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Submitted electronically to:  Committee Secretaries, Ms Teboho Sepanya at tsepanya@parliament.gov.za, 
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SUBJECT: SAICA SUBMISSION ON MANDATORY AUDIT FIRM ROTATION (MAFR)

Dear SCoF members

The South African Institute of Chartered Accountants (SAICA) is appreciative of the opportunity provided by Parliament’s Standing Committee on Finance 
(SCoF) to engage with all interested and affected parties in addressing this difficult and complex matter in the interest of the country at large. We include 
herewith our written submission with respect to the Independent Regulatory Board for Auditors (IRBA) Consultation Paper on Mandatory Audit Firm 
Rotation (MAFR), and we request that we be provided with an opportunity to make oral submissions before SCoF on 15 February 2017. 

SAICA is the home of chartered accountants in South Africa and is the pre-eminent professional accountancy organisation in the country, and one of the 
leading institutes in the world. We are a full member body of the International Federation of Accountants (IFAC) and we are currently the only professional 
accountancy organisation that has been accredited by the IRBA, being the audit regulator in South Africa. SAICA’s mission is to promote and lead the 
chartered accountancy profession so as to create sustainable value for its members and other stakeholders. In meeting our objectives, our long-term 
professional interests are always in line with the public interest and responsible leadership.

SAICA currently has more than 41,000 members from various constituencies, including members in public practice (±30%), members in business 
(±50%), in the public sector (±5%), education (±2%) and other members (±13%), who will be affected one way or the other. SAICA is patently aware of its 
obligation to ensure that it not only acts in the interest of its members but the profession and public at large when it provides input to either the IRBA or 
SCoF on the very important matter of MAFR.
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SAICA has submitted a comment letter to the IRBA on 20 January 2017, on the back of the various initiatives that we had undertaken in 2016 to raise 
awareness and facilitate discussions and engagements among our diverse member constituents and stakeholders. This submission to SCoF is based 
on input received from prior engagements with members and stakeholders, recognising that there are members and stakeholders that are both for 
and against the introduction of MAFR. SAICA’s views are provided in support of applying a measured approach in considering how the IRBA’s primary 
objective of strengthening auditor independence to enhance audit quality could be best achieved.

Based on feedback received, SAICA has decided to give the topic of transformation priority status in 2017; also taking cognisance of government’s 
announced focus on ‘radical economic transformation’. To this end, SAICA is co-ordinating the first of a number of discussion forums on Transformation of 
the profession with various stakeholders. The objective is to facilitate a robust discussion and engagement on:

• The status of transformation in the profession and how transformation can be progressed to meet the expectations of the economy and society;

• How the profession can play a leadership role in radical economic transformation; and

• How SAICA members can play a leadership role in radical economic transformation.

These objectives are closely aligned to SAICA’s overall strategic intent to develop responsible leaders, the details of which will be shared as part of our 
oral submission. We have also included the following SAICA documents for your easy reference:

• Discussion Paper, Considering mandatory audit firm rotation (and other related measures) as possible means of enhancing auditor independence 
(issued on 6 July 2016)

• MAFR Survey Results Report (issued on 27 September 2016)

• MAFR Indaba Overview (issued 7 December 2016)

• Comment letter to the IRBA – MAFR Consultation Paper (submitted 20 January 2017)

Yours sincerely

Terence Nombembe 

SAICA Chief Executive Officer

https://www.saica.co.za/portals/0/documents/SAICAsCommentReport.pdf?Reference_ID=47446562


MANDATORY AUDIT FIRM ROTATION
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F. Measures that already exist, including conflicts with existing measures and legislation
G. International experience
H. Consultation and a commitment to better regulation
I. Conclusion
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In this written submission “SAICA survey results” 
or “the SAICA survey” refers to a survey that 
SAICA had conducted during the period 6 July 
2016 to 15 August 2016, where members from 
all constituencies were invited to participate in 
an online survey that accompanied the SAICA 
Discussion Paper, considering mandatory audit 
firm rotation (and other related measures) 
as possible means of enhancing auditor 
independence (issued on 6 July 2016). The 
related MAFR Survey Results Report was issued 
on 27 September 2016. A total of 878 members 
in public practice and members not in public 
practice responded to the survey:

• Members in public practice (in PP) totalled 
534 (61%) and were distinguished between 
large firms, small and medium practices 
(SMPs) and sole proprietors.

• Members not in public practice (not in PP) 
totalled 344 (39%) and were distinguished 
between preparers of financial statements, 
external users of financial statements, 
members of boards of directors, audit 
committee members and others.

It should be noted that the SAICA Discussion 
Paper and its accompanying online questionnaire 
was prepared and issued during a period before 
the decision by the IRBA to implement MAFR 
in South Africa was known. The IRBA’s decision 
was announced on Monday, 29 August 2016. 
However, SAICA believes that the survey results 
are still relevant in that it contributes to the 

existing body of knowledge on the topic of MAFR 
(and other related measures), including providing 
South African-specific views and perspectives.

As part of SAICA’s approach to ensure broad 
awareness amongst its members and other 
stakeholders regarding the developments 
around MAFR, SAICA hosted a MAFR Indaba on 
10 November 2016 to facilitate discussions and 
engagement with various affected stakeholders 
to create a platform for informed decision making 
(the 2016 Indaba). The 2016 Indaba was planned 
to serve as an opportunity for debate and to 
provide input for stakeholders to formulate their 
responses to the IRBA Consultation Paper. A 
total of 74 delegates from 18 stakeholder groups 
attended the Indaba. An Indaba Overview report 
was issued on 7 December 2016.

One of the matters that were specifically 
highlighted at the 2016 Indaba was that investors, 
a critical stakeholder group, was not adequately 
represented and that more needed to be done 
to understand the views and perceptions of 
shareholders and investors. SAICA subsequently 

arranged a second Indaba that was held on 9 
February 2017 where investors and investor 
groups were invited to participate (the 2017 
Indaba).

The 2017 Indaba was attended by the following 
investors/investor group representatives 
(in alphabetical order):  ABAX Investments, 
Association for Savings and Investment SA 
(ASISA), Chairperson of the SAICA Investment 
Management Interest Group, Futuregrowth Asset 
Management, PPS Investments and Sanlam 
Investments. Members of ASISA manage assets 
worth R86 trillion on behalf of clients. SAICA also 
invited the Public Investment Corporation (PIC), 
who is a major investor in the JSE Top 40 listed 
companies, but unfortunately they were not able 
to attend.

Owing to the timing of this second Indaba and 
the timing of SCoF’s call for submissions, we 
have not been able to prepare a formal 2017 
Indaba Overview but we have incorporated as 
part of this submission the key messages and 
themes that emerged during the discussions.

A. Prior engagements with members and stakeholders

SAICA’S
APPROACH

to ensure broad awareness amongst its 
members and other stakeholders regarding the 

developments around MAFR

http://www.saica.co.za/Portals/0/documents/MAFRDiscussionPaper.pdf?Reference_ID=44997008
http://www.saica.co.za/Portals/0/documents/MAFRDiscussionPaper.pdf?Reference_ID=44997008
https://www.saica.co.za/Portals/0/Documents/J21654_SAICA_MAFR_Full_Report.pdf?Reference_ID=45937634
https://www.saica.co.za/Portals/0/Documents/SAICA_MAFR_Feedback_Final.pdf?Reference_ID=47153863
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SAICA
HAS THROUGHOUT 

THIS PROCESS
clearly indicated that it supports the stated 
objectives of the IRBA as part of its reform 

process. 

SAICA has throughout this process clearly 
indicated that it supports the stated objectives 
of the IRBA as part of its reform process. 
However, the measures adopted to achieve 
these objectives deserve careful consideration. 
Any potential measures adopted will have a 
significant impact on, among others, companies, 
the profession, investors, regulators and other 
stakeholders. The measures adopted should also 
be fit for purpose and unintended consequences 
should be minimised as far as possible.

The SAICA survey indicates that the 
overwhelming majority of respondents agreed 
that further strengthening auditor independence 
was the most important objective of the IRBA 
reform process. However, both members in 
public practice and not in public practice agreed 
that MAFR is unlikely to further strengthen 
auditor independence to protect the public and 
investors.

There can be little doubt regarding the 
importance of auditor independence in 
contributing to overall audit quality, which in turn 
is essential for the continued relevance and value 
of the external audit in enhancing the credibility 
of financial reporting and the stability of financial 
markets. However, there are many other factors 
that also impact on audit quality, for example, 
quality control policies and procedures at firm 
level and at engagement level, the exercise of 

professional scepticism during the audit, the 
auditor’s understanding of the audit client, 
application of the International Standards on 
Auditing in the circumstances of the client, the 
auditor’s skills and experience, technical support, 
etc.

Enhanced audit quality is not only achieved 
through greater auditor independence. There 
remains uncertainty whether the total ‘mix’ of 
available measures is in fact insufficient and, if 
so, if MAFR is the appropriate answer.

B. The objective of strengthening auditor independence
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The IRBA has indicated in its Consultation Paper 
that its other two stated objectives, which pertain 
to transformation in the auditing profession and 
market concentration of audit services will be 
dealt with separately. It is specifically stated that 
MAFR is not intended to address transformation 
but rather to strengthen auditor independence.

In addition to indicating that further 
strengthening auditor independence was the 
most important objective of the IRBA reform 
process, respondents to the SAICA survey 
suggested that the different objectives should 
be considered individually when deciding on the 
most appropriate measure(s) to achieve those 
objectives and that the unintended consequences 
of MAFR on these additional objectives be duly 
considered.

A number of respondents to our survey provided 
comments indicating that it is not appropriate to 
suggest that transformation should specifically 
be driven by creating and advancing smaller 
firms as opposed to transformation throughout 
the profession, including transforming the 
larger firms. The focus should be on firms of 
all sizes doing their part for transformation – 
this commitment already exists and in a lot 
of instances the results are positive. These 
initiatives must continue and be expanded; 
however some commentators expressed doubt 
whether measures such as MAFR will be able to 

contribute meaningfully in this regard.

Participants at the 2016 Indaba and 2017 Indaba 
expressed similar views to that observed from 
the survey results. MAFR may detract from the 
real transformation initiatives that are so crucial 
within the South African context, as well as 
concerns that market concentration will not be 
addressed since rotation would tend to spiral 
upwards towards the bigger firms, rather than 
the other way around.

There is also a notion that the distinction that 
can be observed in business with respect to size 
of entities, industry, specialisation, geographical 
reach, etc., is naturally replicated in the auditing 
industry; i.e. different size firms, with different 

areas of focus and specialisation that are 
available to serve business. The demands of 
certain audits linked to the characteristics of the 
audited entities concerned have led to the growth 
and development of firms that can meet those 
demands.

The SAICA survey results are consistent with 
some results that have been observed in other 
jurisdictions. Italy has had MAFR since 1974 
and there is research available that shows that 
MAFR has been a causal factor in greater market 
concentration relating to the audits of listed 
companies. The market in Italy is as concentrated 
as other markets that have not had MAFR 
(indicating that the effect of MAFR has not been 
positive)1.

1 European Commission Staff Working Paper, IMPACT ASSESSMENT on the Accompanying document: Proposal 
for a Directive of the European Parliament and of the Council on statutory audits of annual accounts and 
consolidated accounts and proposal for a Regulation of the European Parliament and of the Council on specific 
requirements regarding statutory audit of public interest entities, Brussels (2011).

C. Transformation and market concentration
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The UK Competition Commission (the 
Commission) released a comprehensive report in 
2013 based on its investigation of the provision 
of statutory audit services for large companies 
in the UK2. In its conclusion the Commission 
indicated that it had considered and decided 
not to proceed with certain remedies, since 
these were considered to be ineffective or 
disproportionate in addressing the adverse 
effect on competition. One of these remedies 
was the “switching of auditors after a specified 
period of time” (in effect, MAFR); opting to rather 
recommend that statutory audit services be put 
out to tender periodically and disclosures in the 
audit committee report on the timing of future 
tenders. 

The implementation of MAFR may have a 
detrimental and unintended impact on the 
transformation and market concentration 
objectives. International experience shows that 
MAFR has often had the opposite effect. For 
example, in the 2011 impact assessment of the 
European Commission3 it was reported that: 
“This limited choice is the consequence of a 
number of barriers preventing new audit firms 
from entering (or existing ones from growing 
within)”. Some of the reasons stated for this are 
the asymmetric information related to the quality 
of auditors in the market, which results in the 
reputation of the Big Four audit firms becoming 
the most important factor for auditor choice and 

2 Statutory audit services for large companies market investigation, Competition Commission, UK, October 2013.
3 See footnote 1

contract clauses that effectively require Big Four 
audits. These restrictions also affect the extent 
to which the market can penalise audit firms 
producing low quality audits, as the reasons 
for rotation may be obfuscated by mandatory 
rotation requirements.  

Participants at the 2016 Indaba expressed 
strong views that the most crucial matter for 
debate and investigation in South Africa is in 
fact transformation, the impact of which is of 
greater public interest. This matter requires 
comprehensive and in-depth research in order 
to establish a model and solution that would be 
most suitable to address it sustainably.

PARTICIPANTS
AT THE 2016 INDABA

expressed strong views that the most crucial 
matter for debate and investigation in South 
Africa is in fact transformation, the impact of 

which is of greater public interest. 
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After the 2016 Indaba and 2017 Indaba, there 
remains uncertainty regarding the existence of a 
true auditor independence problem and whether 
the information that is available in the IRBA 
Consultation Paper provides persuasive evidence 
in this regard:

• The occurrence of certain corporate failures 
has indeed prompted the auditing profession 
worldwide to take note, and in response there 
have been a number of reforms in the Code 
of Ethics internationally and in the Code of 
Professional Conduct for Registered Auditors 
in South Africa (the Code of Professional 
Conduct), as well as in quality control 
standards and the International Standards on 
Auditing that have been adopted for use in 
South Africa.

• The recent introduction of the new and 
revised auditor reporting standards that 
are effective for December 2016 financial 
year-ends has further elevated the auditor’s 
independence from the audited entity and 
compliance with other ethical requirements, 
and provides for more transparency 
about the audit that has been performed 
(including the communication of key audit 
matters in the case of listed entities). A post-
implementation review of this reform must 
still be done and therefore its impact is not 
yet certain.

• In December 2015, the IRBA introduced the 
Audit Tenure Rule in terms of which the 
auditors of public companies as defined in 
the Companies Act and who are also public 
interest entities, have to disclose in the 
auditor’s report the period of tenure of the 
audit firm. Generally this is seen as a good 
measure, since it heightens the attention 
of audit committees in discharging their 
oversight responsibilities relating to the 
external audit and also informs shareholders 
and investors accordingly. It is not clear 
whether the impact of this reform has been 
investigated.

• Observations around the occurrence of links 
between CFOs and FDs of companies, as 
well as the members of audit committees 
and the auditors of those companies 
having previously employed some of these 
individuals, represent relationships that 
are indeed addressed within the Code 
of Professional Conduct. It is not clear 
whether such relationships have been fully 
investigated yet with reference to the Code 
of Professional Conduct (i.e. whether the full 
context is understood). Investors at the 2017 
Indaba have indicated an obvious preference 
to appoint audit committee members that 
do not have previous relationships with the 
appointed audit firm. However, the skills 
and experience that a particular member 

brings to the audit committee are considered 
higher order priorities, subject to compliance 
with the Code of Professional Conduct that 
addresses, amongst other situations, when a 
former partner or member of the audit team 
joins an audit client.

• The IRBA Consultation Paper draws attention 
to certain inspection findings. Participants at 
the 2016 Indaba didn’t doubt the inspection 
findings as such and indeed there were 
calls that auditors found wanting in this 
regard should be sanctioned to the full 
extent of the Code of Professional Conduct 
and the Auditing Profession Act. However, 
based on the information that is available, 
the causal link between the findings and a 
general auditor independence problem is 
not clear. Furthermore, taking into account 
that the proposed implementation of MAFR 
is currently aimed at listed entities only, the 
correlation between inspections findings and 
a lack of auditor independence in the case 
of listed entities in particular has not been 
demonstrated.

• In addition, there is a notion around whether 
serious breaches of independence and/or a 
general auditor independence problem would 
not already have been identified through the 
existing structures. For example, a failure to 
be independent would be a serious breach 

D. Clarification of auditor independence issues
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of the Code of Professional Conduct (and 
legislation, if applicable) that would have to 
be investigated, with possible disciplinary 
action if found guilty. There is not sufficient 
information available to indicate that this 
is indeed the case. The IRBA 2015 Public 
Inspections Report states that 16% of the firm 
inspections were referred to the Investigating 
Committee, but it is not clear in relation to 
which of the findings such referrals were 
made – the firm level inspections findings do 
not only include findings related to auditor 
independence.

• There are also unanswered questions 
whether or not inspections findings that are 
being attributed to auditor independence 
may all strictly be independence issues, or 
whether they rather relate to audit quality 
matters. If the issue is audit quality, then that 
is the issue that should be addressed, as 
opposed to a situation of just presuming that 
the underlying problem is a lack of auditor 
independence – the root causes probably 
run much deeper and may require other 
interventions.

• It is unclear whether sufficient investigation 
has been undertaken to determine whether 
or not audit committees are effective in 
discharging their oversight responsibilities 
in relation to the appointment or re-
appointment of the external auditor with 
specific reference to auditor independence. 
The recently realised King IV Report4 (issued 
on 1 November 2016) has further enhanced 
the role and functions of audit committees. 

Again, the impact of these reforms will 
only be known after a sufficient period of 
implementation.

All of the stakeholder groups that SAICA has 
been interacting with have expressed a desire 
and commitment to assist in addressing any 
issues relating to auditor independence and 
audit quality. It is important for the continued 
relevance and value of the external audit in the 
public interest that any problems need to be 
acknowledged, understood and resolved in an 
efficient and effective manner.

Amid the need for further information and 
supporting evidence to fully understand the 
current state of auditor independence in South 
Africa, it is unclear whether or not MAFR is the 

4 The King IV Report on Corporate Governance for South Africa, The Institute of Directors Southern Africa (IoDSA), 
2016

5 ICAEW, Views of Audit Committee Chairs – Their perspectives on the European Commission’s draft proposals for 
reform of the audit market

appropriate solution. This perception is echoed 
internationally where Audit Committee Chairs 
(ACC), in response to the regulatory changes 
from the European Commission, are united in 
their view that the case for reform has yet to be 
made convincingly5. ACCs expressed concern 
that the proposals put forward to address a 
problem was being addressed by the incorrect 
solution. There is however merit, having 
investigated and understood the full context 
of the problem, for appropriate action(s) to 
be considered. Participants at the 2017 Indaba 
expressed the view that the perceived lack of 
auditor independence is the lowest consideration 
in exercising proxy votes. The institutional 
investors are more likely to amend their voting 
decisions on factual independence issues.

PARTICIPANTS
AT THE 2017 INDABA

expressed the view that the perceived 
lack of auditor independence is the lowest 

consideration in exercising proxy votes.
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The SAICA Discussion Paper and SAICA survey 
provide insights into a number of potential 
benefits or advantages, and potential challenges 
or concerns or disadvantages of proposed 
measures such as MAFR, as well as perspectives 
around existing measures that address auditor 
independence as a collective. Throughout the 
process of debate and discussions since the 
IRBA commenced its holistic project around 
strengthening auditor independence in South 
Africa, various lists of potential advantages and 
potential disadvantages have come to the fore. 
Depending on the particular perspective being 
advanced, it is possible to provide arguments 
and counterarguments to most of the factors that 
have been presented.

The fundamental question is whether there is 
appropriate and relevant evidence to support 
these arguments. Available research appears at 
best to be mixed.

Taking into account available research and the 
experiences in various jurisdictions, it is safe to 
say that there has not been universal acceptance 
or rejection of MAFR. Again, a measured 
approach is called for in considering how the 
objective of strengthening auditor independence 
will best be achieved, including the consideration 
of different options or possible alternatives, 
as well as the possible impact and unintended 
consequences of various measures.

When respondents to the SAICA survey were 
requested to indicate their overall evaluation 
with respect to which they believe are dominant, 
namely the potential benefits or the potential 
challenges or concerns, the majority view 
amongst members in public practice and 
members not in public practice was that the 
challenges or concerns or disadvantages exceed 
the benefits or advantages. The focus must be on 
the overall ‘mix’ of relevant factors (positive and 
negative) and whether MAFR brings additional 
‘value’ commensurate with its additional ‘cost’. 
In particular, whether any increase in auditor 
independence (actual or perceived) results in a 
commensurate increase in audit quality.

Linked to this are considerations whether or not 
MAFR will be more effective than the measures 
that already exist, as well as the steps and 
actions that have already been taken by the 
profession and within individual firms. There is 
currently not sufficient information to answer 
this question, together with a real need for a 
comprehensive impact assessment in the South 
African environment to ensure that whatever 
measure(s) is implemented is fit for purpose.

Refer to Appendix A to this submission for some 
additional comments on certain challenges or 
disadvantages associated with MAFR.

E. The merits and demerits of MAFR

THE FOCUS
MUST BE ON THE OVERALL ‘MIX’

of relevant factors (positive and negative) 
and whether MAFR brings additional ‘value’ 

commensurate with its additional ‘cost’. 
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The SAICA Discussion Paper and SAICA survey 
explored, amongst other matters, what could be 
done to harness the full benefits and intended 
objectives of existing auditor independence 
requirements and quality control measures (i.e. 
measures that already exist). 

Respondents were asked for their overall 
assessment in this regard.

Respondents clearly indicated a preference for 
rather considering an approach of taking actions 
or steps to enhance measures or activities 
that already exist, as opposed to introducing 
additional measures (or an additional layer 
of defence) – 85% in the case of respondents 
in public practice and 83% in the case of 
respondents not in public practice. These results 
are also consistent with those where both main 
segments of respondents indicated their views 
that the potential challenges or concerns related 
to the introduction of measures such as MAFR 
exceed the potential benefits.

Discussions at the 2016 Indaba and 2017 Indaba 
echoed the results from the SAICA survey, 
namely that there are sufficient safeguards in 
place to ensure auditor independence, as well as 
existing structures to monitor and enforce codes 
and legislation. Doubts have been expressed 
whether there is compelling evidence that current 
measures that exist in this regard have been 
fundamentally ineffective in addressing the 

threats to auditor independence and enhancing 
audit quality. Again, a fuller understanding of the 
current landscape will serve the interests of all 
affected parties.

2016 Indaba participants also suggested that 
there could be enhanced disclosure about 
the audit committee’s assessment of the 
independence of the auditors, how auditors have 
assessed themselves as being independent and 
making sure that this information is included 
in an entity’s Corporate Governance Report 
(or similar). These should be available for 
shareholders to consider in casting their votes at 
the AGM. Participants at the 2017 Indaba agreed 
that more informative disclosures will enhance 

external audit oversight and better inform audit 
committees and shareholders to take decisions 
in the best interests of the company and its 
stakeholders.

Overall, South Africa’s strong corporate 
governance environment deserves more 
recognition in the debate around whether an 
additional measure such as MAFR is required. 
The audit committee is the gatekeeper for auditor 
independence and related oversight, and is 
expected to, and must be held accountable for, 
performing its statutory obligations in terms 
of the Companies Act. Indaba participants (in 
2016 and 2017) still expressed a strong view that 
MAFR would undermine the authority of the 

F. Measures that already exist, including conflicts with existing measures and legislation

OVERALL
SOUTH AFRICA’S STRONG

CORPORATE GOVERNANCE 
environment deserves more recognition in the 
debate around whether an additional measure 

such as MAFR is required. 
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audit committee in the selection of an auditor for 
the entity; also taking into account that various 
factors are considered in the circumstances of 
the specific entity in arriving at a decision.

Additional measures in legislation such as the 
Companies Act adds to the overall framework, 
e.g. by prohibiting certain relationships and 
the provision of certain non-audit services, by 
setting requirements for audit committees and 
by requiring individual audit partner rotation. 
Certain regulated industries also already have 
additional measures in place that focus on 
matters of auditor independence, as well as 
oversight of governance arrangements, for 
example the South African Reserve Bank (SARB) 
and the JSE Limited.

As mentioned earlier, the recently issued King 
IV Report recommends practices to expand the 
responsibilities of the audit committee. These 
have also been incorporated into the draft JSE 
Limited Listing Requirements that were released 
for comment at the end of 2016, including an 
enhanced auditor accreditation model that, 
amongst others, require the auditor to disclose, 
and the audit committee to request from the 
auditor, information about the outcome of 
external (by the IRBA) and internal (by the audit 
firm) audit quality monitoring processes.

Existing measures regulating the independence 
of auditors such as prohibitions on the provision 
of non-audit services (specifically Section 90 
of the Companies Act) could, in the case of 
multinational and large companies, result 
in the effective choice in the markets being 

progressively limited to the Big Four audit firms. 
In some cases, the choice for the audited entity 
may be limited to less than four firms: i.e. to 
avoid potential conflicts of interest if certain 
firms are already providing other services to the 
company. The capacity constraints and limited 
global footprint of smaller firms may render a 
company unable to appoint an auditor at the time 
when rotation is needed.

Indaba participants (in 2016 and 2017) pointed out 

INDABA
PARTICIPANTS 

(IN 2016 AND 2017)
pointed out the importance of considering the 

implications and alignment of requirements 
dealing with auditor independence in existing 

legislative frameworks, such as the Companies 
Act of 2008.

the importance of considering the implications 
and alignment of requirements dealing with 
auditor independence in existing legislative 
frameworks, such as the Companies Act of 
2008. The MAFR decision has a direct impact 
on companies and shareholder rights and one 
would expect that any amendments be made in 
the Companies Act, considering this Act imposes 
specific responsibilities on the audit committee 
as it relates to the appointment of auditors, and 
affords shareholders specific rights in this regard.



14

G. International experience

MAFR has been implemented in a number of 
jurisdictions, most recently in the EU; but there 
are also other jurisdictions where it has been 
considered, but not implemented, and yet others 
that have implemented MAFR only having to 
withdraw or repeal it later. 

Refer to Appendix B for a comprehensive list in 
this regard.

Global consensus has not been reached on 
this matter, and the impact of MAFR in those 
jurisdictions that have adopted MAFR had not 
been fully assessed. The IRBA Consultation 
Paper only provides information with respect to 
countries that have adopted MAFR, but it would 
be important to understand the fuller picture. On 
the basis of the absence of empirical evidence, 
SAICA believes that it would be prudent for 
South Africa to be able to base a decision 
about MAFR on the actual experiences of other 
jurisdictions.

Experience from other jurisdictions in terms 
of countries that have adopted MAFR and 
have subsequently withdrawn or repealed the 
requirements, including the reasons for this, as 
well as countries that have considered MAFR 
and why they did not ultimately adopt it deserve 
careful consideration. In those jurisdictions that 
have adopted MAFR, it would be important 
to understand the context and circumstances 

of its adoption – for example, if it had been 
adopted to compensate for other deficiencies 
like poor corporate governance it would not be 
comparable to the current situation in South 
Africa, and in certain instances it could have been 
a highly politicised decision.

In those countries where MAFR has been 
adopted and in those countries where it was 
originally adopted and later withdrawn, it would 
be important to understand the ‘vehicle’ of 
implementation, since attendees at the both 
the 2016 and 2017 Indabas expressed some 
strong views that MAFR requirements should 
be embodied in legislation; specifically, in the 
Companies Act.

Additional comments in relation to certain 
jurisdictions:

• SINGAPORE:  In September 2016 the 
Monetary Authority Singapore (MAS) (i.e. 
their audit regulator) announced its intention 
to discontinue the policy of MAFR. The MAS 
notes that “research studies conducted thus 
far internationally did not provide conclusive 
evidence linking mandatory firm rotation with 
an improvement in audit quality. From MAS’ 
observations and feedback received from 
stakeholders, MAS recognises that there are 
also negative consequences associated with 
frequent rotation of external auditors.”

• ARGENTINA:  In May 2016 the securities 
regulator (Comisión Nacional de Valores) 
repealed MAFR requirements and resolved 
to align auditor independence standards to 
those in the International Ethics Standards 
Board (IESBA) Code of Ethics, including 
requiring individual audit partner rotation 
every 7 years.

SAICA
BELIEVES

that it would be prudent for South Africa to 
be able to base a decision about MAFR on the 

actual experiences of other jurisdictions.
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• EUROPEAN UNION (EU):  The EU adopted 
MAFR in May 2014 with effective dates in 
June 2016 and 2017.  Even before MAFR was 
fully implemented in Europe, the Financial 
Times analysed the FTSE 100 and found there 
has been little change in the composition 
of the audit market and that only two 
companies are not handled by the Big Four. 
The implementation in the EU will still have 
to prove its impact and consequences over 
time – both positive and negative.

• UNITED STATES OF AMERICA (USA):  
Subsequent to the considerations of and 
non-adoption of MAFR in the USA in 2002, 
the Public Company Accounting Oversight 
Board (PCAOB) explored additional steps to 
promote auditor scepticism, independence 
and objectivity, and in August 2011 issued a 
Concept Release that included the possibility 
of MAFR. Over ninety percent of those who 
commented on the Concept Release opposed 
MAFR6.  Commentators overwhelmingly 
agreed that such a requirement would be 
costly and likely have significant negative 
impacts on audit quality with uncertain 
benefits. Concerns were expressed that no 
conclusive evidence indicated that issues of 
lack of independence causing audit quality 
problems would be prevented or mitigated 
by a MAFR requirement. As a result of this 
public consultation process, the U.S. House 

of Representatives passed the Audit Integrity 
and Job Protection Act on 8 July 2013, 
prohibiting PCAOB’s rotation proposal.  As 
recent as February 2014, the PCAOB informed 
the Securities and Exchange Commission 
(SEC) that no active project or work was 
planned on the introduction of MAFR; 
however, the focus on enhancing auditor 
independence would remain unchanged.

THE
IMPLEMENTATION

IN THE EU
will still have to prove its impact and consequences over 

time – both positive and negative.

6 http://pcaobus.org/Rules/Rulemaking/Pages/Docket037Comments.aspx.

The decision to adopt MAFR in South Africa has 
prompted considerable international interest. It 
is notable that other international professional 
accountancy organisations have submitted 
comment letters to the IRBA, including the 
Association of International Certified Professional 
Accountants (AICPA) and the International 
Federation of Accountants (IFAC).
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H. Consultation and a commitment to better regulation

SAICA is aware that various stakeholders have 
raised concerns regarding the nature and extent 
of the IRBA’s consultation process, particularly 
during the first phase of the process leading up 
to the decision to implement MAFR for audit 
firms in South Africa.

Participants at the 2016 Indaba and 2017 Indaba 
expressed similar views, including that the initial 
debate was not adequately concluded, since a 
number of unanswered questions remain. Our 
members consistently requested the IRBA to 
publish research to demonstrate that the existing 
legislative framework, including standards and 
codes, to deal with auditor independence is 
inadequate. It is hitherto still not clear how the 
IRBA addressed matters raised by commentators 
in the first phase in taking the decision (before 
the IRBA Board’s decision to adopt MAFR).

Furthermore, specific comments have been 
made that the second phase of the consultation 
facilitated through the IRBA’s Consultation Paper 
is around implementation of MAFR, but that the 
reasons for choosing the adoption of MAFR are 
not fully understood in the absence of in-depth 
information, analyses and research findings 
(including empirical evidence). There should be 
greater transparency with respect to supporting 
information and backup research in support of 
the decisions that have been taken.

2017 Indaba participants expressed a strong view 
that the investor group is the most prominent 
stakeholder when it comes to debates around 
auditor independence and audit quality. In the 
end, the external audit is intended to enhance 
the credibility of reported financial information 
for the primary users of financial statements and 
to contribute to the stability of financial markets. 
The IRBA has also indicated in its Consultation 
Paper that it considers the development of the 
MAFR requirement to be in the public interest as 
it aims to improve the protection of the investing 
public from potential audit failures that might 
result in substantial financial losses for investors. 
Investors should be extensively involved in 
the process to ensure that decisions taken are 
ultimately in their best interests.

From an investor perspective, the IRBA 
Consultation Paper indicates consultations with 
the PIC and with ASISA. However, participants at 
the 2017 Indaba were of the view that there has 
not been a formal consultation process. SAICA 
is aware that ASISA has submitted comments to 
the IRBA during the first and second phases of 
its process. Overall, even after the 2017 Indaba, 
we believe that the current situation may still 
be that the investor constituency has not been 
adequately involved in the process and that still 
more needs to be done to understand the views 

and perceptions of shareholders and investors.

In the context of the concerns that have been 
raised and the differing views that have been 
expressed, SAICA believes that there should be 
an overall commitment to better regulation.

In effect, better regulation requires rules with a 
focus on their expected affects. The Guidelines 
for Good Law7  suggests that there is a distinction 
between what the legislators may do and 
what they should do. Law should advance our 
constitutional values and the practical and 
philosophical purpose they serve. Due process 
is the foundation of regulation and an integral 
part of that robust, transparent consultation. 
Good governance principles of regulation 
include: constitutionality; consistency and clarity; 
feasibility, impact and cost-benefit assessment; 
good governance; legal drafting; access to laws; 
access to justice.  Good law, in its formulation 
and implementation, must conform to 
constitutional requirements. While we appreciate 
that regulators need to make decisions to protect 
the public interest, the quality of those decisions 
is impacted by the quality of the consultation. 
This is even more important if the proposed 
regulation is not universally adopted and when 
significant consequences may arise from its 
implementation.

7 Law Review Project, Guidelines for Good Law 
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I. Conclusion

The auditing profession, and the users of audit 
services, should continuously challenge the 
status quo in the interest of investor protection, 
the protection of the public interest and ensuring 
the best possible quality and value of the external 
audit.

The further enhancement of existing codes of 
conduct, quality control standards and audit 
and assurance engagement standards, and 
requirements of laws and regulations should 
also be on the agenda, alongside considerations 
related to the strengthening of corporate 
governance oversight mechanisms (e.g. audit 
committees) – i.e. evaluating the total ‘mix’ of 
measures that are available to strengthen auditor 
independence and enhance audit quality. There is 
always room for improvement, with a measured 
approach that includes the careful consideration 
of potential benefits and potential risks and 
unintended consequences.

It is not clear why MAFR should urgently 
be implemented as opposed to waiting to 
understand the impact that recent changes (such 
as the new auditor report, the inclusion of the 
period of tenure in auditor reports and enhanced 
governance practices regarding the role and 
functions of the audit committee) have had. It 
will also be prudent to consider international 
experiences of their regulations with effective 
dates in 2016 and 2017.

Based on our process of undertaking various 
initiatives to raise awareness and facilitate 
discussions and engagements among our 
diverse member constituents and stakeholders 
we are left with the distinct impression that 
there are still a lot of unanswered questions, 
uncertainty around the persuasiveness of 
evidence in support of decisions, and a lack 
of understanding of the fuller picture in terms 
of impacts (both positive and negative). The 
discussion on transitional arrangements for the 
implementation of MAFR seems to be premature 
and not in the best interests of the public and 
affected stakeholders. Therefore, SAICA cannot 
currently express its unreserved support for the 
adoption of MAFR in South Africa.

SAICA believes that it is crucial for such a 
significant decision to be based on robust, 
comprehensive research. Evidence for 
decisions must be available, clear and sufficient 
in providing support for certain views or 
conclusions, and due process must be followed 

in affecting any changes that will have a 
significant impact on the auditing profession, the 
business environment and the investing public. 
This will enable stakeholders to fully understand 
and appreciate the objectives of the IRBA and 
provide input on how to best achieve them, while 
ensuring that the perceived benefits are not 
outweighed by the unintended consequences.

Research on the feasibility, impact and cost-
benefit of any additional regulations on auditor 
independence should not be carried out to 
disprove the information that the IRBA already 
has, but rather to add to it to fully understand all 
the issues involved and the potential impact of 
MAFR; both positive and negative.

As we have stated in our comment letter to the 
IRBA, SAICA endeavors to facilitate the broad 
consultation with stakeholders and to assist the 
IRBA in conducting the required research on this 
topic.

SAICA
BELIEVES

that it is crucial for such a significant decision 
to be based on robust, comprehensive research.



18

Refer to section E of the comment letter, The 
merits and demerits of MAFR

Some of the concerns stated in the IRBA 
Consultation Paper were also identified in 
the SAICA survey as high priority challenges 
or disadvantages associated with MAFR. We 
offer some additional comments regarding the 
following items:

1)  A change of audit firm is coupled with a loss 
of accumulated knowledge about the client and 
its environment (audit quality may benefit from 
client knowledge that has been accumulated 
over a number of years). The frequency of these 
changes would increase in a MAFR environment

• The IRBA dispels this based on the fact that 
the quality of an audit should be robust from 
the first year. The auditing standards require 
auditors to have a thorough knowledge 
of their clients from when they accept the 
engagement the first time; otherwise there 
will be a risk that the audit opinion in the first 
few years could be incorrect.

• In principle, the IRBA’s argument is correct. 
There can be little doubt that the auditing 
standards set robust requirements relating to 
understanding the client and its environment, 
and the standards do not distinguish between 

APPENDIX A

Additional comments on certain MAFR challenges or disadvantages

a first year audit and repeat engagements in 
this regard.

• However, we believe that this argument is 
not about having or not having sufficient 
knowledge of the client in the first year; it is 
rather reflecting on the reality that knowledge 
accumulates over time, and with that certain 
audit efficiencies, and an improved ability 
to adopt a more reflective approach having 
a ‘richer’ or fuller understanding of the 
client and its environment. Specifically, the 
audit firm’s ability to efficiently perform 
an effective audit improves. This is not to 
say that the auditor’s knowledge was not 
sufficient to sign off the first year’s auditor 
report (obviously, if it wasn’t, then that would 
constitute a basis for investigating, and 
possibly disciplining, the auditor concerned). 
Most auditors are acutely aware of this risk 
and mitigate it by the additional time spent, 
including additional interactions with client 
management, those charged with governance 
and the audit committee, to understand the 
entity and its environment (which also has a 
time and cost implication).

• Furthermore, this can be linked to available 
research that suggests that audit quality could 
be most vulnerable early on in the auditor-
client relationship (i.e. in the first number of 
years), including the risk of audit failures.

2)  Adverse cost implications for audit firms and 
for audited entities

• The IRBA Consultation Paper provides four 
examples of changes in audit fees in the 
year when there was a change in the auditors 
of the listed companies concerned. These 
examples are not further contextualised and 
presumably indicate that the increases in 
audit fees are nothing out of the ordinary in 
the year that the companies changed auditors.

• Although it is not clear, it would seem 
that the four examples presented is not 
a representative selection of changes in 
audit fees linked to changes in auditors for 
JSE listed entities. Therefore, there could 
possibly also be examples where fees have 
increased significantly or examples where 
fees have decreased. Furthermore, it would 
be appropriate to consider why fees have 
increased or decreased. More detailed and 
broader information would be required to 
fully understand the cost implications.

• In instances where audit fees decrease, there 
is a concern related to the possible negative 
impact on audit quality when fees are a 
primary consideration for choosing between 
audit firms and fees are set with the objective 
of securing certain work (i.e. low-balling; the 
negative effects in an overly commoditised 
market).



• Based on SAICA’s engagements with 
members and stakeholders, MAFR represents 
a significant change that will have a 
significant cost implication for audited 
entities and audit firms through the direct 
costs of tendering and higher audit fees, 
as well as significant indirect costs relating 
to the investment of senior management 
and audit committee time, and the loss of 
audit efficiencies that are established over a 
number of years. 

• Participants at the 2016 Indaba held strong 
views that the potential cost implications 
of MAFR should not be underestimated, 
weighed up against potential incremental 
benefits. Tendering and marketing may be 
a normal part of business, but in a MAFR 
environment the frequency of these costs 
are artificially increased. Changes in auditors 
occur naturally in the market, but when 
they happen it is as a result of a decision by 
the audit committee and the shareholders, 
having considered all relevant factors in 
the circumstances of the entity, in the best 
interests of the entity and its stakeholders.

• Furthermore, it remains imperative that 
South Africa remains an attractive investment 
destination for global investors and 
consideration should also be given to the fact 
that regulations, such as MAFR, may impede 
the flow of finance to the economy. The cost 
of MAFR may detract from companies being 
listed in South Africa as listings elsewhere, 
where such a requirement does not exist, 
may be preferable.

• The two international guests at the 
2016 Indaba, who both spoke from EU 
experience, highlighted significant costs 
linked to tendering activities owing to 
MAFR requirements in the EU. An initial 
conservative estimate of these costs is set at 
16 billion Euro. This feedback highlights the 
need to learn from others and to undertake 
comprehensive research to fully understand 
the current circumstances within the target 
environment and the implementation 
of MAFR in that environment, including 
the cost-benefit proposition. The full cost 
implications should be better understood.

3)  Challenges for multi-national companies and 
other large groups that require consistency of 
auditors within the group, in terms of the same 
audit firm serving all or most of the components 
in the group, across various jurisdictions

• The IRBA Consultation Paper refers to 
the recent audit reforms in Europe with 
effective dates in 2016 and 2017 in terms 
of which each country will have, not only 
different provisions to strengthen auditor 
independence, but different measures to 
enforce independence. In this context it 
is argued that conglomerates are already 
responding to these global developments.

• At the 2016 Indaba ‘Big business’ continued 
to express concern that there are significant 
challenges for entities that operate across 
various jurisdictions to rotate auditors every 

10 years as is now proposed; and that this 
is a serious issue taking into account that 
these entities have considerable market 
capitalisation.

• It was clear that large entities, and in 
particular multinational groups, are still 
grappling to understand the MAFR proposal 
and how this will affect operations across 
the entire business, including local and 
international operations, and the potential 
value or otherwise it could add, in particular 
in terms of advancing the interests of the 
entity and protecting the interests of its 
shareholders and investors. These entities 
would probably (and should) proceed to 
perform their own research and impact 
assessments in this regard; however it is 
unclear whether these matters were fully 
considered when the decision to adopt MAFR 
was taken.

• Global businesses trying to coordinate their 
audit worldwide detracts from their focus on 
obtaining the highest quality audit, impacting 
on cost savings and economies of having 
a global auditor across all geographical 
locations. Companies introduced the concept 
of a single group auditor to address concerns 
around audit costs, as well as enhancing 
audit quality in the interest of investor 
protection; it has been implemented to 
address some of the risks and inefficiencies 
involved in placing reliance on auditors that 
are not part of the same firm or network of 
firms.
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Refer to section G of the comment letter, International experience

TABLE 1: COUNTRIES WITH MANDATORY FIRM ROTATION FOR SOME ENTITIES

Country Companies Scope of requirement

Belarus Banks Three-year rotation. 

Bolivia Financial Institutions and Listed companies Six-year rotation. 

Insurance and reinsurance companies & Pension 
Funds

Three-year rotation. 

Brazil Non-bank listed companies Five-year rotation. Began in 2012

Company has a statutory audit committee 10-year rotation.

Cambodia Financial institutions Three-year rotation.

China State-owned entities and financial institutions Five-year rotation.  Tendering every three years.

Croatia - EU Banks Seven-year rotation. 

Insurance and leasing companies Four-year rotation.

Ecuador Financial institutions Five-year rotation. 

Insurance companies Six-year rotation.

Georgia PIE 10-year rotation.

Iceland - EU Financial institutions and insurance companies Five-year rotation.

India (2014) Listed companies and some unlisted 10-year rotation with five year cooling off period.

India Banks and insurance companies Four-year rotation.

Provident trusts Two-year rotation.

Public sector entities Four- or five-year rotation.

Indonesia (2016) Financial Institutions and Listed companies 10-year rotation.

Two-year cooling off period.

APPENDIX B

MAFR requirements in other jurisdictions
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Country Companies Scope of requirement

Indonesia Central bank Five-year rotation.

Public and private companies Six-year rotation. However, many firms “reconstitute” 
every six years.

Israel Government companies Two three-year rotation periods with possible extension in 
certain circumstances.

Italy - EU Listed companies and public interest entities Nine-year rotation.

Kuwait Listed companies Four-year rotation. 

Government and quasi-government institutions Six-year rotation.

Laos Banks Three-year rotation.

Listed companies Three years with possible extension of one year in certain 
circumstances.

Macedonia Banks and insurance companies Five-year rotation.

Morocco Banks Six-year rotation. 

Listed companies 12-year rotation. 

Mozambique Credit and financial institutions Five-year rotation.

Nigeria Regulated private companies 10-year rotation. Seven year cooling-off period.

Netherlands - EU PIE Eight-year rotation.

Oman Listed companies, government controlled 
companies, and private joint stock companies

Four-year rotation.

Pakistan Financial institutions and insurance companies Five-year rotation.

Palestine – West Bank and Gaza Banks and microfinance institutions Five-year rotation of audit partner (if it is not possible to 
rotate the partner, the audit firm must rotate).

Paraguay Financial institutions, insurance and reinsurance 
companies and listed companies

Three-year rotation. 

Peru Government entities Two-year rotation.

Poland - EU Insurance companies Five-year rotation. 

Portugal - EU Listed companies Eight- to nine-year rotation recommended on a “comply or 
explain” basis.

Qatar Banks Five-year rotation.

Qatar shareholding companies, whether listed or 
not.

Three-year rotation is a recommended best practice.

Russia Banks Five-year rotation – legislation submitted.
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Country Companies Scope of requirement

Saudi Arabia Joint stock listed companies Five-year rotation. 

Banks Upon request from the central bank, ensure partner 
rotation instead

Serbia Banks and Insurance companies Five-year rotation with 10 years allowed when combined 
with partner rotation.

Slovenia - EU Public companies. Five-year partner or firm rotation 
recommended.

Insurance and investment management companies Five-year rotation required. 

Tunisia Financial sector companies Two three-year rotation periods. 

Listed and non-listed companies Three three-year rotation periods for firms with fewer than 
three partners.

Five three-year rotation periods for firms with more than 
three partners, which have partner rotation.

Turkey Public Firms listed on Borsa Instanbul Seven-year rotation (max 7 out of 10 years).

Ukraine Banks Seven-year rotation. 

National Bank Five-year rotation.

Uzbekistan All companies that require an audit (including 
financial institutions, joint stock companies, 
insurance companies, and not-for-profit 
organisations)

Three-year rotation.

Venezuela Banks Three-year rotation. Began in 2014.

Vietnam Banks Five-year rotation.
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TABLE 2: COUNTRIES WHERE MANDATORY FIRM ROTATION WAS REPEALED IN WHOLE OR IN PART

Country Companies Scope of requirement Reason abolished

Argentina Repealed in 2016. In favour of partner rotation.

Aligned with IESBA

Austria - EU Banks, large, listed and 
insurance companies

Enacted in 2001 and effective beginning in 
2004, repealed in 2004 before implemented.

Cost exceeded benefit 

Brazil Banks Regulations enacted in 1996 and applicable 
to audits starting in 2001, repealed in 2008; 

See above for non-bank listed company 
requirement.

Canada Banks Required until 1991. Abolished in favour of partner rotation. Lack of 
cost-effectiveness (Fontaine, 2015)

Costa Rica Required in 2005, appealed and rejected in 
2006 and 2007. 

Reversed in 2010 and reinstated again.

Czech Republic Applied between 1992 and 1995. Abolished as part of deregulation of the market in 
moving from a command economy.

Greece - EU Abandoned since 1994.

Latvia - EU Banks In 1998, 1999 and 2000, repealed in 2002.

Pakistan Listed companies Required in 2002, but was reversed in 2003-
04.        

See above for financial institutions and insurance 
companies.

Philippines Had plans to adopt but abolished all plans in 
2013.

Not feasible, not enough audit firms to implement 
successfully.

Singapore Domestic Banks Required in 2002. Suspended in 2008. 
Proposal made to abolish in September 
2016.

Initially due to worldwide financial crisis.

Based decision now on studies performed.

Slovak Republic - EU Banks Required in 1996, repealed in 2000.

South Korea Listed companies Adopted in 2003 and effective beginning in 
2006, repealed in 2009.

Does not improve audit quality.

Spain - EU Listed companies and large 
companies

Required in 1988, repealed in 1995 before 
implementation.

Negative effect on quality of audits. Disturbed 
audit market structure 

Turkey Banks Eight-year rotation. Repealed in 2011.

New rules enacted in 2014.

Insurance companies Seven-year rotation. 

Energy companies and all 
listed companies

Five-year rotation, unless the company and 
audit firm meet certain criteria, in which 
case partner rotation sufficient.

Uganda Abolished 
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TABLE 3: COUNTRIES THAT CONSIDERED MAFR AND DID NOT ADOPT

Country Companies Decision

US Public companies No grounds for enhancement of auditor independence.

GAO performed study. House of Representatives voted 321:61 against 
MAFR.

Australia Not in favour of MAFR.

New-Zealand Not in favour of MAFR.

Japan Considered and decided NO: Four reasons:

1. Decrease audit quality.

2. Lack of knowledge of new client’s business and industry.

3. Increase audit costs.

4. Not required by other major countries (at that time).

EU COUNTRIES BEFORE IMPLEMENTATION OF MAFR IN 2016

Germany Banks German Bank promoted in 1995 with no success. Introduced partner 
rotation instead.

UK Considered and decided NO:

1. Quality of audits decrease.

2. Cost of audit increase.

France Considered and decided NO:

1. Quality of audits decrease.

2. Cost of audit increase.

3. Lack of knowledge of new client’s business and industry.

Originally included as an appendix to the SAICA Indaba Overview (issued 7 December 2016)
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