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Audit partner rotation refers to the rotation, 
after a specified period, of key audit partners, 
which include the audit engagement partner, 
on a particular audit engagement within the 
same audit firm, i.e. the audit firm retains the 
client, but the key audit partners within the firm 
rotate. MAFR refers to the rotation of the audit 
firm, i.e. a different audit firm is appointed after 
the prescribed rotation period and the new 
firm designates the new key audit partners, 
including the engagement partner, for the 
audit.

The implementation of MAFR does not only 
have an impact on audit firms, but will also 
have a significant impact on audited entities, 
audit committees, regulators, shareholders and 
investors. In the lead up to, and since the IRBA’s 
announcement of its decision to implement 
MAFR for audit firms in South Africa, on 29 
August 2016, much has been written about the 
topic in attempting to comprehend MAFR as a 
measure to strengthen auditor independence 
and enhance audit quality, and to highlight 
its potential impact, including weighing up 
its potential benefits or advantages, potential 

challenges or concerns, and unintended 
consequences.

Furthermore, the need for an additional measure 
such as MAFR in the context of various measures 
that already exist has also received wide 
attention.

SAICA had previously engaged with its diverse 
member constituents and stakeholders through 
a survey aimed at establishing their views on 
the measures that were being considered by the 
IRBA, including MAFR. The survey was linked 
to the SAICA Discussion Paper: Considering 
mandatory audit firm rotation (MAFR) and other 
related measures as possible means of enhancing 
auditor independence. The Results Report of the 
survey was issued on 27 September 2016. SAICA 
has also remained in touch with various affected 
stakeholders and has continued its engagement 
with the IRBA.

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. The independence of 
the auditor is the cornerstone that enables the 
provision of assurance to users of the assured /
audited information; the auditor’s opinion has 
value and is accepted as credible because, 
amongst other factors, it is performed by an 
independent assurance provider.

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. Yet others 
have implemented MAFR only to withdraw 
or repeal it later (refer to the Appendix to this 
report, where tables 1 to 3 have been included 
as additional information). Taking into account 
available research on the topic of MAFR and the 
experiences in various jurisdictions, it is safe to 
say that there has not been universal acceptance 
or rejection of MAFR. SAICA has also called for 
a measured approach 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.

Mandatory audit firm rotation (MAFR) is distinct from individual audit partner 
rotation. 

http://www.saica.co.za/Portals/0/documents/MAFRDiscussionPaper.pdf?Reference_ID=45018384
http://www.saica.co.za/Portals/0/documents/J21654_SAICA_MAFR_Full_Report.pdf
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At the heart of the initial debate are 
considerations relating to whether or not MAFR 
should be considered in South Africa as an 
additional layer of defence with respect to:

• threats to auditor independence; 
• whether there is a significant auditor 

independence problem;
• whether the measures that already exist 

are ineffective, and if and how existing 
measures can be further strengthened;

• the consideration of alternative options; and
• whether, if implemented, it will bring 

commensurate additional value and benefits 
in relation to auditor independence and, 
ultimately, audit quality.

Following the IRBA’s announcement on 29 
August 2016 regarding MAFR, the IRBA has 
released a Consultation Paper to commence its 
consultation process around the implementation 
of MAFR. The IRBA has characterised this as 
the second phase of its consultation process, 
the first phase having been concluded with the 
decision in principle by its Board to implement 
MAFR for audit firms in South Africa.

It would appear that with the release of the 
IRBA Consultation Paper, the initial debate has 
been closed and that the focus is now on how to 
best implement MAFR, including the entities to 
which it will apply, the rotation period, practical 
considerations and implications, potential costs, 
transitional provisions, etc.

However, SAICA is aware that various 
stakeholders are of the view that the initial 
debate was not adequately concluded, since a 
number of unanswered questions remain.

MAFR
INDABA OBJECTIVE

SAICA arranged this Indaba to facilitate discussions 
and engagement with various affected stakeholders 

to create a platform for informed decisions, 
moderated by an independent facilitator. 

https://www.irba.co.za/guidelines-to-commentary
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SAICA arranged this Indaba to facilitate 
discussions and engagement with various 
affected stakeholders to create a platform 
for informed decisions, moderated by an 
independent facilitator. The Indaba was planned 
to serve as an opportunity for debate and to 
provide input for stakeholders to formulate their 
responses to the IRBA.

In total 74 delegates attended the Indaba, 
representing the following stakeholder groups 
(listed alphabetically):

• Auditor General South Africa (AGSA)
• Banking Association of South Africa (BASA)
• Chief Financial Officer (CFO) Forum – various 

members representing their individual 
companies or entities

• Department of Trade and Industry (dti)
• Financial Services Board (FSB)
• Ignatius Sehoole – Independent
• International guests – Jeremy Jennings and 

Tim Volkmann (from EY)
• National Treasury (NT)
• Pan African Federation of Accountants (PAFA)
• SAICA Medical Schemes Project Group

• SAICA Senior Partners Forum (SPF) – various 
members representing their firms

• South African Reserve Bank (SARB)
• Specialist Committee on Company Law 

(SCCL)
• The Independent Regulatory Board for 

Auditors (IRBA)
• The Institute of Directors Southern Africa 

(IoDSA)
• The Johannesburg Stock Exchange Limited 

(JSE)
• The South African Institute of Chartered 

Accountants (SAICA)
• The World Bank

The IRBA’s proposed requirements for MAFR in 
South Africa

The IRBA’s proposed requirements for MAFR are 
contained in section 6 of the IRBA Consultation 
Paper. Except for a few individual comments 
regarding the consideration of joint audit 
arrangements and whether the scope of the 
requirements should be extended to other public 
interest entities, the discussions at the MAFR 

Indaba did not directly address the proposed 
requirements for MAFR. 

The focus of the discussions were:

• the principle decision of adopting MAFR in 
South Africa in the first instance;

• the process followed and the information that 
has been presented in support of this;

• stakeholders’ perspectives and views 
regarding the impact of MAFR;

• debating the existence and nature of the 
problems that MAFR is seeking to address; 
and

• the appropriate legal framework for 
implementing a measure such as MAFR.

Debrief sections in accordance with discussion 
themes 

The IRBA Consultation Paper clearly states that 
the primary objective with the implementation of 
MAFR is strengthening auditor independence to 
enhance audit quality. Furthermore, it states that 
MAFR is not intended to address transformation; 
the MAFR rule on its own will not achieve all 

The MAFR Indaba was held on 10 November 2016 at the Hyatt Regency, 
Rosebank, Johannesburg.
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the transformation objectives required in the 
South African context; however, it can contribute 
to building capacity. At the Indaba, the IRBA 
confirmed that the issues around auditor 
independence should not be conflated with 
transformation and market concentration. The 
IRBA still believes that lack of transformation 
and market concentration of audit services are 
significant issues that need to be dealt with 
on their own with consideration of their own 
initiatives.

There was consensus and support amongst 
attendees at the Indaba for the objective of 
strengthening auditor independence and, 
ultimately, enhancing audit quality. There is a 
clear sentiment that the stakeholder groups that 
were present expect nothing less. However, the 
debate was mostly around how this objective can 
best be achieved and whether or not MAFR is the 
most appropriate measure in this regard.

The aim of this debrief is to provide an overview 
of the discussion points from the MAFR Indaba, 
presented in relation to the following discussion 
themes identified from the full-day session that 
was held:

1. Auditor independence – A problem or not
2. Consultation, the transparency of information 

and calls for further research
3. The appropriate legal framework for the 

implementation of MAFR
4. Understanding the views of shareholders and 

investors

5. Cost implications
6. Measures that already exist and other 

alternatives
7. Challenges for multinational companies and 

other large groups
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The question was raised whether there is evidence that auditor 
independence is impaired, taking into account the current 
environment of strong corporate governance in South Africa, as 
well as existing measures such as mandatory individual audit 
partner rotation and the other independence rules contained in 
the Code of Professional Conduct for Registered Auditors (the 
Code of Conduct), and the fact that staff within audit teams and 
management at audited entities rotate naturally within certain 
cycles.

A viewpoint that was highlighted is that it is 
important from an audit quality perspective, 
and, in terms of comfort in the outcome of 
the audit process, that there exists a close 
relationship of trust between the auditor 
and management and those charged with 
governance of the audited entity. This should 
not, however, be confused with impaired 
independence.

Various corporate failures are often referred 
to, including those mentioned in the IRBA 
Consultation Paper, and apart from the fact that 
some of these occurred over a decade ago, no 
evidence has been presented that MAFR would 
have been able to address the underlying root 
causes of such failures. In this regard it was 
mentioned that the financial crisis happened 
not because of the auditors but rather because 

of business risks; auditors do not manage the 
business and the introduction of MAFR will not 
change this.

Furthermore, some of these corporate failures 
indeed prompted the auditing profession world-
wide to take note, and in response there have 
been a number of reforms in the Code of Ethics, 
as well as in quality control standards and the 
International Standards on Auditing. These are 
also continually evolving, as has been seen 
with the recent introduction of the new and 
revised auditor reporting standards that further 
elevate the auditor’s independence from the 
audited entity and compliance with other ethical 
requirements. Hence more transparency about 
the audit that has been performed (including the 
communication of key audit matters in the case 
of listed entities).

Codes of conduct and professional standards are 
supplemented, in certain instances, by laws and 
regulations, including in South Africa, provisions 
that require individual audit partner rotation and 
independent audit committees whose oversight 
responsibilities extend to recommending to 
the shareholders an independent auditor for 
appointment. 

In its Consultation Paper, the IRBA draws 
attention to inspections findings relating to 
ethical requirements as part of its concerns with 
the independence of auditors. The audience 
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 Conduct and 
the Auditing Profession Act. However, based 
on the information that is available, the causal 
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link between the findings and a general auditor 
independence problem is not clear.

Taking into account that the proposed 
implementation of MAFR is currently aimed at 
listed entities only, there was a call for more 
information to show the correlation between 
inspections findings and a lack of auditor 
independence in the case of listed entities in 
particular.

Some concerns were expressed that there 
could be misperceptions created, since the 
IRBA inspections findings are being attributed 
to auditor independence when they might not 
always strictly be independence issues. To the 
extent that there are issues with the performance 
of audits, including audit quality matters, 
these must be dealt with both internally by the 
firms and by the regulator. It is important to 
understand by category where the problems lie 
so that they can be dealt with in the appropriate 
manner. The results of inspections should be 
publicly available and more transparent, which 
will also result in affected parties being more 
convinced of the ‘problem’ and supportive of 
possible solutions.

Another matter raised with respect to the 
IRBA inspections findings was that there are 
uncertainties regarding how and if MAFR will 
be able to address the situation.There was a 
majority view that MAFR will not be effective in 

addressing most inspections findings, including 
a notion that rotating audit firms doesn’t solve 
these problems; you may merely be moving 
possible poor audit quality from one entity to 
the next, which is not the desired solution. 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.

Some of the non-auditor stakeholders in 
attendance proposed that the IRBA should be 
in a position to take stronger actions against 
auditors who do not comply with ethical 
requirements and quality control and auditing 
standards, including appropriate deterrents 
and possible sanctions. Coupled with this were 
also suggestions of similar sanctions being 
imposed on audit committees that fail to properly 
discharge their oversight responsibilities.

The IRBA noted the calls at the Indaba for 
improved transparency and the IRBA is aware 
that a number of countries have already gone 
this route, not only to include the findings from 
inspections and the outcomes of investigations 
but also naming the firms involved; this is a 
matter that deserves to be explored further.

Finally, there was a sentiment that a lot is being 
said about the long tenure of certain audit firms 

as disclosed in the IRBA Consultation Paper, but 
that the one question that is not being asked, is 
what has gone wrong in all these years?

It would appear that the measures that already 
exist have provided an adequate framework 
of safeguards against threats to auditor 
independence, including individual audit partner 
rotation (and with this, other senior audit staff on 
the audit also rotate). Audit committees spend 
a significant amount of time discussing auditor 
independence and the quality of the external 
audit, and they are very cautious to award non-
assurance services to the auditors. There are also 
regular changes at the company level in terms of 
its senior management, board of directors and 
audit committee members.

Furthermore, it is good that the auditor’s 
report now discloses the period of audit firm 
tenure 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. 
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It is difficult to discuss implementation issues if 
there are uncertainties and a lack of information 
regarding the direction that was taken in the first 
instance.

Stakeholder participants from commerce 
and industry expressed a view that apart 
from commenting to the IRBA directly and 
participating in the limited JSE roundtable 
discussions, there has not been sufficient 
engagement with all affected stakeholders 
at all the appropriate levels; backed up by 
comprehensive research. There is a sense that 
there are a lot of unanswered questions that 
prevent affected parties to fully understand the 
issues involved and therefore they may not 
be able to meaningfully comment on the IRBA 
Consultation Paper.

There were calls that a significant change, such 
as MAFR, requires public consultation; referring 
to a process whereby all stakeholders would 
be allowed adequate time to comment on the 
proposal, after which the relevant authority 

A number of the delegates expressed their explicit view that there has 
not been sufficient consultation by the IRBA in taking the initial decision to 
implement MAFR for audit firms in South Africa, which casts doubt about 
the sufficiency and robustness of this second phase of the consultation that 
focuses on the implementation of the requirements. 

would have to summarise the comments per 
topic and respond to each.

A number of delegates shared the concern 
regarding the nature of consultation, particularly 
during the first phase of the process leading up to 
the decision to implement MAFR for audit firms in 
South Africa. The majority of participants expressed 
concern that the initial consultation could only be 
categorised as information sharing. Even though 
the IRBA had discussions with various parties, it 
was a discussion in a vacuum in that the parties 
involved did not fully understand what they were 
commenting on and at the time there were three 
different objectives, being auditor independence, 
transformation and market concentration; and no 
concrete proposal. It was evident during the Indaba 
that a number of the stakeholders that were present 
and that had been consulted before, indicated that 
they have not yet formalised a view on MAFR.

Questions were raised whether the IRBA has given 
due consideration to comments and submissions 
that had been made previously. 

It would appear that many delegates are not 
fully convinced yet of the merits or need for 
MAFR. They question whether there are sufficient 
grounds to warrant such a significant intervention 
as MAFR. There currently exists a lack of 
sufficient information and research that support 
a conclusion that the objective of strengthening 
auditor independence to enhance audit quality 
will best be achieved by MAFR. A view was 
expressed that the IRBA is asking the right 
questions, but in finding a solution it is not going 
about it in the correct manner.

To clarify, the IRBA indicated that the Board 
has made a decision on MAFR based on the 
information it had at hand at the time (in July 
2016), but that the Secretariat welcomes the 
opportunity to receive any  new inputs, not 
received during the initial phase, which will be 
presented to the Board for their consideration. 
All interested and affected parties are also 
urged to submit formal comments to the IRBA 
Consultation Paper, which will be placed on public 
record.
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The IRBA acknowledged the importance of 
consultation and confirmed its belief that it has 
adequately consulted up to the point where the 
Board made its decision. Ultimately, the Board 
will take a decision in the public interest, taking 
cognisance of its mandate to protect the investing 
public.

There was a sense among delegates that although a 
lot of what has been discussed at the Indaba are not 
necessarily new issues (i.e. ‘new information’), it 
should be apparent that these issues have not been 
adequately addressed yet. The aspect that could 
be missing is that the analysis of the issues should 
be transparent to everyone – the IRBA may already 
have the bulk of the information, but it is not known 
to all affected stakeholders. It is difficult to provide 
the IRBA with new information if stakeholders are 
not aware of the information that the IRBA already 
considered. The information that is available is too 
fragmented and not connected properly to enable 
the audience to understand the decision. If the 
IRBA’s detailed findings and back-up research can 
be shared, it would assist in identifying what new 
information could be added. This is also important 
in the context of not duplicating any research efforts 
in getting to appropriate decisions.

From the views that were expressed, it appears 
that there is no international consensus on 
MAFR and its impact, positive and negative, 
on auditor independence and audit quality. 
The representative from the World Bank 
indicated that it had come to the conclusion 
that there is no empirical evidence as far as 
the rationality of MAFR is concerned. Again, 
these observations indicate the need for a fuller 
understanding of the issues involved, including 
more comprehensive research and information 
gathering; or if this has already been done, 
more transparent sharing of the information and 
detailed findings.

Some context was provided relating to the calls 
for further and more comprehensive research, 
namely that this 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. This will 
provide a sound and transparent basis for 
conclusions and related recommendations.

It was stressed that any further research 
conducted should be independent.

From the discussions that took place, it is 
possible to identify the following topics that 
should also be included or covered by proposed 
further research:

• The merits and demerits of MAFR and also 
consider the total mix of measures that 
would be appropriate in strengthening 
auditor independence, including improving 
the effectiveness of measures that already 
exist and considering other possible 
measures. 

• 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. It was noted that 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.

• Even 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 
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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 (as 
was suggested in relation to the measures 
implemented in the EU).

• 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 Indaba expressed some strong views that 
MAFR requirements should be embodied in 
legislation; specifically, in the Companies Act.

• The perceptions and experience of 
shareholders and investors in the context 
that there were suggestions at the Indaba 
that the views of stakeholders from certain 
constituencies are not fully understood yet. 

• The full cost implications of MAFR.
• Considerations linked to joint audits. More 

attention should be given to joint auditor 
relationships, including the notion that any 
independence concerns would probably be 

less, given the dual oversight of two audit 
firms and that the mandatory rotation period 
should be extended in cases where an entity 
has appointed joint auditors.

• Granting of relief or an extension of the 
rotation period to accommodate certain 
circumstances that may increase audit risks in 
a particular year and that may call for stability 
in the auditor-audit client relationship – for 
example, when there are restructures and 
acquisitions, or when a company lists for the 
first time.

• It may be appropriate to revisit other 
measures that were also proposed initially, 
such as mandatory audit tendering and joint 
audits.
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It would appear that the stakeholder groups 
concerned would be more comfortable with a 
process that calls for broad consultation. The due 
process for getting a law approved is robust and 
needs to be followed. 

A views of  the Specialist Committee on 
Company Law (SCCL) regarding MAFR at its 
most recent meeting in November 2016 was 
specifically read out to the Indaba delegates:  

“As the SCCL has not itself conducted any 
investigation on the topic of MAFR it is unable to 
express any view on the desirability or otherwise 
of MAFR. If MAFR is considered necessary, then 
as a matter of process, it should be embodied 
in a statute having regard to the importance 
of MAFR; there should be a single statute that 
legislates for the appointment, removal and 
rotation of auditors; since the Companies Act 
regulates the appointment and removal of 
auditors, and regulates audit partner rotation 
and the requirements of audit committees, the 
Companies Act is the most appropriate statute to 
regulate MAFR.”

The IRBA confirmed that it is aware of the 
position of the SCCL. However, the regulation, 
independence and ethical behavior of auditors 
remain the jurisdiction of the IRBA and cannot 
be housed under any other legislation; it will be 
very difficult to find another place for something 
that is squarely in the domain of the IRBA. It was 
also confirmed that the Auditing Profession Act, 
2005 (APA) allows the IRBA to issue rules without 
consultation in specific circumstances, such as 
when the IRBA believes that a matter is in the 
public interest. Therefore, the IRBA does not 
have to go through a public consultation process, 
but because of the fact that MAFR is such a 
significant change, the IRBA Board had decided 
to follow a consultation process that commenced 
in July 2015 and that will be concluded, based on 
its current planning, in February 2017.

Other attendees supported a view that MAFR, 
although it involves the auditor, in essence 
constitutes the regulation of companies. In 
terms of the Companies Act, the company has 
to appoint an auditor, the company then has to 
appoint an audit committee that has to verify the 

Many of the attendees at the Indaba expressed a belief that a significant 
change such as MAFR, in terms of its expected broad impact, should be 
subject to a formal legislative process; a parliamentary process that includes 
public consultation and public hearings. 

independence of the auditor and then table this 
nomination to the shareholders for appointment. 
MAFR imposes limitations upon the company 
who they can and cannot appoint as an auditor 
and directly interferes with the function of the 
audit committee. Therefore, this is a Companies 
Act issue and not an APA issue. It is also based 
on the fact that the Companies Act currently 
contains section 90(2) and section 92 that address 
prohibitions on certain auditor relationships and 
non-audit services, and requirements relating 
individual audit partner rotation.

It was further noted that in other jurisdictions, such 
as Europe, the company law has been aligned with 
the requirements of the audit regulator; this could 
be the appropriate direction to take on this matter. 
In the EU, the requirements pertaining to MAFR 
are encapsulated in legislation; it is not something 
that is being imposed by an audit regulator.

A suggestion was made that it may be prudent 
to seek senior counsel opinion regarding the 
appropriate legal framework for implementing a 
measure such as MAFR.
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The IRBA considers the implementation of 
MAFR 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.

The IRBA Consultation Paper reports in particular 
on concerns that had been raised by the Public 
Investment Corporation (PIC) regarding the 
independence of audit committee members, 
as well as its views on the impairment of 
auditor independence after a period of nine 
years. The PIC is a major investor in the JSE 
Top 40 listed companies, holding 12.5% of 
market capitalisation, and therefore its input is 
important. However, a view was expressed that 
the perceptions of the other 87.5% of investors 
should also be considered (these would include 
institutional investors and other global investors). 
More engagement and research are needed 
to understand the views and perceptions of 
shareholders and investors.

Apart from understanding perceptions around 
auditor independence and audit quality, it would 
be important to gauge the views of shareholders 
and investors with respect to the notion that 
MAFR undermines the role of audit committees, 

As has been stated already the primary objective with MAFR is 
strengthening auditor independence to enhance audit quality. 

as well as affecting the rights and ability of 
shareholders to determine who their auditors 
should be and when it is necessary to change 
their auditors.

The need for these insights is also evident if 
one thinks logically about the current situation 
where the appointment of the auditors has to be 
approved by the shareholders. The shareholders 
of listed companies are indeed approving these 
appointments (sometimes overwhelmingly 
– figures of up to 99% were mentioned). By 
inference, shareholders are  satisfied with the 
independence of the auditors.

A specific consideration linked to global investors 
could be their perceptions of the audit market 
and those audit firms that are of critical size, 
capacity and capability to perform audits of large 
and complex entities. A question was posed 
whether they would  insist on the company 
using larger globally recognised audit firms. 
The dilution of shareholders’ rights (actual or 
perceived) in terms of interfering with ‘free 
choice’ of auditors could also have implications 
for continued global investment in South African 
entities. Although there is no evidence of this 
at present, it is a matter that deserves further 

exploration. It was mentioned that certain JSE 
listed companies have more foreign shareholders 
than local shareholders.

Finally, concerns were raised whether there is 
evidence available that audit committees are not 
discharging their responsibilities appropriately 
and therefore are not in a position to recommend 
the appointment of auditors to the shareholders. 
Again, it would be important to understand 
the perceptions of shareholders and investors 
around this important aspect, since the audit 
committee should be the gate-keeper.
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MAFR represents a significant change that 
includes cost considerations from both the 
perspectives of the audit firms and that of the 
audited entities – direct costs associated with 
the audit tendering process 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. There was a strong view 
that the potential cost implications should not be 
underestimated, weighed up against potential 
incremental benefts.

Specific reference was made to Table 5 in the IRBA 
Consultation Paper that provides four examples of 
changes in audit fees in the year when there was 
a change in the auditors of the listed companies 
concerned. It was suggested that this is very high 
level information that does not present the entire 
picture. While it is appreciated that the IRBA had 
to look at publicly available information (since 
the detailed information is private information), 
these examples do not provide persuasive 
evidence to refute the concerns regarding the cost 
implications of MAFR. More detailed and broader 

The discussions at the Indaba can obviously not provide concrete 
evidence regarding the cost implications of MAFR, but the mere fact 
that it was a significant part of the debate, including a perceived lack of 
evidence to support or refute arguments regarding significant costs for 
audit firms and for audited entities, merits further information-gathering 
and research and a comprehensive impact assessment.

information is required to fully understand the 
cost implications; also in the same context, it is 
the shareholders and investors who will ultimately 
have to foot the bill.

As an example, one of the attendees from an audit 
firm suggested that the proposal /tendering costs 
of a large global company can easily amount to 
10% to 30% of the first year’s audit fee. The total 
transitional costs of major companies can amount 
to 30%+ of the first year’s audit fee. 

According to attendees from commerce and 
industry, MAFR is seen as another regulatory 
measure that adds costs to the system that are 
not necessarily balanced with additional value for 
those who it is intended to benefit. Furthermore, 
in the current economic environment, many 
companies are implementing cost cutting 
measures and to burden them with more 
regulatory costs may aggravate the situation 
further. South Africa is facing a possible 
downgrade to ‘junk status’ and overlaying an 
additional regulatory requirement will merely 
increase the cost of capital further.

The discussions indicated that it is not a matter 
that a company /entity should not make the 
necessary investment in terms of a change in 
auditors, and these changes do occur in the 
market place. 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.

The two international guests at the Indaba, who 
both spoke from EU experience, highlighted 
significant costs linked to tendering activities 
owing to MAFR requirements in the EU. An 
initial 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.
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Doubts were expressed whether there is 
compelling evidence to support a proposal 
that MAFR will address the perceived threats 
to auditor independence, or that current 
measures that exist in this regard have been 
fundamentally ineffective in addressing the 
threats to auditor independence.

If the current measures are not working, a 
logical place to start would be to address that 
problem; it makes no sense to have these 
measures in place and not use them to the full 
extent for which they were designed, including 
ensuring auditor independence and thereby 
enhancing audit quality.

Although there was acknowledgement 
that MAFR has potential benefits, there are 
also significant disadvantages and adverse 
consequences, resulting in an overall sense that 
the risks outweigh the potential benefits.

A lot of discussion took place around the role 
of audit committees within a strong corporate 
governance environment. There was a sense 

The underlying issue for discussion centred on whether 
measures that already exist have been fully explored, before 
embarking on MAFR. 

that 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 gate-keeper for auditor independence and 
related oversight and is expected, and must be 
held accountable for, performing its statutory 
obligations in terms of the Companies Act. 
There was still a strong view that MAFR would 
undermine the authority of the 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.

Certain regulated industries may 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) requires joint auditors for large banks, 
and approves the appointment of auditors, 
as well as executive and non-executive board 
members of banks. Furthermore, SARB 
assesses the effectiveness of audit committees 

and engages bilaterally with the external 
auditors at least on an annual basis. 

The measures that already exist were referred 
to by delegates in terms of whether these have 
been adequately considered as a collective 
suite of measures to provide the necessary 
safeguards against independence threats 
and related considerations with respect to 
audit quality. Refer SAICA Discussion Paper 
and SAICA MAFR Results Report for a 
comprehensive list of these measures. 

In addition to the existing, the following 
suggestions were also raised:

• Greater transparency with respect to the 
reporting of regulatory inspections findings, 
including appropriate deterrents for wrong 
doing.

• Empowering audit committees to take 
informed decisions in the best interests of 
the entity and its stakeholders, including 
receiving and considering information 
with respect to the auditor’s conduct and 

http://www.saica.co.za/Portals/0/documents/MAFRDiscussionPaper.pdf?Reference_ID=45018384
http://www.saica.co.za/Portals/0/documents/J21654_SAICA_MAFR_Full_Report.pdf
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performance. It was noted that the recently 
issued King IV Report already recommends 
practices to expand the responsibilities 
of the audit committee, and that these 
have been incorporated into the draft JSE 
Limited Listing Requirements that have 
been released for comment, 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.

• Calls for more 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.
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To think that a South African company that, for 
example, operates in over 130 countries will find 
this transition easy and that there will not be 
significant costs relating to the implementation 
of MAFR does not make sense. For one, the CFO 
would have to ensure that the company and the 
audit committee make considerable investments 
for the auditors to understand the business 
across the globe.

Entities with the reach, size and complexity, such 
as that of multinational companies and other 
large groups, have very specific needs in terms 
of their professional services providers in various 
areas, including the external auditors, to ensure 
that decisions are taken in the best interests 
of the entity and its stakeholders. It would be 
irresponsible to take decisions at this level that 

are motivated by anything else; and where this 
happens, swift and strong actions should be 
taken against any guilty parties.

Large entities, and in particular multinational 
groups, are very interested in understanding 
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. If the value-add is 
not evident entities will be unwilling to embrace 
reforms such as MAFR.

‘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.
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The majority of stakeholders agreed that further 
research should be undertaken – a comprehensive 
independent MAFR research project, including 
a full analysis of research already performed, 
experiences in other jurisdictions, the SA market 
and relevant circumstances, and an impact 
assessment.

In general the stakeholders in attendance called 
for the supporting information and backup 
research in support of the IRBA’s views to be 
made available, including greater transparency 
with respect to inspections findings. 

Specific comments were made that the current 
consultation 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). 

In particular, the need to obtain more in-depth 
input from shareholders and investors regarding 
their experience and perceptions with respect 
to auditor independence and audit quality was 
evident. Ultimately it is about protecting the 
investing public and there are questions whether 
this constituency’s views are fully understood. 
There should also be a focus on the impact on 
global investors and their perceptions of the audit 
market in South Africa, as well as the business 

environment, including the costs of investment 
and strong corporate governance.

Various delegates were of the view that the 
consultation has not sufficiently focused 
on the appropriate legal framework for the 
implementation of MAFR. There are strong views 
that MAFR should be embodied in legislation (in 
particular, in the Companies Act). The arguments 
touched on matters of significance in terms of 
the broad impact of MAFR, matters pertaining 
to the auditor-company relationship that are 
already embodied in legislation, matters of law 
relating to primary legislation and subordinate 
legislation, due consideration of proportionality 
when measures are introduced into law, and 
allowing for a parliamentary process, including a 
comments process and public hearings.

The IRBA expressed its conviction that the 
implementation of MAFR falls within its mandate 
and it would be fully empowered to proceed with 
the implementation in terms of its current powers 
under the APA.

There were calls that government should step in, 
with particular reference to the need for the dti 
and National Treasury to get involved and provide 
direction on how best to proceed regarding the 
decision to implement MAFR for audit firms in 
South Africa. The IRBA did confirm though that 

The key messages

National Treasury and the Minister of Finance 
had been informed and have been consulted 
throughout. 

The IRBA Board took the decision to implement 
MAFR in July 2016 based on information that 
was available at the time and unless further /
new information is presented to the Board, the 
decision will stand; in the context that the focus 
should not be to change the Board’s decision but 
rather to suggest other ways that the Board could 
consider strengthening auditor independence.

CONCLUSION
Overall, SAICA is satisfied with the outcomes 
of the Indaba in terms of having facilitated 
discussions and engagement with various 
affected stakeholders. All views must continue to 
be heard – whether in favour of or against MAFR. 
It is in the interest of the profession and in the 
public interest that there must be transparency 
in decision making and in the sharing of 
information. 

Evidence, including comprehensive research, 
for decisions must be available, clear and 
sufficient in providing support for certain views or 
conclusions, and due process must be followed in 
effecting any changes that will have a significant 
impact on the auditing profession, the business 
environment and the investing public.
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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 5 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. 

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.

Table 1: Countries with mandatory firm rotation for some entities

Appendix
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COUNTRY COMPANIES SCOPE OF REQUIREMENT

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. 7-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.

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. 
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COUNTRY COMPANIES SCOPE OF REQUIREMENT

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 organizations)

Three-year rotation.

Venezuela Banks Three-year rotation. Began in 2014.

Vietnam Banks Five-year rotation.

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.
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COUNTRY COMPANIES SCOPE OF REQUIREMENT REASON ABOLISHED

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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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.

Table 3: Countries that considered MAFR and did not adopt

[A note of thanks to the North West University - School of Accounting Sciences for the research.]




