INDEPENDENT REGULATORY BOARD FOR AUDITORS

ANNUAL PERFORMANCE PLAN 2020/2021



EXECUTIVE AUTHORITY STATEMENT

Recently, the auditing profession has faced many challenges that have led to the integrity of auditors’
work being questioned both locally and globally.

Auditors remain a key stakeholder in protecting the interests of the investing public and are a link in
attracting much needed invesiments to the country.

To grow and create jobs, our economy relies on the integrity of our financial services industry.
Regulators and governments, worldwide, are looking at the developments within the auditing
profession, and the number of audit failures that we keep reading about is very concerning.

The Annual Performance Plan for 2020/2021 will assist in restoring confidence and bring about the
necessary change to the status of the auditing profession in the country. The implementation of
restoring confidence projects will continue for the next few years, while the regulator and the profession
find ways to address the current challenges.

Locally, we have to work hard to return to our high global ranking status as a country and as the
auditing profession.

| would like to thank the Board and the management of the IRBA for their commitment to rebuilding
trust in the profession and for considering this fundamental role in the development of the strategy over
the next strategic period.

Restoring confidence in the auditing profession will take great courage and commitment from all
stakeholders. As the Executive Authority, | support this Annual Performance Plan and provide my
commitment to ensuring its implementation.

Tito Mboweni
Minister of Finance

Executive Authority of the IRBA
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ACCOUNTING AUTHORITY STATEMENT

The Independent Regulatory Board for Auditors’ (IRBA) Strategic Plan for the period 2020/2021 to
2024/2025 will be completed and approved in January 2020. The Annual Performance Plan (APP)
indicates the annual priorities that are aimed at achieving the overall strategy as well as any updates
and major changes to the Strategic Plan.

The Board, which is the IRBA’s Accounting Authority, participated in and guided the strategic planning
process, while remaining mindful of local and global developments in the auditing profession,
particularly those that have occurred since June 2017. These developments included various business
failures, corporate corruption scandals, capital market losses and reputational damage to the
accounting and auditing profession.

The Board also considered the economic, political and financial sector developments since 2018, as
well as the future outlock for the auditing profession and regulation. Against this backdrop, we are
reminded of one of the State's priorities, which is to “clean up” the financial sector.

As such, the Board has identified a number of policy priorities that it wishes the IRBA executive to
address. These are aligned to the public and national interest and are aimed at ensuring the
sustainability and relevance of the profession and the regulator.

The IRBA's mandate comprises setting competency requirements for auditors, issuing standards and a
code of ethics, monitoring compliance and disciplining auditors, when necessary. The execution of the
IRBA’'s mandate ensures that the financial interests of investors are protected and that high-quality
audits are delivered, which in turn provides confidence in and reliance on financial statements and
consequential investment. Ultimately, investment stimulates the financial markets and creates
employment, which Is a national imperative for the country.

Therefore, while the IRBA's mandate is limited to protecting the investing public, an outcome of the
successful execution of this mandate wiil ultimately benefit the wider public.
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CHIEF EXECUTIVE OFFICER’S STATEMENT

There were many lessons learnt in the past two years, as well as from the Restoring Confidence
Strategy, which has resuited in a revision to the four-pillar strategy.

In the Strategic Plan 2021-2025 and in this Annual Performance Plan 2020/2021, the IRBA's strategic
focus areas that contribute to the advancement of broader government priorities are the following:

1. Sustainability and Relevance

In order to ensure the continued operation and the fulfiiment of the mandate of the IRBA,
alternative funding mechanisms and a new funding model will be developed.

2. Audit Quality

The improvement of audit quality is critical to restoring confidence in the profession. The IRBA
will respond to this focus area by employing and developing the relevant skills to increase the
coverage of inspections. A new disciplinary strategy and implementation plan will assist to
strengthen the disciplinary processes. IT solutions will be developed to enable the IRBA to work
smarter and more efficiently in the dynamic audit environment.

3. Comprehensive Regulation

Oversight of the financial reporting chain is crucial to maintaining the integrity of the process and
outcomes. As such, the IRBA will continue to work with National Treasury on the draft framework
for comprehensive regulation. In addition, an impact analysis will be prepared to consider the
resource needs and technological developments.
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OFFICIAL SIGN-OFF

it is hereby certified that this Annual Performance Plan;

e Was developed by the management of the IRBA under the guidance of the Board, and that it
also includes inputs from staff,

¢ Takes into account all the relevant policies, legislation and other mandates for which the IRBA
is responsible.

e Accurately reflects the impact, outcomes and outputs that the IRBA will endeavour to achieve
over the period 2020/2021.

R. Motsepe Signature: @W

Director: Legal

N. Kater Signature:

Director: Education and Transformation \\

I. Nagy Signature:

Director: Inspections d/ /

J. Bailey Signature: /0(60‘»‘2%

Director: Investigations

l. Vanker Signature: W

Director: Standards

N. Naicker Signature: ‘/M"%

/
Director: Operations (CFO) /
B. Aguihas Signature: 5/ W
Chief Executive Officer 0
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M Janse van Rensburg — Deputy Chairman

A Dlamini — Chairman

On behalf of the Accounting Authority

Approved by:

Tito Mboweni

Minister of Finance
Executive Authority of the IRBA
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PART A: OUR MANDATE

1. Updates to the Relevant Legislative and Policy Mandates

The IRBA is a statutory body established in terms of the Auditing Profession Act, Act 26 of 2005, with
its primary objective being to protect the investing public. It does so by regulating auditors through
setting, monitoring and enforcing high-quality auditing standards and ethical behaviour.

As a Schedule 3A public entity, in terms of the Public Finance Management Act, the IRBA supports the
State’s policy outcomes; and the IRBA Strategic Plan demonstrates how the IRBA contributes to
selected outcomes. The IRBA Strategic Plan is also aligned {o the National Development Plan, and the
IRBA has an important role to play on the road to government's desired destination.

2. Updates to Institutional Policies and Strategies

The strategy addresses the IRBA’s mandate with reference to two programmes:
* Programme 1: The current mandate, which arises from the Auditing Profession Act 26 of 2005.

* Programme 2: The extended mandate, which consists of sub-programmes that are designed to
coordinate specific interventions to address issues and challenges in the profession in the current
economic environment and in response to government’s priorities for economic grawth. These
proposed interventions for 2021-2025, referred to as our Institutional Responsibility, will allow the
IRBA to contribute significant added value to the efforts of government to grow the economy, while
also being critical success factors in support of delivering effectively on its own primary mandate.

Programme 1: Requlation of Auditors — Legislative Mandate

The IRBA was established in terms of Section 3 of the Auditing Profession Act 26 of 2005, which
came into effect on 1 April 2006. The objects of the Act, as set out in Section 2, are as follows:

a) To protect the public in the Republic by regulating audits performed by registered auditors;
b) To provide for the establishment of an Independent Regulatory Board for Auditors;

c) To improve the development and maintenance of internationally comparable ethical standards and
auditing standards for auditors that promote investment and as a consequence employment in
South Africa;

d) To set out measures to advance the implementation of appropriate standards of competence and
good ethics in the auditing profession; and

e} To provide for procedures for disciplinary action in respect of improper conduct.

Programme 2: Institutional Responsibility

The strategy is aimed at adequately responding to the changes in the market, as outlined in the
situational analysis section of this document.

The IRBA has a responsibility to respond to the concemns of its many and varied stakeholders,
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especially those who rely on the auditor's cpinion that a company's accounts reflect fairly, as
investment decisions are made based on the veracity of these opinions.

3. Internal Environment — Resource Constraints

The IRBA has considered the operational requiremenis for the achievement of the annual
performance targets and prepared the budget accordingly.

The budget assumptions propose above inflationary increases to the revenue and a careful
management of expenses to achieve a breakeven position while still fulfilling the mandate of the IRBA.
Disciplinary costs relating to high-profile matters represent a significant portion of the expenses. Any
additional disciplinary actions will result in the use of the reserves of the IRBA.

Despite cost savings, the IRBA does require increased funding in order not to negatively impact the
current high-profile disciplinary matters against Deloitte partners (African Bank Investments Limited)
and ACT Audit Solutions (Sharemax), or the high-profile/public interest entity investigations against
Deloitte, KPMG and Nkonki, among others.

Therefore, requests have been made to National Treasury for additional funding, and work is
underway on a new funding model to identify other sources of revenue.

Management has taken the actions listed below to increase revenue and cut down costs, while still
achieving our strategic objectives in the 2019/2020 financial year. These actions will be coniinued in
the 2020/2021 financial year.

e Revenue from assurance and membership fees has been increased o bear the costs of the
increased disciplinary, investigative and inspections activities. Considering the extent of the
complaints received, a further three investigator positions have been approved for the
202072021 financial year. An additional manager has been approved for the Legal Department
to enable the creation of internal prosecuting capacity on disciplinary matters and to reduce the
cost of external legal resources.

¢ Projects related to reaching out to the rest of Africa have been scaled down. This includes
travelling to and hosting other African countries.

e Computer software development has been limited and no new major projects have been
included.

¢ All local flights will be booked on economy class, even though National Treasury allows for
some business class fravel.

» Local car rental has been limited to class A and class B vehicles, even though National
Treasury allows for up to class D vehicles (luxury sedans).

» Local accommodation has been limited to only three- or four-star lodgings, even though
‘National Treasury allows for up to a five-star accommodation venue for the CEO and directors.
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PART B: OUR STRATEGIC FOCUS

1. Strategic Areas

In addition to its legislative mandate, and arising out of the situational analysis, the three additional
focus areas {referred to as our Institutional Responsibility) for 2021-2025 are:

= Sustainability and Relevance.
s Audit Quality.
¢ Comprehensive Regulation.

The IRBA’s strategic focus is to protect the financial interests of the public by ensuring that only
suitably qualified individuals are admitted to the auditing profession; and that registered auditors
deliver services of the highest quality and adhere to the highest ethics standards.

2. Vision

The IRBA vision is to remain an internationally recognised regulator of the auditing profession and
evolve to be the regulater of other assurance and related services relevant to the South African
environment.

The IRBA’s regulation is focused on the protection of the public’s financial interests, while it
recognises its role in creating an enabling environment in which auditors can deliver high-quality
audits.

3. Mission

Our mission is to endeavour to protect the financial interests of the South African public and
international investors in South Africa through the effective and appropriate regulation of assurance
conducted by registered assurance providers, in accordance with internationally recognised standards
and processes.

4, Values

As the overall custodian of the auditing profession in South Africa, the IRBA acknowledges the
importance of the mandate assigned to it by Parliament, and all its registrants and staff subscribe to
the following core values:

4.1 Independence, Integrity and Objectivity

It is imperative that we are not just independent of the auditing profession in our composition and
membership, but also reflect independence in the perception of our key stakeholders through our
actions and behaviour. Therefore, it is important that we act with integrity and objectivity in our
deliberations, decisions and actions.
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4.2

4.3

5.1

Commitment to Public Interest

We recognise the scope and extent of our mandate in respect of both the public and the
profession and undertake to execute and deliver on this mandate with diligence and commitment
in terms of our vision.

Transparency and Accountability

As a public entity in the overall delivery structure of the South African government and a
beneficiary of public funds, we promote transparency in our interactions with the relevant
stakeholders and recognise our accountability to the Parliament of South Africa and the Minister
of Finance as our Executive Authority.

Updated Situational Analysis

External Environment Analysis

Much has changed in the profession since June 2017, and this includes South Africa losing its
position as number one on the World Economic Forum Competitiveness Index ranking for strength
of auditing and reporting standards.

By December 2017, management and the Board were faced with a profession that had lost its
position of esteem. Trust in auditors was at an all-time low, perceptions about the profession and
the regulator were negative. As a result, the Board resolved that action had to be taken to restore
confidence.

The Board approved a Restoring Confidence Strategy in January 2018. This was over and above
the IRBA’s current five-year framework, which aims to address the shortfalls in audit quality, ethics,
auditor behaviour, auditor competencies, auditing standards, as well as inspection and disciplinary
processes. More than 40 projects were identified as necessary to further strengthen the market
and investors’ comfort that the IRBA, as a regulator, was responsive and could adapt to the
dynamic environment.

The environment is continuing to change and now has new hurdles. These include multi-
jurisdictional concerns; risks to investors of secondary listings, over which the IRBA has no/limited
control; increasing corruption; failed corporate governance; disruptive technologies; and incidents
of corporate malfeasance, over which there is limited disciplinary oversight and consequence.

As such, it is important for the IRBA to be future-ready as a regulator for an audit landscape that is
rapidly changing in the context of a challenging business environment and increasing complexities.
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The IRBA foresees that audit committees will also need to change in terms of competencies.

Our external SWOT Analysis indicated the following:

Strengths Weaknesses
1. There is overall support for the proposed | 1. The IRBA currently has no mandate to
regulation, and more professional bodies, other implement Comprehensive Regulation - it
than accountancy professional bodies, have needs endorsement from the sponsors,
also expressed interest to have their members National Treasury and the Minister of
regulated through a Comprehensive Regulator Finance who have 1fo adopt the
Model. recommendation and decide on it.
2. While the IRBA mandate on Africa is not funded, | 2. Lack of race and gender transformation in
great strides have been achieved with regard to the auditing profession.
building collaboration and partnerships on the . . e
. t [
continent through the AFIAAR, PAFA and 3 /;\;lggdorgf eiirﬁcsp:nt!ingrogc:slzi?:;;fm interests
AFROSAI-E. P '
3. MAFR has been adopted early by some
companies,
4, Regulatory reforms are taking place globally.
Opportunities Threats
1. Imminent enactment of legislation to strengthen | 1. Lack of support by the sponsor department
regulatory oversight. and Ministry.
2. Crystalise the {funding model for the | 2. Lack of funding to implement the
comprehensive regulator. Comprehensive Regqulation Model.
3. AFIAAR needs to start making its voice heard | 3. Political influence on the work of the IRBA.
by commenting on exposure drafts. Challenges in the accounting profession and
4, Improving firm governance and due processes the financial reporiing chain with the
at the firms. prevalent business and audit failures.
5. Restoring confidence in the auditing profession. | 5. Volatile political environment.
6. Volatile economic environment.
7. Predicted recession.
8. Skills leaving the country.
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Internal Situational Analysis

The internal SWOT analysis can be presented as follows:

Strengths
1.

The IRBA has strengthened the independence of its own
sfructures, including the Board.

Weaknesses

1.

Loss of confidence in the profession.

relevant for the accounting profession and the financial
reporting process with the prevalent business and audit
failures experienced recently.

4, The IRBA can use the regulatory approach to drive
interventions at the firms — use policy-making power
such as transparency reports.

5. The focus is now also en gender transformation.

8. Overlap from MAFR (Independence pillar) will create
opportunities for smaller firms and, therefore,
transformation.

2. Lack of independence as it relates to funding of the
2. MAFR early adoption and successes. iRBA.
3. Robust due process at the IRBA. 3. Audit-only firms' proposal will meet with challenges.
4. Successful implementation of the Audit Tenure Rule. 4. Risk of working in a silo and losing touch with the
market that we regulate.
5. Audit quality indicator project completed. 9
5. Lack of adequate funding for the IRBA.
6. Engagements with the audit committee forum to improve the a g
functiening of audit committees. B. Area of focus — regional (SADC/Sub-Saharan) instead
f the whol tinent.
7. Promote Joint Audits in preparation for MAFR ol fe whole continen
implementation in 2023, with the support of the Central Bank. | 7. How do we align our efforts with the government
rogramme on BRICS and the National Development
8. A ot of work being done by the firms fo promote Iglag'? P
transformation. )
. ) . 8. Transformation in relation to the RA register and ADP
8.  The Board pe.rfor.med a Board Effectiveness Review, whllch not as successful as envisaged.
revealed no significant weaknesses, and drafted an action
plan to address areas for development, 9. Retention of RAs in the profession.
10. The CA Charter has not yet delivered the required
targets.
Opportunities Threats
1. Continue knowledge sharing at the request of other | 1. Regulatory capture — independence of the regulator
counfries. under siege through indirect influence on its structures.
2. Align our efforts on leadership in Africa with the | 2. Political influence -~ how does the IRBA escape the
government programme on BRICS and the National influence of politics and deliver Its mandate
Development Flan. independently?
3. The Comprehensive Regulation pillar has become mare | 3. Transformation will be difficult in a shrinking economy.
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