio 

(excluding interest income).  

 

4. Liquidity Current ratio  Current assets: Current liabilities. 

5. Reserves Cash ratio  Current assets (exclude stock and student 

debtors): Current liabilities. 
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Source: McLaren and Struwig (2019) 

However, their findings focused on one comprehensive university for the period 2010 

to 2017 and did not consider various South African public universities. The framework 

utilised by the researchers did not consider other financial ratios of which L'Ange 

(2015) considered to be imperative in the study of the financial assessment of Rhodes 

university. The study will attempt to incorporate both frameworks to provide a rigorous 

finding that is both clear and credible; and determine the role of universities in society.  

2.5 Role of Universities in Society 

Universities provide an opportunity for the previously disadvantaged to have hope of 

becoming something bigger than themselves and inspiring those around them. 

Sharma (2015) states that universities are regarded as key institutions in processes 

of social change and development as they play an important role as leaders in teaching 

and learning, in education, research and technology. Focusing particularly on the most 

vulnerable members of society, an increase in participation within the higher education 

space can alleviate problems of income and social inequalities (Kromydas, 2017). In 

a developing country such South Africa, universities serve as a key element in social 

change and development. South Africa is a developing country with various socio-

economic issues including, but not limited to inequality and poverty. 

South Africa is known to be one of the countries with the highest inequalities in the 

world, reporting a per-capita expenditure Gini coefficient of 0,67 in 2006, dropping to 

0,65 in 2015 (Stats SA, 2020). According to Corporate Finance Institute, the Gini 

coefficient is a tool used to measure the economic inequality of a country. The 

coefficient can take any values between 0 to 1: A coefficient of zero indicates a 

perfectly equal distribution of income or wealth within a population. In contrast, a 

coefficient of one represents a perfect inequality when one person in a population 

receives all the income while other people earn nothing. Universities are structures 

available to assist in redressing the imbalances of the past and reducing 

unemployment by serving as a key element in the process of social change and 

development. According to Stats SA (2021), the unemployment rate of an individual 

who is in possession of only a matric qualification is at 34% whereas the rate 

decreases significantly for graduates at a rate of 9.3%. It is a clear indication that 

universities alleviate the unemployment crisis. These issues serve as more motivation 
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for the study as it is essential to obtain solutions on how more individuals can have 

access to higher education without placing more pressure financially on universities. 

3. CONSIDERED FRAMEWORK 

The framework proposed will be based on attempting to determine the financial 

sustainability of South African public universities using various financial ratios and 

assessing whether the South African public universities have sufficient finances to 

provide free education using the relevant financial ratios. Referring to the various 

financial indicators utilised by various studies, this study will utilise the methodology 

on strategic financial analysis developed by KPMG, Sealy & Co, and Bearing Point 

(2005) to formulate a framework that will provide credible results. 

Using the strategic financial analysis methodology developed by KPMG, Sealy & Co, 

and Bearing Point (2005) and proposed framework of McLaren and Struwig (2019), 

the objective of the study aims to address the following research questions: (a) 

Strategy: Are resources sufficient and flexible enough to support the strategic 

objectives of the University? (b) Risk Management: Are resources, including debt, 

managed strategically to advance the strategic objectives of the University? (c) 

Investments: Does asset performance and management support the strategic 

direction of the University? (d) Operating Sustainability: Do operating results indicate 

the University is living within available resources? 

4. RESEARCH METHODOLOGY  

To achieve the primary and secondary objectives of the study, the method of content 

analysis was utilised. According to Allen (2017) content analysis relates to analysing 

the content or meaning of communicative messages using a quantitative and 

systematic approach. Content analysis was selected as the appropriate research 

method as the research objectives are based on utilising financial ratios to determine 

the financial sustainability of South Africa’s public universities. Lac (2016) defines 

content analysis is a research method for classifying, evaluating, and studying 

recorded communications objectively and systematically. The study will use a 

quantitative content analysis research method to achieve the objectives to determine 

the financial stability of South Africa’s public universities and to assess whether the 

public universities are financially capable to provide free tuition.    
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4.1. Data and Sample 

The study assesses the annual audited financial statements of South African public 

universities for the period of 2018 to 2020 using various financial ratios to determine 

their financial stability and provide an assessment on whether they have the capacity 

to provide free tuition. An audited financial statement is any financial statement that 

a certified public accountant (CPA) or registered auditor has provided reasonable 

assurance that the statement adheres to general accounting principles and auditing 

standards (Freedman, 2020). These annual financial reports are therefore reliable to 

be used as data for the study.   

The following are reasons for utilising the audited financial statements for the period 

of 2018 to 2020:  

 The former President of the Republic of South Africa, President Jacob Zuma 

announced free education to the nation of South Africa in December 2017, 

including the financial performance of 2018 in the analysis is motivation to 

assess whether the public universities have the capacity to provide free 

tuition to all the time this announcement was made.  

 The 2020 financial year is included to provide an insight to how the Covid-

19 pandemic has affected the financial stability of the public universities.  

 The 2019 financial year is included for comparative purposes and 

completeness.  

The population size of the data includes all the 26 public universities in South Africa 

and are placed in segments according to their orientation, namely, traditional 

universities, comprehensive universities, and universities of technology.  

From thereafter, a random sample selection from each different university segment of 

one university each was selected using excel: (a) The universities were grouped (in 

different worksheets) according to the kind of oriented qualifications they offer. (b) In 

each worksheet, the universities were listed, and each university was given a number 

using the “rand” formula on excel. (c) Using the “rand” values, the “sort” function was 

used to randomly list the universities. (d) The first university per segment was selected 

for the analysis. (See Annexure 1 with the relevant parameters utilised to randomly 

select the data). The reason for the random selection of one university per segment is 

http://www.corporatereporting/
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to establish a fair basis of comparison in terms of analysis of the financial performance 

and financial stability of the public universities.  

Table 4: South African Public Universities Randomly Selected for Analysis Per 

Segment 

Traditional Universities: 

Offer theoretically oriented 

university degrees 

Comprehensive 

Universities:  

Offer a combination of 

theoretically oriented and 

vocational oriented 

diplomas and degrees.   

 

Universities of 

Technology: Offer 

vocational oriented 

diplomas and degrees.  

 

 The selected university 

is one of the twelve 

traditional universities 

which prides itself in 

research and 

academic excellence 

offering services to its 

students over six 

campuses.  

 The selected university 

is one of the six 

comprehensive 

universities that offers 

undergraduate and 

postgraduate 

qualifications to over 

30 000 students over 

four campuses.  

 The selected university 

is one of the eight 

university of 

technology institutions 

and one of South 

Africa’s youngest 

universities offering its 

services to over 7000 

students.  

Source: southafricaeducation.info 

4.2. Measuring Instrument 

Using the strategic financial analysis methodology developed by KPMG, Sealy & Co, 

and Bearing Point (2005) and proposed framework of McLaren and Struwig (2019), 

the following financial ratios will be utilised to determine the financial sustainability of 

public universities and assess their financial capacity to providing free education: 
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Table 5: Financial Ratios utilised to determine financial sustainability of public 

universities and assess their financial capacity to providing free education 

Financial 

Indicator 

Financial Ratio Formula Meaning 

1. Liquidity  Primary 

Reserve Ratio 

(Total net assets - 

Restricted net 

assets - PPE + L/T 

debt) divided by 

Total Expenses.  

 

Indicates to what 

extent the reserves 

of the university 

can cover its 

expenses (an 

analysis of should 

a crisis occur, to 

what extent will the 

university survive? 

 Current Ratio Current assets: 

Current liabilities 

Indicates to what 

extent the current 

assets of the 

university can 

cover its current 

liabilities.  

2. Debt 

Management  

 Solvency  Total assets (excl. 

PPE): Total 

liabilities 

Indicates the level 

of debt 

management by 

the university and 

whether it is 

positively 

financially 

leveraged.  

3. Asset 

Performance 

 Return on net 

assets 

Change in net 

assets divided by 

net assets 

Indicates the 

extent of asset 

performance and 

management 

http://www.corporatereporting/


AJCGR Issue 3, Vol 1  Print: ISSN: 2734-2611|Online: ISSN: 2734-262X 
www.corporatereportingjournals.com 

19 
African Journal of Corporate Governance Research Special Students Issue 

and 

Management  

support towards 

the operations and 

objectives of the 

university.  

 Student Debt Student debt 

divided by Total 

Tuition Fees.  

Indicates the ability 

of the institution to 

manage student 

debt.  

4. Financial 

Performance  

 Net Operating 

Revenue 

Operating Profit 

divided by Total 

Revenue 

Indicates to what 

extent the 

university is living 

within its available 

resources.  

 Income Stream: 

Subsidy Ratio 

Government grant 

divided by Total 

Revenue 

Indicates 

university’s 

dependence on 

government 

grants.  

 Income Stream: 

Controlled 

Income Ratio 

(Total Revenue – 

Government 

Grant) divided by 

Total Revenue 

Indicates the level 

of financial 

autonomy of the 

university with 

regards to revenue 

obtained aside 

from the 

government 

grants.  

5. Cash Flow 

Analysis 

 Cash Cover of 

Personnel 

Costs 

Cash and bank 

balances divided 

by Personnel 

Costs 

Indicates to what 

extent the 

universities can 

cover their 

http://www.corporatereporting/


AJCGR Issue 3, Vol 1  Print: ISSN: 2734-2611|Online: ISSN: 2734-262X 
www.corporatereportingjournals.com 

20 
African Journal of Corporate Governance Research Special Students Issue 

  personnel costs 

using cash 

reserves available 

– since a university 

is providing a 

service and their 

main asset is their 

personnel, an 

analysis on 

whether they have 

the capacity to 

settle their 

personnel without 

any external 

assistance is 

imperative.  

KPMG, Sealy & Co, and Bearing Point (2005) and McLaren and Struwig (2019) 

All the required information to calculate the relevant financial ratios is available in the 

audited 2018-2020 financial statements of the randomly selected public universities.   

4.3. Data Collection 

The audited financial statements for 2018, 2019 and 2020 financial years were 

obtained from the respective universities’ websites. The benchmarking of financial 

ratios from the strategic financial analysis methodology developed by KPMG, Sealy & 

Co, and Bearing Point (2005) were also utilised to assess the performance and provide 

a comprehensive analysis. 
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5. ANALYSIS AND INTERPRETATION 

This section discusses the analysis and interpretation of the data collected.  

 

 

 

 

 

Figure  1: Liquidity  

Source: Annexure 2 

The primary reserve ratio indicates to what extent the reserves of the university can 

cover its expenses (an analysis of should a crisis occur, to what extent will the 

university survive? Traditional University: Figure 1 illustrates that the university has 

been struggling to increase its primary reserves over the three-year period. The 

university continues to have more restricted funds as compared to unrestricted funds. 

The difference between the two funds is that restricted funds can only be utilised for a 

designated purpose the university has no control over. In contrast, unrestricted funds 

may be utilised for any purpose within the university. The assessment of financial 

sustainability in terms of the primary reserve ratio is that the university is in a dire 

situation.  
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Comprehensive University: Figure 1 illustrates that the university has been gradually 

improving its reserve ratio over the three-year period. Unrestricted funds of the 

university are significantly higher than the restricted funds, and they are increasing 

yearly. The negative impact towards the increase is the significant increase in 

operating expenses year on year during the three-year period. The assessment of the 

financial sustainability in terms of the primary reserve ratio is that the university is 

above the recommended ratio by KPMG, Sealy & Co, and Bearing Point (2005). The 

primary reserve ratio of the university provides a positive indication of financial 

sustainability.   

 

Figure 2: Liquidity  

Source: Annexure 2 

The current ratio indicates to what extent the current assets of the university can cover 

its current liabilities. Traditional University: Figure 2 illustrates that over the three-year 

period, the university has improved its ability to settle its current obligations. In 2020, 

amid Covid-19, the university significantly increased cash equivalents, resulting in a 

favourable current ratio of over 1. The favourable current ratio indicates positive 

financial sustainability as it is less likely that the university will default on its liabilities.  
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Comprehensive University: Figure 2 illustrates that over the three-year period, the 

university’s current ratio increases year on year. The increase in the current ratio from 

2019 to 2020 financial year is due to the short-term deposits of the university for the 

2020 financial year resulted in a healthier ratio. The increase from 2018 to 2019 is 

mainly due to the steady rise in its current assets and a substantial decline in its current 

liabilities. All of this indicates positive financial sustainability as the university can cover 

all its liabilities.  

University of Technology: Figure 2 illustrates that over the three-year period, the 

university’s ability to settle its obligations is outstanding 

 

Figure 3: Debt Management  

Source: Annexure 2 

The solvency ratio indicates the level of debt management by the university and 

whether it is positively financially leveraged.  

Traditional University: Figure 3 illustrates that the university’s debt management 

process has improved over the three-year period. Furthermore, amid Covid-19 and 

job losses, the university improved its debt management position and performance. 

The improvement is mainly due to significant cash equivalents from 2019 to the 2020 

financial year. The university is in a favourable financial sustainability position as it has 

sufficient capacity to manage its debt. Comprehensive University: Figure 3 illustrates 
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that over the three-year period, the university’s debt management process has 

improved significantly from 2018 to 2020. The sharp improvement from 2018 to 2019 

is due to the steady rise in all its current assets and a substantial decline in its current 

liabilities. The university is in a favourable financial sustainability position as it has 

sufficient capacity to manage its debt.   

University of Technology: Figure 3 illustrates that the university’s debt management 

process has slightly improved over the three-year period. However, the current 

position is significantly below an appropriate level, indicating that the university can 

only cover approximately 40% of its liabilities with the available assets (excluding 

Property, Plant, and Equipment). Over 50% of the university’s assets comprise of 

Property, Plant, and Equipment. The Property, Plant, and Equipment items are not 

included in the ratio. It would be a significant task for the university to sell it to settle 

its debts. The high debt is due to the deferred income and the significant rise in 

provision from 2019 to the 2020 financial year. This means that the university has 

received funds for a service not yet completed – this is mainly from the Department of 

Higher Education and Training restricted funds for the capital infrastructure of which 

the university has not yet built the infrastructure. The increase in provision is mainly 

due to the infrastructure projects and Covid-19-related estimated expenditure. The 

university is in a negative financial sustainability position as it has insufficient capacity 

to manage its debt.    
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Figure 4: Asset Management and Performance 

Source: Annexure 2 

The return on net assets margin indicates the extent of asset performance and 

management support towards the operations and objectives of the university. 

Traditional University: Figure 3.1 illustrates that over the three-year period, the 

university’s return on net assets improved significantly from 2018 to 2019 and, after 

that, slightly declined from 2019 to 2020. The significant improvement from 2018 to 

2019 is due to the sharp increase in council unrestricted funds, including retirement 

funding options. The slight decline was due to a change in the university’s net assets 

from 2018-2019 to 2019-2020. According to L’Ange (2015), the recommended target 

is 4% to 6%, which means that the university is in a favourable financial sustainability 

position. Amid Covid-19 implications, they managed to provide a return on net assets 

that is above 6%.  

Comprehensive University: Figure 3.1 illustrates that the university’s return on assets 

performance is on an exponential growth over the three-year period. The change in 

net assets and the net asset value per year for the three years are increasing year on 

year at an increasing rate. According to L’Ange (2015), the recommended target is 4% 

to 6%, which means that the university is in a favourable financial sustainability 

position as, amid Covid-19 implications, they managed to provide a return on net 

assets that is above 6%.  

University of Technology: Figure 4 illustrates that over the three-year period, the 

university’s return on net assets declined significantly from 2018 to 2019, and after 

that, amid Covid-19 implications on universities, the return on assets improved from 

2019 to 2020. The university’s return from 2018 is already impressive. The decline to 

2019 still has the university producing a higher return on assets than the other two 

universities. The changes are due to the unrestricted council-controlled 

funds’ changes, which were negative from the 2018 to 2019 period and positive from 

2019 to 2020. According to L’Ange (2015), the recommended target is 4% to 6%, 

which means that the university is in a favourable financial sustainability position as, 

amid Covid-19 implications, they managed to provide a return on net assets that is 

above 6%. 
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Figure 5: Asset Management and Performance 

Source: Annexure 2 

The student debt margin indicates the ability of the institution to manage student debt. 

Traditional University: Figure 5 illustrates that the university’s student debt levels are 

significantly increasing year on year over the three-year period. The increase from 

2019 to 2020 is understandable as there are Covid-19 implications to be considered. 

The latest margin indicates that over 30% of tuition income comprises of student debt, 

and it is probable to be impaired (written off), which indicates that the institution should 

be on alert in managing their student debt and attempt to reduce the margin. This 

further negatively impacts the financial stability of the university.  

Comprehensive University: Figure 5 illustrates that over the three-year period, the 

university’s student debt levels relatively declined from 2018 to 2019 and, after that, 
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slightly increased from 2019 to 2020. The increase from 2019 to 2020 is 

understandable as there are Covid-19 implications to be considered. The latest margin 

is below 20%, indicating that a good student debt management process exists. This 

further positively impacts the financial stability of the university.  

University of Technology: Figure 5 illustrates that the university’s student debt levels 

are significantly high over the three-year period. The slight increase from 2019 to 2020 

is understandable as there are Covid-19 implications to be considered. The latest 

margin is below 40% and indicates that over 40% of tuition income comprises of 

student debt; furthermore, the margin provides room for concern regarding the student 

debt management process that is in place. This further negatively impacts the financial 

stability of the university. 

 

Figure 6: Financial Performance 

Source: Annexure 2 

The net operating revenue indicates to what extent the university is living within its 

available resources. Traditional University: Figure 6 illustrates that over the three-year 

period, the university’s net operating revenue fluctuates between the period. The ratio 

declined from 2018 to 2019 is due to the decline in tuition fee income and a significant 

increase in personnel costs and other operating expenses. The increase from 2019 to 

2020 is due to the significant decline in other operating expenses. The ratio managed 

to bounce back, which provides a positive indication of the financial sustainability 
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position of the university as it illustrates that the university is producing an operating 

profit amid Covid-19 implications towards its service offering.  

Comprehensive University: Figure 6 illustrates that the university’s net operating 

revenue significantly increases year on year over the three-year period. The 0% ratio 

in 2018 is due to the operating loss suffered by the university in that period. The sharp 

increase from 2018 to 2019 is due to the significant increase of the government’s 

subsidies and grants provided to the university; the grants and subsidies provided 

increased by over 25%. The contributing factor to the continuous ratio increases from 

2019 to 2020 is the decline of other operating expenses in 2020. The ratio provides a 

positive indication of the financial sustainability position of the university as it illustrates 

that the university is producing an operating profit amid Covid-19 implications towards 

its service offering. 

University of Technology: Figure 6 illustrates that over the three-year period, the 

university’s net operating revenue is impressive as it is way above as compared to the 

other two universities. The decline in ratio from 2018 to 2019 is mainly due to the 

higher increase in operating costs as compared to the increase in revenue. The ratio 

managed to bounce back, which provides a positive indication of the financial 

sustainability position of the university as it illustrates that the university is producing 

an operating profit amid Covid-19 implications towards its service offering. 
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 Figure 7: Financial Performance 

Source: Annexure 2 

The subsidy and grants margin indicates a university’s dependence on government 

grants. Traditional University: Figure 7 illustrates that the university is relatively 

dependent on the government’s subsidies and grants over the three-year period. Most 

of the university’s income is derived from tuition and other fee income. This places 

pressure on the tuition and other fee income streams; however, it indicates a 

moderate-favourable financial position for the university while posing a threat as the 

country’s current economic conditions might result in customers (students) defaulting 

on their tuition payments. Comprehensive University: Figure 7 illustrates that the 

university’s primary income is derived from the government over a three-year period. 

The university’s income streams are balanced and do not necessarily strain one 

income stream over the other. This indicates a healthy financial sustainability position 

for the university.  

University of Technology: Figure 7 illustrates that the university is highly dependent on 

government grants and subsidies over the three-year period. Over 70% of the 

university’s income stream is from the government. This provides an unhealthy 

indication of the university’s financial sustainability as they are highly dependent on 

the government for revenue and should attempt to balance the strain on income 

streams.  
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Figure 8: Cash Flow Analysis 

Source: Annexure 2 

The cash cover of personnel costs indicates to what extent the universities can cover 

their personnel costs using cash reserves available – since a university is providing a 

service and their primary asset is their personnel, and analysis on whether they can 

settle their personnel without any external assistance is imperative. 

Traditional University: Figure 8 illustrates that as of 31 December 2020, the university’s 

cash cover of personnel costs is highly unfavourable. As a service institution, their 

main asset is their personnel (the academic staff) and should always be able to cover 

their costs related to their personnel. This indicates an unhealthy financial 

sustainability position for the university.    

Comprehensive University: Figure 8 illustrates that as of 31 December 2020, the 

university’s cash cover of personnel costs is highly unfavourable. As a service 

institution, their main asset is their personnel (the academic staff) and should always 

be able to cover their costs related to their personnel. This indicates an unhealthy 

financial sustainability position for the university. University of Technology: Figure 8 

illustrates that as of 31 December 2020, the university’s cash cover of personnel costs 

is impressive. The university can cover all its personnel costs with the existing cash 

as of December 2020. This indicates a healthy financial sustainability position for the 

university. 

5.1. Overall Analysis 

Liquidity: Based on the averages of the primary reserve ratio and the current ratio for 

the three financial years, the traditional university’s liquidity is low. It contributes 

negatively to the financial position of the university. The comprehensive university’s 

liquidity, on the other hand, is above the recommended ratio levels, which contributes 

positively to the university’s financial position. Lastly, the university of technology’s 

liquidity is impressive and contributes positively to the university’s financial position. 

Debt Management: Based on the averages of the solvency ratio for the three financial 

years, the traditional university can settle its liabilities, which contributes positively to 

the university’s financial position. The comprehensive university’s solvency ratio 

indicates that the university can settle its liabilities, which contributes positively to the 
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university’s financial position. Whereas, the university of technology’s solvency is 

significantly low, which indicates that the university does not have the ability to settle 

all its liabilities. The low solvency contributes negatively to the financial position of the 

university. 

Asset Performance and Management: Based on the averages of the return on assets 

and student debt for the three financial years, all the three universities assessed are 

appropriately using their assets as their return on assets is above 10%. The traditional 

university does not have a significant amount of student debt relative to the total 

revenue, which contributes positively to the university's financial position. The 

comprehensive university also does not have a significant amount of student debt 

relative to the total revenue, which contributes positively towards the university's 

financial position. Whereas the university of technology has a significant amount of 

student debt relative to the total revenue, which contributes negatively to the 

university's financial position. 

Financial Performance: Based on the averages of the operating revenue margins and 

the income stream: subsidy margins for the three financial years, the traditional 

university’s operating margin is low and raises a concern about their ability to cover 

their operating expenses. Their income is mainly derived from income other than 

government subsidies and grants. The comprehensive university’s operating margin 

is also low and raises concerns about its ability to cover operating expenses. Half of 

the comprehensive university’s income is derived from the government’s subsidies 

and grants. Whereas the university of technology’s operating margin is reasonable. It 

indicates that the university can cover its operating expenses. The university of 

technology’s income is mainly derived from the government’s subsidies and grants.  

The traditional university’s financial sustainability is average as they do not have 

high student debt and can cover their liabilities; however, their liquidity is low, and they 

are not able to cover their personnel costs. The university’s personnel costs are a 

concern as the personnel item is a primary asset for a university. They should be in a 

cash cover position to cover their personnel costs. Based on the financial ratios, their 

current financial position indicates that the university does not have the financial 

capacity to provide free tuition to its students. 
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The comprehensive university’s financial sustainability is below average as they 

do not have high student debt and can cover their liabilities; however, half of their 

income is derived from the government grants and subsidies of which the contributions 

are dependent on the budget issued to the department of higher education. 

Furthermore, the university is not able to cover its personnel costs with the available 

cash, which is a concern. Based on the financial ratios, their current financial position 

indicates that the university does not have the financial capacity to provide free tuition 

to its students. 

The university of technology’s financial sustainability is above average. They are 

highly liquid, have a high asset performance and management, and their available 

cash can cover their personnel costs. These financial indicators illustrate that the 

university can cover its main asset, personnel costs. However, the students’ intake 

capacity of the university of technology is significantly lower compared to the traditional 

and comprehensive universities. The university cannot cover all its liabilities and may 

utilise the available cash to settle them. It is evident that limited to its available 

capacity; the university can provide free tuition to its students. 

6. CONCLUSION AND RECOMMENDATIONS 

The study focused on determining the financial sustainability of South Africa’s public 

universities and assessing whether the universities have the necessary financial 

capacity to provide free tuition. The study used audited annual financial statements to 

perform the financial ratios. Universities are an environment of knowledge and 

learning, in which they have an objective of providing quality education services to 

their students while ensuring they can maintain their operations. The concern of 

financial sustainability of colleges and universities does not only relate to South Africa 

but even developed countries such as the United States of America. Financial 

sustainability will be one of the critical challenges for public universities in the next ten 

years and possibly more. Only those institutions with stable income flow and healthy 

financial positions will be in an excellent position to respond to the challenges in an 

increasingly global and complex environment (Sazonov, Kharlamova, Chekhovskaya 

& Polyanskaya, 2015). Regarding the financial sustainability of South Africa’s public 

universities, the traditional and comprehensive universities have certain favourable 

financial positions; however, they are not in the required financial capacity to provide 
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free education. In comparison, the university of technology has financial capacity to 

provide free education.  

The study recommends that the Department of Higher Education in collaboration with 

Universities South Africa should draft a framework of financial ratios that should be 

utilised to assess the financial position of South Africa’s public universities so that 

when they engage with student leaders, they are able to provide tangible proof 

regarding the current financial position of the institutions. It is further recommended 

that the financial ratios should be included within the audited financial statements for 

the users of the financial information to be able to assess the financial sustainability of 

the respective university. The universities should further capitalise on their financial 

autonomy by diversifying their income streams as much as possible, to reduce the 

reliance on government subsidies and grants, and tuition fees. It is evident based on 

the current economic conditions of a recession and high inequality that the student 

debt issue will continue to rise and therefore the universities will further have to write-

down their tuition fee receivables. 

The study further states that the South African Department of Higher Education and 

Training should promote universities of technology and the quality education they 

offer. The department can promote universities of technology by considering making 

one of the Universities of Technology the “MIT University of Africa”, namely, Tshwane 

University of Technology. According to the Times Higher Education World University 

Rankings (2020), the Tshwane University of Technology ranks among the top 10 best 

universities to study computer science and engineering.   

The study has achieved its primary objective by determining the financial sustainability 

of South Africa’s public universities. The study has further achieved its secondary 

objective of assessing whether the universities have the financial capacity to provide 

free education. The study further proposed innovative solutions of which the 

department of higher education can assess the financial position of public universities 

and attempt to find a solution to the free education demand. It is in the hope that the 

Department of Higher Education can investigate promoting more of the universities of 

technology and encourage students to enrol at these institutions as they have the 

financial potential to provide free education. 
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7. LIMITATIONS 

The limitation to the study is that only three out of the twenty-six public universities 

were financially assessed. This is due to the basis of attempting to provide a fair 

comparison in terms of analysis of the financial performance and financial stability of 

the public universities as the total number of public universities per different segments 

are not the same. Included in the limitations is that only audited financial statements 

for 2018 to 2020 were utilised. The reason for the use of only three financial years was 

firstly for comparative and trend analysis purposes. Secondly for the use of the 2018 

financial year is because the former President of the Republic of South Africa, 

President Jacob Zuma announced free education to the nation of South Africa in 

December 2017 and including the 2018 financial statements as part of the analysis 

provided an indication as to whether the public universities were financially capable to 

provide free tuition at the time of the announcement. Another limitation to the study 

considered is the accounting data as the universities have different accounting policies 

in place which could result in a slight difference in the financial statements should they 

have utilised uniform accounting policies. Lastly, the assessment included only 

financial indicators and did not consider non-financial indicators such as and not 

limited to how the academic programmes are conducted, the complexity of academic 

programmes offered at traditional universities as compared to universities of 

technology such as research programmes.  
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Abstract 

Small and medium sized enterprises play an extremely important role in the 

continuous economic growth of South Africa as these serve to alleviate 

unemployment, Poverty, and inequality, therefore the South African Government has 

introduced various incentives and concessions/reliefs that promote the increased 

financial performance of these entities. The Tax incentives available differ as these 

are dependent on the individual size of the entity, as an entity can either be a Small or 

Medium sized enterprise thus the incentives and concessions are designed in 

accordance with their unique characteristics. The research has been undertaken with 

a desire to establish the effectiveness of the Incentives and Reliefs offered by 

Government because of Covid-19. A google form survey was issued to 50 Small and 

Medium sized enterprises to determine if they had made use of the incentives and 

concessions offered as a relief of the impact of Covid-19 and these entities provided 

their own unique responses. The results are indicative of that, these entities believe 

that government is acting inadequately to counter all of the financial challenges that 

they are faced by as these Incentives are not placing their entities in a better position 

and therefore restructuring is advisable in terms of the process followed in the 

development of incentives, as well increasing the number of incentives offered to 

Small and Medium Sized Enterprises. 

Key Words: SARS, SMEs, TAX, SBC, VAT 

 

1. INTRODUCTION 

The purpose of this research study is to provide an in-depth analysis of the 

effectiveness and efficiency of the reliefs and incentives offered by the Government of 

the Republic of South Africa to SMEs as a means of relief for the financial constraints 

encountered because of the pandemic (Covid 19) and its associated lockdown, as well 

as considering if in general Tax related incentives and concessions offered are being 
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utilized to their full potential. In the past, research has merely focused on the 

effectiveness of Incentives offered for the general performance of these entities, but it 

is unclear as to why a focus has not been done for the establishment of reliefs and 

incentives for emergency situations that occur to the detriment of these entities.  

 

The complexity and costs associated compliance with tax regulations in South Africa 

by SMEs has proven to be very costly for these entities therefore to provide relief for 

the costs incurred, various reliefs and Incentives have been offered by the government 

to minimize the impact on the financial position of the entities. The purpose of tax 

incentives and concessions from the government perspective is solely based on the 

economic positioning of the country at that specific point in time (BDO, 2017). An 

incentive can serve as a means of motivation for the businesses to engage in behavior 

that is required by the government or can serve as a generous act by the government 

to relieve businesses of any financial pressure that they currently are facing resulting 

in the maximization of Income (Naicker & Rajaram, 2019). In recent years pre-

pandemic, the following Tax Incentives and reliefs were offered by SARS, being the 

Small Businesses Corporation tax and Turnover tax. In recent years there has been 

an excessively high number of failures in small and medium sized business this has 

resulted in SARS increasing the number of incentives offered to the business to relieve 

these entities Tax related compliance costs and thus hopeful improve their financial 

position (Naicker & Rajaram, 2019). 

 

2. PURPOSE, SCOPE, AND LIMITATIONS 

2.1. The Purpose of the Study 

The Covid 19 pandemic which affected South Africa as of early 2020 has since 

presented numerous financial issues to the economy as various types of industries 

were impacted in various forms of ways and as a result the President of the Republic 

Honorable Cyril Matamela Ramaphosa announced a nationwide Lockdown (Schroder, 

et al., 2021).The nationwide lockdown imposed various operational and financial 

restrictions on tax paying enterprises, for example operational Hours, Capacity and in 

general the type of enterprises that can operate. These restrictions resulted in the 

dilapidation of the turnover, but as the impact of Covid and the Nationwide lockdown 
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declined numerous Tax related Reliefs and Incentives emerged for enterprises as a 

means of resuscitating the economy in its entirety.  

The aim of this research is to assess the effectiveness of the Taxation Reliefs and 

Incentives that were offered by the Government of the Republic of South Africa Post 

and Pre Covid 19 to reduce financial constraints on the enterprises and to resuscitate 

the economy. This shall assess whether the Reliefs and Incentives offered by the 

Government were effective in assisting these Small or Medium Sized Enterprises with 

challenges that arose because of Covid 19, as well as if future Incentives and Reliefs 

should be improved as to ensure a correlation between the challenges encountered 

by Small and Medium Sized Enterprises and the solutions that are provided from a 

Government perspective. 

 

2.2. Scope and limitations 

 

This research study is assessing the Effectiveness of the Taxation related Reliefs and 

Incentives that were offered by the government of the Republic of South Africa 

specifically to Small or Medium Sized Enterprises as means to resuscitate the 

economy of South Africa, therefore this study is limited to only the incentives 

applicable to Small and Medium Sized Enterprises pre and post the occurrence of the 

pandemic. It is aimed at establishing whether such Tax Incentives and reliefs are 

aligned with the challenges being faced by Small and Medium Sized Enterprises and 

that these entities are utilizing them to their full capacity. 

 

The limitations during the execution of this research study were as follows, difficulty in 

the selection of the sample to be used as reference as a vast amount questionnaire 

were issued and received from respondents. There was a lack of previous studies of 

similar nature to refer to since emphasis is placed on Covid 19 being the center of 

study as to how incentives and reliefs are offered by the government of the republic. 

And covid 19 only occurred in the previous year. The determination of an appropriate 

sample size proved to be a limit as there are thousands of Small or Medium sized 

enterprises while evaluating efficiency and effectiveness. 
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3. RELATED LITERATURE AND REVIEW 

In recent years a focus has been geared towards ensuring that Small and Medium-

sized enterprises do not face excessively high Tax compliance costs as a means of 

encouraging expansion and increased job creation within these enterprises (Ahmed, 

Hijattulah, & Samsudin, 2016). Therefore, numerous countries worldwide from a 

national level introduced incentives that are aimed reducing the tax burden, in Europe 

SMEs can be categorized into Micro, Small or Medium based on the number of 

employees in the organization and the turnover produced.  The European Union 

offered the following tax incentives that are divided in between occupancy of the 

overall Firm level and the Shareholder level. The individual firm level can be 

categorized Input Incentives and Output incentives, the input incentives are 

Accelerated Depreciation, Investment Allowance and Tax Credit and the output 

incentives can be categorized as a Special Tax Rate, Turnover Tax and Tax 

exemptions (Soren, Rainer, Evers, & Spengel, 2021). The Shareholder level is 

focused on providing tax reliefs to the individual Shareholders, being the General 

Shareholder Relief and Venture Capital Incentives. The approach followed by 

European countries adjusted recently to align with challenges presented by the Covid-

19 Pandemic.   

 

Developed and Developing Countries have continuously struggled to sustain 

themselves because of the pandemic due to the excessive loss of cash to sustain their 

operations. These countries have all in their individual capacities embarked on various 

measures to reduce the compliance burdens that they bare, For Example South Korea 

reduced overall corporate Income Tax and Value-Added Taxation in areas of concern 

whilst simultaneously increasing the VAT Registration Threshold, in Hungary, the 

period for SMES permissible for VAT refunds was accelerated to ensure refunds 

occurred in a shorter period and whereas New Zealand the national taxation Threshold 

was increased so as to eliminate the pressure applicable to SMEs, Italy  (Matiashvii, 

Muqiao, Zhangtamar, & Tamar, 2020). Literature has been established that has been 

focused on evaluation as to whether Small and Medium Sized enterprises make use 

of Tax Incentives and concessions during optimal operating conditions unfortunately 

the studies that were previously undertaken produced inconsistent outcomes. For the 

purposes of this literature only the two most common Tax Incentives will be 
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considered, which are Turnover Taxation and Small Business Corporations Tax 

(SBC).  

 

3.1. Turnover Tax 

 

The Turnover Taxation system is a simplified method of paying tax as it allows 

specifically qualifying microbusinesses to pay tax based on their turnover on the 

turnover for year of assessment considered, calculated as per the Turnover Taxation 

thresholds (BDO, 2017). Microbusinesses for the year ended 28 February 2022 and 

2021 shall only begin to pay turnover tax should their turnover exceed R335 000 and 

anything below the R335 000 tax threshold shall not be liable for turnover tax. Should 

the turnover exceed R335 000 a 1% shall be payable, should it exceed R500 000 then 

it shall be R1650 plus 2% of the amount exceeding R500 000 (BDO, 2017).  In addition 

to the benefits that are attained through compliance with turnover tax the record 

keeping requirements of a microbusiness are lessened thus making compliance by 

these businesses less demanding. Businesses qualify for turnover Taxation and that 

have a financial year ending on the date between 01 April 2021 and 31 March 2022, 

the following tax rates are applicable (SARS, Turnover Tax, 2021) (SARS, The Tax 

Incentives, 2021; SARS, The Tax Incentives, 2021); 

Table 1: SARS, Turnover Tax 

TAXABLE INCOME 

(R) 

APPLICABLE TAX RATES 

0 – 335 000 0% 

335 001 – 500 000 1% of each R1 above 335 000 

500 001 – 750 000 1 650 + 2% of the amount above 

500 000 

750 001 and above 6 650 + 3% of the amount above 

750 000 

Source: SARS, Turnover Tax, (2021) 

3.2. Small Businesses Corporation Tax 

SBC is a tax that is like the fixed income tax rate of 28% that is applied to majority of 

companies by SARS, the distinguishing factor between the two is that SBC tax allows 

the businesses to obtain accelerated depreciation allowances to be set off against 
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their taxable income as well as excessively reduced income tax rates. A business does 

not merely just qualify as an SBC as defined certain requirements have to be met as 

per section 12E of the Taxation Legislation. To qualify as an SBC a business has to 

have the following characteristics. 

 The business constitutes a Closed Corporation (CC), Personal Liability 

Company, and a Private Company. 

 Gross income of the business does not exceed R20 million. 

 The members/shareholders of the SBC do not hold shares/interests in 

other entities during any year of assessment. 

 More than 20% of the income of the entity is not derived from investment 

income as defined. 

 The entity is not regarded as a personal Service Provider. 

For Small Businesses that have a financial year ending on the date between 01 April 

2021 and 31 March 2022, the following tax rates are applicable (SARS, The Tax 

Incentives, 2021); 

Table 2:Tax Rates 

TAXABLE INCOME 

(R) 

APPLICABLE TAX RATE 

R1 – R87 300 0% of Taxable Income 

R87 301 – R365 000 7% of taxable income above 87 300 

R365 001 – R550 000 19 439 + 21% of taxable income above 

365 000 

R550 001 and above 58 289 + 28% of the amount above 

550 000 

Source: SARS, Turnover Tax, (2021) 

Above and beyond the two that have been considered above, the following incentives 

are also in existence in South Africa, but these are not as commonly utilized as the 

above two due to the associated High costs and complexity in their application. 

 Employment Tax Incentive for entities that employ under 30 People. 

 Accelerated Depreciation Reliefs 
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 Capital Gains Tax reliefs for Small Business, that provide for an exclusion of 

capital gains of R1 800 000 when a business with a market value of not more 

than R10 Million is disposed of.  

 Skills Development Levy. 

 Reduced and Deferred VAT liabilities.  

 A high compulsory VAT registration threshold, as in 2021 is currently 

R1 000 000. 

4. METHODOLOGY 

To ensure that data of high quality is obtained, a quantitative approach shall be 

executed. it follows a process that entails the reviewing of SARS report and taxation 

legislation therefore, in this research report, a holistic approach has been considered 

to obtain a thorough idea of the effectiveness of reliefs and incentives offered by the 

government to small and medium sized enterprises, to ensure that in future reliefs and 

incentives offered by the government meet and solve issues challenging these 

enterprises accordingly. To further our study, the follow research methods were 

applied: 

 

As the research study is aimed at evaluating the government incentives and reliefs 

that were offered post covid 19 to small and medium sized enterprises to resuscitate 

the economy this can be categorized as Evaluation research. The collection of data to 

assess the effectiveness of the Tax Reliefs and Incentives shall initially commence 

from the selection of the incentives offered by the South African Revenue Services to 

Small and Medium Sized enterprises. These Reliefs and Incentives shall then be 

incorporated as part of a survey to be provided to no less than 30 Small or Medium 

Sized enterprises, the survey shall be of a quantitative and a qualitative nature, to be 

reverted to accordingly by the enterprise in their own discretion and in accordance with 

their own experience.  

The choice of participants to evaluate the effectiveness is, Small or Medium sized 

enterprises since these enterprises were recently and have been in the past been 

negatively affected by tax compliance costs imposed by SARS. The survey shall 

require each participating enterprise to enter details of their enterprise being their 

name or category that they fall under to ensure that the enterprise is a Small or Medium 
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Sized enterprise as defined. To gradually enter the Fourth Industrial Revolution, the 

survey shall be provided to each enterprise by means of an Online Google Form, the 

Google form will consist of ‘Yes’ or ‘No’ questions and select response questions and 

questions of which the enterprise can further elaborate on the response given which 

will serve as being optional to the participant. The effectiveness of this method of 

collecting data is that it is based on taxation which is very factual and thus a response 

from those directly affected by these factual methods may provide more reliable input.  

 

Due to the implications of the Covid 19 pandemic, the conventional issuing of 

questionnaires door to door or hand to hand rendered itself very impracticable thus 

issuing the digital Questionnaire ensued and resulted in the most efficient and effective 

manner to collect the data from the relevant participants without having to interact with 

them physically. The use of the Google form as a data collection tool held various pros 

and Cons that appeared during the usage, as indicated below. 

 

The Pros of utilizing a questionnaire to collect data is as follows: 

 The use of questionnaires provides ease in drawing comparability between 

data.  

 As Data is ordered in a similar manner in each questionnaire, analysis of the 

data is easily implemented. 

 Respondents to the Questionnaires can if they desire, act in an anonymous 

manner in terms of the information they provide. 

 They provide ease in the dissecting of various issues as respondents can 

respond separately to each issue. 

The Cons of utilizing a questionnaire to collect data is as follows: 

 As reliance must be placed on the response of the respondent detecting 

dishonesty in responses may be difficult. 

 Respondents may merely just choose to leave certain questions unanswered. 

 Respondents may interpret question differently thus making it difficult to collate 

the data. 

 The questionnaires are online and may require one to have access to a 

technological advance device to fill in the questionnaire. 
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As this study has focused on the obtaining of a vast amount of purely quantitative data, 

a Quantitative Research Paradigm is followed. Researchers that opt to utilize the 

Quantitative Paradigm follow a confirmatory technique that focuses on the testing of a 

hypothesis that was stated upon commencement of the study (Hamza & Antwi, 2015). 

The Hypothesis which was stated from the offset is then tested with empirical data to 

ensure that it is supported. A quantitative paradigm assumes that human behavior is 

easily predictable and can be explainable through their observation, this thus allows 

the Quantitative researchers to identify the cause-and-effect relationships that shall 

result in them deriving the probabilities of outcomes whilst focusing on only a few 

factors related to the research. The focus on a few factors within the study 

simultaneously can be observed as a “narrow angle lens” whereas other paradigms 

e.g., Qualitative have a shifted focus towards a “Wide and Deep angle Lens”, as it 

does not focus on specific factors but observes human behavior which allows the 

factors to be under analysis to occur naturally. As the Quantitative paradigm is follows 

a confirmatory technique, the researchers that choose to follow it act in an objective 

manner.  

Their objective manner is aimed at ensuring that the study is executed with utleast 

amount of bias influence therefore producing a neutral outcome (Hamza & Antwi, 

2015). The quantitative Paradigm requires that the relevant researchers explore the 

research topic from a distance thus issuing questionnaires as measurement tools 

containing the relevant questions to the relevant participants, these participants are of 

a random selection to avoid any bias effect on the study then executing a statistical 

criterion to derive the outcome e.g. If 50,1% of the Respondents select option A then 

Option A shall be the most preferred option.  As the Quantitative paradigm focuses on 

statistical results, these statistical results can further then be expressed in terms of a 

tabulated form. The Quantitative Paradigm is also assumed to believe the world is 

based on realism assumption whereas the Qualitative Paradigm follow an assumption 

of idealism, and the theory of assumed is a Dualist  (Hamza & Antwi, 2015).  

 

The utilization of Quantitative means as a method to collect data from the relevant 

participants has proven to be successful in the execution of the Assessing the Impact 

of Tax Incentives and Concession on Growth and Development of Small and Medium-

sized Enterprises in South Africa post Covid-19, although it did prove to provide 

difficulty in the collection of data as the relevant participants to the study were 
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specifically limited Small or Medium Sized Enterprises therefore placing a constraint 

as to who can participate in the study. As South Africa is currently experiencing 

lockdown to the excessively Covid 19 cases experience the study couldn’t be 

conducted physically therefore the Small and Medium Sized Enterprises were sent the 

Questionnaires in the form of a google form that required a short period of five minutes 

to complete thus making the process of collecting the data faster as it could be done 

from a cellular phone or a Personal Computer.   

5. RESEARCH FINDINGS 

Due to the Covid 19 Pandemic, the issuing of the questionnaires was not done 

physically but rather through an electronic platform specifically the issuing of Google 

forms, 50 SMEs served as respondents to the study whereas 90% of the respondents 

were small businesses as defined and 10% were Medium Sized businesses. Below 

are the questions provided to each respondent and the analyzed responses collected. 

 

Table 3: Question 1; As an enterprise which of the following challenges did 
your entity encounter as result of the economic downturn encountered 
because of the Pandemic? 

POSSIBLE RESPONSES FREQUENCY OF 

SELECTION 

PERCENTAGE 

Loss of key staff 12 18% 

Closure of the business 11 17% 

Insolvency 3 4% 

Excessive loss of income 

(Losing 40% or more) 

30 45% 

Liquidity related issues 7 10% 

Loss of business 

opportunities 

1 2% 

Other: Ability to do physical 

business, i.e. The visiting of 

Clients and Potential Clients 

1 2% 

Other; We grew are online.  1 2% 

TOTAL 66 100%  
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Question (Continued): On a scale of 1 - 3, how did the above selected 

challenges affect your entity” 

 

Source: Author’s Analysis 

Majority of the Small or Medium Sized entities experienced as a significant loss of 

income as indicated by that 45% of them selected it as a response being 30 of the 50 

total responses received, this may be as a result of that upon inception of Covid 

Lockdown there were restrictions on the types of entities that we permitted to operate 

which then also led to additional adverse outcomes such Loss of Key Staff, Closure of 

the business, Insolvency, Liquidity related Issues and Loss of business Opportunities. 

The responses received indicate that a vast amount of SMEs experience financial 

losses due to the pandemic. The negative implications of the covid 19 Pandemic on 

SMEs have been indicated to be very bad to the operational and financial activities of 

SMEs, therefore the existing negative implications associated with the general high 

costs with Taxation of SMEs required that the government of the Republic of South 

Africa respond with Tax incentives and Concessions/Reliefs that are able to address 

newly presented challenges associated with the pandemic and those that existed prior 

for SMEs. The action and response of SARS to these challenges shall be evaluated 

in depth in the following questions.   

 

 

 

 

 

POSSIBLE RESPONSES FREQUENCY 

OF 

SELECTION 

PERCENTAGE 

1. Very Bad 33 66% 

2. Average 12 24% 

3. Not too Bad. 5 10% 

TOTAL 50 100% 
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Table 4:Question 2; Did you as a Small or Medium sized Enterprise make use 
of the Tax reliefs and Incentives offered by the South Africa Government as 
means to relieve enterprises of the impact of Covid 19? 

RESPONSE FREQUENCY OF 

SELECTION 

PERCENTAGE 

YES 6 12% 

NO 44 88% 

 50 100% 

Source: Author’s Analysis 

Only 6 of the 50 respondents have indicated that they made use of the Tax Incentives 

that were offered by SARS as a relief available to SMEs for the negative impact of the 

Pandemic. The remaining 88% did not make use of the Incentives and concessions 

offered by SARS due to the following possible reasons as indicated by the 

respondents below. 

Table 5: Responses 

Source: Author’s Analysis 

RESPONSES FREQUENCY OF 

SELELCTION 

PERCENTAGE 

Does not apply to my entity. 13 26% 

I did not know how to apply/attain these 

incentives 

17 34% 

I do not understand how these reliefs 

operate. 

15 30% 

Declined due to the requirements not 

being met. 

2 4% 

The red tape in attaining these has 

been extremely strict for small to 

medium sized enterprises.  

2 4% 

I tried to apply but was told that it was 

no longer possible to submit 

applications 

 

1 2% 

 50 100% 
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As evident above the inability to access the Tax Incentives and Concessions by SMEs 

rests mainly within three crucial reasons that majority of respondents stated as a 

reason for not utilizing these incentives being an inability to attain these incentives, the 

incentives that were presented by SARS did not apply to the entity and that these 

entities were unsure as to how to implement these incentives. The above results are 

indicative of that majority of SMEs do not benefit from the incentives presented by 

SARS as 88% of them did not utilize them for various reasons that are within the realm 

of SARS. There was a vast number of possible incentives that could have been used 

by the enterprises but out of all the possible incentives none were maximized on by 

88% of the respondents. 

 

Table 6:The 12% that did make use of the Tax Incentives and Concessions 
offered by government made use of the following incentives from the available 
incentives. 

RESPONSES FREQUENCY OF 

SELECTION 

PERCENTAGE 

A subsidy is earned by 

Employers for their 

employees of those 

earning below R6500 

monthly, thus also 

permitting such 

employers to defer 20% 

of their tax liability for 

employees over a period 

of 4 months. 

4 

 

 

67% 

Businesses with a gross 

income of R100 Million or 

less can execute 

applications to defer 

payments without interest 

or penalties 

2 

 

33% 

 6 100% 

Source: Author’s Analysis 
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As evident above, the participants that did make use of the incentives and reliefs 

offered by SARS only made use of the wage subsidy and the deferral of payments 

from the nine incentives offered to them as relief measures, which is indicative of that 

majority of the incentives and reliefs offered by SARS are not of relevance to the SMEs 

and therefore were not considered as possible measures that can be executed by 

these SMEs as a means to improve their position due to the impact of Covid 19 and 

the associated lockdown.  

 

Table 7: Question 3; Are you of the opinion that the South African Government 
offered Small and medium sized Enterprises appropriate tax incentives and 
reliefs to counter the challenges faced by them due to Covid-19? 

RESPONSE FREQUENCY OF 

SELECTION 

PERCENTAGE 

YES 10 20% 

NO 40 80% 

 50 100% 

Source: Author’s Analysis 

As evident above 80% of the respondents believe that SARS failed to provide SMEs 

with the necessary Incentives and reliefs aimed at countering the challenges 

presented by the pandemic, while 20% of the respondents do believe that the SARS 

did address those challenges. The outcome indicates that there is an imbalance in the 

benefits that are derived from the tax incentives from SARS in that SMEs are not being 

accommodated when Incentives are being designed to counter challenges. 

Only 10 of the 50 respondents believe that SARS offered incentives and reliefs aimed 

countering challenges faced by SMEs, whilst 80% do not believe that these incentives 

were able to counter these challenges, the following reasons were provided: 
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Table 8: Reasons for incentives 

RESPONSES FREQUENCY OF 

SELECTION 

PERCENTAGE 

The incentives do not 

address the 

challenges we face. 

19 36% 

I do not know how to 

access these reliefs. 

19 36% 

The incentives make 

no difference. 

12 

 

23% 

“Reasons for that the 

incentives make no 

difference is that they 

would not even be able 

to cover salaries” 

1 2 

“Lack of Appropriate 

communication about 

the incentives” 

1 2 

“I did not fully 

understand tax wisely 

enough in order to 

navigate to obtain the 

incentives” 

1 1 

 53 100% 

 

Source: Author’s Analysis 

As evident above the responses produced by the participants, 38% have indicated 

that the Reliefs and Incentives that are designed by SARS are not specifically 

designed to counter challenges faced by SMEs, as these incentives are present but 

are merely able to counter challenges that are faced by SMEs that would exist within 

an ideal world unlike South Africa which is a Third world country. As evident above 

from the responses received, 38% of the participants have indicated that they lack the 

necessary knowledge to be able to access these reliefs and incentives. This inability 
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of the SMEs is indicative of that SARS is not serving these entities adequately in 

providing them with the information necessary for the application for these reliefs and 

Incentives as they are not aware as to how to execute the applications and to follow 

up. 

As evident above the responses produced, 24% of the participants believe that the 

incentives and reliefs that are offered by SARS are unable to counter the challenges 

that they face as they try to remain liquid and solvent in a third world country. This is 

indicative of that SARS in the course of designing incentives and reliefs, does not 

consider the challenges faced by the entities from an internal perspective or does not 

engage them adequately in order to be able to be aware as to what has to be improved 

or eliminated from a taxation perspective in order to improve the financial positions of 

these and reduce the excessively high costs that are associated with Tax compliance 

in South Africa. 

Table 9: Question 3 (Continued): Should the Government interact directly with 
Small and Medium Sized Enterprises when establishing incentives for them? 
To establish appropriate and relevant incentives. 

RESPONSE FREQUENCY OF 

SELECTION 

PERCENTAGE 

YES 50 100% 

NO 0 0% 

 50 100% 

Source: Author’s Analysis 

As indicative above from the responses received from the participants, 100% of the 

participants are of the opinion that SARS should establish a communication channel 

between themselves as SMEs and SARS for SARS to be able to become more 

informed about the challenges faced by SMEs to able to offer Reliefs and Incentives 

specifically designed for these challenges. Zero participants believe that another form 

of interaction should be considered between SMEs and SARS as a means of 

interaction.  A direct communication channel between SARS and SMEs more 

especially during times of urgency similarly to the covid Pandemic must be 

implemented as the challenges faced by the entities change from those that are often 

incurred by SMEs under optimal operating conditions in comparison to those occur 

due to unexpected challenges.  
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Table 10: Question 3 (Continued): Do you believe that Government should 
present more incentives to relieve businesses of the impact of Covid-19? 

RESPONSE FREQUENCY OF 

SELECTION 

PERCENTAGE 

YES 49 98% 

NO 1 2% 

 50 100% 

Source: Author’s Analysis 

 

As indicative above from the responses received from the participants, 98% of the 

participants are of the opinion that SARS should offer additional incentives specifically 

those that align with the challenges that these entities face in the short, medium, and 

long term. This is indicative of that as much as many incentives are offered by SARS, 

these incentives are not able to serve their sole purpose, therefore the additional 

incentives that must be designed should be established to serve such a sole purpose.  

6. SUMMARY, RECOMMENDATIONS AND CONCLUSION 

The sole purpose of this study was to assess the the Impact of Tax Incentives and 

Concession on Growth and Development of Small and Medium-sized Enterprises in 

South Africa post Covid-19 to establish whether future methods to improve the 

development and implementation of incentives should be offered to Small and Medium 

Sized Enterprises by SARS.  The execution of this research occurred in the form of 

issuing various questionnaires (Online Google forms) to 50 different Small and 

Medium sized enterprises as a means to obtain the relevant information about the 

effectiveness and efficiency of the Incentives offered, the survey Reponses obtained 

from the relevant parties’ hinted towards that there is a gap in the ability of the 

incentives and concessions offered at a government level to meet the challenges of 

these enterprises and mitigate them. 

 

As evident from the data collected with regards to the effectiveness and efficiency of 

the Tax incentives and concessions, there are certain activities that shall have to be 

considered the foreseeable future by SARS for to not render their efforts Null and Void. 

The initial step to improve these incentives and concession is for SARS to establish a 

direct communication channel with the relevant enterprises as a means to be able to 
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precisely identify the challenges and therefore design incentives that will be able to 

counter these challenges, secondly as a large amount of the participants indicated 

that they have inadequate information with regards to how obtain these incentives from 

SARS as well as how these operate, SARS should create a programme aimed at 

enhancing the knowledge of these enterprises as to how, when they should access 

these incentives and also create simplified methods as certain enterprises may lack 

the necessary resources and expertise to obtain these incentives, Thirdly  there are 

high costs associated with the taxation compliance in for order for the Small and 

Medium Sized enterprises to be able to obtain the incentives, therefore SARS should 

implement ease in the prequalifying criteria so that these businesses can easily benefit 

from the incentives and lastly SARS should expand incentives in such a way that 

allows enterprises in the various industries to be able to obtain incentives that address 

the challenges of that specific industry. 

The research conducted with regards to the efficiency and effectiveness has 

moderately contributed the to the understanding that a vast number of SMEs lack the 

necessary knowledge to obtain incentives as 88% indicated that they have not utilized 

any, however only 12% indicated that they were able to use the incentives. The only 

two incentives that were offered to SMEs as a covid 19 relief that were used are that 

Businesses with gross income of less than R100 million can apply for an additional 

deferral of payments without incurring any interest or associated penalties  and 

secondly a subsidy is earned by Employers for their employees specifically those 

earning below R6500 on a monthly basis, thus also permitting such employers to defer 

20% of their tax liability for employees over a period of 4 months.. Future studies can 

expand the scope to more SMEs as to establish the outcome of the study with a 

broader number of participants whilst also considering a broader number of 

incentives.  
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Abstract 

The objective of this research paper is to provide an analysis of how audits were 

conducted in South Africa during the nationwide lockdown due to COVID-19, the major 

challenges faced by auditors during this difficult period as well as auditor responses 

thereto. The research was carried out through a literature review of various auditing 

reports, journals, articles, and news publications to explore the evolution of auditing, 

changes, challenges, and responses of the profession over time, and especially during 

the first hard lockdown in South Africa during 2020, which is the year that COVID-19 

was declared a pandemic. The study focuses on companies in the retail sector that 

were able to be audited in South Africa, during 2020. The study found that the way in 

which audits were carried out varied to a large extent from the traditional way. The 

study has also found that audits have evolved mainly due to technological 

advancements. These changes are also due to the harsh limitations and lockdowns 

imposed worldwide, which restricted the movement of people and contact between 

them. Further findings of the study comprise challenges relating to inventory valuation, 

fraud risk and going concern among others, being prevalent during the hard lockdowns 

imposed by the South African government during 2020, which was met with the rise 

of the COVID-19 pandemic. Research also shows that some auditor responses to 

these challenges included qualifying their audit opinions and performing alternative or 

new audit procedures that have been less prevalent until now, to obtain sufficient 

appropriate audit evidence. This study has the potential to fill a void in the research of 

the auditing industry because this is the first time that the world is experiencing a 

pandemic amid such a high level of technological development. Thus, researchers can 

be made aware of how these ever evolving and technological advancements can lead 

to more effective, cost-efficient, and high-quality audits.  

Keywords: Audit, challenges, COVID-19, essential service provider, responses.  
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1. INTRODUCTION AND BACKGROUND TO THE STUDY 

COVID-19, the deadly virus that has taken on the world by storm, has had major 

impacts on economies, education systems, health care facilities and people live in 

general. The virus was first detected in Wuhan, China in December 2019 (World 

Health Organisation, 2020). The nature of the virus and how it is transmitted from one 

person to the next has also had detrimental effects on the way in which business is 

conducted. This is because, the virus spreads through person-to-person contact, when 

people are in close range, usually within one meter, and an infected individual coughs, 

sneezes, speaks or even breathes. Droplets containing the virus can then be inhaled 

by others or can even contact their nose, mouth, or eyes if it lands on their hands or 

face, and they then touch their nose, eyes, or mouth, thus spreading the virus (World 

Health Organisation, 2020). Human beings are social by nature and the way people 

carry out their work affairs is built on strong relationships which involve a significant 

amount of human interaction, teamwork, and communication. 

The way in which the virus spreads and the seriousness of its nature, as seen through 

the rising death count in the world, at the time of this study, portrayed that limiting 

person to person contact was the only way that the spread of the virus could be 

controlled, while vaccines were still being researched, investigated, rolled out and 

manufactured. Limitations on person-to-person contact led to what is known as social 

distancing. Social distancing is the maintenance of a safe distance, approximately two 

meters between people who meet each other (Centres for Disease Control and 

Prevention, 2020). Social distancing can also be practised by reducing the number of 

times that people come into close contact with each other for reasons that are not 

necessary, given the situation at hand. These include Parties, farewells, and get-

togethers. However, human contact cannot be completely restricted. The economy 

must continue to function, and this can only be done through adapting how business 

is carried out and how people conduct their work affairs.  

The virus has had a major impact on the audit sector. This has led to the research 

problem of how audits were conducted in South Africa in 2020 during the harsh levels 

3, 4 and 5 of the national lockdowns imposed by the President of the country. This is 

because auditing involves a significant amount of teamwork and human interaction as 

audit teams are always engaged in conversations around matters such as the audit 
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approach to follow, the risks of the audit client, the audit procedures that are to be 

carried out as well as how they are to be carried out. There are also numerous 

conversations that take place at the client premises which involve communication with 

the auditors and the client personnel, such as managers, directors, and general staff. 

The COVID-19 pandemic has changed how audits are conducted and these changes 

brought about many challenges for auditors and the audit profession (Haines-Watts, 

2021). This is because the virus has led to countries all over the world imposing 

restrictions on the contact and movement between and among people, known as 

lockdowns, and this has affected how audit professionals had to obtain sufficient 

appropriate audit evidence during these periods.  

2. OBJECTIVES, SCOPE AND LIMITATIONS 

The objective of this research paper is to critically assess how the national lockdown 

imposed by the South African government has impacted the auditing profession in 

South Africa, and thus changed the way to conduct an audit. The challenges faced by 

auditors in their need to obtain sufficient appropriate audit evidence to issue an audit 

opinion on whether the financial statements of their clients present in all material 

aspects what it purports to, per applicable financial reporting frameworks such as the 

International Financial Reporting Standards (IFRS) will also be conferred on in this 

study. This paper covers how audits were conducted and completed specifically for 

essential services providers, more specifically the retail sector during alert levels 3, 4 

and 5 of the national lockdowns, during the year 2020.  

Essential services are what is described by the government as the supply of those 

goods and services that if disrupted or stopped would compromise the health and 

safety of citizens rather than benefiting them in any way (Scatterling, 2020). Examples 

of essential service providers include inter alia: Health care, law enforcement services, 

financial services, retail and warehousing services, food and agriculture, construction, 

communication, and Information Technology and, business regulators and inspectors 

(RSA, 2020). The specific time that is focused on in this research is approximately six 

months. This consists of alert levels 3, 4 and 5 of the national lockdowns mainly from 

the end of February to July 2020.  

Alert levels 3, 4 and 5 indicate moderate to high spreads of COVID-19, with moderate 

to low health care availability, constraints, and readiness (South African Government, 
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2021). These levels have greater restrictions on the movement and contact between 

and among people, with level 5 being the harshest level. Some of these restrictions 

include: No interprovincial travel, except for urgent business and emergencies and 

supermarkets being allowed to remain open but limiting the number of people that may 

be allowed inside at any point in time. All these restrictions have placed limitations on 

how sufficient appropriate audit evidence is to be collected by auditors, for example, 

physical asset verification being a challenge, due to the restrictions on interprovincial 

travel.  

The research in this paper is limited to how essential service providers such as retail 

were audited. Secondly, what were the constants, what changes were affected as well 

as the challenges faced by the audit teams of these clients due to lockdown restrictions 

that placed major constraints on their ability to obtain sufficient appropriate audit 

evidence to issue an appropriate audit opinion.  

There is also a limitation faced by the study due to the research methodology that was 

followed. Since this research follows a qualitative research methodology, in the form 

of document analysis, the study made use of an in-depth assessment of public data 

widely available on the Internet. Thus, a limitation faced is that there may be 

information relevant to the study that was not considered due to the immense volume 

of material that is available to be evaluated. A further limitation of the study is that it is 

solely focused on the auditing industry and profession. There may be challenges faced 

by the audit industry that could also have been relevant to other professions and 

markets as well. It may have been more advantageous if a wider impact was assessed, 

however, this was not considered for the purpose of this study specifically.  

3. LITERATURE REVIEW 

3.1. Theoretical Background  

The word “Audit” is derived from the Latin concept “Audire” which when translated 

means “to hear”. In the early years of auditing, auditors used to listen to oral reports 

prepared by management, or responsible officials, which we know today as “those 

charged with governance”, to confirm the accuracy of the information in these oral 

reports. However, over time, the role of auditors evolved to the verification of written 

records and not just oral evidence. Thus, there was a shift from the traditional method 

of auditing. This is because external written audit evidence is seen as more 
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appropriate as it is less likely to be manipulated by the client. Throughout history, a 

movement from the traditional audit to the automated audit is apparent. There is also 

evidence of a move towards a future audit, with many new technologies, audit 

techniques and processes which differ vastly from the traditional manner of auditing. 

This move towards future audits is even more prevalent given the current COVID-19 

environment. 

The traditional method of performing audits started with a contractual agreement 

between the auditor and the audit client, the auditee. Auditors would then perform risk 

assessment procedures on the client and develop an audit plan detailing the scope 

and objectives of the audit (AICPA, 2012). Then came the actual collection and 

evaluation of the audit evidence that was obtained. Auditors would thereafter form 

opinions on the reliability of the internal controls put in place by the management of 

the client to mitigate their risks of material misstatement of the financial statements, 

as well as the information that has been provided by the client management (AICPA, 

2012). A report stating the official audit opinion on whether the financial statements of 

the client presented in all material respects what it should represent was then issued.  

Even though the traditional audit process is very logical, this method of auditing was 

faced by significantly high costs and delays due to the substantial amount of time that 

had to go into collecting the information to serve as audit evidence, the processing 

thereof and the final interpretation and analysis of the results (AICPA, 2012). To 

improve time efficiency and reduce costs, there came about a move towards what was 

known as the automated audit. This period was met with solutions and developments 

that attempted to increase the speed of obtaining audit evidence as well as the 

processing speed of the information obtained for the purpose of analysis thereon. 

These developments in auditing were also due to the increasing number of business 

transactions and the growing complexities that are inherent to the world of business 

(Kluever, 2000). 

The automated audit evolved from the traditional audit. The objective of the automated 

audit was to improve efficiency with introductory levels of Computer Assisted Audit 

Techniques (CAATs), that assist in the extraction, sorting, filtering and analysis of 

data. These beginner programmes required little training and could handle large file 

sizes thus enabling auditors to audit larger samples or even whole populations of 
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transactions due to the massive capacity of data that the new systems and software 

could handle (Kluever, 2000). These audit techniques also provided detailed audit logs 

to be utilised as documentation for the working papers of auditors. In addition, auditors 

were able to obtain a better and more informed understanding of their client’s business 

operations and environment at an overall reduced cost due to greater efficiency 

(Lanza, 1998).  

It also enabled the use of greater levels of professional scepticism because it 

encouraged auditors to think critically about why certain things the way where they 

were and less on the how and actual collection of audit evidence. This is because 

these early audit technologies brought about faster data processing analysis. Auditors 

were also able to gain experience and expertise using these programs, thus improving 

their skill sets (Lanza, 1998). The automated audit can be seen as the period that 

effected a change in the role or actual duties of an auditor as it was the beginning of 

the application of more professional scepticism and enhanced levels of critical 

thinking. Developments in technology during the automated audit is leading to the 

future audit.  

The future audit is characterised by even greater uses of automation relating to data 

processing, controls, and analysis tools. The coming of the Fourth Industrial 

Revolution and its technologies such as Blockchain Technology and machine learning 

will all help to make the actual audit process more efficient and of a significantly higher 

quality. This is because these technologies comprise an incredible processing speed 

and can analyse millions of transactions simultaneously, thus enabling auditors to 

obtain more sufficient appropriate evidence and issue a better-quality audit opinion. 

The future audit is also characterised by greater use of CAATs, and this will lead to a 

more effective and efficient audit. The use of Artificial Intelligence, hereafter AI, in 

auditing will lead to more changes in the role of auditors. A more critical thinking, 

analytical and advisory role will need to be played by auditors instead of the filtering, 

sorting, and obtaining of client data. Machines can work 24/7 and this advantage can 

assist auditors in saving time and reducing the overall cost of audits.  

Research shows that the role of auditors has been evolving through the requirement 

of greater critical thinking from auditors. The development of technology and audit 

programs has made the tedious data extraction and analysis procedures easier which 
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enables auditors to now play a more analytical and consultative role in audit 

engagements (Forbes Insights, 2014). Furthermore, the approach of the Fourth 

Industrial Revolution and continuous technological advancements does not at all imply 

that auditors will be replaced. Rather audit professionals can make use of these 

technologies to critically analyse data to make informed decisions about risks that 

affect audit clients and will also assist in the making of valuable recommendations to 

clients that attempt to re-align strategic objectives where necessary. CaseWare (2021) 

states that one of the main aspects where AI technologies are impacting the auditing 

world is the accounting entry of transactions and the automation thereof. 

The use of Robotic Process Automation, hereafter RPA, is a process-driven software, 

which makes use of what is known as software robots to automate and mimic human 

interaction and to automate high volume, everyday routine business transactions, thus 

eliminating human intervention in this aspect of business and promoting greater 

efficiency (TechTarget, 2021). The use of RPA by auditors can reduce or even 

extinguish tasks such as transaction analysis and account variabilities, which are 

tedious in nature. This will enable auditors to play more of an advisory role to clients 

and can thus assist in the more significant decision making, strategy and ultimate 

value creation aspect of businesses (CaseWare, 2021). Another aspect of AI that is 

highly advantageous to audits is the use of data analytics. 

Data analytics is a process of scrutinising and investigating data to discover patterns 

or trends and concluding thereon. Data analytics enables greater accuracy and 

assurance being obtained through the audit of financial statements (The App 

Solutions, 2021). It allows for a closer and continuous oversight on classes of 

transactions and account balances due to it facilitating ongoing auditing, thus enabling 

data to be available at any time to an auditor or client, if they have the necessary 

authorisation to access such data (The App Solutions, 2021). The use of AI 

technologies is becoming ever more prominent in the audit industry, even more so 

with audit firms such KPMG and IBM Watson, partnering to undertake the 

implementation of some of these technologies to attain greater efficiency, a better-

quality audit and evolving the role of auditors to one that promotes immense value to 

their client management and those charged with the governance of these 

organisations (CaseWare, 2021). Just as the move towards embracing the use of 
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advanced technologies in the world of audit, started to gain momentum, then hit the 

COVID-19 pandemic. 

The pandemic is accompanied by a sea of uncertainties and has forced auditors to 

adapt rapidly with the technologies currently at their disposal. It has also triggered 

drastic changes to the way in which to audit as well as how auditors are to obtain 

sufficient appropriate audit evidence particularly surrounding physical asset 

verification, physical inventory counts and the testing of client management’s internal 

control procedures (AICPA, 2012). These challenges are mainly due to legal 

restrictions on the movement and contact between and among people as imposed by 

lockdowns worldwide.  

South Africa was declared to be in a national state of disaster by the President, Mr 

Cyril Ramaphosa, on 15 March 2020 (RSA, 2020). The initial lockdown was a hard 

level 5 lockdown with travel bans within as well as in and out of the country, public 

transport discouragement, the closure of schools and other educational institutions, 

and prohibitions on the gathering of people. This meant that auditors could not travel 

to the offices of their clients, nor their own offices and audits had to be conducted 

remotely. However, since greater automation and digitisation was already on the rise 

before the pandemic hit, the audit industry was able to react, respond and adapt more 

swiftly than many other sectors of the economy. Regardless, auditors faced many 

challenges during this time. 

The core of auditing lies in risk. A client’s risks and its risk assessment impact every 

part of the audit process, including the materiality calculation, the audit approach to 

follow and the ultimate independent auditor opinion on the fair presentation of the 

financial statements. The deadly COVID-19 virus led to a state of emergency being 

declared by the government of South Africa and many other countries as well. The 

control and operating environments of businesses were significantly obstructed by the 

declaration of this unparalleled state of emergency.  

This meant that auditors had to revise risk assessments of audit clients for the year 

under review, i.e., 2020, which were performed just prior to the national state of 

disaster. In terms of risk assessments that were still to be performed after the state of 

emergency declaration, auditors had to consider multiple uncertainties that the virus 

brought along as well as new risks that auditors have never even considered before. 
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This includes taking into consideration the fact that it was illegal to trade if an entity 

was not an essential service provider at that time (RSA, 2020). Thus, there were 

potential risks surrounding revenue and profit losses. There were also risks around 

the valuation of client assets. 

ACCA (2021) views the COVID-19 pandemic as a “triggering event”. Thus, due to high 

levels of uncertainty that surrounded the future viability of organisations and the 

downturn in the economy’s business cycle, auditors had also faced difficulty in valuing 

businesses and their assets. This also led to further increases in audit risk and 

therefore, adjustments and additions to the audit procedures that were to be performed 

to obtain sufficient and appropriate audit evidence. It is essential that auditors obtain 

sufficient and appropriate audit evidence as this forms the foundation on which 

ultimate audit opinions are based. Therefore, if auditors cannot obtain such evidence, 

they will be unable to issue an audit opinion or would have to issue a modified opinion, 

either in the form of a qualified or adverse opinion or even a disclaimer of opinion. 

Due to the restrictions on the movement and contact between people, auditors were 

unable to visit client premises and thus faced many challenges surrounding the 

obtaining of audit evidence that was relevant and of high quality. Research shows that 

alternative means had to be executed to gather the evidence that forms the basis of 

the audit opinion. However, if no practical alternative was available and if auditors 

could physically not do anything else to gather the evidence due to the legal 

restrictions that were in place at the time, it was the ultimate audit opinion that faced 

the brunt (ACCA, 2021). 

3. RESEARCH METHODOLOGY        

This research follows a qualitative methodology in the form of document analysis. 

Document analysis is a type of qualitative research methodology that makes use of 

systematic or structured procedures to analyse and evaluate textual evidence and 

answer certain research enquiries (Sage, 2018). There are typically three forms of 

documents that form part of a document analysis research methodology, namely: 

Public records, personal documents, and physical evidence. This type of methodology 

involves an in-depth analysis of one or more of the above-mentioned documents to 

provide voice and meaning to a particular research problem and the resulting research 

questions (O’Leary, 2014). 
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Document analysis as a research methodology has various advantages and 

disadvantages. The advantages of document analysis include that it is an efficient and 

effective manner of obtaining information because documents are controllable, 

manageable, and practical resources. Another advantage is that since documents take 

many forms, they are said to be easily accessible and are also reliable and credible 

sources of information. Document analysis is also a cost-effective form of a research 

methodology (Bowen, 2009). However, a document analysis research methodology 

also has some disadvantages. These include Information being outdated, unavailable, 

irrelevant, or even incomplete. In certain circumstances, information could also be 

biased due to the subjectivity of the researcher and the research problem at hand, if 

the researcher wishes to drive a certain outcome or conclusion. A further limitation of 

document analysis is that it is time-consuming to review many documents and extract 

the most relevant data that applies to the research problem and questions at hand 

(CDC, 2018). 

This research has followed a document analysis research methodology to analyse and 

communicate the challenges that were faced by auditors during alert levels 3, 4 and 5 

of the national lockdowns during 2020, due to the COVID-19 pandemic, and the 

responses to these challenges. This methodology was chosen as it was deemed to be 

the most suitable to address the research problem.  

4. FINDINGS 

a. Summary of the Main Findings of the Study 

A summary of the main challenges that auditors faced with the rise of COVID-19, in 

South Africa, as well as their responses, are portrayed in the illustration and table 

below, with a detailed discussion following thereafter. 

i. Graphical Representation of the Main Challenges Faced by 

Auditors Due to Covid-19 During 2020 

http://www.corporatereporting/


AJCGR Issue 3, Vol 1  Print: ISSN: 2734-2611|Online: ISSN: 2734-262X 
www.corporatereportingjournals.com 

68 
African Journal of Corporate Governance Research Special Students Issue 

Figure1: Bar graph portraying the main challenges faced by auditors due to 

COVID-19 during 2020, and the respective percentages                                                                                                                                                      

Source: ACCA (2021) 

ii. Tabular Representation of the Main Auditor Challenges and 

Responses Thereto in South Africa Due to Covid-19 in 2020. 

Table 1: Summary of the main challenges faced by auditors and their 

responses during the rise of COVID-19 in South Africa during 2020                                                                                                                                                         

No: Challenge Response 

1 Inventory valuation 

 Limitation of scope in audit 

opinion, disclaimer of opinion 

 Use of technological devices 

2 Fraud risk 

 Use of technology 

 Use of Microsoft Teams, Zoom 

and Skype 

 Limitation of scope 

3 Going concern 

 Increase in audit scope 

 Limitation of scope 

 Modified audit opinion 

                                                                                                                                                                                                

Source: Author’s own illustration 
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Main challenges faced by auditors due to COVID-19 in 2020
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b. Detailed Discussion of The Main Findings of the Study 

i. Inventory Valuation  

The COVID-19 pandemic led to the evolution of an audit into what is now known as a 

remote audit. Research shows that one of the major challenges faced by auditors due 

to the COVID-19 pandemic and the government-imposed lockdowns include the 

valuation of inventory and the physical verification of such inventory through stock-

takes. Usually, auditors perform stock counts physically at the premises of the client. 

Physical verification of material inventory is a crucial audit procedure as the inventory 

on hand must be compared to the client’s accounting records and auditors must 

confirm the agreement between the two, to ensure that the client’s assets are not 

overstated or understated in any way. However, the lockdown restrictions imposed by 

the South African government and even regulations by clients not allowing auditors on 

their premises due to their objective of safeguarding their staff, prevented auditors 

from conducting these inventory counts in person (GBQ, 2020). 

The actual procedure of having to verify stock was a constant during this time. 

However, due to the restriction on the movement of people and thus the inability of 

auditors to physically verify stock, auditors had to search for other methods to respond 

to this challenge. In cases where other procedures had to be used or were not 

available or attendance at the client’s premises was not allowed, auditors had to 

document this in their working papers and even qualify the audit opinion in some 

cases. In cases where auditors were unable to attend the inventory counts, either 

through restrictions of the government or restrictions imposed by the client, auditors 

had no choice but to state a limitation of scope in their audit opinion contained in their 

independent auditor’s report (Levy, 2020). The resulting opinion would be a qualified 

audit opinion.  In other cases, auditors were obliged to issue a disclaimer of opinion 

because the impact of not being able to attend inventory counts and the lack of 

alternative procedures to verify stock was both material and pervasive (ICAEW, 2021). 

Some alternative procedures to a physical inventory count were the use of drones or 

remotely controlled robotics or robots with cameras to verify inventory. However, there 

are legal restrictions on the use of these technologies in close range to people to 

ensure their safety. To obtain this legal clearance was seen to be costly. Further 

research indicated that other factors that auditors had to consider before considering 

the use of such technologies included: Who will be in control of the device, i.e., the 
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drone or robot, and was there a risk that the video obtained would be manipulated by 

client management before being passed onto the auditor if this process was not a live 

feed or stream (ACCA, 2021). Another consideration was whether the camera angle 

was wide enough to portray an entire class of inventory at a time in the warehouse so 

that the risk that obsolete inventory would be deliberately included in the inventory 

valuation to overstate the client’s assets and the inventory financial statement line item 

would be mitigated or prevented to a certain extent (ICAEW, 2021).  

A further consideration that had to be considered included the quality of the camera 

that would be used. If the video was not high resolution and of poor quality, auditors 

would be unable to assess whether inventory is damaged and should be written down 

to its net realisable value. Thus, there would be a risk of inventory being overstated. 

There were also concerns about how to select samples of inventory and if these 

samples would be communicated to the client management prior to them having to 

video or take pictures of the stock (ICAEW, 2021). If this was the case, then there was 

a risk that client management would manipulate the audit evidence that was to be 

collected. Auditors also considered having an audit team member take their own 

videos or pictures of the client’s stock to reduce the risk of manipulation of the data by 

the client (ACCA, 2021). 

However, there were further challenges due to the need to then decide for two 

separate sessions to collect the audit evidence and for the client having to be on the 

premises with the audit team member in order to direct them to where the samples of 

inventory were located in the warehouses. COVID-19 restrictions also had to be 

considered, such as making sure that no symptoms were shown by the people taking 

the pictures or the video recordings to ensure the safety of both parties. Due to all 

these challenges, including time and budget constraints that auditors had to take into 

account as well as the various risks and legal considerations, it was deemed easier 

for auditors to include a limitation of scope in their audit opinion in order not to 

compromise on audit quality and to reduce the risk of potential legal liabilities due to 

non-compliance with any laws and regulations surrounding COVID-19 restrictions and 

the use of the drones or robots (GBQ, 2020). Another major challenge during the 

period under review was the increased risk of fraud.  
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ii. Fraud Risk 

Due to auditors’ scope limitations because of the restrictions on the movement and 

contact between people, there was a higher level of fraud risk as audit client 

management would have a greater incentive to fraudulently misstate the financial 

statements to make the financial performance and position of the company seem 

better than it was. This would especially be the case if these audit clients wanted to 

secure financing from banks or had loan covenants that had to be complied with. 

Usually, auditors would enquire from management and others within as well as 

external parties about potential risks of fraud (AICPA, 2012). However, due to COVID-

19 lockdown restrictions, research shows that audit evidence around the fraud risk 

assessment of an audit client was performed remotely with some alternatives to in-

person communication. 

The use of emails and phone calls were constant as seen through their wide use even 

before the pandemic. However, these forms of communication with audit team 

members and the staff and management of the audit client were used on an even 

larger scale due to the restrictions on person-to-person contact. Auditors also had to 

make use of relatively new video conferencing software such as Microsoft Teams, 

Zoom or Skype (Levy, 2020). Communication with client management and third parties 

such as lawyers and banks are essential in assessing the fraud risk of audit clients. 

Research shows that audits performed during this time made extensive use of video 

conferencing software being the superior choice to audit evidence in the form of writing 

and audio, as it enabled auditors to assess the body language of client personnel, 

bankers, lawyers, and management when faced with enquiries surrounding potential 

instances of fraud within the organisation (ACCA, 2021).  

Research also shows that it was valuable for auditors to make informed assessments 

through reading the body language of clients as it was easier to identify if they were 

lying or hiding information, as seen through major “tell signs “Such as avoiding eye 

contact or being restless or uneasy.  Levy, 2020 also states that a further major 

challenge that was faced by auditors during 2020 include procedures and assumptions 

surrounding going concern.  
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iii. Going Concern   

It is well known that COVID-19 has brought about a vast number of uncertainties. 

Many of these uncertainties relate to the going concern of businesses who are 

ultimately the clients of auditors. Many entities who were not seen as essential service 

providers were hit hard with the harsh restrictions of the national lockdown when it was 

first announced in March 2020. This is because these businesses had to suspend all 

operations immediately. As a result, these businesses faced massive losses in 

revenue. Thus, their going concern status was seen as a major focus and risk area for 

auditors during the time under review. A business’s ability to continue as a going 

concern is of vital importance to auditors and users of the financial statements as it 

portrays that the users have been provided with relevant information and fair 

presentation thereof. Thus, auditors had to ensure that financial statements were 

prepared on the correct basis, i.e., the going concern basis if the entity was seen to 

continue as a going concern for the foreseeable future, or on the liquidation basis if 

the company failed the going concern test, after considering liquidity and solvency 

ratios among other factors (Levy, 2020).  

Under normal circumstances, auditors would have enquired of management and those 

charged with governance within the client’s governance structure as to the reasons 

why the company was believed to be a going concern or not. Auditors would have also 

performed additional procedures relating to going concern per ISA 570, Going 

Concern (IAASB, 2021). However, due to the inability of auditors to obtain all the 

information that they required or even in situations when they were able to obtain 

evidence but had reason to believe that such information was incomplete, inaccurate, 

or even insufficient, research shows that auditors had to include a limitation of scope 

in their audit reports in these circumstances. 

In other cases, auditors had considered the credibility and integrity of client 

management. If the audit client was assessed as a low-risk client and management 

was seen to value integrity, auditors have assessed management’s assumptions and 

explanations relating to the company’s going concern as justified and a limitation of 

scope was not considered in arriving at the overall audit opinion (ACCA, 2021). There 

are, however, other cases where significant doubt remained as to the credibility of 

management’s assumptions relating to the company’s going concern. In these 
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situations, research indicates that auditors have issued modified audit opinions with 

relevant reasons justifying the issue of such an opinion. 

5. CONCLUSION AND RECOMMENDATIONS  

While it is true that the COVID-19 pandemic brought along with-it numerous 

challenges for auditors, there are, however, some benefits that have emerged from 

within the auditing environment during this difficult period that is yet to cease. These 

benefits can be adopted going forward into future audits because it is more cost-

efficient and effective.  

These benefits include the use of video conferencing software such as Zoom, 

Microsoft Teams and Skype. This is because it is more convenient to host a meeting 

with individuals, rather than having to physically drive or travel to a meeting across the 

country or even overseas, which is costly. This manner of conducting meetings with 

clients, especially overseas, should be adopted going into future audits. However, 

there were also drawbacks to the alternative procedures such as the use of drones 

and robots to conduct inventory counts.  

Conducting inventory counts are advised to remain physical, by having audit teams 

physically go and count stock even if it may be costly to travel to these locations. The 

costs saved from travelling for meetings can be offset against these costs for travelling 

to inventory counts. Physical inventory counts are more accurate, and it does not 

involve technical legal procedures such as legal clearances before flying drones and 

the potential lawsuits should people be injured during the process. The use of drones 

and robots as an alternative to counting inventory is not advised to be adopted while 

these costly legal procedures still exist. Perhaps in the future when this technology is 

more developed and safer, it can be considered to use these technological devices to 

verify inventory. 

6. CONCLUSION  

In conclusion, this research paper has attempted to critically analyse how the national 

lockdown imposed by the South African government has impacted the auditing 

profession in South Africa and how it has changed the way audits are performed. This 

paper has fairly discussed some of the main challenges faced by auditors to obtain 

sufficient appropriate audit evidence required to justify their audit opinion on whether 

the financial statements of their clients present in all material aspects what it purports 
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to per applicable financial reporting frameworks such as the International Financial 

Reporting Standards (IFRS). This paper has also justly conferred how audits were 

conducted and completed specifically for essential services providers, more 

specifically the retail sector during alert levels 3, 4 and 5 of the national lockdowns, 

during 2020.  

The main challenges suffered by auditors during this difficult time due to the many 

restrictions, resulted in an evolution of both the audit itself as well as audit 

professionals through an adaptation of what was seen as the norm before the COVID-

19 pandemic. These challenges and the speed at which auditors had to respond 

portray the uniqueness of the audit industry and profession. Auditors, instead of 

allowing the difficulties faced in conducting audits under lockdown restrictions to be a 

hindrance, instead decided to embrace these challenges, take charge, adapt, and 

uphold the profession.  

This reflects the agility and the willingness to incorporate life-long learning in the audit 

profession as a whole and within audit professionals as individuals themselves. This 

optimism, despite multiple hurdles, and the continuous growth and development of the 

profession, not just during the COVID-19 pandemic, but even prior, is what continues 

to define auditors and the distinctiveness in the way they adapt and evolve. It is what 

makes the profession great and justifies the ultimate prestige and responsibilities 

associated with being an auditor, especially in South Africa. 
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Abstract 

The study sought to investigate the relationship between profitability and Corporate 

Social Responsibility Expenditure among South African Financial Services 

Companies. A simple regression analysis was undertaken to investigate the 

relationship between profitability/performance and Corporate Social Responsibility 

expenditure. The data used was collected from five retail financial services firms in the 

Top-40 JSE listed companies for the period of 2017 to 2020. The results of this paper 

indicate that there is a negative relationship between Corporate Social Responsibility 

and profitability (measured using Return on Equity) in South Africa’s retail banking 

sector. However, based on the results of the simple regression analysis performed, 

the variable corporate social responsibility expenditure is insignificant in explaining the 

profitability of the retail banks investigated. This study is unique as it brings new 

evidence regarding the relationship between corporate social responsibility 

expenditure and profitability among South African retail banks. Previous studies have 

suggested that the relationship between Corporate Social Responsibility and 

profitability is positive based on qualitative studies and very few quantitative studies. 

No previous studies were found to deal with a quantitative study of the relationship 

between Corporate Social Responsibility and profitability among retail banks in South 

Africa. The contribution of this study suggests that shareholders need to define a new 

way in which they see value in Corporate Social Responsibility efforts.  

Key Words: Corporate Social Responsibility, Profitability, Retail Banking.  

1. INTRODUCTION  

The philosophy of ‘I am because you are’ is derived from the spirit of Ubuntu and can 

be applied in many areas of life (Manchidi, 2018). One area in which it is prevalent is 

in the business world. Many companies understand that without their customers, 

suppliers, and investors they would not exist, but this goes deeper than simply the 
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immediate stakeholders. Most recently there has been a shift in society which places 

more focus and emphasis on the deeper-rooted issues such as the environment, the 

education of the country in which they operate as well as the impacts of their business 

practices on those around them, whether they are directly a stakeholder or not. To 

combat these deeper-rooted issues within the greater sphere of business, companies 

have embarked on various Corporate Social Responsibility strategies in which they try 

to minimise the adverse impacts that they have on the society around them as well as 

build the society up.  

Corporate Social Responsibility (CSR) is where management acts responsibly and 

ethically within their business towards those stakeholders who have an interest in the 

business. In doing so management make a continuous commitment to keep up this 

ethical behaviour by contributing to the economic development of the society which 

could lead to improving the quality of life of the society around the business at large 

(Moir, 2001). 

CSR encompasses four components, which includes economic considerations, legal 

obligations, ethical drivers, and philanthropic endeavours (Carroll, 1991). Philanthropy 

is the donation of money to promote the welfare of others (Oxford University Press 

Southern Africa (Pty) Ltd, 2009). The philanthropic endeavours of CSR are covered 

by Corporate Social Investment (CSI). CSR is very often confused with CSI; however, 

CSI is simply an element of CSR. 

CSR is not required by legislation; however, it is imperative for the sustainability of a 

firm. Although not required by law, King IV, is a listing requirement for companies on 

the Johannesburg Stock Exchange (JSE). One of the fundamental concepts of King 

IV is that of corporate citizenship (The Institute of Directors South Africa, 2021). 

Corporate citizenship is where the organisation, or company, recognises that they are 

an essential part of society, this confers upon the organisation rights as well as 

responsibilities and obligations within the society. Therefore, considering the ‘apply 

and explain’ approach of the King IV report and the implicit inclusion of CSR in King 

IV, CSR is required by companies listed on the JSE. However, amongst companies 

that are not listed on the JSE, there is still an inclination among these companies to 

apply the practices of the King IV report as this is seen in a favourable light among 

investors and various other stakeholders. 
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The “investment” nature of CSI implies that the companies would be investing in the 

society in which and for which they operate. The word ‘investment’ implies that there 

is some form of return, thus as a whole, there is an implied return on CSR expenditure. 

This study investigates the existence of this implied link between Corporate Social 

Responsibility expense and the potential return – profitability.  

Considering that 80% of the South African population have a bank account (Ehrlich & 

Elliott, 2019) in the retail banking sector, this study will focus on the retail banking 

sector in South Africa. The daily lives of the people in society are impacted by their 

finances which are held and dealt with by the banks. These banks facilitate every one 

of society’s financial transactions, thus banks impact the daily lives of people in 

society. However, this facilitation is not free. Banks charge a fee for account 

management and sometimes even a fee per transaction; this would form part of the 

bank’s revenue and ultimately their profit. However, the question remains whether the 

expenditure incurred for purposes of CSR provides a return in the form of profitability. 

2. THE BANKING SECTOR IN SOUTH AFRICA  

South Africa has thirteen locally controlled banks that comply with the legal 

requirements of the Banks Act, 1990 (The South African Reserve Bank, 2020). These 

banks make up most banks in the retail banking sector. For the normal individual, 

banks provide a service where deposits can be made as well as where these 

individuals can obtain loans and financing. Banks also provide the infrastructure that 

enables transactions between various stakeholders in the economy such as facilitating 

payments between employers and employees as well as companies and their 

customers (Carrim, et al., 2017). The South African banks realise that they have a 

social responsibility and therefore, engage in Corporate Social Responsibility by 

investing in green finance projects such as green buildings and green bonds. Banks 

contribute over R500 million to CSI initiatives annually (Carrim, et al., 2017). 

Therefore, banks play an active role in developing South African society.  

3. Literature Review  

3.1 CSR among the Retail Banks 

Retail banks hold a significant role in the everyday lives of most of the people in South 

Africa. The South African retail banking sector is a competitive sector due to an 

increase in the number of emerging banks. One way in which banks differentiate 
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themselves apart from the normal increase/decrease in interest rates is how they look 

after not only their clients but also their stakeholders at large through their CSR 

programmes.  

Pérez (2012) studied the role that CSR plays in defining retail banks’ corporate 

identity. In this study, the institutions were selected and then coding was used to break 

up the information on the institutions into the overall themes of the study. By doing this 

it was concluded that CSR plays a role in the banks’ corporate identity in one of two 

ways, either by placing a strong focus on their shareholders and customers or by 

placing a greater focus on their social dividend (Pérez & del Bosque, 2012). 

In the study by Penn and Thomas (2017), the CSR strategies implemented by a South 

African retail bank are investigated for their successes. They note that banks 

recognise that CSR enriches the value of their firm to the communities around them, 

which in turn translates into the bank’s viability. Penn and Thomas (2017) went on to 

evaluate the success of two different CSR projects designed and implemented by 

employees of the bank and where they potentially could improve (Penn & Thomas, 

2017). 

In their research, Beneke, Wannke, Pelteret, Tladi and Gordon (2012), investigated 

the attitude of consumers towards their banks and whether knowledge of the banks’ 

CSR initiatives impacted this viewpoint. In so doing, they found that the attitude of 

customers and the customer’s willingness to recommend the bank to others had a 

significant positive relationship. (Beneke, et al., 2012) This, in turn, could lead to more 

customers for the bank thus a potential increase in the bank’s profitability may be 

observed.  

3.2 Return on Equity as a Measure of Profitability  

 

Profitability can be measured in a variety of ways. One could use various ratio analysis 

tools to measure the profitability of a company and each ratio would tell a different yet 

similar story providing more insight into the profitability of the entity (Correia, 2019, pp. 

5-21). Given that there are so many different ratios that could be used the most 

wholistic ratio had to be selected for this research. Therefore, for this research paper, 

the Return on Equity (ROE) ratio was selected to perform the analysis of the 
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relationship between CSR spend and profitability. The ROE is calculated by taking the 

net profit after tax and dividing it by the shareholder’s equity (Correia, 2019, pp. 5-24). 

This will give a return per unit of shareholders equity, thus providing a return on equity. 

This ratio is best suited as it provides insight into what the investors are ultimately 

getting as a return on their investment in the banks.  

Investors invest in places where they believe they will get the most return out of their 

investment. This return could be financial or in other forms but is mainly driven by 

dividend pay-outs or an increase in the value of their investment (Hannagan, 2007). 

Dividend pay-outs are determined by the dividend policy of each entity, whereas the 

value of the share is impacted by market perceptions (Hannagan, 2007). As the ROE 

of an entity grows, so will the share price as the market perceives a high ROE to be a 

favourable sign that the entity is performing well. However, this also results in the 

expectation that the investors will be provided with a higher return on their investment 

or ROE when they do invest. It is for these reasons that ROE is an important measure 

of profitability. This is the same theory provided by T.A Hannagan in the article titled 

‘Capital Based Profitability Measurement’ (Hannagan, 2007). 

In their research Sayari and Shamki (2016) evaluate whether ROE or Return on 

Assets (ROA) is the better profitability tool to use. This was a secondary objective to 

their main objective of establishing whether the market capitalisation or the trading 

volume was the determinant of profitability among commercial banks in Jordan. Once 

concluding that ROA was negatively impacted by market capitalisation, but ROE was 

positively impacted, and concluding that the ROA and ROE were significantly 

positively impacted by trading volume, they concluded that ROE was the better 

profitability measure among banks in Jordan (Sayari & Shamki, 2016). 

Through the investigation of ROE on share prices and share price changes, Penman 

(1991) concludes that ROE is best interpreted as a profitability measure. This 

conclusion is reached by assessing ROE as a risk evaluation technique and it was 

found that ROE is not best suited to evaluate risk but rather better suited to measure 

profitability (Penman, 1991). 
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3.3. Relationship between CSR and Profitability  

 

It has been noted that the retail banking industry does indeed apply CSR principles 

and incurs CSR expenditure. It is also noted that a suitable measure of profitability for 

the banking industry is ROE, given that ROE is best interpreted as a profitability 

measure and that it is impacted most by the trading of the company (Penman, 1991). 

Further investigation indicated that in most cases there is a link between CSR spend 

and profitability, this was found to be true by Wang (2014) as well as Mohr, Webb, and 

Harris (2001).  

The study by Wang (2014) investigated the relationship between CSR and profit by 

exploring the different views that companies have on CSR. One view is that CSR is a 

burden and the other is that CSR is a proliferation, whereby companies can make 

profits off their CSR efforts (Wang, 2014). The different views were caused by the 

returns that the companies received from their CSR efforts. Those who view it as a 

burden did so due to their belief that it decreased profit and those that viewed it as 

proliferation were willing to wait to reap the rewards of their CSR efforts (Wang, 2014). 

Wang (2014) shares a similar idea as Pérez (2012), as Wang (2014) noted that CSR 

efforts aid in corporate development as stakeholders are more willing to invest in 

socially conscious companies. It is further noted that companies that do not partake in 

CSR efforts are likely to fall due to customers not supporting these companies or due 

to fines and penalties that these companies may face due to non-compliance with CSR 

requirements (Wang, 2014). Ultimately, the article concludes that CSR efforts can 

produce positive effects on the performance of companies (Wang, 2014). 

Similarly, consumers who investigate the companies from which they support are more 

conscious than the average consumer (Mohr, et al., 2001). In the study by Mohr, Webb 

and Harris, the impact of CSR on consumer buying behaviour was investigated by 

conducting interviews with ‘the person in the street’ and achieved a balanced sample 

for their investigation. By coding the data collected and analysing the data further, 

those who understood the importance of CSR were more sensitive as to which 

companies they supported, but the majority of those interviewed did not consider CSR 

when choosing which companies to support (Mohr, et al., 2001). Therefore, CSR 

efforts are noticed and reacted to by the consumers and considering the increase in 
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social consciousness since 2001, it is likely that the number of conscious customers, 

too, has increased, thus creating a greater base of customers who support companies 

that have CSR efforts in place.  

As can be seen, the literature suggests that there is a link between profitability and 

CSR spend as the companies themselves witness the performance benefits from CSR 

and the consumers are adjusting their buying behaviour to support companies that 

have active CSR efforts. This link between CSR and profitability for companies at large 

has been researched quite extensively for instance by Wang (2014) and Mohr et al. 

(2001), however, there has not been a narrow focus on the retail banking sector and 

whether the link remains true for this sector.  

4. Hypothesis:  

There is a positive relationship between the Corporate Social Responsibility 

expenditure and financial performance of retail banks in the JSE Top 40.  

5. Methodology 

5.1. Introduction  

In this section, the methodology of this study is presented. In this study, the objective 

was to investigate whether the relationship between CSR expenditure and profitability 

among retail banks in South Africa is positive. To achieve this, a simple Regression 

analysis was used to do the quantitative analysis.  

5.2. Research Approach 

This research aims to investigate whether there is a relationship between profitability 

and CSR expenditure among firms, with a focus on the retail banking firms in South 

Africa. Excel was used to perform the simple regression analysis as the quantitative 

approach to the analysis.  

5.3. Data Collection and Sources  

To collect the data the Retail Banks listed among the Top 40 JSE listed companies 

were used. The FTSE/JSE Top 40 Index, better known as the JSE Top 40, uses the 

companies’ investable market value as a basis to rank the companies that are listed 

on the Johannesburg Stock Exchange (JSE) All Share Index and the top forty 

companies make up this index (FTSE Russel, 2021). Retail banks were chosen as the 

focus of this research as they impact the society around them, and they are part of the 

http://www.corporatereporting/


AJCGR Issue 3, Vol 1  Print: ISSN: 2734-2611|Online: ISSN: 2734-262X 
www.corporatereportingjournals.com 

86 
African Journal of Corporate Governance Research Special Students Issue 

everyday lives of the society. The use of the JSE Listed retail banks is due to these 

retail banks being required to have some CSR Expenditure since King IV is a listing 

requirement. Due to these companies being required to have CSR Involvement their 

CSR Expenditure will likely be disclosed thus making the possibility of collecting data 

more viable.  

There are five retail banks listed among the JSE Top 40, all of which have been used 

in this study. The variables used in this study are the CSR spend, as the independent 

variable, and the ROE as the dependent variable. The data was collected from the 

Trialogue Business in Society Reports (2020 and 2018), the banks’ integrated reports 

and the banks’ annual financial statements for the years 2020 and 2018. The data 

collected and analysed was for the period of four years from 2017 to 2020. The data 

was analysed for each period to identify if a relationship exists between CSR spend 

and profitability.  

Whilst collecting the data it was noticed that the year ends of the banks differ slightly, 

with three of the companies having a December year-end, one having a June year-

end and the other having a February year-end. This impacts the research as the 

effects of the COVID-19 pandemic are represented in some of the banks’ results more 

than in others. 

5.4. The Simple Regression Model  

Simple regression is a statistical method whereby a relationship between two variables 

is studied. This statistical method involves finding the best linear line through the data 

set by searching for the regression coefficient, 𝛽1, that minimises the error term, 𝜀. 

The Model Can be expressed in the form: 𝛾 = 𝛽0 + 𝛽1 ⋅ 𝜒1 + 𝜀 

Where: 

𝛾 – the firm’s financial performance, Represented by ROE  

𝛽0 – The intercept,  

𝛽1 – Regression coefficient, 

𝜒1 – CSR Spend 
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𝜀 – Error term which takes care of other independent variables not included in the 

analysis 

The simple regression model above was applied in the analysis to investigate the 

relationship between CSR expenditure and profitability. These variables are 

expressed as 𝜒1  and 𝛾 in the model. For the purposes of this study, a simple 

regression analysis was performed in excel.  

5.5. Explanation of Variables  

5.5.1. Corporate Social Responsibility Spend  

CSR spend was the independent variable in this study. The CSR spend is the total 

amount expended by the retail bank on CSI initiatives that include improving education 

and social and community development in South Africa (Trialogue, 2020). 

5.5.2. Profitability 

ROE was the dependent variable in this study and was used as the measure of 

profitability. ROE is a suitable measure of profitability for the banking industry as it is 

most impacted by the profits of the company since it is calculated using net profits 

(Correia, 2019).  

6. RESULTS AND DISCUSSION  

The results of the simple regression analysis will be presented and discussed in this 

section. The first part will comment on the relationship between CSR expenditure and 

profitability and the second part will discuss the significance of the CSR expenditure 

on the profitability of the retail banks.  

 

6.1. On the Relationship Between CSR Expenditure and Profitability.  

The relationship between CSR expenditure and ROE is shown below on the scatter 

plot in figure 1. 
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Figure 1: The Relationship Between CSR spend and ROE. 

Figure one above indicates that the relationship between CSR Expenditure and ROE 

(as the measure of profitability) is negative. The trendline in figure 1 illustrates the 

negative relationship between CSR spend and ROE. This relationship is also shown 

by the equation of the line y = -0.0002x + 0.0187. As shown, for every unit change in 

CSR expenditure, given by x in the equation, ROE declines by approximately 0.0002, 

given by the y in the equation. The amount of this decline is small, this may be caused 

by the fact that data was only gathered for the 2017 to 2020 financial years. Also, the 

negative relationship may only hold true over the short term.  

The results of this study contradict the conclusions reached by Wang (2014) as well 

as Mohr et al (2001) who found that the relationship between CSR spend, and 

profitability was positive. However, the results of this study are supported by 

Friedman’s (1970) view that making a profit is the only social responsibility that a 

company has. In his paper, Friedman (1970), suggests that the business executive 

should not be spending money on social responsibility as that money does not belong 

to the business executive, it belongs to the shareholders of the company, as such the 

money should be utilised for the benefit of the shareholders, which would be to create 
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a profit. Friedman (1970) argues that social responsibility expenditure does not create 

profit, rather it reduces the company’s profits (Friedman, 1970). 

More recently, Mukherjee, Bird and Duppati (2018) and Sharma and Aggarwal (2020) 

support the findings of a negative relationship between CSR and ROE. Both studies 

were conducted in India on the mandatory corporate social responsibility expenditure. 

Mukherjee et al. (2018) investigated how various companies’ profitability reacted to 

the regulation which was introduced in 2014. The results of their study indicated that 

the profitability of companies who already had a CSR spend strategy in place before 

the introduction of the regulation remained relatively the same. Whereas companies 

that had to introduce the new CSR expenditure had a significant decrease in 

profitability (Mukherjee, et al., 2018). Similarly, Sharma and Aggarwal (2020) found 

that the mandatory CSR Expenditure negatively impacts companies’ profitability. 

Sharma and Aggarwal (2020) used a similar approach as this study whereby a 

regression analysis was used for their study.  

6.2 . Summary of Output Regression Statistics, Significance of the Variables  

Table 1: Regression Statistics. 

Regression Statistics 

Multiple R  0.287006 

R Squared  0.082372 

Adjusted R Squared  0.031393 

Standard Error  0.069103 

Observations  20 

Source: Author’s Analysis 

The above table indicates the overall fit of the variables. The Multiple R is the 

correlation coefficient. A correlation coefficient of 0.287 shows a weak correlation 

among the variables. This represents that the relationship between CSR expenditure 

and ROE is weak. The R Squared variable indicates the amount by which the 

independent variable causes a variance in the dependent variable. It is also known as 

the coefficient of determination. The result of 0.08237 indicates that only 8.237% of 

the variance in the ROE is explained by CSR spend. The adjusted R squared is more 

relevant for a multiple regression analysis and therefore is not analysed.  
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The standard error indicates the average distance away from the trend line that the 

observations fall. The unit of measure is the same as that of the dependent variable 

(ROE). Therefore, the standard error of 0.069 indicates that the observations, on 

average, are 6.9% away from the trendline. This may seem to be insignificant, 

however, considering the average ROE of the observations is 16.9%, an average 

movement around the trendline of 6.9% is quite significant. This reiterates the finding 

that the correlation between CSR and ROE is weak.  

The observations are the number of entries used for the regression analysis. The 

observations comprise of the five banks’ CSR Spend or ROE for the periods 2017 to 

2020. These observations were used as they are most recent and relevant and the 

information to the data was available. The following table gives the analysis of the 

variance (ANOVA). 

Table 2: ANOVA 

 df SS MS F Significance F 

Regression 1 0,007715988 0,007715988 1,615804473 0,219859603 

Residual 18 0,085955812 0,004775323   

Total 19 0,0936718    

Source: Author’s Analysis 

Table 2 above illustrates the analysis of the variance between CSR spend and 

profitability. The table shows how significant CSR spend is in explaining the profitability 

of the retail banks in South Africa that were used in the regression analysis. The 

variables in the table indicate that CSR is not significant in explaining the ROE of the 

retail banks. This information is supported by the results in table 3 below. 
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 Table 3: Regression Results on the Relationship between CSR spend and ROE 

 
Coefficien

ts 

Standard 

Error 
T Stat P-value 

Lower 

95% 

Upper 

95% 

Interce

pt 
0,1869724 0,0244417 7,6497038 

4,60925E-

0 
0,1356221 0,2383227 

CSR -0,000228 0,0001795 
-

1,2711429 
0,2198596 

-

0,0006054 
0,0001489 

Source: Author’s Analysis 

 

The main element of tables 2 and 3 is the significance of the independent carriable – 

CSR spend. The Significance F (F Statistic) of table 2 and the P-Value of table 3, 

indicate the significance of the impact of the independent variable on the dependent 

variable. To analyse this variable the value needs to be compared to the alpha value 

of 0.05. If the variable in the table is less than the alpha then the hypothesis holds true, 

however, if the variable is less than the alpha value the hypothesis does not hold true. 

Evidently, the significance F / P-value of 0.21 is much greater than the alpha of 0.05, 

therefore the hypothesis does not hold true. Therefore, it can be concluded that CSR 

spend does not have significance in explaining the ROE or profitability of the retail 

banks in South Africa. However, even though CSR spend is not significant in 

explaining ROE, the negative sign was supported, as noted earlier, by many scholars 

such as Friedman (1970), Mukherjee et al. (2018) and Sharma and Aggarwal (2020). 

7. SUMMARY, CONCLUSION AND RECOMMENDATIONS. 

A company’s ethical contribution to society is its CSR expenditure which intends to 

improve the quality of life for all involved. Retail banks are among such companies 

and due to their impact on the daily lives of society, their need to implement CSR 

strategies is increased. CSR is an expense or an investment for many companies, 

most of whom have a responsibility to produce profits for the benefit of their 

shareholders. Therefore, it can be expected that only expenditure and investments 

that create a profit for the shareholders would be incurred. Literature, too, suggests 

that CSR expenditure and profitability of a company have a positive relationship.  

The objective of this study was to investigate if the suggested relationship between 

CSR and profitability among banks in the retail sector in South Africa, was, in fact, 
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positive. After performing a simple regression analysis, however, the positive 

relationship as suggested by literature did not hold true. The results of this study 

revealed that the relationship between Corporate Social Responsibility expenditure 

and Return on Equity as a measure of profitability is negative. Regarding the 

significance of the variable CSR spend, the results revealed that this variable was 

insignificant in explaining the profitability (ROE) of the retail banks.  

8. LIMITATION AND AREAS OF FUTURE RESEARCH  

This study was limited in that it only focused on the retail banks listed on the JSE Top-

40 index. However, the main index of the JSE is broader and different results may 

have been obtained had the whole JSE Main board been used in the study. Since this 

study only focused on four years of data, a further study that could be investigated is 

one where the long-term relationship between CSR expenditure and profitability is 

studied. It was evident from this study that many companies make investments in CSR 

and the rewards may only be seen in many years to come.  
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Abstract 

This research dealt with preparing of university accounting students for artificial 

intelligence. The research focused on universities in South Africa highlighting the gap 

between what the universities curriculum is producing versus the job market’s 

expectations on universities accounting students.  The researcher applied the 

explanatory sequential mixed methods. Information analyzed is presented and 

analysed using Statistical Package for Social Sciences (SPSS). The researcher finds 

out that universities in South Africa are partially preparing universities accounting 

students for AI and there is need to improve their capacitation of accounting students 

to meet the job market needs 

1. INTRODUCTION  

The main aim of accounting in universities is the delivery of high standard accounting 

graduates. However excellent graduates are a direct result of quality education and 

the curriculum made by universities. Valuable Information is found in the calibre of 

students who have been conceded to learn at the universities. The source of 

information alludes to the possibilities of learners, whose success are attached to the 

educational plan offered by the university. The environment will foster the possibilities 

of students who graduate to fulfil the high guideline of accounting firms like KPMG, 

Deloitte, Pricewaterhouse Coopers simply notice a few. The synthesis of figuring out 

how to produce the nature of the learning interaction has many variables and people 

which includes the students, lecturers, and teaching techniques, learning materials, 

assessment of knowledge acquired. (Chrismastuti and Purnamasari, 2015). 

1.1. Background of Study 

The accounting profession as a rule, and auditing specifically, follows a progression 

of dreary errand designs (Delloite, 2014). The focal point of AI abilities in reviewing is 
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fundamentally on the robotisation of work serious, organised, and monotonous 

assignments (Rapoport, 2016). These are assignments performed all through the 

auditing from planning to substantive test of subtleties of financial statements, and 

afterwards financial reporting. Artificial Intelligence (AI) is probably going to be 

generally significant to review assignments that were once performed physically but 

have effectively been upheld by some innovation (Kokina and Davenport, 2017). 

There are normally three stages in any auditing project: planning, fieldwork (which 

includes testing of controls and considerable trial of subtleties), and financial reporting. 

Audit regions that are bound to be influenced by AI positively are in the meaningful 

test review stage, as proven by the Ernest and Young's AI verification of idea which 

utilizes computer vision to empower airborne robots to tally stock during a review 

interaction (Ernest and Young, 2018). The firm fostered its frameworks to work with 

for a viable and proficient method of stock tallying. 

While utilizing AI in accounting and auditing is surely not new, there is motivation to 

expect that its effect on the field will be more significant in future years considering 

late advancements in data and innovation (Kokina and Davenport, 2017), 

subsequently the need to evaluate the degree of preparation done on accounting 

understudies at universities. Research, for example, the one performed by Sutton, 

Holt, and Arnold (2016), investigated the utilisation and future effect of AI on the 

profession of accounting and auditing. The outcomes showed that while there was a 

bit of a respite in the last part of the 1990s, AI research in accounting has proceeded 

to consistently increment in recent years particularly in other enormous accounting 

firms like KPMG South Africa, Delloite, and Pricewaterhouse Coopers. 

This has been witnessed with KPMG South Africa creating its own artificial intelligence 

system popularly known as KPMG Clara technology and methodology which extend 

the firm’s data analytics capabilities to further improve its audit quality and at the same 

time establish a centralised analytics team, (KPMG Report, 2020).  

However, universities across the globe and in South Africa have been failing to meet 

up with the recent developments in the job market (Kokina and Davenport, 2017). This 

has been worsened, mostly in developing countries, with Covid 19 pandemic which 

has left most universities closed and only a few elites managing through adoption of 

online learning. Before the pandemic a few universities were engaging accounting 
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firms like KPMG, Deloitte, PWC, Grant Thornton to mention just a few to conduct public 

lectures with their accounting to keep both the university and the accounting students 

updated of recent technological advancements in the job market. This would have 

assisted many universities in updating their curriculums to suit the new job market 

trends to rightfully equip its accounting students with the necessary skills and 

information (Harkut, and Kasat, 2019). Considering the above noted, this study 

examines the extent of universities' preparation of accounting students on artificial 

intelligence. 

1.2. Statement of Problem 

Some scholars opine artificial intelligence as a contentious matter, and it is often 

represented in an adverse way. Some may describe it as a convincing blessing for 

accounting firms, while for some it is a technology that is of great disadvantage to very 

existence of the jobs because it may be able to run accounting firms with less human 

interference and control man, but artificial intelligence has affected the field of 

accounting in so many ways. 

This, therefore, has prompted the researcher to research on whether universities are 

preparing accounting students for Artificial Intelligence. 

1.3. Main Research Objective 

To ascertain whether universities are preparing accounting students for Artificial 

Intelligence. 

1.3.1. Research Objectives 

i. To ascertain what artificial intelligence is. 

ii. To assess whether universities equip accounting students to be ready for the 

AI challenge. 

iii. To determine new skills required by accounting students in preparation of AI. 

1.4 Research Questions 

i. What is artificial intelligence? 

ii. Are the accounting students ready for the AI challenge? 

iii. Which new skills are required by accounting students in preparation of AI? 
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1.5. Significance of the Study 

1.5.1. Theoretical importance 

The study importance stems from my professional interest in the impact of artificial 

Intelligence in accounting and my attempts to explore future academic situations.  

1.5.2. Practical importance 

This study seeks to assess whether universities are preparing accounting students for 

artificial intelligence. This study is of vital importance for university educators. It is also 

more relevant to online learning and future education for accounting students as they 

must be equipped with practices to master AI and to be prepared for AI transformation 

in the education for accounting students. 

1.6. Delimitation of the Study 

The research is going to focus on University of Johannesburg. The research focuses 

on the preparation of accounting students by universities for artificial intelligence. The 

aspects to be investigated are the artificial intelligence, adoption of AI in universities 

and the skills needed by accounting students in preparation of AI. 

1.7. Limitations 

1.7.1. Sampling risk - the danger that the sample chose won't be a genuine agent of 

the entire populace. Sampling risks influence the conclusion dependent on the sample 

results. The researcher set out on a more modest sample, seen sensibly illustrative of 

the populace to control this restriction.  

1.7.2. Access to data - the workers might be hesitant to unveil confidential data to the 

researcher because of classification provisions in the agreements of commitment. 

Confirmation will be given that the data got during the research will be utilized only for 

scholastic purposes just and treated in confidentiality.  

1.7.3. Coronavirus Pandemic - The research was conducted during the Covid 19 

pandemic which has influenced the activities of organisations all over the world. 

Organisations and businesses have turned to offer online types of assistance and may 

not be working to their full limit. The researcher, anyway, depended on phone 

meetings and sending polls by means of email to reach out to the respondents 

simultaneously guaranteeing social separating. 

http://www.corporatereporting/


AJCGR Issue 3, Vol 1  Print: ISSN: 2734-2611|Online: ISSN: 2734-262X 
www.corporatereportingjournals.com 

99 
African Journal of Corporate Governance Research Special Students Issue 

1.8. Assumptions 

In completing the exploration, the accompanying suppositions are to be made:  

Management and understudies would be accessible and able to work with the 

research all through the exploration period. The respondents will give adequate and 

precise data on the surveys. Confidentiality condition necessities won't meddle with 

the exploration as this could think twice about information honesty and sufficiency.  

1.9. Definition of key terms  

1.9.1. Artificial Intelligence: An assortment of strategies, methods, and apparatuses 

for making models and taking care of issues by mimicking the conduct of apparent 

individuals.  

1.9.2. University: is organization intended for knowledge provision and assessment, 

or both, of students in giving degrees in different walks of life and frequently 

encapsulating schools and foundations. Students: an individual who is learning at 

school or school.  

2. LITERATURE REVIEW 

2. Introduction 

This chapter shall provide a summary and critique of literature acceptable with aim of 

bringing out the research gaps to be addressed by the proposed study.  

2.1. Artificial Intelligence  

Baker and Smith (2019) gives an extensive meaning of AI: "PCs which perform 

intellectual errands, can imitate human personalities, especially learning and 

analysing, calculating data (p. 10). They emphasize that AI doesn't portray a solitary 

innovation. It is considered an overall term that describes a scope of innovations for 

example, AI, data analytics or a calculation. As indicated by Chaudhary, (2017), 

computerized reasoning is gainful for the two understudies and lecturers since it is 

utilized to establish an instructive climate and give shared adapting subsequently 

creating quality alumni who are basic scholars. Artificial intelligence and current 

advancements can help lecturers and accounting understudies acquire instructive 

experience, just as give data to instructors and the board about the practices and 
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extent of man-made consciousness in training needed to acquire greatness, as 

indicated by (Fernández, Fernández, and Aburto, 2019). 

2.2. Are Accounting Students Ready for the AI Challenge? 

Universities accounting understudies are tested by AI expanded. They are 

encountering pressure from the accounting proficient firms to upgrade the mechanical 

substance of accounting modules, including yet not restricted to AI, large information, 

and investigation (Gamage, 2016). Universities should assume a significant part in this 

cycle as initiators for educational programs survey and pertinent ramifications of AI. 

The provocative inquiries of how to adjust educational programs to the current work 

market necessities and businesses' assumptions from students who graduated and 

how to increase the new range of abilities for the positions of things to come were 

raised. For instance, in respect of the expanded spotlight on large information and 

examination for the accounting profession, the Association to Advanced Collegiate 

Schools of Business (AACSB) states that:  

"The unique idea of IT improvements identified with information examination, and 

capacity inside and across associations is significant for the advancement of arising 

proficient accountants. The fundamental learning encounters for accounting graduates 

request an interdisciplinary methodology that draws information from experts and 

scholastic researchers with ability in data frameworks, insights, software engineering 

a lot, moral issues identified with IT and "large information," and so on the spotlight 

ought not be on "accounting data frameworks" just, however on data stockpiling, the 

board, and investigation for accounting graduates." (AACSB, 2014). 

Clearly, the interdisciplinary methodology ought to be applied all the educational plans 

and accounting lecturers are answerable for the ideal reaction. Information and 

abilities in AI and information science ought to be considered as an absolute necessity 

not as an advantageous upper hand (Gamage, 2016). 

2.3. New Skills Required for Accounting Students In Preparation For IA. 

In 2020, KPMG America declared that it had been working with IBM Watson quite 

possibly the most progressive man-made consciousness innovation stages accessible 

(KPMG Internal Report, 2020). This framework works by utilizing normal language 

handling and AI to uncover bits of knowledge and data from gigantic amounts of 
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unstructured information. Accounting understudies should be furnished with the 

essential abilities to be important in the work market.  

The investigation of occupation assignments will be joined by a comparison of 

investigations of functional difficulties addressing the accounting profession and more 

correctly the new required range of abilities for performing exercises in the quickly 

changing climate fuelled by computerized innovation and expanding data preparing 

power (Chan, 2013). The quick change in the business scene because of AI 

applications brought about circumstances where new keen innovations were 

incorporated into business and accounting programming and numerous accountants 

experienced them without understanding their rationale, capacities, and full potential 

(ICAEW, 2017).  

Perhaps the most important ability is the specialized skill in AI and the profundity of 

information relies upon the association's size, speculation strategy and development 

technique. Notwithstanding these components, accountants should comprehend the 

meaning of nature of the used information. AI suggests acknowledgment and 

utilization of examples dependent on existing information focuses or models, inferring 

own calculations and refining them on schedule (Shimamoto, 2018). "Educating" the 

PC by utilizing informational indexes requires uncommon regard for their quality as 

referenced before. Inward control methods ought to be executed to alleviate the 

danger related with the innate inclinations and different impediments of AI applications.  

In Addition, specialized abilities are the various types of information scientific abilities 

as "there is an expanding center around Big Data for the accounting profession" 

(Gamage, 2016). As expressed by Ellis King, the director of a worldwide expert 

administrations enlistment organization, Morgan McKinley, there is a major change in 

the necessary abilities for entering the work market and large information investigation 

assumes a focal part. Indeed, even youthful, and unskilled accountants are relied upon 

to be inventive with information and produce helpful examination consequently 

contributing by determining likely development, new business sectors or rivalry (King, 

2014). As indicated by some new exploration gauges, 77% of organizations, which 

exploit the advantages of information examination, accomplish better monetary 

execution (Gamage, 2016). Also, dynamic driven by information prompts 5-6 percent 

effectiveness gains relying upon area particulars (Tene and Polonetski, 2013). 
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Also, relational abilities and basic reasoning will turn out to be progressively significant 

in the AI age (ICAEW, 2017). As per Jazaie, among the 10 most significant relational 

abilities for accountants are: presentability (narrating), credibility, confidence, kind 

disposition, eye to eye connection, understanding individuals' perspective and 

capacity to give and get input (Jazaie, 2017). Then again, basic reasoning abilities 

have been "broadly acknowledged as a vital necessity for accomplishment in generally 

viable and proficient circles, not simply accounting", since essentially the 1980s (Sin, 

Jones and, Wang 2015, p. 432). The capacity to think fundamentally was considered 

as an essential for a fruitful change from the homeroom to the expert work 

environment. The improvement of basic intuition needs to turn into a fundamental 

target in the accounting schooling.  

Leadership abilities will turn out to be more significant with the progressions of 

accounting jobs. As the experts increment their support in organization's essential 

administration and joint effort and association with different pieces of the association, 

particular sorts of initiative will become fundamental. Among them are key and 

authoritative initiative; training and mentorship; a solid feeling of morals and cross-

practical administration. 

2.4. Conclusion 

This chapter dealt on the definition of key terms, the theoretical review of theories used 

in this study, discussion of key variables and the empirical review of the defined 

variables. The next chapter shall address the research methodology 

3. THEORATICAL CONSIDERATIONS 

3.1. Theoretical Considerations 

As per de Wilde (2014), this part helps the researcher to diagram their investigation 

root at a lot more significant level of reflection. He further noticed that, a portion of the 

methodological contemplations are of a hypothetical sort, for instance choosing on 

various methodologies while others are key nature and others strategic nature.  

3.1.Socio-Technical Points of View  

An investigation directed by Badwin-Morgan (1995) brpought about a model called  

Socio-technical model that tries to resolve important matters  in execution of AI. The 

accentuates on the effects of AI into accounting educational plan which incorporates 
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the acknowledgment of workforce to coordinate AI, the ability in personnel with the 

information on AI, the inspiration (outside and inside) in joining AI into accounting 

educational plan and the information acquired by understudies in AI abilities. Figure 1 

gave the four primary advances which the model embraced in  joining of AI into an 

accounting educational program. 

  

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1: Steps to introduce AI into the accounting curriculum. (Baldwin-Morgan, 

2006). 

Source: Compiled by Author 

As indicated by a distributed diary by Black and Constanti (1988), a specialist 

framework in accounting ought to be given a high regard for accounting understudies 

class. White (1995) additionally examinations the requirements for master framework 

and AI to be presented in the profession of accounting instruction courses. Eining and 

Dorr have additionally fostered a specialist framework utilised for interior control 

assessment. Understudies have utilized this framework in accounting data framework 

courses. The model at last recommended that the combination and execution of AI will 

demand applied computerization and continued support from internal and external 

players, institutional constructions, and communication among these segments. 
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3.2. Innovations in the Organisation  

The joining and use of AI are seen as mechanical development. Hierarchical 

development models have to do with the investigations of the connection between AI, 

accountants, and organisations. There are three fundamental phases of authoritative 

development proposed by Kwon and Zmud (1987) the Implementation stage, 

reception stage and commencement stage. Commencement stage comes because of 

the need to change while the reception stage includes the arrangement and 

accessibility of assets. The last stage, which is the execution stage which includes 

introducing, creating keeping up with functional exercises. Execution stage can 

likewise be seen as a phase for consolidation, application, fulfillment, execution, and 

reconciliation or. The models address explicit persuasive, specialized issues and give 

the incorporation of a few related constants.  

These great models give proof of the hardships in changing a college's educational 

program to meet current circumstances and how these difficulties can be settled. 

Changing of universities educational program is something troublesome to do, and it 

doesn't occur incidentally particularly in the space of coordinating microcomputers. 

Ruler and Whittaker (1991) give a model that look at the reluctance of certain 

instructors to alter their Curriculum.  

As indicated by (Luo, Meng and Cai, 2018) universities accounting understudies are 

the power of the accounting profession later. The preparation program in many 

universities neglects to make the required change with regards to accounting change. 

In the accounting educational program some courses neglect to relate AI to accounting 

trying to ignore the development of accounting ideas. This has made a major hole in 

the business where there are popularity and short inventory of ability graduate who 

has the imperative abilities and specialized expertise to fulfill the need within recent 

memory and what's to come. 

3.3. Conclusion 

This section highlighted the theories applicable to this research and their explanations. 

The following section shall deal with the research methodology. 
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4. RESEARCH METHODOLOGY 

4. Introduction 

Polit and Hungler (2014), characterized research approaches as 

different methods of getting information, preparing it by inspecting and         

investigating for the goal of a getting results for the examination study. 

This examination took on the interpretivism reasoning. 

4.1 Research Design 

To this study the researcher applied the explanatory sequential mixed methods which 

is research plan which sees quantitative information being as a premise on which to 

construct and clarify subjective information. Quantitative information advises the 

subjective information choice interaction which empowers researchers to explicitly find 

information that is applicable to explicit exploration project. The blended technique is 

not difficult to carry out, and it empowers the focal point of the examination to be kept 

up with, because of one bunch of information expanding upon the other. 

4.2 Target Population  

This research focused on the lecturers and accounting university students for the 

University of Johannesburg from level 1 up to level 4. Below is a table showing the 

target population. 

Table 1: Target Population 

Description POPULATION 

Lecturers 20 

Accounting Students 200 

Total Target Population 220 

Source: Author’s Analysis 

4.3 Sample Design 

The researcher further selected a sample which is a representation of the entire target 

population from the 20 lecturers and 200 accounting students at UJ. Table 3.2 below 

shows the samples from the target population. 
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Table 2: Sample 

Description Population Sample % 

Representation 

Lecturers 20 20 100% 

Accounting Students 200 80 45.45% 

Total Target Population 220 100  

Source: Compiled by Author 

The researcher obtained data from the following sources namely secondary and 

primary sources. The primary sources incorporate verifiable and accounting firms’ 

reports. Secondary sources of data were collected from various sources such as 

university journals, internet, and academic journals from the UJ Library Website as 

detailed in chapter two. 

4.4 Data Collection Instruments 

The researcher used questionnaires for data collections. The questionnaires were 

composed of open ended, with both structured and unstructured questions. The 

researcher could not make use of interviews due to Covid 19 pandemic. The 

researcher also used of the Likert scale to structure and create questionnaires 

because gathered data was easily interpreted. Below is the Likert scale and the 

ranking used   

Strongly Agree =5, Agree               =4, Not Sure         =3, Disagree           =2, Strongly 

Disagree =1  

4.5. Validity  

Validity concludes whether the examination apparatus can quantify what it was 

expected to gauge or how honest the exploration result is (Robson, 2011). Creswell 

and Miller (2000) noticed that validity is an indication a degree to which a test measure 

accurately. Polit and Hungler (1995), clarified validity as how much the instrument 

measure what it should quantify.  

The researcher evaluated validity by clarifying the exploration procedure utilized that 

is the examination plan, populace and test plan and exploration instruments. The 

specialist analyzed the inquiries by which information was gathered. Poor 
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questionnaire or samples which are not agent of the populace might make the 

information be invalid.  

4.6. Reliability  

Poor questionnaires which are not agent of the populace is one of matters which make 

it improbable that reiteration of that equivalent undertaking will deliver same outcomes.  

To guarantee dependability of the instruments the specialist explained to experts on 

the most proficient method to best plan inquiries questions. In this regard, analyst 

attempted to guarantee that the poll utilized in information gathering has basic 

language and straightforward questions.  

4.7. Ethical Considerations  

Ethics relate to two plans of individuals, which are, the ones finishing the investigation, 

who should know about the commitments and responsibilities and the ones 

researched upon, their advantages should be gotten. Moral issues saw during the hour 

of doing the assessment includes, consent, right to mystery and order, right to 

assurance, value and with respect to people.  

4.8. Data presentation and analysis  

The analyst's initial move towards the introduction of information, was to bunch and 

characterize reactions from the surveys as indicated by the examination questions 

they were identifying with. The researcher utilised visual guides like tables, reference 

diagram and pie outlines to embody the information gathered. Visual guides made it 

simpler for the specialist to investigate, examine and decipher crude information that 

had been assemble. 

5. RESULTS  

5.1 The Table below shows the gender of the Lecturers 
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Lecturers Responses Section 

Table 3: Gender of Lecturers- What is your gender? 

  

 Frequenc

y 

% Valid % Cumulative % 

Valid Male 5 62.5 62.5 62.5 

Female 3 37.5 37.5 100.0 

Total 8 100.0 100.0  

Source: Researcher 2021 

 

Figure 2: Gender of Lecturer Respondents 

Source: Researcher 2021 

Figure 5.2 shows that 62.50 percent of the lecturer respondents were male while 37.50 

percent of the respondents were females. There were more male respondents than 

females. 
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5.2. Age of Respondents  

Table 4: Indicate your age 

 Frequency % Valid % Cumulative % 

Valid  1 12.5 12.5 12.5 

31-35 1 12.5 12.5 25.0 

36-40 1 12.5 12.5 37.5 

41-45 3 37.5 37.5 75.0 

46-50 1 12.5 12.5 87.5 

51+ 1 12.5 12.5 100.0 

Total 8 100.0 100.0  

Source: Researcher 2021 

Table 5.2 highlights that 31-35 years age range had 12.5 percent respondents, 36-40 

years had 12.5 percent respondents, 41- 45 years has 37.5 percent respondents while 

46-50 and 51+years had 12.5 and 12.5 percent respectively. 

In summary, a mode of 37.5 percent was experienced between age range 41-45 

years. 

5.3. Indicate Your Title 

Table 5: Indicate your title 

 Frequency % Valid % Cumulative % 

Valid Mr/Mrs 5 62.5 71.4 71.4 

Dr 2 25.0 28.6 100.0 

Total 7 87.5 100.0  

Missing System 1 12.5   

Total 8 100.0   
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Source: Researcher 2021 

The table shows that 71.4 percent of the lecturer respondent’s title were Mr/ Mrs while 

25.0 percent of the respondents were Doctors.  

Overall, there were more Mr/ Mrs than Dr that responded to the research 

questionnaire. 

5.4. Indicate Your Designation 

Table 6: Indicate Your Designation 

 Frequency % Valid % Cumulative 

% 

Valid Senior Lecturer 5 62.5 71.4 71.4 

Associate 

Professor 

2 25.0 28.6 100.0 

Total 7 87.5 100.0  

Missin

g 

System 1 12.5   

Total 8 100.0   

Source: Researcher 2021 

The table above indicates 71.4 percent of the respondents were senior lecturers, 

28.6 percent of the respondents were associate professors. Overall, there were more 

senior lecturers with a mode of 5.  

 

 

 

 

 

 

http://www.corporatereporting/


AJCGR Issue 3, Vol 1  Print: ISSN: 2734-2611|Online: ISSN: 2734-262X 
www.corporatereportingjournals.com 

111 
African Journal of Corporate Governance Research Special Students Issue 

Table 7: Lecturers prepare accounting students with Artificial Intelligence skills. 

N Valid 8 

Missing 0 

Mean 3.88 

Median 4.00 

Mode 4 

Std. Deviation .641 

Variance .411 

Skewness .068 

Std. Error of Skewness .752 

Kurtosis .741 

Std. Error of Kurtosis 1.481 

Sum 31 

 

 

Figure 3: Lectures Prepare Accounting Students with Artificial Intelligence 

Source: Compiled by Author 
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The results show 2/8 of the respondents were not sure if lecturers prepare accounting 

students with AI skills.5/8 of the respondents agreed while 1/8 strongly agreed. A 

mode of 4 indicates that respondents agreed that lecturers prepare accounting 

students with AI skills. 

5.5. Lecturers conduct staff development meetings regularly for imparting 

Artificial Intelligence to students. 

Table 8: Staff Development Meetings 

 Frequency % Valid % Cumulative % 

Valid D 2 25.0 25.0 25.0 

Not Sure 1 12.5 12.5 37.5 

A 4 50.0 50.0 87.5 

SA 1 12.5 12.5 100.0 

Total 8 100.0 100.0  

Source: Researcher (2021) 

Table 5.5 above shows that 12.5 percent of the respondents strongly agree that 

lecturers conduct staff development meetings, 50.0 percent of the respondents also 

agreed while 12.5 percent were not sure 25.0 percent disagreed. 

Table 9: The university has modules that are designed specifically for Artificial 

Intelligence. 

 

 

Frequency % Valid % Cumulative 

% 

Valid SD 1 12.5 12.5 12.5 

A 3 37.5 37.5 50.0 

SA 4 50.0 50.0 100.0 

Total 8 100.0 100.0  

 Source: Researcher (2021) 
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Table 10: The university has modules that are designed specifically for Artificial 

Intelligence. 

N Valid 8 

Missing 0 

Mean 4.13 

Median 4.50 

Mode 5 

Std. Deviation 1.356 

Variance 1.839 

Skewness -2.126 

Std. Error of Skewness .752 

Kurtosis 5.003 

Std. Error of Kurtosis 1.481 

Sum 33 

Source Researcher 2021 

The above information shows that 50 percent of the respondents strongly agreed that 

the university had modules specifically made for AI. 37.5 percent of the responds also 

agree while 12.5 percent of the respondents disagreed. The results show a negative 

skewness of -2.126 indicating that the distribution is left skewed in this case the mean 

of 4.13 and median of 4.50 are less than the mode of 5. 

Table 11: Have you attended Artificial Intelligence Training or are you up skilling 

to prepare students for Artificial Intelligence? 

 Frequency % Valid % Cumulative 

% 

Valid D 2 25.0 25.0 25.0 

A 5 62.5 62.5 87.5 

SA 1 12.5 12.5 100.0 

Total 8 100.0 100.0  

Source Researcher, 2021 
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Table 12: Artificial Intelligence Training 

 Valid 8 

Not There 0 

Mean 3.63 

Median 4.00 

Mode 4 

S Devi 1.061 

Var 1.125 

Skewness -.913 

Std. Error of Skewness .752 

Kurtosis -.127 

Std. Error of Kurtosis 1.481 

Sum 29 

Source Researcher, (2021) 

The above information indicates that 12.5 percent of the lecturers   strongly agreed 

that they attended to AI training. 62.5 percent of the responds also agree while 25 

percent of the respondents disagreed. The results show a negative skewness of -.913 

indicating that the distribution is left skewed in this case the mean of 3.63 and median 

of 4.00 are less than the mode of 4. 

Table 13: should students enhance their AI skills to remain relevant in the future 

job marketplace? 

Source Researcher (2021) 

 Frequency % Valid % Cumulative % 

Valid A 3 37.5 37.5 37.5 

SA 5 62.5 62.5 100.0 

Total 8 100.0 100.0  
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Figure 4: Should students enhance their AI skills to remain relevant in the future 

job marketplace? 

Source Researcher (2021) 

The diagram above shows that 5/8 of the respondents think that students should 

enhance their computing, programming, and data mining skills and 3/8 also agree. In 

summation, 8/8 of the respondents agreed while none of the respondents disagreed. 

Table 14: Students have a positive attitude towards learning Artificial 

Intelligence in accounting. 

 Frequency % Valid % Cumulative 

% 

Valid Not 

Sure 

1 12.5 12.5 12.5 

Agree 4 50.0 50.0 62.5 

Strongly 

Agree 

3 37.5 37.5 100.0 

Sum 8 100.0 100.0  

Source Researcher (2021). 
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Table 15: Positive Attitude 

N Valid 8 

Missing 0 

Mean 4.25 

Median 4.00 

Mode 4 

S Dev .707 

Var .500 

Skewness -.404 

Std. Error of Skewness .752 

Kurtosis -.229 

Std. Error of Kurtosis 1.481 

Sum 34 

Source Researcher (2021) 

The above information indicates 37.5 percent of the lecturers strongly agreed that 

students have a positive attitude towards training of AI. 50.0 percent of the responds 

also agree while 12.52 percent of the respondents disagreed. The results show a 

negative skewness of -.404 indicating that the distribution is left skewed. 

Table 16: The university has capacity to provide practical and latest Artificial 

Intelligence knowledge to Accounting students? 

 

 Frequency % Valid % Cumulative 

% 

Valid Agree 5 62.5 62.5 62.5 

Strongly 

Agree 

3 37.5 37.5 100.0 

Total 8 100.0 100.0  

Source Researcher (2021) 
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Table 17: Capacity to Provide 

N Valid 8 

Missing 0 

Mean 4.38 

Median 4.00 

Mode 4 

S Dev .518 

Var .268 

Skewness .644 

Std. Error of Skewness .752 

Kurtosis -2.240 

Std. Error of Kurtosis 1.481 

Sum 35 

Source Researcher (2021) 

The table shows that 37.5 % of the students strongly agree that the university has 

practical capacity to provide AI knowledge to accounting students. 62.5percent of the 

respondents also agreed. 0 percent of the respondents disagreed. The findings shows 

that there is a positive skewness and negative kurtosis which shows distribution which 

is more peaked than normal. 

Table 18: Are you teaching the students analytical skills? 

 Frequenc

y 

% Valid % Cumulative 

% 

Valid D 1 12.5 12.5 12.5 

A 4 50.0 50.0 62.5 

S A 3 37.5 37.5 100.0 

Sum  8 100.0 100.0  

Source Researcher (2021) 

 Table 5.11 shows that 37.5 percent of the respondents teach students analytical skills 

and 50.0 percent of the respondents also agreed that they teach students analytical 

skills. 12.5 percent of the respondents however disagreed. 
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Table 19: There is need to increase Artificial Intelligence teaching at the 

university to Accounting students 

 Frequency Percent Valid 

Percent 

Cumulative 

Percent 

Valid Not Sure 1 12.5 12.5 12.5 

A 2 25.0 25.0 37.5 

SA 5 62.5 62.5 100.0 

Sum  8 100.0 100.0  

Source Researcher (2021) 

 

Figure 5: Artificial Intelligence Teaching at Universities 

Source Researcher (2021) 

The graph above shows that 5 out 8 respondents strongly agree that there is need to 

increase AI teaching at universities to accounting students and 2 out 8 of the 

respondents also agreed. 1 out 8 respondents were not sure.  

In summary, 7 out of 8, that is 87.5 percent of the respondents agreed that that there 

is need to increase AI teaching at universities to accounting students.  
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5.7. Universities Accounting Students Responses 

Table 20: What is your gender? 

1.  

 Frequency % Valid % Cumulative % 

Valid M 86 36.3 36.3 36.3 

F 151 63.7 63.7 100.0 

Sum  237 100.0 100.0  

Source Researcher (2021) 

The table 5.13 indicates 63.7 % of the accounting students were females and 36.3 

percent were male. Results shows that they more females studying accounting. 

 

2. What level are you at the university? 

Table 21: Level of respondents 

 Frequency % Valid % Cumulative 

% 

Valid 1st year 3 1.3 1.3 1.3 

2nd year 18 7.6 7.6 8.9 

3rd year 40 16.9 16.9 25.7 

BCTA  78 32.9 32.9 58.6 

CTA 98 41.4 41.4 100.0 

Total 237 100.0 100.0  

Source Researcher (2021) 

 Valid 237 

Not Available  0 

Mean 4.05 

Median 4.00 

Mode 5 

Source: Researcher (2021) 
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Figure 6: Level at University 

Source: Researcher (2021) 

The table above shows that the respondents are evenly distributed from first year up 

to those doing post graduate level. A mode of 5 shows a high frequency from the post 

graduate accounting students than any other level who responded to the 

questionnaire.  

Table 5.14 shows that 41.4 percent of the respondents were post graduate students, 

32.9 %were BCTA students, 16.9 % were third year students and 7.6 % second year 

students. Only 1.3 % constitute first year accounting students. 

Table 15: I understand the role of Artificial Intelligence in Accounting. 

4. I understand the role of Artificial Intelligence in Accounting. 

 Frequency % Valid % Cumulative 

% 

Valid SD 8 3.4 3.4 3.4 

D 5 2.1 2.1 5.5 

Not Sure 27 11.4 11.4 16.9 

A 132 55.7 55.7 72.6 

SA 65 27.4 27.4 100.0 

Total 237 100.0 100.0  

Source Researcher (2021) 
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Figure 7: Role of AI in Accounting 

Source: Researcher (2021) 

Figure 5.11 above shows that 27.4 percent of the accounting students’ respondents 

strongly agreed to understanding the role of AI in accounting, 55.7 percent of the 

respondents also agreed while 11.39 percent of the respondents were not sure 2.11 

percent and 3.36 percent disagreed and strongly disagreed respectively. 

5. Do you agree with the statement which says, Accountants will be 

replaced by Artificial Intelligence. 

 

Table 16: Accountant’s replacement 

 Frequen

cy 

% Valid % Cumulative 

% 

Vali

d 

SD 53 22.4 22.4 22.4 

D 138 58.2 58.2 80.6 

Not Sure 24 10.1 10.1 90.7 

A 20 8.4 8.4 99.2 

SA 2 .8 .8 100.0 

Total 237 100.0 100.0  

Source: Researcher (2021) 
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Table 17: Accountant’s replacement 

N Valid 237 

Missing 0 

Mean 2.07 

Median 2.00 

Mode 2 

Source: Research (2021) 

Table 5.16 above shows that 0.8 percent strongly agree, 8.4 percent agree, 10.1 

percent were not sure, however, 58.2 percent disagreed whilst 22.4 percent strongly 

disagreed. 

A mode of 2 indicates that disagree had the highest frequencies hence the researcher 

can conclude that accounting students disagree that accountants will be replaced by 

artificial intelligence contrary to wide literature on artificial intelligence which states that 

it will cause massive jobs losses in different profession whilst creating new jobs too. 

6. I do feel like my university is preparing me to work alongside Artificial 

Intelligence. 

Table18: Student AI preparations 

 Frequenc

y 

% Valid % Cumulative 

% 

Vali

d 

SD 12 5.1 5.1 5.1 

D 23 9.7 9.7 14.8 

Not Sure 38 16.0 16.0 30.8 

A 102 43.0 43.0 73.8 

SA 62 26.2 26.2 100.0 

Sum  237 100.0 100.0  

Source: Research (2021) 
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Table19: Student AI preparations 

N Valid 237 

Not Available  0 

Mean 3.76 

Median 4.00 

Mode 4 

S Dev 1.100 

Var 1.211 

Skewness -.868 

Std. Error of Skewness .158 

Kurtosis .137 

Std. Error of Kurtosis .315 

Range 4 

Source: Research (2021) 

Table 19 indicates that 26.2 percent of the respondents strongly agree that their 

university is preparing them to work alongside artificial intelligence, 43 percent agreed 

whilst 16 percent were not sure, 9.7 percent disagreed, and 5.1 percent strongly 

disagreed. In summary, a mode of 4 shows that a high frequency of respondents 

agreed and there is a negative skewness of -.868 indicating that the mean and median 

are less than the mode and the data is more concentrated on the agreed side that is 

the right side. 

6. SUMMARY AND CONCLUSION 

Artificial Intelligence is the now and future of every profession, the accounting 

profession is therefore not exempted from being affected with AI. This, however, 

shows the need for universities to properly equip its graduates with the right AI skills 
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for them to be competitive in the job market. The findings from the research shows 

that universities are partially preparing universities accounting students but however 

that is not enough as the AI era is taking over the profession at an alarming rate. 

However, the research also finds out that students feel that the universities are 

preparing them to work alongside artificial intelligence. This is also in line with the 

finding that accounting students in universities understand the role of AI in accounting. 

Therefore, the researcher recommends that government provides subsidies to 

universities so that they can acquire the needed equipment and resources that is 

outsourcing from well-established accounting firms which assist in preparing students 

for the job market. The researcher also recommends that the International Accounting 

Standard Board incorporate a compulsory standard on artificial intelligence.  
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Abstract 

The study seeks to investigate the potential uses and limitations of non-fungible tokens 

(NFTs) in the South African auditing profession. A qualitative document analysis was 

performed to identify the potential benefits and limitations of general blockchain 

structures. This was followed by further document analysis to identify the potential 

benefits and limitations of non-fungible tokens before testing the benefits against the 

potential limitations that arise in the South African environment. The results obtained 

results demonstrate that there are benefits to the use of non-fungible tokens by the 

audit profession in South Africa. However, the limitations overshadow the benefits, 

resulting in the adoption of non-fungible tokens by auditors not being a viable option 

presently in South Africa. Previous studies have focused on the advantages of 

adopting general blockchain structures by auditors. These studies focused on the 

potential uses of blockchain structures rather than whether they present sufficient 

beneficial opportunities when considering the limitations associated with the use of 

blockchain by auditors. Previous studies have not focused on the potential advantages 

and limitations associated with specific types of blockchain structures such as non-

fungible tokens. The main contribution of this study is the establishment of the benefits 

and limitations of non-fungible tokens in the South African operating environment. 

Keywords: Non-fungible tokens, blockchain, auditing, 4IR, accounting. 

1. INTRODUCTION 

The accounting profession is known as one of the oldest professions, dating back to 

ancient civilisations. The concept of the auditing profession can also be traced back 

to these ancient civilisations. The term audit is derived from the Latin term “audire”, 

meaning to hear. The early forms of auditing accounting records were performed by 

the auditor listening to the accountant read out the accounting records. The profession 
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has undergone significant developments from its early origins, resulting in an audit 

involving meticulous inspection and testing of the accounting records (Phalguna-

Kumar & Mohan, 2015). 

The Fourth Industrial Revolution is characterised by exponential technological 

advancements which have the potential to alter how we perform our daily activities 

(Schwab, 2016). The auditing profession needs to evolve and adapt to these 

developing technologies to maintain the ability of auditors to perform reliable and 

quality audits. This evolution is a continuous process. The auditing profession has 

already integrated several Fourth Industrial Revolution technologies but is 

continuously looking for other technologies to keep pace with the developments of the 

Fourth Industrial Revolution.  

Blockchain is a modern technology introduced by Satoshi Nakamoto in 2009. A 

blockchain structure is a database comprising of blocks to form a structure with a 

chain-like form that acts like a decentralised and distributed digital ledger on which 

transactions are linearly recorded on blocks in the chain, providing a complete history 

of the transactions that took place on the chain (Biscontini, 2020). The linear structure 

of blockchain provides for elevated levels of security and transparency in comparison 

to traditional databases. The structure of a blockchain prevents users from 

manipulating the data stored on the blockchain while still enabling easy recall and 

review of blocks on the chain (Conway, 2020).The most well-known uses of blockchain 

structures are cryptocurrencies. The use of blockchain technology as the underlying 

technology on which cryptocurrencies are built is not the only use of the technology. 

The application of blockchain structures is increasing in number daily. These lesser-

known uses of blockchain include “Smart contracts” and non-fungible tokens (or NFTs) 

(Daley, 2021). 

A Non-fungible token is a digital representation of real-world assets such as art, music, 

or any other document. Non-fungible tokens are based on blockchain technology and 

are stored as blocks on the blockchain structure. Unlike cryptocurrencies, NFTs are 

not fungible, meaning NFTs cannot be interchanged with any other item or asset. Each 

token contains its own unique identification code and metadata, enabling it to be 

distinguished from other NFTs. The blockchain structure allows for the content of the 
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NFT to be viewed and shared but does not alter the ownership data stored in the token 

(Anon., 2021). 

The audit process involves inspecting and verifying documents such as bank 

statements and title deeds underlying the information presented in the financial 

statements. These documents are highly susceptible to fraudulent activities such as 

the manipulation of information or destruction. In recent times there has been a surge 

in corporate fraud cases, resulting in the overstatement of financial statements. 

Although the audit process is performed with high levels of competence and due care, 

it is not possible to inspect and analyse every transaction resulting in auditors only 

providing reasonable assurance that the financial statements are free from material 

misstatements (IAASB, 2009). As not every transaction is tested, it is possible that 

fraudulent title deeds are presented to auditors, or that information contained on such 

title deeds have been fraudulently altered. 

2. LITERATURE REVIEW 

Extensive literature exists on the fundamental characteristics of blockchain and 

blockchain-based cryptocurrencies. Blockchain was created alongside Bitcoin, a 

cryptocurrency to form the structure on which Bitcoin is based (Biscontini, 2020). 

Several studies have been performed on the general application of blockchain and its 

uses in the accounting profession. The literature focuses on blockchain-based 

cryptocurrencies and the expansion of the double-entry accounting system. Ryan 

(2021) made the argument that blockchain has the potential to impact the auditing 

profession using cryptocurrencies, more specifically Bitcoin, being the currency on 

which financial statements are compiled and audited, rather than the use of blockchain 

technology to provide the fundamentals on which audit evidence is based. Bonyuet 

(2020) further expands on the use of blockchain as the foundation of the presentation 

currency by illustrating that blockchain expands the traditional double-entry accounting 

system by creating a “triple-entry” accounting system. This “triple-entry” system will 

provide additional audit evidence, and a detailed audit trail as the system will be 

unalterable, recorded in real-time and secured through encryption (Alarcon & Ng, 

2018).  

Accounting systems started their evolution from a single-entry accounting system that 

consisted of only one entry for each transaction. Single-entry accounting systems are 
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generally kept in a physical paper-based book consisting of two columns, namely a 

positive and a negative. The single-entry accounting system is straightforward and, as 

such, does not result in very detailed audit trails whilst also increasing the difficulty 

with which assets and liabilities are tracked (FreshBooks, 2021). The double-entry 

system of accounting is the most fundamental concept underlying the current 

operations of accounting systems. The double-entry system results in every 

transaction having at least two entries that are equal but with opposite effects, which 

impact unique accounts to satisfy the accounting equation (Hayes, 2021). The 

accounting equation states that the sum of all assets must equal the sum of all 

liabilities and equity of the organisation. Due to the nature of the double-entry 

accounting system, the sum of all the credits must equal the sum of all the debits. 

The next evolution of the accounting system is the adoption of the triple-entry 

accounting system. Yuji Ijiri coined the term “triple-entry bookkeeping” to describe the 

rate at which income was being earned (Ijiri, 1986). Ian Grigg later redefined the term 

“triple-entry accounting”. Grigg viewed the triple-entry accounting system as the 

solution that would eliminate erroneous and fraudulent accounting transactions. This 

would be done by a third entity recording the debit of the one-party as a credit and the 

credit of the counterparty as a debit (Grigg, 2005). The emergence of blockchain 

allowed for the structure on which Grigg’s triple-entry accounting system could be 

based (Cai, 2019). 

The literature on the application of blockchain in the auditing profession indicates 

several benefits to blockchain use that requires further exploration. There is little 

literature on the use of non-fungible tokens in the auditing profession. The limited 

literature on the specific use of non-fungible tokens is an indication that this is an area 

of blockchain-based auditing that allows for further research. 

3. METHODOLOGY 

This research explores the potential qualitative benefits and limitations of the 

blockchain structure known as “non-fungible tokens” and the potential implications of 

such benefits and limitations for auditors using non-fungible tokens during the 

performance of financial audits. Punch (1998) defined qualitative research as 

“empirical research” where data is obtained and analysed in a form other than 

numerical data. As the increased quantity of research has used this research 
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methodology, the definition of qualitative research has expanded further. Qualitative 

researchers are interested in forming an understanding of the meanings constructed 

by people. This results in qualitative researchers asking how people make sense of 

the world and their experiences within the environment in which they live (Merriam & 

Tisdell, 2016). This form of research investigates the interrelationships and outcomes 

of an investigation into a topic that is not fundamentally defined in numerical terms and 

is difficult or impossible to quantify.  

A qualitative research study looks past the numerical data and establishes the 

qualitative inputs that impact the data obtained in a traditional quantitative study. 

Qualitative research is based on people’s individual experiences and helps establish 

the underlying conditions that alter people’s choices and the outcomes of quantitative 

studies. Most qualitative research is based on four primary data sources: interviews, 

focus groups, observations, and existing documents. An interview is defined as a 

conversational gathering of information from a human source. A research interview 

consists of two main parties, the interviewer, and the interviewee. The interviewer is 

the party who coordinates the interview process and asks the interviewee questions. 

The interviewee is the party in an interview who responds to the interviewer’s 

questions (Easwaramoorthy & Zarinpoush, n.d.). 

A focus group follows a similar process as an interview, but rather than only 

interviewing one person; a focus group typically interviews six to eight participants at 

a time. The focus group is led by a moderator who poses questions to the participants 

and notes their responses. The focus group participants are generally from similar 

backgrounds or have similar demographic characteristics (Lavrakas, 2008). 

Observations is a qualitative research method that gathers data by watching people 

or events and noting the characteristics of their natural surroundings. Observations 

can be either overt or covert. In an overt observation, the subjects being observed are 

made aware that they are being observed for a study, while in a covert observation, 

the subjects of the observation are not aware that they are being watched (Kawulich, 

2005).  

Document analysis is the final source of data in qualitative research studies. 

Documents consist of text and images compiled without the intervention of the 

individual performing the qualitative document analysis. Document analysis involves 
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the systematic analysis of documents and publications for evidence to answer specific 

research questions. The documents of a document analysis provide more than just 

evidence to prove the hypothesis of the researcher. They also provide contradictory 

opinions and further expand the scope of the initial qualitative investigation (Frey, 

2018). Document analysis is not limited to only printed sources but may also include 

electronic material (Bowen, 2009).Qualitative investigations form part of the 

fundamental basis of the auditing profession. During an audit, auditors base their 

opinions on the analysis of documentary sources of information, such as reports from 

management and external parties. As qualitative research is a fundamental aspect of 

the auditing profession, it further supports that this investigation should be a qualitative 

research endeavour focusing on document analysis as the primary source of 

information. 

This qualitative research will be undertaken by investigating articles and reports 

published by academics and the four predominant auditing firms in South Africa. There 

is little application of non-fungible tokens in auditing firms, and as such, the scope of 

the document analysis will be expanded to include references to non-fungible tokens, 

the Fourth Industrial Revolution, and blockchain technologies. These documents will 

be inspected to obtain an understanding of the potential benefits and limitations 

associated with each of these three terms to form an opinion of the benefits and 

limitations specific to non-fungible tokens and the auditing profession. Once a general 

understanding of the benefits and limitations has been obtained, the main benefits and 

limitations will be tested against the general operating environment of South Africa to 

establish their appropriateness in a South African context.  

4. FINDINGS 

General blockchain structures find their strength in their five main benefits. These 

benefits are namely: enhanced security, greater transparency, instant traceability, 

increased efficiency and speed, and its potential for automation (IBM, 2021). Non-

fungible tokens present the potential to further expand on these five core benefits of 

blockchain structures in a manner that has the potential to be beneficial to the auditing 

profession. 

Blockchain is inherently more secure than traditional data storage structures; however, 

this security differs vastly between different blockchain types. This enhanced security 
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is primarily a result of cryptography, decentralisation, and consensus. Cryptography is 

defined as the method of developing techniques to secure data transmission to 

prevent external third parties from accessing and obtaining information from data 

during the transmission process (Kaspersky Lab, 2021). The enhanced security of 

blockchain structures is not only found during the data transmission process. 

Blockchain is further secured through decentralisation and consensus. Blockchain 

structures are stored and controlled across a distributed network, which means that 

no blockchain structure is controlled by any individual or organisation, but instead 

across many individuals and organisations, resulting in no single party having more 

control over the structure than any other party which is part of the distributed network. 

Consensus is ensured in a blockchain structure by implementing and using a 

“consensus algorithm” or “consensus mechanism”. A consensus mechanism is a 

method integrated into the basic structure of blockchain that is used to authenticate 

and validate a value or transaction on a distributed network without any intervention 

from a central authority (Cline, et al., 2016). 

 

 

 

 

 

 

 

 

 

 

Figure 1: Different blockchain security types (IBM, 2021) 

 

Although blockchain is more secure than traditional methods, it is still vulnerable to 

potential security threats. One of these threats to blockchains is a distributed denial of 
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service (DDoS) attack. A DDoS attack can overload a blockchain with incoming data 

blocks resulting in the blockchain server losing connectivity to its relevant application 

(Longchamp, et al., 2020). 

Blockchain provides the potential to enable transparency on levels far superior to ever 

before. Blockchain allows anyone to join the network and view the information on the 

network, enabling improved transparency whilst still securing the data stored on the 

blockchain by preventing any alterations from being made to the existing blockchain 

structure. This improved transparency provides a fully auditable and valid list of all 

transactions stored on the blockchain. This improved transparency of blockchain 

structures is not automatically ensured but is somewhat dependent on the specific 

blockchain structure and the intended use of the structure (Kritikos, 2018). 

The potential for transparency is notable; however, this transparency needs to be 

considered in conjunction with the need for confidentiality and a competitive market. 

Global access to competitors’ trade secrets can undermine the market resulting in 

significant financial loss for the compromised competitor and its stakeholders. The 

blanket access to all information with the goal of transparency is misguided. Specific 

organisations have an obligation to ensure data remains confidential regardless of the 

data being collected, stored, or processed (Xu, et al., 2021). The auditing profession 

is one of these which has a responsibility to ensure confidentiality is maintained. 

Blockchain structures create an audit trail that documents the journey of every asset 

throughout its lifetime. This traceability is not limited to internal organisational tracking. 

Blockchain can record the movement of any item across the world, whether it be 

entering a port via a ship in Europe or being delivered to a supermarket in Africa. The 

blockchain could record every transaction impacting the asset until it is sold. This 

instant traceability is invaluable to the audit of financial statements as auditors will be 

able to trace every transaction the asset being audited was subject to during the year 

being audited and throughout the lifetime of the asset. The traceability of data also 

provides organisations with the information required to eliminate inefficiencies within 

their supply chains. 

Although this potential for instant traceability is theoretically possible, it is not yet 

practical in real-world situations. To sustain this global traceability system, substantial 

amounts of electricity and high-speed data transmission would be required. These 
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limitations are significant barriers to the realisation of this benefit of blockchain, as the 

usability of this technology would be almost impossible in remote areas. The limited 

interoperability of blockchain structures with many existing computerised systems 

further distances the structure from its theoretical benefit of instant traceability (Brett, 

2018). 

The speed and efficiency with which organisations process data is also improved using 

blockchain structures. The elimination of traditional paper-based business records and 

the adoption of blockchain structures can reduce the time needed to process 

transactions whilst reducing the potential for human error in the process. The use of 

blockchain structures enables organisations to store the documents and other 

supporting information on the same blockchain, which is used to process the 

transaction, improving organisational efficiency as the potential of physical document 

loss is eliminated (IBM, 2021). 

Although blockchain can improve organisational efficiency, it is not always 

automatically beneficial for all organisations. Implementing and maintaining a 

blockchain structure is complex and may be too complicated for many organisations 

to maintain. This lack of sufficient maintenance and continuous improvement reveals 

a further limitation to blockchain structures. If blockchain structures are not 

appropriately maintained, they increase the potential for processing inefficiencies 

resulting from outdated programming or hardware. 

The final significant benefit of blockchain structures is the ability to implement 

automation using blockchain. Transactions can be automated using “smart contracts”, 

eliminating the need for paper-based contracts while improving processing accuracy 

and speed. The ability to automate transactions allows for further integration 

throughout the organisation. The completion of specific predefined criteria on the 

blockchain structure will allow for the autonomous initiation of the next phase of the 

contract, limiting the potential for human error by eliminating the human element. The 

implementation of blockchain within the organisation allows for the tracking and 

evaluation of organisational resources. Through the further support of artificial 

intelligence, it could autonomously create orders for the materials needed by 

organisations reducing the potential for organisational inefficiency and loss due to 

downtime (Fournier, 2021). 
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Blockchain technology in its current form is not yet a matured technology; because of 

this, the implementation of blockchain within organisations is exceptionally costly and 

does not yet scale efficiently (Olsen, et al., 2019). As a result of these high 

implementation costs, this benefit of blockchain structures is presently not available to 

many organisations. The inability to access this benefit is further reinforced due to the 

difficulty associated with integrating blockchain into existing organisational systems 

(Tandon, 2019).  

Table 1: Summary of benefits and limitations of blockchain structures 

Benefits: Limitations: 

1. Enhanced security. 1. Transparency is dependent on the 

intended use of the blockchain. 

2. Decentralised. 2. Limited useability in remote areas. 

3. Consensus is ensured.  3. Implementation is very costly. 

4. Improved transparency.  4. Limited interoperability.  

5. Improved traceability. 5. Does not yet scale efficiently.  

6. Ability to improve supply chains. 10. High energy consumption.  

11. Improved organisational efficiency. 7. Security limitations.  

8. Reduced processing time. 8. The operation of a blockchain 

structure is very complex. 

9. Smart contracts. 9. High potential for processing 

inefficiencies.  

10. Integration with Artificial Intelligence.  10. Integration with existing systems is 

complicated. 

Source: Author’s own construction 

Non-fungible tokens’ most fundamental characteristic is that they lack fungibility. This 

is a beneficial characteristic that is not found in general blockchain structures currently 

used by auditors. The ability to generate a unique “token” that cannot be exchanged 

or replaced by another token provides for the creation of unique “tokens” for each 

asset owned by an entity to represent the ownership of the asset (Regner, et al., 2019). 

This use of non-fungible tokens to present and store ownership information and 

documentation could enable better compliance with the audit assertion of existence 

by automatically creating an audit trail detailing every transaction of which the asset in 
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question has been part. The generation of the non-fungible token linked to the unique 

asset at the point of initial purchase to record the ownership of the asset and its related 

information allows for greater certainty regarding the existence of the asset in 

question.  

This does not eliminate the potential fraudulent creation of fictitious “tokens” to provide 

evidence of fictitious assets. It does, however, increase the difficulty of creating 

fictitious assets. A further area of potential fraud is the intentional destruction or 

manipulation of information contained on title documents. Recording title documents 

on a non-fungible token prevents the subsequent manipulation of the information 

stored on the “token” to alter or destroy ownership documentation permanently. 

Intentional destruction of ownership documentation is not the only potential situation 

in which ownership documents could be destroyed. Accidental destruction or loss of 

ownership documents is an additional risk to the audit process. Non-fungible tokens 

also allow the auditor to plan and perform their audits with the knowledge that they will 

be able to access all the ownership information regardless of any physical document 

losses sustained by the entity under review. 

Creating a non-fungible token on the asset's initial purchase allows for the complete 

recording of the purchase price and all other conditions attached to the asset’s 

purchase. This information will allow the auditor to ensure management comply with 

the valuation assertion of ISA 315 (IAASB, 2019). The token generated for each 

unique asset is not limited to the contents stored on the “token” at the asset’s initial 

purchase. The information stored on the “token” could be updated to reflect the 

changes in the asset’s value, such as depreciation or impairment. This further supports 

the auditor in ensuring compliance by the members of management with the valuation 

assertion. 

The performance of an audit is very costly for businesses but remains a statutory 

requirement for many companies in South Africa. The implementation and use of non-

fungible tokens in the audit process by auditors can reduce the high costs of audits. 

Audits are performed on a risk-based approach, meaning that the greater the risk, the 

more audit procedures will need to be performed to deliver an appropriate audit 

opinion. The creation and use of non-fungible tokens to form the basis on which 

auditors will perform their initial risk assessment procedures has the potential to 
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reduce the assessed risk of the audit resulting in the performance of fewer audit 

procedures which in turn results in the reduction of the costs associated with the audit.  

Presently audits are performed using sampling. The application of a process of 

sampling in an audit leads to only a small portion of transactions and assets being 

inspected and tested. The use of non-fungible tokens will allow for testing a larger 

volume of transactions and assets through automation. Although all non-fungible 

tokens are inherently unique, they all have similar basic structures. This basic 

recurring structure allows for creating audit routines to autonomously test the 

structures for blocks that do not comply with the expected general outcomes. The 

rapid, autonomous testing of transactions allows for the increase in the number of 

tested transactions and allows for the rapid identification of abnormal transactions for 

auditors to investigate more carefully. A further benefit provided by non-fungible 

tokens is the ability to verify the authenticity of an asset. The sale of high-value items 

is often plagued with low-value counterfeits. By creating an NFT upon the sale of an 

asset, the future owner of the asset can contact the verified seller or original distributor 

to verify the authenticity of the item being purchased. This also allows for increased 

governmental intervention in combatting counterfeit item sales (Guarda, 2021). 

There are several benefits to the adoption and use of non-fungible tokens in the 

auditing profession, and there are also several significant barriers to the adoption of 

non-fungible tokens in the South African audit profession. The first notable barrier to 

the general adoption and implementation of non-fungible tokens by the auditing 

profession is the instability of the power supply in South Africa. The generation and 

distribution of electricity are currently controlled by a state-owned monopoly that 

experiences frequent interruptions to electricity supply resulting from loss of 

generation capacity and ageing infrastructure (The Department of Public Enterprises, 

2019). A reliable and constant power supply is essential for the creation and 

functioning of any blockchain structure. Although recent legislative changes have 

allowed for the formation of independent power producers to help alleviate the 

instability of the electricity supply, the future stability of the electrical grid is still not 

certain. 

The next notable barrier is the high costs associated with the initial procurement, 

development and maintenance of the technological infrastructure needed to host and 
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store the audit specific blockchain structure. South Africa presently has only 52 

colocation data centres; this is more than eight times less than the United Kingdom, 

which has 452 colocation data centres (Mlitz, 2021). The creation of data centres costs 

millions in upfront capital for the design process and sourcing of computer hardware. 

The upfront costs are not the only costs associated with the creation of a data centre, 

the regular maintenance, and improvements to the infrastructure present additional 

significant costs. The cost of establishing and maintaining technological infrastructure 

is presently very volatile due to limitations in supply resulting from the disruptions 

caused in supply chains by the Corona Virus. Before these disruptions, the average 

price of computer hardware components was experiencing a gradual decline whilst 

simultaneously experiencing an increase in processing power and capabilities. 

Not all audit clients will make use of these data centres. Some audit clients will want 

to store their data at alternative facilities such as on their premises. This self-storage 

of data may expose the audit client to potential cybercrime due to insufficient data 

protection. Cybercrime was among the top five economic crimes suffered by South 

Africa in 2020 (PWC, 2020). The potential loss of the blockchain structure or significant 

financial losses is a substantial barrier to adopting non-fungible tokens in the audit 

process. A further barrier is the high cost of data transmission in South Africa. Although 

not the highest globally, data costs are high in South Africa (Howdle, 2021). High data 

cost is a significant barrier for auditors to benefit from the use of non-fungible tokens; 

they must be able to retrieve and transmit the tokens and other data from the locations 

in which they are stored to the auditor’s location. These locations are often very far 

apart, resulting in the inability to transfer the data through a wired internal network. 

The cost of data transmission is not dependent on the distance which data must travel 

but rather the size of the data transmitted. The size of information files stored by 

companies that need to be audited is often considerably large, venturing into the 

petabyte storage size for many multinational conglomerates. This would result in 

substantial data fees for the information to be audited. 

The most socially relevant barrier is the potential unethicality underlying the non-

fungible token blockchain structure. This ethics violation is not found in creating the 

non-fungible token itself but instead in the infrastructure underlying its existence. Most 

of the electricity generated in South Africa is currently through the combustion of coal, 

which is not renewable and has a large carbon footprint, causing significant damage 
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to the environment through mining operations and air pollution. Computer components 

consist of several precious metals, one of which is cobalt. Cobalt mining has become 

synonymous with human rights violations and child labour allegations (BBC, 2019). 

It is important to note that these barriers are slowly starting to decay. The cost of 

establishing renewable power generation plants by companies is at its lowest price to 

date in South Africa and is supported by potential income tax deductions depending 

on the type of renewable energy produced (PKF South Africa, 2019). The 

improvements in processing power and the decline of hardware prices further support 

the adoption of non-fungible tokens. The Cybercrimes Act 19 of 2020 could help 

protect vulnerable businesses from the impact of cybercrimes and may help to support 

the adoption of non-fungible tokens by businesses in South Africa. 

Regulatory interventions by the Competitions Commission have resulted in the gradual 

reduction of data prices in South Africa, reducing the impact of this limitation but does 

not yet overcome this limitation. The most significant barrier, the ethics violations, is 

not as easily overcome. It is often very complicated, if not impossible, for consumers 

to trace the raw material used to develop the consumer product back to its source. In 

these situations, consumers are forced to believe what they are told by large corporate 

suppliers, who have in the past been exposed as parties to unethical practices, 

resulting in this being a barrier that may not be easily overcome soon. 

Table 2: Benefits and limitations of non-fungible tokens to the auditing 

profession in South Africa 

Benefits: Limitations: 

1. Lack fungibility. 1. Unstable power supply. 

2. Limits the creation of fictitious assets.  2. High initial costs. 

3. Reduction in audit fees. 3. High maintenance costs. 

4. Autonomous testing. 4. High susceptibility to cybercrime. 

5. Identification of areas that require 

more audit attention. 

5. High data costs. 

6. Ability to quickly verify the 

authenticity of items. 

6. Ethical violations. 

Source: Author’s own construction 

http://www.corporatereporting/


AJCGR Issue 3, Vol 1  Print: ISSN: 2734-2611|Online: ISSN: 2734-262X 
www.corporatereportingjournals.com 

140 
African Journal of Corporate Governance Research Special Students Issue 

5. SUMMARY, CONCLUSION, AND RECOMMENDATIONS 

The Fourth Industrial Revolution is forcing the auditing profession to evolve at a rate 

far greater than the rate of its organic evolution. This accelerated evolution results in 

the investigation and adoption of technologies not explicitly developed for the auditing 

profession. Blockchain structures have five advantageous fundamental 

characteristics. These characteristics are enhanced security, greater transparency, 

instant traceability, increased efficiency and speed, and the potential for automation. 

Individually each of these characteristics can benefit the auditing profession; however, 

when all these characteristics are available to the auditing profession, blockchain can 

reform the profession fundamentally. This potential is overshadowed by the current 

limitations of an unmatured technology. These limitations include, amongst others, the 

need to balance access to information with the right to privacy, lack of interoperability 

and integration with existing systems, extreme complexity, and high adoption and 

operational costs associated with general blockchain structures. 

The specific blockchain structure of non-fungible tokens provides the auditing 

profession with a solution to many of the limitations presented by the adoption of non-

specific blockchain structures. The most notable benefit found in non-fungible tokens 

is their lack of fungibility. The ability to create unique tokens linked to assets enables 

auditors to limit the potential for fraud and to identify potentially fraudulent transactions. 

Non-fungible tokens do not eliminate the potential for fraud in an organisation. They 

merely decrease the organisation’s susceptibility to fraud due to the increased difficulty 

in processing and greater ability to monitor transactions. Non-fungible tokens also 

provide auditors with a more detailed audit trail than that created using non-specific 

blockchain structures.  

Although non-fungible tokens provide additional benefits not found in non-specific 

blockchain structures, they are also subject to significant limitations that prevent their 

adoption in South Africa. The adoption of non-fungible tokens is impracticable because 

of infrastructure limitations and a cost barrier. The infrastructure limitations are 

characterised by an unstable electricity supply, few existing data centres within the 

geographical borders of South Africa and limited access to high-speed data 

transmission networks. The cost barrier is characterised by high data transmission 

costs and the high cost of developing technological infrastructure. Recent legislative 
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and monetary policy changes seek to address these barriers and are designed to 

minimise their impact or eliminate them. The benefits of non-fungible tokens are not 

realisable due to the significance of the barriers preventing their implementation; 

however, the need for the auditing profession to evolve to maintain pace with the 

Fourth Industrial Revolution remains very relevant. 

The most beneficial solution for the auditing profession is to take the valuable 

characteristics of both non-fungible tokens and other blockchain structures to create 

an optimally designed structure to meet the needs and demands of the members of 

the auditing profession. This new structure should allow for an effortless integration 

with the large variety of accounting systems found in the market at little to no cost of 

implementation. The structure should be developed with a global mentality and should 

not be limited by geographical boundaries. The development of this new structure 

should be done considering the reduction or elimination of the current barriers 

preventing the adoption of blockchain structures. The creation of this audit specific 

blockchain structure is essential in ensuring that the members of the profession can 

keep pace with the digitalisation and resulting changes stemming from the Fourth 

Industrial Revolution and various other market changes. 
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Abstract 

This study was undertaken to determine the effects that blockchain technology will 

have on the auditing profession, it placed a focus on how the auditing process will be 

affected through the adoption of the blockchain technology. Quantitative data was 

collected through semi-structured interviews with lecturers who are or have been in 

the audit space for several years. Results revealed that the sample of lecturers and 

other sources used to gather data all indicate that the auditing profession will be 

affected, there are various advantages and disadvantages to the application of 

blockchain technology in auditing, but the disadvantages appear to be outweighed by 

the advantages. The data suggest that blockchain technology will allow for a higher 

level of assurance to be obtained in the audit process as well as allow for a more 

efficient and affective audit that will have a more control focused approach. 

Key Words: Auditing Profession, Blockchain Technology 

1. INTRODUCTION 

A blockchain is a digital ledger of transactions that is decentralized and distributed to 

all network nodes on the blockchain, a node refers to the endpoint of the blockchain, 

i.e., a computer of every person or entity that is involved in the blockchain. A 

blockchain is capable of recording both financial and non-financial information and is 

immutable and thus guarantees the validity of the recorded transactions. Simply 

explained a blockchain is a sequence of blocks, recorded in order of occurrence, with 

each block representing a transaction. A blockchain requires consensus from most 

people involved in the blockchain for a transaction to take place between participants 

in the network, a blockchain will thus allow for the elimination of intermediate parties 

such as banks and lawyers thus reducing the cost and speeding up the time taken to 

complete the transaction (Gervais, 2018). Companies are currently adopting 
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blockchain technologies into their activities, the interoperability of the technology and 

the extent of its use are still being tested by each of the companies that are using it, 

this is to determine their ideal use of the technology. The technology is still in its infant 

stages, so companies must ensure their application of the technology is done after it 

has been properly researched and understood for maximum benefit to be obtained 

from its use. 

Blockchain allows for the use of certain cryptocurrencies such as bitcoin, it is important 

to note the distinction, that bitcoin is the application and blockchain is the software 

which allows the use of the application, companies are slowly adopting the acceptance 

of payment in the form of cryptocurrencies with the most recent large company being 

Tesla, the payment system did not however last long as it was stopped a few weeks 

after it was started, CEO, Elon Musk, says, “Tesla will resume accepting bitcoin 

payments for its cars once miners of cryptocurrency can show they are using roughly 

50% clean energy”, (Cooban, 2021). This represents only one instance in which 

companies are beginning to recognise cryptocurrencies as a payment source.  

When a participant wishes to transact on the blockchain he must inform all other 

members of the blockchain, he thus verifies a block, the block is not added to the 

blockchain at this point, at this time the block is provided with a unique identification 

code called a hash. Before the block is added it must be validated by miners who solve 

several mathematical codes relevant to the transaction, this is also known as proof of 

work. Once the proof of work is completed, a consensus must be reached between 

the members of the blockchain before the block is added, once the block is added it 

cannot be removed. As seen from the above, the blocks are added on in the order in 

which they occur, transactions will thus always be recorded in the order in which they 

took place.  

The diagram below is an illustrative explanation of how a blockchain functions, it is a 

visual representation of the principles already discussed about blockchain technology.  
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Source: https://mlsdev.com/blog/156-how-to-build-your-own-blockchain-architecture 

Figure 1: Blockchain-Architecture 

Lastly, the operating of a blockchain can allow for all transactions to be viewed by the 

public, it could also only allow a select few, such as members of the blockchain, to 

view transactions or it could be a mixture of the two where certain transactions can 

only be seen by a select few and the rest can be seen by the public (Sarmah, 2018). 

Blockchain has been critically discussed upto this point, and focus will now be placed 

on that of auditing, a link will thereafter be discussed between the two topics to 

understand the effects that blockchain will have on the auditing profession. “An audit 

is an unbiased examination and evaluation of financial statements of an organization”, 

(Tuovila, 2020). Simply defined an audit is a financial inspection of a company and its 

accounts. Audits are performed to determine whether the financial statements of a 

company faithfully represent what it purports to represent.  

An independent individual or entity, the auditor, will be hired by a company to provide 

an expert opinion on whether the financial statements are free from material error and 

faithfully represent what it purports to represent. The auditor will conduct the audit by 

collecting evidence relevant to the company and all its assets and transactions, once 

the auditor collects a sufficient and appropriate amount of evidence, he will perform 

certain procedures to ensure that all assertions relevant to the audit are met.  

Assertions are used as a guideline for the auditor in performing the audit. Assertions 

are representations made by management regarding the state of the company’s 

financial statements. Assertions are broken into three broad categories for audit 
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purposes, namely, assertions about classes of transactions and events for the 

reporting period under audit, assertions about account balances at year end and lastly 

assertions about presentation and disclosure.  

These categories are individually broken down to reflect the actual assertions relating 

to each category, these assertions, to name a few, are occurrence, existence, 

completeness, cut-off, classification, and rights and obligations. By making use of 

these assertions, auditors are guided throughout the audit by knowing what to look for 

and how to test for what they need. “Management representations are the cornerstone 

of financial statement audit”, (Archambeault, 2007).  

The data suggests that assertions are an integral part to any audit, it allows the auditor 

to determine what type of evidence needs to be collected and to what extent, it also 

acts as a guide for the auditor in determining what type of tests are needed. It is after 

the auditor is satisfied that sufficient audit evidence has been obtained and enough 

tests have been performed, relevant to the assertions, that he will express an opinion, 

his opinion will either be an unqualified opinion, a qualified opinion, or a disclaimer of 

opinion, ranging from good to bad respectively. An audit report is provided with the 

audit opinion so that users of the audit report may gain insight to the reasoning of the 

opinion and gain a deeper understanding of the audit procedures performed as well 

as the affairs of the company. Having described the audit process, it can be stated 

with certainty that blockchain technology will affect said process, the extent of it affects 

are however unknown.  

Much research has been done on blockchain technology over the past three decades, 

the idea of a blockchain first came about in 1991 by Stuart Haber and W. Scott 

Stornetta and has since been the focus of many studies. In 2008 the first blockchain 

was created for the use of the cryptocurrency bitcoin, it was created by the same 

anonymous creator/creators of bitcoin who used the alias Satoshi Nakomoto (Hays, 

2018). This allowed for many new studies to be conducted on both the principle of 

blockchain as well as the technology that is used. It remains unclear the full effects 

that blockchain technology will have on the social, legal, and fiscal world. Research 

and studies have been, and are still, being conducted however this type of technology 

is unprecedented and there are no guaranteed outcomes that can be said to occur. 

Use of the technology for things such as payment methods using bitcoin has been 
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slowed down due to government regulations, there are however too many benefits 

provided by the technology for it to be ignored, it is thus only a matter of time before 

its effects start to become prevalent in all aspects of life, especially those relating to 

business. 

The purpose of this study is to determine the effects that blockchain technology will 

have on the auditing profession. Certain assertions may no longer be needed, for 

instance, the assertion relating to occurrence may no longer need to be tested given 

that all blocks on the blockchain represent a transaction that has occurred. As the 

study progress the data collected will be used to determine such effects, subject to the 

limitations found at the end of the study.  

2. REVIEW OF LITERATURE 

Yaga, Mell, Roby and Scarfone (2018) conducted a study in which they provided a 

high-level overview of what a blockchain is, they described it as a tamper resistant 

digital ledger without any central authority and thereafter stated that no transaction 

can be changed once it is added as a block to the blockchain. The study mentioned 

provides a broad base of information on blockchain technology and allows users to 

understand what a blockchain is and how it functions at a conceptual level. The study 

is not technically based and will therefore not enable users to gain a sufficient 

understanding of the technical elements of the technology. The authors mentioned 

above further discuss the uses of blockchain with a specific focus on cryptocurrency, 

cryptocurrency is explained as an electronic cash that is protected by cryptographic 

mechanisms. They thereafter looked at how businesses can use the blockchain 

technology and how it will affect them if so used. The study is very detailed in all 

aspects and provides a comprehensive understanding of all elements mentioned 

above.  

Lu, Wiu and Xu (2018) studied the opportunities and challenges that the auditing 

profession will face due to permissioned and permissionless blockchains. 

Permissioned blockchains requires permission to be granted by the admin of the 

blockchain for a participant to join it, it also only allows for certain participants to 

perform certain actions. A permissionless blockchain require no such permission to 

join the network or interact thereon, this would be the type of blockchains used for the 

cryptocurrencies discussed above. 
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The authors mentioned in the above paragraph found several opportunities and 

challenges for auditing on both types of blockchains. As per their study, these 

opportunities and challenges provide a summary of some of the effects that blockchain 

will have on the auditing profession, some of these opportunities and challenges can 

be found in the table below: 

Table 1: Opportunities and Challenges  

 Opportunities Challenges 

Permissionless Transaction records can be 

examined on the Blockchain 

Erroneous transactions will 

not be able to be reversed  

Permissioned Act as an administrator to 

different blockchains  

If a client loses their private 

key, then retrieval of data 

will become an issue 

Source: Liu, Wu, and Xu, (2018)  

(All challenges are applicable to both permissioned and permissionless blockchains 

and are not confined to either type of blockchain) 

Dai and Vasarhelyi (2021) conducted a study to determine how blockchain could be 

integrated with accounting and assurance. In their study they mentioned that the 

application of blockchain to accounting and auditing remained under explored despite 

the technology’s advancements in other fields such as banking and insurance. The 

results were then discussed, they discussed how blockchain could potentially enable 

a real-time, verifiable, and transparent accounting ecosystem as well as transform 

current auditing practices to result in more efficient and automated assurance 

systems.  

Many studies have been conducted on blockchain and how it functions, these studies 

focused on the workings of a blockchain and its integration into everyday uses, such 

as a payment base in the use of cryptocurrencies. Several studies looked at how 

blockchain will be handled by governments and several others focused on how 

businesses can make use of such technology in their respective industries. An 

insignificant number of studies were conducted with the specific view of what effects 

blockchain technology will have on the auditing profession. No studies were found in 

this regard from a South African perspective. This study, in contrast to the studies 

discussed in the above paragraph, will place a focus on the auditing profession and 
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how blockchain technology will affect said profession. Studies like that of Wu, Liu and 

Xu will also be further discussed in relation to the findings of this study. At this point 

the afore mentioned study appears to correlate with the data found in this study. The 

auditing process will be discussed in detail regarding which aspects will change due 

to the blockchain technology. The auditing process will be further discussed in terms 

of its underlying assertions, these assertions are found below along with a brief 

definition of each. 

Table 2: Explanation of Assertions 

Assertion  

Occurrence/Existence This assertion implies that all recorded transactions 

have occurred. 

Completeness This assertion implies that all transactions that have 

occurred are recorded correctly. 

Accuracy This assertion implies that the figures are accurate 

and correct. 

Cut-off This assertion implies that all the transactions for 

the accounting period are correctly recorded in that 

accounting period. 

Classification This assertion implies that all transactions are 

correctly classified as they should be per the 

applicable accounting framework. 

Rights and Obligations This assertion implies that the relevant party has 

rights to the assets indicated in the financial 

statements and that same party has obligations to 

the liabilities in the afore mentioned financial 

statements.  

Source: Authors own Conceptualization 

The data suggests that the audit process will be affected by blockchain technology 

and furthermore that some or all the assertions listed above will be affected. The other 

studies mentioned above did not place focus on the practical side of how it will be 

affected but rather spoke from a theoretical point of view. This study intends to address 

such a matter more directly through engagements with professionals as well as the 
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studying of various books and articles to provide a more complete and practical view 

of the changes that may come into being. 

This study is intended to create value through an initial discussion of a topic that is 

under explored, (i.e., the effects that blockchain technology will have on the auditing 

profession), as well as have it presented from a South African perspective. Value is 

further created through the collection of data as data will not only be collected by 

means of studying books and journals but also through engagement with professionals 

in the industry. This mode of data collection will ensure the results of this study are 

relevant and that a more wholistic view is provided on how the auditing profession will 

be affected. 

3. METHODOLOGY 

This study was conducted to investigate the effects that blockchain technology will 

have on the auditing profession. The data collected for purposes of this study was 

through the studying of various other studies that had a focus on blockchain 

technology or auditing, as well as through interviews with a select number of lecturers, 

(six lecturers were interviewed), who are all qualified in the field of accounting, some 

of these professionals’ lecture and are involved in the field of auditing whilst others 

have studied it and practiced it before becoming lecturers. The population used is thus 

purely lecturers with only senior lecturers forming the sample, the sample was selected 

through the convenient sampling method. The data collected can thus be regarded as 

relevant and reliable due to the qualifications and experience of the professionals who 

make up the sample. 

The group of lecturers were invited to be interviewed for purposes of this study, the 

interviews were conducted on an individual basis to enhance the relevance of the data 

as there would be no fear of disagreements or conflict in stating what they truly 

believed, a conflict or disagreement could have become prominent in a group interview 

if two or more of the lecturers disagreed on any point (Bauer & Gaskell, 2000). An 

array of the same questions was asked to each lecturer and their answers were 

recorded, the appendix containing these questions can be found in table 3 below, 

thereafter a minimal discussion ensued with each lecturer to better understand their 

answers. 
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Interviews were the preferred choice of engagement over that of questionnaires as it 

provided a more beneficial platform as will be discussed hereafter. Questionnaires 

were found to be very rigid in structure and would not have allowed for the lecturers to 

provide an in-depth discussion on the reasons behind their answers, the 

questionnaires would limit the data obtainable to only the answers to that of the 

questionnaire. Interviews allowed for the predetermined questions to be answered as 

the questionnaires would but provided the added benefit of free discussion which 

allowed for follow up and unstructured questions to be asked in order to better grasp 

the understanding behind the each lecturers answers, the only disadvantage of the 

interview process was that some of the population may choose to not participate, this 

was however a disadvantage that was overcome easily due to the helpful nature of 

the lecturers involved (Alshenqeeti, 2014). 

The studies that were used to gather information can be found in the citation list below, 

these studies were first looked at for relevance through an inspection of the abstract 

and thereafter studied in detail if found to have relevance to this study. Certain 

limitations came into being as the collection of data occurred.  

The limitations encountered in the collection of data was that the population of 

professionals was small due to the time in which the study had to be completed, 

another limitation was that the population of professionals consisted of lecturers only 

and did not include a variety of professionals in the business world such as IT 

professionals or CEO’s, this was also due to the timeframe however this was mitigated 

by the fact that the lecturers do not all lecture the same subject and thus a certain 

amount of diversity was still brought in therefore ensuring an objective conclusion. 

Table 3: Structured questions asked in each interview  

1) How long have you been in the audit space? 

2) Are you aware of emerging 4IR Technologies? 

3) Which of the emerging 4IR Technologies are you aware of? 

4) What is your understanding of Blockchain Technologies? 

5) Which aspect of auditing do you think is likely to be impacted by Blockchain 

Technologies? 

Source: Authors own Conceptualization  
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4. RESULTS AND DISCUSSION 

This section represents the results to the thoughts of the lecturers in relation to the 

questions posed above, an in-depth analysis of the data was not performed to avoid 

spurious results as the raw data collected represents opinions of the sample and are 

thus subjective. The sample consisted of lecturers who had been in the audit space 

for a range of three to 20 years, those that were not in the audit space for periods of 

more than three years continued their careers in fields such as taxation, financial 

management and accounting.  

Table 4: Answers of the interviews 

Questions listed 

per the order in 

table 3 

A total of 6 lecturers were interviewed 

1) Lecturers were in the audit space for a range of 3 to 20 

years. 

2) 100% of the sample were aware of 4IR technologies. 

3) 100% of the sample stated that they were aware of 

blockchain. 

67% said they were also aware of artificial intelligence. 

100% said they were aware of robotics. 

4) 100% of the sample confirmed that they have a theoretical 

understanding of what blockchain is and considered it to be a 

digital ledger. 

33% they indicated that they were aware that it was 

incorruptible. 

5) 67% believe that the entire audit process will be affected 

beginning with pre-engagement activities. 

33% believe that the execution of the audit will be affected 

and that there will be an increase on the reliance of controls 

thus making the audit approach more focused on test of 

controls. 

Source: Field survey, (2021) 
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In further conversation with the lecturers, they mentioned that there would be several 

disadvantages if the technology was brought into the audit space, one of the lecturers 

said that even though the transaction that has occurred will be complete and accurate, 

it will be difficult or near impossible to test the process of how the transaction came to 

be a part of the blockchain as the miners who solved the mathematical problems are 

anonymous and it would thus be impossible to test their documentation. Another 

concern raised was that transactions that were, or consisted of, an error would not be 

able to be reversed. These findings are in line with that of the disadvantages that were 

found in similar studies (Lu, Wiu & Xu, 2018). 

Lecturers all mentioned that the integration of blockchain technologies into the audit 

space will result in a more efficient and effective audit as there will be a decreased 

need for substantive procedures and an increase in the reliance on the internal control 

environment. They also believe that the level of assurance provided by an audit will 

increase. This is also in line with the findings of Dai and Vasarhelyi as they believe the 

automation that blockchain technology will bring into accounting will result in a more 

automated audit process (Dai &Vasarhelyi, 2021). The data suggests that blockchain 

technology will undoubtedly influence the auditing profession. There will be several 

advantages and disadvantages to the adoption of blockchain technology into the 

auditing profession, the disadvantages are however outweighed by the advantages 

such as that of the increased level of assurance and efficiency that the audit will 

provide. Blockchain technology is still believed to be in its infancy stages and thus a 

lot of unknown variables are present, disadvantages may be mitigated or completely 

ruled out as the technology further advances, at this time it is impossible to determine 

how the technology will change and a limitation is therefore created as this study was 

performed under the present and determinable conditions of the future.  

5. SUMMARY AND CONCLUSION 

This study was aimed at determining the effects that blockchain technology will have 

on the auditing profession. All findings of this study indicate that blockchain technology 

will have a direct impact on said profession, the data suggests that the impact will be 

mainly positive and that it will create more opportunities than threats. The main 

implications that blockchain technology will have been that there will be an increase in 

the level of assurance provided by the audit as well as increase the efficiency with 
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which the audit is performed. It was also established that the audit process will move 

to a more control-based approach as there will not be a need for many substantive 

procedures due to the inherent accuracy that is part of the blockchain technology. 

Numerous assertions will also no longer be needed such as completeness, accuracy, 

and occurrence to name a few, this is again due to the nature of blockchain technology 

and the process that occurs before a transaction is added to the blockchain. 

Blockchain technology has the potential to change all aspects of life, this study placed 

a focus on how it will impact the auditing profession specifically and the data suggests 

that it is not a threat to the profession or process but rather an asset that will offer a 

lot of value to auditors in the performance of an audit, disadvantages are currently 

prevalent but may be avoidable once the technology matures and is further advanced.  
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Abstract 

 Due to the Fourth Industrial Revolution (hereafter will be referred to as 4IR) many jobs 

and professions that currently exist will eventually become redundant and irrelevant 

due to the components of the 4IR. The components of the 4IR will impact many 

professions, the accounting profession being one of them. Thus, how will these 

components impact the accounting profession and what will the implications be for the 

role of a Charted Accountant (hereafter will be referred to as CA). Will CAs become 

irrelevant and what measures are in place to ensure that the accounting profession 

and CAs always remain relevant. The study sought to evaluate the impact that the 4IR 

will have on the accounting profession. In addition, to evaluate how the traditional role 

of a CA will be transformed due to the different components of the 4IR. Furthermore, 

to identify the competencies that will be required for South African Charted 

Accountants (hereafter will be referred to as CAs (SA)) to remain relevant within the 

4IR and whether those exact competencies are covered within the CA2025 strategy 

and the Continuous Professional Development policy (hereafter will be referred to as 

the CPD policy). A structured literature study will be performed to evaluate the impact 

that the 4IR will have on the Accounting Profession. The main components of the 4IR 

will be discussed as well as each of their individual impact on the Accounting 

Profession. From this discussion the transformation of the traditional role of a CA will 

be identified. This transformation will further identify the skills and competencies 

required, that CAs will need to consider avoiding potential exposures of becoming 

irrelevant within the 4IR. From these identified skills and competencies an analysis will 

be performed by comparing the identified skills and competencies required, to the 

CA2025 strategy to evaluate if any gaps exist and whether the CA2025 strategy and 

the CPD policy are sufficient to avoid CAs (SA) from becoming irrelevant. The CA2025 

strategy and the CPD policy do cover the necessary skills and competencies to 

prevent CAs (SA) from becoming irrelevant within the 4IR. No gaps exist within the 
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CA2025 strategy and CPD policy. Previous studies have explained how the impact of 

the 4IR will change the traditional role of a CA and what skills and competencies will 

be required for this new role. However, it remains unclear whether the South African 

Institute of Charted Accountants (hereafter will be referred to as SAICA) CA2025 

strategy and CPD policy are sufficient to ensure that CAs (SA) demonstrate the skills 

and competencies required to fulfil this new role within the 4IR. The analysis performed 

provides confirmation that the SAICA CA2025 strategy and CPD policy are sufficient 

to ensure that CAs (SA) do obtain the necessary skills and competencies to remain 

relevant within the 4IR. The main contribution of this study is to evaluate the impact 

that the 4IR will have on the accounting profession and confirm that the frameworks 

that SAICA have in place, ensure that the accounting profession in a South African 

context will remain relevant. Regardless of the impact that the 4IR will have on the 

accounting profession.  

  

Key words: 4IR, CA, CA(SA), skills and competencies, CA2025, CPD policy, Artificial 

intelligence, blockchain technology, big data, robotics, traditional role, potential 

exposure, SAICA  

 

1. INTRODUCTION  

As the 4IR becomes more and more prevalent within the society we find ourselves in, 

many professions have come to question what the implications of the 4IR will be and 

how this will impact their respective professions. Specifically, within the accounting 

profession there are many controversial views about whether CAs will be replaced by 

the different components of the 4IR.Due to the continued progress made within 

technology and the components of the 4IR daily, there is no doubt that the way in 

which the accounting profession conducts itself will change. Thus, the current skills 

that CAs possess may not be relevant in the future when the different components of 

the 4IR have been partially and or fully implemented within the accounting profession. 

Thus, for CAs to ensure that they do not become irrelevant and obsolete in future, it is 

of the utmost importance that CAs obtain an in-depth knowledge of the different 

components of the 4IR. As this will provide a full understanding of the future skills and 

competencies that will be required within the accounting profession in a 4IR 

environment.  
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SAICA has considered the impact that the 4IR will have on the accounting profession 

in a South African context and have for this reason developed the CA2025 strategy. 

This strategy will ensure that the CAs (SA) of tomorrow are equipped with the 

necessary skills and competencies to remain relevant within the future 4IR 

environment (SAICA, 2020). The CA2025 strategy sets out the competencies that an 

entry level CA(SA) should demonstrate at the end of the pre-qualification process (i.e., 

after the completion of academic education, training articles and the two professional 

assessments). Therefore, the academic and training programme will be adjusted to 

achieve these competencies. This strategy aims to assist prospective CAs (SA) to 

prepare for their roles as they evolve and or change in the future, by ensuring they 

develop the necessary competencies required for them to remain relevant (SAICA, 

2020). 

Furthermore, the development of the CA2025 competency framework was undertaken 

through a four-year long project which included extensive research lead by Professor 

Karin Barac, from the Faculty of Economic and Management Sciences at the 

University of Pretoria. The main aim of this project was to represent and identify the 

professional competencies for the future roles that CAs (SA) will potentially hold. The 

year 2025 represents a point in the future and not a fixed point in time, since the world 

evolves continuously, which means that the accounting profession will also need to 

continuously evolve to remain relevant (SAICA, 2020). Therefore, this framework 

needs to be revised on an ongoing basis to ensure that the accounting profession 

evolves simultaneously with the business environment specifically within the 4IR.  

Although, the CA2025 strategy ensures that the entry level CA(SA) enters the world 

of practice with the necessary skills and competencies, how will SAICA ensure that 

going forward that these new CAs (SA) maintain and retain the continuously changing 

competencies of the future. Thus, to ensure that the CA2025 strategy is successful, 

the CPD policy of SAICA will also need to be evaluated to obtain a wholistic evaluation 

from an entry level perspective to a continuous CA(SA) career perspective. This 

wholistic evaluation will ensure that the role of a CA(SA) will not only be considered 

when entering the accounting profession, but the whole lifespan of the career of a 

CA(SA). In addition, this evaluation will identify if SAICA’s CA2025 strategy along with 

their CPD policy are sufficient, to ensure that CAs (SA) do not become irrelevant within 

the 4IR. 
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The main objective of this research study is to discuss and evaluate how the different 

components of the 4IR which includes: artificial intelligence (hereafter referred to as 

AI), big data, blockchain technology and robotics will impact the accounting profession. 

In addition, to evaluate how the traditional role of a CA will be transformed by these 

components and to identify the future skills and competencies that will be required for 

the new role that CAs will hold. Furthermore, these future skills and competencies 

identified will be compared to the competencies that the CA2025 strategy and the CPD 

policy aim to achieve. This analysis will identify as to whether there are any gaps that 

may exist within the CA2025 strategy and the CPD policy and whether they are 

sufficient or not. 

 

2. LITERATURE REVIEW  

 

2.1. The Impact of the components of the 4IR on the Accounting Profession 

 

2.1.1. Artificial Intelligence 

 

Many studies provide controversial views of the impact that Artificial Intelligence 

(hereafter will be referred to as AI) will have on the various jobs of the present. One 

view identified by the CPA (Goh et al., 2019, pp.1–64), is that AI will replace jobs that 

have a repetitive nature and are easy to perform. This will eventually lead to these 

jobs becoming redundant in the future, as it is believed that AI will provide more 

efficient and effective results than humans. This view translates into the accounting 

profession where it is believed that AI will replace the traditional role of a CA.  

This view is shared by Mandi Olivier (SAICA, 2018:2) (senior executive for 

professional development at SAICA) who stated that many of the functions that are 

currently performed by CAs, could soon be performed by sophisticated technology 

(i.e., the components of the 4IR). In addition, it was further emphasized that it is not a 

question of “if” this is going to happen but rather “when” this is going to happen 

(SAICA,2018:2). Another view as identified by the CPA is that this statement that “AI 

will replace CAs in the future” to be somewhat of an exaggeration because the only 

piece of human intelligence that AI currently has is the ability of prediction (Goh et al., 

http://www.corporatereporting/


AJCGR Issue 3, Vol 1  Print: ISSN: 2734-2611|Online: ISSN: 2734-262X 
www.corporatereportingjournals.com 

164 
African Journal of Corporate Governance Research Special Students Issue 

2019:2). It has been said that AI currently is still within its infancy stage and has not 

yet reached the level of replacing human intelligence completely. However, with the 

continued developments made within the AI field this could very well be a possibility 

in the future (Goh et al., 2019:2). 

From this study, AI is a term that describes machines that can replicate human 

cognitive functions like learning and problem solving which operate intelligently and 

independently from human intervention (Goh et al., 2019:2).  The main driver of AI is 

its subfield of machine learning (hereafter referred to as ML) which enables computers 

to use techniques to recognize patterns and to make predictions, which has been 

found to be very useful in the decision-making process (Goh et al., 2019:2). Thus, it 

can be said that AI and ML systems do have the current ability to replace current jobs 

of a repetitive nature.  

A study was conducted by the University of Oxford in 2013 (Goh et al., 2019:4).  This 

study revealed that the accounting profession is one of the professions that is most at 

risk of being replaced by AI because of the heavy task-based duties that CAs perform 

(Goh et al., 2019:4). It is probable that AI and ML systems will take over an increasing 

number of tasks of a CA. This is since these systems are faster and more efficient 

than CAs in terms of mundane tasks (Goh et al., 2019:4). Thus, the question is raised 

where this leaves the accounting profession and more specifically what this means for 

the future of CAs. The implementation of AI can be seen as a threat to the profession, 

but it can also be seen as an opportunity. The implementation of AI provides CAs the 

opportunity to create more value within their organizations and within the accounting 

profession. 

The implementation of AI will allow the more manual and rather boring tasks (i.e., 

admin tasks, analyzing data) to be performed by AI automation systems. This will 

provide CAs the opportunity to spend more time on the more high-level tasks such as 

applying professional judgement and problem solving. AI systems do not yet can 

perform these high-level tasks. Thus, AI has and is continuing to transform the 

traditional role of a CA from analyzing data and information, to an advisory role 

explaining why and interpreting the predictions made by AI systems (Goh et al., 

2019:4). From this it is clear to see, that AI is a component of the 4IR that is driving 

the transformation of the traditional role of a CA. 
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2.2. Big data  

Big data is another component of the 4IR that is of vital importance to the effective 

operation of AI systems. Without big data there would not be a quality data set that AI 

systems could use to identify patterns to make predictions. Big data can be defined as 

being software that can analyse, process and extract information from large complex 

data sets that previous traditional software could not achieve (Kiran, 2020). Due to the 

increased online presence resulting from increased technological advancements, the 

volume of data continues to increase in size.  

Therefore, making big data essential for businesses to be able to adapt and to keep 

up with the change in business, due to the implications of the 4IR.  Due to the close 

correlation between AI and big data, big data will impact the accounting profession in 

a similar manner as AI. According to the ACCA, big data will take over the role of 

analysis, transforming the role of a CA from analysing to interpretation including a 

strategic perspective (ACCA, 2013:25).  

 

CAs and finance professionals could make use of big data and AI to enhance the 

finance function by obtaining more insight into the information provided by these 

systems and use these insights to make better strategic decisions (ACCA, 2013:25). 

This new role will require CAs to up-skill their analytical skills to remain relevant with 

the implementation of big data and AI systems.  

2.3. Blockchain Technology 

An article published by Deloitte defined blockchain technology as being: “a digital 

ledger created to capture transactions conducted among parties in a network” 

(Deloitte, 2021:2). In addition, every entry in the blockchain represents a transaction 

that represents an exchange in value between participants which is unchangeable 

(Deloitte, 2021:3). Thus, it is clear to see that blockchain technology provides a vehicle 

for a new and different way in which transactions will be recorded. According to the 

article written by Deloitte (Deloitte, 2021) they examined the impact that blockchain 

technology would have on the accounting profession. What they found was that 

blockchain technology would have a greater potential impact on the audit and 

assurance side of the accounting profession. In a traditional audit, recorded 

transactions are assessed to ensure they are supported by evidence that is: relevant, 
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objective, reliable, verifiable, and accurate (Deloitte, 2021:3). Since all transactions 

within the blockchain are recorded and represented by a block which cannot be 

changed, makes the transaction more reliable in terms of accepting the transaction as 

being valid.  

 

Thus, blockchain technology may provide sufficient and appropriate audit evidence for 

the assertion of occurrence (Deloitte, 2021:3). Therefore, to perform substantive 

procedures to verify the occurrence of a transaction, may prove to be unnecessary 

with the implementation of blockchain technology. The article further explained that 

even though transactions have occurred within the blockchain, this does not mean that 

all transactions are still: authorized, free from fraud, are legal and are not executed 

between related parties. There is still a possibility that the financial statements may be 

materially misstated which means that a greater emphasis will be placed on assertions 

other than occurrence by the auditor.  

 

Therefore, blockchain technology may change the way in which an audit is conducted. 

However, the objective of an auditor will remain the same which is to provide 

reasonable assurance that the financial statements are free from material 

misstatements whether due to fraud or error. It is clear to see, that blockchain 

technology will impact the accounting profession.  

 

2.4. Robotics 

According to the Oxford dictionary robotics is defined as: “the branch of technology 

that deals with the design, construction, operation and application of robots” (Oxford, 

2021). Robotics has been proved to be very valuable in terms of giving AI and ML 

systems the capability of movement. According to Robert Half (Half, 2019) robotics 

will enhance the duties of CAs by allowing them to take on a more strategic role within 

the accounting profession. This is the same impact that AI and big data had on the 

Accounting Profession.  

 

From the literature review presented above it is clear to see that the components of 

the 4IR are currently and will continue to impact the accounting profession, more 

specifically the traditional role of a CA. The literature mentioned above all agreed that 
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the traditional role of a CA will change to a more advisory and strategic role now and 

will continue. This is mainly since the components of the 4IR will take over the more 

mundane tasks and duties that CAs in the past would have performed. Thus, this 

allows CAs the opportunity to take on a more high-level role and provide new insights 

and value within the profession. This is possible due to more time being available to 

CAs to perform more high-level tasks, as the mundane tasks will be taken over by the 

components of the 4IR.  

 

3. SKILLS NEEDED BY CAS TO REMAIN RELEVANT WITHIN THE 4IR 

 

Since the traditional role of a CA has been transformed by the different components 

of the 4IR that were discussed above, CAs will need to take the necessary actions to 

ensure they have the necessary skills and competencies to remain relevant. Deloitte 

published an article (Deloitte, 2018:16) that emphasized the fact that CAs need to 

ensure that they understand the components of the 4IR, to fully understand how their 

role will change and how they can remain relevant. According to this article the future 

skills needed by a CA include the following: adaptability, workforce readiness, soft 

skills (i.e., communication skills), entrepreneurship, high-level analytical skills, 

professional skepticism, high-level problem-solving skills and most importantly the skill 

of lifelong learning.  

 

The World Economic Forum and Singularity University also agreed that CAs will 

require certain skills within the 4IR which include emotional intelligence, complex 

problem-solving skills, critical thinking, and people skills which will be of vital 

importance within the Accounting Profession (Roberta, 2020/2021). 

4. SIGNIFICANCE OF THIS RESEARCH STUDY 

There is a lot of literature explaining the impact of the 4IR on the accounting profession 

and how the traditional role of a CA is going to change. There are also many articles 

available explaining what the CA2025 strategy and the CPD policy are and what they 

aim to achieve. However, there is not much literature that evaluates as to whether this 

framework and policy are sufficient to ensure that CAs (SA) remain relevant within the 

4IR.  
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Thus, this could be a potential gap within literature in terms of the impact of the 4IR on 

the accounting profession within South Africa. The purpose of this research is to 

evaluate if the SAICA CA2025 strategy and the SAICA CPD policy represent the 

impact of the 4IR and that it provides CAs (SA) with the necessary skills and 

competencies as identified within the literature review for a CA in general. Therefore, 

this research study will add value in evaluating the strategy for preparing CAs (SA) to 

remain relevant in the 4IR, and whether this process is sufficient.  

 

5. METHODOLOGY  

 

The objective of this study is to evaluate if the SAICA CA2025 strategy and the SAICA 

CPD policy are sufficient to provide CAs (SA) with the necessary skills and 

competencies required in a 4IR environment. To achieve this objective, this report 

used a qualitative approach. A qualitative approach consists of theses 5 general steps: 

prepare and organize data, review, and explore the data, developing a data coding 

system, assign codes to the data and identify recurring themes (Bhandari, 2020).  

 

A content analysis is a tool that is often used by researchers to determine the presence 

of certain concepts or words within a given set of qualitative data (i.e., Text) (Columbia, 

2021). Researchers can use this tool to perform a content analysis on two sets of 

qualitative data and compare these two sets to obtain meaningful results. In this study, 

a content analysis (comparison) was used to compare the necessary skills and 

competencies required in the 4IR as identified within the literature review, with the 

skills and competencies set out in the SAICA CA2025 strategy and the CPD policy. 

This analysis identified if any gaps existed within the CA2025 strategy and the CPD 

policy.  

 

This research is aimed to determine whether the SAICA CA2025 strategy and CPD 

policy are sufficient to ensure, that CAs (SA) remain relevant in a continuously 

changing world mainly due to the 4IR. The steps followed to perform the content 

analysis in this report included: identifying the skills and competencies from the 

literature review in this report, then identifying the skills and competencies within the 

SAICA CA2025 strategy and CPD policy and then to compare the two to evaluate if 
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the SAICA CA2025 strategy and CPD policy did in fact cover the required skills and 

competencies to ensure that CAs (SA) remain relevant in the 4IR. 

6. FINDINGS 

Table 1: showing the skills and competencies identified from the literature 

review vs SAICA CA2025 strategy and CPD policy’s skills and competencies that 

they strive to achieve. 

SAICA CA2025 & CPD policy 

skills and competencies  

Skills and 

competencies 

identified from literature 

Whether skills and 

competencies from 

literature review are 

covered by SAICA CA 

2025 & CPD policy 

(comparison) 

 Digital disruption 

 Ethics and citizenship 

Adaptability  

Workforce readiness  

 

 

 Integrated thinking 

 Historical looking vs 

forward looking  

 Balance and integration 

between technical and 

non-technical 

competencies 

Soft skills   

Entrepreneurship  

Analytical skills   

 

Professional 

skepticism  

 

Problem solving skills   

 Life-long learning Life-long learning   

 Value creation in a 

business context  

Value creation from 

more advisory and 

strategic role 

 

Source: Authors own illustration 
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Due to the competencies of SAICA being worded slightly differently and containing a 

greater scope of application, the SAICA competencies were grouped together. Each 

group was compared to competencies identified from the literature review (which were 

more simplified) that were applicable to each group. 

  

Table A includes the key areas of change from the previous 2013 competency 

framework to the new SAICA CA2025 strategy and CPD policy (SAICA,2020). These 

are the main areas where the competencies were changed and or adapted to ensure 

that CAs (SA) always remain relevant within a continuously changing world. The 

SAICA CA2025 strategy sets out the competencies that an entry level CA(SA) should 

demonstrate.  

However, to ensure the success of the CA2025 strategy the CPD policy of SAICA was 

also adapted to recognize ways in which CAs (SA) could further develop their 

professional competence post qualification (SAICA, 2020). This will ensure that CAs 

(SA) do not only remain relevant at an entry level but that they remain relevant 

indefinitely. From the literature review within this report the skills and competencies 

that a CA(SA) should demonstrate within the 4IR were identified. These skills and 

competencies will ensure that CAs (SA) do not become irrelevant especially within the 

4IR.  

Thus, to confirm that these identified skills and competencies are obtained and 

retained by entry level CAs (SA) and CAs (SA) already in practice an evaluation of the 

SAICA CA2025 strategy and the CPD policy was performed. From this evaluation the 

skills and competencies that SAICA would like CAs (SA) to demonstrate were 

identified. Once the skills and competencies were identified both from the literature 

review and the SAICA CA2025 strategy and CPD policy a content analysis was 

performed to ensure that no gaps exist within the SAICA CA2025 strategy and CPD 

policy. From the table above a content analysis was performed between the skills and 

competencies identified from the literature review and from the SAICA CA2025 

strategy and CPD policy. 

6.1. Digital Disruption and Ethics and Citizenship  

These are two competencies within the CA2025 strategy. Digital disruption refers to 

the increased emphasis on digital competencies (e.g., IT literacy) (SAICA, 2020:2).  

http://www.corporatereporting/


AJCGR Issue 3, Vol 1  Print: ISSN: 2734-2611|Online: ISSN: 2734-262X 
www.corporatereportingjournals.com 

171 
African Journal of Corporate Governance Research Special Students Issue 

Ethics and citizenship include all spheres of ethics (i.e., professional, business, and 

personal) and citizenship (SAICA, 2020:2). The aim of these two competencies is to 

ensure that entry level CAs (SA) have the necessary skills and competencies to be 

able to use and understand the different and continuously changing components of 

the 4IR. In addition, to ensure that with the implementation of the components of the 

4IR, that CAs (SA) still uphold a high level of ethics within the accounting profession.  

 

When the two competencies mentioned above were compared to the skills and 

competencies identified from the literature review, the skills, and competencies that 

the CA2025 strategy covered were that of adaptability and workforce readiness. The 

two competencies covered in the CA2025 strategy ensures that CAs (SA) have the 

necessary digital skills to be able to adapt to the continuously changing technological 

environment. Furthermore, the greater emphasis that is placed on digital 

competencies and ethics within the workplace will ensure that entry level CAs (SA) 

have workforce readiness. 

 

6.2. Integrated thinking, historical looking vs forward looking and balance and 

integration between technical and non-technical competencies  

 

These three competencies are further competencies within the CA2025 strategy. 

Integrated thinking puts emphasis on the decision-making process and how this needs 

to follow an integrated approach thus, making integrated thinking of vital importance 

(SAICA, 2020:3). Historical looking vs forward looking puts more emphasis on being 

more forward looking by considering trends and events that will influence value 

creation (SAICA, 2020:3). Balance and integration between technical and non-

technical competencies refer to the fact that although technical competencies (e.g., 

big data analysis) are important, they need to be integrated with non-technical 

competencies (e.g., decision-making skills) (SAICA, 2020:4).  

 

When the three competencies mentioned above were compared to the skills and 

competencies identified from the literature review, the skills, and competencies that 

the CA2025 strategy covered were that of soft skills, entrepreneurship, analytical skills, 

and professional skepticism. Integrated thinking will enable entry level CAs (SA) to 

think more critically which their analytical skills will better and will enhance the level of 
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professional skepticism that is applied. By putting more emphasis on forward looking 

it will enable CAs (SA) to better their analytical skills and will be able to take on a more 

advisory and strategic role within the profession. This is key because as identified 

within the literature review, the traditional role of a CA is moving more towards an 

advisory role. The balance and integration between technical and non-technical 

competencies will ensure that entry level CAs (SA) have the technical ability to perform 

the work but also most importantly have soft skills to communicate the work done. 

 

6.3. Value creation in a business context 

 

Value creation is another competency within the CA2025 strategy. Value creation 

within a business context refers to using value creation in a business to frame technical 

competencies and not only create value through integrated reporting (SAICA, 2020:2). 

When the competency mentioned above was compared to the skills and competencies 

identified from the literature review, the skill and competency that the CA2025 strategy 

covered was that of value creation. From the literature review it was found that the 

components of the 4IR were going to take over the more mundane tasks of a CA which 

would allow more time to focus on value creation.  

 

6.4. Life-long learning 

 

Although, life-long learning is not a competency that forms part of the CA2025 strategy 

but the CPD policy, it is still of vital importance in ensuring that CAs (SA) at the end of 

the pre-qualification process and at the beginning of the post qualification stage always 

remain relevant. As mentioned earlier in this report the CPD policy is a key aspect to 

the success of the CA2025 strategy due to the continuously changing world. The CPD 

policy focuses on life-long learning which includes learning, unlearning, and relearning 

as the accounting profession changes. This will ensure that even post qualification 

that CAs (SA) always remain relevant within a 4IR environment.  

 

When the competency mentioned above was compared to the skills and competencies 

identified from the literature review, the skill and competency that the CPD policy 

covered was that of life-long learning. This is one of the most important skills that a 
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CA(SA) can possess, as this will ensure that they and the accounting profession 

always remain relevant especially within the 4IR. 

 

7. SUMMARY, CONCLUSION, AND IMPLICATIONS OF THIS STUDY 

 

The result from the content analysis above, is that the SAICA CA2025 strategy and 

the CPD policy do in fact cover the skills and competencies identified from the literature 

review needed by a CA in the future. The SAICA CA2025 strategy and CPD policy are 

sufficient to ensure that CAs (SA) do have the necessary skills and competencies, to 

remain and continue to stay relevant within the 4IR. There are currently no gaps that 

exist within the CA2025 strategy. One limitation of this study would be that an in-depth 

knowledge and analysis of the academic and training programmes were not 

performed. Only the strategy that SAICA is implementing to achieve the necessary 

competencies was considered. This is because, if the strategy is sufficient then the 

academic and training programmes would be adjusted to be in line with the overall 

strategy, to ensure the achievement of the necessary competencies. A limitation of the 

content analysis performed, is that the skills needed in future may change due to the 

increasingly changing environment, which means that the skills identified may change 

in future. However, SAICA plan to revise the CA2025 strategy as new developments 

are made within the profession thus, will always remain relevant in the current 

environment. The CPD policy which emphasizes lifelong learning is a concept that 

remains timeless and one that will always ensure that the accounting profession 

remains relevant.  

 

The first part of this research study was to examine existing literature to evaluate and 

obtain an understanding of how the components of the 4IR will impact the accounting 

profession and change the traditional role of a CA. Through the examination of the 

literature review within this study, it can be concluded that the components of the 4IR 

have impacted the accounting profession by changing the role of a CA to a more 

advisory and strategic role. Furthermore, from the literature review the future skills and 

competencies that a CA will need to obtain to remain relevant were identified. In 

addition, these skills and competencies identified raised the question as to whether 

SAICA had the necessary measures in place, to ensure that CAs (SA) obtain and 

retain these necessary skills and competencies. This question led to the evaluation of 

http://www.corporatereporting/


AJCGR Issue 3, Vol 1  Print: ISSN: 2734-2611|Online: ISSN: 2734-262X 
www.corporatereportingjournals.com 

174 
African Journal of Corporate Governance Research Special Students Issue 

the SAICA CA2025 strategy and the CPD policy to identify what skills and 

competencies were covered by these frameworks. After this evaluation a content 

analysis was done to evaluate if the SAICA CA2025 strategy and CPD policy covered 

the necessary skills and competencies. From this analysis it was found that the SAICA 

CA2025 strategy and CPD policy are sufficient to ensure, that CAs (SA) remain 

relevant within the 4IR. 

 

Main recommendations from this study would be, that the CA2025 strategy and the 

CPD policy are continuously revised to ensure, that they always include the skills and 

competencies for CAs (SA) to remain relevant. In addition, to evaluate the 

effectiveness of the implementation of this strategy, to evaluate if entry level CAs (SA) 

do in fact demonstrate the skills and competencies that this strategy is trying to 

achieve. If not, SAICA will need to look at adjusting the academic programme and 

training programme to ensure that these competencies are achieved. Furthermore, 

SAICA must ensure that they remain at the forefront of the 4IR to ensure that the 

accounting profession in South Africa capitalizes on every advancement within the 

4IR, to prevent becoming irrelevant at some point in the future. Furthermore, current, 

and future CAs (SA) must also ensure they stay up to date with the developments 

within the 4IR and implement a proactive approach to obtain the necessary skills and 

competencies to remain relevant. 
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Abstract 

This paper analyses the effect an operational split of a multi-disciplinary audit firm has 

on auditor independence. The paper further provides the pros and cons of enacting 

such a regulation on audit quality. To provide such analysis, secondary data was used 

to obtain an understanding of auditor independence, the impact on auditor 

independence when an auditor provides consulting services to their audit clients and 

to understand how current regulations proscribing such relationship impacts auditor 

independence. This paper found that the current proscription regulations on the auditor 

providing consulting services to audit clients improves independence at engagement 

level meanwhile an operational split will strengthen independence at a firm/division 

level by enhancing a culture of independence at the highest level of the firm/division. 

Furthermore, in as much as threats to conflict of interest are significantly reduced in 

the scenario of an operational split, it will come at a cost of reducing audit quality in 

the form of a degradation in auditor expertise because of audit divisions not being able 

to attract and retain talent as well as not being able to make the necessary investments 

in technology and training. A major trait identified during the study was the requests 

by UK audit firms for clear evidence of the desired outcome of an operational split. In 

addition, the firms voiced their fear of the unintended consequences an operational 

split may have. Hence, this paper recognizes and recommends that before such an 

operational split is enacted in any jurisdiction, it is important for the regulators to 

collaborate with academia and the audit firms in understanding the issues aimed at 

being solved by the regulation together with the desired outcomes, so that, the risks 

of degraded audit quality are mitigated. 

 

Keywords: Auditor independence, Audit Quality, Consulting, Non-audit services, 

Operational split of audit firms. 
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1. INTRODUCTION 

The world has experienced numerous corporate accounting scandals from Enron in 

the US to Carillion in the UK and Steinhoff in South Africa. Following the recent audit 

failures in South Africa, KPMG South Africa chairman, Professor Wiseman Nkuhlu, is 

of the opinion that the recent corporate scandals are because of audit firms being 

driven by revenue and their lack of independence (Smith, 2021, p. 133). This paper 

pays particular focus on auditor independence due to its importance in serving the 

public interest. Mednick (1990) describes independence as the cornerstone of the 

auditing profession as well as a precious asset to the industry meanwhile Doty (2015) 

describes it as the foundation of the profession. Independence is thus important to the 

audit profession and the lack of it will have some detrimental outcomes as is the case 

already, and if not addressed, might lead to further dire consequences. 

KPMG South Africa has recently decided not to provide consulting services to its audit 

clients (KPMG SA, 2021). BDO South Africa also recently launched its clarity charter 

in which it pledges to be ethical and independent in its activities (BDO SA, 2020). 

Despite individual companies making efforts to reduce conflict of interest, improve 

independence and audit quality, governments and audit regulators around the globe 

constantly seek to implement policies in a bid to solve those issues. Pott, Mock and 

Watrin (2009, p. 215) note that the policy thinking behind such policies is that more 

regulations translate into preventing fraud and audit failure in the financial markets. 

However, the question remains; do audit regulations really help solve the lack of 

auditor independence? 

In the US, the Sarbanes-Oxley Act (hereafter SOX) was enacted because of the Enron 

and WorldCom corporate accounting failures (Romano, 2005, p. 1523). More relevant 

to this paper, Section 201 of SOX explicitly prohibits auditors from providing certain 

consulting services to their audit clients (SOX, 2002). The policy thinking behind such 

prohibition is that auditor independence is compromised when providing consulting 

services to audit clients due to the financial incentives which arise because of such 

additional services (Romano, 2005).  

In the UK, regulations such as mandatory audit firm rotation after a maximum period 

of twenty years has been implemented (PWC UK, 2016). More relevant to this paper, 

the Financial Reporting Council (hereafter FRC) has prohibited auditors from providing 
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consulting services to their audit clients (Leitch, 2019). The FRC has taken a different 

approach as compared to the US, as it did not give an explicit list of consulting services 

which the auditors are restricted from providing. Rather, it outlines the genre of 

consulting services which are prohibited, giving room for the audit committees of the 

audit clients to assess the possibility of the auditor’s independence being impaired 

(Leitch, 2019). 

In South Africa, the Independent Regulatory Board for Auditors (hereafter IRBA) has 

recently passed a regulation on mandatory audit firm rotation which comes into effect 

for financial years beginning on/after 1 April 2023 (IRBA, 2017). Section 90(2)(b) of 

the Companies Act, No. 71 of 2008, prohibits the appointment of an auditor if such 

auditor provides certain consulting services to the audit client (Companies Act, 2008). 

Like the UK, the Companies Act does not have an explicit exhaustive list of prohibited 

non-audit services, hence, requiring audit committees of clients to apply their 

professional judgement in determining which non-audit services the auditor may 

provide as stated in Section 94(7)(d) of the Act. (SAICA & IRBA, 2015). 

It is thus quite evident that regulators have been enacting regulations in a bid to 

improve auditor independence and correspondingly prevent audit failures. However, 

despites all these regulations, the number of audit failures are still on the rise. In South 

Africa for instance, there has been some recent large-scale audit failures such as 

Steinhoff and VBS despite these rules regarding auditor independence being in place. 

This raises the question as to whether such regulations can enhance auditor 

independence. Furthermore, from a more critical perspective, is the principle of auditor 

independence even achievable? Given the current proscription regulations on the 

provision of non-audit services, is an operational split of the audit and non-audit arms 

of multi-disciplinary audit firms a valid consideration to enhance auditor 

independence? It could be argued that if it should still be considered, then the former 

regulations and considerations possibly don’t improve auditor independence 

sufficiently. 

With these numerous questions, existing literature on auditor independence will be 

examined. The findings thereof will be considered in analysing the effectiveness of the 

operational separation of the audit and consulting arms of multi-disciplinary audit firms 
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in improving auditor independence and audit quality. As a result, the objectives of this 

research paper are two-fold: 

 Provide an analysis of the effect of an operational split of the big four audit firms 

on auditor independence. 

 Analyse the UK regulator’s view in its decision to enact an operational split of 

the big four, to provide factors IRBA should consider before implementing this 

regulation should IRBA deem it necessary to implement this regulation in efforts 

to restore trust in the audit profession in South Africa. 

This paper draws inspiration from the UK’s recent decision to have the big four audit 

firms in the UK operationally split their audit and non-audit arms by mid-2024 (Kinder, 

2020). Such regulations come after the collapse of some large public interest 

companies in the UK such as Carillion, BHS and Thomas Cook (Kinder, 2020). Such 

split is an advanced tool in which the UK Regulator will restrict audit firms from 

providing consulting services to audit clients (Mintz, 2020). Thus, this paper sees such 

an operational split as an advanced form of prohibiting auditors from providing 

consulting services to audit clients. As a result, substantial effort will be put in 

determining how auditor’s independence is impaired when the auditor provides 

consulting services to its audit clients and how subsequent proscription regulations 

are aiding to improve independence; as well as how operational split as a regulation 

differs from current proscription regulations. 

According to the FRC, the objectives of such operational split are to reduce conflict of 

interest arising from auditor-client relationships and to improve audit quality (FRC, 

2021). Audit quality refers to the probability that an auditor will detect a material 

misstatement in the client’s system and report this misstatement (DeAngelo, 1981). It 

can thus be seen that both auditor expertise and auditor independence make up the 

audit quality definition (Pott, et al., 2009, p. 234). Hence, DeAngelo (1981) argues that 

without the auditor being independent, the auditor will not report such breaches, which 

will correspondingly lead to an impairment of audit quality. Thus, this paper focuses 

pre-dominantly on auditor independence, however, reference will also be made to 

auditor expertise especially in the discussion and result section of this paper, thus 

addressing audit quality. 
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The next section of this paper seeks to provide an overview of the literature review, 

proceeded by the research methodology section. Thereafter, the results and 

discussion section in which the main findings of this paper are highlighted and finally 

a conclusion will be provided. 

2. LITERATURE REVIEW 

Peer-reviewed literature was studied to obtain an understanding of what 

independence is, the possibility of achieving auditor independence as well as current 

regulations on the prohibition of consulting services and their impact on auditor 

independence. Since the operational split of multi-disciplinary audit firms is a new 

regulation, there hasn’t been a lot of academic work done in this regard. As a result, 

UK regulatory board reports were considered to understand what an operational split 

of a multi-disciplinary audit firm entails. 

2.1. Auditor Independence  

The SAICA Code of Professional Conduct refers to independence as comprising both   

independence in appearance and independence of mind (SAICA, 2020). 

Independence in appearance is viewed from a third-party perspective and the 

perception that the auditor has avoided facts and circumstances that are likely to affect 

the auditor’s integrity, objectivity and professional scepticism while expressing an 

opinion on the financial statements (SAICA, 2020). Independence of mind refers to the 

attitude of an auditor, permitting such auditor to act with professional scepticism, 

integrity and objectivity while expressing an audit opinion (SAICA, 2020). Pott et al. 

(2009, p. 212) note that because of the unobservable nature of independence in fact, 

the absence of independence in appearance translates to reducing the confidence in 

auditing. This thus explains the numerous regulations in place with regards to 

independence as it has a potential to impact the users of the financial statement’s 

perception on auditor independence. Given the risks of the auditor’s independence 

being impaired when providing consulting services to audit clients, the next section will 

explore existing literature on the impact of the auditor providing consulting services on 

auditor independence.  
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2.2. Provision of Non-Audit Services 

 

Previous research has focused on the impact the auditor’s provision of consulting 

services has on auditor independence. Measurements such as earnings management 

and quality, restatements of financial data, audit opinions issued, and the actual 

behaviour of the auditor, have been described as appropriate indicators for measuring 

independence in fact (Pott, et al., 2009, p. 216). Hence, these measurement indicators 

were considered in the different literatures examined. There is mixed evidence on this 

topic. When an auditor provides non-audit services, there is a potential of the auditor’s 

independence being impaired due to the strong economic bond which develops 

because of the auditor-client relationship. Pott et al. (2009, p. 213) argue that the 

impairment of auditor independence is fuelled by three main factors i.e., hesitancy of 

the auditor to criticize work done by the consultancy department, no willingness for the 

auditor to lose the audit client and the lucrative consulting fees gained from the audit 

client. As it can be seen, the lucrative consultancy fees which arises from the auditor-

client relationship increases the economic bond between both parties. Thus, 

theoretically justifying the school of thought that the auditor’s independence is 

impaired when the auditor provides consulting services in addition to the audit service 

already being provided to such client. 

 

This school of thought is further justified by Ferguson, Seow and Young (2004, p. 818), 

whose empirical study proves that the auditor's independence is indeed impaired 

when the auditor provides consulting services to their audit clients by looking at the 

client’s earnings management. According to Ferguson et al. (2004) a direct correlation 

exists between the provision of consulting services and abnormal earnings 

management, which simply translates to an impairment of auditor independence in 

such auditor-client relationships. Sharma and Sidhu's (2001) empirical study agree 

with Ferguson et al. (2004), that the auditor’s independence is indeed impaired in such 

circumstances. They used the ‘audit opinion issued’ indicator as a tool to measure 

auditor independence in their study. They reached this conclusion of auditor 

independence being impaired after finding that there is a low propensity for a going-

concern qualification to be issued by the auditor the higher the proportion of the client’s 

consultancy fees as a result of the strengthened economic bond between the both 
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parties (Sharma & Sidhu, 2001, p. 619). Their research paper thus re-asserted the 

effect of a strong economic bond in the impairment of auditor independence. 

 

In addition, a study undertaken by Quick and Warming-Rasmussen (2005) confirmed 

the perceived impairment of auditor impairment when non-audit services are provided 

to audit clients. Their study found out that certain stakeholders such as lenders, 

shareholders, and journalists, all had a negative perception on the auditor’s 

independence when the auditor provided additional consulting services (Quick & 

Warming-Rasmussen, 2005, p. 137). However, findings also exist on the premise that 

the auditor’s provision of consulting services does not impair independence. According 

to a study done by Larcker and Richardson (2004), the auditor’s provision of consulting 

services does not have an impact on auditor independence. They reached this 

conclusion based on the ‘earnings management and quality’ indicator as a 

measurement of independence. Their results showed a negative relation between the 

amount of consultancy fees and abnormal accruals at the audit clients (Larcker & 

Richardson, 2004, p. 655). 

 

DeFond, Raghunandan and Subramanyam (2002, p. 1271) find no relation between 

the amount of non-audit fees received by the auditor and the auditor’s propensity to 

issue an unqualified audit opinion. Hence, the article stipulates that the auditor’s 

independence is not impaired when the auditor provides additional consulting 

services. In addition, DeFond et al. (2002, p. 1247) postulate that factors such as high 

litigation costs and the risk of reputational damage indirectly self-regulates the auditor 

to remain independent irrespective of whether the auditor provides its audit client with 

consultancy services or not. Their argument was further backed with evidence specific 

to New Zealand, which showed that the provision of consulting services to audit clients 

did not impair auditor independence as no direct relation was found between the 

amount of consultancy fees and audit qualification (Hay, et al., 2006, p. 732). 

2.2. The Achievability of Auditor Independence 

In as much as research has been done on how the auditor’s provision of consulting 

services can potentially affect auditor independence, a fundamental aspect of auditor 

independence which extensive literature has been written on is the achievability of it. 

Seeing that one of the outcomes of an operational split is to reduce conflict of interest 
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and correspondingly improve auditor independence (FRC, 2021), there is a need for 

this paper to investigate the achievability of auditor independence. Some writers have 

referred to it as a myth, others a puzzle and others a conundrum; all of which pointing 

towards the impossibility of achieving auditor independence. 

 

Conflict of interest which stems from the current economic payment model of auditor 

is argued by scholars to be the root cause of the impossibility of auditor independence.  

According to Bazerman, Morgan and Loewenstein (1997) the auditor can currently 

never be fully independent based on how audits are currently institutionally arranged 

(that is, the audit client hires and pays the auditor). They back their argument using 

the self-serving bias which they note unconsciously affects the auditor’s ability in 

making fully impartial judgements due to the interest the auditor has in the client. 

According to Bazerman et al. (1997), this interest stems from the audit fee the auditor 

expects to receive from the audit client given the current pay model in which the audit 

client is the party paying for the audit rather than the public.  

 

Steven Harris (PCAOB, 2016) who once chaired the PCAOB's Investor Advisory 

Group backs this argument by acknowledging the auditor’s exposure to the threat of 

conflict of interest due to the auditor pay model. O'Connor (2006) further 

acknowledges that by using the principle of a commodified audit, the auditor is in fact 

dependent on the same clients who hires and pays them. As a result, the auditor has 

been 'captured' by the client (O'Connor, 2006, p. 578). Hence, the auditor's 

independence is simply impossible under the current system.  

  

The Quasi-rent model (Gelter & Gurrea-Martinez, 2020, p. 802) is a theoretical model 

which gives more perspective as to the auditor’s exposure to the threat of conflict of 

interest. Quasi rent refers to the economic gain of an auditor auditing a particular client, 

which stems from the fact that, the revenue the auditor receives is greater than the 

cost to perform the audit and the lost revenue from not auditing another audit client 

(DeAngelo, 1981, p. 188). It is thus quite evident from the quasi-rent model, that there 

are future economic benefits which the auditor looks forward to throughout the 

auditor’s tenure and will not want to destroy the relationship because of the envisioned 

future economic gains. 
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As a result, Pott et al. (2009, p. 214) argue that the presence of quasi-rents in an 

auditor-client relationship leads to an impairment of auditor independence because 

the auditor has economic motivations to conceal a breach given the future economic 

gain the auditor stands to benefit from the client. However, in the absence of quasi-

rents in an auditor-client relationship, auditor independence will be perfectly 

achievable because of the absence of future economic gains the auditor stands to 

benefit from (Pott, et al., 2009, p. 214). Therefore, the achievability of auditor 

independence does not seem possible under current audit arrangements. 

 

As could be seen with the assumption made using the quasi-rent model, outlining 

when an auditor can be perfectly independent, the gatekeeper model is another 

theoretical model which postulates that the auditor has reputational incentives to 

remain independent (Pott, et al., 2009, p. 802). Hence, from this model, it could be 

deduced that auditor independence is achievable based on the risk of the auditor 

losing its reputation if it does not act independently. However, based on audit 

scandals, such as Enron, it seems no regard to reputation was considered in a bid to 

remain independent. Hence, literature has provided quite a consensus that total 

auditor independence cannot be achieved based on the current audit arrangements. 

  

2.4. Auditor Independence and Current Proscription Regulation 

 

There is mixed evidence regarding how current proscription regulations enhance 

independence. Jamal and Sunder (2011, p. 284) carried out research on the 

certification of baseball cards by certifiers and found out that certifiers who provided 

both a certification service and other services to their clients provided a better 

certification service by being stricter graders. Linking their results to auditing, they 

found out that no evidence exists that the auditor’s independence is impaired when 

the auditor provides additional consultancy services. Hence, they argue that there is 

so much value that can be created from an audit quality perspective when an auditor 

provides consulting services because of information over-spills (Jamal & Sunder, 

2011, p. 291). Thus, Jamal and Sunder (2011) note that there is no need for the 

regulation of such relationships between the auditor and the audit client in efforts to 

enhance independence.  
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Similarly, Mednick (1990) stipulates that those regulations on the proscription of 

certain relationships do not ensure auditor independence. It rather threatens the 

auditor's application of integrity, objectivity and competence while carrying out a 

professional duty and it restricts the users of financial statements from efficient 

professional services provided by the auditor. According to Mednick (1990, p. 93) 

these rules turn the focus away from the auditors applying ethical judgements in 

intricate situations which such regulations don’t cover. However, he advocates for a 

continuous emphasis to auditors of the principles behind the rules as a tool for auditor 

independence; the principles being that of ethics and applying professional judgement 

while carrying out a professional task (Mednick, 1990, p. 93). Thus, as can be seen, 

regulations especially regulations which proscribes certain auditor-client relationship 

does not ensure independence. 

 

In as much as research shows that the implementation of regulations does not ensure 

auditor independence, this paper acknowledge that there are certain risks which the 

auditor exposes itself to when providing non-audit services. Gelter and Gurrea-

Martinez (2020, p. 809) acknowledge the fact that, when an auditor provides additional 

consulting services, the increased economic dependency which arises because of the 

additional relationship puts independence at significant risk. However, they note that 

regulations on proscription of such relationships still does not solve the auditor 

independence issue (Gelter & Gurrea-Martinez, 2020, p. 812). 

 

2.5. Operational Split of Audit firms 

 

It is quite important to note that, there is no extensive literature written on the various 

genres of splits of multi-disciplinary audit firms. Following the FRC’s recommendation 

to operationally split the big four in the UK, the UK’s Business, Energy, and Industrial 

Strategy committee (hereafter BEIS) identifies three forms of split of audit firms. It is 

quite interesting to note that the different types of splits speak about three broad 

themes of governance, economic interest, and legal separation. 

 

Governance split as the BEIS suggest is the easiest form of split to implement (BEIS, 

2019, p. 31). According to the BEIS, such degree of split focuses solely on having 

different governance structures to lead the audit function and the consulting function, 
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with both functions still operating under a single legal umbrella. The argument for such 

a split is that once the governance of the different functions is separated, it will help in 

driving a culture of audit quality in the audit function (BEIS, 2019, p. 33). 

 

Such a culture will be achieved by having a separate management and governance 

board specifically for the audit function, whose main responsibility will be that of 

vouching for public interest within the audit arm and ensuring performance 

management is linked to audit quality (Deloitte UK, 2019, p. 8). However, the BEIS 

argues that this degree of split does not prevent the conflict of interest arising from 

cross-subsidisation between the audit and consulting divisions (BEIS, 2019). The two 

types of cross-subsidisations relevant to this paper are: the remuneration of audit 

partners from the shared profits of the entire firm and the sourcing of non-audit staff 

from the consulting arm at cost rather than at market price (BEIS, 2019, p. 33). Such 

cross-subsidisation poses significant treat to auditor independence (BEIS, 2019, p. 

34). 

 

The operational split which is the focus of this paper comprises both a governance 

split and an economic separation of both functions. According to UK’s Competition 

and Markets Authority (hereafter CMA), this will entail in addition to the governance 

aspect already discussed previously, an elimination of profit sharing between both 

divisions, the remuneration of audit partners based solely on audit profits and 

transparent transfer pricing between the two functions (CMA, 2019, p. 187). Through 

such a degree of split, though the governance and economic interest of both functions 

are separated from each other, both functions still operate under one legal umbrella. 

The BEIS argue that an operational split ends cross-subsidisation and improves 

auditor independence (BEIS, 2019, p. 35). Meanwhile, the structural split, which is the 

further degree of split, goes a step further to effectively split the audit and consulting 

function of the firm into separate legal entities (BEIS, 2019, p. 35). Hence, each 

function will operate as an independent stand-alone legal entity in a structural split. 

3. METHODOLOGY 

This research paper obtained a critical analysis of the concepts of auditor 

independence, how the auditor’s provision of consulting services impacts 

independence, current proscription regulation’s impact on enhancing independence, 
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all in efforts to obtain an understanding of auditor independence and audit quality to 

achieve this paper’s objectives. Consequently, the document analysis methodology 

approach was deemed relevant and suitable. 

 

Bowen (Document Analysis as a Qualitative Research Method, 2009, p. 27) describes 

document analysis as a document reviewing and evaluation procedure to gain 

understanding of a phenomenon. Bowen (Document Analysis as a Qualitative 

Research Method, 2009, p. 28) further notes that, though document analysis can be 

used as a stand-alone qualitative method, its use in combination to other research 

methods in qualitative studies helps to achieve triangulation, which consequently aids 

in reducing potential bias and achieve corroboration.  

 

In as much as triangulation is usually seen from the point of view of using a 

combination of different research methods, Haele and Forbes (2013) argue that it 

transcends beyond that and includes further variations. Carter et al. (2014, p. 545) 

further add that there are four types of triangulations in existence being the: method 

triangulation, investigator triangulation, theory triangulation and data source 

triangulation. Haele and Forbes (2013, p. 98) further note that triangulation boosts the 

confidence of research findings by considering independent measures. 

 

This paper focuses on document analysis as the sole form of research method.  

However, to reduce bias that comes with a single form of research method as well as 

to improve the credibility of this paper’s findings and results, data source triangulation 

was used by considering different sources representing three core role players (the 

academic sphere, regulatory sphere, and the corporate sphere). It was important to 

consider these role players because of the different perspectives they each have on a 

particular subject. As a result, the three main sources of data used throughout this 

paper were:  

 Academic literature: Peer-reviewed academic journals. 

 Reports from the regulatory spectrum including audit regulatory bodies 

and government bodies. 

 Reports from the audit firms. 
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Peer-reviewed academic journals were analysed to gain an understanding of auditor 

independence and its achievability. In addition, such literatures were analysed to 

understand how the auditor’s provision of non-audit services to their audit clients 

impact auditor independence as well as to understand how current proscription 

regulations on audit-client relationships improve independence. Reports from audit 

regulatory and government bodies were analysed to understand the reasons and 

desired outcomes of implementing an operational split of multi-disciplinary audit firms. 

Such reports were also analysed to gain an understanding of how an operational split 

will practically operate given that it is a new type of regulation. Meanwhile, reports from 

the audit firms were analysed to understand how an operational split will affect the 

audit firms especially in their ability to deliver quality audits.  

4. DISCUSSION AND RESULTS 

4.1. Analysis of the Effect of an Operational Split of the Audit and Consulting 

Functions on Auditor independence. 

A question posed in the introduction was, ‘given the current proscription regulations 

on the provision of non-audit services, is an operational split of the audit and consulting 

arms of multi-disciplinary audit firms a valid consideration to enhance auditor 

independence?’ Because it could be argued that if it should still be considered, then 

the former regulations and considerations possibly don’t improve auditor 

independence sufficiently. 

This paper found mixed evidence as to the auditor’s provision of consulting services 

impairing independence together with if current proscription regulations improve 

auditor independence. This paper recognizes the risks faced by audit firms when they 

provide consulting services to their audit clients and finds that such proscription 

regulations create value for the public interest by playing a role in reducing the conflict 

of interest which arises during audit relationship at audit engagement level. It is thus 

seen that the current proscription regulation focuses on improving independence at an 

audit engagement level. 

This research found that a further regulation being the operational split of multi-

disciplinary audit firms has an outcome of strengthening independence at an audit 

division level. The role this new regulation plays is that of enhancing a culture of 

independence at the audit division. Like how the Auditing Standard Board 
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differentiates between quality control at firm and engagement level, this paper 

acknowledges a similar outcome in that; the current proscription regulations operate 

at an engagement level meanwhile an operational split of multi-disciplinary audit firms 

operates at a firm/division level. Both regulations viewed together only go a long way 

to further improve independence at both engagement and audit level. 

4.1.1 How a culture of independence is strengthened at Audit Division level 

through an Operational Split. 

According to Gelter and Gurrea-Martinez (2020, p. 815), when regulators are in search 

of mechanisms to improve auditor independence, the regulation should address 

conflict of interest and should not deteriorate audit quality. It was found that an 

operational split strengthens a culture of independence at the audit firm level by means 

of reducing conflict of interest between the audit and non-audit divisions. 

Using the gatekeeper model (Pott, et al., 2009) which speaks of the reputational 

incentive of an audit firm to remain independent, an operational split strengthens an 

audit division’s incentive to remain independent given that the economic interest 

between the audit and the non-audit arms have been separated. A culture is thus 

created whereby audit divisions have no reason to trade-off their reputational capital 

for consulting income because the economic interests of the two functions are 

separated. 

Furthermore, this paper finds that the possible conflict of interest which arises because 

of cross-subsidisation (BEIS, 2019) between the audit and the consulting arm is 

addressed, thus improving auditor independence. This is drawn from the fact that the 

audit division will share in the profits solely from that division rather than the profits of 

the entire firm (i.e., profits of audit and consulting division together) (BEIS, 2019). In 

addition, an operational split enhances public perception of the independence of the 

audit division from the other divisions in the firm as the public views the audit division 

not to be having an economic interest in the other division, but rather a focus on audit 

quality. 

In as much as the above-mentioned points improve the culture of auditor 

independence at the audit division level, this paper views them as controls. According 

to Mednick (1990), it is not sufficient to solely implement regulations/controls to 

achieve auditor independence without emphasizing the importance of auditors 
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applying professional ethics and independent judgement as the raison d'être to such 

regulations. This paper further suggests that in as much as a culture of independence 

is strengthened at audit division level due to an operational split, more should be done 

at the audit division level to constantly preach the importance of ethics and 

independent judgement as tools to achieve independence and serve the public 

interest.  

In contrast to what has been mentioned so far in this section, from the current audit 

arrangements point of view (i.e., the client paying the auditor) which seems to be at 

the centre of why total independence cannot be achieved as argued by scholars, this 

paper finds that an operational split doesn’t solve this problem but rather increases the 

economic dependency the auditor has on its audit client (see section 4.2.2.2 of this 

paper). Therefore, if the auditor is being paid by the audit client, an operational split 

will not solve the ensuing conflict of interest which arises. 

4.2 Factors Regulators should consider when implementing an operational 

split 

In this section, this paper provides factors which regulators (IRBA) should consider, 

should it want to enact an operational split of audit firms in efforts to restore trust in the 

South African auditing industry. This paper recognizes the possibility for IRBA to 

implement this regulation as it draws inspiration from what regulators elsewhere are 

doing. This was quite evident with regards to the enacting of the mandatory audit firm 

rotation regulation in South Africa as IRBA made reference to how other jurisdictions 

such as the UK, Kenya and Nigeria, have already implemented the mandatory audit 

firm rotation regulation (IRBA, 2017), perhaps, pointing towards the fact that the 

implementation of mandatory audit firm rotation in other countries might have played 

at least a role in IRBA considering it. 

The factors outlined in this section are a continuation of the findings of this paper and 

shall be presented in the form of pros and cons of enacting an operational split. 

The main theme found in the pros is that such a regulation focuses more on solving 

threats to conflict of interest meanwhile a degradation of audit quality is the main theme 

noticed in the cons. As already mentioned in this paper, a solid regulation should solve 

threats to conflicts of interest and shouldn’t undermine audit quality (Gelter & Gurrea-

Martinez, 2020). Audit quality is two-fold, being the probability that the auditor will 
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discover material breaches (this speaks to auditor expertise) and the probability that 

the auditor will report those material breaches (this speaks to auditor independence) 

(DeAngelo, 1981). Therefore, even though threats to conflict of interest are being 

addressed by an operational split, it seems to come at the expense of audit quality. 

Thus, from a general perspective, regulators (IRBA), prior to enacting this regulation, 

should be aware that in as much as this regulation helps improve in tackling threats to 

conflicts of interest (improving auditor independence), it seems as depicted in the cons 

that it may come at the detriment of auditor expertise, therefore negatively impacting 

audit quality. Thus, this paper recommends that regulators (IRBA) should consider 

such factors prior to enacting this regulation. 

4.2.1 Pros 

4.2.1.1 Culture of focus on Audit Quality 

 

A major difference between the audit and consulting divisions is to whom their services 

are provided for. With regards to non-audit services, the service is provided for the 

benefit of the client meanwhile with regards to audit services, it is that of challenging 

management for public interest (CMA, 2019, p. 102). The BEIS further distinguishes 

the culture in the consulting arm as that of helping management while that of the audit 

division is that of challenging management (BEIS, 2019, p. 31).Thus, one of the 

advantages arising from an operational split of multi-disciplinary audit firms is that 

which will enable audit divisions to focus on a culture of independence, audit quality 

and challenging management. This will be achieved on the premise of governance 

separation as well as remuneration policies, both of which focus solely on audit quality 

(CMA, 2019, p. 102). 

 

4.2.1.2 Improving Independence in the audit division 

A major argument for the operational split is that it will aid in preventing cross-

subsidisation between the audit and non-audit divisions (BEIS, 2019). The BEIS 

identifies 3 main forms of cross-subsidisation being: audit partner’s remuneration is 

subsidised by non-audit profits, the audit divisions not bearing their complete costs 

and transfer of specialist skills at cost rather than market price (BEIS, 2019, p. 34). 

Thus, it shows that there is quite some level of dependency between the two divisions. 
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As a result, an operational split provides an advantage of improving independence in 

the audit division by eliminating the economic dependencies between the audit and 

non-audit divisions as depicted in section 4.1.1. However, it is important to note that 

the elimination of such cross-subsidies will increase the price to perform an audit and 

seems to provide a risk of audit divisions depending on their clients, given the current 

client pay model, leading to a counter negative effect on independence. 

 

4.2.2 Cons 

4.2.2.1 Detriment to Auditor expertise and correspondingly audit quality 

  

In delivering a quality audit, not only is independence important, but also, the ability of 

the audit firm to possess the right skills and technology given the rapid technological 

changes in the market. A major disadvantage of an operational split is that audit 

divisions on their own will not be able to invest in the necessary technology needed to 

drive audit quality as well as will not be able to attract and retain the right personnel 

(PWC UK, 2019, p. 20). This is simply because audit divisions benefit from economies 

of scale between the audit and non-audit divisions which permits it to invest in talent, 

technology, and innovation (KPMG UK, 2019, p. 4). As a result, implementing an 

operational split, reduces the financial strength of the audit division to do the necessary 

investments. 

6.2.2.2. Increased Dependency on Audit Clients 

The elimination of cross-subsidisation will increase the cost of an audit and 

correspondingly lead to more priced audits (KPMG UK, 2019, p. 36). This means that 

audit divisions will depend more on their audit clients. This poses significant risk to the 

independence of the audit division, as was mentioned in the literature review section, 

that the current pay model, is such that the auditor is already dependent on the client. 

Hence, an elimination of cross-subsidisation will further mean more dependency on 

the audit clients. Therefore, an operational split of multi-disciplinary audit firms will lead 

to an increased reliance on large audit engagements (EY UK, 2019, p. 4), thus, instead 

putting independence at risk. The quasi-rent model which was mentioned in section 

2.3 further justifies this trend of thought. 
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6.2.2.3. Less resilient firms 

The resilience of the audit division will be significantly affected when an operational 

split is implemented. Both Deloitte UK (2019, p. 8) and PWC UK (2019, p. 22) argue 

that such a regulation has as effect, an audit arm which becomes smaller economically 

with a significantly decreased capacity to withstand negative occurrences such as 

economic downturns, loss of large clients, financial shocks and reduced ability to make 

significant investment. Given the unpredictability of economies, audit divisions are 

exposed to greater financial risks, without the necessary economic strength to 

potentially withstand them, thus negatively impacting on their resilience. 

 

5. SUMMARY AND CONCLUSION 

Auditor independence is important in the auditing profession as it is regularly described 

as the cornerstone of the profession. Given the importance of auditor independence, 

this paper analysed how an operational split of multi-disciplinary audit firms will impact 

auditor independence. To provide such an analysis, data from the academic, 

regulatory, and corporate spheres were used to understand core concepts and 

arguments surrounding auditor independence and its achievability, the current 

proscription regulations on auditor-client relationship with regards to the provision of 

non-audit services to audit clients and an understanding of what an operational split 

of multi-disciplinary audit firms entails. The document analysis research method was 

used to gain the necessary understanding of the above-mentioned concepts. 

This paper found that an operational split of multi-disciplinary audit firms promotes a 

culture of audit independence, hence, enhancing auditor independence at an audit 

division level as compared to the current proscription regulations on certain auditor-

client relationships which address independence at an engagement level. It was also 

seen that conflicts of interest at an audit division level are significantly eliminated given 

the separation of the economic interests of the audit and non-audit arms of multi-

disciplinary audit firms. Even though an operational split promotes a culture of auditor 

independence, it does not provide a solution to what scholars have referred to as the 

major cause of the impossibility of auditor independence which has been attributed to 

the current audit arrangement which lies in the client hiring and paying the auditors. 
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Furthermore, factors which were highlighted in the form of advantages and 

disadvantages of implementing such an operational split, were presented to provide 

important considerations which IRBA should at minimum consider before enacting this 

regulation. The main theme of the advantages of an operational split is that it will assist 

in addressing threats to conflict of interest at an audit division level. However, it will 

come at the expense of audit quality as audit divisions will have less resources to 

invest in the necessary talent and technology needed to perform a quality audit. 

Hence, these are factors IRBA should consider looking into should it deem it 

necessary to enact an operational split regulation in South Africa. 

A major characteristic noticed during this study were the requests by UK firms for clear 

evidence of the desired outcome of the operational split as well as the voicing of the 

firms of the unintended consequences an operational split may have. It is thus 

important for IRBA should it deem it necessary to implement this regulation, to 

collaborate with academia and the audit firms in understanding the issues aimed at 

being solved by the regulation together with the desired outcomes, so that the risks of 

degraded audit quality are mitigated. Finally, in as much as regulations such as an 

operational split are necessary to restore trust in the audit industry, this paper agrees 

with Mednick’s (1990) views of the importance of the firms and regulators constantly 

preaching on the importance of ethics and an independent judgement while auditors 

carry out their professional duties. In so doing auditor independence is enhanced. 
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Abstract 

The study sought to investigate the extent to which digital acumen, leadership and 

emotional intelligence have been integrated in the accounting curriculum and the 

extent to which academic providers have received training on the before-mentioned 

competencies. The study followed a quantitative research paradigm. A questionnaire 

was self-designed based on literature review and the requirements of the CA2025. 

Data was collected from a sample of five accounting department subject heads. Digital 

acumen was integrated extensively as a separate module and as part of the core 

modules while leadership and emotional intelligence were integrated as part of the 

core modules. Furthermore, academic providers received training on the 

competencies, but more training is required. There are no studies within the university 

setting illustrating how the accounting curriculum has been altered to develop digital 

acumen, leadership skills and emotional intelligence. The results suggest that the 

university is geared to deliver on the CA2025. 

Key words: digital acumen, leadership, emotional intelligence, accounting curriculum, 

training, CA2025 

 

1. INTRODUCTION 

Members of the South African Institute of Chartered Accountants (hereafter referred 

to as SAICA) had to undergo a rigorous process to earn the chartered accountant 

South Africa and associate general accountant designation. At the point of entering 

the profession, there are professional competencies that must have been acquired. 

These competencies are informed in the SAICA competency framework and are 

classified into three categories namely: professional values and attitudes; enabling 

competencies and technical competencies. This framework was introduced in 2008 

due to inconsistencies and the academic and training programme not complementing 

each other which resulted from knowledge-based syllabus (SAICA, 2019). According 
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to the studies of Smit and Steenkamp (2015), SAICA was responding to local and 

international pressures to emphasise the development of soft skills. 

The introduction of the competency framework has therefore established 

responsibilities to produce professional accountants who are work-ready (Kunz & 

Jager, 2019). Kunz and Jager (2019) stated that the responsibility is divided between 

academic providers, training offices and SAICA. To assist universities in keeping the 

end of the agreement, SAICA issued a document titled Detailed Guidance for the 

Academic Programme which identifies competencies that professional accountants 

should have acquired at the point of writing the Initial Competence Test (ITC) (Kunz & 

Jager, 2019).  This guidance is utilised by academic providers to determine the 

competencies that should have been acquired by the time professional accountants 

complete the academic programme (Kunz & Jager, 2019). This has a direct influence 

on content development for the academic programme as these competencies must be 

addressed. 

However, the world is at the brink of the fourth industrial revolution, bringing about 

technological disruptions across all industries. The accounting profession stands 

largely to be affected, rendering work that is more routine and lacking creativity 

displaced by automation (Al-Htaybat, et al., 2018). The fourth Industrial revolution is 

therefore, redefining the roles that chartered accountants need to lead (Olivier, 2020). 

Therefore, SAICA responded by revising the competency framework, which is 

currently referred to as the “CA2025”, to reflect a balance of skills and personal 

qualities essential to maintaining the continued relevance of professional accountants 

(Tsiligiris & Bowyer, 2021). This revision identified new competencies and emphasised 

other existing competencies. This revision has certain implications for academic 

providers. Academic providers are expected to find ways to address these 

competencies. 

1.1. Problem statement 

The responsibility lies with universities in keeping the end of the agreement in order to 

produce students who are ready for corporate environment characterised by 

digitalisation (Kunz & Jager, 2019). There are no studies within the university setting 

illustrating how the accounting curriculum has been altered to develop digital acumen, 

leadership skills and emotional intelligence. Therefore, the research questions are: 
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1. To what extent digital acumen, leadership skills and emotional intelligence has 

been built into the accounting curriculum? 

2. To what extent has academic providers received training on digital acumen, 

leadership skills and emotional intelligence? 

 

1.2. Objective of the study 

The study aims to determine the extent to which the accounting curriculum has been 

altered to incorporate digital acumen, leadership skills and emotional intelligence and 

the extent to which the accounting academic providers have been trained on the 

before-mentioned competencies to ensure effective delivery of such competencies. 

1.3. Limitations 

Due to time-constraints, not all the South African universities offering accounting 

programme that is, Bachelor of Accounting or BCom Accounting degree, accredited 

by SAICA could be included in the study. Therefore, the study only focused on one 

South African university. 

2. LITERATURE REVIEW 

2.1. Key changes from 2019b to CA2025 Competency framework 

Both frameworks were considered extensively to understand the professional 

competencies that aspiring professional accountants should have mastered by the 

time that they complete the academic programme. Comparisons were made with an 

attempt to identify key divergences between these frameworks. Through this process 

three key changes were identified namely: digital acumen, leadership skills and 

emotional intelligence. These changes are addressed below in its respective sections. 

2.1.1. Digital acumen 

Digital acumen is defined as keeping up to date with digital trends, understanding the 

implications of its adaption on the business and having the ability to leverage new 

technologies to the best advantage of businesses (Digital leadership institute, 2021). 

In essence, digital acumen affects that manner of work and business decisions 

(SAICA, 2021). Based on the 2019b competency framework, there was limited scope 

on digital competencies, and it lacked reference to emerging technologies. Focus was 
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basic level exposure to spreadsheets, word processing, databases, internet, and 

relevant research in a business context. This only reflected a portion of user 

competencies under digital acumen as per CA2025 competency framework. In terms 

of the CA2025 competency framework, digital acumen was found to be broader with 

respect to the competencies. This was due to further categorisation of seven, namely: 

computational thinking; data knowledge and strategy; data analytics; automation; new 

development and protocols; cyber-security and user competencies, with each having 

outcomes (SAICA, 2021) 

2.1.2. Leadership 

SAICA had described a chartered accountant as a responsible leader in both 

competency frameworks. However, the 2019 competency framework placed more 

emphasis about a responsible leader being a person who has mastered technical 

competencies while the CA2025 competency framework highlighted a chartered 

accountant is a leader who possessed a balance of  professional values and attitudes; 

enabling competencies and technical competencies (SAICA, 2021) (SAICA, 2019). 

The CA2025 further noted the need for collaborative leadership (SAICA, 2021) 

 

2.1.3. Emotional intelligence 

A deviation that was noted from the 2019 competency framework was emotional 

intelligence. SAICA (2021) defines emotional intelligence as the development and 

strengthening of trusting relationships through culture, people involved, sensitivity of 

the situation and self-awareness. 

2.2. Accounting curriculum versus market needs 

In order to ensure the success of accounting students in the accounting profession, it 

is important for academic providers to amalgamate current and emerging technologies 

in the curriculum to secure the development of critical skills and knowledge (Al-

Htaybat, et al., 2018) (Polimeni & Burke, 2021). Accounting graduates are expected 

to possess knowledge and skills on these technologies as evidenced in the PwC 

(2018) report. They are expected to understand the technologies and how it can be 

leveraged to the best advantage of organisations to solve problems 

(PricewaterhouseCoopers, 2018). Although it is evident that digital acumen is in 

demand, studies have shown that academia often lags in adopting changes to meet 
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market needs due to certain approval governing procedures must be followed 

(Polimeni & Burke, 2021). Based on the before-mentioned point, it can be deduced 

that academia in general, is slow in adopting changes and by implication, it would be 

expected that emotional intelligence and leadership skills development are not yet 

incorporated in the curriculum. 

It is essential for academia to keep up, as accounting professionals are expected to 

be leaders in digital environments. SAICA (2021) defined CAs as responsible leaders 

who conduct themselves ethically in their professional endeavours and create 

sustainable value for varying stakeholders.  Due to digital transformation, vast 

leadership gaps have been created (Philpot & Roy, 2017). What worked in the past 

may not necessarily be relevant in the ever-changing business environment and as a 

result, leaders must acquire different skills and expertise to lead successful firms 

(Philpot & Roy, 2017).  According to Philpot and Roy (2017), there is a clear indication 

of a shift in leadership roles and approach as organisations will require distinctive type 

of leaders characterised by ability to be agile and digital readiness. This is justified as 

leaders will be working in complex business environments. 

Based on numerous sources and opinions of business leaders, digital leadership 

appears to be prevalent in the digital era. Digital leadership involves working alongside 

with artificial intelligence and driving innovation (The Future Leadership: Digital leader, 

2019). Digital leaders must be able to understand how to build and lead complex teams 

extending to contractors and contingent employees (Philpot & Roy, 2017). Digital 

leader must be able to influence their behaviour while still maintaining anatomy (The 

Future Leadership: Digital leader, 2019). Furthermore, increased collaboration and 

developing meaningful relationships is essential (The Future Leadership: Digital 

leader, 2019). 

It is evident that human interrelations are essential in the fourth industrial revolution 

environment. Therefore, tertiary institutions should emphasize the development of 

leadership skills. This can be achieved through group work, which enables students 

to learn principles of group dynamics (Perruci & Hall, 2018). This provides a practical 

opportunity to lead effective teams. Perruci and Hall (2018) argued that students will 

get to acquire skills of delegation and ensuring accountability over the success of 

projects on each team member. 

http://www.corporatereporting/


AJCGR Issue 3, Vol 1  Print: ISSN: 2734-2611|Online: ISSN: 2734-262X 
www.corporatereportingjournals.com 

204 
African Journal of Corporate Governance Research Special Students Issue 

Studies show that the ability to work successfully in teams and being an effective 

leader is also associated with emotional intelligence (GuramatunhuCooper, 2020). 

Emotional intelligence is the ability of a person to recognise and understand his owns 

emotions and those of others, manage those emotions effectively and being able to 

build and maintain relationships (Santoso, 2018). According to Kellerman (2018), it is 

impossible being a leader in the twenty-first century without an understanding of 

people from different parts of the world and race. Studies have revealed that 

accountants who are technically and emotionally competent are successful in 

leadership roles (Akers & Porter, 2003) (Turner, 2004). (Bay & MCkeage, 2016). The 

university setting itself consists of diverse individuals and as a result, interactive 

discussions could be undertaken for students to learn about different cultures and 

people. Furthermore, emotional intelligence has been regarded to be essential in 

decision making (Coadya, et al., 2018). 

2.3. Impact on academic providers 

Due to the changes identified in the competency framework as described above, it is 

only logical to assume that the accounting curriculum must be altered to appropriately 

develop these competencies. Furthermore, to ensure that this is done effectively, it 

would be expected that academic providers undergo training to expose themselves to 

these changes. Failure of lecturers to keep up with educational developments would 

render then ineffective and inefficient (Rahman, et al., 2011). According to Rahman, 

et al. (2011), factors such as academic qualifications, content knowledge, competence 

and lecturing skills and commitment have an impact on the lecturing process. 

Therefore, training, and professional development of academic providers is crucial as 

it enables them to evaluate on their practices and approach to new knowledge and 

developments (Rahman, et al., 2011). Training can be undertaken to enhance 

professional knowledge, skills and attitude which might improve the learning process 

of students and will be integral to programme preparation and delivery (Rahman, et 

al., 2011) 

3. RESEARCH METHODOLOGY 

A quantitative research paradigm was followed using a survey method. A 

questionnaire was used which was self-designed based on literature review and the 
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requirements of the CA2025. It seeks to gauge an understanding on the positioning of 

academic providers when it comes to delivering on the requirements of the CA2025.  

3.1. Data collection 

Data was primarily collected through a self-designed questionnaire using online 

google form. The questionnaire included an introduction to raise awareness of the 

objectives of the study and making participants know that participation is voluntary. 

The questionnaire was divided into four sections: general information, digital acumen, 

leadership, and emotional intelligence. A total of twenty-five questions were asked and 

took the form of multiple choice. Likert-scale was also utilised as part of the questions 

to accurately capture the perceptions. A provisional questionnaire was developed and 

was later adjusted after consultations with an expert. Changes made involved the 

structuring of the questions. The finalised questionnaire was sent to the participants. 

3.2. Sample size 

Purposive sampling was followed to select the target sample. The target sample was 

five accounting department subject heads. They were selected specifically because 

they are in a better position to know more about the accounting curriculum. Four 

responses were received which was due to a response being collapsed into one. 

Therefore, a 100% response rate was achieved. 

4. RESULTS 

4.1. Department subject heads 

Below is a pie chart indicating the subjects to which the participants are heads in the 

accounting department. 
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Figure 1: Department Subject Heads 

Source: Compiled by the Author 

Four participants undertook the questionnaire. The participants are each accounting 

department heads of auditing, financial accounting, financial management and 

taxation respectively. Through the administration of the research instrument, it was 

discovered that the head of CTA is the same person as the head of auditing. Therefore, 

the responses of auditing and CTA were collapsed into one. 

4.2. Digital Acumen 

This section of the questionnaire dealt with digital acumen. Digital acumen includes 

computational thinking, data knowledge and strategy, data analytics, new 

developments and protocols, cyber security, and user competencies (SAICA, 2021).  

4.2.1. Integration of digital acumen in the accounting curriculum 

The question was aimed at establishing whether digital acumen is integrated in the 

accounting curriculum as a separate module or as a chapter in the core modules. All 

the participants responded. 
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Table 1: Extent of digital acumen integration 

Been built in as: Yes No 

Separate module 75% 25% 

Part of the core modules 50% 50% 

Source: Compiled the Author 

According to data, 75% of the participants claim that digital acumen was included in 

the accounting curriculum as a separate module while 25% disagrees. It was 

questionable as to why participants are not in full agreement with respect to the 

existence of a separate module addressing digital acumen. However, data also 

revealed that digital acumen was included as a chapter in 50% of the accounting core 

modules while the other 50% lacked such integration. This is contrary to the study of 

Polimeni & Burke (2021), as the academic developers adopted changes quicker than 

suggested as 2021 is the first year of implementation of the CA2025. 

4.2.2. Extent of training 

This part of the questionnaire aimed at determining if the participants have received 

any internal or external training on digital acumen. 

4.2.2. Internal training 

This question focused on establishing the extent of internal training received by 

academic providers on digital acumen and all participants responded. 

 

Small extent = 1 day 

Moderate extent = 1 

week 

Large extent = More 

than 1 week 
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Figure 2: Extent of Internal Training 

Source: Compiled by the Author 

Data revealed that 75% of the participants received no training on computational 

thinking while the other 25% received one day of training. With respect to data strategy 

and knowledge, 100% of the participants received one day of training. Furthermore, 

75% of the participants received one day of training on data analytics and automation 

while 25% received one week of training on data analytics and 25% received no 

training on automation. With respect to new developments and protocols, 50% of the 

participants received one week of training while the other 50% received one week of 

training to more than one week of training respectively. Moreover, regarding cyber-

security and user-competencies, 50% of the participants received one day of training 

while the other 50% received one week of training to no training respectively. The 

university has the capacity to provide training. However, it is intriguing to note that 

training was received at various levels, which could be indicative that training was not 

compulsory. 

4.2.2.b. External training 

This question focused on establishing the extent of external training received by 

academic providers on digital acumen and all participants responded. 

 

Figure 3: Extent of External Training 

Source: Compiled by the Author 

Small extent = 1 day 

Moderate extent = 1 

week 

Large extent = More 

than 1 week 
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Data revealed that 50% of the participants received one day of external training of 

computational thinking while the other 50% received no training. With respect to data 

knowledge and strategy and data analytics, 50% of the participants received one day 

of external training while the other 50% received no training to one week of training 

respectively. Furthermore, 75% of the participants received no external training on 

automation while 25% received one week of external training on automation. With 

respect to new developments and protocols, 50% of the participants have received 

one day of training while the other 50% received one day of training to no training 

respectively. Moreover, 50% of the participants received no training on cyber-security 

and user competencies while the other 50% is spread between 1 day to one week of 

training. It was interesting no note with every component of digital acumen, there were 

participants who have not received training. 

4.2.3. Timing of training 

This question was aimed at determining the timing of training on digital acumen. All 

four participants responded, and data revealed that 100% of the participants are 

currently undergoing training on digital acumen. 

4.2.4. Effectiveness of training 

The question aimed at determining whether the training received by academic 

providers was effective in assisting them in developing digital acumen of students. All 

participants responded. 
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Figure 4: Effectiveness of Digital Acumen Training 

Source: Compiled by the Author 

Data revealed that 50% agree that the training while the other 50% neither agree nor 

disagree on the effectiveness of the training. Therefore, it is unclear as to whether the 

training is effective. 

4.2.5. The need for more training 

The question was focused on establishing whether academic providers require more 

training on digital acumen. All four participants responded to the question. Data 

revealed that 100% of the participants agree that they need more training on digital 

acumen. This might be due to training being found ineffective and less training days 

received. 

4.3. Leadership 

This section of the questionnaire dealt with leadership. There are various leadership 

styles and philosophies. These are types of leaderships that exists: democratic, 

laissez-fair, strategic leadership, transformational leadership, transactional, 

autocratic, authoritarian, delegative, situational, collaborative, etc.  

4.3.1. Integration of leadership in the accounting curriculum 
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The question was aimed at establishing whether leadership is integrated in the 

accounting curriculum as a separate module or as a chapter in the core modules. All 

the participants responded. 

Table 2: Extent of leadership integration 

Been built in as: Yes No 

Separate module 0% 100% 

Part of the core modules 25% 75% 

Source: Compiled by the Author 

Data revealed that leadership is not integrated in the accounting curriculum as a 

separate module but rather as a chapter in one of the core modules. It is evident that 

leadership has been incorporated in the accounting curriculum to a small extent. 

4.3.2. Extent of leadership activities 

The question was aimed at determining the frequency in which accounting students 

engage in group activities, interactive discussions, and oral and written presentations. 

Table 3: Frequency of leadership activities 

 

Source: Compiled by the Author 

Although leadership has been integrated in the accounting curriculum to a small extent 

as discussed above, data revealed that this was supplemented by engaging students 

in group activities, interactive discussions, and oral and written presentations more 

often across all the core modules. Accounting Students are afforded the opportunity 

to learn about group activities varying from people from different cultures, conflict 

resolution and accountability over the success of the project. 

Never Rarely Sometimes Often Always

Group activities 0% 0% 0% 100% 0%

Interactive discussions 0% 0% 0% 100% 0%

Oral and written presentations 0% 0% 0% 100% 0%
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This approach is consistent with the study of Murphy and Johnson (2011) in which a 

variety of activities such as case studies, group projects are used by universities to 

develop leadership skills. 

4.3.3. Extent of training 

This part of the questionnaire aimed at determining if the participants have received 

any internal or external training on leadership. All the participants responded. 

 

Figure 5: Extent of Training on Leadership 

Source: Compiled by the Author 

Data revealed that 75% of the participants have received external training while the 

other 25% received no external training. Furthermore, it was discovered that 50% of 

the participants have received more than one week of internal training while the 

other 50% consists of participants who received one day to one week of internal 

training respectively. It was interesting to note that academic providers have 

received internal training to varying levels. Therefore, it can be postulated that they 

were not compelled to attend the internal training. 

4.3.4. Timing of training 

This question was aimed at determining the timing of training on leadership. All the 

participants responded. 

Small extent = 1 day 

Moderate extent = 1 week 

Large extent = More than 

1 week 
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Figure 6: Timing of Leadership Training 

Source: Compiled by the Author 

Data revealed that 75% of the participants are currently undergoing leadership training 

while 25% received training in the previous three years. Training that is received in the 

previous three years may be outdated and ineffective in the current environment. 

4.3.5. Effectiveness of training 

The question aimed at determining whether the training received by academic 

providers was effective in assisting them in developing leadership skills of students. 

All participants responded. 

 

Figure 7: Effectiveness of Leadership Training 

http://www.corporatereporting/


AJCGR Issue 3, Vol 1  Print: ISSN: 2734-2611|Online: ISSN: 2734-262X 
www.corporatereportingjournals.com 

214 
African Journal of Corporate Governance Research Special Students Issue 

Source: Compiled by the Author 

Data revealed that 75% of the participants agree while the other 25% strongly agrees 

that the training was effective is assisting them in developing leadership skills of 

students. It can be concluded that leadership training was effective. 

4.3.6. The need for more training 

The question was focused on establishing whether academic providers require more 

training on leadership. All four participants responded. 

 

Figure 8: Training Needs 

Source: Compiled by the Author 

Data revealed that 75% of the participants neither disagree nor agree on obtaining 

more training while the other 25% agree that more training is required on leadership. 

Participants might be indifferent as they might believe that they have received 

sufficient training. However, it can be postulated that the participants might consider 

undergoing training whenever there is a need. 

4.4. Emotional Intelligence 

This section dealt with emotional intelligence. 
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4.4.1. Integration of emotional intelligence in the accounting curriculum 

The question was aimed at establishing whether emotional intelligence is integrated 

in the accounting curriculum as a separate module or as a chapter in the core modules. 

All the participants responded. 

Table 4: Extent of emotional intelligence integration 

Been built in as: Yes No 

Separate module 0% 100% 

Part of the core modules 25% 75% 

Source: Compiled by the Author 

Data revealed that emotional intelligence is not incorporated in the accounting 

curriculum as a separate module in the accounting curriculum but rather as a chapter 

in one of the core modules. It is evident that emotional intelligence has been 

incorporated in the accounting curriculum to a small extent. 

4.4.2. Extent of training 

This part of the questionnaire aimed at determining if the participants have received 

any internal or external training on emotional intelligence. All the participants 

responded. 
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Figure 9: Extent of Emotional Intelligence Training 

Source: Compiled by the Author 

 

Although emotional intelligence has been incorporated in the accounting curriculum to 

a small extent as discussed above, data has revealed interesting results. Generally, 

75% of the academic providers have received some form training on emotional 

intelligence. Data also revealed that 25% have received neither internal training nor 

external training while 75% have received one week of external training. The 

remainder of the participants showed a spread in internal training: 50% received one 

week of training while the other 25% received more than one week of training. It is 

logical to assume that academic providers would not go for training if it was not going 

to be useful. It might be indicative that they will use what they have learned to develop 

emotional intelligence of students. 

4.4.3. Timing of Training 

This question was aimed at determining the timing of training on emotional 

intelligence. All the participants responded. 

Small extent = 1 day 

Moderate extent = 1 week 

Large extent = More than 

1 week 
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Figure 10: Timing of Emotional Intelligence Training 

Source: Compiled by the Author 

Data revealed that 75% of the participants are currently undergoing training on 

emotional intelligence while 25% received training in the previous three years. Training 

received in the previous three years is outdated and may potentially be ineffective in 

the current environment. 

4.4.4. Effectiveness of training 

The question aimed at determining whether the training received by academic 

providers was effective in assisting them in developing emotional intelligence of 

students. All participants responded. 

 

 

 

http://www.corporatereporting/


AJCGR Issue 3, Vol 1  Print: ISSN: 2734-2611|Online: ISSN: 2734-262X 
www.corporatereportingjournals.com 

218 
African Journal of Corporate Governance Research Special Students Issue 

 

Figure11: Effectiveness of Emotional Intelligence Training 

Source: Compiled by the Author 

Data revealed that 50% agree that the training while the other 50% spread equally are 

indifferent and disagree on the effectiveness of the training. Therefore, it is unclear as 

to whether the training is effective.  

4.4.5. The need for more training 

The question was focused on establishing whether academic providers require more 

training on emotional intelligence. All four participants responded to the question. Data 

revealed that 100% of the participants agree that they need more training on emotional 

intelligence. This could be justified by the reason why the academic providers are 

currently undergoing training as what was received was not effective for some of the 

participants. 

5. SUMMARY, IMPLICATIONS, AND CONCLUSION 

The study discovered that leadership and emotional intelligence was integrated in the 

accounting curriculum to a small extent as it merely included as a separate chapter in 

one of the core modules while digital acumen is covered to a larger extent as a 

separate module and part of the core modules. Generally, this is in line with the study 

by Polimeni and Burke (2021) that universities are slow in adopting changes. However, 

leadership development was supplemented by group activities, interactive discussions 

http://www.corporatereporting/


AJCGR Issue 3, Vol 1  Print: ISSN: 2734-2611|Online: ISSN: 2734-262X 
www.corporatereportingjournals.com 

219 
African Journal of Corporate Governance Research Special Students Issue 

and oral and written presentations which are done more often which is supported by 

the study of Smit & Steenkamp  (2015) 

Regardless of the standing of the accounting curriculum, both internal and external 

training on digital acumen, leadership and emotional intelligence was received. A trend 

was noted of no training to one week of training across the competencies with a few 

exceptions of more than one week of training. It can be postulated that academic 

providers were not compelled to attend training. However, it remained unclear for the 

effectiveness of the training in assisting academic providers in assisting them 

developing the competencies except for leadership. However, this is supplemented by 

on-going training while a few concerns were noted over training received in the 

previous three years. It was also indicated that more training was required for other 

competencies except for leadership. 

However, certain interventions should be considered. Emotional intelligence can be 

integrated in the accounting curriculum in various ways. The department should 

consider integrating emotional intelligence as part of the existing curriculum as 

suggested by Majesk, et al.(2017). Emotional intelligence can be developed through 

the behaviour of academic providers and management of the learning process 

(Majesk, et al., 2017). This can be achieved by developing a safe classroom 

environment that is welcoming and accepting of varying viewpoints while maintaining 

respect for everyone and promoting learning that is more collaborative in nature 

(Majesk, et al., 2017). 

Moreover, the department should consider having surveys or administering other 

instruments to inquire about the training needs of its employees (Menon & Suresh, 

2020). This will enable it to see what training that needs to be provided and different 

approaches to training if training is found not to be effective. Since the university has 

the capacity to provide training, encouragement should be given to academic 

providers to leverage on the training available on digital acumen and emotional 

intelligence.  

Although, improvements can be made as described above, it can be concluded that 

the accounting department is geared to deliver on the CA2025 as they have measures 

in place to address the critical competencies that are demanded by the labour market 

and other universities can learn from this. However, more research is needed to 
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assess the extent to which other universities have altered their accounting curriculum 

to cater for digital acumen, leadership, and emotional intelligence. Constant studies 

are also needed to assess whether organisations are agile and nimble to deliver with 

the ever-changing environment 
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Abstract 

Current debt policies of South-Africa are constraining available resources to be utilized 

to address socio-economic factors effectively. The accumulated and existing debt from 

preceding years along with additional debt accrued during the Covid 19 pandemic are 

some of the difficulties that prevent the country from achieving a better economic 

position and optimal functioning as a country. Gaps are evident from society, the 

country desires, and the current state of the nation. Thus, the central purpose is to 

investigate the historical background of debt, factors associated with debt, impact of 

debt and to explore possible solutions or enhancements. Archival research was 

applied. A Documentary Analysis approach was used to obtain actual and expected 

results. The current debt status is of such concern. A substantive portion of the 

National Budget allocation are utilized for to the repayment of debt capital and interest 

due to lenders. When interest become too high, it has the potential to ultimately lead 

to a debt trap, which will directly and indirectly affect South-Africa’s economy and 

sustainability. South-Africa’s debt levels are significantly high, increasing on a year-to-

year basis where debt- and interest repayments are absorbing revenue resources, 

constricting the use of these resources and distribution thereof to other segments in 

the economy to stimulate and encourage growth. Our current fiscal policy exhibits the 

need to obtain additional investment funding, augmenting the tax revenue base. 

Current revenue collected is insufficient to cover government expenditure which 

directly links to bigger challenges. The level of debt also impacts on factors such as 

unemployment, structural and intellectual poverty and inequality, environmental 

challenges, corruption, digital gaps, political unrest, and inadequate service delivery.  

Key Words: Covid 19, debt structures, debt service cost and debt impact, digital 

gap, GDP, inequality, IMF, poverty, political instability, rating agencies, recession, 

socio-economic factors, unemployment.  
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1. INTRODUCTION 

South-Africa’s existing recovery of taxes from residents and non-residents is 

insufficient to carry the Medium-Term Expenditure Framework (MTEF) and long-term 

estimations for the country. Current debt agreements with lenders are affecting the 

country. Aggressive lending of debt to support fiscal activity, has adverse effects on 

the sustainability of the economy (Katsenellenbogen 2021). The Covid 19 epidemic 

had a tremendous effect on the economy but even more, its people. Additional debt is 

not contributing positively to an already pressured economy and inequalities. Different 

economic and social factors can be improved to help lower debt levels, reduce the 

impact of the pandemic and reshaping the economy for a better-quality of life for all 

citizens. 

The above highlights the paramount importance of evaluating the existing debt 

structures, sources, and levels of debt to reduce debt to an acceptable level. This will 

enable improved responses to contemporary conditions, disaster and epidemic 

management and mitigation of associated risks. South African citizens should also 

reflect on their own debt status and contribution to a debt burdened economy. To attain 

a proper understanding of the debt, policies associated with debt and general 

economic and political concerns, a comprehensive analysis is required to formulate 

appropriate conclusions and possible recommendations to drive greater economical 

sustainability.  

South-Africa plugs its economy through debt borrowing, leading to an increase in 

interest and capital repayments which could lead to a debt trap if continued. South-

Africa is unable to collect sufficient revenue to cover both government spending and 

debt settlement. It becomes even more challenging when infrastructure is not well 

maintained, basic needs such as food and health care are insufficient and grant 

availability and distribution is prolonged. Even the education environment had to 

drastically adjust and the roll out of hybrid solutions, formulated questions around the 

quality of education over the past two years. These challenges are evident in the 

current Covid epidemic preparedness and responses. 

The Covid 19 pandemic exposed South-Africa as a development country and brought 

about the exposure of existing but sometimes supressed realities. The inequality ratio 

is more notable, especially amongst disadvantaged and lower income groups. Jobs 
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losses increased because of company close downs. The cycle continues as revenue 

streams are shrinking and triggers even higher unemployment rates, especially 

amongst youth. Even corruption serviced during a time less needed. These are 

indicators of a possible debt spiral. Some businesses and individuals have however 

benefited from Covid. The medical industry specifically. Hospitals, medical 

centres/practitioners, suppliers, pharmacies, and entrepreneurs continued amid the 

crises, but this is a reactive approach, addressing immediate needs and will not be 

sustainable in the long term as debt and interest cost accumulates. The unaddressed 

debt crisis will have lingering effects on the outlook of South Africa’s economy as 

constrained resources will be allocated to debt cost rather than addressing socio-

economic challenges.  It is important to understand the factors that contributes to the 

debt crisis but also the factors that debt effects. In reviewing and analysing these 

factors, possible surface to turn the current situation around for future generations. 

2. OBJECTIVE AND SCOPE 

Objective: Conducting a comprehensive review on debt in South-Africa, how it 

impacts on fiscal policy implementation and monitoring. A secondary objective is to 

extract and present possible recommendations from the source documents on debt 

re-structuring/reduction to possibly reform the economy and stabilise the debt to-GDP 

ratio.  

Scope: The primary focus is on debt levels using historical information published over 

a period.  Main sources of information comprise of Budget Speech documents, credit 

rating reports and World Bank information to provide substantive background, enable 

comparisons, and highlighting specific socio-economic factors. 

3. LITERATURE REVIEW 

 

3.1. Background 

The Full Quarterly Bulletin, published by the South African Reserve Bank (SARB) aims 

to share vital economic information. According to the edition, published 29 June 2021, 

household debt slightly decreased in the fourth quarter from 75,4% to 75,3%. South 

Africa’s debt substantially increased from US$156.9 billion to US$170.4 billion but total 

external debt decreased in rand value due to the appreciation in exchange value of 

the rand (measured at the end of December 2020). (Madonsela and Khoza 2021). 
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South Africa’s debt has a long history and dates to 1985 when Alan Hirsch, indicated 

that the policies implemented at that time by the SARB comprised of reckless 

borrowings by government from overseas financiers (Hirsch 1989), which was 

detrimental to the growth of the economy and constrained resources, limited the 

improvement of living standards for citizens. Booms were cut short as South Africa 

had to fulfil its obligatory requirements in terms of debt and interest. This placed even 

further constraints on South Africa’s import and export relationships.  Imports 

exceeded exports. Short term debt increased significantly during the 1980 to 1986 

(48% to 72,3%) period.  The acquisition of short-term debt was not in line with the 

country’s risk appetite and strategies. Short term debt increased substantially because 

foreign loans which was easy to access.  

Foreign creditors were willing to lend large sums of money to South-Africa. The 

International Monetary Fund (IMF) willingly lend $1.1 billion to South-Africa at the end 

of 1982 (Morrell 1983). The IMF had blocked financial assistance to South Africa at 

some stage and this created levels of panic by foreign investors, especially those who 

already provided capital. Due to the complicated political and financial environment, 

the risk of foreign creditors recalling these loans became a harsh reality in 1985 and 

forced negotiations in efforts to curb excessive inflation. The negotiations resulted in 

reputational scrutiny, as it was seen as re-financing. Convincing various economic role 

players and decision makers was extremely difficult.  

Nedbank re-lent almost 50% of its own foreign credit to the South-African government 

but was an oversight due to weak supervision within a treasury division. In addition to 

this the dollar strengthened against other currencies. South-Africa attempted to 

minimise the risk by exchanging gold, which ultimately failed, and the country’s credit 

worthiness was severely questioned. Acquiring new loans, especially at reasonable 

interest rates, became extremely challenging. 

4. LESSONS FROM ORIGINATING DEBT 

Interim arrangements were applied to pay of certain parts of loans and re-arranging 

others. Even though actions were taken to reduce the obligatory payments and putting 

new capital repayment structures in place, there were still lessons to be learnt from 

the sovereign debt crisis which originated in 1985 in South Africa (Hirsch 1989). 

According to Daniel Bradlow there are three main lessons to learn from the debt crisis 
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(Bradlow 2017). The three lessons will be discussed under, contractual arrangements 

to maximise financial returns; Implementing a Guide to creditors using international 

standards and/or consideration of best practices and unaddressed debt crisis carried 

forward into the future. 

Contractual arrangements, terms and conditions are drafted to stipulate permissible 

protection concerning the creditor, providing the best possible financial return, and 

mutual consent is reached by the borrower with regards to the terms and conditions. 

When re-negotiations for debt are considered, the creditor will still negotiate to retain 

a beneficial position, supported through enforceable rights to the debtor. South-Africa 

approached re-negotiations and re-structuring of debt through interim stages during 

the debt crisis. Different types of debt were identified, and part of the short-term debt 

was re-negotiated from short term obligations to medium term obligations. This 

enabled South Africa to honour capital and interest re-payments to creditors whilst 

they were focusing on strategies to settle debt. The lesson learnt from this is the 

importance of implementing and utilising a creditors guide for all contractual 

agreements, outlining the terms and conditions, and maximising the mutual benefits 

to all parties.   

South-Africa demonstrated, through evidence, that a large part of the debt acquired 

was used for and from Apartheid funding. One could probably argue that these large 

amounts of funding could rather have been used to settle more debt or re-invested in 

the economy. The political landscape and drivers behind an unjust regime and the 

change to a democratic country had its benefits where international funders lifted some 

sanctions because of the political changes but as a country, it was and is still offsetting 

the political deficit and debt accumulated through the years prior and post-apartheid.  

Unaddressed socio-economic challenges will in the long run have a huge impact on 

either the ability to lend money or to re-pay debt and the accumulating factor makes 

debt far more expensive in the future and results in a race against the debt clock. 

At the time of debt crisis there were no indication of any formal international standards 

or norms. This led to hardships and inability to measure performance in relation to 

borrowings. Credit was provided in an almost reckless manner which was detrimental 

to investors’ financial standing and reputation. Fortunately, different groups and 

entities worked together to establish standards which have since been developed and 
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implemented to regulate the financial sector, especially debt. This also includes re-

negotiations of debt.  Not all international standards are binding but also serve as a 

guideline or best practice to promote responsible lending of credit.  

4.1. Current debt clock 

South-Africa’s current debt, as of 21 June 2021, amounted to R 3 826 930 208 532 

(R3,8 trillion) (Commodity.com 2021). To obtain a broader understanding of the real 

status of South Africa’s debt, five questions will be used to assist in the overall 

assessment of the debt status, and if this can be considered a crisis and what factors 

are contributing to the debt status: 

 

   

 

 

 

 

Figure 1: Current debt clock 

Source:  Author’s Analysis 

The debt service cost comprises of different items which are not disclosed separately 

in the National budget but is presented as Total National Debt. The different items and 

sub-times include the principal and interest payments on the respective debt, as well 

as adjustments for inflation and exchange rates (Gov.za 2021). These adjustments 

are important as currencies fluctuate (weaken and strengthen) regularly. The current 

debt service cost amounts to R269,7 billion which is a significant expense to the 

country. National debt consists mainly of debt incurred by local government. 

(Commodity.com 2021). All government debt acquired is approved by the Minister of 

Finance and contribute to the national debt in line with their public entity schedule 

structure. Some areas of conflict were raised as some experts argue that not all items 

are included in the national debt sum.  Examples of such exclusions are Government 

Employees Pension Funds as well as State Owned Entities’ debt. A Management 

division within the Ministry was established to determine and monitoring of government 

What is the current debt service cost? 

 

How is the amount of debt calculated? 

Debt amount compared to GDP 

 

Covid impact on debt? 

 

What is our current debt rating status? 
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debt and settlement thereof.  Settling of loans can be done through different bills, 

bonds, and tax collections. 

The Covid 19 pandemic left its mark on the world. Countries are struggling to keep 

their citizens safe under pressured health systems, food insecurity challenges, political 

unrests, and violence as well as the fight to keep crumbling economies active and 

prevention efforts to reduce job losses. The International Monetary Fund granted $4.3 

billion to South-Africa, during 2020, for financial assistance (www.imf.org 2020). The 

grant was provided to assist with an expected economic contraction, direct COVID aid 

for the purpose of grants where there are structural constraints, high unemployment, 

and income inequalities to mentioned but a few.    A profound economic recession is 

looming due to the declining economic activities, limiting the injecting of income into 

the GDP cycle. Most countries are experiencing this global shock and needs to adapt 

to meet ends. The funding will be used to relieve strain for direct Covid 19 expenses 

but will require committed accountability to repay the financial aid when the epidemic 

passes.  

This loan is called the Rapid Financing instrument (RFI) which require no structural 

performance- or specific requirements to be implemented (Bradlow 2020). The sum 

provided to South-Africa converted into ZAR amounted to R70,6 billion. The Minister 

of Finance stated that the loan will not be used to pay salaries but rather form part of 

the National Revenue Fund to help all government programmes (Businesstech.co.za 

2020). Low interest rates are charged for the RFI loan as it forms part of emergency 

financing.  This could be beneficial to South-Africa if managed well and all options are 

considered in terms of advantages and disadvantages prior to spending the loan’s 

capital (Bradlow 2020).  Below is a summary (Table 1) of possible advantages and 

disadvantages in relation to the RFI loan: 

Table 1: Possible Advantages and Disadvantages in Relation to The RFI Loan 
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Source: (Bradlow 2020) 

5. METHODOLOGICAL APPROACH 

A document analysis (qualitative) approach was used for this research project. It is a 

systematic procedure for review and evaluation of documents. Extracted information 

was used to prepare comparative data, presented in a log frame for the purpose of 

consolidating and analysing information/data.  The National Budget Speeches, 

presented by the Minister of Finance, published in the public domain, was accessed 

through an electronic database, available on the National Treasury website. These 

documents were used as main source for debt and debt-service cost analysis. Both 

Budget versus Actual Gross Debt in relation to GDP and Debt-service cost as 

percentage of GDP were analysed and documented from 2001 to 2021 with intervals 

of 2 years, providing a basis of 11 data points. Credit rating reports of 3 rating agencies 

were used during the analysis of long-term debt ratings for the periods 2007 to 2020. 

Specific years were used when changes within the credit rating stages were 

presented. World Bank Reports were also utilised to obtain an in-depth understanding 

of the debt environment, the correlation, inverse correlation as well as interlinked 

factors effecting the debt status of the country and outlook.  This analytical method 

required examination and interpretation of information and data to obtain meaning, 

and a deeper understanding of debt, interest and re-payments, the short and long-

term effects as well as the impact on South Africa’s sustainability. 

A Grounded Theory research design was considered but application was limited to 

establishing and reviewing facts through a systematic approach in the selection and 

use of data generation and analysis in response to the problem statement, grounded 

in data/information analysis based on identified concepts and similarities and did not 

Advantages of IMF/RFI loan:

Low interest repayable at approximately 
1,1%

Is much lower than other possible 
financing resources (+- 7% on average).

The support provided from the IMF 
demonstrates its support and attract other 
investors.

Discourage parties to sell South-African 
bonds.

Available cashflow to stabilise the 
economy while helping with the country’s 
exports.

Disadvantages of IMF/RFI loan:

Foreign exchange fluctuations effect on 
repayments of loan and interest.

Great extent of planning needed around 
how money will be utilised efficiently, is 
critical.

Covid 19 extends over a long period, 
having the need for further financial 
assistance, which will result in more 
accumulated debt and possible higher 
interest charge out rates.
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generate new specific knowledge. Specific key words and pre-identified interest areas 

were identified to populate data in a structured manner. 

A document analysis evaluation sheet was used to assess the usefulness of the data 

sources (budget speeches, credit rating reports and information on factors effecting 

debt) which comprised of: 

Table1: Check List   

Number Evaluation criteria Yes No 
1 Accessibility, reliability, and validity of 

information 

  

2 Relevance to the topic, information, and 
audience 

  

3 Does the document/s contain/s sound 
arguments? 

  

4 Does the documents provide 
recommendations? 

  

Source: (Bowen 2019). 
 

Some limitations were identified during the data gathering process.  Examples of such 

limitations were that not all source documentation distinguish or provided a split 

between local and foreign debt as well as specific details of the sources of debt for 

further analysis. Two-year intervals were used during the budget versus actual gross 

debt in relation to GDP analysis as some information was not available. This however 

did not impact on the presentation or analysis of the data for the purpose of this 

research project. 

6. ANALYSIS OF FINDINGS 

 

The analysis and findings are presented below and is based on debt and credit rating 

information, categorised under: 

 Debt service cost compared to National Revenue and Total Debt 

 Debt service cost as percentage (%) of country’s GDP 

 Budget versus actual gross debt in relation to GDP 

 Long-term debt rating (Moody’s, Fitch and Standard and Poor) 
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Source: Budget speech 2021: (Treasury.Gov.za 2021), (Statistics Africa 2021) 

Figure 2: Debt Service Cost compared to National Revenue and Total Debt 

*(1765.994 billion * 0.13) = 229.579 bn 

Diagram 1 reflects South-Africa’s current projected total shortfall of revenue to the 

amount of R2,830 trillion if total debt is to be covered.  Total debt is estimated at 

R4,179 trillion (-209.556% of revenue). 

*(R3,950 trillion + R229,579 bn – R1350 Trillion = R2,830 trillion).   

*-209.556% [((4,179 t– 1350t)/1350) *100].  

Gross debt is extremely high. It will be difficult to substantially reduce debt now, due 

to the additional Covid investment requirements. High debt will also lead to higher 

interest re-payments over a longer period and will further deplete the available revenue 

base. The use of revenue to offset debt will impact the economy negatively as funding 

for other expenditure will be limited and hampers growth opportunities as well as 

investment to create much needed employment.  

 

 

*R3.95 trillion 

*R1.35 trillion 

*R229.579 bn 
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Sources: Budget speeches from the year 2001 to 2021 (every 2nd year): (Gov.za 2021) 

Figure 3: Debt-service cost as % of Country’s GDP 

In the most recent budget speech, presented by former Minister Tito Mboweni, he 

outlined areas where strategic decisions and directions are required. Transparency 

and care were listed as immediate priorities for intervention. He further indicated that 

Government aims to stabilise the country debt to 88,9% of Gross Domestic Product 

(GDP) in the 2025/26 financial year.  It was projected that debt will decline after 

stabilisation (Gov za 2021). The current debt of R3,95 trillion is likely to increase to 

R5.2 trillion in the next fiscal year based on the estimates provided.  The diagram 

above shows the supplementary comparisons on debt assessments.  The expected 

debt to be financed in relation to the country’s GDP has been compared with actual 

debt financed as presented above, over a period of 21 years but presented in intervals 

of 2 years. The “u” shape curve displays the debt servicing cost as percentage of GDP.  

The 2021 year is almost at the highest point in history.  
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Source: Budget speeches for the years 2001 to 2021 (listed every 2nd year) (Gov.za 

2021) 

Figure 4:  Budget vs Actual Gross Debt in relation to GDP 

The diagram displays a greater deviation in the early years of the actual gross debt in 

relation to the GDP against expected gross debt in relation to the GDP. However, there 

is a steep incline in the expected debt in relation to the GDP since 2009. This is 

commendable, as the IMF grant was received, and additional debt that was anticipated 

by economists prior to 2021. year. During the Covid 19 pandemic GDP might also 

reduce due to possible decrease in aggregated demand. The trend still shows some 

concern. The gross debt in relation to GDP has been climbing significantly over the 

last 12 years. However, a concern should be raised around the amount of debt 

required to keep the economy afloat.  
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Figure 5: Moody’s long-term debt ratings 

Sources: (tradingeconomics.com 2021), (moodys.com 2021) 
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Figure 7: Fitch’s long-term debt ratings   

 

 

 

 

 

 

 

 

 

 

 

 

Sources: (tradingeconomics.com), (Spglobal.com 2021) 

Figure 8: Standard and Poor’s long-term debt ratings 

An evaluation of the debt ratings for South-Africa will be discussed based on the 

results of three well-known debt rating agencies. The agencies are Moody; Fitch and 

Standard & Poor (S&P).  South Africa’s debt ratings were downgraded by all three 
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economic contraction, the impact of the Covid 19 pandemic, its direct and indirect 

challenges which all seems to have triggered the economic shock (Gov.za 2021). 
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to obtain inexpensive financial assistance from other investors across the globe. This 

will put even more pressure on the economy and will affect the fiscal policy of the 
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After the budget speech delivery on 21 February 2021, Standard & Poor, warned that 

not enough emphasis were placed on economic restructuring and reforms by 

government (Businesstech.co.za 2021). The concern relates to the expectation that 

the GDP will not be attainable, consequentially increasing the pressure of repayments, 

financing, and other needed expenditure. Lucie Villa, senior creditor officer at Moody’s, 
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emphasised her concern of the minor adjustments in die National Budget. She 

highlighted the absence of a concrete economic recovery plan, amidst the current debt 

burden. Fitch echoed Moody’s concerns which concluded that the outlook from a debt 

rating perspective, remains negative. According to trading economy forecasts and 

results the outlook are not favourable and were not favourable based on these 

agencies reports since 2007 (tradingeconomics.com). Stable outlooks were attainable 

in the past and should serve as encouragement to re-build the economy through 

innovation, trade and settling of debt more aggressively. 

7. FACTORS AFFECTING AND AFFECTED BY DEBT STRUCTURE 

The factors discussed below are interlinked in most instances. They are individually and 

jointly affected by the current debt structure of South-Africa. These factors, in contrast, 

also effect the debt structure’s repayments and are discussed below: 

7.1. Unemployment 

The Quarterly Labour Force Survey (research) was conducted in 2019. The results 

presented an unemployment rate of 27,6% during the first quarter (Africa 2019). 

Individuals amongst the age category 15 to 24 years, held the highest unemployment 

rate of 55.2%. Unemployed individuals or individuals’ earning below the tax threshold, 

cannot contribute through PAYE taxes towards the country’s revenue base. South-

Africa has a very high unemployment rate.  

Expenditure is limited to available revenue. As debt is rising so will interest charged. 

Repayments from the current revenue base are difficult to administer. The portion of 

revenue allocated towards debt payments could be used for job creation (SABC 

Education 2011). Job creation for South-African citizens could reduce poverty amongst 

the lower-income earners, struggling to afford necessities. Job creation holds the key 

to a move from and third world country to a first world country. 

An appropriate balance of job creation and investment in education needs to be 

considered to employ candidates with specific skills, capabilities, and knowledge. 

Intrapreneurial opportunities can drive innovation in growing the economy. This will be 

further discussed as it feeds into other factors been identified. 

7.2. Poverty and Inequality 

The poverty trap is hard to escape in the current conditions in South-Africa. The Covid 

19 pandemic resulted in an economic contraction, increased job losses, and further 
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increased poverty. In addition to this the child population are caught up in the poverty 

cycle and the cycle repeats itself. (Burger et al. 2014).  

According to the National Development Plan presented by the National Planning 

Committee and Trevor Manual in 2013, the main objective was to focus on eliminating 

poverty and developing an inclusive economy (Gov.za 2013). This plan incorporated 

three stages of implementation. Immediate, medium, and long-term objectives.  

During a study conducted by the South-African Human Rights Commission, and 

UNICEF, a statement surfaced, affirming that the National Development Plan aims to 

eliminate poverty will not be achievable unless huge emphasis is placed on improving 

children’s well-being and their education (Burger et al. 2014).  At the time that the study 

a policy decision was taken and child support grants, provided 11 million children the 

opportunity to improve their future. 

The image for children being trapped in the poverty cycle requires the implementation 

of a turned strategy that focus on policy development and implementation, promoting 

good health, essential education and providing a platform for positive influencers. Debt 

increases will derail or postpone such initiatives. 

Intellectual poverty can also have an impact on the ability to create successful and 

functional communities outside their normal cultural believes and customs. A study 

conducted by a Singapore-based researcher on the behavioural changes and ability of 

low-income earning individuals saving for the future has shown that little prospect has 

been placed to think about long term investments (Timmer 2019). The World Bank 

indicates that South-Africa has about 30.3 million individuals living in poverty. This is 

55.5% of the population which forms part of the low-income individuals, reliant on grants 

for income. Increase in grant allocations could bring great relieve. 

(Databank.Worldbank.Org. 2020).    

Inequality takes up multiple forms such as income-inequality, educational gaps, gender 

inequality, etc. Some of these forms of inequality are due to historical and cultural 

influences deriving from Apartheid and gender views. It is of importance that 

government intervenes to create equal opportunities through a sustainable economy. 

The Gini co-efficient for South Africa is listed at 0.70, the highest worldwide. (Soudien, 

Reddy and Woolard 2019). The Gini coefficient is a measure used to place economic 
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inequality on a scale. Zero will be seen as perfectly equal while one will represent 

perfectly inequal (corporatefinanceinstitute.com).  

7.3. Environmental 

South-Africa are obligated to create healthy environments that are safe for all citizens 

of the country.  A study conducted by Mouez Fodha and Thomas Seegmuller has shown 

a considerable correlation between environmental quality and government debt levels 

(Fodha and Seegmuller 2011). One of the factors, impacting the life expectancy of 

taxpayers is the environmental condition and pollution and exposure thereof. Carbon 

Dioxide emitted from factories, cars and the creation of electricity is one of our biggest 

concerns and contributes to global warming effecting the health of citizens and the 

environment.  

 

A model was presented in 2018 by George Halkos and George Papageorgiou to 

government, recommending the implementation of taxes on polluting activities from 

firms to raise additional revenue to help pay off government debt (Halkos and 

Papageorgiou 2018). These taxes could also be used to implement alternative sources 

of energy to reduce pollution and create a sustainable environment for future 

generations. 

 

During December 2019, government and the South-African Revenue Service decided 

to publish a Notice for the implementation of an environmental levy as a carbon tax. 

This initiative aimed to reduce the Greenhouse gas emissions and promoting future 

production plans to be more environmentally friendly. A tax of R120 per ton of carbon 

dioxide emitted was imposed. In addition to this a of 2% annual increase was fixed from 

2019 until 2022. Thereafter the increase will be inflation linked. The taxes obtained 

could be used to reduce our current debt or allocated to address other socio-economic 

factors. 

 

7.3.1. Corruption 

 

Corruption is also one of the factors effecting public debt in South-Africa. The 

relationship between corruption and public debt is perceived as “the more corrupt a 

country is the higher the public debt” (Cooray, Dzhumashev and Schneider 2017). 
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According to Carole Ibrahim, an increase of 1% in corruption results in a 6.28% increase 

in the Debt-to-GDP ratio (Ibrahim 2020).  

 

The Corruption Index listed South-Africa at a 44-point status from 2019 to 2020. The 

point scale starts at 0 and ends at a 100. A 100 indicates a very clean government 

environment, whilst 0 indicates a high level of corruption.  South Africa’s rating is high, 

and more efforts should be channelled to eliminate corruption as far as possible to use 

funding to settle debt. (tradingeconomics.com 2020). Corruption has different forms it 

refers to money laundering, diversion of funds, bribery, manipulation of specific 

outcomes, inducements, and defrauding individuals (Chen James. 2020). When 

fraudulent activities can be reduced, funds can be used to reduce government debt and 

restore the trust of citizens in their government.  

 

7.3.2. Digital Gap 

 

The fourth Industrial revolution is often referred to as a “digital gap”. This gap is far more 

prominent in developing countries and South-Africa is also subject to this digital gap. 

During the COVID 19 pandemic was evident that in certain areas we were lacking the 

relevant technology, systems, and infrastructure to address a pandemic. Most work 

environment and individuals had to adapt to the new norm.  Working from home and 

engaging via electronic platforms, shifted the work environment to new hybrid solutions. 

It is evident that the digital environment can be used to enhance economic and social 

development challenges in a shorter period (Schwab 2016). 

 A concept, Geographic Information System (GIS) was introduced and evaluated in 

2004. This was shared with government and was implement worldwide to creating 

several advantages (Singh 2004) and are listed below:  
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The reason for the digital divide and reasons for not being able to implement GIS in 

multiple countries are contained in the list below: 

 

Figure 9: Advantages 

Lower-income individuals and developing countries are mostly affected by the Digital 

Revolution. They are unable to compete with first world countries in e-commerce 

business and opportunities are limited to provide training to tech-smart individuals. This 

also leans towards opportunities to train and employ individuals, creating new job 

opportunities. South-Africa has challenge to find investors to incur debt in support of 

providing platforms and build a high-tech functioning government.  Artificial intelligence 

links to our ability to embrace change and to foster a culture of digital use.  

7.3.3. Political Unrest & Instability 

Political unrest is a common occurrence in South-Africa. Looters took right into their 

own hands. Actions took a violent form of protesting and/or destruction which impacted 

negatively on the local and international investors (Sarr et al. 2010). 

 

Governments having information easily available and creating a transparent platform

Enhance continues learning, 

Creating a virtual workplace for individuals and firms

Improve health- and living standards

Improving the e-commerce industry

Increase the ease of decision making

Lack of infrastructure, including tele-communication infrastructure

Poor education and no access to learning opportunities

Gender inequality
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Resistance and unskilled amongst older age groups
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The most recent political unrests in South Africa, resulted in R50 billion trade losses to 

firms due to looting and damages to properties. Job creation also declined, and 150 000 

individuals lost their employment (Cele and Wilson 2021). The director of Citadel Global, 

Bianca Botes, echoed the supplementary impacts from the riots. Volatility of the Rand 

against other currencies also impacted on investments. (Businesstech.co.za 2021). 

More sadly is the loss of human lives during the violent protests. Political instability will 

also influence the debt rating issued by the credit evaluation agencies such as Moody’s, 

Fitch and Standard & Poor (van Papendorp and Packirisamy 2016).  

 

Raising more debt will result into challenges for South-Africa when investors are 

desponded to invest. Job losses directly decrease the income tax revenue baseline. 

The weakening of the rand throughout this period could also result in a higher 

repayment if certain debts due to fluctuations in exchange rates and costs of foreign 

currency.
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8. RECOMMENDATIONS FOR IMPROVING THE DEBT STRUCTURE AND CREATING A SUSTAINABLE ECONOMY 

Element: Recommendations: 

Unemployment Unemployment occurs when workers want to work are unable to find employment.  The major root causes of 

unemployment are labour demand, supply mismatch, the legacy of apartheid, poor education and training, 

global recessions, and pandemics such as Covid.  Individuals who are unemployed do not have high or 

moderate consumer expenditure, leading to a downfall in the GDP of the economy (Kings and Powell 1998). 

This also leads to a reduction in taxes generation (VAT raised on goods and services and employee tax).  

 

The National Development Plan sets out objectives to address unemployment by 2030. Other 

recommended actions government could consider reducing the demand deficient in unemployment and 

structural unemployment could be summarised below (Pettinger 2019):  

Supply 

 Economy growth strategies should be reviewed and improved to strengthen growth and prevent 

unemployment from rising (Revisiting the National Development Plan objectives). 

 Increase in government spending  

 Improving the unemployment insurance system  

 Invest in education and training of current and future generations to produce a capable and 

qualified working force. 

 Consider devoting employment subsidies to firms, encouraging them to employ long-term, 

unemployed individuals. 
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 Build a good affiliation with trade unions establishing fair and reasonable terms for setting 

minimum wages. However, the reduction of real wage unemployment is advisable, which can 

be achieved by lowering the minimum wage. The morale of workers should be considered as 

this affects production in the economy. Establishing a minimum wage which does not seem fair 

to workers could lead to political unrest and mostly affects the lower-income group (Lee 2014).  

            Demand: 

 In accordance with the monetary policy, the government should attempt in boosting aggregate 

demand. This can be achieved by lowering interest rates. However, studies show that lowering 

the interest rate is less affective in boosting aggregate demand due to inherent non-linearities 

that arise which inhibit consumers impact on spending (Borio and Hofmann 2017).  

 A reduction in taxes can be considered to promote aggregated spending by consumers.  South-

Africa is ranked 34th on the list of the highest income taxes charged per world (Worldpopultion 

review.com 2021). 38% of tax base arise from income taxes collected during the 2021/2022 tax 

year, placing high reliance on income and direct taxes (Businesstech.com 2021).  

 Better control from government in partnership with SARS, to curb tax evasion, considering that 

only 1,58 million individuals taxpayers carried the bulk of taxes whereas 22.2 million individuals 

are registers for tax during the 2019/2020 year of assessment.  

 Another solution to reduce unemployment rates, is to lower exchange rates through the 

promotion of exports. Balanced care should be taken as this recommendation can be 

contradictory if the objective is to help South-Africa’s debt structure as exchange rate fluctuations 
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could possibly increase repayment on debts if loans are based on exchange rates (Pettinger 

2019). 

Element: Recommendations: 

Poverty and 

Inequality 

 Providing access to basic services and utilities (such as water and electricity) could lead to a better living 

standard and better environment in order to escape the poverty cycle and contributing to the economy (van 

Aardt et al. 2018). 

 Address food insecurity and malnutrition. A current study on food and nutrition is taking place to determine 

the levels of food insecurity in all 9 provinces.  The aim of the study is to identify households where food 

insecurity, hunger and malnutrition is evident to assist the Department of Agriculture, Land Reform and Rural 

Development (DALRRD) to intervene and provide support and to influence new policies. The Human 

Sciences Research Council is conducting the study on behalf of DALRRD (HSRC 2021). Such research 

initiatives can assist government in addressing poverty within communities. 

 Providing basic education for all South-Africans could lead to higher living standard and rectifying the 

inequality which is evident within society. 

   

Element: Recommendations: 

Environmental  Raising taxes on the amount of carbon dioxide emitted from firms.  

Reliance will however be placed on firms to register for this type of tax, forcing only large companies to 

register to avoid unnecessary fines which could damage companies’ reputation  

 Taxes collected from these emissions could be used to encourage research and development to promote 

and use alternative sources of energy to respond to hazards resulting into climate change.  
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 Ecosystems such as wetlands and forests need to be protected by government, as they absorb carbon 

dioxide and reduce the amount emitted omissions into the ozone.  

 Investing in local and eco-friendly producers could assist with economic support and job creation by using 

value chains. 

 Decreasing the amount emitted could decelerate the consequences of the greenhouse effect (Yaniz 2017). 

Providing a safe and healthy environment creates a foundation for future generations.  

 

Element: Recommendations: 

Corruption  Enhancing a more transparent public administration and financial management within departments to 

reduce the misuse of resources where resources can be utilized to pay back debt or re-allocate unspent 

funds to other necessary expenditure (Transparency.org 2016). 

 Having a compelling legal system, with harsh penalties to hold individuals accountable if they are guilty of 

committing fraud or being involved in corrupt activities.  

 Empowering citizens to not tolerate corrupt activities within government to restore trust between the country 

and its citizens.  

 Curbing corruption through a zero-tolerance approach could encourage foreign investors to invest in South-

Africa as debt ratings could possibly improve if corruption could be lowered.  

 Conduct formal training programmes, explaining the drivers of corruption, where to report it and ensuring 

that whistle-blowers are protected.  
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Element: Recommendations: 

Digital Gap  Increasing investment in digital infrastructure. 

 Training of public servants to close the digital gap. 

 Put in place proper asset management controls to protect and safeguard digital equipment 

 Promoting the use of technology within the education system could close the digital gap, this however can 

be costly, especially the acquisition of devices for public schools.  

Element: Recommendations: 

Political 

Instability 

 Government could invest in research to determine the key factors contributing to political instability (looting, 

riots, racism, xenophobia as well as rehabilitation or intervention to greater peacebuilding in the country. 

 Establishing a good government hierarchy with capable and ethical leaders, to rebuilt trust between citizens 

and government, which could serve as a foundation to improve on debt ratings agencies and international 

relations. 

Element: Recommendations: 

Recession According to the World Bank it expects a decrease in the global economy of 5,2%, leading to the deepest 

recession since the Second World War (Worldbank.Org. 2020).  

 

 According to Hunter Cregger, governments should initiate spending to inject money into the economy, to 

restore the aggregate demand. This is due to a recession submerging from a possible drop in the aggregate 

demand (Cregger 2015). This spending initiative could influence other socio-economic factors (such as 

unemployment or educational development) in a positive way, while still injecting money into the economy to 

stabilise demand. 
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Element: Recommendations: 

Covid 19:  Re-negotiations on loans due by South-Africa have occurred in the past and might be prevalent in the 

current pandemic situation (Harris 1986).  

 South-Africa should not rely on re-negotiations to recover from the economic recession as all countries 

worldwide, especially developing countries like South-Africa, has been affected by this pandemic 

(Worldbank.org 2021).  

 Furthermore, an enormous IMF grant mentioned above has also been given, which could affect the 

decisions from creditors whether new terms are negotiable. If negotiations on extended terms of debt due, 

can be reached, then it could bring some relief and free up some cash flows for South-Africa and can 

relieve some immediate pressures and provide some time for economic recovery. 

Element: Recommendations: 

General:  South-Africa’s indebtedness should not rise above a certain government debt to GDP percentage level as 

this could lead to a debt trap, which could result in the need of massive bailouts from financial institutions 

and third parties (Naraidoo and Raputsoane 2015).  

 Sovereign credit rating agencies such as Moody, Fitch and Standard & Poor affects the way South-Africa is 

viewed by different investors. These agencies take different factors into account such as: government 

indebtedness, economic growth, debt servicing, political instability, levels of development, etc (Mellios and 

Paget-Blanc 2006). Government could target specific socio-economic issues to reduce political instability, 

jobs creation, improve standard of education and consider new investments.  

 

http://www.corporatereporting/


AJCGR Issue 3, Vol 1  Print: ISSN: 2734-2611|Online: ISSN: 2734-262X 
www.corporatereportingjournals.com 

249 
African Journal of Corporate Governance Research Special Students Issue 

6. Summary and Conclusion: 
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9. FINAL CONCLUSION 

Current debt levels continue to rise as the Government is endeavouring to bring the 

Covid pandemic under control.  Covid exposed and highlighted many socio-economic 

challenges that still require Government and citizens commitment to re-build the 

economy, enabling growth and promoting sustainability for the purpose of “public 

good”.  
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WHERE WERE THE AUDITORS? A SYSTEMATIC INVESTIGATION INTO THE 

KEY DRIVERS OF CORPORATE AND AUDIT FAILURES 
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Abstract 

Corporate collapses are often associated with audit failures as financially robust 

companies have unexpectedly collapsed one after the other without auditors raising 

any concerns. This has led to the public perception that the auditors have neglected 

their duty as “watchdog” as well as undermining the credibility of audit reports. Not 

only have individual audit firms suffered reputational damage, but the entire 

accounting profession has been called into question. Thus, corporate and audit 

failures have far-reaching financial and social impacts and are a serious concern, both 

for the accounting industry and the global economy at large. This paper contributes to 

the existing body of knowledge by providing a detailed analysis of corporate failures 

worldwide. This paper identifies the common drivers of these failures from the client’s 

and the auditor’s perspective, the consequences of these failures and the legislation 

and regulation enacted to prevent such failures in the future. The methodology 

consisted of a literature review of the corporate and audit failures from the collection 

and analysis of published articles, reports, legislation, dissertations, and theses. This 

was followed by a comprehensive content analysis of the literature to summarise the 

corporate failures in the United States of America (US), the United Kingdom (UK), and 

South Africa as part of the collection of qualitative data. This was done to identify key 

drivers of corporate and audit failures. Through this content analysis the assumptions 

of the existence of common drivers in these failures were confirmed and key drivers 

of audit failures relating to auditor independence and auditor conduct was identified. 

Furthermore, common characteristics underpinning corporate failures were also 

identified as being complex accounting transactions, fraudulent accounting practices, 

unethical, illegal, and fraudulent conduct by employees, weak corporate governance 

structures and the consequence of entity’s operations.  

Key words: Auditors, Audit Failures, Corporate Failures, Corporate Governance, 

Content Analysis. 
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1. INTRODUCTION 

“Where were the auditors?” This is a phrase the accounting industry is all too familiar 

with following scandal after scandal that has shaken the auditing profession worldwide. 

Corporate collapses are often associated with audit failures, as financially robust 

companies have unexpectedly failed one after the other without the auditor raising any 

concerns. This has led to the public perception that the auditors have neglected their 

duty as “watchdog” as well as undermining the credibility of audit reports. Not only 

have individual audit firms suffered reputational damage, but the entire audit 

profession has been called into question.  

These corporate and audit failures have gained significant attention from the public, 

media, professional bodies, and regulators as stakeholders have attempted to piece 

together what happened. At the same time, attempts have been made to prevent 

future failures by tightening regulation and legislation, all while asking the age-old 

question: “where were the auditors?”. Corporate failures disrupted economies 

worldwide, causing the global economy to experience unintended pressures and is 

even said by Open Secrets to have contributed to the Great Recession (2020a). 

Corporate failures such as Enron, WorldCom, Eskom, Tongaat-Hulett, Steinhoff and 

VBS Bank are only some of the numerous examples illustrating this phenomenon. 

It should be noted that corporate failures are often preceded by audit failures and 

hence, it is important to distinguish between these two notions. An audit failure, as 

explained by Pearson (1987), occurs when an auditor reports to the public that their 

client’s financial statements are faithfully presented, when in fact they are not.  Many 

entities’ failures can be connected in some way to fraud. Consequently, with many 

corporate failures, a parallel can be drawn to the corresponding audit failures (Okaro 

& Okafor, 2013). Corporate failures can therefore be described as the use of financial 

resources in an ethically questionable manner by management, whereby they misstate 

or omit information in the financial statements. The auditors fail to notice or report 

these misstatements which become public knowledge, once uncovered (Smith, 2021: 

16). 

Corporate and audit failures are a serious concern not only in the accounting industry, 

but in the global economy at large with far-reaching financial and social impacts. Most 

of these failures occurred around the end of the 20th and the beginning of the 21st 
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century. Hilzenrath (2021), the Chief Investigative Reporter for the Project on 

Government Oversight, commented that “those chapters in financial history revealed 

a combination of bad auditing, weak policing of auditing and rules that demanded too 

little of auditors”. Nonetheless, very few comprehensive studies explore the key drivers 

of these failures and the existence of a common drivers that could serve as early 

warning signals to the public and to auditors.  

Bernard Agulhas, former Chief Executive Officer of the Independent Regulatory Board 

of Auditors, further emphasised this during a series of SAICA webinars hosted in 2020, 

stating that “the auditing profession finds itself in a state of crisis” (South African 

Institute of Chartered Accountants [SAICA], 2020). Agulhas went on to highlight the 

importance of understanding of how the profession got to this state and why it 

happened. His comments illustrate that although corporate and audit failures occur 

frequently, little is known about the underlying drivers common to all of these failures.  

As such, this research paper will include a detailed analysis of these failures 

worldwide. This is done to identify key drivers of corporate and audit failures and using 

the findings to prove or disprove the hypothesis of the existence of common drivers of 

these failures. These identified drivers and common drivers will then be considered in 

the context of regulatory and legislative actions and recommendations made to 

prevent future failures to assess the reasonability thereof. 

2. PURPOSE, SCOPE AND LIMITATIONS 

The aim of this research paper is to investigate the causal drivers behind audit and 

corporate failures to shed light onto why failures continue to occur despite tightened 

and increased public scrutiny. The paper then determines whether there are common 

causes driving these failures. These key drivers are then discussed with regards to 

preventative measures and legislation and subsequently, the extent of deterrence of 

corporate failures. Thereby, this research study contributes not only to the discussions 

surrounding corporate and audit failures, but also has the potential to be used by 

regulators in designing, implementing, and maintaining standards governing the 

accounting industry. 

The study addressed three research questions: 

- Are there any key drivers of corporate failures? 

- What are the consequences of these failures? 
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- What are the recent global legislation and regulation enacted to mitigate 

corporate failures? 

This research paper will investigate corporate failures, occurring from 1995 to 2021 

through the collection and analysis of published articles, reports, legislation, 

dissertations, and theses. Such analyses may not necessarily be sufficient as it should 

be noted that a fundamental limitation does exist with regards to the fact that the 

reports containing the actual investigations of the failures explored are seldomly wholly 

released. As a result, the findings of investigators which has the potential to provide 

conclusive evidence of the true underlying causes of these failures are unavailable 

due to confidentiality restrictions. Thus, further analyses should be done by regulatory 

bodies who have access to these confidential reports, to confirm or invalidate publicly 

available research findings with regards to corporate and audit failures.  

3. LITERATURE REVIEW 

3.1. Background 

As defined in the International Standard on Auditing (ISA) 200, the overall objective of 

an audit is to:  

“Obtain reasonable assurance about whether the financial statements, as a whole, are 

free from material misstatements due to fraud or error, thereby enabling an auditor to 

express an opinion on whether the financial statements are prepared, in all material 

aspects, in accordance with the applicable reporting framework” (Marx, van der Watt 

& Bourne, 2018: 5-3). 

As illustrated by this extract from the ISAs, the international standards which govern 

not only individual audits, but the accounting industry in its entirety, auditor’s 

responsibility, in its most fundamental form, is to seek evidence to validate the faithful 

presentation of their clients’ assertions contained in the financial statements (Hughes, 

2019). Legislation, such as the Auditing Profession Act of 2005, grants auditors 

unrestricted access to clients’ financial accounts, records, documents, and items of a 

similar nature to fulfil their duties. Moreover, auditors have the right to demand any 

further information and explanations, without impediment, which they deem necessary 

while discharging their duties. Accordingly, auditors are seen to have more statutory 

rights than certain legal bodies, such as the police. (Smith, 2021: 15).  
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Sir Donald Brydon, author of the reputable Brydon Report of the independent review 

into quality and effectiveness of audit, states that the stakeholders who place reliance 

on auditors require them to answer two vital questions (Oberholster, 2021b). Firstly, 

stakeholders require auditors to investigate whether the entity is being run honestly 

(Oberholster, 2021b). Secondly, stakeholders expect auditors to conclude on the 

probability that the company will still be viable in the next 10 years (Oberholster, 

2021b). In answering these two questions, it can be concluded that audits are one of 

many fundamental mechanisms in the economic environment that ensure order in 

economic markets. Stakeholders can use auditor-approved financial statements to 

make decisions while having comfort that these financial statements faithfully 

represent the financial position of the company (Myoli, 2020). 

However, despite these statutorily imposed powers and stakeholder-imposed 

expectations, corporate failures continue to occur worldwide. Thus, it can be 

concluded that auditors are not fulfilling their intended role as the public’s “watchdog”. 

Referring to companies becoming financially distressed without significant warning 

from the auditors, Sir Donald Brydon explains that “looking back on the audit reports, 

we are finding nothing there, which was a clue to the probable outcome that came 

about subsequently” (Oberholster, 2021b). As noted, the audit reports contained little 

or no indication of the looming corporate failures. Thus, there were no reference to 

any potential drivers of these failures. The next section will discuss corporate failures 

which have occurred worldwide. 

3.2. Auditors and Corporate Failures 

Corporate failure chapters in financial history have corroded public faith in the 

accounting profession. While these corporate failures are seldomly wholly caused by 

the entities’ auditors, the media and the public are quick to point fingers at the auditors 

and not necessarily at those charged with governance in the entity, such as the 

directors, audit committee and management (Nomvalo, 2021). This may be attributed 

to the fact that auditing affects all participants in the economy and society at large, 

despite audits being a highly technical and procedural practice. As such, audits are a 

crucial element to the trust and confidence that reinforces an economy (Clarke, 2021). 

Yet, despite this key function of the accounting profession, audits continue to fail 

economic participants. Over the last 200 years, a series of high-profile entities have 
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failed without warning, and in each of these failures, the quality of the audits was called 

into question both locally and globally (Clarke, 2021). 

Imre Nagy, the acting CEO of the Independent Regulatory Board for Auditors (IRBA) 

in 2021, confirms that “we cannot rebuild trust in financial reporting and regain 

confidence in financial markets until we have improved audit quality” (van Schalkwyk, 

2021). This stance is further echoed by IRBA in their 2019/20 Public Inspections 

Report through their focussed commitment to improve audit quality in South Africa 

(Ramanna, 2021). This commitment is motivated by the drop in South Africa’s audit 

quality ranking by the World Economic Forum in recent years: in 2010, the country 

was ranked first out of 141 countries yet by 2018, it had plummeted to 55th place and 

in 2019 to 49th place (Oberholster, 2021a). Similarly, in the United Kingdom, the 

Financial Reporting Council (FRC) has consistently voiced concern regarding the need 

for external audit quality upgrades. The FRC’s audit quality inspection scores for the 

2020/21 financial year provided further proof as 29% of audits indicated that 

“improvement” or “significant improvement” was required (Alberti, 2021).  

Thus, regulatory bodies consider the unsatisfactory quality of audits as a significant 

driver of audit failure, yet audit quality is difficult to define in a manner that is relevant 

to different stakeholders with varying needs. Fafatas (2010) citing De Angelo, Watts 

and Zimmerman indicate that they attempted to outline audit quality broadly as the 

combined probability that a client’s auditor will both discover a weakness in the client’s 

system and report it. Once again, a parallel is drawn between audit failure and 

corporate failure; there must be a discrepancy in the entity’s operations and the 

auditor’s systematic review of the entity’s assertions concerning these operations 

presented in the financial statements. Thus, the need arises to analyse corporate 

failures in further detail and to identify the specific characteristic that underpin 

corporate scandals. Such an analysis would reveal the corresponding real or 

perceived audit quality inhibitors. Annexure 1 contains a table summarising corporate 

failure causes in the United Kingdom, United States of America, and South Africa to 

identify these characteristics. 

The Chairman of KPMG South Africa, Professor Wiseman Nkuhlu (2020), argues that 

auditing firms have become fuelled by revenue and profits and there is a lack of 

independence, which has led to insufficient and ineffective oversight. This was 
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emphasised by the FRC in 2019, which maintained that none of the Big Four met, nor 

surpassed the 90% targets thereby allowing audits to be classified as ‘good’ (Open 

Secrets, 2020a). One of the reasons for this, which was echoed by Nkuhlu, is the 

decrease in audit quality resulting from independence issues. These independence 

issues have three main causes: (i) the Big Four’s quasi-oligopoly of the accounting 

industry, (ii) the long-term relationships that Big Four auditors establish with their 

clients, (iii) the Big Four’s provision of both assurance and non-assurance services to 

the same client. 

The Big Four are multinational corporate giants, employing over a million people in 

roughly three thousand offices worldwide (Open Secrets, 2020b). As a result of their 

sheer size and global reach, these four firms are the only firms with sufficient resources 

and experience to audit big multinational corporations. The market concentration held 

by these Big Four is illustrated by statistics presented by Open Secrets (2020b), 

indicating that in South Africa, 96% of companies listed on the Johannesburg Stock 

Exchange are audited by one of the Big Four. In 2017, of the 500 companies on the 

S&P 500 index, 497 used both assurance and non-assurance services provided by 

one of the Big Four. Lastly, in 2018, 100% of the top 100 companies on the London 

Stock Exchange were audited by one of the Big Four (Open Secrets, 2020b). 

Additional concerns over the independence of these Big Four firms stem from the fact 

that their relationships with clients usually span decades or in some cases, even more 

than a century. An example that illustrates these ‘cosy’ relationships is that of Murray 

& Roberts whose client-audit relationship lasted 117 years or Naspers whose 

relationship entered its 105th year in 2020 (Open Secrets, 2020b). 

Moreover, the Big Four have, been increasing the amount of consulting work they 

provide to their clients and governments. Even though the Big Four are known within 

society as audit firms, their largest source of income (approximately two thirds) is 

generated from the consulting services they provide. This has resulted in a shift of 

core operations from audit to professional services (Open Secrets, 2020b). 

Consequently, potential independence issues may arise whereby audit firms fail to 

balance the auditing arm of the firm with that of the more financially lucrative 

consultancy arm.  
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In addition, investigations of the role of audit firms in corporate failures have identified 

sub-par conduct of the auditors. This is confirmed by Advocate Dumisa Ntsebeza, 

chairman of SAICA’s Inquiry Panel in 2018, who concluded, after an investigation of 

an audit failure, that the auditors’ conduct was “unprofessional and lazy” and “an act 

of absolute dishonesty” (Open Secrets, 2020c). Furthermore, similar investigations 

uncovered that there were substandard quality control practices at audit firm and 

engagement level and that auditors were guilty of violating SAICA’s Code of 

Professional Conduct (Open Secrets, 2020c). Audit failures were also concluded to 

arise from to the non-compliance with the ISA’s (Open Secrets, 2020b). 

The above discussion indicates that if there any lessons to be learnt from corporate 

failures, the interprofessional relationships within the accounting industry must be 

closely examined. Corporate failures should not be seen as isolated audit failures as 

over the past few decades the focus of audit firms has switched from being the public’s 

‘watchdog’ to becoming sales representatives, marketing their wide range of services 

to existing and potential clients (Lorsch, 2002). Nkuhlu’s (2020) comments are largely 

confirmed, namely that audit firms are commercial enterprises, motivated by profits 

and characterised by a lack of independence due to close auditor-client relationships-

a cocktail of factors that has led to corporate and audit failures. 

3.3. Consequences of Corporate Failures 

Corporate failures result in immense public costs. These costs are shared by all 

stakeholders of the failing entity, such as the audit firms, auditors, investors, 

employees, government and even the economy at large (Open Secrets, 2020a). Audit 

firms bear the cost of fines and penalties imposed by regulators for their role in these 

failures. However, the most significant cost may be the indirect costs arising from the 

reputational damage suffered caused by these failures. Individual auditors, despite 

having their liability limited by the Auditing Professions Act, may still face penalties, 

fines and even imprisonment if their conduct breaches the principles contained within 

the Act. Investors bear the cost through their investments in the failed entities. These 

investments have been damaged significantly or even written down as share prices 

plummet when news of a looming failure is reported. Employees of these entities, and 

even connected entities, both employed or retired at the time of the failure, bear the 

cost of corporate failure through the loss of jobs or pension funds. The government 

http://www.corporatereporting/


AJCGR Issue 3, Vol 1  Print: ISSN: 2734-2611|Online: ISSN: 2734-262X 
www.corporatereportingjournals.com 

264 
 

loses out on tax revenue, which have been avoided or evaded either intentionally or 

unintentionally. Furthermore, government may also have to bail out the failing entity 

as they may be perceived, by government, to be too large to fail. All of these 

stakeholders incur a cost directly, however the economy at large may be the 

stakeholder which bears the greatest cost. This is demonstrated by the Lehman 

Brothers’ corporate collapse, which served not only as a catalyst of the sub-prime 

mortgage scandal, but also the ensuing global financial crisis (Open Secrets, 2020a). 

The concept of these far-reaching costs is illustrated in a 2018 study conducted by the 

US Federal Reserve Board (Mukunda, 2018). The board estimated that the financial 

crisis costed every single American approximately $70 000 (Mukunda,2018). Not only 

that, but the boards also noted that the effects of the crisis may also be political and 

social in nature (Mukunda,2018).   

3.4. Recent Global Legislation and Regulation Enacted to Mitigate Corporate 

Failures 

The world is ever changing at an unprecedented rate; correspondingly the accounting 

profession needs to keep up with these changes to ensure economic stability. This is 

reflected in regulation and legislation being regularly updated. Regulators respond to 

corporate failures by attempting to regulate the drivers of the underlying failure, as 

demonstrated through the following three examples of the United States of America 

(US), the United Kingdom (UK) and South Africa.  

In the US, the Sarbanes-Oxley Act of 2002 was enacted in response to numerous 

corporate failures, such as Enron and WorldCom (US Securities and Exchange 

Commission, 2021). This Act is known as the “Public Company Accounting Reform 

and Investor Protector Act” and the “Corporate and Auditing Accountability, 

Responsibility and Transparency Act”, thus reflecting its underlying intentions. 

Similarly, in 2021, the UK government announced a White Paper containing bold 

proposals with the intention to restore the public’s trust in the accounting profession 

(Ramanna, 2021). South African regulator, the IRBA has also passed new legislating 

to restore the accounting profession’s credibility with the Rule on Mandatory Audit Firm 

Rotation, which will come into force in April 2023 (CFO South Africa, 2021).  

The underlying intention of these legislations is to bolster the independence of the 

accounting profession. This is to be achieved by several measures namely, (i) limiting 
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the extent of non-assurance services audit firms are allowed to provide to audit clients, 

(ii) increasing competition in the accounting industry, (iii) rotating audit firms to 

decrease familiarity threats due to long-term audit-client relationships and (iv) 

strengthening regulatory powers to promote transparency and ensure accountability 

of audit firms. 

4. RESEARCH METHODOLOGY 

4.1. Theoretical Discussion of the Research Methodology and Design 

Kothari (2004) explains that a research methodology is the process that is followed to 

find solutions to the research questions raised. A research design is the overall method 

employed to consolidate different elements of a study coherently and logically to 

ensure that the research questions is addressed adequately (William & Donnelly, 

2006). Content analysis is an empirical technique that analytically draws inferences 

from a sizeable sample of differing texts. It aims to provide a thorough and 

consolidated explanation of the phenomenon under study (Olowosegun & Moloi, 

2021). Mouton (2005), as cited in Moloi, Barac and Marx (2011), elaborates that 

content analysis involves closely examining the context of texts or documents. Ingram 

and Frazier (1980) explain that this methodology encompasses the selection of 

analytical categories from the material gathered (Moloi, Barac & Marx, 2011).  The aim 

of this method is thus to enable researchers to examine extensive volumes of data in 

a systematic manner and to draw conclusions from this data (Krippendorff, 1989).  

Content analyses is fundamentally either qualitative or quantitative in nature. The 

choice of method is dependent on the research questions and objectives. Qualitative 

analysis centres on the contextual meaning of the text being analysed by focusing on 

the theoretical themes to make sense the data collected (Hsieh & Shannon, 2005). 

4.2. Research Design and Methodology Selected for This Study 

The research paper seeks to identify the drivers of corporate failures from the client’s 

and the auditor’s perspective. The empirical component of this study conducted 

consisted of a content analysis, that was performed to identify the key drivers of 

corporate failures. The key drivers were obtained through conducting a 

comprehensive literature review of published texts, which resulted in the analysis and 

summary of the causes of corporate and audit failures in a table (appendix 1). 
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The methodology entailed a comprehensive content analysis to summarise the 

corporate failures in the US, the UK, and South Africa as part of the collection of 

qualitative data. South Africa was selected for this purpose because the research was 

conducted in this country. The UK was selected because its legislation is like that of 

South Africa. The US was selected because the enacted legislation in that country 

differs from the other two sample countries. The content analysis method was also 

used to conduct a detailed literature review of journals, articles, media reports and 

doctoral dissertations of corporate failures. This review sought to isolate the key 

drivers of these failures, the consequences of corporate failures on stakeholders and 

the legislative actions taken to deter future corporate failures. 

Only publicly available sources were used for the content analysis and there were no 

alterations made to these sources and the content contained within. Furthermore, the 

identities of the relevant audit firms complicit in the discussed corporate failures were 

kept anonymous to focus on the underlying causes instead of the identities of each 

firm.  

Figure 9: Illustration of the research process followed 

Source: Author’s Analysis 

5. Empirical findings 

The research findings reflect the conclusions drawn from the content analysis of 15 

corporate failures (see Appendix 1). Furthermore, the content analysis contained 

within the literature review was performed by analysing numerous texts to develop 

ideas and an understanding of the elements underpinning the research questions 

posed. The relevant information from this analysis was presented within this paper. 
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The aim of this paper was to identify the causal drivers behind corporate and audit 

failures to determine why such failures continue to occur despite increased regulation 

and public scrutiny.  

Three research questions were formulated to address this aim: 

- Are there key drivers of corporate failures? 

- What are the consequences of these failures? 

- What are the recent global legislation and regulation enacted to mitigate 

corporate failures? 

 

 What are the key drivers of corporate failures? 

This question was addressed through a comprehensive literature revies of corporate 

failures in the UK, the US, and South Africa. A comprehensive literature review 

provided further corroborating evidence of the drivers identified. The findings and their 

commonality in corporate failures and audit failures are illustrated in the charts below. 

Figure 2: Drivers of audit failures 

Source: Author’s Analysis 

Figure two, the drivers of audit failures are lack of independence of the auditors, 

auditor behaviour and a series of other not so common. Figure three indicates the 

drivers of corporate failures. 

DRIVERS OF  AUDIT FAILURES BASED ON F INDINGS 
PRESENTED IN  APPENDIX 1

Independence related causes Auditor behaviour Other
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Figure 3: Drivers of corporate failures 

In figure three above, the drivers of corporate failures are complex accounting 

transactions; fraudulent accounting practices; consequences of entity’s operations; 

unethical, illegal, or fraudulent conduct by employees; and weak corporate 

governance structures. 

These findings are illustrative summaries of the contents contained in Appendix 1 

which contains a table detailing the drivers of audit and corporate failures. In recent 

decades, the global economy has been assailed by corporate failures. In 2018 in 

South Africa, the Auditor-General assembled various stakeholders impacted by the 

accounting industry (South African Auditing Profession Trust Initiative [SAAPTI], 

2020). These role players identified audit quality, ethics, governance, independence, 

market concentration and transformation as key challenges faced by the accounting 

industry (SAAPTI, 2020). These key challenges correspond to the key drivers 

identified in this research, thereby validating the research findings. 

These drivers can potentially be used by regulatory bodies to develop risk indicators 

or focused risk areas to ensure auditors spend sufficient time collecting audit evidence 

on these. This would minimise future audit failures and ensuing corporate failures. 

 What are the consequences of these failures? 

The consequences of the failures as illustrated in the literature review is far-reaching. 

As illustrated corporate failures result in immense public costs. These public costs are 

shared by all stakeholders of the failing entity such as the audit firms, auditors, 

investors, employees, government and even the economy at large (Open Secrets, 
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2020a). As stated in the literature review, the US Federal Reserve estimated that the 

financial crisis that followed the sub-prime mortgage scandal costed every single 

American approximately $70 000 and remarked that the effects of this crisis may be 

political and social in nature as well (Mukunda, 2018).  

These consequences have, accordingly, created unease with stakeholders about the 

adequacy of the audits performed. This raised the “where were the auditors?” once 

again and with the lack of an adequate answers, a loss of public confidence in the 

accounting profession was experienced. One of the stakeholders who experienced 

these consequences were regulators and given the far-reaching consequences, 

various legislations have proposed various mitigation strategies. The paragraph below 

discussed these strategies. 

 Mitigation proposed by various legislations 

Regulators have responded to corporate failures by attempting to introduce further 

regulation in an already over-regulated industry. As discussed, the US’s Sarbanes-

Oxley Act, the UK’s White Paper and South Africa’s Rule on Mandatory Audit Firm 

Rotation were all implemented to prevent corporate failures, yet since the enacted 

thereof, corporate failures continue to occur. For example, the Sarbanes-Oxley Act 

was introduced in 2002, yet corporate failures such as Lehman Brothers, WorldCom 

and General Electric occurred in the ensuing years. However, the UK’s issued White 

Paper and South Africa’s Rule on Mandatory Audit Firm Rotation are still too recently 

enacted to draw any conclusions. Nonetheless, it would appear that   although these 

acts have been designed, implemented, and maintained by regulators to prevent 

corporate and audit failures, such failures continue to occur. This indicates that there 

is an element undermining their effectiveness. In Open Secrets (2021b) confirms that: 

Remarkably, if an audit firm is found guilty at the end of what should have been 

a daunting process, there is nothing more than an inoffensive reference to the 

issue in the IRBA’s quarterly newsletter and a modest fine. 

This indicates that the legislation enacted alone is not enough to prevent future 

corporate and audit failures as the lack of accountability and transparency in these 

failures greatly undermine these acts. It is therefore necessary for further research to 

be done to identify ways in which those responsible for these failures are held 

accountable, thereby discouraging non-compliance. 
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6. SUMMARY AND CONCLUSION  

The main objective of this research paper was to conduct a detailed analysis of the 

corporate and audit failures. This was done to identify key drivers of corporate and 

audit failures. Further, it was to outline the consequences of failures. Using the content 

analysis, this study found that there were two key drivers of audit failures namely 

auditor independence and auditor behaviour. Furthermore, the study found that there 

were five common characteristics underpinning corporate failures. These common 

characteristics were identified as being complex accounting transactions, fraudulent 

accounting practices, unethical, illegal, and fraudulent conduct by employees, weak 

corporate governance structures and the consequence of entity’s operations. In 

outlining the consequences of these failures, the study observed that the impact 

thereof is far-reaching. Among others, corporate failures consequently led to immense 

public costs. These public costs are shared by all stakeholders of the failing entity such 

as the audit firms, auditors, investors, employees, government and even the economy 

at large (Open Secrets, 2020a). Audit firms bears the cost of fines and penalties 

imposed by regulators for their role in these corporate failures. However, the most 

significant cost for these audit firms can be said to be the indirect costs arising from 

the reputational damage suffered following these failures. Given the cost of failures, 

regulators around the world have put together various legislation and regulation to 

mitigate against these failures. In the United States, in 2002 the Sarbanes-Oxley Act 

was enacted. In the United Kingdom, various codes of corporate governance are in 

place, including the separation of the consulting and the audit arm of audit firms. In 

South Africa, the Rule of Mandatory Audit Firm Rotation. There is also a consideration 

of separating the consulting and the audit arm of firms. The main limitation of this paper 

is that it reviewed and considered literature from three countries, namely the Unites 

States, the United Kingdom and South Africa. Further studies can investigate more 

countries. The paper also used a content analysis. Further studies can use content 

analysis and surveys. 
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7. Appendix 

7.1 Appendix 1: Corporate Failure Drivers 

Company Corporate Failure 

Drivers 

Real or Perceived 

Audit Failure 

Drivers  

Reference 

Corporate Failures in the United Kingdom 

Barings Bank, 

1995 

Complex 

accounting 

transactions due to 

Baring’s business 

model and illegal 

trading by 

employees. 

Negligence of the 

auditors on 

relatively technical 

grounds. 

(Wearing, 2005). 

Tesco, 2013 Fraudulent 

accounting 

practices and the 

overstatement of 

profits. 

Familiarity threat to 

auditor 

independence due 

to a long-standing 

audit tenure (over 

30 years). 

(Kukreja & Gupta, 

2016). 

British Home 

Stores, 2016 

Poor management, 

weak leadership, 

personal greed and 

business carried on 

recklessly.  

Shortcoming in the 

audit work 

performed. 

(Parliament UK, 

2016) 

(Butler, 2018) 

Ted Baker, 2018 An accounting 

mistake resulting in 

the material 

overvaluation of 

assets. 

Auditors failed to 

raise concerns 

about the client’s 

accounting 

practises due to 

inadequate 

corporate 

(Sikka, 2020) 

(Jolly,2020)  
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governance in the 

audit firm. 

Carillion, 2018 Over-expansion of 

the entity resulted 

in an increase of 

debt obligations, 

reduced cash flow 

and decreased 

profitability.  

The audit firm 

provided both 

supervisory and 

audit services to 

the client. 

A familiarity threat 

to auditor 

independence 

because of the 

long-standing audit 

tenure (19 years). 

(Mabbet, 2018) 

(Silver, 2017) 

(Sweet, 2018) 

 

Corporate Failures in the United States of America 

Enron, 2001 Lack of corporate 

governance 

structures at the 

client.  

Accounting 

misrepresentation 

due to off balance 

sheet reporting of 

select assets and 

liabilities. 

 

Lack of adequate 

corporate 

governance at the 

audit firm.  

Provision of 

assurance and 

non-assurance 

services to client. 

Destruction of 

client specific 

documentation. 

Familiarity threat to 

independence as 

numerous former 

audit firm staff was 

appointed as client 

employees. 

(Primbs & Wang, 

2016) 

(Markoff, 2013) 

(Wearing, 2005) 

(Heath & Norman, 

2004) 

WorldCom, 2012 Unsophisticated 

accounting fraud 

Issuing an 

unqualified audit 

(Brickey, 2003) 
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through the 

overstatement of 

profits. 

Unethical practices 

and leadership due 

to the lack of 

corporate 

governance 

structures in the 

entity.  

 

opinion, despite 

management not 

cooperating with 

the auditors.  

Lack of adequate 

corporate 

governance 

structures at the 

audit firm. 

(Pandey & Verma, 

2005) 

(Zekany, Braun & 

Warder, 2004) 

Arthur Anderson, 2002 Lack of corporate 

governance. 

The audit firm provided 

non-assurance and 

assurance services to 

client causing a conflict of 

interest which impaired the 

independence of the 

auditors. The non-

assurance services also 

brought in more fees than 

assurance the services in 

2001, further impairing the 

audit firm’s ability to 

discharge its duties 

objectively. 

The entity was criminally 

charged with the 

destruction of documents, 

thereby obstructing justice 

with regards to the Enron 

corporate failure. 

(Squires et al. 2003) 
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Lehman Brothers, 

2008 

Accounting 

misrepresentation 

by fraudulently 

using off-balance 

sheet mechanisms 

to present a 

financially attractive 

position, while still 

fundamentally 

complying with 

GAAP. 

Lack of corporate 

governance 

structures at the 

client, coupled with 

malpractice and 

incompetence. 

Lack of 

independence of 

the auditors due to 

long-standing 

auditor-client 

relationship (seven 

years). 

Auditors were also 

suspected of being 

complicit in the 

misrepresentation 

by not questioning 

it and disguising it 

in the financial 

statements.  

(Hail, Tahoun & 

Wang, 2017) 

(di Fabrizio, 2016) 

(Wiggins, Benett & 

Metrick, 2015) 

 

General Electric, 

2019 

Fraudulent financial 

filings were made 

by an executive to 

cover up sizeable 

debts. The same 

executive was 

simultaneously 

hedging that the 

share price of the 

company would 

drop. 

The lack of auditor 

independence may 

have led to the 

audit failure and 

subsequent 

corporate failure. 

(de Luce, 2019) 

(Brasseur, 2020) 

Corporate Failures in South Africa 

Steinhoff, 2017/18 Accounting 

irregularities 

existed (which upon 

further 

Lack of 

independence of 

the auditors due to 

long-standing 

(Cotterill, 2018) 

(Open Secrets, 

2020d) 
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investigation, was 

deemed to be one 

of the greatest 

accounting 

scandals in South 

African history). 

Misrepresentation 

of financial data by 

top executives with 

the intent to enrich 

themselves. 

Failure of corporate 

governance within 

the entity. 

auditor-client 

relationship (20 

years). 

Failure of the 

auditors to act on 

these irregularities 

in a timely manner. 

VBS Bank, 2018 Individuals and 

entities benefitted 

from theft of 

customers’ 

deposits in the 

bank. Amounts 

were later also 

stolen in order to 

bribe officials to 

turn a blind eye.  

The lead auditor of 

the engagement 

actively 

participated in the 

covering up of 

ongoing fraud in 

exchange for 

financial benefits 

not at arm’s length. 

The lead auditor 

knowingly provided 

an inaccurate 

opinion on the 

regulatory audit.  

(Ritchie, 2018) 

(Open Secrets, 

2020b) 

Nkonki Inc., 2018 The firm failed due to the 

consequences of an audit 

partner colluding with 

Gupta-owned companies 

to approve numerous 

(Haffajee, 2018) 

(Institute of Certified 

Bookkeepers & 

Accountants, 2018) 
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questionable contracts 

(linked to state capture). 

IRBA also investigated the 

firm for breaches of the 

APA regarding auditor 

independence, 

registration requirements 

of audit firms and practices 

of the auditor. 

KPMG, 2017/18 The audit firm was 

confirmed to have been 

ignoring risk indicators 

while preforming audit 

services to Gupta-owned 

companies (linked to state 

capture). 

Lack of independence of 

the auditors due to long 

standing auditor-client 

relationship (15 years), as 

well as partners being too 

personally familiar with the 

Guptas, hindering the 

partners’ objectivity. 

Failure of the auditors to 

act on alerts raised by the 

audit firm regarding the 

Gupta family’s ethics in a 

timely manner. 

Overall, bad judgement by 

executives resulted in a 

breach of their fiduciary 

duties undermining the 

(Shoaib, 2017) 

(Cotterill, 2017) 

(Aberian, 2019) 

(Hosken, 2017) 
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fundamental principles of 

sound corporate 

governance.  

Tongaat-Hulett, 

2020 

An executive at the 

entity was deemed 

responsible for 

various financial 

misrepresentations, 

resulting in assets 

being overvalued 

by billions. 

Lack of 

independence of 

the auditors due to 

long-standing 

auditor-client 

relationship (over 

15 years). 

This failure is very 

recent, and the 

investigation is still 

ongoing; thus little 

is known about the 

specific causes of 

this failure. 

(Open Secrets, 

2020d) 

(Open Secrets, 

2020b) 

(Own Analysis) 
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