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Deputy Auditor-General’s responsibilities and approval

The Deputy AuditorGeneral is required by the Public Audit Act, 2004 (Act No. 25 of 2004,
fo maintain adequate accounting records and is responsible for the content and infegrity of
the annual financial statements and related financial information included in this report. It is his
responsibility to ensure that the annual financial statements fairly present the state of affairs of
the Auditor-General of South Africa (AGSA) as at the end of the financial year and the results of
its operations and cash flows for the year then ended, in conformity with International Financial
Reporting Standards and the Public Audit Act, 2004. The external auditors are engaged to

express an independent opinion on the annual financial statements.

The annual financial statements are prepared in accordance with Infernational Financial
Reporting Standards and the Public Audit Act, 2004 (Act No. 25 of 2004) and are based
on appropriate accounting policies consistently applied and supported by reasonable and

prudent judgments and estimates.

The Deputy Auditor-General acknowledges that he is ultimately responsible for the system
of internal financial confrol established by the AuditorGeneral and places considerable
imporfance on mainfaining a sfrong control environment. To enable the Deputy Auditor-General
to meet these responsibiliies, the Auditor-General, after consultation with the parliamentary
oversight committee, sets standards for internal control aimed at reducing the risk of error or loss
in a cost effective manner. The standards include the proper delegation of responsibilities within
a clearly defined framework, effective accounting procedures and adequate segregation of
duties to ensure an acceptable level of risk. These controls are monitored throughout the AGSA
and all employees are required fo maintain the highest ethical standards in ensuring the AGSA's

business is conducted in a manner that in all reasonable circumstances is above reproach.

The focus of risk management in the AGSA is on identifying, assessing, managing and
monitoring all known forms of risk across the organisation. While operational risk cannot be
fully eliminated, the AuditorGeneral endeavours to minimise it by ensuring that appropriate
infrastructure, controls, systems and ethical behaviour are applied and managed within

predetermined procedures and consiraints

The Deputy Auditor-General is of the opinion, based on the information and explanations
given by management, that the system of internal control provides reasonable assurance that
the financial records may be relied on for the preparation of the annual financial statements.
However, any system of internal financial control can provide only reasonable, and not absolute,

assurance against material misstatement or loss.

The Deputy AuditorGeneral has reviewed the AGSA's cash flow forecast for the year to 31
March 2011 and, in the light of this review and the current financial position, he is safisfied that
the AGSA has or has access to adequate resources to continue in operational existence for the

foreseeable future.

The Deputy Auditor-General is not aware of any maiter or circumstance arising since the end of

the financial year that will materially affect these annual financial statements.

The annual financial statements set out on pages 77 to 119, which have been prepared on the
going concern basis, were approved and signed by the Deputy Auditor-General on 29 July
2010 on behalf of the Auditor-General:

Thembekile Kimi Makwetu
DEPUTY AUDITOR-GENERAL



Report of the independent auditor

REPORT OF THE INDEPENDENT AUDITOR TO THE AUDITOR-GENERAL ON THE
FINANCIAL STATEMENTS AND PERFORMANCE INFORMATION OF THE AUDITOR-
GENERAL OF SOUTH AFRICA FOR THE YEAR ENDED 31 MARCH 2010.

Report on financial statements

Introduction

We have audited the accompanying financial statements of the Auditor-General of South
Africa, which comprise the statement of financial performance as at 31 March 2010, and
the statement of comprehensive income, statement of changes in equity and statement of cash
flows for the year then ended, and a summary of significant accounting policies and other

explanatory notes as set out on pages 77 to 119.

The Deputy Auditor-General’s Responsibility for the Financial Statements

The Deputy Auditor-General is responsible for the preparation and fair presentation of these
financial statements in accordance with International Financial Reporting Standards and in the
manner required by the Public Audit Act 2004 (Act No. 25 of 2004| of South Africa. This
responsibility includes: designing, implementing and maintaining infernal control relevant fo the
preparation and fair presentation of financial statements that are free from material misstatement,
whether due fo fraud or error; selecting and applying appropriate accounting policies; and

making accounting estimates that are reasonable in the circumstances.
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Auditor’s Responsibility

Our responsibility is fo express an opinion on these financial statements based on our audit.
We conducted our audit in accordance with International Standards on Auditing. Those
standards require that we comply with ethical requirements and plan and perform the audit
fo obtain reasonable assurance about whether the financial statements are free from material

misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgement, including the assessment of the risks of material misstatement of the financial
statements, whether due fo fraud or error. In making those risk assessments, the auditor
considers internal control relevant fo the entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the enfity’s internal control.
An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the

overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide

a basis for our audit opinion.
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Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position
of the AuditorGeneral of South Africa as at 31 March 2010, and its financial performance
and cash flows for the year then ended in accordance with International Financial Reporting
Standards, and in the manner required by the Public Audit Act 2004 (Act No. 25 of 2004) of
South Africa.

SUPPLEMENTARY INFORMATION

Without qualifying our opinion, we draw attention fo the fact that supplementary information set
out on pages 120 to 124 do not form part of the annual financial statements and is presented
as additional information. We have not audited these schedules and accordingly we do not

express an opinion on them.
REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

Report on performance information
We have reviewed the performance information of the AuditorGeneral of South Africa as set

out on pages 23 to 67.

The Deputy Auditor-General’s Responsibility for the Performance Information

The Deputy AuditorGeneral has additional responsibilities as required by section 41(1})(al
of the Public Audit Act 2004 (Act No. 25 of 2004) to ensure the performance information
presents fairly, in all material respects, the performance of the Auditor-General of South Africa

against predefermined obijectives for the year ended 31 March 2010.

Auditor’s Responsibility

We conducted our engagement in accordance with section 41(4)(b) of the Public Audit Act
2004 (Act No. 25 of 2004). In terms of the foregoing our engagement included performing
procedures fo obtain sufficient appropriate evidence about the performance information and
related systems, processes and procedures. The procedures selected depend on the auditor's

judgement.

Findings
We believe that the evidence we have obtained is sufficient and appropriate fo report that no

significant findings have been identified as a result of our review.

Moore Stephens MWM Inc.
AS Moosa

Registered Auditors
Houghton

29 July 2010
MOORE STEPHENS




Statement of financial position
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Notes R’000 R’000
ASSETS
Non-current assets 63 678 64 796
Property, plant and equipment 2 56 537 55373
Infangible assets 3 7141 Q423
Current assets 574733 490 565
Trade and other receivables 4 341 289 309 727
Cash and cash equivalents 5 233 444 180 838
Total assets 638 411 555 361
EQUITY AND LIABILITIES
Equity 208 026 108 861
General reserve 6 103 897 129 412
Special audit services reserve 7 4 964 4 964
Accumulated profit / (loss) 8 99 165 (25 515)
Liabilities
Non-current liabilities 74 377 111 826
Finance lease obligation 9 15751 7726
Retirement benefit obligations 10 58 626 63 532
Deferred income 11.1 - 40 568
Current liabilities 356 008 334 674
Trade and other payables 1 299 294 303 462
Provisions 12 3784 3784
Deferred income 11.1 40 568 15915
Finance lease obligation 9 12 362 11 513

Total equity and liabilities 638 411 555 361




2010 2009

Statement of comprehensive income
FINANCIAL P R'000 R'000
Statements Revenue 13 1 644 647 1375925
Local services rendered 1612 592 1347 577
International services rendered 32055 28 348
Direct audit cost (1155 124) (1 069 668)
Recoverable staff cost 14 (591 185) (464 644)
Contract work 15 (502 154) (551 621)
Subsistence and travel (61 785) (53 403)
Gross profit 489 523 306 257
Other income 13.1 4358 3 898
Grant income - National Treasury 13.2 15 915 33 516
Defined benefit income 10 2 849 1273
Foreign exchange (loss) / gain 25.4 (2 618) 3395
Contribution to overheads 510027 348 339
Non-recoverable staff cost 14 (260 375) (198 998)
Depreciation expense 16 (22 687) (17 504)
Amortisafion expense 17 (3 634) (3 060)
Other operational expenditure 18 (151 124) (148 045)
Conference Cost 18.1 (6 498) (9 024)
Surplus / (Deficit) from operations 65709 (28 292)
Interest received 21 41 776 14 862
Finance charges 21 (8 320) (2 667)
Net surplus / (deficit) for the year 99 165 (16 097)

Other comprehensive income

Total comprehensive surplus / (deficit) 99 165 (16 097)




Statement of changes in equity

Opening balance at 1 April
2008

Total comprehensive deficit for the year

Balance at 31 March 2009

Transfer of accumulated loss to reserves

Total comprehensive surplus for the year

Balance at 31 March 2010

Notes
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Special audit Retained earnings /
General reserve services reserve (Accumulated loss) Total
R’000 R’000 R’000 R’000
129 412 4964 (9 418) 124 958
(16 097) (16 097)
129 412 4964 (25 515) 108 861
(25 515) 25515
99 165 Q9 165
103 897 4964 99 165 208 026
6 7 8



Statement of cash flows
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Notes R’000 R’000
Cash flows from operating activities
Total revenue from auditees 25.1 1 597 991 1 307 845
Total direct audit cost payments 25.2 (1095 18¢6) (974 034)
Operating expenditure payments 25.3 (465 445) (302 15¢)
Interest received 41 776 14 862
Finance charges (8 320) (2 667)
Realised foreign exchange gain 25.4 2 9061 2 623
Net cash inflow from operating activities 73777 46 473
Cash flow from investing activities
Additions to property, plant and equipment 25.5 (26 111) (37 827)
Additions to intangible assets 25.6 (1352 (2 571)
Proceeds from sale of property, plant and equipment 2 2997 3648
Net cash outflow from investing activities (24 466) (36 750)
Cash flow from financing activities
Payment on obligations under instalment sale agreement (13032) (13 442)
Deferred government grant 11.1 - 56 483
Increase in instalment sale agreement borrowings 21 906 9984
Net cash inflow from financing activities 8 874 53 025
Net increase in cash and cash equivalents 58 185 62748
Cash and cash equivalents at beginning of the year 180 838 117 318
Exchange differences in cash and cash equivalents 25.4 (5579) 772

Cash and cash equivalents at end of the year 25.7 233 444 180 838
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1. Presentation of Annual Financial Statements
The annual financial statements have been prepared in accordance with International Financial Reporting Standards and the Public Audit Act, 2004 [Act No. 25 of 2004). The annual financial statements have been
prepared on the historical cost basis, except for the measurement of certain financial instruments at fair value, or amortised cost, and incorporate the principal accounting policies set out below. These accounting
policies are consistent with the previous year.

a)  Amendments to published standards effective in 2010:

Relevant to the operations of the Auditor-General:
Standard / Interpretation Effective Defails
IAS 1 Presentation of Financial Statements 01-Jan-09 This amendment deals with :
- amendments fo the structure of financial statements and
- current / non-current classification of derivatives
The first ime adoption of this standard resulted in changes to the layout of the financial statements and required no reclassification or
adjustment of previously reported balances.

Not relevant to the operations of the Auditor-General

Standard / Interpretation Effective Defails

IFRS 1 Firsttime Adoption of International Financial 014an-09 This amendment deals with measurement of cost of investments in subsidiaries, jointly controlled entities & associates when adopting
Reporting Standards IFRS for first time

IFRS 2 Share Based Payment 01-Jan-09 This amendment deals with vesting conditions and cancellations

IFRS 7 Financial Instruments: Disclosures 01-an-09 This amendment deals with presentation of finance costs, with improving disclosures about financial instruments and enhances

disclosures about fair value and liquidity risk

IFRS 8 Operating Segments 01-Jan09 New standard requires entity to report financial & descriptive information about ifs reportable segments or aggregation of operating
segments that meet specified criteria

IAS 7 Statement of Cash Flows 01-an-09 This amendment deals with the classification of cash flows relating to assefs acquired / manufactured for rental then sold

IAS 8 Accounting Policies, Changes in Accounting 014an-09 This amendment deals with status of implementation guidance

Estimates and Errors
IAS 10 Evenfs after the Reporting Period 01-an-09 This amendment deals with dividends declared after end of reporting period

IAS 16 Property, Plant and Equipment 01-an-09 This amendment deals with:
* recoverable amount
* sale of assets held for rental

|AS 18 Revenue 01-Jan-09 This amendment deals with:
e dividends o be recognised as income
* costs of originafing a loan
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IAS 19 Employee Benefits 01-an-09 This amendment deals with:
e curtailments and negative past service cost,
* plan administration costs
¢ replacement of term ‘fall due’
* guidance on contingent liabilities

IAS 20 Accounting for Government Grants and Disclosure  01-Jan-09 This amendment deals with:
of Government Assistance * government loans with a below-market rate of interest
* consistency of terminology with other [FRS

IAS 21 The Effects of Changes in Foreign Exchange Rates ~ 01-Jan-09 Pre-acquisition dividend no longer disposal / partial disposal of foreign operation

IAS 23 Borrowing Costs 01-an-09 This amendment deals with:
* only allows the capitalisation model
* components of borrowing costs

IAS 27 Consolidated and Separate Financial Statements ~ 01-Jan-09 This amendment deals with:
e dividends o be recognised as income
* guidance on cost of investment in reorganisations
* measurement of subsidiary held for sale in separate financial statements

IAS 28 Investments in Associates 01-Jan-09 This amendment deals with:
* dividends fo be recognised as income
* required disclosures when investments in associates are accounted for at fair value through profit or loss
* impairment of invesiment in associate
IAS 29 Financial Reporting in Hyperinflationary Economies  01-Jan-09 This amendment deals with:
* description of measurement basis in financial statements
* consistency of terminology with other IFRS
IAS 31 Interests in Joint Ventures 01-Jan-09 This amendment deals with:
* dividends fo be recognised as income
* required disclosures when interesfs in jointly controlled entities are accounted for af fair value through profit or loss
IAS 32 Financial Insfruments: Presentation 01-Jan-09 This amendment deals with certain financial instruments that will be classified as equity whereas, prior to these amendments, they
would have been classified as financial liabilities

IAS 34 Interim Financial Reporting 01-an-09 This amendment deals with earnings per share disclosures in interim financial reports

IAS 36 Impairment of Assets 01-Jan09 This amendment deals with:
* additional guidance on impairment if dividends from Subsidiary, Associates or Joint Venture recognised as income
* disclosure of estimates used to determine recoverable amount

IAS 38 Intangible Assefs 01-Jan09 This amendment deals with:
* advertising activiies, promotional activities
* unit of production method of amortisation
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IAS 39 Financial Instruments: 01-Jul-08 Reclassifications
Recogpnition and Measurement

IAS 39 Financial Instruments: 01-Jan-09 This amendment deals with:

Recognition and Measurement * reclassification of derivatives info or out of the classification of af fair value through profit or loss
¢ designating & documenting hedges af segment level
¢ applicable effective interest rate on cessation of fair value hedge accounting

IAS 40 Investment Property 01-Jan09 This amendment deals with:
* property under construction or development for future use as investment property
* consistency of terminology with IAS 8
* investment property held under lease

IAS 41 Agriculture 01-Jan09 This amendment deals with:
* discount rate for fair value calculations
¢ additional biological transformation
* examples of agricultural produce and products
* point-ofsale costs changed to costs to sell

IFRIC 13 Customer Loyalty Programmes 01Jul08 Accounting by entities that grant loyalty award credits (such as ‘point’ or travel miles) to customers who buy other goods or services

IFRIC 15 Agreements for the Construction of Real Estate 01-Jan09 Accounting for revenue and associated expenses by entities that undertake the construction of real estate directly or through
subcontractors

IFRIC 16 Hedges of a Nef Investment in a Foreign 01-Oct08 Guidance on net investment hedging, including: which foreign currency risks qualify for hedge accounting, and what amount can

Operation be designated

b) Standards, amendments and interpretations not yet effective.

The following standards, amendments and interpretations are mandatory for future accounting periods:

Standard / Interpretation Effective Details

IFRS 1 Firstime adoption of Infernational Financial Reporting 01-Jan-10 This amendment deals with oil and gas assets and determining whether an arrangement contains a lease

Standards

IFRS 2 Share Based Payment 01-ul09 This amendment clarifies the scope of IRFS 2 and IFRS 3 revised.

IFRS 2 Share Based Payment 01-Jan-10 This amendment deals with accounting for group cash -settled sharebased payment transactions-clarity of the definition of the term
"Group".

IFRS 3 Business Combinations 01-ul09 This amendment deals with the accounting of business combinations

IFRS 5 Non-current Assets Held for Sale and Disconfinued 01-Jul09 This amendment deals with:

Operations * distributions to owners (IFRIC17 amendments)

* plans to sell the controlling inferest in a subsidiary
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IFRS 5 Non-current Assets Held for Sale and Discontinued 0O1-Jan-10 Disclosures of non-current assets (or disposal groups) classified as held for sale or discontinued operations
Operations

IFRS 8 Operating Segments Ol4an-10 This amendment requires disclosure of information about segment assets

IFRS @ Financial Instruments Ol4Jan-13 New standard that forms the first part of a three-part project to replace IAS 39 Financial Instruments: Recognition and Measurement
IAS 1 Presentation of Financial Statements 01Jan-10 This amendment deals with current / non-current classification of convertible instruments

IAS 7 Statement of Cash flows O1-an-10 This amendment deals with the classification of expenditures on unrecognised assets

IAS 10 Events affer the Reporting Period 014uk10 This amendment is a result of issuing IFRIC 17

IAS17 leases 01-Jan-10 This amendment deals with the classification of leases of land and buildings

IAS 27 Consolidated and Separate Financial Statements 01-Jul09 This amendment deals with consequential amendments from changes fo business combinations

IAS 28 Investments in Associates 01Jul09 This amendment deals with consequential amendments from changes to business combinations

IAS 31 Interests in Joint Ventures 01-Jul09 This amendment deals with consequential amendments from changes fo business combinations

IAS 36 Impairment of Assets 01-Jan-10 This amendment deals with the unit of accounting for the goodwill impairment test

IAS 39 Financial Instruments: Recognition and Measurement Annual periods This amendment clarifies two hedge accounting issues:

ending on or after e |nflation in a financial hedged item

30 June 2009

* A one-sided risk in a hedge item

IAS 39 Financial Insiruments: Recognitions and Measurement Ol-an-10 This amendment deals with:
* treafing loan prepayment penalties as closely related embedding derivatives
* scope exemption for business combination contracts
* cash flow hedge accounting

IFRIC @ (amended) Reassessment of Embedded Derivatives 01-Jul09 This amendment deals with the scope of IFRIC 9 and revised IFRS 3
IFRIC 16 Hedges of a Net Investment in a Foreign Operation 01-Jul09 This amendment deals with the restriction on the entfity that can hold hedging instruments
IFRIC 17 Distribution of Non-cash Assets fo Owners 01Jul09 Applies to the entity making the distribution, not to the recipient. It applies when non-cash assets are distributed to owners or when

the owner is given a choice of taking cash in lieu of the non-cash assets

IFRIC 18 Transfers of Assets for Customers 01Jul09 Agreements in terms of which an enfity receives from a custfomer an item of property, plant and equipment that the entity must then
use either to connect the cusfomer fo a nefwork or to provide the customer with ongoing access to a supply of goods or services
(such as a supply of electricity, gas or water)

IFRIC 19 Extinguishing Financial liabilities with Equity Instruments  O1-Jul-10 Addresses only the accounting by the entity that issues equity instruments in order to settle, in full or in part, for a financial liability. It
does not address the accounting by the creditor (lender).

The Executive Committee anticipate that the adoption of these Standards and Interpretations in future periods will have no material impact on the financial statements of the AGSA other than requiring additional
disclosure.
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1.1

Significant judgments and accounting estimates

In preparing the annual financial statements, management is required to make esftimates and
assumptions that affect the amounts represented in the annual financial statements and related
disclosures. In addition management is required fo exercise its judgment in the process of
applying the AuditorGeneral's accounting policies. Use of available information and the
application of judgment is inherent in the formation of estimates. Actual results in the future could
differ from these esfimates which may be material to the annual financial statements. Significant
judgments include:

Revenue recognition

In order fo recognise revenue relating fo long term contracts, management estimates the
percentage of complefion of these confracts based on esfimated total audit hours and
completed audit hours excluding budget overruns.

Post-employment medical care benefits

The costs and liabilities of the postemployment medical care benefits are determined using
methods relying on actuarial estimates and assumptions. Defails of the key assumptions are set
out in note 10. Advice is taken from the independent actuaries relating to the appropriateness
of the assumptions. Changes in the assumptions used may have a significant effect on the
statement of comprehensive income and statement of financial position.

Provision for impairment of receivables

A provision for impairment of frade receivables is established when there is objective evidence
that the AuditorGeneral will not be able to collect all amounts due according to the original
terms of receivables. The calculation of the amount to be provided for impairment of receivables
requires the use of estimates and judgments (refer to note 4).

Annual evaluation of property, plant and equipment and intangibles

In order to review property, plant and equipment and intangibles for possible impairment,
changes in useful life and changes in residual values at the end of each financial year in
accordance with notes 2 and 3, reference is made to historical information and intended use
of assets.

Government grant
Grants shall be recognised in profit or loss on a systematic basis over the periods in which

1.2
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the enfity recognises as expenses the related costs for which the grants are intended to

compensate. Granfs receivable as a compensation for costs already incurred or for immediate
financial support with no future related costs are recognised as income in the period which they
are receivable.

Property, plant and equipment

Property, plant and equipment (owned and leased) is stated at historical cost less depreciation
and adjusiment for any impairments. Costs include costs incurred initially to acquire an item
of property, plant and equipment and costs incurred subsequently to add to, replace part of,
or service it if it is probable that future economic benefits associated with the replacement
will flow fo the Auditor-General and the cost can be measured reliably. If a replacement
cost is recognised in the carrying amount of an item of property, plant and equipment, the
carrying amount of the replaced part is derecognised. Estimates are mainly based on historical
information relating fo use of the asset. Depreciation is calculated on the straightline method to
write off the cost, less residual value, of each asset over their estimated useful lives as follows:

ltem Useful life

2010 2009
Computer equipment 3 to 6 years 3 to 6 years
Notebooks 3 years 3 years
Motor vehicles 5 years 5 years

Furniture and fitings 6to 15 years 6 to 15 years

Office equipment 3 years 3 years

Leasehold improvements Over the period Over the period

of the lease of the lease
The depreciation charge for each period is recognised in profit or loss.

The assets’ residual values, useful lives and depreciation methods are reviewed, and adjusted
if appropriate, at each reporting date. An asset's carrying amount is written down immediately
to its recoverable amount if the asset’s carrying amount is greater than ifs estimated recoverable
amount.
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The gain or loss arising from the derecognition of an item of property, plant and equipment

1.3

1.4

is included in profit or loss when the item is derecognised. The gain or loss arising from the
derecognition of an item of property, plant and equipment is determined as the difference
between the net disposal proceeds, if any, and the carrying amount of the item.

Intangible assets

Computer software

Acquired computer software licenses are carried at cost less any accumulated amortisation
and any impairment losses. Estimates are mainly based on historical information relating to
use of the asset and all residual values are nil. Amortisation on these costs is provided to write
down the intangible assets, on a straight line basis, over their useful lives as follows:

Item Useful life
2010 2009

Enterprise resource
management system

- PeopleSoft 14 years 14 years

Other software 3 years 3 years
Expenditure on research is recognised as an expense when it is incurred. Development cost

is capitalised when all the conditions for capitalisation have been met.

Impairment of non-financial assets

Assefs are assessed af the end of each reporting period for any indication that they may be
impaired. If indications exisfs, the recoverable amount of the asset is estimated. An impairment
loss is recognised for the amount by which the asset's carrying amount exceeds ifs recoverable
amount. The recoverable amount is the higher of an asset’s fair value less costs fo sell and
value in use.

The Auditor-General assesses at each reporting date whether there is any indicafion that
an impairment loss recognised in prior periods for assefs may no longer exist or may have
decreased. If any such indication exists, the recoverable amounts of those assefs are estimated.
The increased carrying amount of an asset attributable fo a reversal of an impairment loss

1.5

does not exceed the carrying amount that would have been determined had no impairment
loss been recognised for the asset in prior years. A reversal of an impairment loss of assets
carried at cost less accumulated depreciation or amortisation is recognised immediately in
profit or loss.

Financial instruments

Financial instruments carried in the statement of financial position include cash and bank
balances, frade and other receivables, frade and other payables and borrowings. These
instruments are carried at their amortised cost.

Financial assets

The Auditor-General classifies its financial assefs into one of the categories discussed below,
depending on the purpose for which the asset was acquired. The Auditor-General has not
classified any of its financial assets as held to maturity, fair value through profit and loss or
available for sale.

The accounting policy for each category is as follows:

Loans and receivables

These assets are non-derivafive financial assets with fixed or determinable payments that are
not quoted in an active market. They arise principally through the provision of services to
customers (e.g. trade receivables), but also incorporate other types of contractual monetary
assefs. They are initially recognised at fair value plus fransaction costs that are directly
aftributable fo their acquisiion or issue, and are subsequently carried at amortised cost using
the effective interest rate method, less provision for impairment.

Impairment provisions are recognised when there is objective evidence (such as significant
financial difficulties on the part of the counterparty or default or significant delay in payment)
that the Auditor-General will be unable to collect all of the amounts due under the terms
receivable, the amount of such a provision being the difference between the net carrying
amount and the present value of the future expected cash flows discounted at the original
effective interest rate associated with the impaired receivable. For trade receivables, which
are reported net, such provisions are recorded in a separate allowance account with the
loss being recognised within operational expenditure in profit or loss. On confirmation that
the trade receivable will not be collectable, the gross carrying value of the asset is written
off against the associated provision. The loans and receivables comprise trade and other
recevables af reporting date.
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Financial liabilities

Bank borrowings are inifially recognised at fair value net of any transaction costs directly
aftributable to the issue of the instrument. Such interestbearing liabilities are subsequently
measured af amortised cost using the effective interest rate method, which ensures that any
interest expense over the period to repayment is at a constant rate on the balance of the liability
carried in the statement of financial position. Trade payables are initially recognised at fair
value and subsequently carried at amortised cost using the effective interest method.

Gains and losses

Gains or losses arising from changes in financial assets or financial liabilities carried at
amortised cost are recognised in profit or loss when the financial asset or financial liability is
derecognised or impaired, and through the amortisafion process.

Cash and cash equivalents

Cash and cash equivalents comprise cash on hand and other short term highly liquid investments
that are readily convertible to a known amount of cash and are subject to an insignificant risk of
changes in value. Cash and cash equivalents includes cash on hand and deposits held at call.

Leases

A lease is classified as a finance lease if it transfers substantially all the risks and rewards
incidental to ownership fo the lessee. A lease is classified as an operating lease if it does not
transfer substantially all the risks and rewards incidental to ownership to the lessee.

Finance leases - lessee

Finance leases are recognised as assefs and liabiliies in the statement of financial position
at amounts equal to the fair value of the leased property or, if lower, the present value of the
minimum lease payments. The corresponding liability to the lessor is included in the statement
of financial position as a finance lease obligation

The discount rate used in calculating the present value of the minimum lease payments is the
interest rate implicit in the lease.

The lease payments are apportioned between the finance charge and reduction of the
outstanding liability. The finance charge is allocated to each period during the lease term so as
to produce a constant periodic rate on the remaining balance of the liability.

1.8

1.9
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Operating leases - lessee

Operating lease payments are recognised as an expense on a straightline basis over the
lease ferm. The difference between the amounts recognised as an expense and the contractual
payments are recognised as an operating lease liability. This liability is not discounted. Any
confingent rents are expensed in the period in which they are incurred.

Employee benefits

Pension plan - Defined contribution plan

Contributions to a pension plan, of the employee's choice, in respect of service in a particular
period are included in the employees' total cost of employment and are charged to profit or
loss in the year to which they relate as part of the cost of employment. Certain employees on
the Staff rules terms and conditions, who transitioned under the Audit Arrangements Act, 1992
(Act No. 122 of 1992] chose to refain membership of the Government Employees Pension
Fund (GEPF). The Auditor-General has no legal or constructive obligation in respect of normal
retirements to pay further contributions if the GEPF does not hold sufficient assets fo pay all
employees the benefits relafing to employee service in the current and prior periods. In respect
of early retirements the Auditor-General is required to incur the cost of early refirement penalties.

Post-employment medical care benefits - Defined benefit plan

The Auditor-General provides postretirement medical care benefits to certain employees and
their legally recognised spouse (and/or dependants) at time of death . The entiflement to
post refirement medical benefits is based on the employee being on the Staff rules terms and
conditions, remaining in service up fo refirement age of 65 (or when reaching 50 in the case of
early refirement] and the completion of a minimum service period. The expected costs of these
benefits are accrued over the period of employment, using the projected unit credit method.
Actuarial gains and losses arising from experience adjustments, and changes in actuarial
assumptions, are charged or credited to profit or loss in the period in which it occurs. Valuations
of these obligations are carried out annually by independent qualified actuaries.

Provisions

Provisions are recognised when the Auditor-General has a present obligation (legal or
constructive) as a result of past event, it is probable (more likely than not) that an oufflow of
resources embodying economic benefits will be required to seftle the obligation and a reliable
estimate can be made of the amount of the obligations.
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Provisions are measured at the present value of the expenditure taking risks and uncertainties

1.10

1.11

1.12

info account, discounting the provisions where the time value of money is material using a rate
that reflects current market assessments of the time value of money and those risks specific to the
liability that have not been reflected in the best estimate of the expenditure.

Provisions are reviewed at the end of each reporting period and adjusted fo reflect the current
best estimate. If it is no longer probable that an oufflow of resources embodying economic
benefits will be required to sefile the obligations, the provision will be reversed.

Revenue

Revenue is measured at the fair value of the consideration received or receivable. Revenue
arising from rendering of audit services consists of the invoiced value charged net of value
added tax.

estimated reliably is recognised by reference fo the stage of complefion of the contract activity

Revenue arising from fixed sum contract audits where the outcome can be
af reporting date. The stage of completion is defermined with reference to the budgeted and

actual hours excluding budget over runs. Revenue arising from fixed sum contract audits where
the outcome cannot be estimated reliably, is recognised to the extent of costs incurred.

Interest received

Interest is recognised based on the effective interest rate which takes into account the effective

yield on the asset over the period it is expected to be held.
Foreign currencies

Transactions in foreign currencies are accounted for at the rates of exchange applicable at the
date of the transactions. Gains and losses arising from the setflement of such transactions are
recognised in the statement of comprehensive income.

Monetary assets and liabilities denominated in foreign currencies are translated at the rates of
exchange ruling at the reporting date.

1.13

1.14

1.15

Accounting Policies

Irregular or fruitless and wasteful expenditure

Imegular expenditure means expenditure incurred in contravention of, or not in accordance
with, a requirement of the Public Audit Act, 2004 (Act No. 25 of 2004). Fruitless and wasteful
expenditure means expenditure that was made in vain and would have been avoided had
reasonable care been exercised. All iregular, fruiless and wasteful expenditure is charged
against profit or loss in the period it was incurred.

Government grants

Government grants are accounted for through statement of financial position and statement of
comprehensive income. The grants received in relafion to compensation for expenses or losses
already incurred are recognised through statement of comprehensive income in the period in
which they become receivable. Grants related to future obligations are presented as deferred
income in the statement of financial position. This will be amortised as and when the expenses

are incurred.
Losses through criminal conduct

Losses through criminal conduct, and any amounts recovered, are disclosed separately.
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2  Property, plant and equipment STO Te men TS

2010 Cost Accumulated Carrying
depreciation amount
R’000 R’000 R’000
Computer equipment 93384 (62 256) 31128
Motor vehicles 2 881 (2 045) 836
Office equipment 2 994 (2 31¢) 678
Furniture and fitings 29 473 (12 716) 16 757
Leasehold improvements 20 095 (12 957) 7 138
148 827 (92 290) 56 537

Assets under instalment sale agreements included above comprise:
Computer equipment (refer fo note 9) 62 557 (40 402) 22 155
The carrying amounts can be reconciled as follows: Opening Additions Disposals Depreciation Closing
carrying charge carrying
amount amount
R’000 R’000 R’000 R’000 R’000
Computer equipment 24 649 21 205 (347) (14 379) 31 128
Motor vehicles 1 200 - (138) (226) 836
Office equipment 1 031 101 (409) (45) 678
Furniture and fittings 17 319 3032 (1365) (2 229) 16757
Lleasehold improvements 11 174 1,773 (1) (5 808) 7 138
55373 26 111 (2 260) (22 687) 56 537

Assets under instalment sale agreements included above comprise:
Computer equipment (refer to note 9) 13797 19 282 (452) (10 472) 22 155
2010
R’000

Proceeds on disposal of property, plant and equipment 2997
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2009 Cost Accumulated Carrying
depreciation amount
R’000 R’000 R’000
Computer equipment 77718 (53 069) 24 649
Motor vehicles 3963 (2 763) 1 200
Office equipment 3 344 (2 313) 1 031
Furniture and fittings 28 190 (10871) 17 319
Lleasehold improvements 18 322 (7 148) 11 174
131 537 (76 164) 55373

Assets under instalment sale agreements included above comprise:
Computer equipment (refer to note 9) 48 567 (34770) 13797
The carrying amounts can be reconciled as follows: Opening Additions Disposals Depreciation Closing
carrying charge carrying
amount amount
R’000 R’000 R’000 R’000 R’000
Computer equipment 23 399 16 402 (415) (14 737) 24 649
Motor vehicles 1098 420 (73) (245) 1 200
Office equipment 751 890 - (610] 1031
Furniture and fittings 8 434 12513 (2 363) (1 265) 17 319
Leasehold improvements 4810 7 602 (591) (647) 11174
38 492 37 827 (3 442) (17 504) 55373

Assets under instalment sale agreements included above comprise:

Computer equipment (refer to note 9) 17 366 8 579 (62) (12 086) 13797
2009
R’000
Proceeds on disposal of property, plant and equipment 3 648

The Auditor-General has operating leases for all of the premises occupied by its head office and regionally based staff in the major centers of the country (refer to note 22.1).
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3 Intangible assets

2010 Cost Accumulated Carrying
amortisation amount
R’000 R’000 R’000

Computer software - purchased
Enterprise resource management system - PeopleSoft 17 997 (12 790) 5207
Other software 16 187 (14 253) 1934
34184 (27 043) 7 141
The carrying amounts can be reconciled as follows: Opening Additions Disposals Amortisation Closing
carrying charge carrying
amount amount
R’000 R’000 R’000 R’000 R’000

Computer software - purchased
Enterprise resource management system - PeopleSoft 7 880 - - (2 673) 5207
Other software 1 543 1352 - (961) 1934
9423 1352 - (3 634) 7 141
2009 Cost Accumulated Carrying
amortisation amount
R’000 R’000 R’000

Computer software - purchased
Enterprise resource management system - PeopleSoft 17 997 (10 117} 7 880
Other software 14 835 (13 292) 1 543

32 832 (23 409) 9 423
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The carrying amounts can be reconciled as follows: Opening Additions Disposals Amortisation Closing
carrying charge carrying
amount amount
R’000 R’000 R’000 R’000 R’000
Computer software - purchased
Enterprise resource management system - PeopleSoft 6714 1 961 - (795) 7 880
Other software 5029 610 (1831) (2 265) 1 543
11 743 2 571 (1 831) (3 060) 9 423
4 Trade and other receivables 2010 2009
R’000 R’000
Trade receivables 369 961 323 305
Provision for impairment of receivables [1] (37 500) (25 000)
Present value of trade receivables adjustment [refer to note 21) [6715)
Net trade receivables 325746 298 305
Staff debtors 8 553 6 359
Prepayments 6 546 4571
Other debtors 444 492
341 289 309 727

[1]  Provision for impairment of receivables

Opening balance (25 000) (20 290)
Utilised during the year - 46
Additional provision for impairment of receivables (12 500) (4 7506)

Closing balance (37 500) (25 000)
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5 Cash and cash equivalents

2010 2009
R’000 R’000
Call account at Public Investment Corporation (PIC) 124 574 125 589
Investment reserved for specific liabilities (PIC 1) [2] 80 428 74 762
Investment to fund working capital requirements (PIC 2) 44146 50827
Current bank account 91 074 50434
Foreign bank account (USD) 17 796 4815
233 444 180 838
[2] Investment reserved for specific liabilities
The liabilities covered by this investment include the following:
Post-retirement benefits: medical care contributions (refer to note 10) 58 626 63 532
13th Cheque accrual (refer to note 11) 4830 3 340
Leave pay accrual (refer to note 11) [3] 39092 31075
The National Treasury for salary overpayments in the former TBVC states 3564 3507
Advances from the National Treasury for assistance on the local authority debtors 6363 6363
Payments made by staff in terms of the AuditorGeneral's notebook ownership policy 932 1329
113 407 109 146
The future service liability for postretirement benefit: medical care contributions totaling R10 685 000 (2009: R13 859 000 is not included in the investment reserved for specific
liabilities. Future service cosfs are recognised when the services are delivered by the employees during the employment terms.
[3] OnlyR14,7 million of the leave pay accrual should be provided for as cash for leave days that can be accrued. The rest of the leave days must be taken as leave within a specified
period or else it will be forfeited.
6 General reserve
Opening balance 129 412 129 412
Transfer of retained deficit to reserves (25 515)

Closing balance 103 897 129 412
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2010 2009
7  Special audit services reserve R’000 R’000
Opening and closing balance 4964 4964
A fund set aside fo finance special invesfigations or audits for which the AuditorGeneral may not be able to recover the cost from a specific auditee. The former Audit Commission
instructed that the reserve should not be increased before further guidance is provided by the oversight mechanism established in terms of section 55(2)(b)(ii) of the Consfitution.
8 Accumulated profit / (loss)
Opening balance (25 515) (9 418)
Transfer of retained deficit to reserves 25515
Net surplus / (deficit) for the year [4] 99 165 (16 097)
Closing balance 99 165 (25 515)
[4] Retained income, if achieved, is available to fund the Auditor-General’s ongoing activities and is subject to approval by the Minister of Finance (in terms of section 38(4)
of the Public Audit Act, 2004 (Act No. 25 of 2004)) for the surplus to be retained.
9 Finance lease obligation
Wesbank - A division of FirstRand Bank Limited 28 113 19 239
Less: Current portion included in current portion of obligation under finance lease obligations (12 362) (11 513)
15751 7726

Liabilities under finance lease obligations payable over periods from 1-3 years in instalments of R479 611 (2009: R286 670) at an effective interest rate of between 8.5%
and 13.5% (2009: 12% and 13.5%). Secured by computer equipment with a carrying value of R22 155 000 (2009: R13 797 000) (refer to note 2).
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2010 Upto 1 year 1to 3 years More than 3 Total
years

R’000 R’000 R’000 R’000

Minimum lease payments 14 388 16 936 - 31 324

Finance cost (2 026) (1185) - (3 211)

Present value 12 362 15 751 - 28 113

2009

Minimum lease payments 13 044 8 394 - 21 438

Finance cost (1531) (668) - (2 199)

Present value 11 513 7726 - 19 239

2010 2009

10 Retirement benefit obligations R’000 R’000

Postretirement benefits: medical care contribution 58 626 63 532

The liability can be reconciled as follows:

Opening balance 63 532 64 805
Current year provision (2 849) (1273)
Current service cost 1295 1512
Actuarial gain (9 6606) (6 565)
Interest adjustment 5522 3780
Less: Payments made (2057)

Closing balance (refer to note 5) 58 626 63 532
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The amounts recognised in profit or loss are as follows 2010 2009
R’000 R’000

Current service cost 1295 1512
Actuarial (gain) / loss (9 6606) (6 565)
Interest cost 5522 3780
Total (2 849) (1273)

The obligation in respect of the medical care contributions for retirement benefits is valued every year by independent qualified actuaries. The last actuarial
valuation was performed on 31 March 2010 by Alexander Forbes using the Projected Unit Credit Method.

The valuation is based on the following principal actuarial assumptions:

The discount rate reflects the timing of benefit payments and is based on market bond yields. 9.0% 9.0%
Subsidy increase rafe 5.3% 5.8%
Expected refirement age 63 63
Number of continuation members 172 169
Number of in-service members 264 287

No explicit assumption was made about the mortality or health care cost due to HIV/AIDS.
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10 Retirement benefit obligations (cont.)

Sensitivity analysis
The value of the liability could be overstated or understated, depending on the extent to which actual experience differs from the assumptions adopted.
Below is the recalculated liability showing the effect of:

* A one percenfage point decrease or increase in the discount rafe.

* A one percenfage point decrease or increase in the subsidy increase rafe.

* A one year decrease or increase in the expected refirement age.

2010
Discount rate
Assumption -1% +1%
9.00%
Accrued liability 31 March 2010 58 626 68 421 50 872
% Change - 16.7% -13.2%

Subsidy increase rate

Assumption -1% +1%
5.25%
Accrued liability 31 March 2010 58 626 50 658 68 575
% Change - -13.6% 17.0%

Expected retirement age

Assumption 1 year 1 year older

63 years younger
Accrued liability 31 March 2010 58 626 60 332 57039
% Change - 2.9% 2.7%

The future service liability for postretirement benefit: medical care contributions amounts to R10 685 000 (2009: R13 859 000). Future service costs are recognized
when the services are delivered by the employees during the employment terms.
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10 Retirement benefit obligations (cont.)
Sensitivity analysis (cont.)
2009
Discount Rate
Assumption -1% +1%
9.00%
Accrued liability 31 March 2009 63 532 75028 54 640
% Change 18.1% -14.0%
Subsidy increase rate
Assumption -1% +1%
5.75%
Accrued liability 31 March 2009 63 532 54 425 75158
% Change -14.3% 18.3%
Expected retirement age
Assumption 1 year 1 year older
63 years younger
Accrued liability 31 March 2009 63 532 65 447 61 758
% Change 3.0% 2.8%
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2010 2009
R’000 R’000
11 Trade and other payables
Trade payables 139 844 197 636
Present value of creditors adjustment (refer to note 21) (963)
Net frade payables 138 881 197 636
Accruals 51 062 50 081
13th Cheque accrual 4830 3340
Accrued leave pay 39092 31075
Performance bonus accrual 43 945
Staff creditors 5728 6572
Value added tax 9393 8 395
Advance on local authority debtors 6 363 6 363
299 294 303 462
Ageing of trade payables:
2010 Total Current 30- 120 days 120+ days
R’000 R’000 R’000 R’000
Trade payables 93 674 65279 25928 2 467
Straight lining of operating leases 33 447 1569 4 400 27 478
United Nations confract - prepaid income 12723 12723
139 844 79 571 30328 29 945
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2009 Total Current 30-120 days 120+ days

R’000 R’000 R’000 R’000

Trade payables 155 112 88 265 60 935 5912

Straightlining of operating leases 24178 1998 7 992 14188
United Nations confract - prepaid income 18 346 18 346

197 636 108 609 68 927 20100

2010 2009

R’000 R’000

11.1 Deferred income

Government grants received fo be recognised in future accounting periods [5] 40 568 56 483
Infernational Organisation of Supreme Audit Institutions (INTOSAI) - 10915
Infernational Congress of Supreme Audit Institutions (INCOSAI) 40 568 40 568
Plant and equipment - 5000

Less Deferred income to be recognised in the following year 40 568 15915
Infernational Organisation of Supreme Audit Institutions (INTOSAI) - 10915
Infernational Congress of Supreme Audit Institutions (INCOSAI) 40 568
Plant and equipment - 5000

- 40 568

[5] The nontefundable grant was received from National Treasury as part of the submission for the funding model to SCoAG. Upon receipt of the RO million grant,
R34 million thereof was recognised as income in 2009, with R8 million for capital expenditure and R7 million o host the INTOSAI conference being recognised as
income in 2010. The remainder was allocated for the hosting of INCOSAI during 2011 at a budgefed amount of R41 million. Refer note 13.2 for income recognised
during the year.
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2010 2009
12  Provisions R’000 R’000
Government Employees Pension Fund
Opening balance 3784 1 541
Additional provision [6] - 2 243
Closing balance 3784 3784
[6] A provision has been made for penalties, relating to early refirements, payable to the Government Employees Pension Fund. The Auditor General South Africa is currently
in the process of negotiating the penalties to ensure the penalties will be as low as possible.
13  Revenue
Local services rendered 1612 592 1347 577
Own hours 1082 928 750 Q17
Contract work 508 247 551 621
Subsistence and travel 55040 45 039
Present value of revenue adjustment (refer to note 21) (33 623)
International services rendered [7] 32055 28 348
Own hours 25 886 20 784
Subsistence and travel 6745 7 564
Present value of revenue adjustiment (refer fo note 21) (576)
1 644 647 1375925

[7] International revenue comprises income from the audit of certain United Nations accounts, funds and programmes. Infernational revenue has been increased by R2 868
926 (2009: R2 134 673), being the difference between the time billed based on the Auditor-General charge out rates and the amount based on the fixed fee contract.
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O e e S R’000 R’000
13.1 Other Income
Sundry Income 4055 2 340
Training expenses recovered - 1258
Cell phone charges recovered - 5
Telephone charges recovered 303 295
4358 3 898
13.2 Other Income - Government grant [8] 15915 33516
[8] A grant of R 90 million was received from National Treasury. Part of the grant was recognised as income, funding of capital expenditure and hosfing the INTOSAI
conference. The balance will be used for the hosting of INCOSAI. Refer to note 11.1.
14  Staff cost
Total shortterm, long-term and termination benefits paid to management.
2010
Management Gross Performance Total
remuneration bonus remuneration
Position Name Appointment date Termination date R’000 R’000 R’000
Auditor-General TM Nombembe 1 December 2006 2 444 - 2 444
Deputy AuditorGeneral T Makwetu 1 July 2007 2164 44] 2 605
Chief Operating Officer L Jabavu 1 August 2007 1489 304 1793
Corporate Execufive P Bhana 1 October 2006 1542 315 1857
Corporate Executive AH Muller 1 March 2008 1436 293 1729
Corporate Execufive BR Wheeler 1 March 2008 1436 293 1729
Corporate Executive PKK Serote 1 April 2008 1511 308 1819
Corporate Execufive J Bailey 1 December 2008 1 649 336 1985
Corporate Executive EM Zungu 1 February 2009 1522 236 1758
15193 2 526 17719

[©]
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2009

Gross Performance Total

remuneration bonus remuneration
Position Name Appointment date Termination date R’000 R’000 R’000
Auditor-General TM Nombembe 1 December 2006 2328 - 2328
Deputy Auditor-General T Makwetu 1 July 2007 1928 - 1928
Chief Operating Officer L Jabawu 1 August 2007 1382 - 1382
Corporate Executive P Bhana 1 October 2006 1416 - 1416
Corporate Executive JE van Heerden 1 September 1991 28 February 2009 1685 - 1685
Corporate Executive DEL Zondo 1 November2005 31 December 2008 1157 - 1157
Corporate Executive AH Muller 1 March 2008 1294 - 1294
Corporate Execufive BR Wheeler 1 March 2008 1287 - 1287
Corporate Executive PKK Serote 1 April 2008 1338 - 1338
Corporate Executive J Bailey 1 December 2008 517 - 517
Corporate Executive EM Zungu 1 February 2009 228 - 228
14 560 5 14 560

(9]

[9]  This includes all remuneration paid to management.
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2010 2009
Compensation to management is summarised as follows: R’000 R’000
Shortterm employee benefits 17 497 14 348
Llongterm benefits 222 212
17 719 14 560
Management salaries 17 719 14 560
Staff salaries 117 870 101 729
Other staff expenditure 52814 11 146
Performance bonus 41 425 1067
Group life scheme 6167 4 381
Other employer confributions (UIF, workmens compensation, long service awards, early refirement penalties - Government Employees Pension Fund, etc.) 5222 5698
Course fees and study assistance 58 350 58227
Accrued leave pay provision 13 622 13 336
Total non-recoverable staff cost 260 375 198 998
Recoverable staff salaries 591185 464 644
Total staff cost 851 560 663 642

Average number of staff 2 370 2074




Notes to the Annual Financial Statements FINANCIAL

Statements

2010 2009
R’000 R’000
15 Contract work recoverable (Refer to note 13)
Contract work recoverable 508 247 551 621
Present value of expenditure adjustment (refer to note 21) (6093)
502 154 551 621
This represents work done by external audit firms on behalf of the AuditorGeneral. The income is included in revenue at no additional margin. Refer to note 13.
16 Depreciation
Computer equipment 14 379 14737
Motor vehicles 226 245
Office equipment 45 610
Furniture and fitings 2 229 1265
Leasehold improvements 5808 647
22 687 17 504
17  Amortisation
Computer software
Enterprise resource management system - PeopleSoft 20673 795
Other software Q61 2 265

3634 3060
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18  Other operational expenditure

Auditor’s remuneration
Statutory audit services
Other audit services

Contract work irrecoverable

Fruitless and wasteful expenditure (refer to note 19)

Governance costs

ICT services

Infernal audit fees

Legal costs

Other operational expenses
Operating leases - land and buildings
Operating leases - equipment
Provision for impairment of receivables
Receivables written off as uncollectible
Recruitment costs

Stakeholder relations

Stationery and printing

Subsistence and travelling irrecoverable

Telephone and postage

Present value of expenditure adjustment (refer to note 21)

Notes to the Annual Financial Statements

2010 2009
R’000 R’000
1978 1515
67 Q2
10177 12 062
1028 1930
304 345
18 411 21 814
1731 3163
1390 570
5089 7712
55957 51 Q07
2 858 2047
12 500 4710
46
8 075 10 208
10 108 7 846
5845 5658
Q892 10 555
6 842 5865
(1128)
151 124 148 045
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18.1 Conference cost 2010 2009
R’000 R’000
INCOSAI conference 760
INTOSAI conference 5749
AFROSAI conference (171) Q024
6 498 9024

INCOSAI will be hosting it's Congress on 1928 November 2010 in Johannesburg. The assembly will be hosted by the AGSA.

INTOSAI held its 59th Meeting in Cape Town on 15-19 November 2009. The assembly was hosfed by the AGSA and was attended by 77 delegates from 32

countries.

AFROSAI held its 11th General Assembly in Pretoria on 13 October 2008. The assembly was hosted by the AGSA and was attended by delegates from 51 countries.

19  Fruitless and wasteful expenditure

SA Revenue services interest and penalty [10] - 562
Reperformance of audit work [11] 1027 1359
Other (inferest charged by suppliers) ] 9

1028 1930

[10] The interest and penalty charge relates to SARS returns not submitted on time in prior periods, dating back to 2001.
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[11] Llimpopo
An audit firm was appointed af the cost of the AGSA to perform an independent review of an audit file after a concern was raised regarding the correctness of the
audit opinion expressed. Unfortunately the engagement manager on the audit allowed the firm to continue beyond the scope of the inifial agreement and an additional
amount of R518k was paid to the audit firm. A disciplinary process is currently being conducted regarding this matter.

Western Cape
Overtime and administration cosf not communicated with 4 auditees had to be written back resulting in R509k being incurred which was not recoverable from the

auditees.
2010 2009
R’000 R’000
20 Notebook losses
50 (2009: 35) Notebook computers stolen at carrying amount [12] (284) (263)
[12]  No amounts have been recovered as the Auditor-General self-insures notebook computers. Stolen notebooks are reported to the police for investigation.
21 Interest received/Finance cost
Interest received
Interest received on investments 14 292 14 862
Present value of revenue and trade receivables adjustment (refer to notes 4 and 13) 27 484
41776 14 862
Finance cost
Interest on obligation under instalment sale agreements (2 062) (2 667)
Present value of expenditure and trade payables adjustiment (refer fo notes 11, 15 and 18) (6258

(8 320) (2 667)
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2010 2009
R’000 R’000
22 Commitments
22.1 Operating lease commitments

The future minimum commitments are as follows:

Due within one year 38 921 38 168
Accommodation 34 545 29 354
Communication equipment 2 640 6414
Office equipment 1736 2 400

Between one and five years 334758 136 648
Accommodation 328 647 122 749
Communication equipment 2 640 9 099
Office equipment 3471 4 800

More than five years 455 551 205 173
Accommodation 455551 | | 205173

829 230 379 989

The office premises are leased for periods between three and ten years. The average lease payments are R2 776 012 (2009: R2 446 165) per month. The leases
escalate between 6.5% and 10% annually. The lease agreements are renewable between one month and ten years at the end of the lease ferm and the Auditor-
General does not have the option to acquire the buildings.

Certain items of communication equipment are leased for a period of two years. The average lease payments are R220 000 (2009: R534 500) per month. The
lease agreements are renewable for two years at the end of the lease term and the Auditor-General does not have the option to acquire the communication equipment

Certain items of office equipment are leased for a period of three years. The average lease payments are R144 638 (2009: R199 980) per month. The lease
agreements are renewable af the end of the lease term and the Auditor-General does not have the option to acquire the communication equipment.
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2010 2009
23 Contingent liability R’000 R’000
Guarantees 187 187

Guarantees provided by the Auditor-General fo various financial institutions for portions of home loans granted to seven staff. This policy has been discontinued since
1993.

Government Employees Pension Fund (GEPF)

The Auditor-General is liable for early refirement penalties. The Auditor-General has placed a moratorium on early refirements until a research and impact analysis is
complefed.

24  Financial instruments
24.1 Foreign exchange risk

The Auditor-General delivers a small portion of its audit services based on fixed sum contracts in foreign currencies.

No foreign trade receivables were included in trade accounts receivable (2009: 14 123 USD) in respect of services delivered in foreign currencies not hedged by
forward exchange contracts. These balances have been translated af the yearend exchange rate of 1 USD = R7.3249 (2009: 1 USD = R9.6213).

Included in the bank balances at 31 March 2010 is an amount of 2 429 484 USD (2009: 500 425 USD). These balances have been translated at the year-end
exchange rate of 1 USD =R7.3249 (2009: 1 USD =R9.6213).

It is the policy of the Auditor-General not fo take out forward cover on foreign exchange fransactions.
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Financial assets which potentially subject the AuditorGeneral to concentrations of credit risk consist principally of cash and shortterm deposits which are placed with
a financial institution with a shortterm bank deposit credit rating of F-2 as well as with the Public Investment Corporation. The Public Invesiment Corporation is wholly
owned by the South African Government and invests funds on behalf of public sector entities based on investment mandates set by each client and approved by the
Financial Services Board. Trade receivables are presented net of the allowance for doubtful receivables. Credit risk with respect to trade receivables is limited to some
degree due to the constitutionally ensconded audit mandate of the Auditor-General. However, the Auditor-General has a significant concentration of credit risk with

local government.

An analysis of the ageing of debtors outstanding for 30 days and longer (2010:2009) is as follows:

R155 003 000 (2009: R102 134 000) of debtors, comprising 41.9% (2009: 33.7%) of total debtors, is in arrears. Llocal Government arrears comprise R28 405 000
(2009: R59 528 000) or 63.5% (2009: 58.3%) of total arrears.

All financial assets are unsecured. The carrying amount of financial assets included in the statement of financial position represent the Auditor-General's exposure to credit
risk in relation to these assefs. Investment in the Public Investment Corporation is governed by the Auditor-General's investment strategy which requires 95% of funds to
be invested in money market instruments and the balance in cash.

A breakdown of the concentration of credit risk that arises from the AGSA's receivables in relation to the type of auditees is as follows:

2010 Total Current 30- 120 days 120+ days
R’000 R’000 R’000 R’000

Debtor type
National 67 397 60 162 6426 809
Provincial 105 772 78 005 18 472 Q 295
Local 139 798 4] 393 45323 53082
Statutory 43 936 30 551 6 191 7 194
Other (including unallocated deposifs) [13] 13 058 4847 (264) 8 475
369 961 214958 76 148 78 855

[13] Other debtors type includes unlisted public entities, staff debtors, municipality entities, utility agency corporations,1% of
auditees who are struggling to pay and their fees are paid by National Treasury.
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2009 Total Current 30- 120 days 120+ days
R’000 R’000 R’000 R’000

Debtor type
National 64 642 52 235 11 114 1293
Provincial 82 895 70472 4 996 7 427
Local 104 651 45123 36514 23014
Statutory 40 943 28 054 6 596 6293
Other (including unallocated deposits) 30 174 25285 1 850 3039
323 305 221 169 61 070 41 066

24.3 Interest rate risk

The Auditor-General's exposure to interest rate risk and the effective interest rates on financial instruments at reporting date is: Effective
fluctuating
interest rate 1 year or less 2 to 5 years Total
2010 % R’000 R’000 R’000
Assets
Trade and other receivables 0% 341 289 - 341 289
Cash
-Local
-Current account 5.25% Q1 074 - Q1 074
-Call account - PIC 6.00% 124 574 - 124 574
-Foreign 0.00% 17 796 - 17 796

Total financial assets 574733 - 574733
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Effective
fluctuating
interest rate 1 year or less 2 to 5 years Total
% R’000 R’000 R’000
Liabilities
Inferest bearing borrowings 8.5% - 13% 12 362 15751 28 113
Trade and other payables 0% 299 294 - 299 294
Total financial liabilities 311 656 15 751 327 407
Net financial assets / (liabilities) 263 077 (15 751) 247 326
2009
Assets
Trade and other receivables 0% 309 727 - 309 727
Cash
-local
-Current account 9.25% 50434 - 50434
-Call account - PIC 9.00% 125 589 - 125 589
-Foreign 0.00% 4815 - 4815
Total financial assets 490 565 - 490 565
Liabilities
Inferest bearing borrowings 12.5% - 13% 11 513 7 726 19 239
Trade and other payables 0% 303 462 - 303 462
Total financial liabiliies 314 975 7726 322701

Net financial assets / (liabilities) 175 590 (7 726) 167 864
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24.4 Lliquidity risk
The AG has substantial cash balances at their disposal and minimum long term debt which limits liquidity risk. Nevertheless
budgets are prepared on an annual basis to ensure liquidity risks are monitored.

24.5 Additional information in relation to financial instruments

2010 2009

Line items presented in the statement of financial position summarised per category of financial instrument Carrying Fair value Carrying Fair value

amount amount

R’000 R’000 R’000 R’000

Financial assets
Loans and receivables
Cash and cash equivalents (refer to note 5) 233 444 233 444 180 838 180 838
Trade and other receivables (refer to note 4) 341 289 341 289 309 727 309 727

574733 547 733 490 565 490 565
Financial liabilities
Financial liabilities measured at amortised cost
Instalment sale agreements (refer to note 9) 28 113 28 113 19 239 19 239
Trade and other payables (refer to note 11) 209 294 209 294 303 462 303 462

327 407 327 407 322 701 322 701
The table above provides information that permits the comparison of the fair values of financial instruments with their
carrying amounts. In the case of the financial instruments concered the carrying amount in each instance is a reasonable
approximation of fair value based on the estimation using the discounted cash flow method. The fair values in the “fair
value"-column have been determined for disclosure purposes only. The following assumptions were applied:

2010 2009

Average days outstanding - receivables 110 86

Average days outstanding - payables 43 67
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Sensitivity analysis

Below is the recalculated financial assets and liabilities showing the effect of:
A one percentage point decrease or increase in the current account interest rafe.
A one percentage point decrease or increase in the call account interest rate.

A one Rand decrease or increase in the USD and Euro exchange rafe.

A one percentage point decrease or increase in the instalment sale agreement interest rate.

2010
Current & Call account interest rate

Current -1% +1%

balance
Net deficit 99 165 101 397 Q6 952
% Change 2.3% 2.2%
Current bank and call account balances 215 648 217 070 212 626
% Change 0.7% -1.4%

USD and Euro exchange rate

Current -R1 +R1

balance
Net deficit Q9 165 103 084 Q6 550
% Change 4.0% 2.6%
Foreign bank account balance 17 796 18 448 17 144
% Change 3.7% 3.7%
International debtor balance
% Change 0.0% 0.0%

Instalment sale agreement interest rate

Current -1% +1%

balance
Net deficit Q9 165 99 303 99 02/
% Change 0.1% 0.1%
Instalment sale agreements balance 28 113 28 064 28 161
% Change -0.2% 0.2%
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2009
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Current & Call account interest rate

Current -1% +1%
balance
Net deficit (16,097) (17.372) (14,653
% Change 79% 9.0%
Current bank and call account balances 176,023 174,549 109,452
% Change -0.8% -37.8%
USD and Euro exchange rate
Current -R1 +R1
balance
Net deficit (16,097) (20,137) (12,057)
% Change 251% -25.1%
Foreign bank account balance 4,815 4,314 5,315
% Change -10.4% 10.4%
International debtor balance 136 122 150
% Change -10.3% 10.3%
Instalment sale agreement interest rate
Current -1% +1%
balance
Net deficit (16 097) (16 101) (16 093)
% Change 0.0% 0.0%
Instalment sale agreements balance 19 239 19 239 19 239
% Change 0.0% 0.0%




Notes to the Annual Financial Statements FINANCIAL

Statements
25 Notes to the cash flow statement
2010 2009
25.1 Revenue collected from auditees R’000 R’000
Revenue 1 644 647 1375925
Net increase in trade receivables (46 6506) (68 080)
1597 991 1307 845
25.2 Direct audit cost payments
Direct audit cost (1155 124) (1 069 668)
Net increase in frade payables 59938 95 634
(1095 186) (974 034)
25.3 Operational expenditure payments
Operational expenditure (406 273) (322 354)
Adjusted for:
Straightlining of leases 9 269 10477
Interest received (41 776) (14 862)
Finance charges 8 320 2 667
Foreign exchange (loss) / gain 2618 (3 395)
Depreciation 22 687 17 504
Amortisation 3634 3 060
Increase in provision for impairment of receivables 12 500 4710
Decrease in provision for postretirement medical aid benefits (4 9006) (1273)
(Profit) / loss on the disposal of property, plant and equipment and intangible assets (737) 1625
Increase in provisions - 2243

(394 664) (299 598)
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2010 2009
R’000 R’000
Other working capifal changes (70 781) (2 558
Increase in other receivables 2 594 (1128)
Decrease in other payables (73 375) (1 430)
(465 445) (302 156)
25.4 Foreign exchange (loss) / gain
Realised foreign exchange gain 2 961 2 623
Exchange differences in cash and cash equivalents [14] (5579) 772
Foreign exchange (loss) / gain (2 618) 3395
[14]  The difference between the closing and opening exchange rate applied fo the foreign bank balance and international debtor balance.
25.5 Acquisition of property, plant and equipment
Computer equipment (21 205) (16 402)
Motor vehicles - (420)
Office equipment (101) (890)
Furniture and fittings (3032) (12 513)
leasehold improvements (1773) (7 602)

(26 111) (37 827)




FINANCIAL

Statements

2010 2009
R’000 R’000

25.6 Acquisition of intangible assets
Computer software - (1 961)
Other software (1352) (610)
(1352) (2571)

25.7 Cash and cash equivalents

Call account at Public Investment Corporation 124 574 125 589
Investment to fund working capital requirements 44146 50 827
Investment reserved for specific liabilities 80 428 74 762
Current bank account 91 074 50434
Foreign bank account 17 796 4815
233 444 180 838

26 Taxation

No provision is made for income tax as the Auditor-General is exempt in terms of section 10(1)(cAl(i) of the Income Tax Act, 1962 (Act No. 58 of 1962).

27  Professional indemnity insurance

It is not the AGSA's policy fo take professional indemnity insurance cover.

28  Events after the reporting period

There were no matters or circumstances that arose after the end of the financial year that will materially affect these annual financial statements.
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Comparison of actual results with the approved budget

Notes Actual Budget Variance
R’000 R’000 R’000

Revenue
Audit fees earned 1 644 647 1706776 (62 129)
Own hours 1108 814 1124 529 (15 715)
Contract work 508 247 507 432 815
Subsistence and travel 1 61 785 74 815 (13.030)
Present value of revenue adjustment 2.1 (34 199) - (34 199)
Direct audit cost (1155 124) (1129 039) (26 085)
Recoverable staff cost (refer to note 14 as per AFS as per AFS) 3 (591 185) (546 792) (44 393)
Contract work recoverable (502 154) (507 432) 5278
Contract work recoverable (508 247) (507 432) (815)
Present value of expenditure adjustment 2.2 6 093 - 6 093
Subsistence and travel recoverable 1 | (61 785) | | (74 815) | | 13 030
Gross Profit 489 523 577 737 (88 214)
Other income 4 20273 1986 18 287
Increase in postretirement medical aid benefit provision 5 2 849 (7 469) 10 318
Foreign exchange (loss) / gain (2 618) - (2 618)

Contribution to overheads 510027 572 254 (62 227)
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Notes Actual Budget Variance
R'000 R'000 R'000
Expenditure (444 318) (526 943) 82 625
Amortisation expense 6 (3 634) (5 204) 1570
Auditor's remuneration
Statutory audit services (1978) (2 250) 272
Other audit services (67) - 67)
Bad debts written off
Contract work irrecoverable 7 (10177) (18 120) 7 943
Course fees and study assistance (refer to note 14 per AFS) 8 (58 350) (88 894) 30 544
Depreciation expense (22 687) (22 927) 240
Fruitless and wasteful expenditure (1028) - (1028)
Governance costs (304) (491) 187
ICT Services Q (18 411) (28 5706) 10 165
Internal audit fees 10 (1731) (3 005) 1274
Legal costs (1 390) (1.044) (346)
Operating leases - equipment 11 (2 858) (4 040) 1182
Operating leases - land and buildings 12 (55 957) (47 970) (7 987)
Other expenses 13 (5089) (7 668) 2 579
Provision for accumulated leave benefits 14 (13 622) (6 662) (6 960)
Provision for impairment of receivables 15 (12 500) - (12 500)
Recruitment costs (8 O75) (8 737) 662
Special expense: performance bonus (refer fo note 14 per AFS) 16 (43 951) (12 000) (31 951)
Stakeholder relations / conference cost 17 (16 600) (33 781) 17175
Staff expenses (normal staff exp) (refer to note 14 per AFS) 18 (144 452) (207 407) 62 955
Stationery and prinfing 19 (5 845) (7 614) 1 769
Subsistence and travelling irrecoverable (9 892) (12 788) 2 896
Telephone and postage (6842) (7 765) 923
Present value of expenditure adjustment 2.2 1128 - 1128

Surplus from operations 65709 45 311 20 398
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Notes Actual Budget Variance

R’000 R’000 R’000

Interest received 20 14 292 8 298 5994
Present value of revenue and trade receivables adjustment 2 27 484 - 27 484
Finance charges (2 062) (1422) (640)
Present value of expenditure and frade payables adjustment 2 (6258) - (6258)
Net surplus for the year 99 165 52187 46 978

The budget was submitted for approval, in terms of section 38 of the Public Audit Act, 2004 (Act No. 25 of 2004), to the Standing
Committee on Auditor-General on 7 October 2008 and tabled in Parliament on 21 January 2009 in terms of the same section.

Explanation of material differences in actual results compared with the approved budget

1 Subsistence and travelling recoverable
The savings are mainly due fo better negotiated rates for air fravel and hotel accommodation and consolidation of some audits. Actual revenue being lower than budget also contributed to the favourable variance.

2 Present value of revenue and expenditure adjustment

In terms of Circ 9 of 2006, which explains the implementation of IAS 8 in greater detail, frade receivables, frade payables, revenue and expenditure must be disclosed at fair value at year end. This resulted in the

following adjustments:

Interest received

2.1 Present value of revenue adjustment 34199
Present value of frade receivables adjustment (6 715)
27 484

Finance charges
2.2 Present value of expenses adjustment (7 221)

Present value of trade payables adjustment 963

(6 258)
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Recoverable staff cost
The unfavourable variance of R44 million was due to the increase of limited duration contracts (LDC) budgeted at R422 000 (actual R43 million). However, these LDC personnel contribute to own hours’ income. In
addition, the actual staff mix used on audits was on a lower band than the budgeted staff mix. This resulted in the average mark-up factor being 1,87 as opposed fo the average budgeted mark-up factor of 2,06.

Other Income
The favourable variance of R18 million is mainly due to a grant of R16 million recognised in the current financial year. The grant received is in relationship to INTOSAI conference expenses of R11 million and capital
expenditure of RS million.

Post retirement medical aid benefit provision
The favourable variance of R10 million is due to actuarial valuation performed for the year ending 31 March 2010. The valuation was influenced amongst others by a decrease in the number of in service employees
eligible for the benefit.

Amortisation expense
The favourable variance is mainly due to a decrease in acquisition of Microsoft software than had been budgeted resulting in the actual amortization expense being lower than budget. The total purchase of Microsoft
software was R1.3 million..

Contract work irrecoverable

The favourable variance of R8 million is a result of projects commencing later than planned. The Leadership programme and the upgrade of the Human Capital PeopleSoft module were budgeted for in 2010; but
will only be implemented in 2011.

Course fees and study assistance

Professional services are associated with all the training requirements of AGSA. The areas contributing to the under spending are study assistance and external training. The underspending is due to the study assistance
policy that requires a pass in the previous year before a new bursary is awarded. The pass rate has been lower than expected and hence the favourable variance.

ICT Services

The favourable variance of R10 million is mainly due to ICT projects starting later than originally planned.

Internal audit fees
The favourable variance is due to an over estimate of internal audit fees.

Operating leases - equipment
The favourable variance is mainly due to multifunctional equipment leases being extended for the next three years at a negotiated lower rate.

Operating leases - land and buildings
The unfavourable variance is due to the straightlining of leases on premises per IAS 17 disclosure requirement. The IAS adjustment increased accommodation expense by R7 million.

Other expenses
The main reason for the saving was the prudent management of expenditure on refreshments, office improvements and cleaning and contract/services by business units.
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14 Provision for accumulated leave benefits
The unfavorable variance is due to an increase in leave days accrued at a higher salary rate (due to the annual salary increases affected on 1 July 2009). Accumulated number of leave days increased from 27 035

(31 March 2009) to 30 003 at year end

15 Impairment of receivables
The provision for impairment of receivables increased due to a deterioration in collection of audit fees owed by local government. Debtor days outstanding for local government have increased from 104 to 162 days.
The amount outstanding for local government as at 31 March 2010 has increased from R105 million (31 March 2009) to R140 million.

16 Special expense: performance bonus
The AGSA has a performance management system and process that commit the organisation to recognise and reward employees when they have achieved the agreed work performance results. The system combines
individual performance with the overall AGSA performance to identify employees who are eligible for a bonus. A number of employees have achieved performance results as set out in their yearly performance
agreements. The payment of the performance bonus honours the AGSA's commitment to recognise and reward those employees who have excelled in their performance. The higherthan-budgeted bonus payment is
offset by a saving on overall remuneration of R63 million and the fact that increases were confined to 8,5% rather than the 15% budgeted.

17 Stakeholder relationships / conference cost
The favourable variance is due fo the Senior Managers Workshop planned for the current year taking place in 2010/11 and overseas travel not taking place as planned.

18 Staff expenses (normal staff expenses)
The favourable variance is attributed to below budget salary increase (actual 8.5%: budget 15%) and the delay in its implementation (July 2009 instead of April 2009).

19 Stationery and printing
The main reason for the savings was the prudent use of stationery by business units. The use of multifunctional devices reduced the cost of printing, therefore contributing fo the favourable variance.

20 Interest received
The average favourable bank balance for the year was higher than anficipated, resulting in a favourable variance of R6 million.
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A

Accounting Standards Board (ASB)

Audit Committee (AC)

African National Congress [ANC]

African Organisation of Supreme Audit Institutions (AFROSAI)
Association of Public Accounts Committees (APAC)
Auditor-General (AG)

Auditor-General of South Africa (AGSA)

Association of Public Accounts Committees (APAC)

B

Broad-based black economic empowerment (BBBEE]
C

Capability maturity model (CMM)

Chartered accountant (CA)

Chief Financial Officer (CFO)

Congress of the People (COPE|

Corporate social investment (CSI)

D

Democratic Alliance (DA)

Department of Cooperative Governance and Traditional Affairs
(CoGTA)

Deputy Auditor-General (DAG)

E

Employment equity (EE)

Enterprise resource planning (ERP)

Executive Committee (Exco)

F

G

Generally Recognised Accounting Practice (GRAP)

Gross margin (GP)

H

|

Independent Regulatory Board for Auditors (IRBA)
Information and Communications Technology (ICT)
Information Systems Audit and Confrol Association (ISACA)
Inkatha Freedom Party (IFP)

International Congress of Supreme Audit Insfitutions (INCOSAI|
International Organisation of Supreme Audit Institutions
(INTOSAI)

International Standards on Auditing (ISA)

International Standards of Supreme Audit Institutions (ISSAls)
International Standards on Quality Control {ISQCT)

J

K

KwaZulu-Natal (KZN)

L

M

Municipal Finance Management Act [MFMA)

N

National Council of Provinces (NCOP)

National Treasury (NT)

o

Office of the Accountant-General (OAG)

P

Premiers’ Coordinating Forum (PCF)

Promotion of Access to Information Act (PAIA)
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O
D
O
Q
~<

Public Audit Act (PAA)

Public Accounts Committee (PAC)

Public Finance Management Act (PFMA)

Q

Qudlity Control Assessment Committee (QCAC]

R

Remuneration Committee (REMCO)

Registered Government Auditor (RGA)

S

Sector Education and Training Authority (SETA)

Senior Management Workshop (SMW)

South African Broadcasting Corporation (SABC)
South African Human Rights Commission (SAHRC)
South African Institute of Chartered Accountants (SAICA)
South African Insfitute of Government Auditors [SAIGA)
Standing Committee on the AuditorGeneral (SCoAG)
Standing Committee on Public Accounts (SCOPA)
Supreme Audit Institution (SA)

T

Trainee auditors (TA)

U

United Nations Board of Auditors (UNBOA)

United Nations (UN)

v

w
X
Y
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