INDEPENDENT REGULATORY BOARD FOR AUDITORS
INSPECTION COMMITTEE

Consideration of the definition of “Public Interest Company / Entity”

Background
Section 47 of the Auditing Profession Act (Act 26 of 2005) in subsection (1) (b) refers to the duty of the Board to inspect at least every three years the practice of registered auditors that audit public interest companies. What this Act does not do is to define public interest companies.
The current Companies Act does not define public interest companies except for the status via the companies’ memorandum and article of association. Registered auditors audit financial statements of entities not all regulated by the Companies Act and many of these are also of public interest.
The difficulty we experience is that for the first cycle of firm reviews such inspections were limited to registered auditors performing audits of listed companies, their subsidiaries and associate companies. The next review cycle has to be enlarged to include audits of all public interest entities performed by registered auditors.
The present interpretation of public interest
The current practice, as agreed to by the previous Practice Review Committees, indicated the status of various audits as follows:

· Category A
1. Asset and fund managers, including unit trusts;

2. Registered financial institutions, including insurance entities and brokers handling public monies.
3. Listed companies, including subsidiaries, significant associates and joint ventures as well as share trusts. (“significant”: 1% in respect of revenues and 5% in respect of profit before tax contributed to the consolidated results).
4. Medical schemes;
5. Retirement funds, including provident funds;

6. Public entities, including parastatals; and

7. Public sector audits, including Auditor-General assignments where assurance is given.

· Category B (where total revenue equals or exceeds R50m)
1. Associations / federations / institutes and similar bodies;
2. Non-profit organisations, including NGOs, charities, public benefits, sporting clubs;

3. Public companies;

4. Section 21 companies;

5. Tertiary institutions, including colleges, technicons, universities;

6. Trade unions; and

7. Transnational engagements (i.e. where financial statements are used outside the country).
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All other audits are classified as non-public interest and file reviews are performed in a six year cycle, with no requirement for a firm review.
Decision by the Inspection Committee
In order to present a clear understanding to registered auditors of what the IRBA includes in its interpretation or definition of public interest, the Inspection Committee needs to present its interpretation and/or definition of the term “Public Interest Companies or Entities” to the Board of the IRBA for their ratification and publication.
Definition as published by the Financial Reporting Council (UK) on its website quotes as follows:
“Public benefit entities are reporting entities whose primary objective is to provided goods or services for the general public or social benefit and where any equity has been provided with a view to supporting that primary objective rather than with a view to providing a financial return to equity shareholders”
Suggested definition:

Public interest entities are those companies, funds, associations, or institutions, irrespective of the Act or Regulation under which these were established,
· where its majority equity or debt securities have been obtained from the general public or via grants from government or charitable organisations,
· the entity has to account for its operations to another regulator;

· the entity handles or manages amounts received from the general public for investing or other activities. 
