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AUDITOR-GENERAL RATES 
RESEARCH PROJECT
TERMS OF REFERENCE

Draft 3
 9 May 2007
BACKGROUND
The Auditor-General (AG) rates are applied for audit work performed by the AG as we;; as private sector firms of Registered Auditors (RA) on behalf of the AG. The AG presently allocates a minimum of 20% of its work to RA firms. The rates are determined annually and apply for a one year period from 1 April to 31 March.
The relationship between the AG and the RA firms is vital to enable the AG to deliver on his constitutional mandate to audit the accounts of the Government of South Africa. The AG does not have the resources both in terms of the number of appropriately trained staff and certain specialised skills to carry out his mandate and this position will not change in the short to medium term. 
The AG determines all rates (internal and external) after consultation with the Standing Committee on the Auditor-General (SCoAG), the National Treasury and representatives of the South African Institute of Chartered Accountants (SAICA).

The rates, per salary category, are calculated by dividing the monthly earnings by recoverable hours and multiplying the results by a factor to accommodate overhead costs.  Monthly earnings, recoverable hours and the overhead factor are reviewed annually by SAICA and the AG. 

When the existing formula for audit firms (external) was adopted it took into account the following factors considered to be unique to AG work at that time:

· AG work was low risk;
· there were no deadlines for reporting, and

· the work could be performed during the “quiet” period.
There has been a concern that, on the one hand, over the years, the  difference between the AG rates and the professional rates charged by RA firms on the private sector engagements have increased to the point that performing audits on behalf of the AG will appear uneconomical to some RA firms. On the other hand, parliamentary oversight committees and certain commentators on public sector auditing have raised concerns that the overhead factor has grown steadily over the past few years and is excessive. They have also questioned whether the model used to determine the AG rates is the most appropriate. 
Therefore, it was agreed that research should be carried out to evaluate the basis used to determine the AG rates (internal and external) in South Africa by comparing it with practices in other countries whose circumstances are similar to those facing the AG in South Africa. Based on the results of the research, a proposal would be made recommending a model to be used to determine future AG rates which will be fair and equitable to both the AG and the RA firms.
PURPOSE STATEMENT
The research would be conducted to evaluate the bases used by other countries to determine rates charged on audit engagements. The results of the research would be used to formulate a proposal for a model to be used to determine future AG rates in South Africa.
OBJECTIVES
The main objectives of the research will be to:
· establish the bases used by other countries to determine audit fees/costs in general
· establish the bases used by other countries to allocate AG work to firms in specific and the formulae for determining the AG rates used for such assignments;

· evaluate whether such bases would be applicable and relevant in South Africa;
· propose a model that would be used to determine future AG rates in South Africa.

RESEARCH TEAM
The research team shall comprise representatives from the AG and SAICA. The role of the members of the research team would be, after consultation with the SCoAG and National Treasury, to approve the terms of reference, appoint the researcher, approve the research plan developed by the researcher, review research findings and agree on a final proposal of the research project. 
RESEARCH
Countries
The research will be conducted on the Auditor-General offices of at least the following countries:
· Australia.
· New Zealand.
· Canada.
· United Kingdom.
· United States of America.

· Kenya.
· Nigeria.
· Ghana.
· South Korea.
· Brazil.
The AG and SAICA shall provide contact details of officials from the above countries to the researcher. In addition, the research would include discussions with the Independent Regulatory Board for Auditors.
Research methodology

Both qualitative and quantitative research methodology will be followed. The researcher will obtain the information from the above mentioned countries either by desk research, enquiry and /or field visit to some of the Auditor-General offices. He/she must present his/her research plan to the research team (including costs) for approval before conducting any field research work. The plan must stipulate the research methodology, expected outcome, methods of gathering the information (e.g. visit to countries, questionnaires), timeframes etc.
Research time lines
The following timelines shall be observed
Research terms of reference approval

:
18 May 2007

Research to commence


:
21 May 2007

Research plan approval (by research team)
:
31 May 2007

Research finalisation of report

:
29 June 2007

Review and finalise proposal by team
:
20 July 2007

Research results/deliverables
The following reports must be prepared:
· Plan by the researcher for approval by the research team.

· Research findings by the researcher.

· Presentation of research findings and proposal to the team by researcher.

· Final proposal to be prepared by AG and SAICA
COST ESTIMATE
The research project will cost R 50,000. The project shall be funded by AG and SAICA in equal proportions.

CONTACT PERSONS
Jan van Schalkwyk (AG) and Patrick Maranya (SAICA) will serve as champions of the research. They will perform the secretariat function of the research team, which include scheduling meetings, distributing reports and liaising with the researcher, among others.
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