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ANNALYSIS OF THE AUDITOR-GENERAL’S STRATEGIC PLAN AND BUDGET FOR 2011/12 FINANCIAL YEAR
1.
Introduction
The Public Audit Act (PAA) no. 25 of 2004, Section 38 (1) requires that the affairs of the Auditor-General be conducted in accordance with a business plan and budget prepared by the AG for each financial year which must include, the estimate of revenue and expenditure, projected revenue and expenditure for the financial year following the year to which the budget and business plan relates and the basis on which audit fees for the year to which the budget relates.

Section 38(3) of the PAA requires that the AG must at least six months before the start of a financial year submit the budget and business plan to the oversight mechanism, the National Treasury for planning and preparing the national annual budget.
Section 38(3) further requires that the oversight mechanism consider the budget and business plan and within two months of receipt submit the recommendations to the Speaker for tabling in the National Assembly and the National Treasury.

The Auditor-General of South Africa (AGSA) describes its mission for 2011/12 financial as a reputation promise to the people of South Africa which says “the Auditor-General has a constitutional mandate and, as the Supreme Audit Institution (SAI) 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 paper aims to highlight the performance targets set for the achievement of the five commitments by AGSA and to analyse its budget for consideration by the Standing Committee on Auditor-General (ScOAG), as an oversight mechanism for the AG.
2.
Strategic Plan and Budget Overview
The Auditor-General emphasised undertaking to discharge his mandate as the head of the Auditor-General of South Africa (AGSA) in the statement of policy and commitment.  AGSA commits to predetermined measurable objectives that were set for the medium-term plan which ensures improvement on AGSA’s performance as a Supreme Audit Institution of the country.  AG stressed that the following measurable objectives centres the realisation of clean audit outcome to support 2014 clean audit initiative by the Minister of Cooperative Governance and Traditional Affairs (CoGTA):
2.1
Simplicity, clarity and relevance of messages
This commitment 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 decisive action towards achieving clean audit opinions.
2.2
Visibility of AGSA Leadership
The visibly engagement of stakeholders will enable AGSA’s leadership enhance effective communication to the stakeholders to effect the understanding of AGS’s messages and findings as facilitating the implementation of AG’s recommendations by stakeholders.
2.3 Funding 

This commitment is ensuring the implementation of the funding model which enables the institution run economically, efficiently and effectively as well as improvement on debt collection and cost-effectiveness.
2.4 Strengthen human resources 
AGSA will continue to drive effective implementation of the comprehensive trainee auditor scheme (TA Scheme), ensuring that grows talent from within while also continuing with the recruitment and retaining of staff.
2.5 Lead by example
AGSA commits to adhering to standards of excellence in all areas and to maximise its contribution to transformation.  The institution will also ensure that internal controls are observed and are in line with good practices by conducting regular internal and external audits.  The organisation will lead by example in also producing quality reports on time, including audit reports, general reports, the annual report and the strategic plan and budget.  
The total budget projections for the Office of the Auditor-General of South Africa amounts to R2,087,635 billion in 2011/12 financial year.  The variance between 20010/11 and 2011/12 amounts to R252,113 million.

AGSA is prioritising audit tariffs and the audit directives in 2011/12 financial year.  According to AGSA audit tariffs are determined by applying a mark up factor of 1.9 that is the average to direct salary costs.  Tariffs increases are affected by market related salary increase of 8.5% and the recovery rate percentage reduced 2.9% from 66.6% to 63.7%.

The above commitments are the cost drivers that determine the budget of AGSA in each year of the medium term strategic plan.  

3.
Performance targets
The immediate target of AGSA is to eliminate all worst-case audit opinions, the disclaimers and adverse opinions.  AGSA promised to commit to the following predetermined objectives in 2011/12 financial year and set targets to measure its achievement:
3.1 Clarity of messages on root causes in all AGSA’s reports
Target is set at 3 points within the rating scale of 4 points for 2011/12 for quality, simplicity and timeous management report, audit report, general report and road-shows presentations produced by AGSA.
3.3
Visibility of the leadership
AGSA sets target at 3 points within the scale of 4 points .for 2011/12 financial year to pursue high quality, value-adding stakeholder interactions to be conducted and escalated, where necessary.  The leadership of AGSA will be visible to external and internal stakeholders to deepen their understanding of the messages in AGSA’s reports.  This interaction will also be used to acquire a better mutual understanding of the respective needs of each stakeholder and the AGSA.  The leadership of AGSA will discuss audit outcomes with the auditee and, where appropriate, with other stakeholders and monitor the progress of implementing audit findings, and obtain feedback from stakeholders to measure understanding of audit outcomes.  
3.4 Funding
The target is set at 4% for improving the net surplus in 2011/12 financial year by operating cost-effectively, implementing audit efficiencies and improving debt collection from the auditees. The performance measure revolves around achieving a net surplus.  

The target for payment to AGSA’s creditors is set at 45 days from the invoice date.
The collection of audit fees within 30 days for the National Departments, Gauteng and the Western Cape provinces, the target is set at 75% to 80% for 2011/12 financial year.  For Limpopo and KwaZulu-Natal the collection of audit fees within 30 days, the target is set at 65% to 70%.  The collection of audit fees within 30 days from North West, Free State, Northern Cape, Eastern Cape and Mpumalanga the target is set at 55% to 60%.. 

3.5
Strengthen human resources
AGSA sets targets for measuring success in meeting its objective in occupancy level for 20011/12.  The target culture index is set at 3.2 points the industry norm within the scale of 5 points for 2011/12

The target for leadership index is also set at 3.2 points with the scale of 5 points for 2011/12.  Target for the employee engagement index is also set at 3.2 points within the scale of 5 points.

AGSA will continue to drive effective implementation of the comprehensive Trainee Auditor Scheme to ensure that AGSA grows talent from within and recruit and retain staff.  AGSA commits to implement processes that allow the institution to attract and retain skilled and competent people.  Create a learning environment where employees have opportunities to develop their levels of competence.  Rewarding employees by offering remuneration and recognition benefits that are market related.  Implement staff retention processes that minimise the loss of critical skills and competencies.  Recognition and reward strategy will be put in place.  These processes and mechanisms will include progression systems, team-based rewards, long-term financial incentives, and non monetary recognition scheme and staff promotion.
3.6 Leading by example
The performance target for adhering to all quality standards in order to achieve clean audit report in 2011/12 financial year, AGSA sets its target at 86% for C2 and C3 rating.  The indication of achievement will be the AGSA’s audit report.
Target for non-audit deliverables is set at 3 points within the scale of 4 points in 2011/12 financial year.

For complying with statutory and legislative deadlines in submitting strategic plan and budget, annual report and general reports the target is set at 100% in 2011/12 financial year.

Target for performance audit and investigation is set at 95% in 2011/12 financial year.

Regularity audits target is set at 90% in 2011/12.
Therefore the performance achievement will be determined by the audit opinion on AGSA’s audit outcome report done by an external auditor.
Achieve identified Broad Based Black Economic Empowerment (BBBEE).  The target is set at rating level 4 by developing and implementing the broader transformation plan and supported by 4 points achievement of action plans as outlined in the BBBEE within the scale of 5 points, focusing on economic development, poverty alleviation and employment.  The review will be done by an external Agency.

Adherence to all quality standards the target is set at 86% in 2011/12 financial year for excellent performance on regularity audits, general reports, performance audits and special investigations and strategic plan and budget and annual report.  The target is increased by 1% from 85% target set for 2010/11 financial year.
Compliance with statutory and legislative deadlines the target is set at 90% to comply with regularity audits, at 96% for the quality of general reports, performance audits and special investigations and at 100% for developing a strategic plan and budget  and producing the annual report.

AGSA is reiterating its commitment to adhering to standards of excellence in all areas and to maximising its contribution to transformation.

4.
Budget Analysis
4.1 Projected funding statement
The projected funding 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, it occurs in four distinct parts as indicated below:

4.1.1 Employee liabilities and office reserve for special audits

· Staff liabilities include post retirement medical aid (PRMA) and leave liability.  Post-retirement medical aid projected cost amounts to R71.6 million as at 31 March 2012 and leave liability projected to R55.2 million.  Therefore, the total staff liability amounts to R126.8 million.
· Office reserves include special audit services fund and performance bonus. The special audit services fund is projected to R5 million and projections of the performance bonus amounts to R45.9 million.  The projected total office reserves amounts to R50.9.million as at 31 March 2012.
The overall total projection of office reserves and staff liabilities amounts to R177.7 million as at 31 March 2012.

4.1.2 Working capital
· Working capital includes current assets excluding bank and minus current liabilities excluding leave liability.  Current assets excluding bank is projected at R400.4 million as at 31 March 2012.  However, the current liabilities excluding leave liability amounts to R275.7 million.  The net working capital is projected to R124.7 million in 2012 financial year.  
4.1.3 Capital Expenditure
· Capital expenditure includes interest-bearing borrowing payments and Fixed asset acquisitions.  The interest-bearing borrowing payments are projected to R19.8 million in the year in question, fixed assets are projected to R74.4 million.  Therefore, the projected total capital requirements of the office amount to R94.2 million in 2011/12.

4.1.4 Comparison to Available Cash Reserves
Cash and cash equivalents are projected to R257.9 million and subtract the following office funding requirements:
· Staff liabilities amounts to R1268 million;

· Office reserves projected to R50.9 million;

· Net working capital which amounts to R124.7 million;

· Capital requirement of the Office amounts to R396.6 million.

After subtracting the above office funding requirements which amounts to 396.6 million from the cash reserves which amounts to R257.9 million AGSA will have a deficit on funding of the Office requirements which amount to R138.7 million as at 31 March 2012.  Therefore, based on the above projections and in relation to the key principles outlined above the Auditor-General will 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.

4.2
Detailed budget interpretation

· Audit Income for 2011/12 amounts to R2,087,635,032 billion this amount was projected based on own hours, contract work, and subsistence and travel allowance nationally and internationally.  The variance compared to 2010/11 budget amounts to R252,113,242 million.  The reduction of R84,022,475 million from the estimated budget in 2010/11 contributes to the increase on variance between 2010/11 and 2011/10.  The forecasted budget for audit income was reduced by R84,022,475 million to R1,835,521,790 million in 2010/11 financial year.
· Direct Audit Cost includes staff remuneration in Audit Business Units, Contract Work- Recoverable and subsistence and travel allowance for national and international travel, the cost amounts to R1,399,690,009 million.  The variance between 2010/11 and 2011/12 budget amounts to R195,085,607 million.  The forecasted budget for 2010/11 was reduced by R76,813,293 million that also may contribute to increase of variance between 2010/11 and 2011/12 budgets.  The forested budget on direct audit cost was reduced by R76,813,293 million in 2010/11 financial year.
· Gross Profit amounts to R687,945,023 million in 2011/12, the gross profit is determined by subtracting the direct audit cost which amounts to R1,399,690,009 million or 33% from the audit income.
· Other Income amounts to R43,024,006 million  which includes Interest Received, Interest Received from SCMB, and Sundry Income.  The variance between 2010/11 and 2011/12 amounts to R21,104,581 million.  The amount of R21,919,425 million was budgeted for other income in 2010/11.
The gross profit increased by R43,024,006 million from R687,945,023 million to R730,969,030 million surplus before operating const.

· Operating Cost amounts to R611,446,181 million which includes Staff Remuneration for Support Business Units and Staff Remuneration  for Africa Projects.
Other Personnel Expenditure cost amounts to R69,097,683 million includes leave pay provision, medical aid provision, Group Life Scheme, long service awards and other, performance bonus, UIF: Employer contribution, BU Recognition Scheme.  The budget on this item increased by R24,419,655 million in 2011/12.  The cost driver of the personnel expenditure is the addition staff to be appointed as  it is variable by nature it increases the personnel expenditure and remuneration.
Contract Work –Irrecoverable amounts to R28,097,393 million the increase of R1,061,309 million from R27,036,084 million 

Subsistence and Travelling – Irrecoverable amounts to R18,969,693 million the variance between 2010/11 and 2011/12 budget amounts to R4,570,905 million as it increased from R14,398,788 million.

Accommodation projected to R61,706,773 million which includes rental, and operating costs.  The amount of R40,811,404 million is provided for rental and the operating costs amounts to R20,895,369 million.
· Liaison cost is projected to R34,218,916 million which includes liaison, internal stakeholder liaison, external stakeholder liaison, culture expenses, constitutional liaison, regional congresses, foreign visitors and overseas travel.  The projected amount increased by R12,682,772 million in 2011/12 .
· Control bodies or Oversight Bodies is budgeted for the amount of R986,452 thousand increasing from R544,092 thousand in 2010/11 by R442,360 thousand.

· Audit Expenses is provided R6,128,744 million which includes audit fees amounts to R3,128,744 million provided for external auditor which is appointed to audit the books of the Auditor-General of South Africa (AGSA) and  

Audit Expenses also includes the internal audit costs which amounts to R3 million.

· Bank charges are provided for R505,600 thousand includes bank charges at the amount of R503,600 thousand and the foreign bank charges which amounts to R2,000 thousand.
· Finance charges amounts to R8,298 million, usually finance charges are provided for the cost of borrowing. (interest charged on loan balance).  The variance between 2010/11 and 2011/12 of the finance charges amounts to by R5,976,780 million.

	Question:

Would AGSA borrow money in 2011/12 financial year?  Pleas indicate.


· Recruitment expenses amounts to R9,206,993 million includes advertising for vacancies and newly created positions, personnel agency fees paid to recruitment agents that assist during the recruitment process, interviews, transfer and relocation expenses is provided for the appointed candidates who are moving nearer to AGSA’s offices in which they will work. 
· Professional Assistance is provided the amount of R85,898,083 million includes membership fees, internal training, external training, subsistence and travelling for training, study assistance for AGS’s employees, I and L development projects, bursaries, and skills development levy.
Skills development levy – recovered amounts to R3 million in 2011/12 financial year.

· Employee Wellness Programmes amounts to R8,701,587 million includes fees paid to independent service provider for rendering the service in this programme, employee wellness programme, employee social responsibility, AG general social responsibility and corporate social investment.
· Technological Services is provided the amount of RR38,683,955 million which includes computer services, hiring or rental of equipment, and hiring of equipment and copy charges.
· Insurance and Legal Fees amounts to R2,980 million includes insurance and legal costs.  Section 23(2) of the PAA stipulates that the auditee must settle the account for audit fees within 30 days from the date of invoice, failing which the Auditor-General must promptly take legal steps to recover the amount, unless it is not practical to do so.
· Auxiliary Services is provided for the amount of R21,257,749 million include cleaning: contracts/services, cleaning materials, office improvements, refreshments, publications, R&M: furniture and equipment, R&M computer equipment and software, R&M office vehicles, printing of audit reports, stationary and printing, artwork and design, medical examinations and freight and removals.
· Communication is provided for the amount of R9,443,622 million includes cell phone charges, postage and courier services and telephone charges.
· Other expenses amounts to R4,2 million includes bad debts provision.

	Question:

Would the provision for bad debts means writing off some of the debtors?  Please explain.


· Surplus before Depreciation amounts to R119,522849 million, the variance of surplus between 2010/11 and 2011/12 amounts to R11,581,382 million.

· Depreciation is projected at R41,048,844 million in 2011/12.  Depreciation is the reduction on asset value on an annual basis by a certain percentage determined by the market regulators.  In AGSA’s context those assets include motor vehicles, furniture and equipment, computer equipment, computer software, and leasehold improvements.
· Net Surplus Before Capital Expenditure amounts to R78,474,005 million, the variance of surplus before capital expenditure between 2010/11 and 2011/12 amounts to R9,824,733 million.

· Capital Expenditure (CAPEX) is provided for the amount of R74,368,892 million includes motor vehicles at cost, furniture and equipment, computer equipment at cost, computer software at cost and leasehold improvement – cost.  The variance of CAPEX between 2010/11 and 2011/12 amounts to R8,816,666 million.  CAPEX is provided 4% of the total income.
· Net Surplus After CAPEX amounts to R4,105,113 million in 2011/12.  The variance of the Net Surplus After CAPEX between 2010/11 and 2011/12 amounts to R1,008,067.million.  The Net Surplus After CAPEX in 2010/11 amounts to R3,097,046 million.
4. Conclusion
This analysis of the strategic plan of the AG for 2011/12 requires some explanation from the AG or the DAG on some issues that are not clearly articulated during the analysis and are highlighted for the Committee’s attention in the form of questions.

However, the increase on the budget of AGSA is cost driven by the commitments that the Auditor-General of South Africa is promising to fulfil in 2011/12 financial year.  The fulfilment of these commitments pushed the overall audit cost to R2,087,635,032 billion.
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