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GLOSSARY OF TERMS

ACCA Association of Chartered Certified Accountants
AFROSAI African Organisation of Supreme Audit Institutions
AFROSAI-E  African Organisation of English-Speaking Supreme Audit Institutions
ASB Accounting Standards Board

BEE Black economic empowerment

BBBEE Broad-based black economic empowerment

CA Chartered accountant

CAATs Computer assisted auditing techniques

CISA Certified Information Systems Auditor

CMM Capability maturity model

CTA Certificate in the Theory of Accounting

CPD Continuing professional development

CSA Control Self-Assessment

CWwW Contract work

DAG Deputy Auditor-General

EE Employment equity

Exco Executive Committee

FMCM Financial management capability model

FTE Fulltime equivalent

GP Gross profit margin

HC Human Capital

ICT Information and Communications Technology

IPFA Institute for Public Finance and Auditing

INCOSAI International Congress of Supreme Audit Institutions
INTOSAI International Organization of Supreme Audit Institutions
IRBA Independent Regulatory Board for Auditors

ISA International Standards on Auditing

ISQCT International Standard on Quality Control

MFMA Municipal Finance Management Act, 2003 (Act No. 56 of 2003)
MQF Minimum Qualifications Framework

NT National Treasury

OHSA Occupational Health and Safety Act

OM Oversight mechanism

PAA Public Audit Act, 2004 (Act No. 25 of 2004)
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PAAB
PFMA
Rol

RPL
SADC
SAl
SAICA
SAIGA
SCoAG
SCOPA
UNBoA
UN
UNDP
UNIDO
WHO

Public Accountants” and Auditors’ Board

Public Finance Management Act, 1999 (Act No. 1 of 1999)
Return on investment

Recognition of prior learning

Southern African Development Community

Supreme Audit Institution

South African Institute of Chartered Accountants

Southern African Institute of Registered Government Auditors
Standing Committee on the Auditor-General

Standing Committee on Public Accounts

United Nations Board of Auditors

United Nations

United Nations Development Programme

United Nations Industrial Development Organization

World Health Organization
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Auditor-General’s statement of policy and commitment

The Auditor-General has a constitutional mandate and, as the Supreme Audit Institution of South Africa, it exists
to strengthen our country’s democracy by enabling oversight, accountability and governance in the public sector
through auditing, thereby building public confidence.

| am pleased to affirm my commitment as head of the institution charged with the (external) auditing of all spheres
of government and promise to fulfil the constitutional mandate of the Auditor-General of South Africa in an even

greater measure.

This ideal is reflected in the revised vision of the Auditor-General: “To be recognised by our stakeholders
as a relevant Supreme Audit Institution that enhances public sector accountability”.

The achievement of unqualified reports in all spheres of government is central to the realisation of our mandate.
To this end, we strive to:

*  ensure simplicity, clarity and relevance of the messages contained in all our reports, including the
performance audit reports that are in a continuous growth phase

*  improve the visibility of our leadership through clear communication in championing the implementation
of audit recommendations

*  strengthen the human resource strategy with particular emphasis on the comprehensive trainee accountant
scheme that forms the cornerstone of our skills pipeline and leadership succession

* focus on the implementation of the redefined funding model with a view to stabilising our margins and
cash-flow situation

* lead by example on matters of risk management, internal controls and transformation.

The success of these initiatives would be evident through an improved reputation index.
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Reputation promise of the Auditor-General

The Auditor-General has a constitutional mandate and, as the Supreme Audit Institution
(SAl) of South Africa, it exists to strengthen our country’s democracy by enabling oversight,

accountability and governance in the public sector through auditing, thereby building public

confidence.
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Overview by the Deputy Auditor-General

As head of the Auditor-General’s administration, | present to you my strategic plan and budget for the years
2009-2012. During this period, | will perform my duties and responsibilities in accordance with section 32 of
the Public Audit Act, 2004 (Act No. 25 of 2004) (PAA) and, as accounting officer, in line with my financial
responsibilities in terms of section 43 of the PAA. The Audit Committee, established in terms of sections 40 and
43 of the PAA, assists me primarily in discharging my duties relating to the maintenance of sound financial and
risk management and the efficient functioning of an effective internal control system.

This Budget and strategic plan outlines our five-year vision, goals and objectives as shown in figure 1: Strategy
map, which we plan to achieve by 2013-14. The strategic plan was developed after a thorough review of the
overall corporate strategy of the Auditor-General. The initial strategy, Siyanqoba, was developed in 2001 and,
since then, important legislative and regulatory changes have taken place, notably the promulgation in 2004
of the PAA. The review was conducted to align the Auditor-General’s corporate strategy with the new legislative
framework.

The revised corporate strategy does not deviate from the Siyanqoba strategy but builds on it. Siyangoba
set the Auditor-General on a path of operational excellence through continuous improvement in our core
business, public sector auditing, and support business processes, and by strengthening the focus on meeting the
needs of stakeholders. All these elements have been retained in the revised strategy. The difference is that the
strategy now also emphasises the importance of being financially sustainable and remaining relevant to our
stakeholders. Hence, it reiterates the Auditor-General’s commitment to providing excellent service to customers
and stakeholders and to being more efficient in our operations, but also highlights financial sustainability and
our continued relevance as the SAI, as measured by the reputation index. The common denominators that
ensure cohesiveness in achieving all these goals are an engaged leadership and a motivated workforce that is
committed to the organisational strategic goals and objectives.

Briefly, the Auditor-General aims to achieve the following broad objectives:

*  Strive to create an organisation that understands the direction of the public service in South Africa
*  Create an office that serves the public with passion whilst maintaining independence
*  Reflect the profile of South African society on all levels

The five-year corporate strategy is complemented by a three-year implementation plan which articulates the
strategic objectives, measures and strategic initiatives that the Auditor-General will be implementing over the
next three years.

These commitments will be accompanied by an aggressive plan to address capacity and skills challenges
by adopting a fresh perspective on recruiting and retaining staff, and on rewarding performance. Among
others, skills will be addressed by looking off-shore for auditing personnel to assist in transferring skills to local
employees, and expanding the base not only of chartered accountants (CAs) but of all auditing professionals.

The organisation’s key strategic focus areas that will be addressed together with the others over the next three
years are as follows:
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Filling significant vacancies within the audit environment

The Auditor-General relies on its people to achieve its strategic objectives and so focuses strongly on key
processes that promote a culture of high performance. During 2007-08, the Auditor-General initiated a number
of people-management practices designed to attract, motivate and retain talent.

These initiatives include the following:

*  Developing a Human Capital strategy, the content of which forms part of the balanced scorecard.

*  Implementing a more focused and aggressive recruitment and selection intervention to address the high
vacancy rate.

*  Developing an orientation and induction programme framework as part of the recruitment and selection
strategy.

*  Revising a number of conditions of employment, including the fixed-term employment procedure.

*  Relaxing the requirements of the Minimum Qualifications Framework (MQF) to facilitate manager-level
audit appointments, provided that the staff appointed meet the minimum requirements.

*  Talent sourcing through a schools programme to feed into the TA Scheme.

»  Differentiating the recruiting scheme for rural areas.

Strengthening the leadership focus on operational and strategic focus areas

Improving on leadership effectiveness is a strategic focus area of the Auditor-General. The belief is that effective
leadership is the only way to elevate and sustain organisational performance to a level of excellence.

These initiatives are targeted at the organisational, leadership and business unit levels:

*  Morale driver - the high vacancy rate, which Human Capital addressed by implementing a more focused
and aggressive recruitment and selection intervention.

»  Compensation driver - pending further input and benchmarking, the remuneration policy will be reviewed
during 2008-09.

*  Performance management driver - the individual performance contracts (IPCs) for 2007-08 were
reviewed for the various salary levels for implementation in 2008-09. The next step is to align the
indicators to correspond with the repositioned performance management system and process, which is to

be implemented in 2009-10.

*  Corporate social responsibility driver - a number of Employee Wellness Programme (EWP) initiatives
were implemented during 2007-08. Utilisation of this programme has increased and a more focused and
strategic EWP process is being mapped out for the entire organisation.

*  Enablers driver - enablers are tools that empower the Auditor-General’s staff to perform their duties more
effectively and efficiently, and to interact more meaningfully with stakeholders and each other. There are
three main categories of enablers, namely Information and Knowledge Management, Information and
Communications Technologies (ICTs) and Process enablers.
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e Initiatives on a leadership level - Human Capital developed a Leadership Development Framework to
provide guidelines on how management and leadership development should be pursued.

e Initiatives on a business unit level - each business executive and his/her senior management team
developed their own action plans for improving staff morale within their own business units, using their
individual business unit culture index results and drivers as a basis.

Improve working capital

The management of working capital and liquidity is of the utmost importance owing to the Auditor-General’s
non-profit business model. The most critical element of working capital is debt collection which, given the
ongoing problems experienced in collecting outstanding debt, has highlighted the need to review the current
funding model and consider alternative models.

These initiatives include the following:

The ring-fencing of certain debt will ensure that long-outstanding debt does not affect the collection of current
debt. It also ensures that debts which are problematic to collect within the targeted period are dealt with
separately, without the risk of their being written off. Another initiative being employed is the e-billing tool, which
will assist in speeding up billing and therefore facilitate collection from auditees.

Ongoing process improvement

The main objective is to enhance operational excellence and the quality of products and services.

These initiatives include the following:

The business processes for Human Capital, Finance and ICT have been selected as priority areas. The processes
are being mapped, evaluated and streamlined for efficiency. The maturity level of 3 is envisaged in this strategic
plan.

Performance auditing and the auditing of performance information

Performance auditing focuses on the evaluation of measures implemented by management to ensure that
auditees procure resources economically and use the resources efficiently and effectively. A transversal audit
of infrastructure on provincial and municipal level will be concluded during the 2009-10 financial year. The
management of performance auditing has been centralised to address this focus area.

Auditing of performance information commenced several years ago when the Auditor-General began phasing
it in over five years. This process, which is an integral part of the regularity audit process, lends additional
context to the audit process and findings. It does this by bringing the process of strategic planning, budgeting,
execution/service delivery and reporting under the auditor’s scrutiny.

Drive towards achieving clean audits

The Auditor-General strives to achieve unqualified reports in all spheres of government.
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Extensive stakeholder consultations on audit focus areas have been implemented on an ongoing basis to
achieve an unqualified audit. The Auditor-General partners with the auditees in the full audit cycle from pre- to
post-audit processes, eventually leading to the presentation of the annual audit outcomes. The presentations
of annual audit outcomes aim to be compelling in order to inspire excitement and motivate action on issues by
those charged with governance.

As part of ensuring its relevance, the Auditor-General of South Africa continues to be an active member of the
International Organization of Supreme Audit Institutions (INTOSAI) and the African Organisation of Supreme
Audit Institutions (AFROSAI).

INTOSAI

INTOSAI is an autonomous, independent, professional and non-political organisation. It is currently the second
largest international body in the world, comprising 188 member countries and two associate member countries.
The four key components of INTOSAI are the:

* International Congress (INCOSAI), which is held every three years

*  Governing Board, which is constituted from the ranks of the Auditors-General of the member countries
e General Secretariat, which is based in Vienna

*  Regional working groups (including AFROSAI).

AFROSAI

AFROSAI is the regional body for all the supreme audit institutions in Africa and is currently the largest regional
group within INTOSAI, with 50 member countries. It consists of three sub-regional groups, which are structured
around the predominant language used in each region. As such, the regional working groups cater for the
English, Arabic and French-speaking countries. The Auditor-General of SA was appointed president of this body
for the period 2008-2010, and also serves as chairperson of the strategic steering committee.

The Auditor-General is a member of AFROSAI-E, which is the English-speaking sub-regional group. In addition,
the Auditor-General provides management and secretariat facilities to AFROSAI-E. For this purpose, a dedicated
team from the South African audit office has been assigned on a fulltime cost-recovery basis to AFROSAI-E to
manage the organisation and administer its activities. Furthermore, subject matter experts are made available
to AFROSAI-E as and when required to assist the organisation with specific assignments.

INCOSAI 2010

Atthe 19th International Congress of Supreme Audit Institutions (INCOSAI) held in Mexico in November 2007,
the Auditor-General of South Africa re-confirmed its commitment to host INCOSAI in 2010 - an event that had
been endorsed by Parliament. Apart from being the first time that an INCOSAI has been held on the African
continent, the event is strategically important to the establishment of world-class public sector accounting and
auditing practices on the continent.

During the Governing Board meeting that took place just prior to INCOSAI in Mexico, the Auditor-General
was appointed as the second vice-chair of the INTOSAI Governing Board. The Auditor-General will assume the
position of president of the INTOSAI Governing Board in November 2009, in the build-up to hosting INCOSAI
in 2010.
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Constitutional and legislative mandate

Mandate and functions

Chapter 9 of the Constitution of the Republic of South Africa, 1996" establishes the Auditor-General as one
of the state institutions supporting constitutional democracy?. The Constitution recognises the importance and
guarantees the independence of the Auditor-General, stating that the Auditor-General is independent and
subject only to the Constitution and the law. The Auditor-General must be impartial and must exercise its powers
and perform its functions without fear, favour or prejudice®.

The functions of the Auditor-General are described in section 188 of the Constitution and further regulated in
the PAA*, which mandates the Auditor-General to perform constitutional and other functions. Constitutional
functions are those which the Auditor-General performs to comply with the broader mandate described in the
Constitution. Section 4 of the PAA makes a further distinction between mandatory and discretionary audits.

Accountability and reporting

The Auditor-General is accountable to the National Assembly in terms of section 181(5) of the Constitution and
section 3(d) of the PAA and has to report on its activities and the performance of its functions in terms of section
10 of the PAA. The main accountability instruments are the Auditor-General’s Budget and strategic plan, as well
as the Annual report, both of which are tabled annually in the National Assembly. The Standing Committee on
the Auditor-General (SCoAG), established in terms of section 10(3) of the PAA, oversees the performance of
the Auditor-General on behalf of the National Assembly.

Auditor-General’s products

The Auditor-General annually produces audit reports on all government departments, public entities, municipalities
and public institutions. Over and above these entity-specific reports, the audit outcomes are analysed in general
reports that cover both the Public Finance Management Act® (PFMA) and Municipal Finance Management
Act® (MFMA) cycles. In addition, reports on discretionary audits, performance audits, and other special audits
are also produced. The Auditor-General tables reports to the legislatures with a direct interest in the audit,
namely Parliament, provincial legislatures or municipal councils. These reports are then used by these bodies in
accordance with their own rules and procedures for oversight.

! Constitution of the Republic of South Africa, 1996

2 The Auditor-General plays a pivotal role in strengthening one of the constitutional values referred to in section 1(d) of the Constitution, namely that of
accountability

3 Section 181(2)

4 Public Audit Act, 2004 (Act No. 25 of 2004)

° Public Finance Management Act, 1999 (Act No. 1 of 1999)

° Municipal Finance Management Act, 2003 (Act No. 56 of 2003)
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Organisational environment

This section describes the environment in which the Auditor-General operates, highlighting the organisation’s
strengths and the challenges it faces in enabling oversight, accountability and governance in the public sector.

Strengths
Unique niche

The Auditor-General is the only public sector audit institution in South Africa authorised by the Constitution
and PAA to audit and report on the accounts, financial statements and financial management of public sector
institutions and administrations. Although this is essentially a captive market, the Auditor-General’s knowledge
and experience of public sector auditing is unrivalled, enabling it to fulfil its constitutional mandate fully and
effectively.

Independence

Section 181 of the Constitution guarantees the Auditor-General’s independence, and the PAA also underlines
the constitutional provisions concerning independence. In addition, the constitutional and statutory framework
contains provisions that are accepted markers of independence. This allows the Auditor-General to perform
its powers and functions without fear, favour or prejudice. The task of the Auditor-General is to provide an
independent investigation and evaluation of the financial administration and reporting of the executive authority
of the public sector. In this way, it assists Parliament or any other legislative body to exercise its oversight
function.

Global reputation

As one of the international supreme audit institutions, the Auditor-General is part of the international fraternity
that provides international audit services. For example, the Auditor-General is involved in developing financial
management and accountability models for the public sector in parts of Africa. In addition, the Auditor-General
has audited the World Health Organization and the United Nations Industrial Development Organization, and
is presently auditor to the United Nations Organization itself. These contracts have been obtained competitively
and are evidence of the Auditor-General’s good standing and professionalism.

Reputation among stakeholders

The results of the most recent annual reputation surveys that the Auditor-General has conducted show that
external stakeholders respect and value the role of the organisation in strengthening public sector financial
management and, in turn, South Africa’s democracy. This is especially so in respect of the Auditor-General’s
reputation among key stakeholders such as the National Assembly’s Standing Committee on the Auditor-General,
the National Treasury, provincial legislatures and professional bodies such as the Accounting Standards Board
(ASB). The close working relationships that the Auditor-General has with such stakeholders are essential for the
organisation to fulfil its mandate effectively and efficiently, especially considering the technical nature of the
work done and the range of audit information required.
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World-class audit methodology and standards

A recent survey conducted by the Professional Standards Committee of INTOSAI indicated that South Africa is a
leader in applying both the International Federation of Accountants (IFAC) and INTOSAI standards in its audits.
This demonstrates that the Auditor-General of this country is one of the leading public sector audit institutions in
contributing to democratic insight and monitoring the application and use of public funds.

Challenges
Debt collection

The management of the Auditor-General’s working capital and liquidity has become an area of serious concern
over the years. Delays in debt collection, which is a key element of working capital, have resulted in serious cash
flow problems for the organisation. The Auditor-General will be implementing new working capital strategies to
address this challenge.

Maturity levels of business processes

Another ongoing challenge is the need for continuous improvement of the Auditor-General’s business processes
to ensure that they are efficient and cost-effective, and support effective risk management and decision-making.
To improve the maturity levels of management information, associated information and ICT systems, the Auditor-
General is currently identifying all the core support business processes that underpin optimal organisational
performance.

Risk management

Specific risks have been identified over a number of years and processes have been put in place to ensure that
these risks are adequately identified, assessed, managed and monitored across the organisation (see annexure
10). Building on this, a concerted effort is being made to reduce the residual risk by ensuring that appropriate
infrastructure, controls, systems and ethical behaviour are applied and managed within predetermined
procedures and constraints.

Leadership

The Auditor-General recognises that an engaged leadership is a critical success factor for all change interventions
within the organisation, including those relating to the revised vision, mission/reputation promise and culture. To
develop the desired leadership competencies within the Auditor-General, various leadership-focused initiatives
for the senior leadership were introduced in 2007 and are being extended to other management levels. These
initiatives will ensure that the redefined strategy is effectively communicated and implemented with clear lines
of accountability.

Vacancies
Attracting and retaining sufficient qualified and skilled staff is becoming increasingly difficult given the scarcity of

accounting and auditing professionals in South Africa. To build the Auditor-General’s auditing and accounting
skills base, which directly affects its ability to perform according to its mandate, the organisation has for some
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time been investing in a Trainee Accountant Scheme (TA Scheme). Recruitment for the TA Scheme, which also
addresses employment equity requirements, is now being driven in conjunction with an improved retention
strategy. In the short to medium term, the Auditor-General is looking off-shore for auditing skills to augment
its capacity. This initiative, which will be rolled out from the 2008-09 financial year, should also lessen the
organisation’s growing reliance on external professional assistance in the form of contract work. While some
degree of outsourcing is a necessity considering the workload of the Auditor-General, the current vacancy
rate is counterproductive. It compels the organisation to draw disproportionately on outsourced skills, which
adversely affects cash-flow management and financial sustainability.

Transformation

Transformation through employment equity (EE) and broad-based black economic empowerment (BBBEE) is
one of the Auditor-General's primary focus areas. The challenge for the organisation is to maintain its current EE
profile and to further improve on its BBBEE plan despite the scarcity of African, Coloured and Indian auditing
professionals. The Auditor-General continues to address this challenge by training its own auditing professionals
through the TA Scheme and by retaining existing EE employees.

Engagement with local government

Local administration is arguably the sphere of government in which the Auditor-General’s constitutional mandate
is least understood. A need has been identified to intensify the level of audit engagement with local authorities
to ensure that the Auditor-General’s messages are better understood and that corrective measures are properly
focused on root causes. Focusing on appropriate areas in local government will enable oversight mechanisms,
the executive and legislatures to gain additional momentum towards transforming public finance management.

Meanwhile, the Auditor-General will continue with the broader drive of enhancing the relevance of its audit
processes and reports for all spheres of government. This includes promoting more effective auditing practices,
reviewing the product mix (type of audit opinions and entities subject to auditing) and strengthening knowledge-
sharing abilities.

L
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Five-year strategic overview

Introduction

After 2001, when the Auditor-General initially charted its long-term direction through an organisational strategy,
a number of internal initiatives were implemented to ensure effective and efficient service delivery. However,
best practice demands that an organisation’s longterm strategic plan be reviewed and updated every five
years so that it is aligned with internal and external environmental changes. The legislative framework for the
Auditor-General changed in December 2004 when the PAA was promulgated with retrospective effect from 1
April 2004. This change necessitated a review of the Auditor-General’s strategy, resulting in a revised strategy
that articulates the organisation’s aspirations for the next five years. The five-year strategic plan is based on
a redefined vision, mission, culture/values, strategic goals and strategic objectives, all of which support the
Auditor-General’s reputation promise.

The strategic plan is the blueprint for the Auditor-General’s direction over the five years until 2014. It identifies
the building blocks of key strategic goals and objectives that will assist in advancing the Auditor-General’s
vision and achieving the reputation promise. The five-year strategy is shown on the strategy map (see figure 1).
The strategy will be reviewed annually to ensure that it is consistent with developments in the environment and
reflects the long-term direction of the organisation.

Vision

In its corporate strategy of 2001, the Auditor-General established the following vision: We are the independent
world-class provider of public sector audit and related value-added services. This vision has served the
organisation well but, due to a number of critical factors, it became clear in 2008 that a revised vision and
corporate strategy would be required for the future.

One of the key risks that the Auditor-General had identified was that of not appearing relevant to its stakeholders
and customers. Consequently, the corporate vision was revised to be more succinctly linked to the constitutional

mandate, with the aim of ensuring that the Auditor-General retains and increases its relevance as the SAIl of
South Africa.

The revised vision is: To be recognised by all our stakeholders as a relevant Supreme Audit
Institution that enhances public sector accountability. This vision not only speaks more directly to
the organisation’s role as the public sector auditor but also underlines the Auditor-General’s commitment to
delivering quality products and services that are relevant and easy to use. In other words, the impact that the
Auditor-General has should be so positive and visible that all stakeholders will recognise its value.

Mission/Reputation promise

In its corporate strategy of 2001, the Auditor-General established the following mission: Providing independent
and objective quality audit and related value-added services in the management of public resources, thereby

enhancing good governance in the public sector. As with the revised vision and strategy, this mission was also
revised in 2008.

D



Budget and strategic plan of the Auditor-General of South Africa for 2009-2012

<
< 9,
A

e

S e
\‘)

A UDITOR-GENERAL

The revised mission reads as follows: The Auditor-General has a constitutional mandate and, as the
Supreme Audit Institution of South Africa, it exists to strengthen our country’s democracy
by enabling oversight, accountability and governance in the public sector through auditing,
thereby building public confidence. Again, this mission speaks more directly to the reason for the Auditor-
General’s existence, and clearly articulates who the organisation is, its mandate and its objectives. In essence,
the revised mission is an updated version of the reputation promise, which was finalised in 2007-08 after
extensive consultation with stakeholders and employees.

Values

After extensive benchmarking and research, the organisational culture and values have also been aligned
with the vision and reputation promise. The Auditor-General is adopting a performance-driven culture where
each individual employee is accountable for his or her performance and is appropriately recognised. This
change was prompted by staff, who indicated that the organisation needed to change the way it interacts with
employees and recognises and rewards their contribution. Employees will receive practical, ongoing guidance
as to the kind of behaviour required to support the performance-driven culture. Part of this culture is to adopt a
“warm on people - high on task” environment that will underpin accountability.

The Code of ethics will comply fully with the IFAC ethical values; however, there will be a close integration with
the behavioural values. The ethical values will also comply with the principles as set out in the ISQCI review.
The revised values, which will be rolled out in 2008-09, describe what the Auditor-General stands for and
define its code of conduct and behaviour. There are six explicit values, each of which is guided by behavioural
indicators. The revised values are as follows:

Table A: Values and behavioural indicators

We value, respect and o We value and encourage diversity
recognise our people o We respect all individuals
o We listen and consider each other’s contribution
o We recognise talent and effort
Our accountability is clear o We execute our functions with integrity and honesty
and personal o We make a difference in all that we do
o We understand our roles and responsibilities
o We are responsible for our individual and collective actions
We are performance driven | o We produce products of a high quality
o Our performance is key to the success of the AG
o We achieve our deadlines within given time frames
We value and own our o We are impartial, transparent and objective
reputation and independence | o We demonstrate due professional care at all times
o Our reputation relies on the actions and statements of every employee
o We all contribute to strengthening the democracy of SA
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Value Behavioural indicators

We work effectively inteams | o We value and embrace teamwork

Our teams lead by example

o Through knowledge sharing we
* impart knowledge to all and respect confidentiality
* innovate
* lead and develop relationships

o We celebrate our achievements

(e]

We are proud to be South o We are passionate and care about South Africa
African We are ambassadors for South Africa
o We build and strengthen strategic partnerships

o

Strategic goals and objectives

The Auditor-General’s strategic goals are the “pillars of excellence” that define the organisation’s direction and
the strategic results it aims to achieve in support of the vision and reputation promise. To support the strategic
goals, 16 strategic objectives have been identified. The strategic objectives, which can be found in the strategy
map (see figure 1), translate the strategic goals into more concrete activities that lead to the intended strategic
result. Our strategic goals and objectives are outlined below.

Value and service excellence

This strategic goal will ensure that the Auditor-General enhances the customer experience and excels in providing
value and service to key stakeholders. This goal will be driven through the following objectives:

. Enhance service offerings and features

. Improve the quality of audit reports

. Ensure cost-effective auditing

. Improve the timeliness of audit reports

. Ensure relevance of products and services

Financial sustainability
This strategic goal is intended to focus the Auditor-General on remaining financially sustainable so that the
organisation can then focus its efforts on providing excellent service, in turn increasing customer satisfaction and

enhancing its reputation among stakeholders. This goal will be driven by the following objectives:

. Improve financial performance
. Improve the management of working capital

Operational excellence

The strategic goal of operational excellence is intended to ensure that all processes are continuously improved
and that organisational risk and quality issues are identified and adequately addressed. Operational excellence
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is focused on improving processes in order to provide services in a seamless and integrated manner, particularly
by harnessing ICT. In practical terms, this entails ensuring that employees have the necessary ICT tools to
effectively deliver on the Auditor-General’s mandate and that these ICT tools are driven by business process
requirements. This goal will be driven by the following objectives:

*  Improve key non-audit internal processes
*  Improve ICT tools
*  Ensure compliance with BBBEE legislation

Leadership and transformational excellence

The strategic goal of leadership and transformational excellence ensures that the Auditor-General continues
to focus on enhancing the competencies and capabilities of its leadership. Through effective leadership
communication and performance management, including coaching and mentoring, the leadership helps to
instil a performance-driven culture and create an environment in which change management interventions
are readily accepted and implemented. The Auditor-General also aims to have a professional and diverse
workforce because it is in diversity that creative solutions can be found for the organisation. With the right
skills and competencies, the Auditor-General can improve its processes, maintain financial independence,
provide excellent customer service and achieve its reputation promise. This goal will be driven by the following
objectives:

*  Improve leadership effectiveness
*  Develop a professional and diverse workforce

Reputation management excellence

The strategic goal of excellence in reputation management will focus the Auditor-General on being relevant
and thus on delivering products and services that meet stakeholders’ needs. Stakeholders include the general
public, auditees (customers), employees and professional bodies, among many others. This goal will be driven
through the following objectives:

*  Improve reputation

*  Build and maintain key relationships
*  Improve communication

*  Improve branding

Auditor-General’s strategy map

The strategy map (see figure 1) is a visual representation of the Auditor-General's strategic objectives and how
they align with the organisational vision and reputation promise.

The objectives are spread across the five balanced scorecard perspectives, namely reputation (stakeholder),
customer (product), financial (pouch), internal processes and learning and growth (people).
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We are performance
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AG Vision
To be recognised by our stakeholders as a relevant
Supreme Audit Institution that enhances public sector

accountability

Reputation Promise
The Auditor-General has a constitutional mandate, and, as the Supreme Audit
Institution (SAI) of South Africa, it exists to strengthen our country’s democracy by
enabling oversight, accountability and governance in the public sector through
auditing, thereby building public confidence
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Medium-term (three-year) strategy implementation plan

The Budget and strategic plan for 2009-2012 translates the five-year strategy of the Auditor-General into an
implementation plan. The details of this medium-term implementation plan are contained in the following five
strategic goals:

Strategic goal: Value and service excellence

The aim is to achieve excellence and create value in the various aspects of products and services through the
following measurable objectives:

Objective 1: Enhance service offerings and features

The Auditor-General aims to fulfil its mandate by delivering the right mix of audit products and services such as
regularity audits, performance audits, auditing of performance information and international audits. Although
regularity audits remain a main focus areq, the other audit services are being increased in response to the
imperative of remaining relevant to stakeholders.

Performance measure and targets: performance auditing

Performance auditing focuses on the evaluation of measures implemented by management to ensure that
auditees procure resources economically and use them efficiently and effectively. The key themes for transversal
performance auditing are:

e Education
e Consultants
e Public entities

A transversal audit of provincial and municipal infrastructure will be concluded during the 2009-10 financial
year.

In keeping with the commitment to performance auditing, the Auditor-General will be undergoing an international
peer review of its performance auditing practices in 2010.

Ongoing stakeholder consultations are taking place with a view to raising awareness about performance
auditing and to consult on future focus areas. The Auditor-General, with the assistance of an international
expert, is refining the process of identifying performance auditing focus areas. Furthermore, subject matter
experts will assist in researching the transversal performance audit themes.

Up to now, performance auditing has been based on two main principles:

* Integrating the auditing of economy and efficiency with the core regularity auditing methodology.
This has been achieved by adding a “valuefor-money” assertion for the evaluation of certain selected
groupings of transactions/themes.

*  Performing stand-alone performance audits. This has allowed the Auditor-General to focus on the
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performance aspects of certain key strategic government initiatives, over and above its already wide
mandate.

The previous target of 10% for performance auditing included a 5% allocation of resources to value-for-money
assertions. This measure has been reconsidered as it is more appropriate to determine measures specifically for
stand-alone performance auditing.

Although the current target for performance auditing is a monetary value, consultation is under way around the
possibility of using an output-based target for performance audits. The five-year target is to derive income of
R75 million (based on an annual year-on-year increase of 10%) from performance audits. This target reflects an
increasing allocation of resources to performance audit services by the year 2013-14.

Table 1a: Audit income derived from performance audits

Performance Target 2009-10 Target 2010-11 Target 2011-12
measure
Audit income derived 49.7 56.8 62.5
from performance audits
(R million)
Tool Automated PeopleSoft report

Performance measure and targets: auditing of performance information

In striving for relevant audit reporting, the Auditor-General has been investing significantly in the analysis of
audit findings at root cause level. This is part of the process of moving from the provision of one financial audit
opinion to four different audit opinions, namely on financial information, performance information, compliance
with laws and regulations and internal control. The move towards expressing a separate opinion on compliance
with laws and regulations, as well as on internal control, is in the conceptualisation phase. Detailed plans on the
phasing in of this approach are expected towards the middle of 2009-10.

While development is ongoing in all these areas, the most prominent elements are:

*  Root cause analysis, which will eventually lead to a separate reflection on internal control.
*  Auditing of performance information (AoPI), which should lead to a separate opinion on performance
information in the near future.

Auditing of performance information commenced several years ago when the Auditor-General began phasing
it in over five years. This process, which is an integral part of the regularity audit process, lends additional
context to the audit process and findings. It does this by bringing the process of strategic planning, budgeting,
execution/service delivery and reporting under the auditor’s scrutiny.

Since developments have reached a relatively advanced stage, the emphasis has moved from process
evaluation to a more detailed evaluation of the essence of service delivery. In keeping with the current pace of
development, a separate opinion on performance information should be achieved in 2010, initially expected in
the national sphere of government.
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Table 1b: Auditing of performance information

Performance Target 2009-10 Target 2010-11 Target 2011-12
measure

% compliance with 100% 100% 100%
predetermined audit
coverage milestones as
defined in the AoPl plan
(annexure 4)

Tool Project progress report

Performance measure and targets: international auditing

The involvement of the Auditor-General in the international arena is carefully balanced against its legal
mandate. The strategy is to ensure that, as an SAl, it is able to benefit from and contribute to international
auditing developments and also add value to the global public sector audit community. This strategy also
provides for knowledge sharing, both internally and externally, as well as opportunities for employees to gain
broader experience. Exposure to international auditing assignments is maximised by maintaining a core team
of dedicated international auditors, and by providing fixed shortterm opportunities to professional audit staff
drawn from all the audit business units throughout South Africa.

The most significant international commitment to date has been the Auditor-General’s appointment since 2000
as a member of the United Nations Board of Auditors (UNBoA). In July 2006, after being reappointed by
the General Assembly of the United Nations, the Auditor-General commenced a second six-year term. These
auditing duties are shared with the SAls of France and China.

Care is taken to ensure that participation in international audits does not compromise the Auditor-General's
ability to fulfil its local constitutional mandate. In addition, the assurance has been given that international
audit participation will not take place at the expense of the local taxpayer, meaning that these assignments are
accepted on a fully costrecoverable basis. With this commitment in mind, the Auditor-General has stipulated
that income from international audits should not exceed 5% of total audit income. This target applies throughout
the period from 2009-2012.

Table 1¢c: Percentage of total audit resources for international audits

Performance Target 2009-10 Target 2010-11 Target 2011-12
measure

Limit audit resources for 5% 5% 5%
international audits to a
set % of total audit
resources and ensure
that international audits
break even

Tool Calculated using PeopleSoft report
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Objective 2: Improve quality of audit reports

The Auditor-General is committed to producing audit reports that meet the quality requirements of the International
Standards on Auditing (ISA). The specific standard dealing with quality is the International Standard on Quality
Control (ISQC1). This standard requires adherence to a system of quality control that ensures compliance with
professional standards and requirements, and results in appropriate audit reports being issued.

In line with ISQCT, the Auditor-General has policies and procedures addressing each of the following elements
of the system of quality control (QC):

*  Leadership responsibilities for quality within the organisation

*  Ethical requirements

*  Acceptance and continuance of client relationships and specific engagements
*  Human resources

*  Engagement performance (the execution of audits)

*  Monitoring

These quality control policies and procedures are encapsulated in the AG’s Quality control manual. The roll-out
of the manual in 2009-10 will go hand in hand with ongoing maintenance and revision by a dedicated team
of employees.

The six QC elements are achieved through various activities and improvement processes that will continue to be
part of the Auditor-General’s medium-term strategy. The main activities and processes that directly ensure the
quality of audit reports are those for engagement performance and monitoring.

Engagement performance
The policies and processes dealing with engagement performance are as follows:

*  Governance structures for technical development and interaction: All technical matters in the Auditor-
General are overseen by a Technical Committee, which is a subcommittee of the Executive Committee.

*  An annual review of auditing standards: The audit standards applied are reviewed annually and, after
consultation with SCoAG, are confirmed through a formal directive. The Auditor-General currently
subscribes to ISA, which will continue to be the basis of its auditing processes.

*  An annual review of matters affecting audit cycles: For this annual review, the Auditor-General interacts
extensively with the National Treasury to confirm the accounting standards and guidance applicable for
each audit cycle. These standards are then confirmed in an audit response contained in a formal audit
directive.

*  Alignment with auditing standards and best auditing practices: The auditing methodology is reviewed
annually to ensure alignment with auditing standards and with international and local auditing
benchmarks.

* Integration of new audit developments: On reaching a reasonable level of maturity, new developments
are integrated into the core auditing methodology. Currently, the emphasis is on integrating the auditing
of performance information, information systems and value for money. The legal/compliance side of the
audit process is also receiving attention.

*  Seeking more efficient, effective ways of auditing: Initiatives that are currently under way include transversal
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audits, increased use of computer assisted auditing techniques (CAATs) and standard auditing practices
for auditing in similar environments. In addition, the use of technology in the audit process is continuously
being improved.

*  Provision of technical guidance: All new developments and each audit cycle are fully supported by detailed
guidance and information to assist auditors in following the most appropriate and consistent approach.

*  Formal technical learning: The technical learning curriculum is revisited annually to reflect the latest
developments and competence requirements for trainees and permanent staff. The Auditor-General also
supports interventions to qualify appropriately skilled auditing professionals and provide continuing
development opportunities.

*  Stringent quality process for audits: The Auditor-General has formal quality assurance processes that
address all issues ranging from supervision and review per individual audit, to pre-issuance reviews and
consistency reviews. The commitment to quality is also evident in the performance contracts of all audit
staff.

*  Proactive involvement in the accounting and auditing profession: The Auditor-General is involved in a
variety of activities, nationally and internationally. These include participation in audit standard-setting at
IRBA and INTOSAI, and monitoring the development and implementation of accounting standards at the
ASB and National Treasury.

Monitoring

This applies to auditing work done by private firms on behalf of the Auditor-General. The monitoring function
involves ongoing evaluation of each firm's system of quality control, including a periodic inspection of a selection
of completed engagements. The review processes are based on the Auditor-General’s monitoring policy and
Quality control manual.

In evaluating a firm'’s system of quality control, close attention is paid to the steps taken to inform personnel about
new professional standards and regulatory requirements. In the case of completed engagements, the Auditor-
General does inspections on a cyclical basis. Engagements inspected must include at least one engagement by
each engagement manager over an inspection cycle, which spans three years.

The Auditor-General is in the process of preparing for an external firm-level review by IRBA towards the end of
2009. From then onwards, a monitoring team from the Auditor-General will conduct annual firm-level reviews.

The review results will initially be used to manage corrective action in the event of non-compliance and then,
from 2010-11, to recognise good performance. Appropriate recognition criteria and performance measures
will be compiled after the IRBA review.

The goal for 2009-2012 is to deliver audit engagements and reports that meet professional quality requirements.
The performance measure and targets are based on the percentage of reviewed audit engagements that meet
the criteria of excellent performance.
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Table 2: Quality
Performance Target 2009-10 Target 2010-11 Target 2011-12
measure
% compliance with 75% 76% 77%

Quality Review Standard

Tool Quality control assessment

Objective 3: Improve timeliness of audit reports

The PFMA, MFMA and PAA set stringent reporting requirements for all auditees to meet their deadlines. According
to the PFMA, the Auditor-General has two months to complete all audit reports on national and provincial
departments, as well as public and departmental entities. The audit reports must therefore be completed by
the end of July each year. For local authorities and their entities, the MFMA requires the Auditor-General to
finalise audit reports within three months. In other words, these audit reports must be completed by the end of
November each year.

The deadlines of the Auditor-General are directly affected by the internal deadlines of auditees. Receiving
financial statements after the prescribed deadline not only impacts on the ability of the Auditor-General to
perform its auditing function but could ultimately hamper the ability of the auditees to perform within the
accountability framework.

The Auditor-General continues to monitor the remedial steps already taken by auditees, in conjunction with the
National Treasury, to ensure ongoing improvements in the quality and submission of financial statements.

To further improve the timeliness of audit reports, the Auditor-General maintains the internal processes that were
originally established for the PFMA and MFMA audit cycles. This guidance takes cognisance of the following:

*  The need for preparatory/debriefing sessions around these audit cycles. MFMA debriefing/PFMA
preparation takes place in April and May each year, and PFMA debriefing/MFMA preparation in
August and September.

*  The receipt of confirmation of specific audit directives to drive the audit processes. Ideally, these directives
should be confirmed between January and March each year, depending on the timing of similar guidance
from the National Treasury, which triggers the audit directives. Currently, the directives for the MFMA cycle
still fall outside the ideal cycle (around July of each year).

*  Planning for formalised guidance in each cycle, which is done in a specific annual project charter to drive
technical support.

*  Time needed to plan for specific processes (such as consistency reviews) as part of finalising each audit
cycle.

*  The need to promote a better understanding of the individual audit reports before they are tabled through
the general reports and roadshows. The general reports on the PFMA and the MFMA are published two
months after the end of the PFMA and MFMA periods.
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Performance measure and targets

The Auditor-General is committed to an overall performance target for finalising audit reports within the legislative
deadlines for financial statements submitted on time (meaning within two months for PFMA reports and three
months for MFMA). To reach a five-year target that is as close as possible to 100% compliance for both PEMA
and MFMA, annual targets have been set for the medium term. As the table below shows, these targets increase
from year to year.

Table 3: Timeliness of audit reports

Target 2009-10 | Target 2010-11 Target 2011-12

% compliance with | (PFMA) 80% 85% 95%
statutory and

legislative guidelines| (MFMA) 70% 70% 70%
Tool Audit tracking tool

Objective 4: Ensure relevance of products and services

The concept of “relevance” is key to the vision statement of the Auditor-General. In previous years, this gave rise
to the overarching theme of audit product development and audit execution as confirmation that audit processes
and related reporting were relevant. This theme was defined as a balancing act between the quality of auditing
and stakeholder requirements. These two requirements were brought together by a commitment to be responsive
to the needs of stakeholders through auditing, especially in giving momentum to transformation in public finance
management and improved service delivery, within the parameters of the auditing standards.

A solid foundation was laid for the quality of audit. This was underpinned by the adoption of a set of recognised
auditing standards, as well as the ability to focus on the appropriate areas. While the Auditor-General currently
applies the International Standards on Auditing (ISAs), it is also actively involved in the development of the
International Standards for Supreme Audit Institutions (ISSAls). Recent key developments that are expected
to be advanced in this area include involvement in the audit standard-setting processes, locally through the
IRBA Committee of Auditing Standards (CFAS) and internationally through the INTOSAI Financial Auditing
Guidelines Sub-committee (FAS). This is being supplemented by an extensive participation in INTOSAI working
committees.

Performance measure and targets

Forthe 2009-10 period, it is proposed that the combined effect of all efforts to improve the relevance of products
and services be measured through a custom-developed relevance index - an indicator that will bring together
the elements of quality of audits, efficiencies created in the audit process and responsiveness to stakeholder
needs.

The use of such a relevance index would be a major innovation in the external auditing community of the public
sector. Hence, the Auditor-General plans to develop this measure in 2009-10, ideally as part of its work in
defining the relevance and value of SAls. The Auditor-General has gained insight into this topic as chair of the
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INTOSAI working group that is investigating the value and benefits of SAls internationally. The next step, also in
2009-10, will be to set a baseline for the relevance index. In future years, this would be used for in-house year-
on-year comparisons and, ultimately, as a measurement of SAI relevance throughout the INTOSAI community.

Table 4: Relevance index

Performance Target 2009-10 Target 2010-11 Target 2011-12
measure
% improvement on the | Establish baseline and | 2% increase from previous| 2% increase from previous
relevance index survey | targets for future baseline year

measurement
Tool Independent quantitative survey conducted by an independent external

research house

Objective 5: Ensure cost-effective auditing

The cost of auditing to government is driven by a combination of factors: those which are particular to auditing
government and those particular to the Auditor-General.

The factors particular to auditing government include:

*  The size and complexity of the departments and entities

*  The inherent risk of departments and entities being audited

*  The maturity of financial management within departments and entities

*  Compliance with existing policies, procedures, regulations and legislation by departments and entities

The factors particular to the Auditor-General include:

*  The effectiveness of audit supervision (span of control)

e  The ratio of work performed by the staff compared to that contracted out to private audit firms (contract
work)

*  The adequate utilisation of available hours for recoverable activities (recovery rates) by staff

*  The determination of appropriate tariff structures for staff, compared to tariff structures used by private
firms

*  The efforts to increase operational efficiency

*  The adoption of appropriate standards of auditing

These factors are the subject of ongoing interaction between the Auditor-General, its Audit Committee, the
Standing Committee on Public Accounts and the Standing Committee on the Auditor-General.

The organisation has adopted the hierarchical model of span of control to determine the ideal staff mix for audit
assignments. The model takes the form of a pyramid, with a senior manager in control of three audit managers,
one assistant manager and 11 trainee accountants. The model enables the actual staffing ratio to be compared
to an ideal staffing ratio. Cost recovery should be improved by the development and placement of qualified
audit managers and assistant managers at the correct levels.
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The number of professional staff has been increased from the previous year. As previously reported, the Auditor-
General faces a legacy issue in the sense that, in many instances, the earnings of auditors are incompatible with
their years of experience and qualifications. These employees have been offered the opportunity to become
registered professionals and good progress has been made with this initiative.

The manner in which audit resources are used has a further impact on the cost of auditing. The recovery rates
that the Auditor-General uses to measure its utilisation of audit resources centre on the percentage of total time
spent on recoverable audit work. When the recovery rate is determined, allowance is made at each level of
audit staff for non-recoverable activities such as management, administration and leave when the recovery rate
is determined.

It has always been the practice of the Auditor-General to price its audit work in such a manner that a small
surplus is achieved, and this practice remains unchanged. The small surplus is used to fund capital purchases
and accumulate funding for the future. The anticipated surplus for the budget year is 4% of audit income. The
anticipated surplus is factored into the pricing model of audit work budgeted for each year.

The cost of audit s influenced by the tariff structure that is used as a basis for pricing audit work. The determination
of these tariffs is influenced by the total costs of running the office and the margin that is provided so that the
Auditor-General can achieve a small net surplus of no more than é%. These tariffs are determined according
to the job band and earnings of each audit post. According to the span of control, the closer the audit business

is to the ideal span of control, the more cost-effective its auditing will be. The tariffs include a mark-up factor of
2.22.

During 2007-08, the Auditor-General decided to revise its funding model and so reached agreement with
stakeholders on the most appropriate model. This agreement enables the Auditor-General to secure sufficient
funding to fulfil its constitutional mandate.

The cost of auditing is reflected in the reported figures. For the 2009-10 financial year, the Auditor-General
has budgeted for audit fees of R1.71 billion, which is 32.6% more than the 2008-09 audit fee of R1.29 billion.
The budgeted audit fee is expected to increase to R1.93 billion and R2.18 billion in 2010-11 and 2011-12
respectively.

The audit fee increase is driven largely by the following items:

*  The principles of the funding model which allowed lifting of the cap on tariff
*  The impact of inflation on both the internal tariffs and the contract work tariffs
*  The impact of inflation on remuneration costs

The Auditor-General continues to increase the capability of the audit research and development function, with
the aim of identifying, implementing and measuring efficiencies of the total audit process.

The performance measures below illustrate the key financial ratios for the next three financial years. The main ratio
is the gross profit percentage, which measures the percentage of income used to cover operating expenditure.

The gross profit margin for 2009-10 increases to 34%, which represents an increase of 4% compared to
2008-09.
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Performance measure and targets

Implementation of the principles of the funding model enables the office to recover full revenue. Accurate
budgeting and forecasting will be used to ensure that costs are controlled and that the budgeted income is
generated.

Table 5: GP ratio

Performance Target 2009-10 Target 2010-11 Target 2011-12

measure
GP ratio 34% ‘ 34% 34%
Tool Monthly variance report

The Auditor-General wishes to emphasise that, although it operates in a robust manner suited to its constitutional
mandate, it still faces certain challenges in respect of its funding model.

Strategic goal: Financial sustainability

The Auditor-General aims to continue running its business efficiently by being financially sustainable through the
following measurable objectives:

Objective 6: Improve financial performance

The financial turnaround planis a structured plan for diagnosing and addressing the root causes of the sub-optimal
performance of the Auditor-General’s Finance department. Critical interventions in the financial turnaround plan
are to employ the right people in Finance, deliver product that is relevant and timely and streamline processes
to increase efficiencies. A number of milestones have been achieved, but the project continues and longerterm
milestones will be achieved over the next two years.

Retention of surplus

The principles by which the Auditor-General considers whether to retain or surrender its surplus to the National
Revenue Fund are outlined in detail in the overview of the budget. This is in line with the requirements of the PAA,
which states that the Auditor-General may, after consultation with the National Treasury and by agreement with
the oversight mechanism, retain all or part of any surplus shown in the financial statements for working capital
and general reserve requirements.

Performance measure and targets

The main measure of financial sustainability that the Auditor-General will use is the increase in the percentage
net surplus within the five-year target of 6%. The table below shows the proposed annual net surplus per year
during the medium term. The summary of the financial information on which this measure will be based is
reflected in the projected income statement and balance sheet sections of this plan.
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Table 6: Net surplus

Performance Target 2009-10 Target 2010-11 Target 2011-12
measure

% net surplus 4% 4% 4%

Tool Analysis of the projected income statement

Objective 7: Improve working capital management

Collecting funds from auditees and paying creditors are both critical factors for the efficient management of
working capital. The target is 30 debtors’ days for national and provincial government departments and 90
days for local government departments. The payment term for creditors is 30 days after the date of statement.
In practice, this results in the Auditor-General collecting its debts in 60 days on average but paying its creditors
within an average of 45 days from invoice date. This impacts on the Auditor-General’s working capital
management. The ringfencing of certain debt ensures that long-outstanding debt does not affect the collection
of current debit. It also ensures that debts which are problematic to collect within the targeted period are dealt
with separately, without the risk of their being written off. Another initiative being employed is the e-billing tool,
which will assist in speeding up billing and therefore facilitate collection from auditees.

Performance measures and targets

Two performance measures are used to track improvements in the management of the organisation’s working
capital: percentage compliance of debtors with payment terms, and percentage compliance with creditor
payment terms.  The annual targets for the medium term are shown in the table below. The five-year strategy
of the Auditor-General will continue to focus on the development and implementation of solutions for working
capital management issues such as:

*  Slow and non-paying debtors (i.e. debtors over 90 days), highlighted by total arrears at the beginning of
2008-09. These debts amounted to R67.7 million, of which R37.0 million was local government’s debit.

»  Significant growth in audit work performed by private firms for which the Auditor-General receives no
compensation for administration and funding costs. The forecast for 2008-09 is R512.5 million and the
budget for 2009-10 is R507.4 million.

*  The need to continuously invest in, among others, technology and professional development to improve
efficiencies and support planned growth.
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Table 7: Debtors and creditor payment terms

Performance Target 2009-10 Target 2010-11 Target 2011-12
measure

Comepliance of debtors | Local government: Local government: Local government:

with payment terms Max. 90 days Max. 90 days Max. 90 days
Provincial and Provincial and Provincial and
national government: national government: national government:
Max. 30 days Max. 30 days Max. 30 days

% compliance with 80% 85% 90%

creditor payment

terms

Tool Automated age analysis report

Strategic goal: Operational excellence
Objective 8: Improve the key non-audit internal processes, including quality and risk issues

Achieving operational excellence by improving processes is a project that began in the 2006-07 financial
year. The project started out by identifying all processes within the Auditor-General, and then pointing out key
processes and problem areas requiring immediate attention. Where processes were not at the required level,
these would be re-engineered in such a way as to lift their maturity to the desired level. Process maturity has
a direct link with an organisation’s ability to accept change and ensure consistency of service delivery. It is
therefore especially relevant in the light of the service delivery focus of government.

For 2008-09, the Human Capital and Finance processes were prioritised for re-engineering. The Finance
process maturity will be based on the financial management maturity model, which was developed specifically
for financial environments. Human Capital will be measured according to the capability maturity model.

Performance measure and targets
The five-year target is to move all key internal processes to level 3 as a minimum, meaning that the processes

should have improved beyond just focusing on compliance and control. The table below outlines the annual
targets for the medium term.
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Table 8: Capability maturity level

Performance Target 2009-10 Target 2010-11 Target 2011-12
measure
Capability maturity level 3 3 (Stabilise processes at 4
level 3)
Tool Final report from Internal Audit

Risk management

There is a clear link between risk management and the goal of operational excellence. Specifically, the risks
that have been identified dictate which processes are prioritised for improvement projects (see annexure 10). In
addition to the process improvement aspect of risk management, there is also a legislative requirement for risks
to be addressed. Section 43 of the PAA requires the Deputy Auditor-General to establish and maintain a system
of risk management and internal control. Up to now, risk management has focused primarily on key operational
risks as monitored through the Control Self-Assessment Tool (CSA). Next, during the 2008-09 financial year,
the groundwork will be done for the implementation of enterprise-wide risk management. Following that, in the
2009-10 financial year, enterprise-wide risk management will be introduced. This will constructively address
the current risk management approach, which is fragmented and does not enable the organisation to deal
adequately with continually evolving risks and opportunities created by globalisation, advances in technology
and a greater reliance on intangible assets such as the knowledge of its people.

Enterprise-wide risk management is a structured and systematic process that is interwoven with existing
management responsibilities. It provides a framework for analysing risks and opportunities, with the ultimate
objective of creating value for the Auditor-General. It entails the alignment of the organisation’s strategy,
processes, people, technology and knowledge to meet its risk management purpose, and offers a systematic
and integrated way of identifying and responding to all the sources of risk. Enterprise-wide risk management
provides a coherent framework for dealing with all the risks brought about by operating in the new economy.
It puts managers in the best position to see the risks they face, assess the implications relative to the entire
organisation and plan an integrated response. Once the framework has been adopted and implemented
throughout the Auditor-General, it is envisaged that the control environment will be substantially strengthened.

Objective 9: Ensure compliance with BBBEE legislation

The Auditor-General is focused on complying with and supporting the objectives of BBBEE. This commitment
contributes to strengthening the democracy of South Africa and meets the legislative requirement of BBBEE as
vehicle for transformation. The specialised codes of good practice for chapter 9 institutions will be used as a
guideline. As an example, the Auditor-General can contribute to economic growth by using the employment
equity and skills development codes to increase the resources in the auditing sector. Similarly, the integration of
preferential procurement and enterprise development will enable the Auditor-General to influence the growth
of small and medium black firms.

Performance measure and targets

The implementation of the BBBEE strategy will occur in phases. The first is to align all relevant policies and
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procedures with the strategy, which will be a key focus for 2009-10, with the emphasis on full compliance with
all procurement processes.

The BBBEE performance target has been set in accordance with the level contributor rating. The reason is that,
although the Auditor-General is a chapter 9 institution and can follow the specialised codes, it chooses to adopt
more stringent practices in the interests of strengthening democracy and the economic growth of the country.
The target has been set as a level 3 contributor for a five-year period.

Table 9: BBBEE

Performance Target 2009-10 Target 2010-11 Target 2011-12

measure

Achieve identified 5 4 3
BBBEE rating level

Tool Audit by an independent borty

Objective 10: Improve information and communications technology tools

The Auditor-General aims to improve the ICT tools within the organisation. Users will have a suite of technology
providing access to relevant information, innovative communications products and streamlined tools to facilitate
the audits. To achieve this, the ICT business unit has embarked on a five-year strategic plan that supports the
overall organisational strategy.  After implementing this strategy, all systems will be integrated and up to date,
and there will be only one source of all data that all users can access with ease. An enhanced security layer
around the technologies will protect the Auditor-General’s intellectual capital.

Preparatory work included a complete “as-is” and “to-be” gap analysis, along with a comprehensive industry
scan of the technologies that are available to enable the organisation to reach its desired level of maturity
at the end of 2009-10, since maturity of technology is important in preventing exposure to risk. In addition,
the enterprise architecture has been established with a clear technology direction. The Auditor-General has
already made good progress by upgrading its legacy systems and implementing the necessary infrastructure
for systems integration over the next two years.

Performance measures and targets

Technological maturity was measured at 2.84 on the COBIT maturity model for technology as defined by
ISACA. This was a significant achievement as it was accomplished within the first year of the five-year strategy.
As shown in the table below, a target of level 3.5 has been set for the medium term. An optimal five-year target
of level 4 will be considered since specialist technology companies regard it as an ideal indicator of technology
maturity on the COBIT measure.
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Table 10: COBIT

Performance Target 2009-10 Target 2010-11 Target 2011-12
measure

Achievement of 3 3.25 3.5
identified capability
maturity level
(technology)

Tool Final report from Internal Audit

ICT infrastructure

A maijor focus in the medium term will be the implementation of integrated administrative system improvements.
Specific projects in this area include an e-billing module, a budgeting and planning module and a balanced
scorecard tool. In the area of information security and disaster recovery, projects to be implemented include the
encryption of notebooks to ensure security of all Auditor-General information.

Management information tools

Management information tools or business intelligence is a logical progression of the ICT strategy. The first step
will be to implement the balanced scorecard tool, although the roll-out will depend on the process maturity within
the business units. An investigation in 2008-09 will yield specifications that will enable the Auditor-General to
make informed decisions about which additional business intelligence tools to select for the organisation. Such
tools must not only fit into the overall architecture but should require minimal support and maintenance so as to
avoid inflating the organisation’s operating costs.

Knowledge and content management

An ongoing focus area for the Auditor-General is the implementation of knowledge-sharing tools within the
organisation. One project to be implemented in the medium term is the integrated records and document
system, which will provide a more convenient way for users to access business information from a common
source. Other projects include the implementation of audit knowledge databases.

Strategic goal: Leadership and transformational excellence

This goal is designed to ensure that the Auditor-General adequately capacitates its employees with the right
tools and systems to do their jobs in line with the desired performance-driven culture.

Objective 11: Improve leadership effectiveness

After developing a blueprint of the desired organisational culture in 2006, the Auditor-General launched a
leadership effectiveness initiative to enhance leadership practices. The next step was to incorporate a measure
for leadership into the annual culture index. The rationale for this was that a healthy culture and motivated
employee corps are the ultimate reflection of the effectiveness of the leadership of an organisation.
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Since culture change is a long-term initiative, the focus in the medium term will continue to:

e support the senior leadership team to strategically align the organisation with the desired vision, mission/
reputation promise and culture

*  develop leadership competencies

*  implement coaching and mentoring processes for senior managers

e redesign and implement performance management, including rewards and recognition schemes.

This multi-year programme is intended to improve the Auditor-General’s reputation as an employer of choice
and positively improve employees’ levels of motivation and trust.

Performance measure and targets

The key driver for the leadership initiative is the culture index. The five-year target for the culture index is 25%
due to the high impact it has on the reputation index. Whereas the industry norm is at 40%, the Auditor-
General’s current culture index is 15% (2007-08). Action plans for addressing the culture index will focus on

all four areas listed above, with a view to shaping a performance culture.

Table 11: Culture index

Performance Target 2009-10 Target 2010-11 Target 2011-12

measure

% improvement in the Implement all the actions 21% Implement all the actions

culture index that are drivers of the that are drivers of the
culture index culture index

Tool Independent quantitative survey conducted by an independent external
research house

Objective 12: Develop a professional and diverse workforce

The Auditor-General is committed to recruiting, developing and retaining diverse professionals so that it has the
talent to accomplish its mission. Achieving the mission depends on more than just the right workforce size and
structure. It also requires the “right people, in the right jobs at the right time”.

Performance measure and targets: Employment equity plan

The organisation will strive to ensure compliance with EE requirements and beyond. The intended result is
a fair and representative workforce with a culture that supports, encourages and motivates people, thereby
underpinning accountability and operational excellence.

The following targets will apply:

*  Employment equity: 80/20 target, employees from designated groups (all women, disabled people and

African, Indian and Coloured people) making up 80% of the workforce and 20% coming from non-
designated groups (white males and foreigners). This ratio will be the total organisation’s baseline and
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will apply from the executive to clerical levels. Similarly, the trainee accountant target has been set to
reflect South Africa’s economically active population, the number of trainee entrants and the environment

of the profession. Thus, a 90/10 target has been set, with 0% of trainees coming from designated groups
and 10% from non-designated groups.

Table 12a: Percentage compliance with EE plan

Performance Target 2009-10 Target 2010-11 Target 2011-12
measure

% compliance with AG 80% 85% 90%
EE plan
Tool Manual tracking and progress report

Performance measure and targets: Number of unqualified staff reduced

In realising the objective of professionalising the environment, the Auditor-General is committed to reducing the
number of unqualified staff. This will be achieved by the following:

Institutionalising employee skill assessments by implementing a competency management process to
identify and reduce actual and potential competency and skills gaps.

Ensuring that strategies for investing in human capital are developed and implemented to meet the
identified gaps and are fully integrated into the strategic planning, budgeting and annual workforce
planning processes.

Continuously monitoring the efficiency and effectiveness of the investment in human capital, which will be
periodically evaluated and reported on.

Table 12b: Number of unqualified staff reduced

Performance Target 2009-10 Target 2010-11 Target 2011-12
measure
Number of unqualified | Establish baseline 5% reduction from 5% reduction from
staff reduced number of unqualified previous year baseline previous year baseline
staff and reduce by
5%
Tool Manual tracking

Performance measure and targets: Percentage of trainee accountants retained

More than 50% of the Auditor-General’s staff are trainees. The intention is to retain trainee accountants after they
qualify but, owing to strong industry competition for auditing resources, it may not be possible to retain 100% of
all qualified trainees. To maximise its retention capacity, the Auditor-General will focus on the following:

° Developing and implementing retention strategies for keeping trainee accountants.

*  Doing monthly monitoring of attrition and retention rates among trainees.
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Table 12c: Percentage of trainee accountants retained

Performance Target 2009-10 Target 2010-11 Target 2011-12
measure

% of trainee Establish baseline % 10% increase from 10% increase from
accountants retained retention for those who | previous year baseline previous year baseline
completed trainee
contracts and improve
retention by 10% per
year

Tool Manual tracking

Performance measure and targets: Percentage improvement of labour turnover per
category

Another priority is to address the high turnover rate among employees in general, particularly those with
professional skills. This will be achieved by:

*  Developing retention strategies for skilled employees currently on board.

*  Conducting an analysis of employees eligible for retirement.

*  Establishing, documenting and reporting on projections for retirements in mission-critical occupations.
*  Implementing strategies for managing potential fulltime equivalent (FTE) and competency gaps.

Table 12d: Labour turnover

Performance Target 2009-10 Target 2010-11 Target 2011-12
measure

% improvement on Establish baseline % 25% turnover reduction 30% turnover reduction
labour turnover per turnover for band D & for band D; 30% turnover | for band D; 35% turnover
category band E retention for reduction for band E reduction for band E

those who completed
trainee contracts and
improve their retention
by 20% (for band D) per
year, by 25% (for band
E) per year

Tool Automated tool to measure the staff turnover rate

Strategic goal: Reputation management excellence

The Auditor-General’s reputation promise is directly linked to the products and services that it has to deliver - to
make a difference in South Africa by fulfilling its constitutional mandate. The organisation will know that it has
delivered on this strategic mandate and reputation promise when all its stakeholders:
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*  know and understand the unique role that the Auditor-General fulfils as a Supreme Audit Institution and
* recognise that the Auditor-General is making a relevant contribution in strengthening South Africa’s
democracy.

Objective 13: Improve reputation

The reputation of the Auditor-General is described as the collective opinion of all its internal and external
stakeholders, built over time, in terms of its constitutional mandate and reputation promise.

The following issues will continue to receive specific attention during 2009-10 and beyond:

*  Continued focus on improving and strengthening media liaison, since the media is a key channel for keeping
the South African public informed about the Auditor-General’s role and contribution to strengthening our
country’s democracy.

* Increased focus on creating awareness and understanding of the Auditor-General’s mandate and
performance, by improving and strengthening all internal and external corporate communication messages
and channels to effectively reach all its key stakeholders.

*  Continued investment in further building and improving the Auditor-General’s corporate identity (branding),
both in terms of its physical environment and all tangible forms of visual presentation. This will ensure that
the way in which the organisation visually presents itself is fully aligned with and in support of its desired
reputation and culture. This is a multi-year programme.

*  Continued focus on supporting the Auditor-General’s initiative to make its audit reports more relevant and
userfriendly, by helping the institution to communicate more effectively both in the reports and about the
reports, in order to get the organisation’s message across to all relevant stakeholders. This is a multi-year
programme.

Performance measure and targets

Improving on the Auditor-General’s reputation is a strategic focus area in the organisation. For this reason, it
is important to determine the collective opinion of its stakeholders and how they perceive the Auditor-General
and its delivery on its constitutional mandate. The reputation index (RI) is used to measure these stakeholder

opinions. The Rl five-year target has been set at 25%.

Table 13: Reputation index

Performance Target 2009-10 Target 2010-11 Target 2011-12
measure

% improvement on the (Measure: tracks 21% (Measure: tracks

overall reputation index | compliance with compliance with
communication, communication,
stakeholder relationship stakeholder relationship
management and management and
branding milestones for branding milestones
the year) for the year)

Tool Independent quantitative survey conducted by an independent external
research house
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Objective 14: Build and maintain key relationships

In 2007-08, the Auditor-General identified three key stakeholder groupings with whom it needs to continue to
build its relationship in the next two years. These stakeholders are internal employees, so that they become
ambassadors for the organisation, prospective employees, so that the Auditor-General becomes an employer
of choice, and auditees, so that good relations are maintained with customers.

Performance measure and targets

For the 2009-2012 period, the focus will be on continuing to implement and refine the planned actions per
stakeholder group, with the aim of improving the reputation index results, first per stakeholder group and,
through that, the overall reputation index. The results of the reputation index survey to be conducted in 2010-
11 will be used to measure improvement, and also to continuously guide and direct the Auditor-General’s
stakeholder strategies and actions.

Table 14: Reputation index per key stakeholder group

Performance Target 2009-10 Target 2010-11 Target 2011-12

measure

% improvement on the | 60 - 79.9% achievement 6% average improvement | 60 - 79.9% achievement
reputation index per of all milestones in on 2007-08 baseline of all milestones in
identified/key identified action plans per stakeholder group identified action plans
stakeholder group

Tool Independent quantitative survey conducted by an independent external
research house

Objective 15: Improve communication

The reputation promise guides all communication messages to ensure consistency and better understanding of
the Auditor-General’s role. Effective communication is a key driver for enhancing the reputation of the Auditor-
General. The emphasis will be on ensuring that all communication is clear and consistent and provides clarity on
the reputation promise and the key messages emanating from it. Specific items/documents have been identified
to ensure consistency and compliance, which is measured annually through a content audit.

Performance measure and targets

To measure the effectiveness of communicating the reputation promise and key messages to stakeholders, a
content audit is conducted annually by an independent external service provider. Specific items are identified
and measured annually. Using a phased approach, the scope increases every year and will ultimately reach a
point where the full spectrum of communication can be measured. The results of the reputation index (RI) survey
to be conducted in 2010-11 will provide an indication of the success of the Auditor-General’s stakeholder
communication. However, the actual measurement for balanced scorecard (BSC) purposes will be done
through the content audit. Action plans relating to the survey feedback received will be developed to ensure
that any gaps are closed.
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Table 15: Percentage of compliance with reputation promise and key messages in identified
Auditor-General documents

Performance Target 2009-10 Target 2010-11 Target 2011-12
measure

% compliance with 100% compliance on 100% compliance on 100% compliance on

reputation promise and  [specifics and 45% - 79.9%| specifics and 50% - 79.9%| specifics and 55% -

key messages in where contextualisation is | where contextualisation is | 79.9% where

identified documents required required contextualisation is
required

Tool Content audit conducted by an independent external auditor

Objective 16: Improve branding

There is a clear link between an organisation’s reputation and the ease with which stakeholders recognise and
identify with its brand and corporate identity. For this reason, the Auditor-General has over the past three years
been incrementally investing in its brand, in terms of both its physical environment and all tangible forms of visual
presentation. The overall objective is to ensure that all branding requirements are adhered to, with compliance
being measured annually by means of an independent visual audit. The results of the Rl survey to be conducted
in 2010-11 will provide an indication of the level of brand recognition and affiliation. However, the actual
measurement for BSC purposes will be done through the visual audit.

Performance measure and targets

Each year, specific targets are set to determine brand compliance by all business units in the Auditor-General. A
phased approach is being used, meaning that the scope increases every year to ultimately reach a level where
all 2D material (printed material) and 3D items (physical work environment) are fully brand compliant. A visual

audit is conducted every year to measure business units’ compliance.

Table 16: Percentage of compliance with all branding requirements

Performance Target 2009-10 Target 2010-11 Target 2011-12
measure

% compliance with all 2D| 2D - 100% and 2D - 100% 2D - 100%
(printed material) and 3D| 3D - 60 - 79.9% Set 3D baseline Implementation of the 3D
(office environment) achievement on action plans
branding requirements | development of 3D action
plan
Tool Visual audit conducted by an independent external auditor
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Strategic initiatives

A number of strategic initiatives have been proposed in the medium-term budget. These initiatives include the
following six categories, each of which entails the development and implementation of specific projects.

Table B: Strategic initiatives

Strategic initiatives/Projects

Main categories

1. Leadership Improvement of leadership effectiveness
* Executive coaching for corporate executives and business executives
* Leadership programme for managers

2. Training and Development of a professional workforce
development * Management of Trainee Accountant Scheme
* Learning material and narrowing of competency gaps

3. ICT infrastructure| Improvement of information capital and technology tools

* Implement e-billing module

* Implement budgeting and planning module

* Implement balanced scorecard tool

* Encrypt all notebooks to ensure security of all information

4. Stakeholder Improvement of reputation, relationships and communication
management * Constitutional stakeholder relationship mapping
* INTOSAI Governing Board
5. Performance Monitoring and achievement of customer service delivery and internal performance
improvement objectives

* Further development of the performance management system
* Implementation of financial turnaround projects

6. Process Development of internal processes (including quality and risk control)
improvement * Implementation of capability maturity model requirements
* Firm-level review; risk framework and CSA tool upgrade

Business unit projects (incl. Facility Services, Audit Research and Development)

Strategic initiatives scope overview
1. Leadership

Following the unfavourable results of the 2006 culture index, scoring 14% against an average culture index
of 40%, the Auditor-General decided to focus on enhancing leadership practices to ensure a healthy culture
and motivated employees. As a result, a decision to embark on a leadership programme was taken and will be
implemented from 2008. The leadership programme will offer senior management targeted training on how
to become effective communicating leaders. The leadership programme comprises three strategic initiatives/
projects:
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Communicating Leader
Executive coaching for CEs and BEs
Leadership programmes for managers

The business benefit of the leadership programme will be the following:

2.

The senior leadership team will be supported in implementing and cultivating the desired performance-
driven culture among their employees.

The Auditor-General’s reputation as an employer of choice will be improved.

Mentoring and coaching of audit teams will be enhanced.

The leadership team will become visible in the audit team and engage both the customer and team.

Training and development

The following projects have been proposed for the training and development of new recruits and current staff:

Development of learning material
Narrowing of competency gaps
Schools programme (part of pipeline programme) aligned with corporate social investment

The overall benefit to the organisation will be to:

3.

ensure employment of adequate staff with qualifications and skills to deliver required audit services and
products

provide a feeder stream of qualified staff for employment at management and executive level

ensure that the organisation can respond to increased stakeholder demands through the improved
professionalism and diversity of staff

contribute to developing accounting and auditing professionals for the broader public sector, which

in turn will enhance government departments’ ability to comply with the requirements of financial
accountability and corporate governance

contribute towards skills development in the audit profession, as the intention of the schools programme
is to feed into the TA Scheme.

ICT infrastructure

The following proposed projects are aimed at improving business users’ access to information and at providing

technology tools for streamlining processes:

Implement e-billing module

Implement budgeting and planning module

Implement balanced scorecard tool

Encrypt all notebooks to ensure security of all information

The overall benefit to the organisation will be as follows:

Implementing the e-billing module and budgeting and planning module will enhance integrated Human
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Capital and Finance administrative systems. It will also improve the quality and integrity of information.
*  The BSC tool will render effective performance management and a centralised repository from which
data analysis and reports can be retrieved for quick decision-making.
*  Encrypted notebooks will mitigate security risks to all information.

4. Stakeholder management
Management of international events (e.g. INCOSAI)

The Auditor-General has been awarded the privilege of hosting the conference of the International Organization
of Supreme Audit Institutions (INTOSAI) in 2010. The appointment as the hosts of this conference has been
endorsed by the President of South Africa. This conference, referred to as INCOSAI (International Conference
of Supreme Audit Institutions), is held every three years.

The business benefits for the organisation will be as follows:

*  Opportunity to benchmark and network with peers.

*  Share knowledge and best practices.

*  Building the reputation of the Auditor-General through the hosting of a world-class event.
»  Staff of the organisation will have an opportunity to benefit from skills transfer.

INCOSAI 2010 will be held in Gauteng in November 2010, but is preceded by the INTOSAI Governing Board
meeting in November 2009 in Cape Town. The Auditor-General also hosted the AFROSAI 2008 General
Assembly during 2008-09. This conference served as a dry run for INCOSAI 2010 and was invaluable in
identifying action items going forward.

5. Performance improvement

The following proposed projects are geared towards the improvement of the Auditor-General’s business
results:

*  Further development of the performance management system
*  Implementation of the remaining elements of the financial turnaround plan

The overall benefit to the organisation will be to ensure the following:

*  Progress towards achievement of organisational objectives is monitored and maintained.

*  Performance of individuals and teams is aligned with organisational requirements.

* A sustainable financial position is reached in order to maintain own funding for operational and strategic
matters.

6. Process improvement

The main project in this area is business process re-engineering.

The Internal Audit unit (Governance) has identified enterprise risk types and put plans in place to address these
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risks (see annexure 10). Processes associated with these risks areas are being mapped and improvement plans
executed. The organisation has set maturity level targets (starting at level 3) for improvements in the following
internal processes:

e ICT processes

e Finance process

*  Human Capital processes

*  Finance management learnership programmes (possibly SAIC/CIMA accredited)
*  Deployment of audit methodologies and tools

*  Development and revision of all audit guidelines

The overall benefit to the organisation will be to:

*  minimise organisational risks as identified by internal auditors

*  improve turnaround time in the recruitment process

* increase efficiency by reducing time in the billing process

*  enhance reports on debtors collections

*  enhance financial statements for quick decision making

*  streamline and standardise standard operating procedures

*  centralise procurement, ensuring quick delivery of goods and services

*  develop core competencies in financial management

*  ensure application of latest technology and techniques to facilitate compliance with auditing standards
*  revise audit guidelines, enhancing more efficient auditing.
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Management structure

The AG organisational structure is depicted in figure 2 below. The structure includes the following executive and
management aspects:

Executive Committee

The Executive Committee assists the Deputy Auditor-General (DAG) in the performance of the work of the AG.
The Executive Committee consists of the following members:

*  Deputy Auditor-General

*  Chief Operations Officer (COO)
e Head of Audit (HoA)

*  All corporate executives (CEs)

Operations Committee

The DAG, COO and Head of Audit have constituted an Operations Committee (Opsco) whose main focus is to
ensure that all initiatives and tactical operational matters continue to be aligned with the overall strategy. These
Opsco engagements will continue to feed into the Executive Committee.

As shown in figure 2, media issues are handled at several levels in the organisation. Functional responsibilities
for media rest with designated business units. The Office of the Auditor-General also has resources to support it
in its various stakeholder communication activities.

We firmly believe that the structure as articulated below will continue to ensure that our resources are properly
planned and allocated to areas that will generate the best possible results as we implement the plan to which
we have committed.
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Projected income statement

Actual Budget

31 March 31 March 31 March March 31 March
2008 2009 10 2011 12

AUDIT INCOME 1,108.9 1,369.7 1,706.7 1,928.7 2,179.4
Own hours 648.8 796.9 1,124.5 1,270.7 1,435.9
S&T recoverable 42.3 60.3 74.8 84.6 95.6
Contract work 417.8 512.5 507.4 573.4 647.9
DIRECT AUDIT EXPENDITURE 829.8 1,024.0 1,129.0 1,264.7 1,429.1
Personnel 370.6 451.7 546.8 617.9 698.2
S&T recoverable 41.9 59.8 74.8 73.4 83.0
Contract work 417.3 512.5 507.4 573.4 647.9
CW % of audit income excl. S&T 39% 39% 31% 31% 31%
Gross income 279.1 345.7 577.7 664.0 750.3
Own hrs gross profit 278.2 345.2 577.7 652.8 737.7
Gross margin % of audit income 25% 25% 34% 34% 34%

-
w
o

16.7 ’ 11.2 10.3 ‘ 11.6

Other income

Gross profit plus other income | 295.8 | 356.9 | 588.0 ‘ 675.6 ‘ 763.4 ‘
Overhead expenses | 283.1 ‘ 369.0 ‘ 493.9 ‘ 557.7 ‘ 630.1 ‘
Overhead as % of audit income 26% 27% 29% 29% 29%
Depreciation | 21.0 I 22.3 I 28.1 ‘ 311 ‘ 40.0 ‘
Net surplus / (deficit) before special | ‘ ‘ ‘ ‘ ‘
events (8.3) (34.4) 66.0 86.8 93.3
Net surplus as % of audit income -1% -3% 4% 5% 4%
Special events | - | 9.7 ‘ 13.8 ‘ 70.1 ‘ - ‘
Net surplus / (deficit) after special

events (8.3) (44.1) 52.2 16.7 93.3

Assumptions
1. 35.1% increase in own hours rates
2. Salary expenditure inflationary increase of 15%
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Projected balance sheet

Forecast

31 March 31 March 31 March 31 March

Capital employed

Capital 125.0 80.9 133.1 149.8 243.1
- Reserves 128.3 120.0 75.9 128.1 144.8
- Special audit services fund 5.0 5.0 5.0 5.0 5.0
- Net income for the year (8.3) (44.1) 52.2 16.7 93.3
Long-term liabilities 75.1 78.1 81.9 90.3 99.6
Interest-bearing borrowings 10.3 6.9 3.2 3.2 3.0
Medical aid liability 64.8 71.2 78.7 87.1 96.6
Current liabilities 212.7 238.1 254.4 285.9 325.1
Trade and other payables 175.6 198.0 211.9 2371 267.5
Leave liability 247 30.6 37.3 44.8 53.3
Current portion of long-term loan 12.4 9.5 5.2 4.0 4.3
412.8 3971 | 469.4 ‘ 526.0 667.8
Employment of capital
Fixed assets 50.3 64.0 68.4 66.0 59.7
Cash investment 87.7 98.9 107.2 116.6 127.2
Current assets 274.8 234.2 293.8 343.4 480.9
Trade and other debtors 245.2 273.9 319.4 385.7 435.9
Bank and cash 29.6 (39.7) (25.6) (42.3) 45.0
412.8 3971 I 469.4 ‘ 526.0 667.8

Working capital assumptions

1. Trade and other payables are calculated on a 45-day payment period.

2. Trade debtors are calculated based on the following days outstanding:
30 days for the national and provincial departments and 90 days for local authorities.

@D




Budget and strategic plan of the Auditor-General of South Africa for 2009-2012

<
<« O,
Q ®-

S e

A UDITOR-GENERAL

Projected funding statement

Explanation of funding schedule

The projected funding requirements schedule seeks to categorise the funding requirements that originate from the
commitments reflected in the AG's balance sheet and those that will be funded from the expected surplus, when it occurs, in
four distinct parts, namely:

- employee liabilities and reserve for special audits (Part 1)
- working capital (Part 2)
- capital expenditure (Part 3)
- hosting of prestigious events. (Part 4)

In part 5 the sum of these items is compared to the cash and cash equivalents to determine the extent of the surplus or deficit
on funding.

Key principles

1. This is a schedule to determine the basis of retention of surplus by the AG. To the extent that the funding position reflects a
surplus, the AG would be in a position to return the surplus to the revenue fund. However, if the funding position reflects a
deficit, the AG would opt to retain the surplus in order to fund its cash commitments.

2. The funding deficit (part 5) is considered temporary in nature and within an acceptable norm provided that the amount
thereof is less than the working capital requirements (part 2), as in this instance the cash is normally collectable on average
within a period of 60 days. Additional funding is required in order for the Auditor-General to remain a going concern.

Budget

31 March 31 March 31 March 31 March
2009 2010 2011 2012

Part 1

Reserves and staff liabilities

Staff liabilities 89.5 101.8 116.0 131.9 149.9

- Post-retirement medical aid

(PRMA) 64.8 71.2 78.7 87.1 96.6

- Leave liability 24.7 30.6 37.3 44.8 53.3

Office reserves 19.1 12.3 17.0 18.2 19.5

- Special audit services fund 5.0 5.0 5.0 5.0 5.0

- Performance bonus 14.1 7.3 12.0 13.2 14.5
108.6 114.1 133.0 150.1 169.4

Part 2

Working capital

Current assets (excluding bank) 245.2 2739 319.4 385.7 435.9

Current liabilities (excluding leave

liability) (175.6) (198.0) (211.9) (237.1) (267.5)

Net working capital 69.6 75.9 107.5 148.6 168.4

Part 3

Capital expenditure

Interest-bearing borrowing

payments 11.9 15.3 12.2 7.4 6.5

Fixed asset acquisitions 19.6 47.9 51.3 38.6 43.1

Capital requirement of the office 31.5 63.2 63.5 46.0 49.6

N5



Budget and strategic plan of the Auditor-General of South Africa for 2009-2012

<
< 9,
Q O

S e

e

A UDITOR-GENERAL

Actual Forecast Budget Forecast Forecast
31 March 31 March 31 March 31 March 31 March
2008 2009 2010 2011 2012
Rm

Part 4
Prestigious events (AFROSAI/
INTOSAI / INCOSAI - 9.7 13.8 70.1 -
Part 5
Comparison to available cash
reserves
Cash and cash equivalents 117.3 59.2 81.6 74.3 172.2
Office funding requirements
(1+2+3+4) 209.7 262.9 317.8 414.8 387.4
Surplus/(Deficit) on funding of
the office (92.4) (203.7) (236.2) (340.5) (215.2)
Conclusion

Based on the above projections and in relation to the key principles outlined above:

1. The AG would not be in a position to return the surplus to the revenue fund and
2. the funding deficit is considered to be outside an acceptable norm.
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Annexure 3: Proposed internal rates

-

Staff numbers Budget 09-10 Budget 08-09

Business
executives 19 1,957 957
Total staff 19 1,957 957
Markup factor 1.37 104.5%
Operational
leaders
960,000 980,000 2 1,500 n/a
940,000 960,000 0 1,469 n/a
920,000 940,000 0 1,438 n/a
900,000 920,000 0 1,407 n/a
880,000 900,000 0 1,376 n/a
860,000 880,000 0 1,345 n/a
840,000 860,000 0 1,314 n/a
820,000 840,000 0 1,283 n/a
800,000 820,000 1 1,253 n/a
Total staff 3 1,415 n/a
Markup factor 1.55
Senior managers
940,000 960,000 2 1,474 936
920,000 940,000 3 1,443 936
900,000 920,000 1 1,412 936
880,000 900,000 3 1,381 936
860,000 880,000 15 1,350 936
840,000 860,000 7 1,319 936
820,000 840,000 5 1,288 936
800,000 820,000 24 1,257 936
780,000 800,000 14 1,226 936
760,000 780,000 10 1,195 936
740,000 760,000 19 1,164 936
720,000 740,000 5 1,132 936
700,000 720,000 4 1,101 936
680,000 700,000 6 1,070 936
660,000 680,000 9 1,039 936
640,000 660,000 1 1,008 936
620,000 640,000 2 977 936
600,000 620,000 0 946 936
580,000 600,000 1 915 936
560,000 580,000 0 884 936
540,000 560,000 0 853 925
520,000 540,000 0 822 891
0 520,000 1 791 859
Total staff 132 1,213 936
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Budget 09-10

‘\

Budget 08-09

Audit managers

790,000 810,000 1 1,318 732
770,000 790,000 0 1,285 732
750,000 770,000 0 1,252 732
730,000 750,000 0 1,219 732
710,000 730,000 0 1,186 732
690,000 710,000 10 1,153 732
670,000 690,000 2 1,120 732
650,000 670,000 20 1,087 732
630,000 650,000 3 1,054 732
610,000 630,000 58 1,021 732
590,000 610,000 2 988 732
570,000 590,000 136 955 732
550,000 570,000 3 922 732
530,000 550,000 36 889 732
510,000 530,000 4 856 732
490,000 510,000 16 824 732
470,000 490,000 4 791 732
450,000 470,000 2 758 732
430,000 450,000 31 725 700
410,000 430,000 12 692 669
390,000 410,000 1 659 638
370,000 390,000 0 626 606
350,000 370,000 3 593 573
330,000 350,000 0 560 540

Total staff 344 921 673

Auditors

450,000 470,000 1 746 400
430,000 450,000 0 713 400
410,000 430,000 8 681 400
390,000 410,000 54 649 400
370,000 390,000 6 616 400
350,000 370,000 5 584 400
330,000 350,000 18 551 400
310,000 330,000 48 519 400
290,000 310,000 63 486 400
270,000 290,000 48 454 400
250,000 270,000 33 422 400
230,000 250,000 32 389 369
210,000 230,000 13 357 339
190,000 210,000 13 324 309
170,000 190,000 12 292 277
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Budget 09-10 Budget 08-09

Staff numbers

150,000 170,000 12 259 246
130,000 150,000 20 227 215
110,000 130,000 19 195 185
100,000 110,000 7 170 162
90,000 100,000 1 154 147
80,000 90,000 6 138 131
70,000 80,000 2 122 115
0 70,000 4 105 100
Total staff 425 437 310
Trainee

accountants
360,000 370,000 1 685 243
350,000 360,000 2 666 243
340,000 350,000 0 648 243
330,000 340,000 1 629 243
320,000 330,000 0 610 243
310,000 320,000 0 591 243
300,000 310,000 0 573 243
290,000 300,000 0 554 243
280,000 290,000 2 6585 243
270,000 280,000 1 516 243
260,000 270,000 1 497 243
250,000 260,000 0 479 243
240,000 250,000 0 460 243
230,000 240,000 1 441 243
220,000 230,000 0 422 243
210,000 220,000 10 404 243
200,000 210,000 9 385 243
190,000 200,000 19 366 243
180,000 190,000 3 347 243
170,000 180,000 30 329 243
160,000 170,000 8 310 243
150,000 160,000 46 291 243
140,000 150,000 25 272 228
130,000 140,000 56 253 210
120,000 130,000 117 235 198
110,000 120,000 187 216 180
100,000 110,000 197 197 166
90,000 100,000 63 178 149
80,000 90,000 105 160 134
70,000 80,000 24 141 119
60,000 70,000 1 122 102
50,000 60,000 0 103 87

D>



Budget and strategic plan of the Auditor-General of South Africa for 2009-2012

<
<« O,
Q ®-

S e

L

A UDITOR-GENERAL

Budget 09-10 Budget 08-09

Salary intrval

Staff numbers

0 1 84 70
Total staff 910 202 150
AG total staff 1,833 455 336

Note:

1. This table represents the budgeted staffing position as at 31 March 2010.

2. Staff numbers include permanent staff and limited duration contractors (LDCs).

3. Average tariffs for budget 09-10 are based on actual hours budgeted to be billed to auditees.
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Annexure 4: Auditing of performance information
A phased-in approach

The AG has adopted a phasing-in approach for compliance with the relevant sections of the PAA until such time
as a performance management and reporting framework has been legislated” and the audited environment
has reached a level of maturity so as to provide reasonable audit assurance in the form of an audit opinion or
conclusion. It is anticipated that this maturity level will only be reached during the April 2009 - March 2010
financial year.

The phasing-in approach has the following advantages:

*  The National Treasury has the time and opportunity to provide structure and discipline to the processes
used by the management of public sector institutions to measure and report on performance information
and to facilitate the implementation of the necessary systems.

* It will provide an appropriate level of assurance on the quality of reported performance information in
each phase of the implementation.

*  Seeing that the AG is committed to playing a constructive and, where appropriate, a supportive role in
order to assist the South African public service, it will provide ongoing advice and encouragement for
continuous improvement in the quality, value and use of the information.

*  The audit report will not be qualified in respect of performance information during the phasing-in approach
(until the 2008-09 financial year) to provide management of the auditees with the opportunity to set up
the necessary internal policies, structures, systems and processes to manage and report on performance
information.

The details of the phasing-in approach are as follows:

1. The audit procedures for auditing the performance information of the April 2005 to March 2006
financial year were indicated in General Notice 544 of 2006, issued per Government Gazette 28723
of 10 April 2006 and General Notice 808 of 2006, issued per Government Gazette 28954 of 23 June
2006. The procedures included the following:

e  Obtain an understanding of the entity and its environment, including its internal control related to
performance information.
*  Determine the level of performance reporting by evaluating the following aspects:

The existence of, and reporting against, predetermined objectives

The existence of specific, measurable and time-bound objectives

The consistency of reporting on predetermined objectives

The format and presentation of performance information in the annual report

O O O o

7 Although the National Treasury issued the Framework for Managing Programme Performance information during May 2007, the legal status (i.e. compulsory/legally
binding or only a guideline) has not been officially indicated by the NT.
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No separate opinion on performance against predetermined objectives was included in the audit reports.
Conclusions on performance reporting were reached as part of the financial audit process and material
shortcomings in the process of reporting against predetermined objectives which came to the attention of
the auditor during the audits were reported in the Emphasis of matter section of the audit reports.

The audit procedures for auditing performance information of the April 2006 to March 2007 financial
year were indicated in General Notice 646 of 2007, issued per Government Gazette 29919 of 25 May
2007. The procedures included the following:

*  Obtaining an understanding of the internal controls relating to performance information.

*  Documenting system descriptions for the systems relevant to reporting on performance information.
The system descriptions should be verified by means of walkthrough tests.

*  Determining the stage of performance reporting by evaluating the following:

o The existence of, and reporting against, predetermined objectives

o The existence of specific, measurable and time bound objectives

o The consistency of the predetermined objectives recorded in the strategic plan, budget, quarterly
reports and annual report

o The format and presentation of performance information in the annual report

*  Comparing reported achievement of performance against objectives to the information sources
and conducting limited substantive procedures on the information.

No separate opinion on performance against predetermined objectives was included in the audit
reports. Reporting in this regard formed part of the regularity audit process. Reporting related to material
shortcomings in the process, systems and procedures of reporting against predetermined objectives that
came to the attention of the auditor during the audit and that might impact on the public interest. This
reporting was contained in the Other reporting responsibilities section of the audit report.

The audit procedures for auditing the performance information of the April 2007 to March 2008
financial year are indicated in General Notice 616 of 2008, issued per Government Gazette 31057 of
2008. The procedures include the following:

*  Obtaining an understanding of the internal policies, structures and processes relating to the
management of and reporting on performance information.

*  Obtaining an understanding of the relevant systems and internal controls to collect, monitor and
report performance information.

*  Evaluating the existence, consistency, format and quality of performance information.

*  Comparing reported performance information to relevant source documentation and conducting
limited substantive procedures to ensure valid, accurate and complete performance reporting.

No separate opinion on performance against predetermined objectives will be included in the audit
reports. Reporting in this regard forms part of the regularity audit process. Reporting will be in relation
to material shortcomings in the process, systems and procedures of reporting against predetermined
objectives that come to the attention of the auditor during the audit and that may impact on the public
interest. This reporting will be contained in the Other reporting responsibilities section of the audit report.
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4. The audit procedures for auditing the performance information of the April 2008 to March 2009
financial year will include all the details referred to above for the 2007-08 financial year with additional
procedures focusing on the validity, accuracy and completeness of reported performance information.

5. Asfrom the April 2009 to March 2010 financial year auditors should obtain sufficient appropriate
audit evidence as part of a systematic audit process that includes substantive procedures and testing the
operational effectiveness of controls to a level of reasonable assurance.
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Annexure 5: Capability maturity model

The financial management capability model (FMCM) was initially used to assess the financial management
maturity of the auditees as part of the audit planning phase. The AG, however, decided to use the same
measurement framework in order to ascertain the maturity levels of its own business processes and risks, thus
extending the FMCM to be an integrated capability maturity model (CMM) that not only covers financial
management, but looks at the AG processes holistically.

A capability model can be defined as: “A yardstick against which it is possible to judge, in a repeatable way,
the maturity of an organisation’s processes and compare it to the state of practice in the industry”.

It is a tool to measure the current status of an organisation, determine process areas of improvement, and plan,
prioritise and evaluate the implementation of the areas of improvement.

Maturity models therefore provide best practices, measurement standards and improvement paths.

The term “maturity” refers to the effectiveness of an organisation’s development processes. If an organisation
uses no processes at all, it is considered immature and thus operates in an environment where risk is high and
predictability is low. If the organisation uses refined processes it is considered mature and thus operates in an
environment where predictability is high and risk is low.

The levels of maturity are the following:
Level 1: Start-up level where no proper control framework exists

There is evidence that the organisation has recognised that the issues exist and need to be addressed. There
are however no standardised processes. The organisation as a whole is not process-orientated. Instead there
are ad hoc processes that tend to be applied on an individual or case-by-case basis. The overall approach to
management is disorganised. The success or failure of these organisations depends on the talents of staff, good
luck or good fortune. The key focus for improvement at this level would be disciplined processes.

Level 2: Development level where a proper internal framework is developed

Processes have developed to the stage where similar processes are followed by different people undertaking
the same task. There is no formal training or communication of standard procedures and responsibility is left to
the same individual. There is a high degree of reliance on the knowledge of individuals and therefore errors are
likely. Here the key focus for improvement would be standard consistent processes.

Level 3: Control level which focuses on the compliance and control

Procedures have been standardised and documented and communicated through training. Projects are managed
using repeatable processes and the organisation has the infrastructure to support a process-driven environment.
It is however left to the individual to follow these processes and it is unlikely that deviations will be detected. The
procedures themselves are not sophisticated but are the formalisation of existing practices. The key focus for
improvement would be predictable processes.
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Level 4: Information level that measures the utilisation of resources with effective results

The economic, efficient and effective utilisation of resources is managed, measured and reflected in reliable
financial information.

Level 5: Management level that will determine the utilisation of resources with effective results

It is possible to monitor and measure compliance with procedures and to take action where processes appear
not to be working effectively. Processes are under constant improvement and provide good practice. Automation
and tools are used in a limited or fragmented way. At this level we are looking at continuously improving
processes.

Level 6: Optimisation level which enables continuous improvement and learning

This is the highest level of maturity. Processes have been refined to a level of best practice, based on the results
of continuous improvement and maturity modelling with other organisations. Information technology is used in
an integrated way to automate the workflow, providing tools to improve quality and effectiveness, making the

enterprise quick and adaptable.

Figure 1: Capability maturity model

Level 1 - Start-up
No proper control
framework

Level 2 - Development
Proper internal control
framework

Level 3 - Control
Focus on compliance and
control

Level 5 - Managed
Use of resources with
effective results

Level 4 - Information
Measuring how resources
are used

Level 6 - Optimising
Continuous improvement
and learning
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Annexure 7: Black economic empowerment criteria
Black economic empowerment
Introduction

The AG's strategic direction is to facilitate and contribute to black economic empowerment (BEE) and capacity
building in the financial management of the public sector. In its contribution to BEE and capacity building the
office will allocate work on the basis of points obtained for meeting the appropriate criteria in the categories
listed below.

Category A: Ownership and control

This relates to the ratio of black and gender representation in ownership and control of the firm on a national
basis. Because of the various forms of legal entities under which firms operate, firms are required to submit a
written profile that clearly reflects the “substance” of the ownership and control relationship that exists in that
firm. The submission has to be updated on an annual basis or whenever a material change has occurred. In
preparing this profile, the following definitions need to be taken into consideration:

*  Ablack firm: is 50,1% owned and managed by black people

*  Anempowered firm: is at least 25,1% owned and managed by black people

*  Ablack influenced firm: is 5 - 25% owned and managed by black people

*  Anengendered firm: is at least 30% owned and managed by women

*  The level of representation among designated group partners in the executive decision-making authority
of the firm should also be included in the profile.

Category B: Employment equity

This relates to the extent to which the firm is supporting and promoting the principles and objectives of employment
equity. In this regard, the following criteria will be considered:

*  The number of trainee accountants from the designated groups

*  The number of CAs from the designated groups

*  The overall staff representation from the designated groups

*  The firm’s demonstrated conversion rate for designated group trainees to CAs

*  Whether the firm has a clear employment equity policy which should be in line with the guidelines set
by the Department of Labour, and be supported by an implementation plan aimed at the economic
improvement of designated groups.

Category C: Capacity building

This reflects the extent to which the firm is involved in both internal and external capacity-building initiatives in
the following areas:

*  The ratio of discretionary procurement awarded to black companies
*  The ratio of bursaries and study support given to black trainees
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*  The ratio of bursaries and study support given to other black staff
*  The ratio, against turnover, of financial support to corporate social responsibility programmes

Classification of firms
Firms are divided into four groups based on their size. Subject to the discretion of the AG, the apportionment
of the total contract rand value is as follows: non-BEE firms are encouraged to accelerate transformation within

themselves and within the profession as a whole - BEE criteria therefore have a 70% weighting.

The firms will be classified according to the following criteria:

Firm category Number of Number of Number of Maximum work
partners TAs CAs allocation per
annum
Large firms 51+ 80+ 25+ 40%
Medium firms 11-50 20-80 7-25 40%
Small firms 1-10 4-20 1-7 20%

The above classification and allocation criteria will be reviewed annually by the Contract Work Committee.
Criteria for awarding contracts to audit firms
The extent of work contracted out is based on capacity shortfall (£ 20%).

Contract work is awarded to audit firms using preset criteria defined in the contract work guideline. The guideline
was developed in consultation with the audit firms, SAICA and the BEE Commission in 2001.

The criteria consist of two major areas:

*  Black economic empowerment - 70% weighting

*  Quality control - 30% weighting

* In order to be considered, the following minimum score must be achieved:
*  Gauteng and KwaZulu-Natal - 50 points

*  North West and Limpopo - 33 points

*  All other provinces - 40 points

*  Work is not allocated to firms who do not achieve the minimum score.

*  Work is not contracted out:

*  Conlflict of interest (independency issues)

*  For certain key auditees, e.g. SARS, National Treasury

Capacity building

Small firms may be assisted with capacity-building initiatives to enable them to compete successfully and grow
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their practices. Preference will be given to firms that obtain the highest scores in respect of the criteria listed
above. The following capacity-building and support initiatives are available:

*  The awarding of guaranteed medium-term contract work for a minimum of three years and a maximum of
five years per term (this guarantee is subject to meeting the required quality standards)

*  Access to AG quality control checklists

*  Access to AG audit software

*  Access to AG training programmes and facilities

*  An orientation workshop for partners or firms that are new to the AG environment

*  An annual updating session for small and medium firms on various issues relating to public sector
auditing

* The AG will also establish an appropriate process whereby quality control deviations can be properly
reviewed and assessed, enabling the firm to take timely corrective action.
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Annexure 8: Firm-level reviews and quality control in the IRBA process

In line with ISQC1, the AG has policies and procedures addressing each of the following elements of the system
of quality control:

(a) Leadership responsibilities for quality within the firm

(b) Ethical requirements

(c) Acceptance and continuance of client relationships and specific engagements
(d) Human resources

(e) Engagement performance (the execution of audits)

(ff  Monitoring

These quality control policies and procedures are encapsulated in the AG’s Quality control manual. The roll-out
of the manual in 2009 will be characterised by ongoing maintenance and revisions by dedicated personnel.

The monitoring function involves an ongoing consideration and evaluation of the firm’s system of quality control
including a periodic inspection of a selection of completed engagements. The review processes and the
subsequent considerations are as follows:

A. Review of compliance at firm level

The evaluation and ongoing consideration of the system of quality control, as set out in the Auditor-General’s
monitoring policy, includes the following:

*  Annual review of the AG’s Quality control manual and considering whether it reflects recent professional
pronouncements and provides information to personnel regarding new professional standards and
regulatory requirements.

*  Gathering evidence of compliance with the AG’s Quality control manual (policies and procedures) by all
business units on an annual basis.

B. Review of compliance at the engagement level

The inspection of selected completed engagements is performed on a cyclical basis. Engagements selected
for inspection include at least one engagement by each engagement manager over an inspection cycle, which
spans three years.

C. Results of the monitoring process

The AG is currently in the process of preparing for the external firm-level review by IRBA towards the end of
2009. After 2009, the AG’s monitoring team will do the firm-level review which will be an annual occurrence.

The review results will initially be used for the AG as a whole for corrective action and also to recognise good
performance from 2010 onwards. Appropriate recognition criteria and performance measures will be compiled
subsequent to the IRBA review.

The results of the engagement reviews are evaluated in order to establish whether they are systemic, repetitive
or business unit specific in order to determine appropriate and prompt corrective action.
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Annexure 9: Reputation index

A reputation index is a percentage that represents the total view of all of the AG’s stakeholders regarding
its reputation. This percentage is the average of the percentage of each of the stakeholder groups and is
determined by asking a number of questions which relate to certain drivers related to reputation.

Achieving a desirable reputation lies in closing the gap between what our stakeholders perceive (image) of us,
the current (culture) behaviour within the AG and what we would like to be seen as by our stakeholders (our
reputation promise).

The reputation index survey focuses on the following stakeholder groups:

*  The Legislature in national, provincial and local government spheres. Include decision-makers (speakers and
chairpersons of committees) as well as end-users (Public Accounts Committees and Portfolio Committees
(Chairpersons of the Portfolio Committees only)

*  The Executive in national, provincial and local government (metros only) spheres. Include national ministers,
premiers, MECs, executive mayors and mayoral committees

e Auditees in national, provincial and local government spheres. Include CFOs and accounting officers
(National: DGs; provincial: heads of departments; local: municipal managers)

*  AG governance structures. Include SCoAG, Audit Committee and Remuneration Committee
*  Standard-setters. Include the National Treasury (Accountant-General and team), ASB, IRBA and CFAS
e Professional bodies. Include SAICA, IPFA, ISACA, ACCA, SAIPA and SAIGA

*  Service providers. Include audit firms, professional service providers (AG's internal and external auditors
and consultants) and other vendors

*  Media. Include print and broadcast media

*  General public

e Chapter 9 institutions

*  Prospective employees. Include Thutuka bursary students at university
* International bodies. Include INTOSAI and AFROSAI

*  Employees

Employees are regarded as the mostimportant stakeholders within any organisation. To influence how employees
feel about the AG, the AG has to know which buttons (drivers) - i.e. what is important to the employees - to
press. This has a snowball effect - to change the way employees feel, you have to change the way they think;
once they think differently, you will change their behaviour. A change in behaviour will impact on the reputation.
This applies to all stakeholders. Each of the stakeholders attaches different values to each of the reputation
drivers; therefore the percentage of the stakeholders will differ.

Another key stakeholder group is the media. There has been an increase in the media management as well
as the media monitoring efforts of the AG. Media management manages the long-term process of building
the relationship with the media and promoting the AG to the general public to create an awareness and
understanding of the AG and the role the AG plays in fulfilling its mandate of building a better democracy.
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Media monitoring deals with the day-to-day media releases. The media releases report on articles where
mention is made of the AG as an organisation and the AG as a person. Media monitoring also gives a monthly
review of the media coverage, whether the coverage was negative or positive, the amount of coverage and the
impact the media coverage had on the general public. From the preliminary results it is evident that the AG is

not visible enough to the public and needs attention. The media will play an important role in making the AG
more visible to the general public.

110



Budget and strategic plan of the Auditor-General of South Africa for 2009-2012

- GENERAL

A UDITOR

suoypiado jo Aynuyuod

paonBajos o} uoypsiuoBio sy} 1o}
soupwioyiad |proupuly Ayypsy puo
panoidwi ‘s|qoulpisns 81nsus o]

€ |one]

AR

Ajijiqpss [prouDuLy

sasDasIP sNoIBDUOD JO ypaIgINo
10 (spiy//AIH) sseu||l |puiwisy jo
juaAe 8y} Ul 4ois Jo Aj|IqD|IDAD
pup Aynuyuod ioy eop|d ui 8o
sainpadoud jusioiye Joyj ainsug

€ |one]

L [ore]

SPIV/AIH

aydoujsoyod IisDSIp [INjOU
/uondnisip ssauisng o JO JusAS
ay} ur juswdinba pup sediAles

121 Jo Aujiqojioap pup Ajinuiuod
10} @op|d Ut 810 sainpadoud
ajonbapo pup jusidiye oy} 8iNsug

€ |one]

AR

Alljigo|ipAp [po1B0joUYd|

Ajnuiuod ssauisng

sseooud _Ur___w—r__

$9DIAIS PUD
sjonpoud Ayjpnb jo Aisajep sy
O} 3JNQLIUOD ||IM OYM $80IN05DI
upwny aypnbapo pup payionb
Ajjusioyjns a1o a18y} Joy} ainsug

€ |one]

Z [ore

Ajiaionpoud

€ |na]

AR

J§pis Jo sepusjedwo)

€ |one]

A

A|IGD|IDAD 921N0SaY

[oydoo upwnpy

$9DIAJ9S JIpND-UOU
pup 4PN yioq Joj sjuswalinbal
Alojnypis puo [puoissajold jesw
1Dy} se01A18s pup spnpold JeAleQ

uipjuiow - ¢ _®>®._

€ [ore]

#IpND - [o3juod AN

€ |one]

AR

$92IAJ9S JIPND-UOU — [01ju0d AlljoND

|o4pu0d APy

pnpoud jo Aypne

sjonpoud pup sad1AI8s jipnD-uou
pUD {IpND 10J SUOKN|OS SSBUISN]
SAIJD9JJ0-JSOD PUD SADAOUUI JO
uoypjusws|dwi puo juswidojersp
‘42108591 SNONUYUOD BINSUS O]

€ |ne]

Z oAl

onpoud yipny

€ |one]

Z oAl

901AISS JIpND-UON]|

uoypAouul ._UDTO;_A_

_U\_QCQOJ_O_._—UD<
®£._ “—O ®UCU>0_®M

sa110694pd jsi1 2169jp44§ Q| 94NX3UUY

111



Budget and strategic plan of the Auditor-General of South Africa for 2009-2012

G ENERAL

I TOR

A U D

“Buiuibyy yBnoIy} PEIOOIUNWWIOD PUD PSSIPIDPUD)S ‘PAJUSWINIOP 210 $3s59001d "'l - € [9A3] WWD
"POIDOIUNWWOD JO PBJUSWINOOP JOU ISY}IS 810 SWDS By} ‘PasIPIOPUD)s 810 sassad0ld yBnoyyo "ol - g [9A3] WWD
'$9558001d PaSIPIDPUD}S PUD PBJUSWINOOP JO BOUBSAD "a'] - | [9AS] WWD

solyloud [puoubu Yim sul| ul

10 Jpyj seAId8lqO UOHDULIOJSUDY € [9A9] Z [9A9] juswiamoduwe dlwouode 3o0|g
o} EmE:EEOU\:O:DQ_u_tUn_ € |9A9] € |99 %:36@ EwE\AO_QEm_ uoypwIojsubl|
A||puieix@ s ||om sp A||pulsyul
uoypwIoul pup abpajmouy [njasn
Bulpbys pup Buirsliyel ‘Butiols ssausAloaye sdiysuoyp|al
‘Burdnpoud jo ainyno o 8bpinoduy € |oA9] Z |98 jusweboupw abpsjmouy lap|oyaypig
{Ipno aMm oy}
suoynyysul o1qnd o} Aipjdwexs eq
0} sp os sauljepInB pup sjodojoud Aopnbapo
oupularob sypiodiod aoiopid € |oAe] Z |28 @oupi|dwod pup Buuojuopy
1s9q yim mU:O__QEOU ainsus o] € |9A9] C |9re] >uO:U®—uc cm_mm—u |PInoNIS 2oupuIaA0B mbULOQLOU
1noiaoyaq diysiepos)
SSD[2-P|1OM JO UOUDISUOWSP
ay4 yBnouy} unid o168jpUs
s,OV ayj jo uoypjuswa|du
pup uoypjaidiasjul ainsus o] € |oAe] Z [9A9] diysiepoa] diysieppa] aBpwi puo uoypinday

(ponuiuod) sa110634pd Jsia 21634p UG QL d4NX3UUY

112



Budget and strategic plan of the Auditor-General of South Africa for 2009-2012

A UDITOR-GENERAL

Annexure 11: BBBEE rating

BEE status Qualification BEE procurement
recognition level
Level One Contributor > 100 points on the Generic Scorecard 135%
Level Two Contributor > 85 but < 100 points on the Generic Scorecard 125%
Level Three Contributor > 75 but < 85 on the Generic Scorecard 110%
Level Four Contributor > 65 but <75 on the Generic Scorecard 100%
Level Five Contributor > 55 but < 65 on the Generic Scorecard 80%
Level Six Contributor > 45 but < 55 on the Generic Scorecard 60%
Level Seven Contributor > 40 but < 45 on the Generic Scorecard 50%
Level Eight Contributor > 30 but < 40 on the Generic Scorecard 10%
Non-Compliant Contributor | > 30 on the Generic Scorecard 0%

113








