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GOLDEN 
RULES for  
         small 
companies 
to be 
resilient in 
tough times

T
he aftermath of the hard lockdown during 
the initial outbreak of the Covid-19 pandemic 
in South Africa is still lingering. The total ban 
or limited trading imposed on large sectors of 
the economy had an enormous effect on the 

cash flow and operational recovery of especially small 
and medium enterprises (SMEs). 

Faith Ngwenya, Technical and 
Standards Executive at SAIPA
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The time for thinking outside the box is now 
more critical than ever. Companies in the hardest-
hit sectors of the economy who were able to survive 
showed agility and resilience.

Become future-proof 
These companies had a strategy that enabled 
them to cope in territories they never expected 
to encounter. Their strategies not only focused on 
the day-to-day running of the business, but also 
included future scenario planning.

Many companies lamented the fact that they 
should have utilised technology more effectively in 
order to better absorb the impact of the pandemic, 
but failed to do so because they have been delaying 
the implementation of necessary changes.  

A good strategy considers all the possible risks 
facing the company, and how to mitigate these. This 
should be done well in advance, rather than having 
to figure it out once the crisis hits.

Company leaders need to put on their “futuristic 
hats” to gauge what may lurk in the future, this 
is important in identifying the direction that the 
organisation is going in and setting goals to ensure 
the desired destination is reached.

One of the risks many companies faced with the 
Covid-19 pandemic was the operational continuity 
of the business. It is clear that the pandemic has 
changed the thinking about continuity forever.

It is not only about securing technology, systems, 
and data, it is also about how to continue during 
times of pandemics and disasters when reaching 
your customer or client becomes difficult. The 
current pandemic is not the last one the world will 
be facing.

Sustainability requires leaders to future-proof 
their businesses. They have to consider what they 
will need today when disaster struck tomorrow.

Disasters and pandemic are not predictable 
events. However, company leaders are able to 
recognise certain signs which may threaten the 
survival of their businesses.

However, in many instances they prefer to 
rationalise what they are seeing rather than act on it.

Act on the signs
We strongly advise SMEs to refrain from ignoring red 
flags. When something suspicious comes across your 
radar, investigate immediately to determine if there 
is reason for alarm. And if there is, swiftly take action 
to avoid long-term damage to the company.

The cost of correcting an issue is significantly 
higher than intervening at the onset.

 
Cash remains king
Companies who survive despite the odds know 
that cash flow management remains critical. It 
may be tempting, but companies should resist 
the temptation to borrow money to carry them 
through cash-strapped times.

Any interest-bearing funding will lead to an 
additional burden on cash flow. Companies who 
already find themselves in a precarious position 
may be subjected to higher-than-normal interest 
rates because of the risk they pose to the lender. 
Servicing that debt will certainly impact cash 
flows negatively.

It is important to limit expenses and find 
ways to increase revenue. Although extremely 
uncomfortable in current conditions, companies 
may need to place workers on short time or even 
streamline their processes. 

Leaders may also find that their employees are 
willing to take a salary cut rather than losing their 
income. Companies in unionised environments 
must ensure that the salary cuts are across 
the board – giving executives large bonuses 
while other employees are sacrificing salary will 
undoubtedly create an uproar. 

However, in some instances it may become 
necessary to downscale operations through 
retrenchments in order for the company to keep 
afloat.

Companies should honour any deferred 
payment arrangements similar to the deferment 
of 35% of the PAYE between April 2020 and 31 
July 2020, these withheld SARS PAYE dues need 
to be paid when payments become due. Things 
can snowball out of control if these payments 
are not honoured and the business is faced with 
punitive interest rates or fines. 

Diversification 
Diversification has become the norm during the 
pandemic. We have seen companies which relied 
solely on “contact selling” establishing online 
operations when there were no more or less feet 
in the store. 

Others have diversified completely by 
morphing into a totally different business. 
Diversification should always be part of the 
strategic thinking within the organisation.

Never use 3rd party collected funds as a cash 
flow lever. It is important that the business owners 
do not use PAYE deducted from employees or 
VAT that should be paid over to SARS for their 
operating expenses.  
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PROFESSIONAL 
ACCOUNTANTS 
HAVE  
              NO  
OPTiON 
BUT TO BE  
DiGiTALLY  
PROFiCiENT

By Shahied Daniels,  
Chief Executive at SAIPA

T
he South African Institute of 
Professional Accountants (SAIPA) 
has introduced the reskilling and 
upskilling of all our members as 
a key objective, thereby enabling 

them to assist their clients in an increasingly 
digitalised world.

FUTURE-READY 
PROFESSIONAL 
ACCOUNTANTS
SAIPA carried out the International Federation 
of Accountants (IFAC) Professional Accounting 
Organisations (PAO) self-assessment for digital 
proficiency and future-readiness. This revealed 
that we are one of the few PAOs, globally, that 
are well-advanced, despite some aspects that 
could still improve.  

Our members also participated in the 
European Federations of Accountants and 
Auditors (EFAA) survey to determine their 
digital proficiency and future-readiness. These 
survey results were used to determine the type 
of programs and courses we developed as part 
of our upskill and reskill initiatives.

Financial reporting 
has to be more than 
balance sheets and 
income and cash flow 
statements. In order 
to grow the business, 
professional 
accountants need to 
report more.” 
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It is important to understand that the owner of a 
small business is not an expert in the latest fin-tech 
solutions. As Professional Accountants, we need 
to be on top of blockchain development and data 
science that is revolutionising our profession. 

In the current environment where costs and 
efficiency are critical elements for the survival of 
small and medium-sized entities (SMEs), cloud 
computing is no longer a nice-to have. 

It is essential, no matter how small a business 
or what industry it finds itself in, cloud computing 
saves operational costs and offers far greater speed 
and accuracy. 

SILENT 
PARTNERS
The Professional Accountant is no longer simply 
a number-cruncher or bean-counter, it is their 
responsibility to ensure that clients or employers 
comply with all statutory requirements. This includes 
ensuring that annual financial statements are 
drafted in terms of International Financial Reporting 
Standards (IFRS).

However, the role of Professional Accountants 
has evolved, they are not the silent partners 
of businesses anymore. They understand the 
complexities, vulnerabilities and strengths of their 
clients and employers. They instil trust and are the 
business owners and employer’s strategic business 
partner.

Professional Accountants contribute to the entire 
eco-system of the business and should therefor 
offer much more than just accounting and related 
services.

INTEGRATED AND 
SUSTAINABILITY 
REPORTING 
Financial reporting not only gives assurance, but it 
also provides all the checks and balances to drive 
good corporate governance. 

In recent years, integrated reporting has been 
adopted, not only by large, listed firms, but also 
small owner-managed businesses. It offers critical 
information to financial institutions, clients, and 
service providers of large and small businesses 
about the health of the organisations they are 
dealing with.

Today, we have advanced to sustainability 
reporting, which will be even more critical for the 
SME sector, since statistics have shown that most of 
these businesses fail within the first three to five years.

Sustainability has become so important that 
there is a global initiative by the International 
Financial Reporting Standards Foundation to 
set up a sustainability standards board. The 
standards, set by this new board, will initially be 
directed towards listed companies, as well as large 
corporates. However, as with integrated reporting, it 
will eventually drill down to SMEs. 

To grow a business, Professional Accountants 
will have to ensure that their financial reporting 
transcends balance sheets, as well as income- and 
cash flow statements, to include insight into the 
sustainability of the business. 

Although we do not have all the answers on 
what the sustainability standards will look like, as 
SAIPA we want to be proactive and are already 
applying our minds to offer guidance.  



8 Professional Accountant

ACCOUNT ING
2021SAIPA

YOUR WEALTH

THE ACCOUNTANCY 
REVOLUTION: 
INFONOMICS & 
SUSTAINABILITY

2 & 3 NOVEMBER 2021

WHAT YOU CAN EXPECT
TOP LOCAL AND INTERNATIONAL SPEAKERS
CUTTING EDGE INFORMATION
THOUGHT PROVOKING PRESENTATIONS
NETWORKING OPPORTUNITIES
VALUE ADDED CONTENT AND SPECIAL OFFERS

QUESTIONS OR COMMENTS – EMAIL 
CONNECT@SAIPA.CO.ZA

REGISTER NOW!

FOR THE
VIRTUAL
EVENT
ON MySAIPA

mailto:connect%40saipa.co.za?subject=Accounting%20Indaba
https://www.mysaipa.co.za/


9 Professional Accountant

Te
ch

 in
 A

cc
ou

nt
in

g

ETHiCS 
AROUND USiNG TECH

IN ACCOUNTING

By Rashied Small, Executive: Centre of Future Excellence (CoFE)

The ethical behaviour 
of Professional 
Accountants is 
paramount in keeping 
business people honest 
and committed to 
doing what is best for 
their stakeholders.



10 Professional Accountant

Te
ch

 in
 A

cc
ou

nt
in

g

W
hile technology is making 
it more challenging to spot 
unethical or illegal behaviour 
by companies, Professional 
Accountants must never forget 

the core commitment to ethics to which they are 
bound.

  A Professional Accountant is after all a 
business advisor who always operates according 
to fundamental principles within a code of 
ethics. These are integrity, objectivity, professional 
competence and due care, confidentiality, and 
professional behaviour.

This establishes the standard of behaviour 
expected of a Professional Accountant and 
it reflects the profession’s recognition of its 
public interest responsibility. In the fight against 
bad ethics and financial crimes, Professional 
Accountants should always refer to their code 
whenever they encounter something that could be 
dubious.

As accountancy is an information-based 
profession, handling confidential information 
appropriately and resisting pressures to 
manipulate data and report overly favourable 
results are common ethical challenges that 
accountants face.

Strong frameworks for accountability must 
be developed to provide vital support for ethics. 
Accountability requires someone to admit to doing 
something and then explain what steps were 
taken in the process. This increases transparency, 
encourages good behaviour, and therefore helps to 
translate good intentions into meaningful action.

Professional Accountants also need to be 
cognisant of how technology is changing, and thus 
improve their skills accordingly. New technology 
can make our lives easier, but it also increases 
the risk of unethical behaviour in relation to the 
accounting profession. As accountants start to 
make more use of technologies such as Artificial 
Intelligence (AI), these new issues provide 
opportunities to strengthen and reinvigorate the 
profession’s thinking.

Unfortunately concern about the risks around 
technology is hindering business’ adoption thereof, 
keeping them form reaping the full benefits that 
could be enjoyed.

However, by taking a fearless and ethical 
approach, Professional Accountants can help 
increase businesses’ confidence that they are doing 
the right thing by using technology. 

Emphasising the specific effect of technology 
helps to contain discussions and focus responses 
on new problems to be solved. In many cases, 
technology is heightening long-standing tensions 
or stressing traditional ways of resolving issues, 
rather than creating brand new problems. 

It is key to recognise this broader context and 
link it to existing thinking about problems from 
other business areas.

More emphasis on the ethical goals of 
new technologies and how technologies such 
as artificial intelligence (AI) can help deliver 
greater social value, can be crucial in facilitating 
improvement in the accounting profession. 
Accountants must also be more aware of the 
ethical dimensions of new uses of data and 
consider the risks of bias in their use of algorithms.

Technology will challenge the current code of 
ethics and could require it to change. Competence 
could expand to include greater knowledge of 
data, algorithms and statistics as accountants start 
to rely more on technology.

Given the particular risks of bias in data and 
models, there will have to be more emphasis on 
objectivity and bigger discussion of the notion of 
fairness. 

Confidentiality also gets tested, as accountancy 
firms gather gradually more data from clients that 
they may use for devious purposes or for the wider 
benefit of society. 

There will also be questions around 
independence. When auditors work with clients 
for a long time, they need to be rotated in order to 
maintain independence. 

However, it should be noted that computers 
cannot become too familiar, they will continue to 
do automated work, taking some of it from junior 
accountants. 

Accountability is at the heart of the 
accountancy profession and growing reliance 
on machines presents major questions related 
to this. AI systems cannot be held accountable 
for their decisions and a computer cannot face 
consequences for making an error. Accountability 
will remain with the people using the system.

 Professional Accountants might start using 
non-financial data, especially personal data, more. 
They might even take on a broader role around 
data governance, which creates new challenges. As 
accountants’ role changes, ethical structures will 
have to be strengthened and changed to fit the 
use of tech, as required.  
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T
he Covid-19 pandemic 
completely disrupted 
the landscape of 
retail, with many 
stores moving online 

in the wake of it. We can say to 
ourselves that online shopping 
“is great after Covid”, but it is 
not necessarily the case. The 

wORk ONLiNE?
WHICH BUSINESSES 
CAN ACTUALLY

By Ettiene Retief, 
Chairman of the 
National Tax and 
SARS Committee

someone cannot try on clothing, 
for instance, your returns policy 
becomes a vital part of your 
strategy.

Longer term capital 
investment products may find it 
difficult to transition to the online 
world. When you are renovating 
your house for a six-digit figure, 
you would most likely want 
to go and physically see the 
dimensions of tiles, the design 
of a toilet, or the style of taps 
and fittings prior to purchasing. 
Innovative suppliers in this space 
have looked towards a hybrid 
model of limited showrooms 
coupled with online ordering.

Some retailers had already 
long made the shift to online 
stores, and the shift was not 
because of availability (such 

move online is not without 
its challenges and serious 
consideration needs to be given 
to business models when making 
this kind of jump.

In early 2020, we were forced 
out of our comfort zones by being 
forced indoors. Certain goods 
were classified as essential and 
could be delivered to your door, 
and adoption rates of delivery for 
basic goods such as bread and 
milk soared. This was an easy 
change, but other retail sectors 
did not fare so well.

Online shopping is dependent 
on several factors. To what extent 
do you want to feel the product 
in your hands, see the product 
in person, or try a product on? In 
this space, changes to business 
models become key. When 
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as lockdown), but due to 
convenience. As humans we 
have a penchant for instant 
gratification, and savvy product 
lines that can be digitised have 
served this need well.

Music, for example, has gone 
through numerous delivery 
channels in its evolution: from 
vinyl records, to cassette tapes, 
to compact discs, to single 
song MP3’s, and now online 
subscriptions. The revenue 
model has moved from outright 
purchase, to a much cheaper 
subscription where you can 
explore and play almost anything 
your heart desires, satisfying 
our instant gratification needs 
beautifully.

A key component of the 

success of music delivery online 
has been that the model was not 
an exact replication of the brick-
and-mortar style store. Seeing 
your online presence as simply a 
mirror of what you do in-store is a 
dangerous game to play. 

The most successful online 
businesses treat their web 
presence as a separate store with 
its own independent means and 
approach to operating.

Additionally, from a cyber-
security point of view, the same 
defences that you would put in 
place for a physical store have 
little to no place in an online 
presence. With the Protection 
of Personal Information Act 
(POPI Act or POPIA) coming 
into play, compliance and 
security safeguards are vital 
in protecting your customer 
and your reputation, and due 
consideration must be given to 
this.

Another major consideration 
in the South African context is 
that online shopping is still a 
niche market. 

A large portion of the 
population does not have access 
to data or smartphones, thus for 
the foreseeable future, a hybrid 
approach will be required for 
fast-moving consumer goods or 
non-specialty stores.

Ultimately, online retail has its 
own challenges, and each vertical 
will have their own response to 
it. In my view, there are three key 
components to moving online:

THE EASE 
FOR ME TO 
SHOP 
Do I have to drive somewhere, 
or pay parking? Or is your online 
infrastructure put together well 
enough so that I can simply 
order? Ease of use, checkout 
procedures, and last mile delivery 

should all be convenient and 
effortless.

HOW 
WELL 
CAN I SEE 
WHAT I’M 
BUYING? 
Products need to be described 
thoroughly so that I know 
precisely what I am receiving, and 
if it does not work for me, I need 
to know I can return it. If I do 
need to return it, it should be a 
painless process; something that 
is becoming a requirement of the 
savvy online shopper.

HOW 
DOES IT 
COMPARE? 
Online shopping is incredibly 
convenient when it comes to 
comparing offers. Can I be sure 
that your offering is competitive 
enough to ensure I buy from you? 
Retail stores sometimes have a 
benefit of physical exclusivity, 
where it is difficult to compare 
products between stores that 
are some distance apart. Online 
stores have no such limitation, as 
it takes mere seconds to compare 
with another store.

While online stores cannot 
replace the relationship you may 
have with your local specialty 
greengrocer, butcher, or 
pharmacist, generic commodities 
are an easy move. 

Online shopping is most 
certainly a disruptor and 
adopting it, while carefully 
considering the needs and pain 
points of your customer, is key to 
success.. 

A key 
component of 
the success 
of music 
delivery 
online has 
been that the 
model was 
not an exact 
replication 
of the brick-
and-mortar 
style store. 
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By Rashied Small, 
Executive: Centre of Future 
Excellence (CoFE)   

Prof Jade Jansen, 
Subject Head: Financial 
Accounting, University of 
the Western Cape
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RATIO
USING

ANALYSIS
TO INTERPRET FINANCIAL STATEMENTS 

Financial statements 
provide quantitative and 
qualitative information 
that is difficult to compare 
over time or to other 
organisations, as the 
results are driven by the 
prevailing environment, 
organisation size, and 
strategic goals. The 
ratios derived in financial 
statements are used to 
establish comparisons 
either over time or in 
relation to other data in 
the financial reports.

L
arge and small organisations use ratios to 
evaluate internal trends and define growth 
over time. Every business owner can use 
the same data to strategically plan for the 
organisation’s next fiscal cycle. There are 

dozens of financial ratios and their meanings help 
business owners evaluate the financial health and 
performance of an organisation. 
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KEY FINANCIAL RATIOS
Every business owner should become well versed in evaluating the key financial indicators. 
By understanding what each key financial ratio assesses, the business owner can more easily 
derive the ratios with a quick look at the financial statements. 

Ratio Meaning Interpretation

Operating cash flow margin

Cash flow from operations*
Sales

*CFO

Measures the 
efficiency with which an 
organisation converts its 
sales into a cash profit.

There is no benchmark, but a higher ratio 
indicates a better cash flow position. It 
is a good indicator of earnings quality as 
compared to net profit margin. The ratio must 
change in line with sales over time, and any 
deviation indicates risk and inconsistency. The 
ratio or sales to cash conversion (cash received 
from customers/sales) can be compared to 
the debtor’s collection period (to validate the 
sales information). 

Financial ratios can be broken into six key areas of analysis:
l Liquidity ratios define whether an organisation can meet short-term financial obligations. 

They are calculated by comparing liquid assets to short-term liabilities. 
l Profitability indicator ratios consider the profit derived from the cost of goods sold (trading 

activities) or the operating expenses (operating activities).
l Debt ratios are used to evaluate the financial risk of the organisation and its security in 

meeting financial obligations to debt providers. 
l Operating performance ratios look at information that evaluates the level of efficiency of 

activities and its impact on profitability.
l Cash flow indicator ratios are used to determine cash management and ability to generate 

enough cash flow to pay operating expenses, grow the business, and create a safety net of 
retained earnings.

l Investment valuation ratios help investors determine the viability of existing or new 
investment in an organisation.

This article focuses on cash flow indicator ratios.

CASH FLOW RATIOS
Formerly, investors and financial analysts believed 
in ratios calculated in the financial information 
presented in the statements of financial 
performance (income statement) and position 
(balance sheet). Of late, the increase in exposed 
fraud and malpractice has taught investors that 
financial statements are susceptible to fraud. 

Therefore, in oceans of fraud and malpractice, 
investors have found truth in cash flow ratios.

The reason for this paradigm shift is that cash 
flow is fact, where all else is susceptible to error. 
Cash cannot be manipulated; is the least susceptible 
to fraud; and provides the best picture of an 
organisation’s state of affairs. Organisations cannot 
meet financial obligations through profits/earnings. 
Organisations need cash to stay alive – a few days 

without adequate cash and the company may not 
survive. 

Types of cash flow ratios
Cash flow ratios are used to assess an organisation’s 
ability to withstand declines in operating 
performance and meet its financial obligations. 
They are especially important when evaluating 
organisations whose cash flows diverge substantially 
from their reported earnings/profits. 

Cash flow ratios generally fall in two categories: 
ratios to test for solvency and liquidity and ratios 
that indicate the viability of a company as a going 
concern

Liquidity and solvency ratios
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Ratio Meaning Interpretation
Funds flow coverage ratio

EBIDTA*
Unavoidable commitments

*Cash flows from operations 
before commitment

Measures the risk of an 
organisation defaulting 

on its unavoidable 
commitments (interest, tax, 
and preference dividends).

The benchmark for the ratio is 1:1, which 
ensures enough cash flow is generated to 
meet commitments. It is used to assess 
the ability of the organisation to minimise 
financial risk to the business.

Cash interest cover ratio

CFO before interest & tax
Interest paid

Measures the risk 
of an organisation 

defaulting on its interest 
payment commitments.

The benchmark for the ratio is 1:1, which 
ensures enough cash flow is generated to 
meet interest payments. It is used to assess 
the ability of the organisation to minimise the 
financial risk to its debt providers. The ratio 
should be compared to the interest cover ratio 
(profit before tax/interest) to determine the 
real financial risk.

Cash flow debt cover ratio

Cash flows from operations
Total debt*

*Use current liabilities  
(short-term debt)

Measures the 
liquidity of the organisation 

and its ability to meet its 
financial obligations relating 

to debt providers.

The benchmark for this ratio is 1:1. It indicates 
the organisation’s ability to meet its short-
term obligation from cash generated from 
operations. A ratio of less than 1:1 indicates 
financial risk, as the organisation cannot pay 
its short-term obligations from internal cash 
generated. A high ratio indicates that the 
organisation generates sufficient funds for 
expansion and the replacement of assets.

Cash flow to net income

Cash flows from operations
Net profit

Measures the relationship 
between cash generated 

and net profit earned for the 
reporting period.

A ratio close to 1:1 indicates that the 
organisation is not engaging in any 
accounting manipulation intended to inflate 
earnings above cash flows.

Cash return on assets

Cash flows from operations
Non-current assets*

*Use property, plant and 
equipment

Measures the ability of the 
organisation to generate 

cash from the utilisation of 
its resources.

The benchmark for this ratio is 12%-20%. 
It indicates the efficiency with which 
management utilises its resources to generate 
cash and management’s effectiveness 
in allocating resources to cash and value 
creation activities. The ratio also indicates the 
effective allocation of resources to develop 
and maintain the organisation’s competitive 
advantage.

Cash generating power ratio

Cash flows from operations
Cash inflow for the period*

*CFO + cash inflows from investing 
+ cash inflows from financing 
(CFF)

Measures the proportion 
of cash generated from 
operations to meet cash 

flow requirements.

The benchmark for this ratio is 1:1. A high ratio 
indicates that the organisation is self-sufficient 
to sustain its business activities. While a low 
ratio indicates that the business is funding 
its business activities from outside sources or 
disposing of income generating assets.

Cash reinvestment ratio

Cash flows from operations
Cash outflows for  

acquisition of assets

Measures the ability 
of the organisation to 
generate cash from 

operations to acquire 
resources for expansion and 

replacement purposes.

The benchmark for this ratio is 20%-35%. It 
indicates the effectiveness of management in 
planning to have sufficient cash to replace and 
acquire assets to sustain business operations. 
A low ratio indicates that the organisation is 
dependent on external funding to sustain its 
activities to achieve its operating goals. A high 
ratio indicates that management has planned 
adequately to sustain operating activities.
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Ratio Meaning Interpretation

Free cash flow

Cash flows from operations – 
capital expenditure

Measures the ability of the 
organisation to generate 

cash from operations 
that exceed its capital 

expenditure requirements

This ratio indicates both the organisation’s 
ability to generate organic growth (internal 
growth) and its ability to generate sufficient 
cash to pay returns to equity investors. The 
ratio also indicates the organisation’s ability 
to maintain competitive advantage and its 
financial flexibility for growth and expansion.

Free cash flow ratio

Free cash flow
Cash flows from operations

Measures how  
much free cash flow is 

generated in relation to 
operating cash flow.

A higher ratio means that the organisation is 
not investing too much in capital expenditure 
and therefore represents a mature company 
that is not seeking any more growth but is 
rather seeking to sustain its operations.

The following table1 summarises the fundamental cash flow ratios that can be used to  
analyse the results of the organisation:

Sufficiency ratios:
Cash flow adequacy ratio CFO/(Long term debt + asset purchase + distributed dividend)

Long-term debt payment ratio Long-term debt payment/CFO

Dividend payment ratio Distributed dividend/CFO

Reinvestment rate Asset purchase/CFO

Operating cash flow ratio CFO/Current liabilities

External financing index ratio CFF/CFO

Cash flow to debt ratio CFO/Total debt

Depreciation-amortisation impact ratio (Depreciation + amortisation)/CFO

Efficiency Ratios:

Cash quality of sales CFO/Sales

Quality of income CFO/Period profit or loss

Cash return on asset CFO/Total assets

Cash flow on equity CFO/Equity

Other Cash Flow Ratios

Cash-based interest rate ratio (CFO + interest paid)/Interest paid

Current debt coverage ratio (CFO – cash dividends)/Current liabilities

Capital acquisition ratio CFO/Capital expenditures

Cash flow per share Net cash flow/Outstanding shares

General cash flow adequacy ratio CFO/(Capital expenditures + merchandise + cash dividend)

Cash dividend coverage (CFO – distributed dividend)/Total assets

Operating and financing activity CFO/CFF

Operating and investing activity CFO/CFI*

Investment/finance ratio CFI/CFF

Inventory cash flow ratio CFO/Inventory

Fixed assets cash flow ratio CFO/Fixed assets

Debt issued ratio CFO/Debt issued

Financial expense coverage ratio CFO/Financial expense

Working capital cash flow ratio CFO/Working capital

*Cash flow from investing
1 Adapted from: Carslaw and Mills (1991), Giacomino and Mielke (1993), Mills and Yamamura (1998), Yılmaz (1999), Porwal and Jain (2013)
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Provisional Tax                
(IRP6)

Corporate Tax 
(ITR14) 

Individual Tax 
(ITR12) 

Trust Tax  
(ITR12T)

Bulk prepare and submit 
provisional tax returns 

directly to SARS in a single 
cloud-based app.

Comprehensive trust tax 
solution allowing for the 
preparation, calculation 
and submission of trust 

tax returns. Keep track of 
beneficiaries and trustees in 

a single cloud platform.
Coming soon.

Prepare, calculate and 
submit individual tax returns. 
Collect tax data inputs from 

taxpayers seamlessly. 

Prepare, calculate and 
submit corporate tax 
returns. Incorporating 
a comprehensive tax 

framework with calculation 
schedules. NEW

www.casewareafrica.co.za

CloudTax is a tax management platform that provides tax practitioners with 
an invaluable overview of their entire client base, and corporate finance teams 
with a unified view of all tax return related matters, for all their legal entities.

CloudTax

Engagement 
Dashboards

Client 
collaboration

Direct SARS 
Integration

SARS 
Compliance

https://www.casewareafrica.com/
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BOOkkEEPiNG 
FUNCTiON 

Revisiting the Importance of the 

in Small 
Businesses

By Coenraad de Beer,  
Professional Accountant (SA),  
LIAFIN Professional  
Accountants

You are having your first meeting with a new client. They 
urgently need annual financial statements, but insist on doing 
the bookkeeping themselves, even though they do not have the 
necessary experience or skill set to do so. The client smiles and 
says, “I mean, how hard could it be?”

T
he real issue behind deciding to 
outsource the bookkeeping function 
is not always financial, even though 
that is the main driving force behind 
many small business owners doing their 

own bookkeeping. The real issue is the general 
misconception that bookkeeping is easy as pie and 
that the financial structure of a small business is so 
simple anyone can do it.

Although capturing financial transactions 
remains, to a certain extent, a junior level activity, 
skilful bookkeeping goes a long way to ensuring 
that the day-to-day transactions of a business are 
properly classified and accounted for.

With cloud-based services and automation 
driving the Fourth Industrial Revolution, it is not 
strange to see small business owners opting to do 
their bookkeeping in-house. This is often due to 
leading accounting software distributors marketing 
their products under the mantle of simplicity – even 
going so far as to say that no experience is needed.

We all know that is not entirely true. Even 
when it comes to the mundane task of capturing 
transactions, the fact remains, if you do not know 
what you are doing you are going to make a mess of 
things.

Section 28(1)(a) of the Companies Act 71 of 2008 
(the Act) states a company must keep accurate 

and complete accounting records in one of the 
official languages of the Republic as necessary to 
enable the company to satisfy its obligations in 
terms of this Act or any other law with respect to 
the preparation of financial statements.

Section 29(1)(b) states that a company’s financial 
statements must present fairly the state of affairs 
and business of the company and explain the 
transactions and financial position of the business 
of the company.

Small business owners should be reminded not 
only of these requirements but also of the applicable 
International Financial Reporting Standards (IFRS). 
As for companies, it is the duty of directors to ensure 
that the company complies with these sections of 
the Act – not just for the sake of compliance, but in 
realisation that proper bookkeeping is necessary to 
compile a proper set of annual financial statements.

Bookkeeping is neither just about capturing a 
bunch of invoices and till receipts nor is it just the 
action of entering the bank statements into an 
accounting programme that will pop out a full set of 
compliant financial statements. 

It is the process of accurate recognition and 
classification of transactions, which forms the 
backbone of accurate and properly compiled 
financial statements that are in line with legislation 
and financial standards. 

https://www.justice.gov.za/legislation/acts/2008-071amended.pdf
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T
he Covid-19 pandemic caught most small, 
medium and micro enterprises (SMMEs) 
unprepared for the long periods of lockdown. 
Those affected included accounting and tax 
firms, lawyers, insurance services and brokers, 

call centres, IT support services, and printing services. 
A year has passed and many SMMEs failed to reopen 
after the easing of restrictions. We still await the official 
numbers from Stats SA on how many SMMEs were 
affected and failed to reopen. 

For professional accountants, it is no longer business 
as usual.

SMMEs now require dynamic capabilities to remain 
sustainable. Dynamic capabilities allow SMMEs to fine-
tune their operating routines to dynamic environmental 
requirements.1 

It is thus time for professional accountants to 
embrace a new paradigm – whilst still fulfilling 
regulatory and compliance requirements.

MANAGING RISK VS MANAGING 
UNDER DEEP UNCERTAINTY
Risk is connected to known or identified outcomes 
where the likelihood of reoccurrences is well computed, 
whereas uncertainty is related to unknown unknowns.2 
Managing uncertainty is more problematic and serious, 
especially where the economy is innovative and 
dynamic.

Enabling
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Post-lockdown, professional 
accountants need to change 
their way of thinking. SMMEs 
require dynamic capabilities 
to remain sustainable, and 
professional accountants 
can provide advisory services 
to meet the demand for 
innovation and complexity 
under deep uncertainty. 

By Garikayi Mutongoreya, 
Professional Accountant (SA), 
Savannah Accounting Solutions
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A typical example of managing risk is how 
financial planners and bankers attempt to mitigate 
the exchange rate risk through hedging using 
forward contracts. Being uncertain, however, poses 
a challenge to doing the right thing, as the decision 
maker is faced with unknown unknowns that are 
not insurable (insurance protects against a known 
insurable event).

Entrepreneurial management skills are required 
to manage doing the right thing under deep 
uncertainty.

William Janeway stated that “the innovative 
economy… is soaked in unquantifiable uncertainty” 
that causes far-reaching implications for 
management. The Fourth Industrial Revolution 
(4IR) has made uncertainty a common business 
environmental phenomenon – firms are constantly 
caught unaware and unprepared for changes in the 
economic environment. 

The increased demand for innovation and 
complexity under deep uncertainty requires advisory 
services that are proactive on everyday situations 
and that no longer rely on the “invisible hand” of the 
market.

ORGANISATIONAL AGILITY 
AND DYNAMIC CAPABILITIES
The terms organisational agility and organisational 
flexibility are often used synonymously. Agility (or 
flexibility) has been defined as a firm’s ability to 
manage demand uncertainties. 

Dynamic capabilities framework is a concept 
used to understand agility. It can assist managers 
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in making good, quality decisions in situations of 
a high degree of innovation in the economy and 
dramatic social change.3 

Dynamic capabilities govern how firms 
integrate, build, and reconfigure their internal and 
external abilities to address change in the business 
environment. These capabilities are upheld by the 
management and organisational competences 
for studying and shaping the environment and by 
developing models that address the threats and 
opportunities resultant from such changes. 

Dynamic capabilities entail the required 
capacity of the firm to be innovative in adapting 
to changes and to create favourable variations 
and differentiation not only for the benefit of its 
customers but also to surpass competitors.

THE THREE MAIN CONSTRUCTS OF 
DYNAMIC CAPABILITIES ARE:

l SENSING unknown futures: These activities 
are focused on scanning the environment 
and identifying relevant changes, threats, 
and opportunities.

l SEIZING: These activities are aimed at 
developing new methods and ways of 
responding to the observed environmental 
changes, threats, and opportunities.

l TRANSFORMING: These activities focus on 
reorganising and the continual renewal of 
existing operating routines. 
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While routine processes are an important aspect 
of dynamic capabilities, strong capabilities are 
not based entirely on routine processes and rules. 
Routines slow the process of change, as users 
become too relaxed, comfortable and content with 
routines – they do not explore new dimensions.

Professional accountants are thus necessary 
to offer advisory services through creative and 
innovative thinking, acting entrepreneurially, and 
(where necessary) overriding routine processes.

THE ROLE OF  
PROFESSIONAL  
ACCOUNTANTS IN  
AGILITY THROUGH  
DYNAMIC CAPABILITIES
SMMEs rely on professional accountants for advisory 
services as they do not have the financial capacity to 
employ professional staff and managers to manage 
their organisations. Professional accountants are 
therefore required to offer advisory services that will 
allow SMMEs to become dynamically capable and to 
manage uncertainty.

Such advisory services require two 
interdependent elements:

1 
Professional accountants should be 
equipped with managerial skills to manage 
the operations of their clients. This entails 
a complete understanding of the SMMEs 

Professional 
accountants are 
often the only 
administrative 
professionals 
kept on a monthly 
retainer by SMMEs 
in South Africa. 
 

internal and external environments. Professional 
accountants should understand the company’s 
products and services to enable the offering of 
advisory services on merging and recombining 
technologies. They should view themselves as 
internal management staff of their clients.

2 
Professional accountants should 
be capable of advising SMMEs on 
adaptable structures capable of rapid 
modification. They can achieve this 

through creating networks with other professions 
or outsourcing certain billable services. They can 
also do this through the creation of a professional 
accountant consortium structure for the purpose of 
collaboration.

Professional accountants are often the only 
administrative professionals kept on a monthly 
retainer by SMMEs in South Africa. 

They are thus required to wear dynamic 
capability and agility lenses. They must be 
well-resourced and networked to accomplish 
the required changes of sensing, seizing, and 
transforming to remain relevant in a volatile 
economic and technological environment. 

As SMMEs do not usually have cumbersome 
command structures, they are in the ideal position 
to create disruptive changes that can topple rival 
businesses’ models and market positions.

Organisational agility has become a hyped 
approach in scholarship and practice due to 
persistent dramatic social changes, such as the 
Covid-19 pandemic. Agility should be a priority for 
SMMEs faced with deep uncertainty and its resultant 
threats and opportunities. Professional accountants 
are pivotal in ensuring the survival of the SMME 
sector and should therefore be acquainted with 
such emerging scholarship to apply it in practice. 
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ALSO READ

What are Dynamic Capabilities 
and are They a Useful Construct in 

Strategic Management? 

The Essence of Dynamic Capabilities 
and their Measurement

3  Toward a Psychology of Social Change: A Typology of Social Change

1 How Dynamic Capabilities Affect the Effectiveness 
and Efficiency of Operating Routines under High and 
Low Levels of Environmental Dynamism
2 Dynamic Capabilities and Organizational Agility: Risk, 
Uncertainty, and Strategy in the Innovation Economy

https://onlinelibrary.wiley.com/doi/10.1111/j.1468-2370.2008.00251.x
https://onlinelibrary.wiley.com/doi/10.1111/j.1468-2370.2008.00251.x
https://onlinelibrary.wiley.com/doi/10.1111/j.1468-2370.2008.00251.x
https://onlinelibrary.wiley.com/doi/full/10.1111/ijmr.12122
https://onlinelibrary.wiley.com/doi/full/10.1111/ijmr.12122
https://www.frontiersin.org/articles/10.3389/fpsyg.2017.00397/full
https://doi.org/10.1111/1467-8551.12085
https://doi.org/10.1111/1467-8551.12085
https://doi.org/10.1111/1467-8551.12085
https://doi.org/10.1525/cmr.2016.58.4.13
https://doi.org/10.1525/cmr.2016.58.4.13
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Disruption
HOw TO NAVIGATE 
A DUAL 
IMPACT
Society 5.0 is a hot topic, even if you are 
still considering Industry 4.0 tactics in your 
organisation! It represents a new era of 
technology innovation that will enhance 
human-machine relationships, unlock new 
market opportunities, and fuel growth 
across the global economy. 

By Hanlie Smuts, 
Associate Professor, 
Department of 
Informatics, 
University of 
Pretoria and a 
member of the 
SAIPA Centre of 
Future Excellence 
(CoFE)

T
oday, the most talked-about transformative factor is 
technology, as it has redefined many of the digitally enabled 
products and services we use every day and is blamed for 
much disruption in our organisations.

Accountancy and auditing have not been left behind 
as much effort goes into considering the potential disruption of the 
roles – how artificial intelligence will assume rule-based, transactional 
processing and decisions or conduct end-to-end audits in a short 
period of time, rather than just being a subset aligned to human effort. 

Yet, disruption stretches beyond the realm of technology and 
its impact on the role of accountant and auditor. It impacts the 
environment and the organisation around accountant and auditor 
too. It affects the way organisations work (more optimised and 
streamlined), the way data is applied for data-driven decision-making 
(large volumes processed in an instant), and the launch of new 
business and operating models (lean and innovative). 

It is within this dual impact that you as an accountant or auditor, 
must find your way and navigate your career. 

There are five key considerations to addressing both disruptors at 
the same time:

#1
INTEGRATE 
YOUR ROLE 
INTO THE 
PROCESS
Do not view these disruptors as 
separate events. If you consider 
your role and the environment, 
in e.g. data analytics, then 
ensure that you not only have 
the skills to find patterns in large 
datasets but also understand 
how that insight may contribute 
to the organisation dealing 
with disruption. So integrate 
yourself into both the data-heavy 
processes and data-informs-
strategy processes.

https://www8.cao.go.jp/cstp/english/society5_0/index.html
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#2 #3

#4

#5

UNDERSTAND 
THE ROLE 
OF YOUR 
INTERNAL 
AND 
EXTERNAL 
CUSTOMER
When you look at the value  
chain of an organisation, the 
financial roles are normally 
placed as a “support service” –  
it is always about the end 
customer. Integrating the 
two disruptors in this context 
points to the new way external 
customers engage with your 
internal customers. 
Your internal customers may 
not look at an external customer 
holistically but just from a sales  
or marketing perspective. You  
are well positioned to advise  
your internal customer on the 
holistic profile of an external 
customer; enabling your 
organisation to take key strategic 
customer-centric decisions.

DRIVE AUTOMATION 
Yes, drive automation! Support projects that will implement 
block chain for continuous assurance and monitoring and hyper-
ledgers; the projects that will activate robotic process automation-
derived audit rules for smart contracts; or the artificial intelligence 
model for business measurement. Rather than just operating as 
producers of data and stewards of finance, focus on becoming real-
time business partners and strategic advisors.

BE TECHNOLOGY WISE
Make sure that you understand the technologies at play at both 
disruptors. The expectation is not that you become a technology 
specialist but rather that you have a working understanding. Read 
about it, use the opportunities that SAIPA provide for you to learn 
about it, and discuss it in your peer-to-peer communities.

HONE YOUR SKILLS
As this dual disruption impacts roles, make sure you reskill and 
upskill yourself from a core capability perspective so that you stay 
abreast of the aspects mentioned. In addition, also enhance your 
softer skills such as emotional intelligence, design thinking, and 
systems thinking skills. The combination of these in a lifelong 
learning focus, will make the difference for you.

It is impossible to avoid the wave of new technology and its associated impact. Society 5.0 – fostering a high 
degree of merging between cyberspace and physical space – is going to happen. However, by keeping up 
with the new technologies and new ways of working that are emerging, you can work with the flow rather 
than against it, plan pro-actively for it, and get ahead of the game. 
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THE ONLY 
wAY 
FORwARD

By Roberto Coelho

Oxygen masks are descending 
around us as the profession 
suffers a loss of engine power 
and faces a crash landing. 
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F
rom South Africa to 
the United Kingdom, 
Germany to China a 
disappointing pattern 
emerges – a pattern of 

accounting scandals. 
Five major global scandals over 

the previous five years. 
Pessimists claim that five is 

six too many and that the root 
cause is always the same: a lust for 
power and a greed for profit. 
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Hence, the 
responsibility 
falls on us 
to rebuild 
trust so that 
society and 
the profession 
alike can soar 
and reach 
new heights.”

Optimists, however, 
understand that 40 000 global 
public companies are successfully 
audited every year. Although 
five failures are distressing, 99% 
of audits still result in correct 
outcomes.

For the public, 99% is not good 
enough. 

As a result, the current view 
of professional accountants 
is slanted heavily towards the 
negative. It seems that every day, a 
new news personality, celebrity, or 
influencer is preaching the evils of 
the accounting profession.

This reaction indicates that the 
metaphorical “plane” representing 
the profession has lost engine 
power and is headed for a crash 
landing. 

A crash 45 000 professional 
accountants are bracing for. 
Professional accountants who may 
feel the next article they read on 
how accountants are not to be 
trusted may be the last straw. 

One that forces out a scream, 
“HELP, STOP!”

Surviving the continuous 
onslaught is not easy, but it is 
possible. 

As individuals, it is important 
that we be honest with ourselves. 

The reality is that too many 
accountants have made too many 
mistakes. Understanding the role 
of the profession in society can 
help us come to terms with public 
fury. Appreciating the other side 
of the argument helps stop the 
destructive thoughts.

In moments of overwhelming 
pressure, try to rely on your 
support base, family, friends, 
hobbies, and religion or 
meditation to retrieve equilibrium. 

Once equilibrium is restored, 
the long-term goal becomes 
building a thriving profession 
– rebuilding the metaphorical 
plane. 

After an aviation accident, 

the new plane is required to be 
stronger, faster, and more reliable. 
Just so, the accounting profession 
must become more honest, 
valuable, and accountable. 

This will be achieved by 
professional accountants who 
understand they are the bedrock 
of society. Without reliable 
financial statements, for the small 
bakery to the large multinational, 
the system breaks down. 

As a doctor understands that 
life is in her hands, a professional 
accountant must understand that 
stakeholders rely on each digit. 

“Every 1% unemployment goes 
up, 40 000 people die. Did you 
know that?”1

Although this was said about 
the United States, it remains true 
that every digit matters. Although 
professional accountants may not 
be responsible for an economic 
collapse, tumbling stock prices, 
collapsing pensions, the incorrect 
valuation of small businesses, 
or poor financial advice can still 
result in life-or-death situations.

The way forward is for all 
professional accounts to regain 
the trust of the public by showing 
appreciation and care for their 
roles in society – allowing the 
profession to be rebranded in a 
positive light. 

Hence, the responsibility falls on 
us to rebuild trust so that society 
and the profession alike can soar 
and reach new heights. 

1 The Big Short, directed by Adam McKay, 2015

ALSO SEE
Who are the owners of the 

world’s listed companies 
and why should we care?

How to Fight Depression: 20 
Things to Try

Fact checking The Big Short

https://www.healthline.com/health/depression/how-to-fight-depression
https://www.healthline.com/health/depression/how-to-fight-depression
https://www.bbc.co.uk/sounds/play/p03kpvk2
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DISCOVERY 
BUSINESS INSURANCE

Our business insurance includes 
innovations and benefits that respond to an 

accounting practice’s specific business needs!

Speak to your broker to get a quote or visit 
www.discovery.co.za/business 

to find out more about our tailored insurance products. 

Discovery Insure Ltd is a licensed non-life insurer and an authorised financial services provider. Registration number 2009/011882/06. Product rules, terms and conditions apply. Go to www.discovery.co.za for more details or call 011 529 6620

IN
TREPID

E_ID
EAS_D

BI_ACCO
U

N
TAN

TS_122

We offer comprehensive market-leading insurance for accountants 
that is tailored to the profession’s specific insurance needs.  
Our product provides cover for traditional business risks and 
newly emerging risks as well as innovations and benefits specifically 
designed to help accounting practices succeed.

Our automatically embedded tailored cover comes 
at no additional premium and includes:

We also offer innovative benefits to promote 
efficiencies in business operations, such as:

• R100 000 cyber cover
• R100 000 cover for crisis and 
 reputation management
• 24/7 access to reputational experts 
 from a leading global marketing 
 communications firm.

• 25% discount on Lexis Sign platform
• Up to 20% discount on new laptop purchases
• Settlement of cellphone and iPad claims within one 
 business day in metropolitan areas.

https://www.discovery.co.za/business
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Venturing beyond 
accountancy to

BUSiNESS 
ADViSORY 
SERViCES
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A 
business advisor (BA) develops 
entrepreneurs’ skills and capabilities 
to run successful small businesses. It 
is widely recognised as an important 
risk mitigation factor for lenders and 

investors in small businesses. 

A successful BA has:
l “been around the block” running their own 

businesses;
l made many business mistakes and learnt from 

them; and
l a broad-based business knowledge across 

multiple disciplines and business functions.

Advising is usually a longer-term relationship.

Business advising has three cornerstones:
1. A relationship of trust (which develops over time) 

between the business advisor and their small 
business client;

2. The ability of the BA to gain a bird’s eye view of a 
business (which is necessary for diagnosing the 
core business challenges that cause inefficiencies 
or distress); and

3. The ability of the BA to work with a business 
owner/director to initiate and steer a change 
management process within the business (to do 
things differently in addressing the root causes 
inefficiencies or distress).

By Div de Villiers, 
Senior Business Rescue 
Practitioner & SAIPA 
Professional Business 
Advisor (SA)

Professional accountants 
can meaningfully impact 
client businesses by 
venturing beyond mere 
accountancy services. 
Business advising not 
only has the potential of 
opening up additional 
income streams to 
professional accountants 
but also enables self-
actualisation through 
constructive contribution 
to the sustainability 
and growth of small 
businesses. 
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The diagnosis of business challenges is normally 
divided into identifying non-financial and financial 
risks. The BA’s task is then to develop the non-
financial and financial risk profiles of a client 
business, which could be represented as follows:

A NON-
FINANCIAL  
RISK PROFILE
Non-financial risks
l Institutional risk (e.g. non-compliance, key 

person risk)
l Management risk (e.g. business strategy, back 

office systems, quality management)
l Market risk (changing markets, competitors, a 

lack of unique selling proposition)
l Supply chain risk (“who-owns-who” vulnerabilities, 

access to raw materials/stock/funding)
l HR risk (e.g. employment, deployment, industrial 

relations)
l Production/value-adding risk (e.g. insufficient 

economy of scale, obsolete technology, 
insufficient production capacity, lead-time 
issues, production bottlenecks)

The image below reflects a movement of these  
risk over time:
l 2019 (light blue area)
l 2020 (grey shaded area)

Financial risks
l Liquidity analysis (including current and cash 

ratios)
l Efficiency analysis (including investigating 

stockholding and debtor’s days)
l Profitability analysis (including gross and net 

margins)
l Solvency analysis (including debt and debt 

cover ratios)
l Viability analysis (including cost-to-income 

ratio and safety margin of the business)

The image below reflects a movement of these 
risk over time:
l 2019 (light blue area)
l 2020 (grey shaded area)

In other words, a 
process of change 
must be introduced 
and managed.”

Most often, symptoms observed from a financial 
perspective are rooted in underlying causes that are 
non-financial in nature. It also holds true the other 
way around.

The BA must, therefore, keep one eye on the non-
financial issues and challenges and the other on the 
financial issues and challenges.

The image illustrates a significant  
increase in risk in the categories  
“Production/value adding” and “Market risk”.
Non-financial risks over time (by Div de Villiers).

The image illustrates a significant  
increase in risk in the categories 
“Sensitivity” and “Liquidity” risk. 
Financial risks over time (by Div de Villiers).
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BASIC ADVISORY 
APPROACHES
Once the business challenges have been identified, 
change must be affected:
l we must stop doing certain things;
l certain things must be done differently; and
l some new things must be done.

In other words, a process of change must be 
introduced and managed.

A useful approach is a hybrid of Barry Kibel’s 
Outcomes Mapping (OM) and Hiatt’s ADKAR 
approach.

OM is a methodology of structuring the milestones 
in the change process into small achievable steps 
that start with the undesirable situation and lead to 
the end result of how things should be done or what 
they should look like.
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ADKAR is an acronym for a five-step change management process:

Step 1: 
Create AWARENESS of the need to change. 
Make sure that both management and workers 
understand the need for change. This is done 
by communicating with both about the present 
undesirable situation and the impact on the 
business if it persists. 

Step 2: 
Create a DESIRE to participate in and support  
the change. Inspire the desire to change by  
appealing to both the logical and emotional  
sides of management and employees.

Step 3: 
Create the KNOWLEDGE of how to change. Make sure 
that all managers and employees are informed on how 
the change will be carried out and how to fulfil their 
specific part in that process. 

Step 4: 
Create the ABILITY to implement the change. Assess 
the ability of each manager and employee to establish 
whether they need extra experience (or knowledge or tools/
equipment) to reliably complete their tasks.

Step 5: 
Provide REINFORCEMENT to sustain the change. 
Implement incentives and rewards to make sure that the 
change is maintained until it becomes the new norm.

Blending the two approaches (OM and ADKAR) 
creates a powerful business advising methodology 
(tool) to manage change in a small business.

A real-life example of the tool in action is this case 
study of a small owner-managed farming business in 
the remote Blouberg region of the Limpopo Province.

First, in the diagnostic phase it was uncovered that 
yield was at 25% of potential. 

The business could thus potentially generate 400% 
more sales with the same crop on the same piece of 
land. Below is an extract from the worksheet used 
during the diagnostic phase.



30 Professional Accountant

B
us

in
es

s 
A

dv
is

or
y

During the diagnostic phase the BA reflected 
against industry standards and benchmarks and the 
unique circumstances of the business (e.g. micro-
climate and soil conditions).

This phase was complete when optional/alternative 
actions were generated:
l What should the business stop doing?
l What should the business do differently?
l What new things should the business start 

doing?

The challenge then moved to change management: 
How could change be affected in the business? 
This is both a human (resistance to change) and 
technical challenge.

The hybrid ADKAR-OM methodology offered a 
practical solution in the form of a framework:
l Step 1 started with the present (undesirable) 

position – the business operating at 25% 
production capacity – and created awareness 
and the desire to change the status quo in 

the short (immediate) term by exploring and 
discussing production data until the owner-
manager:

 l acknowledged the negative impact should  
 the low yield persist; and

 l expressed the desire to increase yield per 
hectare.

l Step 2 focused on empowering the business 
owner over the intermediate term with 
knowledge and the ability to do things 
differently. For example, by exploring how 
higher plant density, pest control, and the use 
of organic fertilizer could positively impact the 
yield. A pilot scheme was used to test possible 
outcomes (on a small piece of land; before the 
large-scale change was made).

l Step 3: Once the change was implemented, 
the focus shifted to systematically providing the 
business owner with results from cost-benefit 
analysis to reinforce that he had made the right 
decision to do things differently.

Below is an extract from the worksheet used in Step 3.

Although this case 
study reflects an 
inefficiency related 
to the production 
side of a business, 
professional 
accountants could 
learn from the 
methodology and 
apply it to, for 
example, compliance 
issues, business back 
office inefficiencies, 
and financial risks. 
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BUSINESS 
RESCUE VS 
LIQUIDATION

Dealing with Business Distress
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WHY DO COMPANIES BECOME 
DISTRESSED?
Companies become distressed for a variety of reasons:
l Their business models are not feasible. Some businesses 

are (unintentionally) designed for failure. For example, they 
technically do not have sufficient production capacity to 
generate enough gross profit to fund the monthly fixed 
overhead costs.

l Where the business model is unfeasible, businesses cannot 
generate sufficient cash to sustain the shareholders’ lifestyle.

l They respond too slowly (or not at all) to changing markets.
l They have insufficient back office systems and procedures. 

For example, they receive financial statements from their 
accountants once a year, and, until next year, they operate 
blindly – not knowing which product lines generate gross profit 
and which do not.

l They have insufficient cash flow planning and management.
l The business has insufficient external risk management. For 

example, foreseeing crises such as the impact of the Covid-19 
pandemic on their cash flow.

l Management is technically but not financially competent. The 
profit generated on the production line is then lost in the board 
room through questionable financial management decision-
making.

WHAT IS 
BUSINESS DISTRESS? 
When a company becomes distressed, the Companies Act 71 of 
2008 (the Act) requires a director to explain to stakeholders why a 
company should not enter business rescue. 

So, when is a company in distress?
The Act provides the following guideline:
l Firstly, when it is unlikely for a company to pay all its debts as 

they become due and payable in the immediately ensuing six 
months. This is a commercial insolvency and relates to the 
liquidity position of a company during the ensuing six months; 
OR

l Secondly, when it is likely for a company to become insolvent 
in the immediately ensuing six months. This is referred to as 
a factual insolvency and relates to the solvency position of a 
company (liabilities outweigh assets) during the ensuing six 
months.

Importantly, the outlook is the ensuing six-month period. This 
calls for three actions to be taken: 
1. All businesses must do cash flow planning for at least six 

months into the future.
2. Professional accountants must assist their clients in taking 

stock of their solvency and liquidity positions for the ensuing 
six-month period – especially following financial year-end when 
annual financial statements are finalised. Ideally, a monthly 
stocktake is required once the management accounts are 
finalised.

3. If the conclusion is that the business is distressed, one must 
consider if the company is rescuable.
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Greek philosopher 
Epictetus once said 
that it is not what 
happens to you, 
but how you react 
to it that matters. 
Business distress is 
not a shame. What 
matters is how you 
deal with it. When 
a client’s business 
falls in distress, 
various courses of 
action can be taken. 
This article explores 
some of these 
options in more 
detail.

By Div de Villiers, 
Senior Business 
Rescue Practitioner 
& SAIPA Professional 
Business Advisor (SA)
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To be rescuable, a distressed business needs to have:
l a viable core business model; AND
l a sales pipeline, which will generate future cash flow; AND
l opportunities to streamline/cut costs/re-capitalise/restructure.

This has a time horizon of six months into the future.

Also applicable is the solvency and liquidity test (S&L test) – used when 
viewing a business at any day in time. Section 4 of the Act directs to 
the necessity of subjecting a business to the S&L test, which requires a 
business to stop trading and enter liquidation if:
l its liabilities at fair market value, including shareholders loans that 

are not subordinated are greater than its assets at fair market value 
(on the day of doing the S&L test); AND

l for the ensuing 12 months, its current liabilities as they become 
due and payable are greater than its cash flow from operations.

If a business does not meet the S&L test, it is considered to be trading 
under insolvent conditions.

Consider the following decision-making framework:

WHEN SHOULD 
A DISTRESSED 
BUSINESS 
CONSIDER 
LIQUIDATION 
OR BUSINESS 
RESCUE?
The decision point is a question 
of solvency. The guideline:
l if the distressed business is 

insolvent (liabilities > assets) 
and does not pass the S&L 
test, stop trading and opt 
for liquidation;

l if the distressed business is 
solvent (assets > liabilities), 
consider business rescue 
or compromise or 
restructuring (depending 
on the level of distress).

Distress

Solvent

Restructure

Compromise
(Section 155)

Continue
Trading

Stop
Trading

Wind up
(2008 & 1973 Acts)

Continue
Trading

Stop
Trading

Liquidate
(1973 Act)

Continue
Trading

Business
Rescue

Return to 
Solvency

Wind up

Insolvent

Business in distress: Decision-making framework (by Div de Villiers)
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Let us consider the options 
(liquidation, voluntary wind-
down, business rescue, 
compromise, and restructuring) 
one by one.

Liquidation
Working from the premise 
that the distressed business 
is insolvent, the steps to be 
taken are reflected below (over-
simplified for the purpose of 
illustration):

Stop Trading 
and special 
Resolution

Stop Trading 
and shareholders 

adopt Special 
ResolutionCoR40.1

Lawyer 
obtains Court 

Order

Place security 
with  

Master

*Settle all debt –  
Auditor to confirm this.

*Apply to Master to dispence 
with Security, if no debt.

Master 
appoints 

Liquidator

Dispence
of all 

Assets

Liquidator 
takes 

control

Obtain TCC

Net proceeds = 
by

coincidence

CIPC 
de-registers 

Co

Steps in the 
liquidation 
process 
(by Div de Villiers)

Steps in the  
process for voluntary 
wind-down  
(by Div de Villiers)

Voluntary wind-down
Working from the premise 
that the distressed business is 
solvent, the steps to be taken are 
reflected below (over-simplified):

Tax clearance certificate (TCC)
Companies and Intellectual 
Property Commission (CIPC)

Business rescue
Working from the premise that 
the distressed business is solvent 
AND rescuable, the steps to be 
taken are reflected below (over-
simplified for the purpose of 
illustration):

Solvent

Distress
Continue
Trading

Business
Rescue

Return to 
Solvency

Wind down

Step in the business recue process (by Div de Villiers)
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Compromise
Working from the premise 
that the distressed business 
is solvent AND rescuable, an 
alternative to business rescue 
is made possible by s155 of 
the Act – a compromise with 
creditors. Compromising with 
creditors is commonly referred 
to as a “baby” business rescue.

Compromising is generally a 
cheaper option but does not 
provide for all the business 
rescue protections and tools. 
It is possible to compromise 
with all creditors OR any class 
of creditors, such as secured, 
preferent, or concurrent 
creditors.

A compromise only becomes 
enforceable if it is sanctioned 
by the Court. The Court, 
amongst other matters, 
considers if a compromise is 
“just and equitable”.
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Restructuring
The objective of restructuring is, amongst others, to increase 
the potential for a distressed business to return to profitability. 
The focus is generally to (over-simplified for the purpose of 
illustration):

Production costs

Overhead costes

Increase Decrease

Sales & Margins

Vulnerability

Effectiveness(Doing the right things)

Efficiency(Doing things right) Unproductive Assets &Recources

The focus of restructuring (by Div de Villiers)

A useful tool when assisting a client business in managing such a rehabilitation process is the 
Business Model Canvas:
Using the Business Model Canvas provides bird’s eye view of the business as an integrated system. 
On the one hand, non-core loss-making business processes (and unproductive assets) can be identified and 
appropriately dealt with. On the other hand, margin-generating core business processes can be strengthened 
in the quest to refocus a distressed business back to profitability. 

The Business Model 
Canvas (Adapted from 
Alex Osterwalder)
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DATA 
SECURITY

As the number of data security threats 
increases, so too does the need to 
employ modern methods to ensure our 
cybersecurity. The first step in this process 
is growing our knowledge of the security 
measures available to us. 

How to Protect Your 
Business from Cybercrime

By Ross 
Saunders, 
Data Privacy 
and Cyber 
Security 
Specialist
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I
n any business, you need to protect the 
information under your charge. Whether it be 
personal information in terms of the Protection 
of Personal Information (POPI) Act 4 of 2013 or 
confidential information in terms of your clients 

and intellectual property, it needs to be secured. 
Information security refers to the processes and 

methods used to look after the data you hold – 
whether physically or in a virtual space. Given the 
recent push to work from home, we are seeing more 
and more data generated within our businesses. 
More than ever, we need to employ modern 
methods of security to protect our data. Some basics 
of information security include antivirus software, 
endpoint protection, encryption, hosted services, 
multifactor authentication, password complexity 
and management, flash drive security, and regular 
backups of your data. 

Antivirus software has been in the security 
stable for decades and is one of the most basic 
protections you should have in place. Also on the 
cybersecurity frontline is endpoint protection, which 
refers to a centrally managed security solution that 
looks after all the computers and devices in a network 
in a uniform fashion. Endpoint protection caters for 
many more features beyond a simple antivirus, such 
as anti-malware and ransomware protection.

Encryption has become a cybersecurity 
must-have and, although it’s not a silver bullet, it 
comes close. Encryption of your computer means 
that should someone steal it, they won’t be able 
to access the data therein unless they have your 
password or recovery keys. Without encryption, 
anyone with even a bit of tech savvy can access the 
data stored on your drive, regardless of whether they 
know your password or not. Encryption is a simple 
process on Windows Professional or Mac OS but is a 
little more complicated on Windows Home.

An invisible risk to the data in your business is the 
use of shared hosting. This is often the case when 
your website and email are hosted together, as, in 
many cases, the technologies in use are older and 
less secure than their modern equivalents. Moving 
to hosted services like Microsoft 365 or Google 
Workspace allows you to take advantage of modern 
security measures and data protection tools.

One of the most valuable modern 
security measures is multifactor 
authentication. This refers to having at least 
two different means of identifying you. The name 
itself refers to verifying you by a combination of 
two or more factors: something you are, such as a 
fingerprint; something you have, such as an SMS on 
your phone; or something you know, such as your 
password. Multifactor authentication should be 

enabled on every service that supports it!
Although we all realise the importance of 

passwords in data protection, the complexity of 
passwords is something you also need to take 
into account. To truly remain secure, you need 
to use unique passwords for all the services you 
use. This way, if one service is compromised and 
your password is leaked, you aren’t compromised 
on other services. A great way to manage such a 
volume of passwords is to use a password 
manager like 1Password or LastPass. These 
have added features when you purchase their 
corporate packages, such as sharing passwords 
securely between team members (without anyone 
actually seeing a password).

When it comes to password complexity, you 
don’t always need the combination of an uppercase, 
lowercase, number, and special character. You can 
create an incredibly secure passphrase by combining 
four words, separated by numbers or characters. A 
password of “Ladder1Barstool2Sanitizer3Laptop” is 
easy for a human to remember but, at a length of 
32 characters, incredibly difficult for a computer to 
break!

Another unexpected risk that is regularly 
overlooked is that of USB flash drives, which are 
as easy to lose as they are to copy data to. Unless 
someone really needs to use a flash drive, it’s a good 
idea to either disable these or (at the very least) 
discourage their use. External hard drives and flash 
drives are being used less frequently in favour of 
more secure file services such as OneDrive, Dropbox, 
and Google Drive.

Lastly, once you have information, it’s important 
to back it up. The obvious reason for this is being 
able to restore if you lose something. There are, 
however, other reasons for making regular backups.

The first reason is that data breaches in terms of 
the POPI Act include the destruction of data. If you 
lose someone’s personal information and you can’t 
recover it, you may well be in breach of the Act.

The second equally important reason is that 
of ransomware – a very real threat. Ransomware 
encrypts all your data so that you cannot access 
it and then charges you a ransom to get it back. 
Having regular offsite backups allows you to 
restore in such a situation.

As you can see, the number of protections out 
there has increased, and the cybersecurity space 
is an endless race to counteract new threats. Gone 
are the days you could rely only on a firewall and 
antivirus, you need to employ modern methods to 
prevent modern threats. Educating yourself about 
what is available is certainly the first step in securing 
yourself and your business. 
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By Lynn Maggott, SAIPA CoBA Committee member

South Africa Must Help  
Mitigate Climate Change

CARBON 
TAX Aims to do 

Just This
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To bring this into 
effect, South Africa 
enacted the Carbon 
Tax Act 15 of 2019 
(the Act) that seeks 
to “penalise” the 
polluter.”

T
he release of carbon dioxide caused by 
the production of cement, deforestation, 
and the burning of fossil fuels (such 
as coal, oil and natural gas) creates 
excessive levels of carbon dioxide. 

Carbon dioxide constitutes the largest portion 
(along with methane and nitrous oxide) of what is 
referred to as greenhouse gases (GHG).

Excessive levels of GHG have adverse health 
and environmental effects. They contribute to 
respiratory diseases due to smog and air pollution. 
They also cause climate change by trapping heat 
and causing extreme weather conditions that 
result in the displacement of people, food supply 
disruptions, and increased wildfires.

In an attempt to mitigate the effects of rising 
global temperatures due to excessive GHG, 
approximately 197 countries signed the Paris 
Agreement in 2015. This agreement seeks to 
reduce global temperatures by between 1.5-2 
degrees Celsius by 2030.

To bring this into effect, South Africa enacted 
the Carbon Tax Act 15 of 2019 (the Act) that seeks 
to “penalise” the polluter. 

Carbon tax applies to all organisations 
(including municipalities) as a strategy to 
encourage cleaner practises. Schedule 2 of 
the Act states its applicability to entities that 
conduct activities which emit GHG as combustion 

emissions, process emissions, and fugitive 
emissions if emissions exceed the stipulated 
threshold of 10 MW(th).

As a signatory to the Paris Agreement, South 
Africa submits national inventory reports to the 
UN Framework Convention on Climate Change 
to inform them of the country’s efforts to reduce 
carbon emissions. 

Guidelines regarding emission calculations are 
provided by the Department of Environmental 
Affairs (DEA).

The responsibility for reporting lies with the 
taxpayer or emitter.

To ensure a smooth transition for the 
determination of liability, and to make  
provision for the number of mechanisms aimed 
at reducing emissions over a period of time, 
certain allowances have been made.  
The three basic allowances are:
l a basic tax-free allowance of 60% for all 

emissions;
l an additional 10% tax-free allowance in 

respect of industrial process emissions; and
l an additional 10% tax-free allowance in 

respect of fugitive emissions.

Additional allowances include: 
l a variable tax-free allowance of up to 10% 

(depending on how trade exposed the sector 
is in which a company operates);

l a tax-free allowance (based on performance) 
of up to 5% where processes are less emission 
intensive than a benchmark that has been 
submitted to and Gazetted by National 
Treasury;

l voluntary participation in the carbon budget 
under the auspices of the DEA provides for an 
allowance of 5%; and

l a carbon offset allowance makes provision 
for an allowance for entities who invest in 
emission reducing projects in South Africa 
that are not subject to carbon tax.

From both a financial and human life and well-
being perspective, it is imperative that South 
Africa and the globe take action to mitigate the 
devastating effects of climate change.

Carbon tax in South Africa is a mechanism 
to achieve this objective and will impact not 
only corporations but also the three tiers of 
government. 

https://unfccc.int/sites/default/files/english_paris_agreement.pdf
https://unfccc.int/sites/default/files/english_paris_agreement.pdf
https://www.envirotech-online.com/news/health-and-safety/10/breaking-news/what-are-fugitive-emissions/36064
https://www.envirotech-online.com/news/health-and-safety/10/breaking-news/what-are-fugitive-emissions/36064
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Professional Accountant (SA) is not 
just a professional designation. 

IT’S A SEAL OF TRUST.

SAIPA members aim to 
provide the highest level 
of expertise and service 

to clients and are bound by 
the Institute’s Professional 

Conduct Standards and Ethical 
Pledge. They also act as trusted 
business advisors, assisting and 

driving businesses to not only 
survive but thrive.
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