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Report of the Audit Committee

The Audit Committee continued its 
important work in FY 2016, in collaboration 
with the Group’s Internal Audit department, 
and oversaw the completion of a formal 
Group-wide Risk Review.

Key highlights
 Š Careful consideration of the risks around the 

Company’s banking covenants whist they were 
renegotiated during the Year, and review of the 
new covenant and funding structure. 

 Š Consideration of the formal Group-wide Risk Review 
prepared by Senior Management during the Year.

 Š Consideration of the new requirement for a Viability 
Statement in the Annual Report, and approval post 
Year end of the Company’s inaugural statement.

 Š Implementation of revised procedures in advance 
of the introduction of the EU’s new Market Abuse 
Regulations in July 2016.

Members of the Audit Committee

Gordon Hamilton (Chairman)
Pat Bartlett
Tony Lowrie
Octavia Matloa

Dear shareholder,
The Audit Committee (“the Committee”) plays a vital role at 
Petra by ensuring that the Group has effective and appropriate 
risk management and internal control systems, backed up 
by comprehensive financial, governance, internal audit and 
reporting functions. As Chairman of the Committee, I am 
pleased to have this opportunity to summarise some of the 
key developments during the Year, as well as our ongoing 
responsibilities and objectives.

Careful consideration of the risks around the 
Company’s banking covenants
The Group has a number of covenants related to its banking 
facilities. Mainly due to the weak trading results in H2 FY 2015, 
the two covenant tests relating to consolidated EBITDA for the 
12 month period to, and as at, 31 December 2015 would have 
been breached and in November 2015 Petra’s main lenders 
therefore agreed to waive the measurement of these two 
31 December 2015 covenant tests.

During the second half of the year, Petra entered into discussions 
with its lenders to review its debt facilities and associated 
covenants, and revised covenants were subsequently agreed 
with the lenders effective 20 June 2016 for the next three 
measurement periods, being 30 June 2016, 31 December 2016 and 
30 June 2017 – these revised covenants are set out on page 29.

The Committee was kept fully appraised of the developments 
during the Year with regards to covenant measurements and 
negotiations with Petra’s lenders. The Committee regularly 
discussed these issues with the Board as a whole and with the 
external auditors, ensuring at all times that full and appropriate 
consideration was being given, and that external reporting in 
Trading Updates, interim and full year results announcements 
and other regulatory announcements were always appropriate, 
balanced and complete. 

The FY 2016 Group-wide Risk Review
Petra has had risk matrices in place at its operations for 
some time, and regularly considers the material risks on 
a Group basis, as disclosed each year in the Annual Report. 
During FY 2016, Senior Management undertook a formal top 
down review of risks, both at operational and corporate level, 
and the outcome of this review was tabled with the Executive 
Directors and the Committee post Year end.

The outcome of the review did not significantly change the 
Group’s recorded material risks, with ‘Access to Water’ being 
the only new risk added, and no risks being removed. The 
Group’s key risks are disclosed in the Risk Management section 
on pages 74 to 81. This formal review will be undertaken on 
a regular basis going forward.

Consideration of the new requirement for 
a Viability Statement 
In September 2014, the FRC issued an updated version of the 
UK Corporate Governance Code which required that companies 
subject to the code produce a new ‘Viability Statement’ for 
reporting periods beginning on or after 1 October 2014. In 
addition to the ‘Going Concern Statement’ that covers a future 
12 month period, the Viability Statement requires boards to 
specifically consider the broader viability of a business over 
a longer future period timeframe that they consider to be 
appropriate to that business. 

Petra’s Executive Directors and Senior Management put in place 
a proposed approach to the establishment of a Viability Statement 
unique to Petra’s business. The approach and the Viability 
Statement was subsequently approved and recommended by 
the Audit Committee for Board approval at the September 2016 
meeting, where it was approved by the Board. It can be found 
on page 73.
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Report of the Audit Committee continued

Committee experience and skill-set 
The members of the Audit Committee are considered to 
possess the appropriate skills and experience to monitor and 
ensure the integrity of the Group’s financial reporting, internal 
audit, internal financial control and risk management systems 
and to support Petra’s governance. 

Mr Hamilton, the Chairman of the Committee, fulfils the 
requirements of the Code with regards to recent and relevant 
financial experience, having spent more than 30 years as 
a partner at Deloitte LLP primarily responsible for multinational 
and FTSE 350 listed company audits in mining and for several 
South African companies. He is currently chairman of the 
audit committee for several other companies. 

In terms of the Committee members, Dr Bartlett, as an experienced 
diamond geologist, possesses a wealth of sector-specific experience 
relevant to the nature of Petra’s business, Mr Lowrie brings many 
years of business experience across international banking and 
financial sectors, and Ms Matloa is a qualified Chartered 
Accountant who brings highly relevant business and audit 
experience as she is currently a member of the audit committee 
for various other public and state organisations in South Africa.

New members to the Audit Committee receive the required 
induction to ensure they are properly equipped to discharge 
their duties; this includes the standard Board induction 
process (as set out on page 63), as well as information specific 
to the Committee such as its Terms of Reference, Internal 
Audit Charter, previous internal and external auditor reports and 
Committee meeting minutes. The Committee members receive 
appropriate ongoing training and development as well as regular 
updates from the Group’s external auditors on relevant financial 
reporting, governance and regulatory developments. 

The Committee may, if considered necessary, take independent 
advice at the expense of the Company. Other than BDO LLP, as 
the external auditors, no other external consultants assisted 
the Committee during FY 2016. 

Committee meetings
Five meetings were held in FY 2016 and the Committee invited 
the Group Chairman, Executive Directors and the Group Risk and 
Internal Audit Manager to attend these meetings as appropriate. 
In addition, the Chairman of the Committee met separately 
with the BDO LLP Audit Partner on several occasions to discuss 
significant audit and accounting matters, together with relevant 
financial reporting and governance developments. The full 
Committee also met with the Audit Partner without the 
Executive Directors present during the Year. 

The Committee recognises the importance of allocating significant 
time to fulfil its duties effectively. In advance of each Committee 
meeting, a formal agenda and information pack is circulated 
allowing each member time to review the information and prepare 
for the Committee meetings. During the formal meetings, the 
members then engage in robust and open debate and 
assessment of relevant matters.

Mr Hamilton, as Chairman of the Committee, allocates 
a significant amount of time to this role. In addition to 
chairing formal meetings of the Committee and attending 
sessions with the external auditors, Mr Hamilton travelled 
regularly to Johannesburg in FY 2016 where he was able to 
meet with the Finance Director and team, as well as the 
Group Risk and Internal Audit Manager, in order to discuss 
and monitor the financial, controls and audit activities of the 
Group on a timely basis. 

In addition, the full Audit Committee carried out site visits 
during the Year to the Group’s operations in South Africa and 
Tanzania, thereby gaining exposure to operational management 
and activities on the ground. Such meetings and site visits 
enable the Chairman and the Committee to uphold a 
comprehensive understanding of corporate and finance 
developments and activities, any associated risks, as well 
as the controls in place at Petra.

Market Abuse Regulations 
The EU’s new Market Abuse Regulations came into effect 
on 3 July 2016. Petra has always been extremely cognisant of 
the needs to approach the handling of inside information in a 
highly professional and regulated manner. Petra has reviewed 
and made certain amendments to its procedures, including the 
formation of a Disclosure Committee, which is formally tasked 
with the documentation and evaluation of disclosure made 
by the Group. The Committee will be kept appraised of the 
workings of the Disclosure Committee and of the ongoing 
management of inside information, ensuring the provisions 
of the Market Abuse Regulations are fully complied with. 

Board Change
David Abery stepped down from the Board on 30 June 2016. 
David had been Petra’s Finance Director since 2003, and had 
successfully overseen the development of the Group’s finances, 
reporting, funding, controls and overall financial management 

and direction. I would like to pass on my appreciation to David 
for his important contribution over the years to the Board.

I welcome Jacques Breytenbach into the newly created position 
of CFO, effective 1 July 2016; Jacques has been Group Financial 
manager – Operations for the Petra Group since 2006, and his 
detailed knowledge of financial matters at the operations, 
as well as at corporate level, will serve to add significant value 
to the finance function going forward.

Gordon Hamilton
Audit Committee Chairman
14 October 2016
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Committee role and activities
The principal functions of the Audit Committee are listed below, along with the corresponding activity and performance in FY 2016.

ROLE ACTIVITIES IN FY 2016 OUTCOMES

To monitor the integrity of 
the interim and preliminary 
full year results announcements, 
as well as the Annual Report 
and Accounts published by the 
Company, reviewing significant 
financial reporting judgements 
contained therein.

The Committee formally considered the Group’s interim results, preliminary 
full year results and Annual Report and Accounts and considers that they present 
a fair, balanced and understandable assessment of the Group’s performance and 
prospects. The Committee, on behalf of the Board, has a specific process of review 
that enables it to make this assessment, which included a detailed appraisal by 
each member. The Committee then met with the Executive Directors to discuss 
any questions and comments. In particular, the Committee assessed the balance 
of information reported against their understanding of the Group, as well as 
the tone and language used in the reporting, ensuring that it should be 
comprehensible to readers of various backgrounds.

Outside of formal Committee meetings, accounting matters were also discussed 
by the Chairman of the Committee and the Finance Director, as well as with the 
CFO appointed from 1 July 2016. Key auditing, financial reporting and governance 
matters, which typically focused on areas of significant judgement, estimation 
or accounting policy selection, were discussed with the Audit Partner ahead of 
Committee meetings and then during the Committee meetings.

In accordance with the Code, 
the Directors consider that the 
Annual Report and Accounts 
taken as a whole is fair, balanced 
and understandable and provides 
information necessary for 
shareholders to assess the 
Company’s performance, 
business model and strategy.

To review and challenge, 
where necessary, accounting 
policies and practices, decisions 
requiring a major element of 
judgement, the clarity of 
disclosures, compliance with 
accounting standards, and 
compliance with regulatory 
and legal requirements.

As part of its work to approve the Group’s Financial Statements, the 
Committee reviewed the key financial reporting judgements and accounting 
policies therein. These judgements were assessed through discussions with the 
Group’s auditors and presentations by Management in which the Committee, 
where appropriate, challenged the basis for such judgements and estimates.

Details of the significant matters considered by the Committee in respect 
of the FY 2016 Annual Report are set out on pages 70 to 71.

The Committee considers 
that the accounting policies 
used, reporting disclosures, 
compliance with accounting 
standards and other requirements 
are appropriate to the Group 
in all regards, taking account 
of the specialised nature of 
its business.

To ensure that Petra’s risk 
management systems, internal 
financial controls and other 
internal controls are effective.

The Committee assesses the Company’s risk management systems and internal 
controls and internal financial controls on an ongoing basis. As part of this, the 
Committee invites the Group Chairman, Executive Directors and the Group Risk 
and Internal Audit Manager to attend the meetings as appropriate.

During these meetings, the Committee was provided with updates on the 
Group’s activities and the members considered the risk and control implications 
on an ongoing basis. Additionally, the Board as a whole received presentations 
and reports by Management on operational and financial performance each 
quarter that allowed for assessment of risk and internal controls.

The Committee meetings during FY 2016 included presentations by BDO LLP 
regarding the results of the FY 2015 Audit, the interim review for H1 FY 2016 
and the FY 2016 Audit Committee Planning Report, with a presentation by 
BDO LLP of the results of the FY 2016 Audit subsequent to Year end. These 
presentations included the auditors’ observations and recommendations in 
respect of internal controls that the Committee incorporated into its overall 
assessment of the effectiveness of risk management and controls. 

The Committee considers 
that Petra’s internal controls, 
including its financial internal 
controls, continue to be robust 
and defensible.

The Committee will continue 
to review and assess the 
development of risk management 
and internal control systems, 
assisted by the work of the 
Internal Audit team.

To ensure the internal audit 
function is adequately 
resourced and effective and is 
supported by the Committee 
in its role.

A dedicated Internal Audit function was established in FY 2015.

During FY 2016, the Committee focused on developing the most appropriate 
work programmes for the Internal Audit team, assessed reports prepared by 
Internal Audit during FY 2016 and continued to refine the scope and Internal 
Audit plan accordingly.

The Group Risk and Internal 
Audit Manager, and supporting 
team, will continue to work 
with the Committee to ensure 
the integrity and effectiveness 
of the Group’s internal control 
procedures and risk 
management systems.

To consider the appointment, 
re-appointment or removal 
of the external auditor, to 
recommend the remuneration 
and terms of engagement 
of the external auditor and to 
assess the external auditor’s 
independence and objectivity.

To review the engagement of 
the external auditor to ensure 
the provision of non-audit 
services by the external audit 
firm does not impair its 
independence or objectivity.

The Committee proposed the re-appointment of BDO LLP to act as auditors for 
FY 2016, having considered the independence, objectivity, tenure and effectiveness 
of BDO LLP and the audit process. 

In advance of the FY 2016 audit, the Committee reviewed and approved the 
external auditor’s audit planning presentation and assessed the appropriateness 
of the audit strategy, scoping, materiality and audit risks.

The Committee approved the audit fees as part of the audit planning process. 
The Committee also approved audit related fees, in relation to the interim review, 
during the Year, having considered the Auditing Practices Board’s Ethical Standards. 
The services represented audit related services, which are not considered to 
create independence threats under the APB’s Ethical Standards.

Details of the Committee’s assessment of the auditor’s independence and its 
assessment of their effectiveness are provided on page 72.

The Committee has taken 
appropriate steps to assess the 
independence of its auditors, 
recognising the importance of 
audit independence to the 
audit process.

The Committee has 
reviewed and gained a 
thorough understanding of 
the external auditors’ strategy 
and has satisfied itself that it 
is robust and that the auditors 
remain independent.
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Committee role and activities continued
ROLE ACTIVITIES IN FY 2016 OUTCOMES

To give due consideration to 
relevant laws and regulations, 
the provisions of the Code and 
the requirements of the UK 
Listing Rules.

The Committee received adequate timely information, briefings and 
training on all relevant regulatory updates and developments. The Committee 
as a whole and, on occasion, the Chairman of the Committee met separately 
with the BDO LLP Audit Partner to discuss significant audit, accounting and 
governance developments during the Year.

The Committee is satisfied 
that Petra continues to act in 
accordance with the Code and 
all relevant laws, regulations 
and the UK Listing Rules.

To review the adequacy of 
the Company’s whistle blowing 
system, its fraud detection 
procedures and the systems 
and controls in place for 
bribery prevention.

The Committee continues to consider the adequacy of the various policies 
and systems in place across the Group that cover the whistle blowing system, 
its fraud detection procedures and the systems and controls in place for 
bribery prevention.

During FY 2016, there were 
two incidents involving fraud or 
theft that were reported to the 
Committee, one of which was 
not substantiated. The other 
matter, while not material, is 
currently under investigation. 
Appropriate changes to the 
Company’s system of internal 
controls will be considered and, 
if required, put in place to limit 
such events taking place in 
the future.

Committee Terms of Reference
The Committee’s Terms of Reference were reviewed by the Committee post Year-end, and subsequently considered and approved 
by the Board. They can be accessed at: www.petradiamonds.com/about-us/corporate-governance/board-committees.

Significant Issues considered by the Committee in FY 2016
The following are considered by the Committee to be the significant issues considered by the Committee in respect of the Group’s 
Financial Statements, based upon its interaction with both Management and the external auditors during the Year.

SIGNIFICANT MATTERS CONSIDERED OUR RESPONSE TO THESE MATTERS

Accounting treatment of the Kimberley Mines transaction and the impact of the FY 2017 KEM JV

In H2 FY 2016, the Group acquired a 49.9% interest in Ekapa Minerals (Pty) 
Limited (“Ekapa Minerals”) from Ekapa Mining (Pty) Limited (“Ekapa Mining”), 
which acquired a number of tailing deposits in the Kimberley area, a 
processing plant and associated assets and liabilities. Ekapa Minerals is 
considered to be jointly controlled based on agreements between the 
parties and is accounted for as a joint operation, with Petra recognising 
its share of assets, liabilities, revenues and expenses. 

The accounting treatment for Ekapa Minerals, and implementation 
process required significant judgement and consideration of the most 
appropriate accounting methodology to be applied.

Effective 1 July 2016, Petra and Ekapa Mining combined their respective 
operations in the Kimberley area into an unincorporated joint venture 
known as the KEM JV. At 30 June 2016, 24.1% of the Group’s interest in the 
Kimberley Underground mines was reclassified as a non-current asset 
held for sale accordingly. The impact of the 1 July 2016 transaction on the 
Year end balance sheet and the associated disclosures of the transaction 
represented a significant focus area.

Management provided the Committee with an overview of the key 
agreements as part of the Kimberley Mines transaction for review. The 
Committee carefully considered the appropriateness of the accounting 
treatment applied, based on the rights, obligations and responsibilities 
of the parties under the agreements and the nature of the arrangement.

Based on the assessment of the agreements between the parties and 
the nature of the transactions, the Committee satisfied itself that the 
accounting treatment applied was appropriate.

Management provided the Committee with an overview of the key 
agreements associated with the KEM JV. The Committee assessed 
management’s conclusion that the KEM JV was jointly controlled based 
on the rights of the parties under the contracts. In turn, the Committee 
assessed the presentation of 24.1% of the Kimberley Underground assets 
as non-current assets held for sale under IFRS and satisfied itself that the 
treatment was appropriate given the status of the transaction at Year end.

Going concern and debt facility covenants

Having required a waiver of the measurement of the covenants related to 
the Group’s banking facilities in the period ended 31 December 2015, the 
Group restructured its covenants as at 20 June 2016 for the three covenant 
measurement periods from June 2016 and restructured its facilities 
effective 1 July 2016 to take account of the revised financial forecasts 
of the Group, which were impacted by the weaker trading of H2 FY 2015, 
taking net debt higher than previously forecast levels. 

The assumptions in the Group’s financial forecasts and the status of 
Year end and forecast covenants represented an area of significant focus 
for the Committee.

The Committee members critically reviewed the forecast cashflow and 
banking covenant models against forecast Group liquidity and headroom, 
particularly considering diamond pricing, exchange rate, project 
commissioning and production assumptions. 

Management presented a sensitivity analysis on the models with due 
consideration given to potential risk areas (diamond pricing, production, 
project commissioning and exchange rates), as well as the Group’s 
capacity to defer capital expenditure.

Having considered the models and having due consideration to the 
sensitivity analysis, the Committee was satisfied that Management’s 
judgements and forecasts were appropriate and provided adequate 
funding and covenant compliance headroom to the Group.

Report of the Audit Committee continued
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SIGNIFICANT MATTERS CONSIDERED OUR RESPONSE TO THESE MATTERS

Carrying value of mining assets

The carrying value of the Kimberley Underground and Koffiefontein 
mining assets remained a key focus area for the Committee in FY 2016, 
coupled with specific consideration of the existing Cullinan and Kimberley 
Underground plants, further to the planned commissioning of the new 
Cullinan plant in FY 2017 and the completion of the Kimberley Mines 
acquisition and toll treatment arrangement below, together with the 
subsequent Kimberley Ekapa Mining JV (“KEM JV”) transaction, effective 
from 1 July 2016.

The headroom at Kimberley Underground decreased to 42% (30 June 
2015: 77%), excluding the impact of the KEM JV, which is anticipated to 
provide significant value accretion. At Koffiefontein, the headroom has 
decreased to 94% (30 June 2015: 141%). The impairment tests include 
significant estimates and judgments and therefore represented a key 
focus for the Committee.

As highlighted in FY 2015, the existing Cullinan plant is being depreciated 
over a period to July 2017. In addition, the Kimberley Underground plants 
were closed on 30 June 2016, following the Ekapa Minerals acquisition and 
the toll treatment arrangement. The newly acquired Central Treatment 
Plant will be utilised to treat all ore going forward. Accordingly Management 
recognised an accelerated depreciation charge on the Wesselton and Joint 
Shaft plants based on the revised useful life during the period. Judgment 
was applied in assessing the residual value of the plants and the revised 
useful economic life.

The Committee critically reviewed the key assumptions and parameters 
(diamond price forecasts versus historic pricing, foreign exchange rates 
against current and forward rates, and the basis for production and cash 
forecasts) in the LOM plans for both Kimberley Underground and Koffiefontein 
that supported the impairment tests performed by Management. 

In addition, the Committee reviewed sensitivity analysis performed 
by Management on key parameters with headroom maintained under 
the scenarios.

At Kimberley Underground, consideration was further given to the 
tolling arrangement with Ekapa Minerals/Superstone Mining (Pty) Ltd 
(“Superstone”) and the subsequent combination of all three businesses 
into a single venture post Year end, which significantly enhances the 
economies of scale of the combined operations and supported the 
carrying value.

At Koffiefontein, the key area considered was the delay in the commissioning 
and ramp up of the SLC which delayed the mining of the new orebody. 
Extensive consultation with Management was held wherein assurance 
was provided as to accessing the new ore via the SLC timeously coupled 
with detailed consideration of diamond pricing assumptions.

The Committee satisfied itself that Management’s judgements were 
appropriate and that the sensitivity parameters applied in the detailed 
modelling review demonstrated that the carrying values are appropriate.

The Committee considered the internal assessment on the scrap value of 
the existing plants, the planned timing of commissioning of the new plant 
at Cullinan and the extent to which parts will be re-used, sold or scrapped 
for each plant, and determined that the assumptions were appropriate.

Revenue recognition 

The Group generates its revenue from the sale of rough diamonds, as detailed 
in note 2. The controls over revenue recognition represent a key focus for 
the Committee, both in terms of risk management and financial reporting.

In particular, the Committee focuses on the procedures for revenue 
recognition around the Year end cut-off, given the significant tenders 
held shortly before the year end. Additionally, the recognition of revenue 
associated with non-routine transactions, such as the sale of Exceptional 
Diamonds, is a focus for the Committee to ensure appropriate revenue 
recognition is applied and disclosures are appropriate.

In addition to the revenue recognition considerations above, a tolling 
arrangement was entered into between Ekapa Minerals, Superstone and 
Kimberley Underground (via Crown Resources (Pty) Limited) for H2 FY 2016, 
whereby Petra acquired tailings material which was then processed by the 
parties in exchange for a tolling fee and the combined diamond production 
is sold by Petra. Petra received an effective 75.9% of the economic benefits 
of the diamond sales. The accounting treatment for the tolling arrangement 
required significant judgement and consideration of the most appropriate 
accounting methodology to be applied.

The Committee members were provided with details of the Group’s 
revenue recognition policy and its application in FY 2016. In respect of 
revenue cut-off, Management provided details of the tender prior to 
Year-end, the subsequent receipt of funds for such tenders and the 
revenue recognition point. 

The Committee was provided with details of the commercial arrangements 
and contract terms for the sales of two exceptional pink diamonds in FY 2016 
(refer to pages 112 and 128) to satisfy itself that revenue recognition 
criteria were met for the disposal of the rough diamonds. Management 
confirmed that no revenue had been recognised in respect of the future 
sale of the polished stones, as per the Group’s revenue recognition policy.

Management provided the Committee with an overview of the toll 
treatment agreement and accounting treatment. Consideration was given 
to the toll treatment agreement and the rights and obligations conferred 
to all parties in determining the appropriateness of the accounting policy. 
Based on the agreements and the nature of the arrangements, the 
accounting treatment adopted was considered appropriate.

Each of these areas also represented significant audit risk areas for BDO LLP and, accordingly, the Committee was provided with detailed 
written and oral presentations by the engagement team on each of these matters. On the basis of their work, BDO LLP reported to the 
Committee no inconsistencies or misstatements that were material in the context of the Financial Statements as a whole. 
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External auditors
BDO LLP have been the Group’s external auditors for eleven 
years since the year ended 30 June 2006 (following a formal 
tender). The Company recognises the importance of audit 
independence and, in consideration of the Code and the associated 
FRC transition guidelines, will put the audit out to tender when 
the next Partner rotation is due to take place in FY 2018.

Auditors’ remuneration 
US$ million FY 2016 FY 2015

Audit services1 0.6 0.7

Audit-related services2 0.12 0.52

Total 0.7 1.2

1.  Audit fees for the year ended 30 June 2016 stated above refer to fees for the FY 2015 
audit; audit fees for the year ended 30 June 2015 refer to fees for the FY 2014 audit.

2.  Audit related services of US$0.1 million for FY 2016 (FY 2015: US$0.1 million) are in 
respect of the interim review. A further US$0.4 million fees in FY 2015 were in respect 
of the issue of the US$300 million loan notes, which were capitalised under 
non-current loans and borrowings. 

During the Year, the Committee fully considered the 
effectiveness, objectivity, skills, capacity and independence 
of BDO LLP as part of their re-appointment, considering all 
current ethical guidelines, and was satisfied that all these 
criteria were met. The auditors’ fees were approved as 
part of this process. 

The effectiveness of the external auditors was deliberated, 
giving consideration to recent FRC guidance on assessing audit 
quality. The Committee places considerable importance on the 
following attributes: African mining sector experience (given the 
specialised nature of the industry), service levels, audit quality, 
sound auditor judgement, the willingness and ability to 
challenge Management and provision of value for money. 

In forming its assessment of the effectiveness of the audit, 
prior to the audit the Committee considered the FRC’s Audit 
Quality Review report on BDO LLP, received formal presentations 
regarding the proposed audit strategy and the Chairman met 
separately with the Audit Partner to discuss the audit strategy 
in detail. These forums enabled the Committee to assess the 
extent to which the audit strategy was considered to be 
appropriate for the Group’s activities and addressed the risks 
the business faces, including factors such as: independence, 
materiality, the auditor’s risk assessment versus the Committee’s 
own risk assessment, the extent of the Group auditors’ 
participation in the subsidiary component audits and the 
planned audit procedures to mitigate risks.

Following the audit, BDO LLP presented their findings to the 
Committee and met separately with the Committee Chairman 
to discuss key audit judgements and estimates. This provided an 
opportunity to assess the audit work performed, understand 
how Management’s assessments had been challenged and 
assess the quality of conclusions drawn.

The Committee also made enquiries of Senior Management 
to obtain their feedback on the audit process and considered 
this feedback in its assessment. 

Each of the key attributes for audit effectiveness was 
considered to be appropriately met by the Group’s auditors. 

Non-Audit Services
The Committee requires that any non-audit services to 
be performed by BDO LLP are formally approved by the 
Committee. Audit-related services do not require pre-approval 
and encompass actions necessary to perform an audit, 
including areas such as internal control testing procedures; 
providing comfort letters to management and/or underwriters; 
and performing regulatory audits. BDO LLP provided audit 
related services in the Year as set out to the left. 

The provision of any non-audit service requires Committee 
pre-approval and is subject to careful consideration, focused 
on the extent to which provision of such non-audit service may 
impact the independence or perceived independence of the 
auditors. The auditors are required to provide details of their 
assessment of the independence considerations, as well as 
measures available to guard against independence threats 
and to safeguard the audit independence. 

Internal controls (including the system of 
internal financial controls) and risk management
The Board, with assistance from the Committee, is responsible 
for the Group’s system of internal control and for reviewing its 
effectiveness. Such a system can only provide reasonable and 
not absolute assurance against material misstatement or loss, 
as it is designed to manage rather than eliminate those risks 
that may affect the Company in achieving its business objectives. 
The Code requires that the effectiveness of the system of 
internal control be reviewed by the Directors, at least annually, 
including financial, operational and risk management.

The Group’s Internal Audit Function
In FY 2015, the Group established an Internal Audit Function, 
staffed by a Group Risk and Internal Audit Manager, supported 
by two Senior Internal Audit Managers. The Internal Audit 
Function reports directly to the Committee. 

During FY 2016 the first leg of the three-year internal audit 
strategy was embedded, and a ‘Findings Register’ is now in 
place to keep track of the periodic internal audit follow-up 
process pertaining to unresolved audit findings. As part of the 
scope agreed with the Committee, the Internal Audit work plan 
initially focused on procurement and payroll related controls. 
Any key unresolved findings, where applicable, now also form 
part of the formal quarterly Internal Audit submission to the 
Audit Committee. In addition, the FY 2017 Internal Audit Plan 
was approved by the Committee.

System of internal control
The Committee regularly reviews the adequacy and 
effectiveness of the Group’s internal control procedures and 
risk management systems through regular reports from the 
Group’s internal audit, finance, operations and corporate teams, 
and through consideration of the external auditor’s Audit 
Committee reports and face to face discussion between the 
Audit Partner and the Audit Committee Chairman and 
Committee members.

For FY 2016, the Group Risk and Internal Audit Manager 
and the Committee remained satisfied that no material 
weaknesses in internal control systems were identified. Whilst 
being satisfied that controls and risk management remain 
appropriate for the Group’s activities, the Committee continues to 
undertake a thorough review and to challenge internal controls, 
risk management procedures, internal audit resourcing and 
strategy to ensure that its practices develop and remain 
appropriate. When internal control reviews identified necessary 
or beneficial improvements, appropriate steps have been taken 
to ensure the control environment is effective. This includes 
systems to track Management’s responses to the areas for 
improvement and subsequent Internal Audit visits to test 
the implementation.

Report of the Audit Committee continued
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The UK Corporate Governance Code requires that the 
Directors assess the viability of the Group over an appropriate 
period of time selected by them. The Board has concluded 
that the most relevant time period for this assessment is a 
three-year period ending June 2019, taking into account the 
Group’s current position and the potential impact of the 
principal risks that could affect the viability of the Group. 
This assessment will be done annually before the approval 
of the Annual Financial Statements. 

While the Group maintains a full business model based 
predominantly on the life of mine plans for each of its 
significant operations, the Group’s key business and strategic 
planning period is to FY 2019, with its targeted production 
being circa 5.3 million carats. 

The review of the Group’s viability is led by the CEO and 
involves all relevant functions including operations, sales 
and marketing, financial, treasury and risk. The Board actively 
participates in the annual review process by means of 
structured board meetings and annual strategy sessions. 

For the purpose of assessing the Group’s viability, the Board 
focused their attention on the more critical principal risks. 
In order to determine those risks, the Directors robustly 
assessed the Group-wide principal external, operational 
and strategic risks by undertaking consultations with Senior 
Management (refer to Risk Overview on pages 42 to 43 and 
Risk Management on pages 74 to 81). Through this analysis 
the Directors also identified medium probability, high loss 
scenarios – ‘singular events’ – with the potential magnitude 
to severely impact the solvency and/or liquidity of the Group. 

Although the business and strategic plan reflects the Board’s 
best estimate of the future prospects of the Group, the Board 
has also stress tested the potential impact on the Group of a 
number of scenarios over and above those included in the plan 
by quantifying their financial impact and overlaying this on the 
detailed financial forecasts in the plan. Given that the Company 
is expected to reach its peak debt drawdown in Q3 FY 2017, 
considerable attention was given to assessing the Company’s 
prospects during this current financial year.

The scenarios tested considered the Group’s revenue, 
underlying EBITDA, cashflows and other key financial and 
covenant ratios over the three-year period and included: 

 Š an unforeseen delay in the ramp-up of expansion projects 
at Finsch and Cullinan;

 Š production affected by unplanned stoppages due to, 
inter alia, power or labour interruptions;

 Š a significant decrease in forecast rough diamond prices; and

 Š a significant appreciation of the South African Rand 
to the US Dollar. 

The results of this stress testing, combined with several key 
capital spend projects nearing completion, showed that, due 
to the stability and cash generating nature of the Group’s core 
assets, Finsch and Cullinan, along with the debt facilities in 
place and available to the Group at the time of the assessment, 
Petra would be able to withstand the impact of these scenarios 
occurring over the three-year period by making adjustments to 
its operating plans within the normal course of business. 

Based on their robust assessment of the principal risks, 
prospects and viability of the Group, the Board confirms that 
they have reasonable expectation that the Group will be able 
to continue operation and meet its liabilities as they fall due 
over the three-year period ending June 2019.

Viability Statement

Viability Statement




