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Going Beyond Accounting, Taking Business Forward 

          

 

Quality Control:  Accountants Professional Standards 

Benefits You, Your Business and Stakeholders 
By Monique Sharland 

 Irrespec�ve of the size or turnover of your 

company, close corpora�on, incorporated or non-

profit company, burdensome laws, regula�ons, 

rules and financial accoun�ng standards apply, 

contraven�ons of which can carry catastrophic 

consequences for you and your business, and 

even jail �me. However, laws and regula�ons are 

important – it is intended to help markets 

operate ethically, fairly, consistently and 

efficiently.  

 

Before we can examine the benefits for business owners of 

quality control conducted within the accoun�ng profession, 

we first need to take a look at how and why there have 

been so many changes to laws, regula�ons and accoun�ng 

standards effec�ng both big and small business over the 

past 12 years. 

 

WHAT INTEREST DOES THE PUBLIC HAVE IN SMALL 

BUSINESSES? 

Many small businesses claim that the costs of regula�on 

and law exceed the benefits as transgressions are 

unlikely to impact on the broader public as it would for 

big business.  

To illustrate this, many of us will recall the Enron 

Corpora�on scandal, an American energy company 

employing thousands of people that eventually led to 

bankruptcy, prison �me for its directors and the demise 

of its auditors, interna�onal firm Arthur Anderson, in 

October 2001.  Closer to home, and in the same year, the 

LeisureNet group that owned the Health and Racket Club 

chain was liquidated and saw its directors jailed for an 

average of 15 years for fraud, tax evasion and reckless 

trading under the Companies Act. And s�ll on our shores, 

the Masterbond saga saw all 3 of its directors jailed for 

10 years for fraud. 

Many thousands of people, shareholders, beneficiaries 

and creditors have been le5 financially ruined by these 

and many other unscrupulous business ac�vi�es, not to 

men�on the impact it also has had on financial 

ins�tu�ons and the fiscus. 
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FORMATION OF NEW LEGISLATION, REGULATIONS AND 

INTERNATIONAL ACCOUNTING STANDARDS 

All of these scandals and many others that include small 

business, albeit on a far lesser scale, contributed to new 

legisla�on, regula�ons and financial accoun�ng standards 

being enacted to expand the accuracy and consistency of 

financial repor�ng interna�onally by the global professional 

accoun�ng sector. Except for certain exemp�ons, the new 

legisla�on and financial repor�ng standards also apply to 

small businesses, irrespec�ve of turnover. 

 

COMPANIES (SMALL BUSINESSES) RELEASED FROM 

HAVING AN AUDIT AND SOME FINANICAL REPORTING 

REQUIRMENTS 

All the proposed regula�ons at the �me triggered a trend 

towards “cu7ng red tape” for smaller businesses.  Not 

surprisingly, governments are keen to encourage SME 

development as they account for the majority of private 

sector GDP, par�cularly from those entrepreneurs that are 

des�ned to expand their business from local to na�onal and 

even global. 

The “public” interest or stakeholders, that is the users of 

the financial statements of small businesses is significantly 

less than that of big public listed businesses, but 

nonetheless, small business also produce financial 

statements for general purposes, be it for their bank, 

investors, shareholders, creditors, poten�al buyers of small 

businesses and SARS.  For this reason, both South African 

law and interna�onal accoun�ng standards took cognisance 

of this fact when formula�ng the new Companies Act that 

incorporates financial repor�ng standards and the 

amendments made to the Close Corpora�on’s Act.  The 

most significant considera�ons favouring SME’s in these 

new laws and financial repor�ng standards were the 

following: 

1. Companies with a public interest score of 100 to 349 

(medium sized businesses) may no longer require to 

be audited, but will require an Independent Review 

provided that their annual financial statements were 

prepared independently (by an external/outsourced 

chartered accountant).  

The financial repor�ng standard for companies falling 

within this category has to comply with either IFRS or 

IFRS for SME (Interna�onal Financial Repor�ng 

Standard for Small and Medium Enterprises). 

2. Companies with a public interest score of less than 

100 (small businesses) no longer require to be audited. 

The financial repor�ng standard can be either IFRS, 

IFRS for SME or tax base (own framework). 

 

3. Companies with a public interest score of less  than 

 100 and who are not owner-managed, in other 

 words, not all shareholders are directors, or a trust 

 or another company owns the shares of the said 

 company, will require an Independent Review by 

 an external professional accountant,  but not an 

 audit. 

WHAT IS AN INDEPENDENT REVIEW THAT SOME (VERY) 

SMALL COMPANIES ARE OBLIGATED BY LAW TO HAVE? 

An independent review is a “limited assurance” review of 

the financial statements performed by an independent 

(professional or chartered) accountant that was not 

involved in its prepara�on and is less burdensome, less 

rigorous and less costly for smaller businesses than an 

audit, although experience shows it adds up to about 75% 

of the cost of an audit. 

The objec�ve of an independent review of financial 

statements is to enable the accountant to state in his or 

her report to the company whether or not anything has 

come to his or her aGen�on that causes him or her to 

believe that the financial statements are not prepared in 

all material aspects, in accordance with the financial 

repor�ng standard (IFRS for SME) and/or the 

requirements of law and regula�ons. 

The Independent Review is performed by the accountant 

in accordance with ISRE 2400 (Interna�onal Standards on 

Review Engagements) as required by the Companies Act.   

BENEFITS OF AN INDEPENDENT REVIEW 

A report issued by an independent reviewer (accountant) 

that provides a posi�ve affirma�on in all respects 

benefits the company in that shareholders, financers, 

investors, poten�al buyers and suppliers are given limited 

assurance that the risks in the company have been 

reviewed and provides the company with higher 

credibility. An independent review can uncover 

inaccuracies and discrepancies within a company’s 

records that have been internally prepared which may be 

indica�ons of weak financial management or possibly 

internal fraud, although detec�ng fraud is not the 

purpose of an independent review. 

WHAT IS A QUALITY CONTROL REVIEW AND HOW DOES 

IT DIFFER TO AN INDEPENDENT REVIEW? 

There is no similarity between an independent review 

and a quality control review. They are two completely 

different undertakings and have different purposes and 

are governed by different professional standards. 
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ISQC 1 (Interna�onal Standards on Quality Control) is 

professional quality control regula�ons that apply to all 

accountants that prepare independent reviews and other 

“related services”, for example, compiling financial 

statements on behalf of management of a business en�ty.  

The scope of quality control includes all en��es where 

“related services” are provided, whether the en�ty is a 

company, close corpora�on, trust, incorpora�on, non-profit 

organisa�on or sole proprietor.   

The leadership within an accoun�ng firm or accoun�ng 

franchise select a suitably qualified individual, the Quality 

Controller, with the competence, capabili�es and 

appropriate experience to carry out Quality Reviews on 

independent reviews performed and other financial 

statements. 

The Business Accoun�ng Network franchise group has fully 

adopted ISQC 1, its policies and procedures. 

 

BENEFITS OF THE ACCOUNTING PROFESSION’S INTERNAL 

QUALITY CONTROL REVIEW FOR BUSINESS OWNERS 

The purpose of quality control within the accoun�ng 

profession is to maintain a system of quality that will 

provide both the independent accountant and the business 

owner with reasonable assurance that: 

• The accountant has complied with applicable law and 

regula�ons required by the specific en�ty type, although 

importantly, business owners s�ll remain personally 

responsible for any contraven�ons.  The quality review 

might lessen the business owner’s personal risk (limited 

to the informa�on provided by the client), and 

• There is no material misrepresenta�on of assets and 

liabili�es - reasonableness has been used in judgements 

made based on informa�on provided by the business 

owner/s on the life�me and value of assets and 

liabili�es reflected in the financial statements, and 

• Relevant ethical and independence requirements have 

been met, and 

• Reports issued by the accountant to the company, close 

corpora�on, trust, non-profit company, incorpora�on or 

business owner are appropriate under the 

circumstances, and 

• Tax savings have been op�mised to the business’s 

benefit based on the informa�on provided by the client, 

and 

• No tax “red flags” are iden�fied, limited to the 

informa�on provided by the client, which places the 

business or business owner personally at risk of a SARS 

verifica�on leading to a poten�al and costly SARS audit, 

addi�onal tax and penal�es or even a criminal offence. 

These are iden�fied before annual financial statements 

and tax returns are submiGed to SARS and the 

possibili�es discussed with the client. 
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AND FINALLY ….. IMPORTANT FOOD FOR THOUGHT! 

• How would you know if you or your business is 

contravening the law or regula�ons that carry a 

criminal convic�on with the consequences of either 

imprisonment or an excessive fine? 

• How would you know if you or your business has 

unwi7ngly exposed itself to an immensely costly 

SARS audit? 

• How would you know if you have unknowingly 

exposed your business to misrepresenta�on and a 

poten�al and hugely costly damages law suit? 

Laws, regula�ons and accoun�ng standards are vast 

and complex. Your accountant cannot know everything 

and can make mistakes.  Who is checking your 

accountant?   Although never a guarantee, you can 

mi�gate some of the risk to a large extent by choosing 

an accountant that has adopted the professional 

accountants’ quality control ISQC 1 policy and 

procedures with the comfort knowing that they should 

be both good and competent. 

Isn’t the insignificantly small annual cost of internal 

quality control review of a business’s financial 

statements s<pulated within the accoun<ng 

profession not worth the investment in helping 

protect you, your business and your livelihood? 

Monique Sharland 

Founder of Business Accounting 

Network, a professional 

accountant,  SME business tax law 

expert and franchising specialist  
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