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Glossary of terms

ACCA
AFROSAI
AFROSAI-E

AG
AGSA
ASB
BEE
BBBEE
CA
CAATs
CISA
CMM
CTA
CPD
CSA
CcwW
DAG
EE
Exco
FMCM
FTE
GP
HC
ICT
IFAC
IPFA
INCOSAI
INTOSAI
IRBA
ISA
ISQCA1
ISSAI
MFMA
MQF
NT
OHSA
oM
PAA
PAM
PFMA
Rol
RPL

Association of Chartered Certified Accountants
African Organisation of Supreme Audit Institutions

African Organisation of English-Speaking Supreme Audit
Institutions

The Auditor-General (the person)
Auditor-General of South Africa: the institution
Accounting Standards Board

Black economic empowerment

Broad-based black economic empowerment
Chartered accountant

Computer-assisted auditing techniques
Certified Information Systems Auditor
Capability maturity model

Certificate in the Theory of Accounting
Continuing professional development

Control Self-Assessment

Contract work

Deputy Auditor-General

Employment equity

Executive Committee

Financial Management Capability Model
Full-time equivalent

Gross profit margin

Human Capital

Information and Communications Technology
International Federation of Accountants
Institute for Public Finance and Auditing
International Congress of Supreme Audit Institutions
International Organization of Supreme Audit Institutions
Independent Regulatory Board for Auditors
International Standards on Auditing
International Standard on Quality Control
International Standards of Supreme Audit Institutions
Municipal Finance Management Act

Minimum Qualifications Framework

National Treasury

Occupational Health and Safety Act
Oversight mechanism

Public Audit Act

Public Audit Manual

Public Finance Management Act
Return on investment
Recognition of prior learning
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SADC
SAl
SAICA
SAIGA
SCoAG
SCOPA
UNBoA
UN
UNDP
UNIDO

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
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Auditor-General’s statement of policy and commitment

| am pleased to introduce the strategic plan and budget of the Auditor-General of South
Africa (AGSA) for the period April 2010 to March 2013. As Auditor-General, | affirm my
commitment and undertake to discharge my mandate as head of the institution. The ultimate
purpose is to uphold and strengthen the country’s democracy by enabling oversight,
accountability and good governance in the public sector through auditing, thereby building
public confidence.

This medium-term plan reflects our strategic thrust and absolute commitment to raise our
performance to a higher level as a chapter 9 institution. The realisation of clean audit reports
is at the centre of our vision.

The AGSA remains committed to the following goals in order to impact positively on all
aspects of public sector accountability:

e Ensuring simplicity, clarity and relevance of the messages contained in all our reports,
including identification of the root causes and recommendations, and deepening of
stakeholders’ understanding of our reports

e Improving the visibility of our leadership through clear communication in championing the
implementation of audit recommendations

e Strengthening the human resource strategy, with particular emphasis on the
comprehensive trainee auditor scheme

e Focusing on the funding model with a view to stabilising our margins and cash flow
situation

e Leading by example on matters of risk management, internal controls, transformation
and quality and timeliness of our products.

The overall success of our strategy will be evident as we progress towards achievement of
our vision: To be recognised by all our stakeholders as a relevant Supreme Audit Institution
that enhances public sector accountability.

’
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Vision, mission and values

Our vision

To be recognised by all our stakeholders as a relevant Supreme Audit Institution that
enhances public sector accountability.

Our mission

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

auditing, thereby building public confidence.

This is our reputation promise.

Our values

o We value, respect and recognise our people.

o Our accountability is clear and personal.

o We are performance driven.

o We value and own our reputation and independence.
o We work effectively in teams.

o We are proud to be South African.
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Overview by the Deputy Auditor-General

Introduction

As head of administration, | present to you the strategic plan and budget of the Auditor-
General of South Africa (AGSA) for the period April 2010 to March 2013. During this period, |
will fulfil 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
sound financial and risk management and the efficient functioning of an effective internal
control system.

The purpose of this strategic plan and budget is to present what we, as the AGSA
leadership, plan to achieve during each of the three years (2010 — 2013), given stakeholder
needs and requirements. This plan is aligned to our five-year strategy as articulated in our
vision, mission and values.

The main thrust of our strategy responds effectively to the need to influence the achievement
of unqualified reports, thereby building public confidence. We continue to focus on auditing
while also reviewing the effectiveness and efficiency of our administrative capacity to deliver
according to the AG’s commitments. Our organisational priorities include the transformation
agenda, which entails:

e deepening the institution’s understanding of the direction of the country’s
public service;

e serving the public sector with passion, while maintaining our
independence; and

o reflecting the profile of South African society at all levels in the
organisation.

As articulated in the AG’s statement of commitment, the ultimate outcome of the institution’s
activities is the strengthening of democracy and building of public confidence through the
achievement of clean audit opinions. This strategic plan outlines the ultimate outcome, as
well as the following five strategic goals that support clean audit opinions:

1. Simplicity, clarity and relevance of messages

This goal highlights the identification of root causes and recommendations in all our
reports as a key focus within our audit and support processes. By communicating the
root causes and recommendations simply and clearly, and by highlighting their
relevance, we will deepen stakeholders’ understanding of our reports. This will enable
stakeholders to know which financial management and performance information areas
need to be addressed and by whom. By focusing on these areas and ensuring the
involvement of the appropriate role players, stakeholders will be able to make strides
towards achieving clean audit opinions.

2. Visibility of our leadership

An important contributing factor in the realisation of clean audit reports is the quality of
interaction between our leadership and stakeholders. By visibly engaging our
stakeholders, our leadership can enhance their understanding of our messages, findings

o"'
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and recommendations. With this in mind, both our reports and stakeholder interactions
are structured according to three key areas within the auditees’ environment, namely
skills in their finance departments, governance structures such as audit committees and
the involvement of the auditee leadership. This synergy ensures that our leaders amplify
the messages contained in our reports and empower our auditees to address the key
areas of concern.

Funding

The AGSA will continue running the organisation economically, efficiently and effectively
by ensuring the implementation of the funding model. The organisation has implemented
improvements to its debt collection and cost-effectiveness.

Strengthen human resources

A skilled, motivated, high-performing and diverse workforce is a pillar that enables us to
deliver on our mandate. The organisation will continue to drive effective implementation
of the comprehensive trainee auditor scheme (TA Scheme), ensuring that we grow talent
from within while aggressively recruiting and retaining staff.

Lead by example

As an institution charged with ensuring that public funds are spent efficiently and
accountably, we will continue to be exemplary in our own internal control environment.
We commit to adhering to standards of excellence in all areas and to maximising our
contribution to transformation. The AGSA will ensure that internal controls are observed
and are in line with good practices by conducting regular internal and external audits.
We will continue to produce quality reports on time, including audit reports, general
reports, the annual report and the strategic plan and budget.
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Organisational environment

Our organisation’s reputation and image are underpinned by our independence, our
adherence to world-class auditing standards and our participation in the global arena.
However, we face certain challenges in attracting and retaining staff and in ensuring that we
remain self-sustainable. We have a comprehensive risk management framework that allows
us to mitigate identified risks and challenges.

Strengths and opportunities

Unique niche

The AGSA is the only public sector audit institution in South Africa authorised by the
Constitution and the PAA to audit and report on the accounts, financial statements and
financial management of public sector institutions and administrations. The AGSA’s
knowledge and experience of public sector auditing is unrivalled, enabling us to fulfil our
constitutional mandate fully and effectively.

Independence

Section 181 of the Constitution guarantees the AGSA’s independence, while the PAA
underlines the constitutional provisions concerning independence. In addition, the
constitutional and statutory framework contains provisions that are accepted criteria of
independence. This allows the AGSA to execute its powers and functions without fear,
favour or prejudice. Our task is to perform an independent investigation and evaluation of the
financial administration and reporting of the public sector executive authority. This assists
Parliament or any other legislative body to exercise its oversight function.

Principles of good practice

The AGSA adheres to ISSAI 21, namely the principles of transparency and accountability
standardised by INTOSAI. ISSAI 21 advances nine major principles of transparency and
accountability to assist SAls in leading by example in their own governance and practices’.

World-class audit methodology and standards

The particular principle of good practice (Principle 3) for adhering to audit standards is
outlined below.

SAls adopt audit standards, processes and methods that are objective and transparent:

o These standards, processes and methods are confirmed in a directive published in
terms of the PAA.

o The AGSA has adopted all IFAC auditing pronouncements and mention is also made
of the context created by the current ISSAI developments.

o Specialist functions are handled in terms of either the IFAC or the ISSAI standards.

o Methodology processes and methods are defined and described in the Public Audit
Manual. This is updated for each audit cycle through appropriate technical
development governance processes, supported by in-depth technical learning
processes.

! Annexure 9: Principles of good practice
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Global reputation

As one of the international supreme audit institutions, the AGSA is part of the international
fraternity that provides international audit services. Currently, the AGSA is involved in
developing financial management and accountability models for the public sector in parts of
Africa and is also auditor to the United Nations. These contracts were secured competitively
and confirm the AGSA’s good standing and professionalism.

The AGSA is a member of AFROSAI-E which is a subsidiary of AFROSAI. In 2008, we
hosted the 11th General Assembly of AFROSAI, which is the congress for all SAls in Africa.
This was a valuable opportunity to work closely with the AGSA’s counterparts to address
issues of mutual interest and share best practices. In the same year, the Auditor-General
became the President of AFROSAI.

The AGSA continues to provide secretariat functions to AFROSAI-E. A dedicated team from
the South African audit office is assigned on a full-time, cost-recovery basis to AFROSAI-E
to manage the organisation and administer its activities. In addition, subject matter experts
are made available to AFROSAI-E on an ad hoc basis to assist with specific assignments.

The AGSA is also a member of INTOSAI, which has 189 member countries and is the
second largest international body in the world (the United Nations being the largest). The
AGSA has been awarded the privilege of hosting the 20th Congress of INTOSAI in 2010,
which will allow the organisation to influence the strategic direction of INTOSAI in shaping
world-class public sector accounting and auditing standards and practices.

The benefits for the organisation in participating in the global arena are as follows:
e Opportunities for benchmarking and networking with peers
e Sharing knowledge and best practices
¢ Building the reputation of the AGSA by participating in international audits
and hosting world-class events
e Skills transfer opportunities for AGSA staff

Challenges

Declining margins
The causes of and mitigating actions for declining margins are as follows:

e Flawed legacy funding model, which is being mitigated by the implementation of a
revised funding model. Regular reviews are conducted to monitor the progress of
implementation.

¢ High vacancy rates at middle management levels, which are being mitigated by targeted
recruitment and the decentralisation of the recruitment process, a review of employment
terms and conditions and the creation of alternative positions, such as audit supervisor
and audit clerk, within the auditing career path.

e Excessive contracting of audit work caused by the high vacancy rate, with no additional
recovery of direct costs incurred.
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Ineffective working capital management

The causes of and mitigating actions for ineffective working capital management are as
follows:

e Ongoing challenges in collecting outstanding cash balances, which are concentrated
largely within certain municipalities.

e The impact of the global financial crisis, which is being mitigated by improved cost
control and continued monitoring and review of our financial sustainability in relation to
the current funding model.

Attraction and retention of staff
The causes of and mitigating actions for attracting and retaining staff are as follows:

¢ Inadequate talent sourcing, which is being mitigated by increasing the visibility of the
AGSA brand in the labour market and forging relationships with tertiary institutions and
professional bodies such as ABASA and SAICA.

e Stringent recruitment requirements, which are being mitigated by improving the
recruitment process and expanding the recruitment criteria to include other relevant
professional qualifications.

e Targeted retention of third-year trainee auditors and greater emphasis on long-term
career growth opportunities within the AGSA.
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Constitutional and legislative mandate

Mandate and functions

Chapter 9 of the Constitution of the Republic of South Africa, 19962 establishes the Auditor-
General of South Africa as one of the state institutions supporting constitutional democracy.
The Constitution recognises the importance of the organisation and guarantees its
independence by stipulating that the AGSA is independent and subject only to the
Constitution and the law. The AGSA must be impartial and must exercise its powers and
perform its functions without fear, favour or prejudice®.

Its functions are described in section 188 of the Constitution and further regulated in the
PAA, which mandates the AGSA to perform constitutional and other functions.
Constitutional functions are those which the AGSA 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 AGSA 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. Its main accountability
instruments are the strategic plan and budget and the annual report, both of which are tabled
annually in the National Assembly. SCoAG, established in terms of section 10(3) of the PAA,
oversees the AGSA’s performance on behalf of the National Assembly.

The AGSA'’s products

The AGSA annually produces audit reports on all government departments, public entities,
municipalities and public institutions. In addition to these entity-specific reports, the audit
outcomes are analysed in general reports that cover both the PFMA and the MFMA cycles.
Reports on discretionary audits, performance audits and other special audits are also
produced. The AGSA tables reports to the legislatures with a direct interest in the audits,
namely Parliament, provincial legislatures or municipal councils, as the case may be. The
reports are then used by these bodies in accordance with their own rules and procedures for
oversight.

2 Constitution of the Republic of South Africa, 1996
® Section 181(2)
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Ultimate outcome: Strengthen democracy

The constitutional mandate of the AGSA as the Supreme Audit Institution of South Africa is
conveyed in our mission statement, which has two key phrases:

e Strengthening our country’s constitutional democracy

¢ Building public confidence

In practical terms, these two phrases translate into the achievement of clean audit opinions
by the various government departments and entities. Clean audit opinions will give the public
the confidence that our government is committed to and practising sound governance
principles. A high percentage of clean audit opinions will also free up AGSA resources to
concentrate on other types of public sector audits, particularly performance audits.

The ultimate outcome will be the strengthening of our democracy in two ways. Firstly, a
predominance of clean audits will demonstrate that government as a whole is using public
resources in accordance with the requirements of the legislature, representing the
electorate. Secondly, through the AGSA’s stronger focus on other measures of public
accountability, such as service delivery, the various stakeholders will be empowered to
improve their service delivery track records. Thus, clean audit opinions will achieve the
objective of building public confidence in the ability of government to meet the electorate’s
service delivery requirements, in the legislature’s ability to hold government accountable,
and in the overall effectiveness of South Africa’s instruments and institutions of democracy,
including the AGSA.

The AGSA defines a clean audit opinion as one in which there is no financial qualification of
an auditee, with no other matters raised during the audit. Using this definition, an analysis of
historical trends indicates that there have been marginal improvements in clean audit
opinions in recent years:

e PFMA clean audit opinions increased from 10% to 21% over five financial years (from
2004-05 to 2008-09).

e MFMA clean audit opinions increased from 0% to 2% over four financial years (from
2004-05 to 2007-08).

While there has been some positive movement in clean audit opinions, the momentum is too
slow, especially in MFMA audits. In response, the AGSA is injecting serious effort into the
achievement of significant improvements in the medium term.

For the institution to succeed in substantially improving the percentage of clean audit
opinions, however, we are reliant on strategic partnerships with other role players. As one of
these role players, the Ministry of Cooperative Governance and Traditional Affairs has made
a firm commitment to driving clean audit opinions in local government.

While committed to playing our full part in increasing the percentage of clean audit opinions,
the AGSA recognises its reliance on a multiplicity of other stakeholders to ensure that our
audit findings and recommendations are acted upon. These stakeholders include the public
accounts committees, the portfolio committees, the legislatures, the national and provincial
treasuries, the executive authorities and auditees themselves.
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Performance measure

Clean audit opinions as a percentage of total audits will be tracked to evaluate year-on-year
improvements for each PFMA and MFMA audit cycle in the medium term, as shown in the
tables below. The immediate target is to eliminate all worst-case audit opinions (disclaimers
and adverse opinions).

Table 1: Clean audit opinions as a percentage of total (PFMA and MFMA audits)

Performance measure Target 2010-11 Target 2011-12 Target 2012-13
. PFMA 60% 80% 100%
Clean audit opinions as %
of total audits
MFMA 30% 60% 75%
Tool Consolidated audit outcomes

In the case of the targets set for MFMA audits, the AGSA’s targets have been aligned with
those of the Department of Cooperative Governance and Traditional Affairs.

The targets for clean audit opinions have been incorporated into the AGSA’s balanced
scorecard for the next three years and will carry a weighting of 15%. However, this measure
will only apply to the levels that can positively influence clean audit opinions. The audit
teams will continue to focus on root cause analysis, stakeholder interaction at the audit team
level, and the quality and timeliness of the management and audit reports.
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Strategic goal 1: Simplicity, clarity and relevance of messages

This goal highlights the identification of root causes and recommendations in all our reports
as a key focus within our audit and support processes. The intention is to deepen
stakeholders’ understanding of the reports, thus enabling them to understand which financial
management and performance information areas need to be addressed and by whom. With
a clear understanding of what the audit concerns are, why these are relevant and how they
can be resolved, stakeholders will be empowered to achieve clean audit opinions. For the
purposes of this strategic goal, emphasis will be placed on:

o identifying stakeholder needs and expectations of AGSA reports

o ensuring that AGSA reports are written in simple, plain, non-technical language that the
target audience will understand

o contextualising audit messages to enhance understanding.

The AGSA has been enhancing the product mix and expanding its relevance beyond a
financial/regularity auditing focus, for example by increasing the number of performance
audits and integrating the Auditing of Performance Information (AoPI) into reports®. This
focus will continue into 2010-11 as part of the ongoing drive to increase our relevance and
capacity to conduct performance audits and investigations.

In the case of performance audits, the AGSA has selected the following performance audit
themes® for 2010-11:

e Poverty reduction, with specific emphasis on the services provided by the
Departments of Education. Three main categories of activities will be covered: cross-
sectional education activity areas, basic education areas, and higher education and
training areas.

¢ A performance audit on the economy, efficiency and effectiveness of the oversight
and governance systems used by shareholding departments in respect of state-
owned enterprises (SOEs). Emphasis will be placed on determining whether
departments’ level of oversight is equipped to influence strategic direction at SOEs
and monitor its implementation, to identify associated risks and implement corrective
actions and to ensure transparency and accountability.

e A transversal performance audit on the use of consultants by national and provincial
government departments. This audit will incorporate considerations of economy,
efficiency and effectiveness.

Another important initiative planned for 2010-11 is the establishment of a separate
investigations business unit. Until the 2009-10 financial year, all performance audits and
most investigations were conducted by one business unit. The splitting of performance
audits and investigations into two separate units will greatly enhance the AGSA’s capacity to
undertake these processes.

Objective: Identify root causes and make recommendations in all our reports

This objective revolves around communicating relevant root causes and recommendations
simply and clearly in AGSA reports. In this way, it will be clear to stakeholders what
appropriate action needs to be taken to address the financial management and performance
information areas of concern.

* Annexure 6: Auditing of Performance Information
® Annexure 5: Performance audit initiatives for 2010-11
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Performance measure

The clarity of messages on root causes is the key measure and will apply to all AGSA
reports, as well as roadshow presentations.

Table 2: Percentage clarity of messages on root causes in all our reports

Performance measure Target 2010-11 Target 2011-12 Target 2012-13
% Clarity of Management 100% 100% 100%
messages on root report, audit
causes in all our report, general
reports. report and
roadshow
presentations
Tool Qualitative rating by immediate supervisor
Initiatives

The strategic objective is supported by the following initiatives:
¢ Identify stakeholder needs and expectations of AGSA reports
e Ensure simplicity and clarity of messages in AGSA reports

e Understand government service delivery imperatives at national, provincial and local
government levels

e Increase the AoPI focus and visibility in order to report on the achievement of service
delivery goals
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Strategic goal 2: Visibility of the leadership

The leadership of the organisation will continue to engage stakeholders so as to enhance
understanding of the AGSA’s messages, findings and recommendations. In the interest of
empowering auditees, AGSA reports and stakeholder interactions will be structured into
three key areas, namely financial skills, governance and leadership. Visible leadership
facilitates the implementation of audit recommendations by stakeholders so that they can
achieve clean reports.

This goal has the following focus areas:

o Ensuring efficiency and effectiveness of stakeholder interaction.

o Developing required leadership competencies through mentoring, coaching and
leadership programmes and processes for effectively managing change.

Objective: Develop stakeholder relationships so as to influence improvements in
audit outcomes
The AGSA will enhance interaction with stakeholders to deepen their understanding of the

messages in our reports. Such interaction will also be used to gain a better mutual
understanding of the respective needs of each stakeholder and the AGSA.

Stakeholder information will be updated and there will be a greater focus on the efficiency
and effectiveness of stakeholder interaction. Auditees will be urged to implement our
recommendations on audit findings.

Performance measure

The measure focuses on high-quality, value-adding stakeholder interactions. Where
necessary, the AGSA will escalate interactions to ensure effective implementation.

Table 3: Stakeholder interactions

Performance measure Target 2010-11 Target 2011-12 Target 2012-13
High-quality, value-adding Visible to 100% 100% 100%
stakeholder interactions are external and
conducted and escalated, where | internal
necessary stakeholders
Tool Qualitative rating by immediate supervisor

Initiatives

The strategic objective is supported by the following initiatives:
e Understand and interpret audit outcomes.

e Discuss audit outcomes with the auditee and, where appropriate, with other
stakeholders.

¢ Monitor the progress of implementing audit findings, and escalate if necessary.
¢ Obtain feedback from stakeholders to measure understanding of audit outcomes.

e Strategically align the organisation in terms of vision, mission and values so as to drive
the desired strategic change.
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Strategic goal 3: Funding

The AGSA will continue running the organisation economically, efficiently and effectively by
implementing the revised funding model. This goal includes the following focus areas:

o Continuing focus on horizontal and sectoral auditing

o Optimising the mix between contract work and own hours

o Managing working capital, including improving debt collection
o Ensuring cost-effective operations

o Implementing and tracking the impact of the revised funding model.

Objective: To execute the AGSA mandate economically, efficiently and effectively

Meeting this objective will facilitate the long-term financial sustainability of the AGSA. The
focus is on the economical use of available resources so as to achieve greater output with
less input (greater efficiency), and at the same time attain the desired results (effectiveness).
Financial performance is influenced by critical parameters such as own hours, contract work,
working capital and overheads.

Various improvements in audit processes are part of this objective: horizontal and sectoral
audits are some of the innovative approaches that are being implemented by the AGSA.
Horizontal auditing is an approach whereby areas that are common to a number of auditees
are addressed transversally, based on a centrally coordinated approach. It is an initiative to
improve the quality and cost-effectiveness of audits and to increase the extent of value-add
to audits. Value is added, for example, when risks are identified as common trends across a
whole system (such as the public service payroll system) and consistent approaches are
then recommended®. Sectoral auditing fulfils the efficiency objective. More specifically,
audits are coordinated on a sector basis, rather than with an individual entity focus, to form a
more informed view of activities within that specific sector. It also allows for more consistent
reporting.

Performance measure

The main measure revolves around achieving a net surplus.

Table 4: Net surplus

Performance measure Target 2010-11 Target 2011-12 Target 2012-13
% Net surplus 5% 6% 6%
Tool Analysis of the income statement

Initiatives

The strategic objective is supported by the following initiatives:
o Operate cost-effectively
o Implement audit efficiencies

o Improve debt collection.

6 Annexure 4: Horizontal auditing approach
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Strategic goal 4: Strengthen human resources

A skilled, motivated, high-performing and diverse workforce is a pillar that enables us to
deliver on our mandate. The organisation will continue to drive effective implementation of
the comprehensive TA Scheme, ensuring that we grow talent from within and aggressively
recruit and retain staff.

The AGSA’s core business requires availability of skills that are scarce and critical. In order
for the organisation to attract and retain these skills, various initiatives aimed at leveraging
on what is available in the marketplace as well as within the AGSA will be undertaken during
the coming years.

Within this goal, the institution has the following key focus areas:

e Processes that allow the AGSA to attract and retain skilled and competent people.

e Creating a learning environment where employees have ample opportunities to develop
their levels of competence.

e Acknowledging and rewarding employees by offering remuneration and recognition
benefits that are market related.

¢ Implementing staff retention processes that minimise the loss of critical skills and
competencies.

Objective: To have a motivated, high-performing and diverse workforce

The AGSA'’s core business calls for skills that are scarce or critical and in strong demand
across the economy. This necessitates robust recruitment and retention processes that
enable the institution to compete with other employers in the labour market, not only in terms
of remuneration and benefits but also development opportunities and career growth.

Performance measure

The main measure of the AGSA’s success in meeting its objective is the occupancy level.

Table 5: Occupancy level

Performance measure Target 2010-11 Target 2011-12 Target 2012-13
% Occupancy levels 80% 85% 90%
Tool Staff occupancy rate report from PeopleSoft

Initiatives

This strategic objective is supported by the following initiatives:

e Reposition the recruitment process for strategic talent sourcing: The focus is on
shortening the recruitment cycle by reducing the time spent on advertising positions and
selecting and appointing candidates.

¢ Recognition and reward strategy: Processes and mechanisms are being put in place to
recognise and reward high-performing individuals within the organisation equitably and in
line with best practice. These processes and mechanisms will include progression
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systems, team-based rewards, long-term financial incentives, a non-monetary
recognition scheme and staff promotion.

e Talent management strategy (growing talent from within): Through experiential learning
and specific interventions in leadership and soft skills, the AGSA will ensure an adequate
pool of skilled employees at any level within the organisation.

e Position the AGSA as a learning organisation through competence enhancement (staff
rotation, succession planning and secondments), leadership and management learning
interventions, soft skills learning interventions and a review of study assistance schemes
for value-add and return on investment.

o Professionalise Corporate Services by adhering to the required qualification framework.

Strategic goal 5: Lead by example

As an institution charged with ensuring that public funds are spent efficiently, the AGSA will
continue to ensure that its own internal controls are exemplary, thus maintaining the
institution’s own unblemished track record of clean audit opinions. We reiterate our
commitment to adhering to standards of excellence in all areas and to maximising our
contribution to transformation.

This goal includes the following focus areas:

o Reinforcing internal controls through prompt corrective action to reduce and address
audit findings as highlighted by our internal and external auditors

o Implementing the AGSA’s enterprise-wide risk framework

o Implementing the transformation agenda (BBBEE), focusing on the Codes of Good
Practice and DTI Codes

o Continuing to focus on the quality and timeliness of all our reports

Objective: Adhere to standards of excellence in all our business processes

The AGSA will reduce the level of key organisational risks by addressing internal and
external audit findings and by improving the maturity level of processes relating to identified
risks.

The institution will continuously improve on the prevention and elimination of internal and
external audit findings that could potentially lead to a qualified report. This includes ensuring
that organisational risks are managed on an ongoing basis.

Performance measure

For the AGSA to lead by example in the context of internal controls, it is critical to continue
achieving clean audit reports.
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Table 6: Achieve AGSA clean audit report

Target 2010-11 Target 2010-11 Target 2011-12

Achieve AGSA clean Clean audit report Clean audit report Clean audit report

audit report

Tool Independent review conducted by our internal and external auditors.
Initiatives

The strategic objective is supported by the following initiatives:

o Implement the AGSA’s enterprise-wide risk management framework. This initiative will
comprise the following sub-initiatives:

o Annual review of the risk management framework
o0 Biannual update of the organisational risk profile

o Development and maintenance of BU risk registers
o]

Periodic development and review of key organisational policies and
procedures to ensure mitigation of key organisational risks

o0 Sharing of common internal control weaknesses through a centralised
database and internal control and risk workshops

o0 Conducting periodic audit preparation workshops with BUs identified for
reviews

o0 Periodic assurance by our internal auditors on the adequacy and
effectiveness of key policies and procedures.

o Enhance the internal control environment through business process re-engineering

o Enhance the Management Information Systems.

Objective: Maximise the AGSA’s contribution to transformation

This commitment contributes to strengthening democracy in South Africa and meets the
legislative requirement of BBBEE as a vehicle for transformation. The specialised codes of

good practice for chapter 9 institutions will be used as a guideline. As an example, the AGSA

can contribute to economic growth by using the employment equity and skills development
codes to increase resources in the auditing sector. Similarly, the integration of preferential
procurement and enterprise development will enable the organisation to influence the growth
of small and medium black audit firms. The AGSA’s schools poverty eradication programme
will be a key priority for the code on corporate social investment.

The BBBEE strategy will be implemented in phases, starting with the alignment of all
relevant policies and procedures with the strategy, with the emphasis on full compliance with
all procurement processes. This will be a key focus for 2010-13.

The target has been set at a level 4 rating, supported by 100% achievement of action plans
as outlined in the BBBEE plan®.

" Annexure 10: BBBEE rating level
& Annexure 10: BBBEE Plan for the AGSA 2010-2013
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Performance measure

The main measure of the AGSA’s contribution to economic transformation is the
achievement of the identified BBBEE rating level.

Table 7: Achieve identified BBBEE rating level

Performance measure Target 2010-11 Target 2011-12 Target 2012-13
Achieve identified 4 4 4
BBBEE rating level
Tool Independent review conducted by external agency
Initiatives

The strategic objective is supported by the following initiative:

o Develop and implement the broader transformation plan, focusing on economic
development, poverty alleviation and employment.

Objective: Continual improvement of the quality and timeliness of AGSA reports

Performance measure

Table 8: Percentage adherence to all quality standards

Performance measure Target 2010-11 Target 2011-12 Target 2012-13
% Adherence to all quality | Excellent 85% 86% 87%
standards performance.

(Regularity audits,

general reports,
performance audits &
special investigations;
Strategic plan and
budget and annual
report)

Tool Quality review report
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Table 9: Percentage compliance with statutory and legislative deadlines

Performance measure Target 2010-11 Target 2011-12 Target 2012-13
% Compliance with Regularity audits 90% 90% 90%
statutory and legislative
deadlines

General reports, 95% 96% 97%

performance audits &
special investigations

Strategic plan & 100% 100% 100%
budget; annual report

Tool Project tracking tool

Initiatives
This strategic objective is supported by the following initiative:

e Adopt best practice methodologies (incorporating roles and responsibilities) in order to
achieve timeliness and quality of AGSA reports.
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Management structure

The AGSA'’s organisational structure, as depicted overleaf, includes the following executive
and management aspects:

Executive Committee

The Executive Committee (Exco) assists the Deputy Auditor-General (DAG) in performing
the AGSA’s work and consists of the following members:

o Deputy Auditor-General

o Chief Operations Officer (COO)

o Head of Audit (HoA)

o Five corporate executives (CEs)

Operations Committee

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

As shown in figure 1, media issues are handled at several levels within the organisation.
Functional responsibilities for media rest with designated business units. The AGSA 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

31 March 2009

Forecast

31 March 2010 | 31 March 2011 | 31 March 2012 | 31 March 2013

Forecast

Forecast

26

AUDIT INCOME 1,375.9 1,695.9 1,835.5 1,964.0 2,101.5
Own hours 771.7 1,134.2 1,269.3 1,358.2 1,453.2
S&T recoverable 52.6 721 98.7 105.6 113.0
Contract work 551.6 489.6 467.5 500.2 535.3
DIRECT AUDIT EXPENDITURE 1,069.6 1,120.8 1,204.6 1,288.9 1,379.2
Personnel 464.6 559.1 638.4 683.1 730.9
S&T recoverable 53.4 721 98.7 105.6 113.0
Contract work 551.6 489.6 467.5 500.2 535.3
CW % of audit income excl. S&T 42% 30% 27% 27% 27%
Gross income 306.3 575.1 630.9 675.1 722.3
Own hrs gross profit 307.1 575.1 630.9 675.1 722.3
Gross margin % of audit income 22% 34% 34% 34% 34%
Other income 51.8 13.8 21.9 23.4 25.1
Gross profit plus other income 358.1 588.9 652.8 698.5 747.4
Overhead expenses 347.7 469.8 544.9 581.9 622.5
Overhead as % of audit income 25% 28% 30% 30% 30%
Depreciation 17.5 33.8 38.8 41.5 4.4
Net (deficit)/surplus before special events (7.1) 85.3 69.1 75.1 80.5
Net surplus as % of audit income -1% 5% 4% 4% 4%
Special events 9.0 0.1 0.5 - -
Net (deficit)/surplus after special events (16.1) 85.2 68.6 75.1 80.5
)



Projected balance sheet

Capital employed
Capital

- Reserves
- Special audit services fund
- Net income for the year

Long-term liabilities

Interest-bearing borrowings
Deferred income
Medical aid liability

Current liabilities

Trade and other payables
Leave liability
Deferred income

Current portion of long-term loan

Employment of capital
Fixed assets
Cash investment

Current assets

Trade and other debtors
Bank and cash

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:
2009: 30 days for the national and provincial departments and 90 days for local authorities
2010: 30 days for the national and provincial departments and 75 days for local authorities

31 March 2009 | 31 March 2010 | 31 March 2011 | 31 March 2012 | 31 March 2013

108.9 194.1 262.5 337.6 418.1
120.0 103.9 188.9 257.5 332.6
5.0 5.0 5.0 5.0 5.0
(16.1) 85.2 68.6 75.1 80.5
111.8 76.7 80.1 87.8 96.0
7.7 6.9 3.2 3.2 3.0
40.6 - - - -
63.5 69.8 76.9 84.6 93.0
334.7 336.3 353.3 334.9 317.2
276.2 248.8 300.5 275.6 254.5
31.1 37.3 44.8 53.3 58.7
15.9 40.6 - . .
11.5 9.6 8.0 6.0 4.0
| 555.4 | 607.1 | 695.9 | 760.3 | 831.3 |
64.8 82.7 103.6 113.9 125.3
130.4 117.2 105.0 115.5 127.0
360.2 407.2 487.3 530.9 579.0
309.7 340.7 374.8 412.2 4535
50.5 66.5 112.5 118.7 125.5
| 555.4 | 607.1 | 695.9 | 760.3 | 831.3 |

2011 to 2013: 30 days for the national and provincial departments and 70 days for local authorities
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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 ( )
- working capital ( )
- capital expenditure (Part 3)
- hosting of prestigious events. ( )

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 2009 | 31 March 2010 | 31 March 2011 | 31 March 2012 | 31 March 2013

Rm

Part 1
Reserves and staff liabilities
Staff liabilities 94.6 107.1 121.7 137.9 151.7
- Post-retirement medical aid (PRMA) 63.5 69.8 76.9 84.6 93.0
- Leave liability 31.1 37.3 44.8 53.3 58.7
Office reserves 6.1 5.0 25.0 27.0 29.2
- Special audit services fund 5.0 5.0 5.0 5.0 5.0
- Performance bonus 1.1 - 20.0 22.0 24.2

100.7 112.1 146.7 164.9 180.9
Part 2
Working capital
Current assets (excluding bank) 309.7 340.7 374.8 412.2 453.5
Current liabilities (excluding leave liability) (303.6) (299.0) (308.5) (281.6) (258.5)
Net working capital 6.1 41.7 66.3 130.6 195.0
Part 3
Capital expenditure
Interest-bearing borrowing payments 19.2 15.4 12.3 9.9 7.9
Fixed asset acquisitions 40.4 51.7 65.6 29.3 32.9
Capital requirement of the office 59.6 67.1 77.9 39.2 40.8
Part 4
Prestigious events (AFROSAI/ INTOSAI / INCOSAI) - 0.0 ] 0.1 ] -] -]
Part 5
Comparison to available cash reserves
Cash and cash equivalents 180.9 183.7 217.5 234.2 252.5
Office funding requirements (1+2+3+4) 166.4 220.9 291.0 334.7 416.7
Surplus/(Deficit) on funding of the office 145 (37.2) (73.5) (100.5) (164.2)

Based on the above projections and in relation to the key principles outlined above:
the AG would not be in a position to return the surplus to the revenue fund and the funding deficit is considered to be outside an acceptable norm.
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Annexure 3: Proposed internal rates

SALARY INTERVAL

CATEGORIES TARIFF
Budget

2010-11

Business executives 1,070,000 1,391,000 2,109
Operational leaders 984,400 1,005,800 1,537
963,000 984,400 1,504

941,600 963,000 1,471

920,200 941,600 1,438

898,800 920,200 1,405

Senior managers 963,000 984,400 1,517
941,600 963,000 1,484

920,200 941,600 1,451

898,800 920,200 1,417

877,400 898,800 1,384

856,000 877,400 1,351

834,600 856,000 1,317

813,200 834,600 1,284

791,800 813,200 1,251

770,400 791,800 1,217

749,000 770,400 1,184

727,600 749,000 1,151

706,200 727,600 1,117

684,800 706,200 1,084

663,400 684,800 1,050

642,000 663,400 1,017

620,600 642,000 984

599,200 620,600 950

577,800 599,200 917

556,400 577,800 884

Audit managers 716,900 738,300 1,202
695,500 716,900 1,166

674,100 695,500 1,131

652,700 674,100 1,096

631,300 652,700 1,060

609,900 631,300 1,025

588,500 609,900 990

567,100 588,500 954

545,700 567,100 919

524,300 545,700 884

502,900 524,300 848

481,500 502,900 813

460,100 481,500 778

438,700 460,100 742

417,300 438,700 707

395,900 417,300 672

374,500 395,900 636

353,100 374,500 601
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SALARY INTERVAL

CATEGORIES TARIFF
Budget

2010-11

Auditors 460,100 481,500 767
438,700 460,100 732
417,300 438,700 697
395,900 417,300 662
374,500 395,900 627
353,100 374,500 593
331,700 353,100 558
310,300 331,700 523
288,900 310,300 488
267,500 288,900 453
246,100 267,500 418
224,700 246,100 383
203,300 224,700 349
181,900 203,300 314
160,500 181,900 279
139,100 160,500 244
117,700 139,100 209
107,000 117,700 183
96,300 107,000 166
85,600 96,300 148
Trainee accountants 353,100 363,800 676
342,400 353,100 656
331,700 342,400 636
321,000 331,700 616
310,300 321,000 595
299,600 310,300 575
288,900 299,600 555
278,200 288,900 535
267,500 278,200 515
256,800 267,500 495
246,100 256,800 474
235,400 246,100 454
224,700 235,400 434
214,000 224,700 414
203,300 214,000 394
192,600 203,300 373
181,900 192,600 353
171,200 181,900 333
160,500 171,200 313
149,800 160,500 293
139,100 149,800 272
128,400 139,100 252
117,700 128,400 232
107,000 117,700 212
96,300 107,000 192
85,600 96,300 172
74,900 85,600 151
64,200 74,900 131
53,500 64,200 111
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Strategic plan and budget of the Auditor-General of South Africa for 2010-2013

Annexure 4: Horizontal auditing approach

The concept of a horizontal approach to the auditing of areas that are common to a number
of auditees was first introduced by the Auditor-General at the 2007 senior management
workshop in Bloemfontein.

The objective of such a horizontal approach is to:

o increase audit efficiency — decreasing the audit time while still meeting professional
standards

o improve the quality of audit procedures

o improve consistency between audits, which promotes consistent reporting

o increase service delivery aspects in audits.

The theme chosen for the 2008-09 horizontal audit pilot project was human resource (HR)
management and employee compensation at government departments (national and
provincial). Based on the results from the pilot project, minor modifications were made to the
approach to ensure that the objectives are achieved.

The HR management and compensation theme will be continued for 2009-10 with a focus
on further increasing efficiencies after the baseline has been set as part of the pilot project.

An additional theme of procurement across all spheres of government will be introduced,
which will specifically focus on the risks relating to the supply chain management process.




Strategic plan and budget of the Auditor-General of South Africa for 2010-2013

Annexure 5: Performance auditing initiatives for 2010-11

The performance audit advisory committee, under chairmanship of the AG, approved the
following performance audit themes for the 2010-11 financial year:

1. Poverty reduction, with specific emphasis on the services provided by the education
sector: Current research is focused on three main categories within the Departments of
Education, namely those which:

cut across many educational activities and are used for data gathering, analysis and
monitoring - 10th School Day survey, Education Management Information System
and the Integrated Quality Management System.

are directed at basic education, such as early childhood development, no-fee schools
and the nutrition programmes.

are directed at higher education and training, such as Further Education and
Training, Adult Basic Education and Training, the Kha Ri Gude initiative and the
National Student Financial Aid Scheme.

A performance audit will be conducted on the economy, efficiency and effectiveness of
these initiatives. The AGSA is in the process of finalising research on these aspects.

2. A performance audit on the economy, efficiency and effectiveness of the oversight and
governance systems used by shareholding departments in respect of SOEs. The focus
areas of this performance audit are as follows:

Is a department’s oversight role to ensure good governance properly defined?
Does an environment of accountability and transparency exist?

Are business activities relating to this carried out economically, effectively and
efficiently?

Emphasis will be placed on determining whether departments’ level of oversight is
empowered and equipped to:

influence strategic direction at SOEs
monitor implementation thereof
identify associated risks

implement corrective actions

ensure transparency and accountability.

The AGSA is also conducting a transversal performance audit at national and provincial

departments on the use of consultants by government departments. The final report will

be tabled during the 2010-11 financial year.
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Strategic plan and budget of the Auditor-General of South Africa for 2010-2013

Annexure 6: Auditing of performance information
A phasing-in approach

1. In terms of section 13 of the PAA, the AGSA has followed a phasing-in approach
since 2004 to adhere to sections 20 and 28 of the PAA.
2. The phasing-in approach has the following advantages:

e 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.

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

e Since the AGSA is committed to playing a constructive and, where appropriate,
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.

3. The objective of an audit of performance information is to enable the auditor to conclude
on whether the reported performance against predetermined objectives is reliable,
accurate and complete in all material respects, based on predetermined criteria.

4. The AGSA recognises the following sources as criteria against which the subject matter
will be evaluated as a basis for the audit conclusions:
e All relevant laws and regulations

e Framework for the managing of programme performance information, issued by
the National Treasury

e Relevant frameworks, circulars and guidance issued by the National Treasury
and the Presidency regarding the planning, management, monitoring and
reporting of performance information.

5. The phasing-in approach to the auditing of performance information constitutes a
review of the policies, systems, processes and procedures for managing and
reporting on performance against predetermined objectives.

6. For all entities, it has been decided that no separate opinion on performance against
predetermined objectives should be included in the auditor’s reports. Reporting in this
regard will form part of the regularity auditing process. Reporting will be in relation to
material shortcomings in the process, systems and procedures of reporting against
predetermined objectives which may come to the attention of the auditor during the
audit and may impact on the public interest. Such reporting will appear in the other
legal and regulatory responsibilities section of the auditor’s report.

7. However, for the categories of audited entities mentioned below insofar as the 2009-
10 audit cycle is concerned, an audit opinion will be issued as an annexure to the
management report as part of the readiness assessment, but will not be made public.
¢ National and provincial departments, constitutional institutions and trading entities
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Strategic plan and budget of the Auditor-General of South Africa for 2010-2013

e National and provincial public entities
¢ Municipal metropolitan councils and the related municipal entities

Audit conclusions in this regard will be reached as part of the financial auditing
process in terms of the International Standards on Assurance Engagements (ISAE)
3000: Assurance engagements other than audits or reviews of historical financial
information.
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Strategic plan and budget of the Auditor-General of South Africa for 2010-2013

Annexure 7: Firm-level reviews and quality control in the IRBA process

In line with ISQC1, the AGSA 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)

(f) Monitoring

These quality control policies and procedures are encapsulated in the AGSA’s Quality
control manual, as rolled out in 2009. The implementation of the manual is characterised by
ongoing maintenance and revisions by dedicated personnel as overseen by the Quality
Control Assessment Committee.

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

A. Review of compliance at institutional level

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

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

o Gathering evidence of compliance with the AGSA’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 extends over three years.

C. Results of the monitoring process

The AGSA is currently in the process of preparing for the external firm-level review by IRBA
towards the end of 2010. After 2010, the AGSA’s monitoring team will conduct the
institutional reviews which will be an annual occurrence. The review results will initially be
used for the AGSA as a whole for corrective action and also to recognise good performance
from 2011 onwards. Appropriate recognition criteria and performance measures will be
compiled subsequent to the IRBA review.

As for annual engagement reviews performed, the results are evaluated to establish whether
they are systemic, repetitive or business unit specific in order to determine appropriate and
prompt corrective action.
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Strategic plan and budget of the Auditor-General of South Africa for 2010-2013

Annexure 8: Corporate governance

The Constitution of the Republic of South Africa, 1996 establishes the Auditor-General of
South Africa as a state institution, outlines the manner in which the Auditor-General is
appointed and defines the institution’s principles and key functions. As such, the Constitution
provides the corporate governance framework with which the institution must comply.

Corporate governance is furthermore defined in the Public Audit Act (PAA). The PAA
facilitates the establishment and defines the functions of the parliamentary oversight
mechanism, the Standing Committee on the Auditor-General. The PAA also establishes and
defines other key governance structures of the AGSA. These structures are the Audit
Committee, the Remuneration Committee, the Executive Committee and the Quality Control
Assessment Committee.

Collectively, the AGSA’s corporate governance arrangements and structures are formalised
in the Corporate Governance Framework, which has been in place since October 2007 and
is reviewed annually to ensure its relevance.

Standing Committee on the Auditor-General (SCoAG)

The National Assembly established SCoAG in June 2006 to maintain oversight over the
AGSA as required by the PAA. The committee is tasked with assisting and protecting the
AGSA to ensure its independence, impartiality, dignity and effectiveness. SCoAG also
advises Parliament on a range of matters relating to the AGSA.

Audit Committee

The Audit Committee of the AGSA was established in terms of section 40(6)(a) of the PAA.
The committee exercises independent oversight and does not fulfil or assume any
management responsibilities in discharging its duties. These duties, set out in section 43,
are to maintain effective, efficient and transparent systems of financial management, risk
management and internal control, and to maintain an effective internal audit function.

In addition, the Audit Committee assists the DAG in overseeing the following:

o Approval of the criteria and procedures to be followed in the selection and appointment
of external auditors, after which the committee makes its recommendation on the
appointment of the auditors to SCoAG for approval.

o Approval of the appointment of internal auditors and all activities relating to the internal
audit function.

o Examination and review of the preparations made to ensure accurate financial
reporting and statements in compliance with all applicable legal requirements and
accounting standards.

o Review of reports from both internal and external auditors on the effectiveness of the
risk management processes and procedures and adherence to prescribed internal
controls.

In terms of section 40(5)(a) of the PAA, the Audit Committee must comment in the annual
report on the effectiveness of internal control and on its evaluation of the AGSA’s financial
statements.

The Audit Committee may, in terms of section 40(6)(b), communicate any concerns it may
have to the AGSA, the external auditors of the AGSA and SCoAG.

The Audit Committee reviews its approved terms of reference annually to ensure that they
remain relevant and are in compliance with applicable legislation.
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Strategic plan and budget of the Auditor-General of South Africa for 2010-2013

Composition of the Audit Committee

The Audit Committee that was in place during 2008-09 consisted of four independent non-
executive members and was in the third year of its three-year term. On completing its term,
which coincided with the resignation of one member, it was decided that the Audit
Committee should consist of three members with at least one additional member being
rotated annually. With this in mind, the three remaining members of the Audit Committee
were reappointed for a second term.

Remuneration Committee

In terms of section 34(3) of the PAA, the AG is responsible for setting the terms and
conditions of employment of all employees in the organisation. The Remuneration
Committee was established to provide the AG with specialised advice on remuneration and
related issues. The committee plays a professional advisory role and the final decision-
making power rests with the AG.

In fulfilling its advisory role, the Remuneration Committee reviews and makes
recommendations on the following matters:

o General trends and practices regarding employment benefits, including the structuring
of conditions of employment and remuneration packages.

o The framework or broad policy for the remuneration of executive and senior
management.

o Within the terms of the agreed policy, the total individual remuneration package of each
executive member of management, including, where appropriate, bonuses and
incentive payments.

o Targets and rules for any performance-related pay schemes, whether already in
operation or yet to be instituted.

o General salary increases and mandates for negotiations, where applicable.

o Any other human resource management issue which the AGSA may wish to table for
discussion.

Composition of the Remuneration Committee

The Remuneration Committee has three independent non-executive members and three
executive members, and is chaired by an independent non-executive member. The
executive members are the DAG, the COO and HoA.

Quality Control Assessment Committee

The AGSA has established the Quality Control Assessment Committee as an oversight body
to assist the AG and the DAG in fulfilling their responsibilities for the implementation of the
quality control system. These responsibilities include performing quality control reviews in
accordance with International Standards on Auditing (ISA).

The committee is made up of an external member, the AG and the DAG. The HoA serves as
the alternative member for the AG and DAG.

Quality control reviews are conducted by the Practice Review Department of the
Independent Regulatory Board for Auditors (IRBA), together with the AGSA Quality Control
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Unit. All review reports are submitted to the Quality Control Assessment Committee, which is
professionally assisted by the IRBA and is responsible for the following:

o Approving the AGSA’s Quality Control Strategy

o Setting quality control review criteria

o Determining the outcome of individual review findings
o Communicating overall review results to Exco

o Setting criteria for positive recognition and a framework for addressing non-compliance
with professional standards

o Considering the consistency and quality of review reports and recommendations

o Providing guidance when problems and difficulties are encountered during quality
control reviews

Should any disputes arise regarding the findings of quality control reviews, such cases are
referred to the Difference of Opinion Committee. The Difference of Opinion Committee
decides on the outcome of each case by considering the validity and preliminary risk rating
of the finding, along with the written responses received regarding the case.

The Difference of Opinion Committee has been reconstituted to include external members of
the accounting professional bodies, with the aim of strengthening the independence,
objectivity and credibility of its adjudication. The reconstituted committee consists of the HoA
of the AGSA and two external members, one from the IRBA and one from SAICA. The
committee is chaired by one of the external members.

Executive Committee

The PAA authorises both the AG and the DAG to delegate any power and duty assigned to
them to any member of staff. In terms of the delegation of authority contained in the AGSA’s
Management Approval Framework, an Executive Committee assists the DAG in managing
the business and affairs of the organisation.

Composition of the Executive Committee and its meetings

The Executive Committee, known as Exco, is chaired by the DAG and consists of the HoA,
COO and all five CEs.

Exco has the power to establish sub-committees to assist it in carrying out its obligations.
During the year under review, Exco established the Vacancy Committee to manage the
filling of vacancies within the AGSA. This brings to three the number of Exco sub-
committees in operation. The two existing sub-committees are the Technical Committee and
the Tender Committee. All three sub-committees have clearly defined terms of reference and
are chaired by an Exco member.

Exco meets monthly and holds special meetings when necessary. Exco meetings focus on
reviewing and directing the implementation of the AGSA’s business and strategic plans
throughout the year.

Tender Committee

The Tender Committee is a sub-committee of Exco. Its main focus is to ensure fair and
consistent application of all procurement policies and procedures, thereby promoting a
transparent tender culture.
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The Tender Committee consists of two executive members and five staff members and is
chaired by an executive member. The committee has an evaluation working group, whose
key function is to promote a transparent, fair and effective evaluation process.

The committee meets regularly to ensure that all tenders issued and transactions
undertaken reflect the organisation’s strategic intent to support BEE-compliant businesses
and are in line with all policies.

Vacancy Management Committee

Exco approved the formation of the Vacancy Management Committee in November 2008 to
oversee the filling of vacant support positions needed for business continuity within the
AGSA. The committee evaluates motivations from non-audit business units submitting
requests to fill vacancies.

The Committee meeting is chaired by the COO. The other members are the HoA, two CEs
and the Business Executive: Human Capital. The latter communicates the outcomes of the
evaluations to the relevant business units for further action.

Technical Committee

The Technical Committee functions as a sub-committee of Exco. It was established in terms
of the Public Audit Act, 2004 (Act No. 25 of 2004) (PAA) to give effect to the requirements of
section 13 of the PAA.

The role and functions of the committee are as follows:

o Consider developments in auditing standards and best practices and make
recommendations to Exco.

o Consider developments in applicable accounting standards and make
recommendations to Exco.

o Consider the relevance of audit reporting by the AGSA and recommend to Exco the
most appropriate product mix, nature and scope of audits.

o Guide the work schedule of Audit Research and Development.

o Consider the processes underpinning the finalisation of all technical development.

o Consider at a process level the audit outcomes of audit quality assurance processes.
o Guide the technical learning curricula for auditing staff.

The committee is chaired by an Exco member and comprises three members from the audit
business units and one each from Special Audit Services, Audit Research and Development,
Information Systems Auditing, Organisational Learning, Quality Control and the Independent
Regulatory Board for Auditors.
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Risk management

Section 43 of the PAA requires the AGSA to establish and maintain a system of risk
management and internal control, including an effective internal audit function. In the year
under review, the AGSA continued to follow a multi-faceted approach to risk management:

Significant risks are identified against the organisation’s strategic goals and objectives.

Annual risk assessments are conducted and the results are incorporated into the
internal and external audit coverage plans.

Risks identified during the auditing process are added to the organisational risk profile.

The individual business units and the organisation monitor compliance with key
controls designed to mitigate identified risks.

The internal auditors regularly provide independent assurance to management and the
Audit Committee on the management of key risks.
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Annexure 9: Principles of good practice

The AGSA adheres to ISSAI 21, namely the principles of transparency and accountability
standardised by INTOSAI. ISSAI 21 advances nine major principles of transparency and
accountability in order to assist SAls to lead by example in their own governance and
practices.

Principle 1

SAls perform their duties under a legal framework that provides for accountability and
transparency:

e The AGSA’s function is enshrined in the South African Constitution.
e Detailed functioning of the South African SAl is described in the PAA.

o The detailed approach to audits per cycle is contained in a directive published in
terms of the PAA.

Principle 2
SAls make public their mandate, responsibilities, mission and strategy:

e The AGSA has compiled documents explicitly setting out these aspects. All these are
public documents and are available on the AGSA’s website at www.agsa.co.za.

e The organisation’s strategy is tabled in Parliament.

e All documentation originating from the AGSA contains key references to these
aspects in the form of the reputation promise and pay-off line.

Principle 3

SAls adopt audit standards, processes and methods that are objective and
transparent:

e These standards, processes and methods are confirmed in a directive published in
terms of the PAA.

e The AGSA has adopted all IFAC auditing pronouncements and mention is also made
of the context created by the current ISSAI developments.

e Specialist functions are handled in terms of either the IFAC or the ISSAI standards.

¢ Methodology processes and methods are defined and described in the Public Audit
Manual (PAM). This is updated for each audit cycle through appropriate technical
development governance processes, supported by in-depth technical learning
processes.

Principle 4
SAls apply high standards of integrity and ethics for staff at all levels:

e The AGSA’s adoption of the IFAC auditing pronouncements implies a commitment to
integrity and ethics as outlined in these standards.

¢ In addition, the South African SAI subscribes in full to the guidance of INTOSAI in
this regard.
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e The AGSA has revised its entire quality control manual to emphasise guidance on
ethics and integrity.

e All training curricula include ethics training as a basic requirement.

e The AGSA completed a round of ethics-specific training for all audit staff during the
2008-09 financial year.

Principle 5

SAls ensure that these accountability and transparency principles are not
compromised through outsourcing activities:

e The AGSA outsources its work through an independent tendering process that takes
cognisance of issues such as quality and requirements for rotation.

e The AGSA remains responsible for signing off all audit reports that are contracted
out.

e All contract firms are expected to meet to a stringent set of requirements that focus,
among others, on the key elements of the auditing standards, including accountability
and transparency.

e All reports of outsourced audits are made public through the AGSA’s standard
processes.

Principle 6

SAls manage their operations economically, efficiently, effectively and in accordance
with laws and regulations and report publicly on these matters:

e The AGSA’s strategy and balanced scorecard results are tabled in Parliament
through SCoAG.

e The strategy contains specific references to the economy, efficiency and
effectiveness of the AGSA’s operations, as well as its compliance with laws and
regulations.

e The AGSA’s performance against its strategy and balanced scorecard is reported in
its annual report.

Principle 7

SAls report publicly on the results of their audits and on their conclusions regarding
government activities:

e All the AGSA’s reports are made public through a process of tabling in Parliament or
relevant legislatures.

Principle 8

SAls communicate timeously and widely on their activities and audit results through
the media, websites and by other means:

e The AGSA presents the annual audit outcomes on the PFMA and MFMA to all
stakeholders in the legislatures, as well as to AGSA staff, the National and Provincial
Treasury and members of the media.
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PFMA and MFMA consolidated general reports are published and tabled in the
respective legislatures. These reports contain a synopsis of the audit reports, along
with summaries of financial reporting results, performance reporting results and
issues driving audit results.

Audit outcome presentations and tabled general reports are also published on the
AGSA’s website.

The AGSA conducts annual roadshows to inform the media about the audit
outcomes, thus enhancing public awareness and understanding of the AGSA’s
mandate and vision.

Principle 9

SAls make use of external and independent advice to enhance the quality and
credibility of their work:

The IFAC and ISSAI standards (as above) that the AGSA has adopted go hand in
hand with adherence to this principle.

Specific technical quality management and governance processes have been
instituted to ensure comprehensive consultation with all appropriate role players,
internally and externally. Independent auditing advice is provided by the IRBA, while
consultation on accounting matters takes place with the ASB, the National Treasury
and, where applicable, SAICA. All these relationships are maintained through formal
structures and processes.

Formal policies on consultation and differences of opinion are an integral part of the
audit methodology.
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Annexure 10: BBBEE rating

BEE procurement
BEE Status Qualification recognition level
Level One Contributor 100 points on the Generic Scorecard 135%
85 but < 100 points on the Generic
Level Two Contributor 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%
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