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The field of accountancy and auditing is not merely a practice of numerical reconciliation but is deeply embedded
within a complex legal and regulatory architecture. In the context of the South African educational and professional
landscape, the module AUE1601 (Legal Aspects in Accountancy)serves as a foundational pillar for aspiring
auditors and accountants. This technical analysis explores the core mechanisms of the South African Companies
Act, the fiduciary responsibilities of directors, the nuances of related-party transactions, and the statutory
requirements for financial reporting and auditing. By synthesizing the requirements of the University of South Africa
(UNISA) curriculum with real-world legal applications, this guide provides an in-depth technical resource for
students and practitioners alike.

The Theoretical Framework of Legal Aspects in Accountancy

Legal aspects in accountancy refer to the statutory and common law regulations that govern how business entities
are formed, operated, and audited. The primary legislative instrument in this domain is the Companies Act No. 71
of 2008, which replaced the 1973 Act to modernize corporate law, promote transparency, and simplify company
formation. For an auditor, understanding this framework is critical because the Auditing Profession Act (APA)
requires that auditors report any material irregularities—many of which are rooted in violations of the Companies
Act.

Key Statutory Objectives

¢ Encouraging Entrepreneurship: By providing a flexible environment for company formation and maintenance.

¢ Promoting Accountability: Through rigorous reporting standards and the definition of director liabilities.

* Enhancing Transparency: Ensuring that stakeholders have access to accurate financial data and that related-
party transactions are disclosed.

¢ Harmonization: Aligning South African corporate law with international best practices and the International
Financial Reporting Standards (IFRS).

Technical Analysis of Related Party Transactions (Section 2 & 75)

One of the most complex areas within AUE1601 and practical auditing is the identification and disclosure of related
parties. Based on the technical requirements of the Companies Act, a person or entity is considered related to a
company if there is a specific level of control or familial connection that could potentially influence the objectivity of
business transactions.

Mathematical and Logical Identification of Control
Under Section 2 of the Companies Act, control is established if an entity has the power to:
1. Exercise or control the exercise of a majority of the voting rights associated with the company's securities.

2. Appoint or elect the majority of the directors of the company.
3. Directly or indirectly exercise a functional influence over the management of the entity.



In a scenario such as a family-owned business—often encountered in UNISA assignment scenarios involving
entities like "Minnesh Crossing” and "Wasseem Crossing"—the law dictates that individuals within two degrees of
consanguinity (parents, children, siblings) are automatically deemed related. This relationship triggers strict
disclosure requirements under Section 75 (Director’s Personal Financial Interests)to  prevent  conflicts  of

interest.

Related Party Decision Matrix



Relationship Factor Legal Threshold Audit Implication

The Public Interest Score (PIS) and Audit Requirements

A central technical component of AUE1601 is the calculation of the Public Interest Score (PIS). This score
determines whether a company is legally required to undergo a full statutory audit or an independent review. The
PIS is calculated at the end of each financial year based on the following metrics:

< 1 point for every employee (average number during the year).

1 point for every R1 million (or portion thereof) in third-party liability at year-end.

e 1 point for every R1 million (or portion thereof) in turnover during the year.

< 1 point for every individual who has a beneficial interest in the company’s securities (shareholders).

Audit vs. Independent Review Thresholds



PIS Range Reporting Requirement Compiler Requirement
&gt; 350 Statutory Audit Must be a Registered Auditor (RA).

100 - 349 Independent Review RA or CA(SA) if internally compiled;
Independent if externally compiled.

&lt; 100 Independent Review (Voluntary) Any qualified professional (subject to
owner managed status).

If a company is "owner-managed" (where all shareholders are also directors), it is generally exempt from a
mandatory audit or review unless its PIS exceeds certain high thresholds, emphasizing the Act's goal of reducing
the regulatory burden on small businesses.

Procedural Execution: The Statutory Audit Workflow

The transition from legal theory to auditing practice requires a systematic procedural approach. Students and
practitioners must follow a workflow that ensures compliance with both the International Standards on Auditing
(ISA) and the Companies Act.

Step-by-Step Compliance Checklist

e Step 1: Appointment Verification. Ensure the auditor was appointed by the shareholders at the Annual
General Meeting (AGM) or by the board if a vacancy occurred (Section 90).

e Step 2: Independence Assessment. Verify that the auditor has no financial interest in the client and has not
provided prohibited non-audit services (e.g., bookkeeping) to the same client.

« Step 3: Verification of Financial Records. Ensure the company has kept accurate accounting records for the
past 7 years as required by Section 24.

e Step 4: Report on Reportable Irregularities (RI). If a breach of fiduciary duty or fraud is detected, the auditor
must follow the Section 45 procedure of the Auditing Profession Act.

Director Duties and Liability Framework

AUE1601 places significant emphasis on Sections 76 and 770of the Companies Act, which codify the duties and
liabilities of directors. Previously, these were governed by common law; their codification provides a clearer
technical benchmark for auditing their conduct.

Section 76: Standards of Directors’ Conduct

A director must exercise their powers and perform their functions:

 In good faith and for a proper purpose.

 In the best interests of the company.

< With the degree of care, skill, and diligence that may reasonably be expected of a person carrying out the
same functions.

The Business Judgment Ruleprovides a defense for directors if they took reasonable steps to become informed,
had no material financial interest in the decision, and had a rational basis for believing the decision was in the
company's best interest.

Case Study: Related Party Mismanagement in Private Entities



Consider a hypothetical entity, "Apex Solutions (Pty) Ltd." The director, Mr. X, authorizes a low-interest loan to
"Vertex Ltd," a company owned by his spouse. In the context of AUE1601 Assignment 2 solutions, the analysis
would proceed as follows:

Legal Breach Analysis

1. Section 45 (Loans to Directors/Related Parties): The loan is prohibited unless it is pursuant to an employee
scheme or approved by a special resolution of the shareholders. Furthermore, the board must satisfy the Solvency
and Liquidity Test immediately after providing the financial assistance.

2. Section 75 (Disclosure):Mr. X failed to disclose his spouse's interest in Vertex Ltd. This renders the transaction
voidable unless later ratified by shareholders or a court.

3. Auditor's Responsibility:The auditor must identify this as a related-party transaction. If the loan was
unauthorized, it represents a breach of the Companies Act and may constitute a reportable irregularity. The auditor
would be required to notify the Independent Regulatory Board for Auditors (IRBA) if the irregularity is not rectified.

Field Guide: Navigating UNISA Tutorial Letters and Assignments

Success in AUE1601, particularly in Assignment 2 and the final examination, requires a specific technical writing
style. Students often lose marks by providing generic answers rather than legal applications.

Best Practices for Academic Technical Writing

e Cite Specific Sections: Do not just state "the law says." State "In terms of Section 30 of the Companies Act..."

e Apply to the Scenario: If the question mentions a specific name like "Minnesh," use that name in your
conclusion to demonstrate application.

¢ Use the IRAC Method: Issue (What is the legal problem?), Rule (What does the Companies Act say?),
Application (How does the rule apply to these facts?), and Conclusion (What is the final legal standing?).

Comparison of Business Entity Requirements

Understanding the differences between entity types is vital for determining the appropriate legal framework for an
audit engagement.



Feature

Minimum Directors

Transferability of Shares

Mandatory Audit

AGM Requirement

Private Company (Pty)
Ltd

Restricted

PIS Dependent

Optional

Public Company (Ltd)

Unrestricted

Always Required

Mandatory

Non-Profit Company
(NPC)

N/A (Members)

PIS Dependent

Optional (unless in MOI)

Advanced Auditing Concepts: The Auditing Profession Act (APA)

While the Companies Act governs the entity, the Auditing Profession Act 26 of 2005 governs the auditor. A core
concept here is the Reportable Irregularity (RI). An Rl is any unlawful act or omission committed by any person
responsible for the management of a company that:

e Has caused or is likely to cause material financial loss to the entity or its stakeholders.
* |s fraudulent or amounts to theft.
* Represents a material breach of fiduciary duty.

The auditor has a strict 3-day window to report an Rl to IRBA once they are certain of its existence. This creates a
powerful legal mechanism to ensure corporate accountability.

The study of AUE1601 is an essential journey into the legal mechanics that safeguard the South African economy.
By mastering the intricate details of the Companies Act, from the calculation of Public Interest Scores to the
rigorous identification of related parties, practitioners ensure that financial reporting remains a transparent and
reliable reflection of corporate health. As the regulatory environment evolves, particularly with shifts in corporate
governance (King IV) and international auditing standards, the foundational principles of legal compliance in
accountancy remain the ultimate safeguard against corporate failure and financial malpractice. For students, the
technical rigor applied in assignments and exams is not merely an academic exercise but a preparation for the
professional responsibility of protecting the public interest through diligent and legally sound auditing practices.
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