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Despite the Independent Regulatory Board 

for Auditor’s (IRBA) decision to press ahead 

with mandatory audit firm rotation (MAFR), 

this remains a widely debated matter.(Harber (2018)) 

challenges the reasons the IRBA used to justify the 

implementation of MAFR. He finds that the bases used 

by the IRBA to support MAFR are under-researched 

with adverse implications for policy development.

(Harber and Marx (2018)) analyse the potential 

economic impact and related implications of MAFR for 

the South African assurance market. The researchers 

argue that the costs of MAFR will exceed the benefits. 

As a general rule, first-time engagements require 

more resources than continuing ones. MAFR does 

not allow for sufficient time for audit firms to recoup 

their costs with the result that there is, paradoxically, 

economic pressure to lower audit quality. In addition, 

the emphasis which the IRBA placed on independence 

may not be appropriate.  Although independence is 

a critical component of audit quality, it is not the only 

consideration. A review of how MAFR will affect other 

aspects of audit quality has not been provided. 

“Exploring Unchartered Waters; Insights into the audit 

profession: A Namibian Perspective” provides valuable 

insight into the state of the auditing profession in 

Namibia. Dikuua et al. (2018) examine the challenges 

facing the Namibian profession post-independence. 

These include, inter alia, the perceived standing of 

the Namibian accounting designation, attracting and 

retaining trainee accountants and the need to find the 

correct balance between self and external regulation to 

ensure minimum levels of professional behaviour and 

service quality. 

The remaining articles deal with the broader 

corporate governance environment. Werner (2018) 

examines how the Passenger Rail Agency of South 

Africa (PRASA) was ‘derailed’ by corporate scandal 

and used its corporate reports as a tool for repairing 

damaged legitimacy. The research explains how the 

emphasis placed on certain disclosures, the choice 

of language and the structure of PRASA’s integrated 

report are designed to create the impression that the 

organisation adheres to principles on good governance 

while the opposite may be the case.

Finally, Wainer (2018) provides a thoughtful critique 

of the South African Institute of Chartered Accountants’ 

(SAICA) interpretation of s30 of the Companies 

Act No. 71 of (2008). According to SAICA, directors’ 

remuneration from foreign subsidiaries and trusts 

need not be disclosed in the related South African 

company’s financial statements as these foreign entities 

do not meet the definition of a ‘company’ per s1 of 

the Companies Act. Wainer (2018) questions if this 

is appropriate. He draws on an interpretation of the 

Companies Act which, in our opinion, is more aligned 

with King-IV and the provision of International Financial 

Reporting Standards to offer an alternate view on how 

directors’ remuneration ought to be disclosed. 

Overall the papers address a number of topical 

issues in the accounting and auditing profession. 

While not a pre-requisite of this journal, they are clearly 

guided by an interpretive framework. The papers offer 

a normative review of different aspects of auditing, 

corporate governance and corporate reporting which 

is often missing in the mainstream research. As a result, 

they are an interesting read for both academics and 

practitioners.

Gary Marques & Danielle Cerbone
University of the Witwatersrand

We welcome you to this, the sixth issue of Accounting Perspectives in Southern 
Africa (APSA). In line with the previous issues we trust that readers will find concise 
articles in the accounting and related fields relevant. This issue unintentionally 
contains an emphasis on the effect of regulation on the accounting and auditing 
profession something which is relevant given the recent negative publicity.
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An analysis of the primary IRBA 
arguments with regards to  
mandatory audit firm rotation:  
A case of faulty reasoning?
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Mandatory audit firm rotation (MAFR) has recently been ruled by the Independent 
Regulatory Board for Auditors (IRBA) for implementation in South Africa, effective for 
financial years commencing on or after 1 April 2023. This paper analyses and critiques 
the primary arguments of the IRBA in favour of rotation in light of the evidence and 
reasoning provided. The three primary arguments analysed are in regard to long audit 
firm tenures, the public inspection findings and corporate failures. The analysis shows 
that the IRBA has not provided sufficient evidence to justify its conclusions and its 
premises and inferences from these premises are likewise unsatisfactory. The conclusion 
of this paper is that, whether or not MAFR is appropriate for South Africa, the arguments 
provided in favour of it by the regulator are weak and insufficient.

Keywords: Mandatory audit firm rotation, Auditor independence, Audit tenure, 
Audit quality, Auditing

Michael Harber, MCom (Financial Management) CA(SA), 
The University of Cape Town, South Africa

Auditor independence in general and 

mandatory audit firm rotation (MAFR) in 

particular has received significant attention 

in recent years from regulators, academics and 

business practitioners (Fontaine, Khemakhem, & 

Herda, 2016). The many examples of corporate 

failures in the past couple of decades has resulted 

in users of financial statements questioning 

the quality of the audit function as a means to 

prevent or detect corporate fraud and gross 

mismanagement (Laurion, Lawrence, & Ryans, 

2015). Although the adoption of MAFR in the 

United States has been much debated and is 

considered unlikely (Fontaine et al., 2016), there 

have been significant other regulatory changes to 

strengthen auditor independence and financial 

reporting quality. MAFR has however, after much 

consideration, been implemented in Europe as 

of 2014 (Hakwoon, Hyoik, & Jong Eun, 2015; IRBA, 

2016), as well as other jurisdictions. According 

to the International Federation of Accountants 

it is widely recognised that the divisive and 

1. INTRODUCTION
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confrontational audit reform process in Europe 

(2011-2014) was an especially politically-driven 

process (Choudhury, 2017). Whereas there are 

jurisdictions that have implemented MAFR, 

there are also jurisdictions that have abolished 

mandatory audit firm rotation requirements, or 

have considered and rejected it (Choudhury, 2017).

Arguments for and against MAFR are well 

documented (Casterella & Johnston, 2013; 

Fontaine et al., 2016; Hakwoon et al., 2015), with 

proponents of MAFR arguing that long-tenure 

relationships between audit firms and clients lead 

to audit failures due to high levels of familiarity that 

impair auditors’ independence and professional 

skepticism. Opponents of MAFR argue that long-

tenure rather leads to valuable client- and industry-

specific knowledge over time resulting in enhanced 

audit quality (Aschauer, Fink, Moro, van Bakel-Auer, 

& Warming-Rasmussen, 2017; Fontaine et al., 2016; 

Tepalagul & Lin, 2015). The public debate in many 

jurisdictions has brought to the fore many of 

the pros and cons of MAFR, yet the legitimacy or 

weight of each argument proposed (for or against) 

provide significant points of contention, with 

many participants unfortunately providing simple 

anecdotal evidence to support their opinions, 

rather than substantial evidence. 

After a consultation process initiated in 

October 2016 and public hearings in February 

and March 2017, the Independent Regulatory 

Board for Auditors in South Africa (IRBA) issued 

a rule on 2 June 2017 prescribing that auditors 

of stock exchange listed companies and public 

interest entities in South Africa must comply with 

mandatory audit firm rotation with effect from 1 

April 2023 (IRBA, 2017b). The application of such a 

rule is intended to strengthen the independence 

of auditors from their clients as well as accelerate 

transformation and de-concentration in the audit 

profession (IRBA, 2017c).

The rule has been extended beyond auditors 

of listed entities, as originally intended in the IRBA 

Consultation Paper issued in October 2016, to 

now incorporate auditors of public interest entities 

which would include, for example, non-listed 

pension funds and organisations that operate in 

the public interest (IRBA, 2017b). The rule also has 

transitional provisions for cases where joint auditors 

are appointed to ensure that both audit firms need 

not become ineligible at the same time at the 

effective date.

The Standing Committee on Finance held public 

hearings in February and March 2017 on the matter 

of audit firm rotation which, according to the IRBA, 

served to highlight concerns not only around a 

lack of independence, but also around the need for 

accelerated transformation and de-concentration in 

the audit profession (IRBA, 2017d). 

1. INTRODUCTION
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2. PURPOSE OF THE PAPER

3. PRESENTATION OF THE

THREE PRIMARY ARGUMENTS

Despite some appeal to transformation and market 

concentration benefits of MAFR, the enhancement 

of audit quality is considered the main objective of 

the IRBA (IRBA, 2017d). In this regard the IRBA has 

attempted to show why auditor independence is 

at risk with JSE listed companies. The arguments 

presented by the IRBA in the Consultation Paper in 

support of this main objective has focused, almost 

entirely, around three primary lines of reasoning 

(IRBA, 2016). There have been additional arguments 

presented by the IRBA, however it is submitted that 

there are three arguments that are considered most 

important to the position of the IRBA and central to 

the debate. These three principal arguments were 

made explicitly clear in the presentations made by 

the CEO of the IRBA to the Standing Committee 

on Finance public hearings, at which the present 

author attended and participated in, as well as in 

the Consultation Paper issued by the regulator in 

October 2016.

The purpose of this paper is to present, analyse 

and critique the three primary arguments 

presented by the IRBA in their attempt to show 

that auditor independence is compromised, and 

therefore MAFR is the best means of correcting this 

problem. The arguments will be critiqued in the 

context of the 2 June 2017 ruling of MAFR. 

As stated above, these three arguments do not 

represent all the reasons provided by the regulator 

to support their intention of implementing MAFR, 

however, it is submitted that they do represent 

their most emphasized arguments, and therefore 

it is submitted, their primary reasons. This can 

be determined by review of the October 2016 

Consultation Paper and the minutes of the IRBA 

presentations to the Standing Committee on 

Finance in 2017 (IRBA, 2016, 2017c). The other 

arguments in favour of MAFR as a means of 

strengthening auditor independence, per the 

Consultation Paper, which are not analysed in  

this paper, include:

•  Global developments on strengthening auditor

independence. 

•  Concerns expressed by the Public Investment

Corpration (PIC), the largest JSE investor,

regarding their experience of audit committee

independence.

•  Concerns expressed by the Auditor-General

regarding their experience ethical conduct and

independence of some audit firms which they

replaced on state owned entities.

•  Claims of familiarity and bias of auditors towards

CFOs, management and audit committees

substantiated mostly by statistics of the number

of such persons previously employed by the

incumbent audit firm or the “big 4” firms.

(IRBA, 2016, p.15)
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As a very brief response to the above areas of 

argument provided by the IRBA, the following 

comments can be made. With regards to global 

developments, as has been explained by others to 

the IRBA (Choudhury, 2016; Shango, 2017), global 

developments are a weak argument in favour of 

MAFR as many countries have considered and 

rejected it, adopted it and decided not to adopt 

it. With regards to the concerns expressed by the 

PIC and the Auditor-General, this is again weak 

evidence as it is anecdotal and has not been shown 

to be representative of the many other participants 

in the South African investing public. 

Regarding the claims of familiarity and bias of 

auditors, no credible evidence has been provided 

by the IRBA as to the degree of the threat. For 

example, the IRBA states that they have identified 

a familiarity threat between the CFO/Financial 

Director and incumbent auditors because they 

found that 18% of the CFOs of the JSE Top 40 

listed companies were previously employed by 

the audit firm that was listed as the appointed 

external auditor to that company in the annual 

report (IRBA, 2017a, p. 6). The IRBA also claims that 

25% Audit Committees of the JSE Top 40 listed 

companies are chaired by a member who were 

previously employed by the audit firm that is the 

appointed as external auditor to that company 

(IRBA, 2017a, p. 6). Other respondents to the IRBA 

have correctly argued that simple statistics of the 

number of key persons previously employed by the 

incumbent audit firm or the “big 4” firms is normal 

in other markets and is to be expected given the 

size of the large audit firms and the number of 

professional accountants who qualify through them 

(Bam, 2017; Bourne, 2017; Oddy, 2017; Ramon, 

2016; Shango, 2017). A simple stating of statistics 

does not establish the degree of the familiarity 

threat to auditor independence. More evidence of 

compromised independence is required, and hence 

the IRBA’s argument here is again weak. 

Although more could be said in the analysis of 

these “secondary” arguments set forth by the IRBA, 

the focus of this paper shall be the three arguments 

below that are considered primary and most 

emphasised by the regulator.

3.1  PRIMARY ARGUMENT 1: 
LONG AUDIT FIRM TENURE

According to the IRBA (2017b), long audit 

tenure by the firms as well as by members of 

the engagement team may also create potential 

threats, real or perceived, to independence and 

pose a risk to audit quality. The IRBA also believes 

that long audit tenures, meaning long unbroken 

periods, usually decades, whereby the audit firm 

has been appointed as the auditor of a specific 

company, reduces the independence of the auditor. 

As was quoted above, the CEO of the IRBA believes 

that there is “excessive length of service and many 

close relationships and history between auditors, 

audit committee chairs and CFOs” (IRBA, 2017c, p. 

1). Forcing audit firm rotation is seen as the best 

means to limit the familiarity and relationships that 

exist between auditor and company management, 

thereby improving auditor independence and the 

degree of professional skepticism applied. Reducing 

the tenure of the audit firm will, according to 

the IRBA, reduce the familiarity and bias that 

develops over time between auditor and company 

management, and hence improve the quality of the 

audit and corresponding financial reporting of JSE 

listed companies (IRBA, 2017c). 

3.2  PRIMARY ARGUMENT 2: 
PUBLIC INSPECTION FINDINGS

The Public Inspections Report 2015/2016 recently 

released by the IRBA shows the inspection findings 

recorded over the financial year ended 31 March 

2016, analysing a total of 20 audit firms and 237 

audit inspections (IRBA, 2017e). The findings show 

an overall regression in the inspection results, with 

an increase in unsatisfactory inspection results, 

and the IRBA believes that this is a worrying trend. 
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According to the IRBA (2017d), the results show 

a lack of consistency in the execution of high-

quality audits and points to the continued need 

to address firm-wide systems of quality control, 

including auditor independence. The root cause 

identified by the regulator for a number of these 

findings was the failure to strengthen and maintain 

independence as an underlying principle for high 

audit quality.

As described by the regulator, “the sharp increase 

in inspections findings and decline in audit quality, 

reported in the Public Inspections Report 2016, 

points to auditors exercising less than the required 

level of professional skepticism - this situation 

is highly likely to occur when the relationship 

between the auditor and client is too cosy, and as 

audit tenure increases. This is also likely to impact 

whether or not [reportable irregularities] are 

reported to the IRBA as required by the Act. The 

Public Inspections Report included 48 instances 

of [reportable irregularities] not being reported by 

auditors.” (IRBA, 2017, p. 2) 

3.3  PRIMARY ARGUMENT 3: 
CORPORATE FAILURES

The regulator makes the argument that high-

profile corporate failures such as Enron, WorldCom, 

Parmalat, Tyco International, Royal Dutch Shell, 

Siemens, and locally with corporations such as 

Leisurenet, Fidentia, Sharemax, Randgold and Regal 

Bank (among others), have caused the investing 

public to question the role and the independence of 

auditors. The regulator states that “in all these failures, 

the investors are the ones who lost the most” and 

that it is the “IRBA’s first responsibility is to protect the 

ordinary public from material adverse events that 

could be avoided, as these investors take preference 

over CFOs and auditors… Mandatory Audit Firm 

Rotation (MAFR) will give investors a fresh pair of 

eyes to look at the contents of financial statements 

without compromising quality and independence. 

Fresh eyes will also put a spotlight on previously 

unreported reportable irregularities.” (IRBA, 2017, p. 2)

There is a clear link being claimed by the IRBA 

between the prevalence of corporate failures in 

South Africa and the familiarity and bias of the 

external auditor. In the 2017 presentations of the 

IRBA CEO to the Standing Committee on Finance, 

the more recent (2014) South African example 

African Bank was used as a further example. 

As an example, the IRBA provided the following 

table of estimated “costs of corporate collapses”:

Source: IRBA (2017a)

Corporation Year Audit Firm Cost Affected

Masterbond 1991 EY R600m Mainly pensioners affected

Lesuirenet 2000 Deloitte R681m
One of the largest failures in the 

country, rescued by Branson 
and  Virgin Active

Saambou 2001 PwC / EY R4bn Was bought out by African Bank

Unifer 2002 Deloitte / EY R984m Losses to ABSA Bank

Rand Gold 2005/6 PwC Massive fraud and accounting scandal

Fidentia 2007 Maddock Inc R500m Collapse of Living Hands Trust that 
supported 47 000 widows and orphans

Sharemax 2010 ACT Audit Solutions R2,2bn Cost 33 000 pensioners their savings

Furst Strut 2013 Indigo Chartered Accountants R800m Affect mainly major asset managers  
and banks

African Bank 2014 Deloitte R7bn R7bn market capitalisation wiped out 
and cost PIC R4bn in one day

Table 1: Costs of South African corporate collapses



 08
ACCOUNTING PERSPECTIVES IN SOUTHERN AFRICA

The following is a critique of the three primary 

arguments of the regulator, as described above. The 

arguments will be analysed in light of academic 

literature and the consistency and cogency of the 

reasoning adopted by the IRBA.

4.1  PRIMARY ARGUMENT 1:  
LONG AUDIT FIRM TENURE

A recent study by Tepalagul and Lin (2015) should 

be considered a very important contribution to the 

debate. The study consisted of a comprehensive 

review of academic research pertaining to auditor 

independence and audit quality. Through a review 

of published articles during the period 1976-2013 

in nine leading international journals related 

to auditing, most studies concluded that long 

auditor tenure does not impair independence 

(Tepalagul & Lin, 2015). Therefore, if MAFR is being 

considered as a means to limit the tenure of audit 

firms, and thereby improve auditor independence, 

audit quality and financial reporting quality, then 

it is submitted that academic research is not in 

favour of this change in regulation being effective, 

considering the findings of Tepalagul and Lin 

(2015). As the above review of literature shows, 

most studies show that long auditor tenure does 

not reduce auditor independence, audit quality or 

financial reporting quality. A review of academic 

literature by Fontaine et al. (2016) results in a similar 

conclusion to Tepalagul and Lin (2015), finding that 

studies that use archival data to research the effects 

of MAFR conclude that auditor tenure does not 

reduce audit or reporting quality.

Therefore this argument by the IRBA is not 

strongly supported by the academic literature to 

date. The long audit tenures of audit firms of JSE 

listed companies should therefore not be used as 

an argument in favour of MAFR. At the very least, 

the IRBA should provide evidence of:

1.  A lack of auditor independence in audit firms 

with long tenures, and

2.  That the compromised independence is as a 

result of long audit firm tenures. 

This is a case of incorrect premises and inference 

by the IRBA. There is a premise that long audit 

tenures of JSE company audit firms indicate that 

there is an independence problem. There is a 

corresponding premise that forcing the shortening 

of audit firm tenures will improve independence 

and professional skepticism. The problem of auditor 

independence is also presumed by the IRBA rather 

than reasoned. There was unfortunately little 

attempt to justify these important premises to the 

pro-MAFR position.

This weak reasoning by the IRBA did not escape 

some of the respondents who are anti-MAFR. 

PWC Inc. raised the point that the IRBA should 

disclose whether any of the audit firms of JSE listed 

companies where there are long audit firm tenures 

(i.e. many decades), have had independence issues 

on these respective companies (Shango, 2017, p. 

10). According to Deloitte Inc., “no evidence has 

been provided that long audit tenure has given 

rise to a lack of independence on the part of 

the auditors and as noted above, the IRBA’s own 

inspection analysis bears this out” (Bam, 2017, p. 5).

4.2  PRIMARY ARGUMENT 2:  
PUBLIC INSPECTION FINDINGS

During the 2016 year, the IRBA Inspections 

Committee referred 3 firms (6 in 2015) and 33 

engagement partners (18 in 2015) to the IRBA’s 

Investigating Committee for investigation (IRBA, 

2017d, p. 46). However, in order for this increase in 

unsatisfactory inspection results to add weight to 

4. CRITIQUE OF THE IRBA ARGUMENTS
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the MAFR position of the IRBA, the following needs 

to be clearly shown from evidence or reasoning:

1.  The instances of significant findings against an 

auditor need to be shown to be due to a lack 

of independence with the audit client, i.e. it 

needs to be shown that the issue was due to a 

familiarity, bias or lack of professional scepticism 

by the auditor. There are many reasons for 

inspection findings other than independence 

breaches or concerns, but it is only those 

linked to auditor independence which MAFR is 

intended to address.

2.  The findings need to be shown to be within 

“big 4” audit firms and within JSE listed company 

audits, or at least public interest entity audits, as 

this is where MAFR is being implemented. If the 

inspection findings relate to non-listed or non-

PIE companies then it stands to reason that these 

findings cannot bolster the pro-MAFR argument. 

The inspections process includes many audit 

firms and companies that fall outside of the 

scope of MAFR.

Regarding the 2015 inspection findings, PWC 

Inc. argued that none of the engagement findings 

related to perceived independence issues, so they 

could not be used as a reason to implement MAFR 

(Shango, 2017, p. 10). Echoing the sentiments 

of the other large audit firms, PWC Inc. stated 

that “on the basis of IRBA’s published facts, less 

than 5 % of all investigations initiated related to 

allegations of breaches of independence, and we 

could only find 12 sanctions imposed for a breach 

of independence in the period 2001-2016. From 

our perspective, this does not alone warrant a 

conclusion that the current measures in place do 

not work.” (Shango, 2017, p. 12)

In a recent IRBA newsletter the regulator did 

claim that it had expanded its capacity and 

expertise to focus on audits of entities where 

there is a greater element of public interest and 

risk (IRBA, 2017b). However, no details were given 

as to whether poor inspection findings at a firm 

or engagement level were in respect of listed 

company audits. Therefore, again there are key 

links in the chain of reasoning that are missing. 

How many inspection findings were related to 

independence breaches and how many related to 

audit engagements within the scope of MAFR? As it 

currently stands, it is a weak argument to conclude 

with the evidence provided, that MAFR will improve 

the concerning trends reported by the IRBA 

Inspections Committee.

4.3  PRIMARY ARGUMENT 3:  
CORPORATE FAILURES

Recent research by Tepalagul and Lin (2015) 

provides a useful four dimensional approach with 

which to assess the impact of the auditor on audit 

quality (Figure 1 below). This framework shows 

the four main threats to auditor independence, 

similar to the threats explained in the IRBA (and 

IFAC) Code of Professional Conduct for auditors. 

Tepalagul and Lin (2015) here show a very 

important distinction, namely between auditor 

independence and auditor capabilities as regards 

to audit quality. There is also a distinction made 

between actual and perceived independence, 

again similar to the distinctions made in the Codes 

of Professional Conduct. It must be remembered 

in the MAFR debate, and is clearly shown in this 

frameworks illustrated in Figure 1, that a lack of 

audit quality does not in itself mean there is a lack 

of auditor independence. The audit failure may be 

because of a lack of auditor capabilities i.e. a failing 

on the behalf of the auditor which is unrelated to 

their degree of independence and professional 

skepticism applied in the engagement.
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Figure 1: A framework for assessing the impact of auditor independence on audit qualityH
A
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The framework above and the Codes of 

Professional Conduct show that actual and 

perceived audit quality is a function of more than 

just auditor independence. The competency 

and skills of the auditor also impact audit quality. 

Independence could be considered a necessary, 

but not a sufficient condition, to ensure that the 

audit performed is of a high quality and achieves 

its objectives in terms of the professional auditing 

standards and regulations.

If this understanding is applied to the IRBA’s 

examples of recent corporate failures, provided as 

evidence in support of MAFR, then at the very least 

the following premises must be shown to be true 

(or at least probable):

1.  The corporate failure was due to, at least in  

part, a professional failure by the auditor, as 

opposed to a myriad of other potential causes.

2.  The failure by the auditor was caused by undue 

familiarity with those charged with governance, 

bias or lack of professional scepticism, i.e. it  

was due to a lack of independence, as opposed 

to a failure in the capabilities of the auditor  

(per Figure 1).

As a prime example, the IRBA uses the 2014 

failure of African Bank as an example of a South 

African corporate failure. However, no attempt is 

made to show that the demise of African Bank in its 

business as a South African unsecured lender was 

due to a failure by the auditor. Was the auditor at 

fault in this corporate failure? And if so, what legal 

action has been taken against the auditor providing 

evidence of such neglect or fraud on their part? 

And if the auditor was at fault, was it due to a lack 

of independence from the management or audit 

committee of African Bank? 

In the 2001 collapse of Enron, it is well known 

that there was a serious lack of independence 

between auditor and management that resulted 

in such a degree of bias that the auditors were 

complicit in the outright fraudulent manipulation 

of the financial statements. However, this is simply 

not the case with all (perhaps most) corporate 

failures. Will MAFR reduce the trend of corporate 

failures? The IRBA has not provided evidence or 

reasoning that it will.

Source: Tepalagul and Lin (2015)
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As has been shown in the analysis of these primary 

arguments set forth by the IRBA in support of 

the need to regulate audit firm rotation, there are 

many unanswered questions, and premises lacking 

justification, that indicate that the regulator has 

provided weak arguments in support of MAFR. The 

evidence and the reasoning shows weak support 

at best for MAFR. This by no means implies that a 

strong case in favour of MAFR cannot be made, 

but rather that the IRBA position has not been well 

argued. Much supporting evidence and reasoning 

has been lacking in the IRBA position. It stands to 

reason that such an important piece of regulation, 

with such significant impact on the audit industry 

in South Africa, should be justified thoroughly, 

cogently and with an acceptable amount of 

supporting evidence. Many stakeholders in the 

MAFR debate have expressed similar frustration 

against the IRBA position. 

According to Deloitte Inc., the IRBA presents “a 

biased argument in favour of MAFR” (Bam, 2017, 

p. 6). According to KPMG Inc. “the consultation 

process has been flawed and rushed” and “evidence 

of research conducted on the viability of MAFR 

is lacking” (KPMG, 2017, p. 5). These represent 

acceptable summaries of the IRBA argument and is 

consistent with the analysis and findings presented 

in this paper. A noted limitation of this paper 

however, is that it is subject to the information 

made publically available with regards to the IRBA’s 

reasoning. All the documentation and much of the 

verbal presentations have been analysed in this 

regard, however, the evidence in the hands of the 

regulator not published to support its reasoning 

has not been considered. It must therefore be 

noted that the conclusions drawn here are with 

regards to the appropriateness of the reasoning 

employed by the IRBA. MAFR may be appropriate 

for South Africa, but the reasoning provided by 

the regulator at present is simply not sufficient to 

support this conclusion.

5. SUMMARY AND CONCLUSION
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Mandatory audit firm rotation  
in South Africa: A preliminary  
step towards an economic  
impact assessment

In June 2017 the South African audit regulator issued a ruling to require audit 
firm rotation every ten years, effective April 2023. This study intends to provide 
information that will aid in the development of a more detailed and comprehensive 
economic impact assessment regarding mandatory audit firm rotation in South 
Africa. A structured survey was distributed via the Johannesburg Stock Exchange, 
to auditors, audit committee chairs and chief financial officers of exchange-listed 
companies, collecting data regarding the potential impact of firm rotation. All 
participant groups believe that there will be considerable cost implications in the 
implementation of mandatory audit firm rotation (MAFR), resulting in significant 
additional cost and administrative burden in the wider South African economy. The 
study provides useful descriptions of the nature, scope and quantitative estimates of 
the potential costs imposed.

Michael Harber (Corresponding author), Senior Lecturer, College of Accounting, 
University of Cape Town • michael.harber@uct.ac.za

Ben Marx, Professor, Department of Accountancy 
University of Johannesburg • benm@uj.ac.za

MAFR has received a great deal of attention 
from national audit regulators and 
researchers in recent years (Fontaine, 

Khemakhem, & Herda, 2016). Proponents argue that 
audit firm rotation, instead of audit partner rotation, is 
needed to safeguard the independence of the auditor 
from management and sustain a high level of audit 

quality (Aschauer & Quick, 2018). In June 2017 the 
Independent Regulatory Board for Auditors (IRBA), the 
South African statutory body responsible for regulating 
the auditing profession, issued a regulation requiring 
MAFR for all ‘public-interest entities’1, effective 2023, on 
a ten-year rotation basis (IRBA, 2017a). This application 
of forced rotation primarily impacts exchange-listed 

1. INTRODUCTION

1 A public-interest entity in this context is defined by the IRBA Code of Professional Conduct (paragraph 290.25) and comprises all listed 

entities, as well as any entity for which the audit thereof is required by regulation or legislation to be conducted in compliance with the 

same independence requirements that apply to the audit of listed entities.
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Prior research has identified various potential 

financial implications from implementation 

of MAFR. In terms of costs to the company, of 

particular concern to audit industry stakeholders 

are the additional costs and inconvenience to the 

company that may arise from dealing with new 

auditors who are relatively unfamiliar with the 

company’s operations may add additional costs 

and inconvenience to the company (Ewelt-Knauer, 

Gold, & Pott, 2013; Fontaine et al., 2016; Harber & 

West, 2017; Ramon, 2016). Fontaine et al. (2016:496), 

through interviews with Canadian AC members 

with regards to MAFR, found that all participants 

emphasized “the tremendous time and effort 

involved with changing audit firms”, partly due 

to the significant time and resources required to 

assess bids (tenders) for appointment. 

From the perspective of the auditors, a new 

audit team, with less familiarity of the clients 

operations, may require more time from the client’s 

management to perform the audit and produce 

sufficient and appropriate audit documentation 

(Fontaine et al., 2016). This comes back to one of 

the primary arguments against MAFR - it may result 

in a significant degree of loss of client-specific 

knowledge (Knechel, Krishnan, Pevzner, Shefchik, 

& Velury, 2013; Stefaniak, Robertson, & Houston, 

2009). A loss of client-specific knowledge and 

experience will require the incoming auditor to 

spend time and resources in the early years of the 

audit engagement in order to upskill and familiarize 

themselves with the new client. This has cost 

implications for the client and the audit firm.

Kwon et al. (2014), using South Korean audit 

fee and audit hour data, explore the association 

between rotation, engagement hours and audit 

fees. Audit fees and engagement hours after MAFR 

adoption for mandatorily rotated engagements 

were found to be significantly larger than before 

adoption. The study also suggested that costs can 

rise during, and even after, the repeal of MAFR. 

Bedard and Johnstone (2010) in a United States 

context find that planned engagement effort 

increases following partner rotation, suggesting 

that new audit partners invest significant effort 

to gain client knowledge in the first year on the 

engagement. This effort comes from additional 

time and resources employed by the audit partner 

and audit team, hence increasing the cost of the 

audit. These studies suggest that audit fees and 

engagement effort is impacted by MAFR, affecting 

both the auditor and the client. 
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companies on the Johannesburg Stock Exchange 
(JSE). The IRBA’s move from audit partner rotation on a 
five-year rotation basis, towards firm rotation, follows 
the similar 2014 MAFR regulations implemented in 
Europe (European Commission, 2014). The United 
States regulators have repeatedly considered MAFR 
over the past two decades but have consistently 
decided in favour of audit partner rotation due to the 
negative consequences inherent in MAFR (Fontaine 
et al., 2016). 

The IRBA ruling in South Africa followed a period 
of stakeholder consultation and public debate, in 
which it was clear that there was significant push-

back from audit partners and members of the 
wider business community (Harber & West, 2017; 
Ramon, 2016). In particular, the senior leadership of 
the Big 42 audit firms have warned that MAFR will 
introduce considerable additional costs to the firms 
that will reduce profitability, lowering audit quality 
in the long term, contrary to the IRBA’s intentions. 
In addition, these auditors claim that MAFR will also 
introduce direct and indirect costs to the companies 
themselves. These direct and indirect financial costs 
are claimed to outweigh the benefits intended (Bam, 
2017; Bourne, 2017; Harber & West, 2017; Oddy, 2017; 
Shango, 2017).

2 The ‘Big 4’ refers to Deloitte, EY, KPMG and PwC, the four largest international audit firm networks.

2. POTENTIAL COST IMPLICATIONS OF MAFR



‘Big 4’ audit firms, who potentially stand to 

lose the most clients and incur the most costs 

from implementation of MAFR, have provided 

considerable argument against MAFR on the 

grounds of unmanageable cost increase. Senior 

leadership of these firms have explained that, if 

MAFR is implemented, companies will necessarily 

put audits out for tender when the time to rotate 

approaches. There will therefore be a significant 

added cost to the audit firms to tender more 

regularly to secure appointments. These costs 

were described to vary depending on many 

factors such as the size and complexity of the 

company, however they were considerable. Some 

firms emphasized that this additional cost to the 

firms would be unmanageable from a business 

perspective (Harber & West, 2017). 

In addition to the burden on the audit profession, 

Bourne from EY Inc. (2017) was of the opinion that 

MAFR would introduce significant additional cost 

and administrative burden in the wider South 

African economy. Oddy from KPMG Inc. (2017) 

explained that MAFR will result in regular audit 

tenders being required, each of which will absorb 

significant amounts of investment in time by 

boards, ACs and executive management in the 

tender process, which includes the evaluation of 

the prospective auditor. This valuable management 

time was considered to be a distraction from 

running the business.

Some of the firms provided estimates of the 

costs that would be incurred. Shango from PWC 

Inc. (2017) described the total transition costs 

(proposal costs plus costs to perform the audit) 

of a new listed audit client have equated to more 

than the first year’s audit fee. Bam from Deloitte Inc. 

(2017) stated that in their experience the securing 

of an audit tender for a top 100 JSE company 

costs approximately 30% of the annual audit fees. 

For clients outside the top 100 they estimate the 

costs at approximately R500,000 per tender (Bam, 

2017). Further to this Bam (2017) explained that 

in their experience in the first year of the audit an 

additional 30% to 50% of the audit fee is spent on 

set-up cost to understand the client’s business, a 

cost not borne by the client but by the audit firm. 

Oddy (2017) estimated tender/proposal costs for 

new appointments to be in the region of 10% to 

30% of the first year audit fees. Oddy (2017) went 

on to explain that this means that in instances 

where a number of firms tender for a new audit 

(which would normally be the case), the collective 

cost of tendering could amount to as much as the 

entire first year audit fee. Transitioning costs in the 

first year typically amount to between 40% and 

70% of the first-year audit fees.

The firms explained that these costs will have a 

negative impact on the ability of firms to invest in 

methodologies, transformation, and attract talent. 

According to Bam (2017), the firms have a very 

limited ability to absorb these costs and it would 

require spending in areas such as training and 

bursaries to be redirected to tendering for work, 

given the pressure on financial results.

According to these audit firms, these cost 

increases will ultimately lead to a deterioration 

in audit quality. The nature of the costs were 

described by Oddy (2017:4) as follows:

•  Senior resource time investment in getting  

to know the client;

•  Time spent on meetings both locally and 

internationally with management;

•  Time spent on understanding the business  

and industry;

•  Industry specialist involvement including 

technical input;

•  Marketing and proposal presentation costs; and

•  National and international travel costs
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Bourne (2017) stated that available evidence 

shows the estimated cost of introducing MAFR in 

the EU may exceed 16 billion euros (SAICA, 2016, 

2017; Shango, 2017), and while the expected cost 

to South African companies would be lower, the 

costs associated with changing auditors would 

come at a time when companies are struggling 

to grow in an economic environment which is 

expected to continue to be sluggish for the next 

few years. Affected companies will also incur 

increased costs principally due to the loss of 

management time relating to both the tender 

process and the steep learning curve of the 

incoming auditor3. Oddy (2017) believes that MAFR 

will promote a sales culture rather than a focus on 

audit quality. This would result in auditors directing 

more experienced resources to winning new audits 

rather than focusing expertise on performing a 

quality audit.
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4. THE ROLE OF ECONOMIC

IMPACT ASSESSMENTS

The World Bank (2004) asserts that a good 

investment climate, which addresses the local 

institutional, regulatory and policy environment 

in which firms operate, can stimulate economic 

growth by providing firms with the incentive 

to invest and improve productivity. Research 

has provided evidence to bolster this claim that 

regulation can promote economic growth (Jalilian, 

Kirkpatrick, & Parker, 2007; Korutaro & Biekpe, 

2013; Silberberger & Königer, 2016). The role of 

an effective regulatory regime in promoting 

economic growth and development has generated 

considerable interest among researchers and 

partners in recent years (Korutaro & Biekpe, 2013; 

World Bank, 2004). Regulation can take many 

forms and the form of regulation policy adopted 

in developing countries has shifted over time 

(Minogue, 2005). As a result, defining “good” 

regulation is a difficult task that depends on 

several factors, such as the perspective from which 

regulation is evaluated (Silberberger & Königer, 

2016). From the public-interest perspective, 

regulation is considered absolutely necessary 

to correct for market failures, but according to 

Silberberger and Königer (2016), the main purpose 

of regulation is to achieve social welfare goals at 

minimum economic costs. As applied to MAFR in 

South Africa, the IRBA has made it clear that audit 

firm rotation is intended to promote confidence in 

local capital markets, thereby promoting economic 

growth and security, which is in line with its primary 

objective to protect the investing public (IRBA, 

2017b). 

From the above evidence of potential financial 

costs from rotation, especially considering the 

possibility to cause impaired audit quality, the 

objective of this study is to explore the potential 

economic impact that MAFR will have on the 

audit industry and the audit client. The purpose of 

economic impact analysis is to measure the broader 
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3. These comments were made by EY Inc., PWC Inc. and SAICA in their response letters to the IRBA consultation paper. The figure of 

16 billion euros comes from the opinion of “two international guests at the 2016 [SAICA MAFR] Indaba, who both spoke from EU 

experience” (SAICA, 2016:21).
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economic benefits that accrue to a community, 

seeking to describe and quantify the net economic 

impact (Weisbrod & Weisbrod, 1997). Whereas this 

study does not represent a full economic impact 

assessment, it intends to understand the potential 

key cost implications of MAFR from the perspective 

of experienced key stakeholders in the South 

African audit industry.

From a review of the literature and 

communications regarding the South African 

debate on MAFR, the potential cost implications 

can be categorised as follows:

•  [Audit firm cost]: costs incurred to tender/

propose for a listed company 

•  [Audit firm cost]: set-up and transitional costs 

for the incoming audit firm

•  [Client cost]: additional once-off “on-boarding” 

cost paid by the audit client

•  [Client cost]: increase in ongoing costs to the 

company from dealing with less experienced 

audit team

The purpose of this study to provide information 

that will aid in the development of a more detailed 

and comprehensive economic impact assessment 

regarding mandatory audit firm rotation in South 

Africa. An attempt will be made to understand 

the nature of these potential cost implications 

and, importantly, collect data from informed audit 

industry participants to quantify them. These 

results are then intended to be used to further 

future research with regards to understanding the 

cost implications of MAFR and developing a more 

comprehensive economic impact assessment.
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According to Crompton (2006), sometimes an 

economic impact study is commissioned to 

legitimise a political position, seeking to support 

a predetermined position, rather than to search 

for economic truth. This analysis of stakeholder 

positions proceeds from a neutral position of being 

neither for, nor against, MAFR adoption. However, 

we do submit that, in order to explore the potential 

economic implications of MAFR regulation, which 

will only be implemented in South Africa in 2023, 

the perceptions of key industry participants are an 

important contribution. The World Bank research 

on the impact of regulations recommends surveys 

as a valid and important tool for understanding 

regulatory impact (McLiesh & Djankov, 2003). 

According to World Bank (2004:148) “the significance 

of regulations in different markets can be assessed 

in two main ways”, one being a comparative analysis 

across countries of the regulations and another 

“approach is to ask those affected by specific 

regulations”. The parties most directly affected by 

MAFR regulation will be the two parties to the audit 

engagement, namely the company (represented  

by the AC and CFO) and the auditors themselves. 

These are the three stakeholder groups surveyed  

in this study.

DESCRIPTION OF SURVEY PARTICIPANTS
The IRBA ruling applies primarily to JSE-listed 

company auditors and hence the target participants 

are (1) individual audit partners accredited with the 

JSE; (2) chief financial officers (CFOs) of the top 100 

JSE-listed companies; and the audit committee (AC) 

chairs of these same JSE-listed companies. 

5. RESEARCH METHODOLOGY
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The population for this study is all auditors 

specifically accredited to perform audits of JSE-listed 

companies. It should be noted that this includes 

auditors who are not currently appointed as auditor 

for a JSE-listed company, but who are accredited  

to do so.

The survey was distributed to the group-level 

CFOs of the top 100 companies listed on the JSE 

according to market capitalization, excluding 

companies with a secondary listing on the JSE 

exchange. The proportion of listed companies with a 

primary listing on the JSE who were sent the survey 

represents approximately 92% of the JSE market 

capitalization (excluding secondary listings). As 

such, this proportion of companies represent a wide 

spectrum of stakeholders’ interests in South African 

capital markets. 

As described above for CFOs, the survey was 

distributed to the group-level AC chairs of the same 

top 100 companies listed on the JSE. Per review of 

the latest company records and annual reports for 

each of the companies, it was determined that 7 

individuals act as chair on more than one company 

in the target group of 100. Considering that these 

individuals would only complete the survey once 

(as the tool is not company-specific), the total 

population was reduced to 93 AC chairs. 

DISTRIBUTION AND RESPONSE RATES
The surveys were distributed to the above 

described target groups, namely 305 registered 

auditors, 100 CFOs and 93 AC chairs. The survey 

tool was electronic, and distribution was done via 

formal email from the JSE exchange, requesting 

participation in the study. Of the surveys distributed, 

the following response rate was received:

•  112 complete and useable responses were 

received from the auditors, resulting in a response 

rate of 36.7%. 58% of responses were from ‘Big 4’ 

firms and 42% from non-‘Big 4’ firms. 

•  53 complete and useable responses were received 

from the CFOs, resulting in a response rate of 

53.0%.

•  41 complete and useable responses were received 

from the AC chairs, resulting in a response rate of 

44.1%.

In a comparison of similar survey-based auditing 

research, Daugherty et al. (2012) received a response 

rate of 46%, Bamber and Iyer (2007) 23% and Brazel 

et al. (2010) 48.8%. Therefore, the responses rates 

received in this study across all three participant 

groups are deemed comparable and acceptable.
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Target group: A list of 305 individual 
auditors from 20 audit firms, received 
directly from the JSE Ltd.

Target group: 100 CFOs from the largest 
100 companies by market capitalisation

Target group: 93 committee chairs from 
the aforementioned 100 companies
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Audit partners and AC chairs were asked to confirm 

whether they agreed that the following costs would 

increase as a result of MAFR in South Africa (refer 

to Table 1). The CFOs were not asked to provide 

their opinions as they are further removed from 

the audit process and not tasked with oversight of 

the external audit function or the assessment and 

appointment of the auditor. The King IV Report and 

the Companies Act (Act No. 71 of 2008) charges the 

audit committee for these functions (IoDSA, 2016).

6. RESULTS

Participants were asked the extent of their 

agreement to statements in Table 1 above on 

a five-point Likert-type scale (1-Strongly agree, 

3-Neutral, 5-Strongly disagree), similar to auditing 

studies performed by Aschauer and Quick (2018), 

Bergner (2011), Daugherty et al. (2012) and Trivellas, 

Akrivouli, Tsifora and Tsoutsa (2015). P-values, using 

a 2-tailed t-test, were calculated by comparing 

means to the scale midpoint, which is a meaningful 

midpoint separating general agreement from 

disagreement with the survey statement. Both 

participant groups expressed strong agreement 

that these activities required “significant 

resources”, significant at 99.9% confidence level. 

The comments provided by both groups further 

confirmed that the above activities represent an 

acceptable categorization of cost activities for 

the new audit firm upon appointment to a large 

exchange-listed company.

Considering that the IRBA believe that MAFR will 

allow non-Big 4 firms the opportunity to compete 

for, and secure appointment of, exchange-listed 

companies, the findings for Big 4 firm partners 

and non-Big 4 firm partners were analysed 

separately with respect to the activities listed in 

Table 1. Interestingly, the non-Big 4 firm auditors 

expressed similar agreement that MAFR will require 

significant investment by them in these activities. 

The comments provided by the non-Big 4 firms 

reflected this, indicating that all auditors have 

considerable reservations regarding audit firm cost 

implications from MAFR. 

Table 2 and Table 3 below represent an attempt 

to quantify cost implications from MAFR. The results 

from Questions 1 and 2 can be used by further 

research to calculate the audit fees payable by 

JSE-listed companies, considering that the audit 

fee (assurance only) is often not disclosed by 

the company in its annual financial statements. 

This is an important first step in performing an 

Table 1: The nature of potential audit firm costs

MAFR will require audit firms to spend significant resources (money, time, staff etc.) around 
the following activities:”

Activity: Senior leadership time investment in getting to know the new client.

Activity: Additional meetings both locally and internationally with management.

Activity: Additional time spent on understanding the business and industry.

Activity: Additional industry specialist involvement including technical input.

Activity: Marketing and proposal (tendering) presentation costs.

Activity: National and international travel costs.
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economic assessment with respect to MAFR 

or other audit industry scenarios. It has been a 

concern of auditing academics in South Africa that 

the audit fees payable are not separately disclosed 

in the annual financial statements, as there was 

a requirement to do so under the preceding 

Companies Act, 1973 (Act No. 61 of 1973). The data 

from Question 3 will allow academics to calculate 

the estimated increase in costs to the company 

from MAFR. While it is acknowledged that these are 

estimates provided by CFOs, AC chairs and auditors 

of JSE-listed companies, this data represents 

the best starting point for the furtherance of an 

economic impact assessment study. In addition, 

considering the roles and seniority of these 

participants in the study, it stands to reason that 

these are likely the best estimates available of such 

cost implications.
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Table 2: Quantifying the potential cost implications

Question 1: Please estimate, based on your experience with JSE listed company audits, the cost of the 
audit fee (for assurance services only) to the company as a percentage (%) of company revenue (before 
adoption of MAFR). Field Min Max Mean

Question 2: Can you please estimate the Rand value of the total audit fee paid to the audit firm  
in the past financial year for audit services only. 

Question 3: Can you please estimate the average percentage (%) increase in ongoing costs to the 
company that will likely be introduced by the adoption of MAFR. Please provide your response as a 
percentage (%) of the annual audit fee (from the above question). Please consider all ongoing financial 
costs to the company associated with MAFR.

Audit partners Percentage (%) 0.00 3.51 0.89 

Audit committee chairs Percentage (%) 0.00 2.00 0.49 

CFOs Percentage (%) 0.01 4.51 0.51 

Audit committee chairs Rand (Millions) 0.85 140.00 28.95 

CFOs Rand (Millions) 2.00 200.00 35.28 

Audit committee chairs Percentage (%) 0.00 401.06 40.96 

CFOs Percentage (%) 0.00 300.00 45.37 

The CFOs and the AC chairs were asked to estimate 

the average percentage (of the annual audit fee) 

increase in ongoing costs to the company that 

will likely be introduced by the adoption of MAFR 

(Question 3 above). The average was 45% and 

41% respectively. This refers to the cost borne by 

the company, outside of the audit fee, from any 

cost-bearing implications of MAFR to the company. 

Based on the above evidence and the comments 

raised by the responding CFOs and AC chairs 

in the survey, this mostly relates to perceived 

inefficiencies produced, additional investment in 

staff time and the additional need to place the 

audit for tender by the AC. 

The following CFO comments reflect these 

sentiments: 

“I am not too concerned about the audit costs 

but rather the investment in time by management 

required with a new audit firm.”

“We believe that MAFR will result in significant 

additional costs… This rotation would require 

companies to incur additional direct costs through 

higher audit fees as well as through extensive 

management time in assisting the new audit firms 
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in gaining an understanding of the entity. These 

costs are compounded across a multinational 

and are also more complicated within a regulated 

group that operates (in) various jurisdictions...”

“(Our company)’s rotation of auditors in 2014 

resulted in significantly higher costs and time taken 

by senior management to evaluate and appoint 

the new audit firm. The auditor transition plan was 

highly intense and again required time and effort 

from the global operations to explain the business, 

the drivers, risks and opportunities… The cost of 

learning and understanding the client’s business 

was borne by the incoming audit firm.”

Finally, Table 3 provides detailed cost 

implications, as estimated by experienced auditors 

registered to audit JSE companies, many of whom 

are in senior leadership positions of their respective 

audit firms. As evidence of this, the average age of 

the responding auditors in this study was 47 years, 

with 16 years being the average number of years 

acting as a registered auditor. Clearly, these auditor 

partners are experienced with respect to matters 

such as tendering for appointments equipping the 

audit firm to appropriately audit a new client.
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Table 3: Quantifying the potential cost implications for the audit firm

MAFR will naturally result in many more audits 

being placed for tender, as firms are forced to 

rotate off the client and in turn need to replace 

these clients with new appointments. The cost of 

submitting a tender proposal has been argued 

to be high and therefore an unmanageable 

concomitant of MAFR regulation. In particular, the 

unsuccessful firms will not have the resultant audit 

fee revenue to offset the cost of the tender process. 

According to the partners surveyed, the anticipated 

costs to be incurred in a tender proposal for an 

exchange-listed company was considered to 

amount to 42.35% (average) of the first year of 

appointment’s audit fee (Question 1). As per the 

literature review above, one CEO of an Big 4 firm 

stated that this cost can amount to 30% of the 

audit fee Bam (2017). Another estimated it to be in 

the region of 10% to 30%. The results of this study 

Question: Audit Partners Field Min Max Mean

1.  Consider the costs incurred to tender / propose for a listed 
company. Approximately what percentage of the first year’s 
audit fee would these tender / proposal costs amount to?

2.  In order to secure the appointment of a top 100 JSE listed 
company, estimate the Rand amount of investment required 
in the tender / proposal process?

3.  In order to secure the appointment of a listed client outside of 
the top 100 JSE listed companies, estimate the Rand amount 
of investment required in the tender / proposal process?

4.  Consider the set-up and transitional costs incurred for a listed 
company. These are the additional costs, additional to the 
following years, incurred to understand the audit client and 
perform the audit in the first year. What percentage of the 
first year’s audit fee would these set-up and transitional costs 
amount to for a top 100 JSE listed company?

5.  What percentage of the first year’s audit fee would these 
set-up and transitional costs amount to for a listed company 
outside the top 100 JSE companies?

6.  An additional once-off “on-boarding” cost is a fee paid to the 
new auditor in the first year appointed, in addition to that year’s 
audit fee, billed by the auditor to cover additional work around 
opening balances, understanding the business, reimburse set-
up and transitional costs or to perfom an interim audit. What 
percentage of the annual audit fee do you believe this once-off 
fee will be? (Answer with 0% if you do not believe there will be 
such a fee charged to the company).

Percentage (%) 0.00 151.00 42.35

Rand (R’000s) 0.00 5 000.00 1 736.13

Rand (R’000s) 28.00 4 059.00 838.47

Percentage (%) 0.00 251.00 63.63

Percentage (%) 9.00 201.00 51.76

Percentage(%) 0.00 432.00 53.22
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indicate it is higher than these estimates. It should 

be noted that South African audit partners will 

currently be experienced in the production of audit 

tenders, as this is a normal part of the business of 

obtaining (and retaining) clients when the audit is 

placed out for tender by the AC.

Considering set-up and transitional costs incurred 

for a listed company (Questions 4 and 5 above), 

the responding partners estimated that these 

costs amount to an average of 64% for a top 100 

JSE listed company, and 54% for the remaining 

companies. In the literature above Shango (2017) 

estimated it to be more than the first year’s audit 

fee. Bam (2017) estimated it between 30-50% and 

Oddy (2017) 40-70%. If the results regarding these 

costs are split between Big 4 and non-Big 4 firms, 

it is evident that the smaller firm partners believe 

these costs to be considerably less than the larger 

firm partners (50% for top 100 and 39% for others). 

Considering that so few non-Big 4 firms audit JSE-

listed companies (4% according to the (IRBA, 2016)), 

this difference may be due to the lack of experience 

by smaller firm partners in producing competitive 

tenders for large company audit engagements.

Regarding the potential for a once-off “on-

boarding” fee payable by the company to the new 

audit firm in the first year of appointment (Question 

6), the average fee was 53% of the annual audit fee. 

However, 20% of responding partners chose 0%, 

meaning they did not believe that the company 

would pay such a fee at all.

7. CONCLUSION

The findings shed further light on the perceptions 

of key stakeholders in the audit process with 

respect to the cost implications of MAFR. These 

respondents have considerable experience 

with auditor appointment and the process of 

conducting, interacting with and managing the 

audit of a large company. 

This purpose of the study is to provide 

information that will aid in the development of 

a more detailed and comprehensive economic 

impact assessment regarding MAFR in South 

Africa. As such, Tables 1,2 and 3 provide useful 

descriptions and quantitative estimates of the 

potential costs imposed. South African auditing 

academics and practitioners are encouraged to 

use this data to continue research regarding the 

potential economic impact of MAFR. This study 

also has implications for future research on audit 

fee determinants, as well as the possible direct 

and indirect consequences of auditor rotation. 

In addition, it may be useful for regulators and 

standard setters, both within and outside of  

South Africa. 

Limitations of the study include the fact that 

perceptions of possible future cost implications 

are subjective. This is mitigated somewhat by 

the seniority, role and experience of the survey 

respondents. The respondents represent the 

individuals best suited to estimate the nature 

and amounts of potential cost implications from 

MAFR. This study focused primarily on the cost 

of MAFR to the audit firms. The costs to the audit 

clients was only addressed in Table 2 Question 3 

and Table 3 Question 6. Further research into the 

costs imposed on the audit clients is needed. An 

additional limitation is that the study explores 

the cost implications of MAFR but does not focus 

on the perceived benefits of such regulation, 

such as increased independence, increased 

competition in the audit market or other benefits 

for society at large (other than the responding 

parties). Future research could address a broader 

set of issues around MAFR and target a wider 

range of stakeholder groups, such as institutional 

shareholders. 
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Is PRASA’s Legitimacy on Track?  
- A Case Study of the ‘Derailed’  
Incident

The globe has been hit by many recent crises, ranging from externally created (such 
as the Global Financial Crisis) to internally generated crises (such as the Passenger 
Rail Agency of South Africa’s (PRASA) 2015 train debacle). This paper investigates 
how PRASA managed its legitimacy subsequent to the South Africa Public Protector 
Office’s release of its investigation into PRASA’s operations. Internal and external 
audiences confer legitimacy upon an organisation when the organisation’s goals align 
with those of the greater society. Further, the organisation is considered a necessary 
part of the environment in which it operates. Legitimacy is required in order to allow 
for the organisations continued existence through support and endorsement from 
stakeholders. 

Legitimacy theory, previously used in studies to determine how organisations reacted 
to environmentally damaging events, is considered to assess PRASA’s response to their 
internally generated crisis. This study will apply the literature in a South African context 
to assess how an organisation responded to threats to its legitimacy. Currently, there is 
significant public interest around the operations of state-owned entities and this study 
will provide insight into how PRASA is managing its public image. 

Document analysis of the PRASA 2015/6 financial statements, press releases on the 
PRASA website as well as media articles were used to identify and classify methods 
used by PRASA to manage their legitimacy. The study found that PRASA did engage in 
impression management techniques such as decoupling of non-legitimate events as 
well as accepting responsibility for negative outcomes and implementing the required 
reforms in order to repair and maintain their legitimacy. 

Key words: Passenger Rail Agency of South Africa, Legitimacy, Impression management, 
Board of Directors, Public Protector, Strategies

Devin Werner, University of the Witwatersrand, School of Accountancy
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1. INTRODUCTION

In light of the emergence of several business 

failures and organisational crises across South 

Africa, maintaining legitimacy has become 

essential for operating a sustainable organisation 

– specifically, techniques for repairing threats to 

legitimacy following scandal or other crises (Patten, 

1992; Summerhays & de Villiers, 2012). As illustrated 

by the definition of Suchman (1995), legitimacy is 

the perception that an organisation is desirable, 

proper and appropriate due to the congruence 

between the organisation and society’s expectation 

of it. Through operating within the norms of 

society, audiences perceive the organisation to be 

necessary and encourage its long-term existence 

through endorsement and support. This paper 

investigates how the Passenger and Railway 

Agency of South Africa (PRASA), a significant 

public transport state-owned entity1 managed its 

legitimacy after a crisis. 

This may provide insights into how other South 

African management personnel manage similar 

crises and may be used as a base to compare 

different management strategies in other countries. 

Legitimacy theory is used as the basis of analysis as 

it defines why management would react to crises as 

well as some motivation and methods of reacting 

to such threats. Similar approaches were used by 

Patten (1992) as well as Summerhays and de Villiers 

(2012).

To the researcher’s knowledge, this is the first 

application of a legitimization strategy to a South 

African state-owned company. Prior research 

conducted by Summerhays and de Villiers (2012) 

looked into how entities directly involved in the 

Deepwater Horizon oil spill in the Gulf of Mexico 

responded to the crisis in order to maintain 

their legitimacy. Patten (1992) also studied the 

subsequent effects of the oil spill by analyzing 

sustainability disclosures provided by entities 

involved and the effect on their legitimacy.

In addition, as South African taxpayers have seen 

a plethora of reports alleging extravagant wasteful 

and fruitless expenditure (AGSA, 2016), it is relevant 

to look into the extent at which management of 

state-owned entities are disclosing information. 

Further noting how the information is disclosed in 

a way that enhances organisational legitimacy. As 

PRASA has high public accountability it is in the 

public interest as to whether the organisation is 

considered as legitimate.  

The flow of the rest of the paper consists of the 

background around PRASA as well as key findings 

from the ‘Derailed’ report. Section 3 contextualises 

legitimacy and identifies the strategies that are 

available for organisations to implement in order 

to manage their legitimacy. Section 4 highlights 

the methodology followed by the researcher while 

section 5 discusses the findings of the study. Finally 

the conclusion as well as the implications of the 

study are examined in section 6. 

1 Note, the purpose of this paper is not to contrast legitimation strategies of state owned entities compared to other types of organ-

isations. PRASA was selected due to its recent internally generated crisis, the fact that it is of significant public interest and that it’s 

financial statements and other documents are publically available.
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2. THE CASE OF PRASA

3. CONTEXTUALISING LEGITIMACY

PRASA is a South African public entity wholly 

owned by government, which reports to the 

Minister of Transport. PRASA provides commuter 

rail services in the metropolitan area as well as long 

distance rail and bus services within and around 

South Africa. PRASA transport approximately two 

million people everyday and has a market share of 

approximately 15% of the public transport industry 

in South Africa. PRASA employs more than 15 000 

employees, operates 585 train stations and have a 

total fleet of 4554 coaches (PRASA, 2015). The South 

African public, therefore, have a vested interest in 

PRASA’s legitimacy as a national public transport 

provider. 

PRASA was chosen as a case study as it faced 

numerous challenges in the 2015/6 financial-

year. The damming ‘Derailed’ report by the Public 

Protector (Madonsela, 2015) released in August 

2015 highlighted maladministration relating to 

financial mismanagement as well as tender and 

appointment irregularities. In addition, the Auditor 

General’s report (AGSA, 2016) on national and 

provincial audit outcomes for the 2015/6 financial-

year indicated R13.9 billion in irregular expenditure 

relating to PRASA. 

The investigation performed by the office of the 

Public Protector was a result of 37 complaints led 

by the South African Transport and Allied Workers 

Union in 2012 and later pursued by the National 

Transport Movement (Madonsela, 2015). The Public 

Protector’s report implicated former PRASA CEO 

and other top management in numerous adverse 

findings. The findings included, among others, 

improper extension of tenders worth more than 

R2 billion, senior personnel acting in breach of 

the constitution through severing contracts with 

several suppliers, improper appointments and 

suspensions of staff as well as fruitless and wasteful 

expenditure (Madonsela, 2015). The release and 

adverse findings of the ‘Derailed’ report further 

illuminate threats to PRASA’s legitimacy. 

In order to gain, maintain and repair their 

legitimacy, organisations implement different 

techniques. For example, a study on reporting after 

environmental disasters showed an increase in the 

extent of environmental disclosure by petroleum 

companies following an oil spill in the late 1980s 

(Patten, 1992). This was in order to justify actions, 

alleviate concerns, mitigate criticism and ensure key 

stakeholders’ continued support. 

In order to receive continued support from 

patrons, suppliers, employees and governments, 

organisations need to establish legitimacy to 

ensure their long-term survival (Suchman, 1995). 

Once established, certain events can bring the 

organisation’s legitimacy into question. Research 

by De Villiers and Maroun (2018) indicated that 

when an unexpected or undesirable event occurs, 

stakeholders demand explanations and expect 

organisations to take steps to deal with the adverse 

outcomes or risk becoming illegitimate. This is often 

done through the use of additional disclosures in 

financial statements or media statements released 

by spokespersons. However, this event could also 

highlight internal weaknesses, raise awareness of 

broader issues and result in demands for additional 

reforms.

Paradoxically, this additional disclosure could 

undermine an organisation’s legitimacy as it invites 

added scrutiny from stakeholders. As a result, 

companies rely on generic disclosures to provide at 
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least some information to users but avoid dealing 

with specific considerations, which may draw 

negative attention (Dube & Maroun, 2017). 

In order to avoid this additional scrutiny, another 

legitimisation strategy is the use of institutional 

conformity. Institutional conformity involves an 

organisation displaying structures and practices 

that are congruent to those of legitimate 

organisations in an institutional context. Through 

displaying similar configurations, organisations 

as well as its spokespersons are seen as rational, 

credible and legitimate by audiences (Elsbach & 

Sutton, 1992). This strategy can be used in order to 

gain and repair organisational legitimacy following 

an undesired event. Institutional conformity is a 

type of impression management tactic whereby 

organisations are able to influence audience’s 

perceptions of them. 

Impression management is a conscious or 

subconscious process in which people attempt to 

influence the perceptions and opinions about a 

person, object or event. In order to confer the most 

favourable impression during interactions with 

audiences, participants may control and regulate 

information presented (Leary & Kowalski, 1990).  

Impression management tactics shift attention 

away from the negative aspects of the event 

and toward the positive aspects. This sets the 

stage for the use of enhancements and entitlings 

by management (Elsbach & Sutton, 1992). 

Enhancements are attempts to improve the 

perceived merit of an event onto the company 

in an attempt to gain credit and deflect negative 

aspects (Tedeschi & Reiss, 1981). Spokespersons 

often emphasize how an organisation has made 

progress towards socially desirable goals as a 

result of an illegitimate action. Spokespersons may 

claim that the organisation deserves credit for the 

action because of the socially desirable goals that 

it achieved (Elsbach & Sutton, 1992; Tedeschi & 

Reiss, 1981). This may be demonstrated through 

management downplaying the negative aspects of 

the undesired event and emphasising the positive 

outcomes it has resulted in. 

In addition, management may employ a 

decoupling tactic to maintain their legitimacy. 

Decoupling involves creating a physical and 

symbolic distance between the legitimate 

organisational structures and the practices from 

a member’s illegitimate actions. Decoupling 

safeguards and may enhance the legitimacy of 

an organisation by allowing spokespersons to 

separate the organisation and its legitimate goals 

from the illegitimate actions of members; this 

type of behavior seeks to isolate the member as a 

‘scapegoat’ for the undesired outcomes (Elsbach & 

Sutton, 1992). 

A combination of the above mentioned 

strategies could be implemented together in order 

to achieve organisational legitimacy. Organisational 

legitimacy is therefore seen to result from the 

design features and impression management 

tactics employed. Initially, design features will allow 

the organisation to distance itself from member’s 

illegitimate actions in order for the organisation to 

be viewed as a credible and rational part of society. 

This is exacerbated through the use of defenses 

of innocence and justifications whereby the 

organisation is further able to shift attention away 

from illegitimate means of members towards long-

term legitimate goals. Lastly, enhancements and 

entitlings of the negative event can ultimately lead 

to endorsements and support from the segments 

of society that support the organisation’s goals 

(Elsbach & Sutton, 1992). 

However, legitimacy is neither a constant 

nor guaranteed. Once legitimacy is conferred, 

an organisation needs to actively manage its 

goals, values and ideas in order to maintain its 

legitimacy. An organisation’s legitimacy can be 

compromised as a result of changes in its function 

or operation (Suchman, 1995), involvement 

in negative events (Deegan, Rankin, & Tobin, 

2002) and changing societal pressure as well as 

the related public pressure (O’Donovan, 2002). 

PRASA’s misadministration of, what is perceived as, 

taxpayer’s funds as well as wasteful and fruitless 

expenditure are acts deemed unworthy by the 

South African public and Public Protector’s office. 
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4. METHOD

5. FINDINGS AND DISCUSSION

First an in-depth understanding of PRASA and 

how it operates was obtained. The researcher then 

gathered and examined articles published by 

media houses on the events unfolding at PRASA 

following the release of the ‘Derailed’ report. Press 

releases posted by spokespersons on the PRASA 

website were also examined. Further, document 

analysis was performed on data collected through 

a review of the explanations and disclosures in 

the PRASA 2015/6 Annual Integrated Report 

surrounding the undesirable event. A press release 

posted by the then Acting CEO was also analysed 

noting how the Acting CEO responded to the 

negative publicity. Media articles were gathered 

and examined however many of these merely 

reported statements made by management in the 

above-mentioned forms. 

Evidence of how key management, Board 

Members and spokespersons responded to the 

adverse activities were identified and analyzed in 

order to determine which devices and strategies 

PRASA employed in order to repair its legitimacy. It 

is important to note that only responses relating to 

the threat to legitimacy, the ‘Derailed’ report, were 

identified and analysed. 

It is possible to rule out certain strategies that 

were not implemented by PRASA from the outset. 

Due to the substantial legitimacy and adoration for, 

then, public protector Thuli Madonsela2, it would 

not have been appropriate for PRASA management 

to avoid or deny the findings of the Public 

Protector. 

Similarly, it would have been inappropriate for 

management to reframe stakeholders’ views on 

what constitutes acceptable or unacceptable 

processes and outcomes – King IV is evidence of 

current good corporate governance sentiment 

(De Villiers & Maroun, 2018; IoD, 2016). Internal 

and external audiences would not have reacted 

well to management attempts to represent the 

maladministration and financial mismanagement 

as an acceptable business process. Had this 

strategy been followed, it may have resulted 

in management’s legitimacy being further 

questioned.

2 Her legitimacy was demonstrated when she was named by Time Magazine as one of the top 100 most influential people in the world 

in 2014 (Time, 2014).

In analysing the responses made by management, 

three key methods of communication were 

identified: the Chairman of the Board, the Acting 

CEO and announcements made by spokespersons 

on the PRASA website and in the media. The 

Chairman of the Board as well as the acting CEO 

were isolated as key management that would 

be responsible for identifying and implementing 

strategies in order to repair the organisations 

legitimacy. Therefore it is appropriate to examine 

their responses to the undesirable event in order to 

determine the strategies implemented.
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5.1. CHAIRMAN OF THE BOARD
The Chairman of the Board begins his statement 

in the Integrated Report by expressing that the 

parastatal was faced with a number of challenges 

during the financial year (PRASA, 2016). These 

challenges were “exacerbated” (PRASA, 2016, p. 

14) by the findings of the Auditor-General and 

the Public Protector. The Chairman is making 

use of impression management tactics. Initially, 

creating the impression that the Board is doing 

all it can, given the harsh situation it finds itself in. 

Any successes are therefore emphasized – see for 

example Elsbach and Sutton (1992).

Subsequently, the Chairman states how the 

Board has dealt with the problems surfaced from 

these reports. He emphasizes that the Board 

spent considerable time ensuring stability in 

the organisation whilst also increasing control 

measures in order to strengthen governance 

(PRASA, 2016). By mentioning this, the Chairman 

is highlighting the Board’s accomplishments in an 

attempt to manage the perceptions and opinions 

of stakeholders, following the undesirable media 

attention faced during the financial year. 

Further, the Chairman includes extracts from 

the ‘Derailed’ report in his Foreword to the Annual 

Report. The first extract outlines the extent of 

avoidable expenditure and preventable disruptions 

of services (PRASA, 2016). The second indicates that 

a culture of hiding information that could provide 

evidence of maladministration and improper 

conduct exists. This is followed by an inclusion of a 

statement by the Public Protector, stating that if the 

pattern is not arrested it has the potential to derail 

the effective procurement of goods and services 

(PRASA, 2016, p. 15). 

The first extract may be included to demonstrate 

that the Board is adapting and conforming to the 

report by accepting responsibility for the negative 

outcomes identified (De Villiers & Maroun, 2018). 

However the second extract may have been 

chosen because of the positive impact it leaves. 

Through the Public Protector indicating that this 

culture has the “potential” (PRASA, 2016, p. 15) to 

derail the effective procurement of goods and 

services, this may indicate that procurement 

methods are currently effective. The Board is using 

the negative aspects of the report to emphasize 

its accomplishments through highlighting the 

endorsement of effective procurement from the 

Public Protector. 

Following the above, the Chairman discloses 

the fact that the Public Protector’s observations 

“confirmed the Board’s frustrations” (PRASA, 2016, 

p. 15). All of this occurring in the Boards first 

year of office. The Chairman is separating the 

previous Board member’s illegitimate actions 

from the actions taken by the incumbent Board. 

By distancing the Board and its legitimate actions 

from the illegitimate actions of previous members, 

the Chairman protects, and perhaps begins to 

repair organisational legitimacy (see Elsbach & 

Sutton, 1992). In addition, this indicates that the 

views of the Board align with those of the Public 

Protector, enhancing its credibility by imitating and 

associating with the Public Protector. 

During PRASA’s own investigations into the 

allegations, “more irregularities were uncovered” 

which included proof that some of the explanations 

provided to the Public Protector were incorrect 

(PRASA, 2016, p. 15). The Chairman is indicating 

that the Board was not limited to the findings of 

the Public Protector but rather went above and 

beyond the suggested reforms. This may be aimed 

at proving that the Board is taking these allegations 

seriously and actively engaging in the future of 

the organisation in order to gain and maintain 

legitimacy. 

The Chairman goes on to state that the findings 

of the Public Protector “give a true reflection of 

the state of the organisation” and that the Board 

has started to address the systemic failures 

that have been identified (PRASA, 2016, p. 15). 

The Board is achieving legitimacy through the 
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strategy of adaptation and conformation by 

accepting responsibility for negative outcomes and 

implementing the required reforms (see De Villiers 

& Maroun, 2018). 

The Chairman states that particular focus was 

placed on complementing the remedial actions 

recommended by the Public Protector (PRASA, 

2016). While this can be seen as the Board largely 

outsourcing the function through implementing 

the reforms suggested by the Public Protector, 

it is an important statement in repairing PRASA’s 

legitimacy. The remedial actions are to be 

implemented according to section 182 (1) (c) of 

the Constitution, which gives the Public Protector 

the power to take “appropriate remedial action” 

(Parliament, 1996, p. 63). The Board is, therefore, 

compelled by law to take the appropriate actions 

but nevertheless makes it appear as though PRASA 

is implementing these through its own accord, 

again, attempting to repair its legitimacy. 

5.2. ACTING CEO 
In order to mobilize the remedial actions identified 

by the public protector, the acting CEO states 

that the Board of Control established a Board 

Committee called the “Transitional Ad hoc 

Committee of the Board of Control” (PRASA, 2016, p. 

17). The Ad hoc committee’s aim was to work with 

management to resolve the challenges identified 

(PRASA, 2016). Subsequently, the acting CEO was 

“pleased” to report that the ad hoc committee 

together with management “executed its work 

diligently and completed its mandate successfully” 

(PRASA, 2016, p. 17). This is attempting to 

demonstrate that the ills of the past are successfully 

being remedied and, thus, PRASA is worthy of 

renewed legitimacy. 

The acting CEO is emphasizing management’s 

accomplishments in order to gain legitimacy. 

However, nothing is disclosed as to how these 

accomplishments have been achieved. This 

statement supports the theory suggested by 

Dube and Maroun (2017), where companies rely 

on generic disclosures to provide at least some 

information to users but avoid dealing with specific 

considerations negating the need for additional 

scrutiny. In addition, this also creates a myth and 

ceremony to create the perception that substantive 

changes, that are worthy of legitimacy, are being 

undertaken and employed. 

It is interesting to note that the former PRASA 

CEO was dismissed during July 2015 (Fin24, 2017). 

This could not have been a reaction by the Board 

as a result of the contents of the Derailed report, 

as this was released by the Public Protector during 

August 2015, one month later. The dismissal of the 

CEO was said to be the result of a culmination of 

conflict and discord at its highest leadership levels 

as well as negative media coverage throughout 

the period (PRASA, 2016). It could well have been 

part of the “cleaning-up process” (Molefe, 2015, p. 1) 

the Board implemented after the initial findings of 

their own forensic investigation. The organisation 

distancing itself with the former senior executive 

illustrates the use of a decoupling tactic whereby a 

physical and symbolic separation is created. Again 

emphasising its strategy to repair its legitimacy. In 

this regard, PRASA is reflecting consistency in its 

strategies employed to repair its legitimacy which, 

in itself, also enhances the chances of regaining 

trust by the public. 

5.3. MEDIA AND PRASA WEBSITE
In a statement released on the PRASA website in 

response to the Public Protector’s report, the Board 

wished to highlight an already commissioned, 

independent investigation led by a firm of 

attorneys. The investigation commenced prior to 

the release of the Public Protector’s report and 

looked into several irregularities identified by the 

Auditor-General (Molefe, 2015). The Board would do 

this in order to pre-empt the findings of the report, 

thereby reducing the impact the report might 

have and as an attempt by the Board to appear 
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proactive. The organisation limits the extent of 

blame as its own internal processes are presented 

as revealing the fault rather than the external 

body; this provides evidence that it is capable of 

identifying and correcting problems itself. 

In addition, that statement indicates that this 

is all part of the “cleaning-up process” of the 

company and the “enhancing [of ] good corporate 

governance” (Molefe, 2015, p. 1). This aligns with 

the adaptation and conformance strategy of 

implementing the required reforms (see De Villiers 

& Maroun, 2018). The Board is accepting that it 

bears the responsibility to take the appropriate 

action in order to salvage the parastatal. This 

may also indicate that the Board deserves credit 

for the socially desirable goals (cleaning up and 

implementing good corporate governance 

reforms) that the negative event achieved (Elsbach 

& Sutton, 1992). 

Finally, management use impression 

management tactics to enhance confidence by 

stakeholders in PRASA. In a statement on the 

PRASA website, it is stressed that the “experienced 

management are working with thousands of 

employees in discharging their historic mandate” 

(Molefe, 2015, p. 1). Management, as well as 

the employees, achieves this with the highest 

degree of ethical standards and commitment 

to good corporate governance (Molefe, 2015). 

The impression is created that the future of the 

organisation is positive and hopeful, leaving the 

audience feeling slightly more at ease and willing 

to forgive PRASA and reinstate its legitimacy. 

5.4. ADDITIONAL DISCUSSION
Legitimacy may be seen to have broken down 

at the parastatal as PRASA only aims to achieve 

legitimacy at an overall level with very little to 

low underlying strategy. It would not have been 

appropriate for PRASA to ignore the report by 

the Public Protector. However, PRASA is not 

implementing an extensive legitimization strategy 

but rather a high level rhetoric with legitimacy 

as the end result. It does this by implementing 

a superficial strategy to repair and maintain its 

legitimacy. The Board discloses little evidence about 

how the action plans are achieved or carried out. 

Instead, brief disclosure is provided how the duties 

were adequately completed (PRASA, 2016). All of 

the above creates the impression that action is 

being taken with little underlying detail provided 

that can be critically analyzed by stakeholders (thus 

negating the risk of further inquiries). 

Further, the ethics of impression management 

have been thoroughly debated on whether 

audiences should view it as a useful tactic or as 

cynical manipulation (Provis, 2010). The growing 

importance of integrated reporting provides 

firms with the opportunity to present more 

detailed information and explanation, increasing 

the decision usefulness of the information. 

However, they also present the opportunity for 

an organisation to present information in the 

best possible light, having the opposite effect. 

This opportunity for manipulation is heightened, 

as corporate narratives are largely unregulated in 

South Africa (and many other developed countries). 
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6. CONCLUSION

Following the release of the ‘Derailed’ report by the 

Public Protector, PRASA management dealt with it 

predominantly through the strategy of accepting 

responsibility and creating the impression of 

implementing the necessary measures to correct 

the identified issues. The Board indicated that their 

views on the organisation aligned with those of 

the Public Protector in an attempt to ‘piggy-back’ 

off their legitimacy. Management also made an 

attempt to appear proactive through the use of 

their own internal investigations in order to reduce 

the impact of the findings of the Public Protector.

Nevertheless, it was found that, ultimately, a high-

level approach was implemented by the parastatal. 

Achieved through a superficial strategy with little 

to low underlying actions disclosed to users. It is 

not appropriate for this paper to conclude as to 

whether legitimacy has been achieved at PRASA. 

However, the responses of management, as well 

as the Board, have been able to instill a level of 

confidence in their abilities leaving the internal and 

external audiences feeling assured that the worst 

is behind the organisation with the future looking 

rather bright. 

6.1. IMPLICATIONS
As a result of PRASA being a large provider 

of passenger rail transport in South Africa it 

currently has a material influence over the market. 

This influence coupled with the fact that the 

organisation does not have any public shareholders, 

leads to the subordinating of accountability. The 

perceived lack of accountability at the parastatal 

leads to a lower proportion of required legitimacy. 

This monopoly allows PRASA to deflect threats to 

legitimacy and hence the use of the superficial 

strategy. 

In addition, the findings of this report show a 

limited commitment to King IV. It does not appear 

as if the Board of PRASA is leading ethically and 

effectively in a way that supports the ethical culture 

of the organisation. This is particularly relevant, as 

state-owned companies should be demonstrating 

compliance with King IV due to their large public 

interest and use of state funds. Through the use of 

impression management, the Board is not ensuring 

that reports issued by the organisation enable 

stakeholders to make informed assessments of the 

organisation’s performance and its short, medium 

and long-term prospects (Provis, 2010). 

6.2. AREAS OF FUTURE RESEARCH
This area of study invites additional legitimacy 

research, especially in the current politically 

unstable condition of the Republic and globe. 

Further research could look into the role that 

government plays in the legitimacy of the state-

owned entities and how this is managed. In 

addition, research could compare this study to non-

state-owned entities as well as audit firms in order 

to determine if similar legitimization strategies were 

followed. 

On a more financial aspect, disclosures 

provided by legitimate organisations could be 

compared to non-legitimate counterparts to 

determine differences that underpin or enhance 

organisational legitimacy. This could result in a 

legitimacy-enhancing framework being developed. 
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Exploring unchartered waters
Insights into the audit profession: 
A Namibian Perspective
Whilst the audit profession in Namibia has officially existed for 67 years with the 
establishment of the Public Accountants and Auditors Board (PAAB) in 1951, little 
is reported about the state of the audit profession in the country. This exploratory 
study sought the responses of audit partners and trainees to gauge their perception 
of the Namibian audit profession, with respect to their view of the level of regulation, 
capacity constraints, and other challenges facing the profession. The results indicate 
that the Namibian audit profession faces challenges similar to those within the global 
audit profession, inter alia, credibility, talent retention and snail-paced adoption 
of technological advancements. Unique challenges include the perceived lack of 
regulation by the PAAB, as well as mixed views regarding a localised Chartered 
Accountant (CA) qualification introduced in order to alleviate capacity constraints.

Key words: Chartered Accountant, regulation, audit, Registered Accountant and 
Auditor, Audit Development Programme, legitimacy, Namibia

Miriam Dikuua, Willemien Gertze, Anton Ketjinganda, Calistus Mahindi,
Janey van Wyk – Namibian University of Science and Technology 

Amidst all the international corporate 

scandals involving audit firms in recent 

times, increasing regulations appear to 

be in the pipeline. The introduction of mandatory 

audit firm rotations (IRBA, 2017), the implementation 

of the Audit Development Programme (ADP) for 

prospective Registered Auditors (IRBA, 2015) and 

the release of additional standards on ethics such 

as the Non-Compliance with Laws and Regulations 

(NOCLAR) (IRBA, 2016) are some of the measures 

regulators have taken in response to these 

international scandals. 

Namibia is not isolated from the effects of these 

corporate scandals due to the presence of global 

audit firms in the country. The purpose of this paper is 

to understand the challenges Namibian auditors face, 

namely; the effects of corporate scandals; perceived 

level of regulation; capacity constraints and other 

challenges facing the profession; and the legitimacy 

of a localised Chartered Accountant (CA) qualification. 

Currently, Namibian CAs obtain their qualification 

based on South African accredited degrees and 

qualifying examinations, however, strides are being 

made to move in the direction of a fully localised CA 

qualification. In addition, the paper aims to make 

relevant recommendations and identify areas for 

future research. The intention of the authors was to 

gauge the insights of those in public practice, so as to 

assess the state of the Namibian audit profession in 

the midst of the identified challenges and proposed 

regulations. Namibian audit literature appears to 

be limited and can be regarded as unchartered 

waters, thus this research seeks to add to the body of 

Namibian academic audit literature.

1. INTRODUCTION
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2. BACKGROUND TO THE

AUDIT PROFESSION IN NAMIBIA

2.1 HISTORY OF AUDIT IN NAMIBIA
Namibia gained independence on 21 March 1990. 

Prior to independence, Namibia relied on South 

Africa for all its legislative requirements as it was still 

subject to South African rule (Geraldo, Nowases, & 

Nandago, 2013). The audit profession has enjoyed 

a long history since the Chartered Accountants 

resident in Namibia, formerly known as South West 

Africa, established a Branch Association of the Cape 

Society of Chartered Accountants in 1955 (ICAN, 

2018). This branch existed as the forerunner of the 

present-day Institute of Chartered Accountants in 

Namibia (ICAN) which was established in October 

1990 (ICAN, 2018). Since its establishment, the ICAN 

membership of qualified CAs has grown, as illustrat-

ed in the following table:

Table 1: The ICAN membership in Namibia

Category 2010 2015 2016 2017 2018

Members in Public Practice 87 117 134 136 138

Members not in Public Practice 202 343 357 397 404

Absentee (Namibians abroad) 27 43 52 57 69

Non-resident (Non-Namibians) 5 4 3 3 3

Honourary members 6 4 4 4 3

Total membership 327 511 550 597 617

Source: (ICAN, 2018)

As shown in Table 1, the total membership of the 

ICAN has grown from 327 in 2010 to 617 in 2018. In 

a country with a population of around 2.3 million 

(Namibia Statistics Agency, 2016), this represents 

one CA for approximately every 4 200 people in 

2018 (ICAN, 2018). However, this appears to be 

a deficiency in the number of CAs in Namibia 

as reported by numerous media sources (The 

Economist, 2013; Windhoek Observer, 2014) as well 

as published reports by professional institutions 

within the country (ICAN, 2012; Institute of Public 

Policy Research, 2010). Further analysis of the 

above data indicates problematic retention of CAs 

in public practice, as members appear to prefer 

employment outside of public practice. This is 

illustrated by a 3% growth of members in public 

practice from 2016 to 2018, whereas for members 

outside public practice, the growth rate was 13% 

for the same period.

2.2  REGULATORY BACKGROUND OF THE  
AUDIT PROFESSION IN NAMIBIA

The Public Accountants and Auditors Board (PAAB) 

was established by the Public Accountants’ and 

Auditors’ Act of 1951 (the 1951 Act) as amended in 

1990. Subsequently, the PAAB has embarked on a 
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mission to revise the 1951 Act, and a draft bill was 

distributed in 2016 to members of the profession 

for comments (PAAB, 2016). The PAAB is charged 

with the legal responsibility of monitoring and 

maintaining the quality of the services provided by 

Registered Accountants and Auditors (RAA) (IFAC, 

2016) although the term RAA is not defined in the 

1951 Act.

Whilst the PAAB is responsible for the oversight 

of the audit profession, it had been inactive for a 

period of five years with no appointed board, and 

it only resumed operations in 2012 (IFAC, 2016). 

During the period of dormancy, the ICAN assumed 

the responsibilities of the PAAB (IFAC, 2016). Prior 

to 2014, to ensure compliance with all relevant 

audit regulations, the ICAN partnered with the 

Independent Regulatory Board of Auditors (IRBA) 

in South Africa to perform Quality Assurance (QA) 

reviews for PAAB members offering audit services 

(IFAC, 2016). Since 2014, the ICAN is no longer 

responsible for the implementation of QA reviews, 

it focuses its efforts on supporting the PAAB and 

its members with the implementation of quality 

control standards (IFAC, 2016). D
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3. LITERATURE REVIEW

Based on various audit literature, there are common 

challenges experienced within the global audit 

profession. These include, amongst others, 

regulatory measures, the ever-changing business 

environment and talent retention (Barac, Gammie, 

Howieson, & van Staden, 2016). This research seeks 

to probe the themes identified within the context 

of the Namibian audit profession and provide 

possible recommendations as well as identify areas 

for future research.

This exploratory study was thus guided by the 

following themes: 

•  the perceived level of regulation;

•  capacity constraints and other challenges facing 

the profession from the perspective of audit 

partners and trainees within public practice; and

•  the legitimacy of a localised CA qualification.

3.1 REGULATION
Research has found that the regulatory 

environment within which the auditor operates 

impacts the behaviour of the auditor as well as 

the standard of care which an auditor applies 

(Francis, 2004). However, the impact of external 

regulation on audit quality improvement is not 

clear (Humphrey, Kausar, & Loft, 2011). It would 

appear that the introduction of additional 

external regulation on an existing self-regulatory 

environment may seem superfluous, as auditors 

working within these environments may be 

sufficiently disciplined to comply with the 

standards of the audit profession (Firth, Rui, & 

Wu, 2012). This prompted the following research 

question (RQ):

•  RQ 1: What is the perceived level of regulation of 

the audit profession by the Public Accountants 

and Auditors’ Board (PAAB)?

3.2 CAPACITY AND SKILLS CONSIDERATIONS
The factors young professionals may consider 

in joining the audit profession include, amongst 

others, lengthy working hours, immense pressure 

to meet deadlines and the increased exposure to 

legal liability as financial reporting becomes more 

complex (ACCA, 2010; Barac, Gammie, Howieson, & 

van Staden, 2016). In addition, recent audit scandals 

tarnish the reputation of the profession and would 

appear to dissuade young professionals from 

joining and remaining in the profession (ACCA, 

2010; The American Assembly, 2003). Auditors that 
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do remain in the profession need to be equipped 

to operate in the changing business environment. 

Thus, audit partners should respond to these 

changes by aligning the capabilities (technical 

knowledge, skills, values, ethics and attitudes) 

of their audit staff to the changing business 

environment (Barac, Gammie, Howieson, & van 

Staden, 2016; ACCA, 2010). This gave rise to the 

following research questions:

•  RQ 2: What do audit trainees and partners 

perceive as the biggest challenges facing the 

profession?

•  RQ 3: What is the inclination of audit trainees to 

remain in the audit profession?

•  RQ 4: What are the effects of these challenges on 

capacity constraints within the audit profession?

3.3  THE LEGITIMACY OF THE NAMIBIAN  
CA QUALIFICATION

“Legitimacy is a generalised perception or 

assumption that the actions of an entity are 

desirable, proper, or appropriate within some 

socially constructed system of norms, values, 

beliefs, and definitions.” (Suchman, 1995, p. 574). 

Expressions of the competence, prestige and 

independence of the auditor have become 

cornerstones of the perception stakeholders foster 

towards the auditing profession and this inherently 

generates social trust as the fruit (Power, 2003). 

Little evidence is available pertaining to how 

auditors garner legitimate expertise to operate 

in new areas (Power, 2003). This led to the need 

to understand the perception of the auditor 

profession with respect to the legitimacy of the 

proposed localisation of the CA qualification in 

Namibia. This was addressed by the following 

research question:

•  RQ 5: What is the perceived value of a fully 

localised Namibian CA qualification?

4. METHODOLOGY

Although the study makes use of both qualitative 

and quantitative methods (i.e. mixed method 

approach), it is inspired by an interpretive 

epistemology (Creswell, 2014; Leedy & Ormrod, 

2014).The intention of this paper is not to quantify 

the responses to the themes identified nor 

extrapolate findings thereon. Instead, this research is 

exploratory in nature, highlighting the perceptions 

of those in public practice within the context of the 

Namibian audit profession. 

The matters highlighted in the literature review 

provided a basis for determining the survey 

questions. The scope of this paper was limited to 

contributions from audit partners and audit trainees. 

Questions were constructed and distributed to the 

targeted respondents via a web-based survey.

A. DATA COLLECTION
The distribution of the survey to the target 

audience was done with the assistance of the 

ICAN secretariat in April 2018. Each target group 

received a survey tailored specifically for that group. 

Of the questions posed to audit partners, 70% 

were open-ended which allowed their views to be 

communicated, whereas only 40% of questions 

posed to trainees were open-ended. Responses 

were extracted and analysed accordingly. To 

minimise researcher bias, the responses were 

anonymous. The response rate is illustrated in  

Table 2.
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Table 2: Response rate of the surveys

Graph 1: PAAB regulation

Target audience Total no. distributed to Total no. that responded Response rate

Audit partners 78 16 21%

Audit trainees 120 41 34%

TOTAL 198 57 29%

Of the 16 responses received from audit partners 
in the profession, 6 partners were from the “Big 
4” firms, namely, Deloitte, PWC, EY and KPMG and 
the remaining 10 were from small to medium 
sized firms. 

Of the 41 trainees who responded, 39 were 
from the “Big 4” firms and the other 2 were 
from small to medium sized firms. Due to the 

exploratory nature of this study, the response rate 
may be deemed appropriate for the purposes 
of this study. Future research may be set to 
address a wider audience with a broader set of 
categories and examine the possible differences 
in the perspectives between “Big 4” and small to 
medium sized firms.
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5. FINDINGS

The findings with respect to the research questions 

posed are discussed below:

5.1 REGULATION OF THE AUDIT PROFESSION 
RQ 1: What is the perceived level of regulation 
of the audit profession by the Public 
Accountants and Auditors’ Board (PAAB)?

Graph 1 shows the partners’ responses 

pertaining to the regulation of the PAAB on the 

audit profession. Twenty-five percent (25%) of the 

respondents agreed that the profession is well 

regulated, whilst 31% were undecided or unsure 

and approximately 44% believed that it is not well 

regulated.

Responses

Strongly 
agree

Agree Neither 
agree nor 
disagree

Disagree Strongly
disagree

18.75%
25.00%31.25%

18.75%
6.25%

40%
30%
20%
10%
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A majority of the responses in the negative may be 

attributed to the PAAB being largely inoperative 

for a five-year period until 2012 (IFAC, 2016). In 

addition, the 1951 Act is out-dated, having been 

legislated in the pre-independence era. Another 

contributor to the negative responses could be the 

historical reliance on the South African professional 

bodies, specifically the IRBA, in the execution of the 

PAAB’s regulatory function. It is worth mentioning 

that when questioned about their views on the 

major challenges facing the audit profession, 50% 

of the audit partners cited “over-regulation” as one 

of the challenges. South African based regulatory 

measures are currently being implemented in the 

Namibian environment, with little customisation, 

which may not be entirely suitable for the Namibian 

audit profession and could thus lead to resistance 

to regulation and ultimately, the perception of over-

regulation. 

5.2  CHALLENGES FACING THE PROFESSION
RQ 2: What do audit trainees and partners 
perceive as the biggest challenges facing  
the profession?

5.2.1 CORPORATE SCANDALS
A recurring theme amongst Namibian trainees 

and assurance partners in response to what they 

perceived to be the greatest challenge facing the 

audit profession was the lack of credibility and trust 

in the profession because of the recent corporate 

scandals. This finding is of great concern as the 

overall objective of the independent auditor and 

the financial statements audit in accordance with 

the International Standards on Auditing (ISA 200) 

is to:

“Enhance the degree of confidence of intended 

users in the financial statements. This is achieved 

by the expression of an opinion by the auditor on 

whether the financial statements are prepared, in all 

material respects, in accordance with an applicable 

financial reporting framework (IAASB, 2009, para 3).”

This objective cannot be achieved if the integrity, 

objectivity and independence of the auditor as well 

as the credibility of the profession, has been called 

into question. As an audit trainee responded:

“Trust being broken down by all the scandals. 

Although, not all companies are included in the 

recent events, the entire profession is taking a 

knock. If it wasn’t a statutory (requirement) for 

most companies, I sometimes wonder if those 

companies would’ve elected to be audited.”

5.2.2 TECHNOLOGICAL CHALLENGES
In addition to scandals, technology poses a further 

risk for the profession as identified in the survey. 

Given the changing audit environment, a challenge 

expressed by audit trainees but not echoed by the 

audit partners is the snail-paced response of the 

profession to technological advances. Some of the 

comments made by trainees include the following:

•  “The business world is evolving into the internet 

of things (robotics). What audit is currently 

performing in days will in the near future be 

performed by robotics within seconds which 

will result in a number of auditors becoming 

irrelevant.”

•  “Low levels of adaptability to economic and 

technological change.”

These rapid changes in technology necessitate 

an alternate approach to the traditional training 

requirements of trainees. This need was identified 

by the trainees, however, it did not appear to be a 

priority area for audit partners, as partners regard 

regulations, skills attraction and retention as areas 

of higher concern. 

5.2.3 TALENT RETENTION 

RQ 3: What is the inclination of audit trainees  
to remain in the audit profession?

In 2015 the IRBA introduced the Audit 

Development Programme (ADP) (IRBA, 2015), which 

the PAAB subsequently adopted in 2015 (PAAB, 
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2018). A prescribed minimum period of 18 months 

is geared towards training RAAs after registration 

as a CA (PAAB, 2018). In the survey, audit trainees 

were asked whether they knew about the ADP. 

The majority (85%) of the respondents had never 

heard of the ADP, whilst 15% of respondents who 

were aware of the programme were introduced to 

it either by their firm, a friend or a lecturer and not 

by the PAAB.

From the survey, 53% of the audit trainees 

respondents indicated a desire to remain at their 

audit firms. This may not be an accurate reflection, 

as most were not aware of the ADP requirement, 

and such knowledge may have resulted in a 

different response. A limitation of this survey is 

that it did not ask the audit trainees whether they 

would remain in the profession if they knew about 

the ADP. The impact of the ADP upon retention of 

talent in the profession could be an area of future 

research.

The effect on an individual’s work-life balance 

has also been identified as a major contributing 

factor to diminishing the desire for audit 

trainees to remain in the audit profession. Time 

management and long working hours were 

specifically mentioned by the audit trainees as 

challenges facing the audit profession. They 

perceive the audit environment as stressful with 

little remuneration. The survey question posed 

to the trainees regarding whether they enjoyed 

being an auditor indicated a split opinion, with 

35% of the respondents in agreement and 35% in 

disagreement. The remaining 30% were indifferent. 

Audit partners also regard the retention of talent 

as a major issue. Here are some of the responses 

from audit partners when asked what they 

perceived as the most significant challenge facing 

the audit profession:

•  “The audit profession is no longer lucrative for 

newly qualified chartered accountants due to the 

increase in regulations, corporate failures and the 

expectation of investors and the public versus 

what they are willing to pay the auditors. The 

auditor appears to be the first line of attack rather 

than the directors and committees. The challenge 

will be to attract new auditors to the profession.”

•  “Skills attraction and retention. With continued 

legislation, long hours and better remuneration 

elsewhere, many young professionals are 

choosing to leave the profession soon after they 

quality as chartered accountants.”

The prevailing fear among audit partners in 

Namibia is that the audit profession has lost its 

appeal and prestige and that this will result in a 

decreasing number of RAAs and audit partners. 

The regulators should play a key role in restoring 

the image and prestige of the audit profession. 

One of the high-risk areas identified by the ICAN 

is that competing professional qualifications are 

starting to attract learners away from the CA career 

path (ICAN, 2017). In response to this risk, the ICAN 

allocated a significant portion of their resources to 

branding and raising the profile of the ICAN and 

the CA (Nam) qualification (ICAN, 2017). While the 

fruits of their initiatives are yet to be reaped, the 

ICAN has taken visible steps to address the capacity 

constraints that are currently facing the audit 

profession in Namibia. 

5.3 CAPACITY CONSTRAINTS AND 
THE LEGITIMACY OF A LOCALISED CA 
QUALIFICATION
With independence came the establishment of the 

country’s first two tertiary academic institutions, 

namely the University of Namibia (UNAM) (UNAM, 

2018), and the Namibia University of Science and 

Technology (NUST), formerly the Polytechnic 

of Namibia (NUST, 2018) founded by Acts of 

Parliament in 1992 and 1994 respectively. Both 

universities are still in their infancy stages and 

thus face the challenge of building a credible and 

internationally recognised brand where people 

can seek quality education that will be globally 

competitive. Universities in South Africa have 
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been in existence for much longer and have 

built up an arsenal of qualified academics and 

sound reputations pertaining to their graduates 

in chartered accountancy as is evidenced by their 

rankings in Africa (Universities, 2018). 

RQ 4: What are the effects of these challenges 
on capacity constraints within the audit 
profession?

As per the ICAN membership statistics presented 

in Table 1, it could be inferred that the deficiency 

in CAs would hinder the growth in the number 

of RAAs. In order to become a RAA, one needs 

to be a qualified CA. To encourage an increase 

in the output of CAs in Namibia, inter alia, the 

ICAN has embarked on the localisation of the CA 

qualification. The ICAN and the National Council 

of Higher Education in Namibia (NCHE) have not 

yet accredited the undergraduate commerce 

degrees at both universities in Namibia. This is 

about to change as the ICAN and the NCHE have 

entered into a memorandum of understanding 

to implement a joint academic accreditation 

framework. In June 2017, this partnership launched 

the first integrated accreditation manual for new 

and continued accreditation applications (ICAN & 

NCHE, 2017). The benchmark used in this manual is 

aligned with the criteria for accreditation which the 

South African Institute of Chartered Accountants 

(SAICA) has implemented (ICAN & NCHE, 2017).

It is one of the objectives of the ICAN to localise a 

Certified Theory of Accountancy (CTA) programme 

in Namibia. The ICAN has commenced discussions 

with the SAICA and the providers of the audit 

specialisation course for the localisation of the 

teaching materials, case studies and eventually 

the final professional examination, to Namibian 

legislation (ICAN, 2017). This will likely translate to 

a local audit specialisation course and assessment 

of professional competence examinations once 

the necessary expertise in Namibia has been 

fully established (ICAN, 2017). Eventually, all CA 

qualifications will be obtained within the borders of 

Namibia.

In the absence of a localised Namibian CTA, 

41% of candidates who sat for the South African 

Assessment of Professional Competence exam 

(APC) in 2017, which is the final professional 

examination to becoming a CA, hail from the two 

local universities. This is an improvement from 

the 25% in 2016 (ICAN, 2018). With this said, the 

survey conducted revealed various perceptions 

from Namibian trainee accountants and assurance 

partners in public practice concerning a fully 

localised qualification.

RQ 5: What is the perceived value of a fully 
localised Namibian CA qualification? 

Trainee responses:

•  “Localised degrees and qualifying exams would 

make it so much easier for those that intend on 

pursuing a CA qualification. It would also be quite 

affordable as compared to the options that are 

now available.”

•  “Currently, a localised CA qualification will not 

be valued as much as the SAICA CA programme. 

Students should study locally with the ICAN 

being the governing body. Then maybe moving 

forward, Namibia would be forced to step up 

their game.”

•  “At the current moment, I don’t believe we have 

the adequate resources to fully groom a “localised 

CA” in terms of a CTA programme and qualifying 

exams... Apart from that, the thought of a fully 

localised Namibian CA would not only be making 

a strong statement to how far we have come as 

a country, and not to speak about what it will 

do for our economy, but it also excites me. We 

have the talent to pull it off but just the expertise 

lacking.”

From the above trainee opinions, it can be 

concluded that there is a hint of optimism 

concerning the localisation of the CA qualification. 
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Trainees referred to the localisation as “exciting” 

and stated that it would enhance the state of the 

economy but are aware of the challenges this 

process entails. 

Assurance partners in public practice 
responses:

•  “This would be great if we could achieve it, but 

I simply think we do not have the numbers in 

our country and the skills to properly manage 

this and ensure that the qualification remains 

competitive in the global perspective.”

•  “That would water down the qualification and 

the prestige it brings with it.”

•  “Very necessary. That is the only way we can 

produce the required number of CAs. The 

numbers have started to increase since the 

introduction of CA route degrees at local 

Universities.”

•  “The more international, the more mobile and 

respected our professionals are. Thus, a localised 

CA exam will not be good as our economy is too 

small and the international impression will be 

that our CAs are of a lower quality.”

•  “As long as the standard is good and in line with 

SA, I agree.”

The majority of partner responses share a 

negative outlook regarding the future of a fully 

localised Namibian CA qualification. These views 

refer to capacity concerns, expertise, international 

acclaim and the quality of a locally attained CA 

qualification. 

An ambivalent view emerged from trainees and 

partners in the profession concerning the future of 

a fully localised Namibian CA and RAA qualification, 

with consideration to all the efforts the ICAN has 

implemented to realise this goal. Differences in 

these views may be attributed to the partners 

being reluctant to change and underestimating 

the quality of local commerce degrees. With the 

increment of candidates from local universities 

sitting for and passing the South African APC 

exam, trainees acknowledge the contribution local 

universities are making towards the achievement of 

a CA qualification. This is evidenced by the survey 

revealing that 46% of the trainee respondents 

graduated from the two local universities. 

Approximately 68% of the trainees responded 

in the affirmative when questioned regarding 

whether they would consider doing academic 

articles at local universities. This could potentially 

relieve the current capacity constraints the 

profession is facing, as well as improve the negative 

views regarding a localised CA qualification. 

The legitimacy of the Namibian CA qualification 

appears to be a far-reaching goal. A potential area 

for future research could be to assess the impact of 

a localised CA qualification on the Namibian audit 

profession.
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6. CONCLUSION

The purpose of this exploratory study was to gain 

an understanding of the challenges facing the 

Namibian audit profession, namely; perceived level 

of regulation; the effects of corporate scandals 

and other challenges facing the profession; as 

well as the capacity constraints and the legitimacy 

of a localised CA qualification. A mixed method 

approach was employed for the purposes of this 

study. Based on the findings of this study, Namibia 

has some obstacles in common with the rest of the 

global audit profession. These obstacles include the 

following: 

•  a lack of credibility and trust in the audit 

profession;

•  the diminishing prestige of the audit profession; 

•  the associated challenges with retention of skilled 

personnel; and

•  the profession’s sluggish responsiveness to the 

technological evolution.

In addition to these, the Namibian audit 

profession faces certain unique challenges. Despite 

Namibia being one of the last countries in Africa to 

gain independence from colonial rule, which was 

achieved in 1990, the audit profession has been in 

existence since 1955. Namibia’s state under South 

African mandate pre-independence provided a 

platform for the adoption of South African-based 

regulation in the country. Post-independence, 

South African legislation, inter alia, the Namibian 

Income Tax Act of 1981 and the 1951 Act, are still 

effective to date, although not tailored to the 

Namibian business environment. 

It is clear from the findings, that a large part of the 

profession is still dependent on South Africa. This is 

either directly through compliance to South African 

regulatory requirements, or indirectly through 

the historical and continued reliance on the 

South African professional qualification. Although 

Namibian regulators are actively seeking to localise 

the CA and RAA qualifications through the renewed 

drive to enhance the quality of the education 

of local CAs, there are still ambivalent views 

regarding the localisation process, as illustrated 

in the findings. Some respondents perceive that 

a fully localised CA and RAA qualification would 

be sub-standard compared to the South African 

qualification. 

Based on the findings, the researchers 

recommend that Namibian legislators embark 

on a continuous drive to ensure that Namibian 

legislation and regulation remain relevant and 

address the unique business environment. It is 

further recommended that the PAAB should adopt 

its own audit regulatory framework, suitable for its 

unique circumstances that would address current 

business dynamics and technological advances. 

Such regulation should be robust, proactive and 

address the ever-evolving times to overcome 

professional challenges as they arise. A positive 

development in this respect is the PAAB’s mission to 

revise the 1951 Act.

The introduction of academic clerkship, with the 

endorsement of the audit firms, would serve to 

alleviate the current capacity constraints faced by 

tertiary institutions. In addition, the PAAB and ICAN 

should put measures in place to attract CAs into 

academia in order to facilitate the accreditation of 

a localised CA qualification. This may also address 

the perception of a sub-standard localised CA 

qualification. Thus, possible areas for future research 

could be to gauge the market acceptance of fully 

localised CA and RAA qualifications, as well as to 

investigate the impact of the implementation of 

the ADP on the audit profession, as it remains a key 

requirement to become a RAA in Namibia. Further 

research could also focus on the impact of the 

proposed new PAAB Act on the audit regulatory 

environment.
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DISCLOSURE OF DIRECTORS’  
AND PRESCRIBED OFFICERS’ 
REMUNERATION RECEIVED FROM 
TRUSTS AND FOREIGN COMPANIES

Section 30(5) of the Companies Act 71 of 2008 requires the disclosure of the 
remuneration of directors and prescribed officers in annual financial statements. A 
note issued by the South African Institute of Chartered Accountants suggests that 
this section does not require disclosure of remuneration receivable by directors and 
prescribed officers of a company from trusts and foreign companies related to the 
company, as these entities fall outside the Companies Act definition of “company” 
and only remuneration from companies is covered by s30(5). However, a proper 
reading of section 30(5) of the Act taking into account the broad wording thereof and 
the reference to financial reporting standards therein indicates that the remuneration 
information to be disclosed includes such amounts, irrespective of the fact that 
both trusts and foreign companies do not fall within the definition of company 
in terms of the Act. The section requires compliance with the prescribed financial 
reporting standards, which includes IAS 24. In terms of this reporting Standard, all 
compensation receivable by key management personnel, which includes directors 
and prescribed officers, must be disclosed. Moreover, section 30(5) does not limit 
disclosable remuneration only to that receivable from companies and the broad 
wording would, in any event, capture the remuneration under consideration in the 
required disclosure. Non-disclosure of remuneration receivable by directors and 
prescribed officers of a company from trusts and foreign companies related to the 
company is inconsistent with the transparency and high standards of corporate 
governance that is a stated purpose of the Companies Act, and contrary to the 
manner in which section 5 of the Act requires that the Act be interpreted and 
applied. The approach in the SAICA Note is also inconsistent with the recommended 
practice in The King IV Code on Corporate Governance that annual financial 
statements comply with legal requirements and meet legitimate and reasonable 
information needs of stakeholders.

Key words: Directors’ remuneration disclosure, s30(5) of the Companies Act (2008), 
SAICA note on the disclosure of directors’ and prescribed officers’ remuneration, 
IAS24, transparency and corporate governance.

Harvey Wainer 
School of Accountancy, University of the Witwatersrand
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T he requirement to disclose directors’ 

remuneration in the annual financial 

statements of companies has existed 

for many decades. The nature and extent of the 

disclosure of directors’ remuneration was enhanced 

and extended in the Companies Act 71 of 2008 

(“the Companies Act”). In addition to requiring 

the disclosure for each director separately (which 

the preceding legislation, the Companies Act, 

1973 (“the 1973 Act”) only required to be shown 

in aggregate), the Companies Act introduced the 

same required disclosure for the remuneration of 

persons meeting the definition of a “prescribed 

officer”. These changes were part of the overall drive 

to broader corporate transparency, in line with 

international trends and to meet one of the stated 

purposes of the Companies Act to encourage 

transparency and good corporate governance1. 

In 2015, the South African Institute of Chartered 

Accountants (“SAICA”) issued a note on the 

disclosure of directors’ and prescribed officers’ 

remuneration, dealing with its interpretation of 

the requirements of the Companies Act in this 

regard (“the SAICA Note”). The SAICA Note records 

that remuneration receivable by directors and 

prescribed officers of a company from trusts and 

foreign companies related to the company, is not 

required to be disclosed in the company’s annual 

financial statements, in terms of the Companies Act. 

The disclosure of the remuneration of directors 

and prescribed officers is manifestly sensitive, and 

considering the ability of preparers of financial 

statements (and auditors) to point to the SAICA 

Note as ostensible authority for the non-disclosure 

of part of the remuneration, it is relevant and 

necessary to analyse whether the position taken in 

the SAICA Note is justifiable. The issue explored in 

this article is whether remuneration receivable by 

directors and prescribed officers from trusts and 

foreign companies which are related to the South 

African company are required to be included within 

the statutory disclosure of remuneration in the 

annual financial statements of the South African 

company. 

For the purposes of this article it is postulated 

that a South African company controls a trust, and 

also has a subsidiary which is a foreign company. 

It is further postulated for this article that directors 

and prescribed officers of the South African 

company receive remuneration from the trust and 

from the foreign company. 

1. INTRODUCTION

W
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1 Memorandum on the Objects of the Companies Bill, 2008. Department of Trade and Industry.
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Section 30 of the Companies Act deals with the 

annual financial statements of companies and 

provides that:

“30(4) The annual financial statements of each 

company that is required in terms of this Act to 

have its annual financial statements audited, must 

include particulars showing – 

(a)  the remuneration, as defined in subsection 

(6), and benefits received by each director, or 

individual holding any prescribed office in the 

company; …

  (5) The information to be disclosed under 

subsection (4) must satisfy the prescribed 

standards, and must show the amount of any 

remuneration or benefits paid to or receivable 

by persons in respect of – 

(a)  services rendered as directors or prescribed 

officers of the company; or

(b)  services rendered while being directors or 

prescribed officers of the company – 

 (i)  as directors or prescribed officers of any 

other company within the same group of 

companies; or

 (ii)  otherwise in connection with the carrying 

on of the affairs of the company or any 

other company within the same group of 

companies.”

Section 5(1) of the Companies Act provides 

that the Companies Act must be interpreted 

and applied in a manner that gives effect to the 

purposes set out in section 7 of the Companies Act.

Section 7(b)(iii) of the Companies Act records 

one of the purposes of the Companies Act as being 

to promote development of the South African 

economy by “encouraging transparency and high 

standards of corporate governance; …”.

2. THE COMPANIES ACT REQUIREMENTS

The SAICA Note includes the following of present 

relevance:

“9 Should remuneration received by directors 

and prescribed officers for their services to trusts 

and foreign companies also be disclosed?

No, the Act requires the company to disclose 

all amounts payable to or received by its directors 

and prescribed officers in respect of services 

rendered as directors or prescribed officers of the 

company. Amounts in respect of services rendered 

as directors or prescribed officers of any other 

company within the same group of companies or 

otherwise in connection with the carrying on of 

affairs of the company or any other company within 

the same group of companies are also required 

to be disclosed. In terms of the Act, a “company” is 

defined as a juristic person incorporated in terms of 

the previous or current Companies Act and would 

include South African companies only. Therefore, 

any amounts paid to directors and prescribed 

officers in respect of services rendered to a trust or 

a foreign company within the group would not be 

disclosed, since trusts and foreign companies are 

not “companies” as defined by the Act.”

The above is reinforced in the SAICA Note in a 

further question which is posed and answered 

therein, thus:

“10 South African Companies B and C (both 

public companies) are subsidiaries of a foreign 

company, Company A. Companies B and C are 

required to be audited in terms of the Act. Person 

X is a director of Company A, Company B and of 
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Company C, where he receives $5 000, R100 000, 

R20 000 for services rendered to the respective 

companies. Should the remuneration of R20 000 

received by person X for services rendered to 

Company C be disclosed in the annual financial 

statements of Company B? …

 Fellow subsidiaries B and C are therefore “within 

the same group of companies” even though their 

holding company is not a South African company. 

The remuneration earned by the person in question 

for services rendered to Company C should thus 

be disclosed in the annual financial statements of 

Company B and vice versa.

Remuneration received in respect of Company 

A need not be disclosed in the annual financial 

statements of the South African subsidiaries as 

company A is a foreign company and accordingly 

not a “company” as defined in the Act. Refer to FAQ 

 9.”

The SAICA Note answering the questions it poses 

therein is thus to the effect that remuneration 

received by directors and prescribed officers of a 

South African company from trusts and/or foreign 

companies (which are related to the South African 

company) need not be disclosed in the annual 

financial statements of the South African company. 

This is based on an argument advanced in the 

SAICA Note that section 30 of the Companies Act 

applies only to remuneration from “companies” 

as defined in the Companies Act – which would 

exclude entities which are trusts, and also exclude 

foreign companies.

4. ANALYSIS
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It is, of course, correct that both a trust and a foreign 

company are not included within the definition 

of company in section 1 of the Companies Act, 

which only includes companies created under the 

Companies Act (and companies registered, and in 

existence, in terms of the Companies Act, 1973).

However, it is clear from a proper reading of section 

30(5) of the Companies Act that the remuneration 

information to be disclosed in  

terms of section 30(4)(a) covers amounts received 

from trusts and foreign companies, irrespective of  

the fact that neither of those entities falls within  

the definition of company in terms of the  

Companies Act. 

Section 30(5) does not limit the disclosable 

remuneration and benefits only to those receivable 

from companies. On the contrary, the requirement 

for the disclosure of all remuneration and benefits 

receivable is covered by both the reference to 

‘prescribed standards’ in the section 30(5) preamble 

and the broad wording in sub-section 30(5)(b)(ii).

COMPLIANCE WITH THE FINANCIAL REPORTING 
STANDARDS
Section 30(5) of the Companies Act provides that 

the remuneration information which is required to 

be disclosed in terms of section 30(4)(a) must satisfy 

the “prescribed standards”. This is a reference to the 

financial reporting standards referred to in section 29 

(1)(a), and prescribed in the Companies Regulations, 

2011 (“the Regulations”). 

In terms of Regulation 27, the financial reporting 

standards to be applied by virtually all companies 

are the International Financial Reporting Standards 

(“IFRS”), or IFRS for Small and Medium-sized Entities 

(“IFRS for SMEs”). Only companies with a public 

interest score below 100 whose financial statements 

are internally compiled are not required to comply 

with IFRS or IFRS for SMEs. Thus, all companies of 

consequence are obliged to comply with IFRS or IFRS 

for SMEs.

Within the suite of IFRS, International Accounting 

Standard IAS 24 Related Party Disclosure requires 
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the disclosure in the financial statements of the 

compensation of key management personnel2. 

Key management personnel are defined in IAS 24 

as those persons having authority and responsibility 

for planning, directing and controlling the activities of 

the entity, directly or indirectly, including any director 

(whether executive or otherwise) of that entity3. 

The definition of prescribed officer in the 

Regulations is similar to the definition of key 

management personnel in IAS 24. Regulation 38 

defines a prescribed officer as a person who exercises 

general executive control or regularly participates to 

a material degree in the exercise of general executive 

control. 

It is thus clear that directors and prescribed officers 

in terms of the Companies Act would be included as 

key management personnel for purposes of IAS 24.

The compensation which is required to be 

disclosed in terms of IAS 24 includes all amounts 

of compensation received or receivable from the 

holding company and related parties (which are not 

limited to companies) within the group. Thus, the 

required disclosure in terms of IAS 24 would include 

amounts of compensation paid to a director or 

prescribed officer of the holding company by any 

trust or foreign company falling under that holding 

company.

The IFRS for SMEs in section 33 deals with Related 

Party Disclosures, which requires the disclosure in the 

financial statements of key management personnel 

compensation. Key management personnel are 

defined in the IFRS for SMEs4 in the same way as  

IAS 24. 

In terms of both IFRS, and IFRS for SMEs, any 

amounts received or receivable by the director or 

prescribed officer of the holding company from a 

trust and foreign company falling under the holding 

company would be required disclosure in the annual 

financial statements of the holding company. 

As the IFRS and IFRS for SMEs are the prescribed 

standards in terms of the Companies Act, the 

disclosures in the annual financial statements of the 

remuneration including that received from a trust 

and foreign company would, as required by the 

statute, be mandatory in order to achieve compliance 

with the prescribed standards.

Notably the trust and foreign company would be 

included within the holding company’s consolidated 

financial statements, as required by IFRS 10 

Consolidated Financial Statements and section 9 of 

the IFRS for SMEs. 

The approach taken in the SAICA Note would result 

in a rather peculiar position that only part of the 

amounts received by the directors and prescribed 

officers of the company which would be included as 

an expense in the company’s consolidated financial 

statements, would be required disclosure as directors’ 

and prescribed officers’ remuneration in terms of 

section 30(4) of the Companies Act.

BROAD AMBIT OF SECTION 30
Section 30(5)(b)(ii) requires the disclosure of amounts 

paid to or receivable by directors or prescribed 

officers for services rendered “in connection with the 
carrying on of the affairs of the company or any other 
company within the same group of companies”. 

There is a long line of South African case precedent 

running from as early as 1939 which confirms that the 

phrase “in connection with” is of a wide ambit. In the 

more recent case of Body Corporate of Greenacres 
v Greenacres Unit 17 CC and others, 2008 (3) SA 167 
(SCA) 170 para 5, the court held that the phrase “in 

connection with” is of wide import. Another example 

is found in David Trust and Others v Aegis Insurance 
Company Limited and Another 2000 3 SA 289 (SCA), 
where it was held that the phrase “in connection 
with” is a wide one. The numerous preceding cases5 

are to similar effect.

2 IAS 24, para 17.
3 IAS 24, para 9.
4 Section 33.6.
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would clearly capture those amounts paid to the 

directors and prescribed officers which emanated 

from a trust or foreign company falling under the 

holding company. 

Where there are foreign companies or trusts 

controlled by a South African company, services 

rendered by directors and prescribed officers of the 

South African company for such foreign companies 

and trusts are clearly in connection with the carrying 

on of the company’s affairs – the company’s business 

affairs, in broad terms, being conducted, for whatever 

reason, via the medium of a trust or foreign company. 

Moreover, where the South African directors or 

prescribed officers render services to, and earn 

remuneration from, such trusts or foreign companies, 

then the services rendered and the remuneration 

arise as a result of those individuals being directors or 

prescribed officers of the local South African company. 

Exclusion from the remuneration disclosure 

of amounts received and receivable by directors 

and prescribed officers from trusts and foreign 

companies controlled by their company, as suggested 

in the SAICA Note, appears to be contrary to the 

requirements of section 30(5)(b)(ii).

There is no mention in section 30(5) of the 

remuneration received or receivable being limited 

only to amounts from companies as defined in the 

Companies Act.

For completeness, it is noted that the IAS 24 

requirements are unconnected to whether the 

company is required to have its annual financial 

statements audited as contemplated by section 30(4) 

of the Companies Act. Accordingly, the fact that a 

company’s annual financial statements may only 

be voluntarily audited (or not audited at all) does 

not mean that its annual financial statements are 

not required to reflect the remuneration of directors 

and prescribed officers. For those companies, the 

disclosure would still be required, albeit, not as a 

consequence of section 30, but as a consequence of 

the financial reporting standards (IAS 24 or the IFRS for 

SMEs), with which virtually all companies are required 

statutorily to comply in terms of section 29 of the 

Companies Act.

TRANSPARENCY AND CORPORATE 
GOVERNANCE
The approach in the SAICA Note to the annual 

financial statement disclosure of remuneration 

received by directors and prescribed officers of 

a South African company from a trust or foreign 

company (which are related parties to the South 

African company) is inconsistent with the stated 

purpose in the Companies Act in relation to the 

encouragement of transparency and high standards 

of corporate governance. The non-disclosure of 

part of the remuneration received by the directors 

and prescribed officers of a company would be the 

antithesis of the openness contemplated by the 

Companies Act, and compounded by the self-evident 

importance and sensitivity of the remuneration of 

directors and prescribed officers.

The interpretation proposed in the SAICA Note 

appears not to give effect to the purposes set out in 

the Companies Act, and appears to be contrary in the 

manner in which section 5 requires that the Act be 

interpreted and applied.

The approach in the SAICA Note is also inconsistent 

with the recommended practice in The King IV Code 

on Corporate Governance that the annual financial 

statements comply with the legal requirements and 

meet the legitimate and reasonable information needs 

of stakeholders.

5 R v Bresler 1939 CPD 504;  Pires v American Fruit Market (Pty) Ltd 1952 2 SA 337 (T); Johannesburg Diocesan Trustees v Johannes-

burg City Council 1957 2 SA 379 (W);  Rabinowitz v De Beers Consolidated Mines Ltd 1958 3 SA 619 (A);  Community Development 

Board v Katija Suliman Lockhat Trust 1973 4 SA 225 (N);  De Jager v Secretary for Inland Revenue 1973 2 SA 710 (T);  Secretary for 

Inland Revenue v Wispeco Housing (Pty) Ltd 1973 1 SA 783 (A);  City Auctions (Pvt) Ltd v Comr of Taxes 1963 1 SA 696 (FS);  Capital 

Construction Co (Pty) Ltd v Die Administrateur 1969 1 SA 99 (T);  Mabaso v Souza 1946 TPD 382;  Willis v Registrateur van Aktes, 

Bloemfontein 1979 1 SA 718 (O);  Administrator, Transvaal v J van Streepen (Kempton Park) (Pty) Ltd 1990 4 SA 644 (A);  Simon v DCU 

Holdings (Pty) Ltd 2000 3 SA 202 (T).
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5. CONCLUSION

It is clear that the disclosure requirements for 

directors’ and prescribed officers’ remuneration 

in the annual financial statements have been 

rather broadly    defined in the Companies Act 

and should capture all amounts received by a 

director or prescribed officer from the company 

and related parties.  The phrase “in connection with 

the company’s affairs” would cover remuneration 

paid to directors and prescribed officers by 

trusts or foreign companies falling under the 

South African company.  Moreover, to ensure the 

statutorily required compliance with the prescribed 

financial reporting standards, those amounts 

would have to be included as part of the disclosed 

remuneration in the annual financial statements.  

The interpretation and application advocated in the 

SAICA Note would lead to direct dissonance with 

the disclosure of remuneration of key management 

personnel required by IAS 24 and the IFRS for 

SMEs, with which most companies are statutorily 

obliged to comply.  The interpretation in the SAICA 

Note does not take account of the above, and is 

also contrary to the transparency and high level of 

corporate governance recorded as a purpose of the 

Companies Act. 
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