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CLEAN AUDITS 2015-10

Unqualified financial statements with no material findings on the quality of
the annual performance report or compliance with key legislation




NATIONAL
CLEAN AUDITS

DEPARTMENTS

Communications
Energy

Government Communication and Information
System

Parliament of the Republic of South Africa
Planning, Monitoring and Evaluation
Public Service and Administration

Social Development

Sport and Recreation

Statistics South Africa

Tourism
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PUBLIC ENTITIES
Agricultural Land Holding Account

Armaments Corporation of SA
Artscape

Banking Seta

Castle Control Board

Centre for Public Service Innovation
Chemical Industries Seta

Companies Tribunal

Construction Seta

Council for Medical Schemes
Council for Scientific and Industrial Research
Council of Mineral Technology
Cross-Border Road Transport Agency

Culture, Arts, Tourism, Hospitality and sports
Seta

Disaster Relief Fund

Ekurhuleni East TVET College

Fibre Processing Manufacturing Seta
Financial and Accounting Services Seta
Financial Services Board

Freedom Park

Guardian Fund

Health and Welfare Seta



Human Sciences Research Council
Independent Regulatory Board for Auditors
Insurance Seta

iSimangaliso Wetland Park

Legal Aid South Africa

Luthuli Museum

Media, Information and Communication
Technologies Seta

National Agricultural Marketing Council
National Arts Council of South Africa
National Consumer Tribunal

National Credit Regulator

National Energy Regulator of South Africa

National Film and Video Foundation of South

Africa

National Gambling Board

National Lotteries Commission

National Nuclear Regulator

National Research Foundation

National Youth Development Agency
Ombudsman for Financial Services Providers

Onderstepoort Biological Products

Ports Regulator of South Africa
President’s Fund

Refugee Relief Fund

Road Traffic Management Corporation
Robben Island Museum

SA Civil Aviation Authority

SA Human Rights Commission

SA Medical Research Council

SANDF Fund

SARS (Own Accounts)

Service Sector Education and Training
Authority

Small Enterprise Development Agency
Social Relief Fund

South Africa Diamond and Precious Metals
Regulator

South African Bureau of Standards

South African Local Government Association
South African National Parks

South African Tourism

South African Weather Service

State President Fund
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The Commission on Gender Equality
The Financial and Fiscal Commission
The Playhouse Company

The South African International Marketing
Council Trust/Brand South Africa



EASTERN CAPE DEPARTMENTS
CLEAN AUDITS Provincial Treasury

Safety and Liaison
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PUBLIC ENTITIES

East London Industrial Development Zone
Corporation

Eastern Cape Gambling and Betting Board
Eastern Cape Parks and Tourism Agency

Eastern Cape Provincial Arts and Culture
Council

Eastern Cape Rural Development Agency

Eastern CapeSocio-Economic Consultative
Council



FREE STATE
CLEAN AUDITS

2015-16

DEPARTMENTS

Provincial Legislature

PUBLIC ENTITIES

Free State Fleet Management Trading Entity
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GAUTENG
CLEAN AUDITS

2015-16

DEPARTMENTS

Cooperative Governance and Traditional

Affairs

e-Government
Economic Development
Office of the Premier
Provincial Legislature
Provincial Treasury

Social Development
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PUBLIC ENTITIES

Constitution Hill Development Company
Cost Recovery Trading Account

Cradle of Human Kind World Heritage Site
Dinokeng Trading Account

Gauteng Film Commission

Gauteng Gambling Board

Gauteng Growth and Development Agency
Gauteng Infrastructure Funding Agency
Gauteng Partnership Fund

Gauteng Tourism Authority

Gautrain Management Agency

Industrial Development Zone

Supplier Park Development Company

The Innovation Hub



KWAZULU-NATAL
CLEAN AUDITS

2015-16

v R
5" T

DEPARTMENTS

Finance (Provincial Treasury)

PUBLIC ENTITIES

Amafa aKwaZulu-Natali

Dube TradePort Corporation

Gaming and Betting Board

Kwazulu-Natal Property Development Holdings
KwaZulu-Natal Sharks Board

KZN Film Company

KZN Growth Fund Trust

KZN Liquor Authority

KZN Tourism Authority

Moses Kotane Institute

Trade and Investment KZN
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LIMPOPO
CLEAN AUDITS

DEPARTMENTS

No department in Limpopo achieved a clean
audit
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PUBLIC ENTITIES

No public entity in Limpopo achieved a clean
audit



MPUMALANGA
CLEAN AUDITS

DEPARTMENTS PUBLIC ENTITIES

Cooperative Governance and Traditional Mpumalanga Gambling Board

Affairs
Economic Development and Tourism
Provincial Treasury

Social Development
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NORTHERN CAPE
CLEAN AUDITS

2015-16
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DEPARTMENTS

Office of the Premier
Provincial Legislature
Provincial Treasury

Social Development

PUBLIC ENTITIES

Northern Cape Gambling Board
Northern Cape Tourism Authority



NORTH WEST
CLEAN AUDITS

2015-16

DEPARTMENTS

PUBLIC ENTITIES

Economic and Enterprise Development North West Agricultural Bank

Provincial Treasury
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WESTERN CAPE
CLEAN AUDITS

2015-16

DEPARTMENTS

Agriculture

Community Safety

Cultural Affairs and Sport
Department of the Premier
Economic Development and Tourism
Education

Environmental Affairs and Development
Planning

Human Settlements

Local Government
Provincial Treasury

Social Development
Transport and Public Works

Western Cape Provincial Parliament
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PUBLIC ENTITIES
Gambling and Racing Board

Government Motor Transport
Saldanha Bay IDZ Licencing Company
Western Cape Cultural Commission
Western Cape Language Committee

Western Cape Tourism, Trade and Investment
Promotion Agency



The information and insights presented in this flagship publication are aimed at empowering oversight structures and executive leaders

to focus on those issues that will result in reliable financial statements, credible reporting on service delivery and compliance with key
legislation.

| wish to thank the audit teams from my office and the audit firms that assisted in auditing national and provincial government, for their

diligent efforts towards fulfilling our constitutional mandate and the manner in which they continue to strengthen cooperation with the
leadership of government.

/Aﬁ—"\:k*,«"v’- Gcmny@, 0. O\ g 7

Kimi Makwetu - Auditor-General

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

PROMISE/MISSION




EXECUTIVE SUMMARY




1. Executive summary

Over the past three years, there has only been a slight improvement in the
audit outcomes. In the period under review 24% of auditees improved, 14%
regressed and the majority (62%) remained unchanged. Public entities fared
the best with continuous improvement year on year, but the audit outcomes of
departments regressed in 2015-16.

It is encouraging that the number of clean audits increased overall from 122
in 2013-14 to 152 in 2015-16. However, 13 departments and 19 public entities
lost their clean audit status in 2015-16, which was offset by nine departments
and 39 public entities that obtained their clean audits during 2015-16.

A. Provincial outcome analysis

The provinces with the biggest improvement over the three years were the
Eastern Cape (36%), KwaZulu-Natal (26%) and Gauteng (14%). The provinces
with the highest number of auditees with clean audit opinions in 2015-16 were
the Western Cape (79%), Gauteng (60%) and KwaZulu-Natal (35%). These
improvements, barring the regression overall, signify the great potential evident
within the departments and provinces to make a definite step away from
deficient financial management. This will require greater commitment from all
levels of leadership to implement commitments already made.

The three-year audit outcomes for the Northern Cape (improvement of 11%)
show a resurgence in retaining the momentum that had been lost with the
regressions suffered in 2014-15. Limpopo also had a 26% improvement over
the three years but the huge improvements made in 2014-15 could not be
sustained in 2015-16 as a result of instability, vacancies in key positions and
immature internal control systems and processes. It is diagnosed that the
Section 100(b) intervention of the past few years have been useful in stemming
the tide of mismanagement; however, the required discipline to sustain strong
financial management have not found expression in the current department
processes.

The Free State and Mpumalanga regressed over the three years. Although
commitments were made by the leadership in these provinces to address
internal control weaknesses and investigate and solve accounting and
compliance-related matters, the resolutions were not quickly implemented to
prevent the inevitable regressed outcomes.

The outcomes in North West were erratic over the past three years —
improvements in the one year and offset by regressions in the following. The
gains made at auditees were typically not sustainable as they were based
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on an over-reliance on the audit process to identify matters to be addressed,
and the underlying systems and processes were not solid.

B. National outcome analysis

At national level there has been improvement over the three years of only 9%
of the auditees. Only 30% of the auditees had a clean audit status and 15%
were either outstanding, disclaimed or had adverse opinions. The ministerial
portfolios leading on clean audit outcomes were Arts and Culture, Trade and
Industry and in the Higher Education and Training (sector education and
training authorities) portfolio. The sector education and training authorities
contributed a third of the clean audit outcomes at national level. The technical
and vocational education and training colleges (also in the Higher Education
and Training portfolio) had the poorest outcomes. Other auditees with poor
outcomes were the museums in the Arts and Culture portfolio as a result of
their practical complexities (for example costs versus benefits) in measuring
the heritage assets under their control, and the auditees in the Labour and
Transport portfolios.

As we have also reported previously, the departments of Education, Health
and Public Works that are responsible for almost 37% of the budget and for
implementing key programmes to improve the health and welfare of citizens,
continue to have the poorest outcomes — 40% of these departments received
qualified or disclaimed audit opinions compared to 13% of other departments.

We audit 10 of the 21 major public entities. Of these state-owned entities we
audit, Armaments Corporation of South Africa is the only one with a clean audit
opinion (sustained from the previous year). The Independent Development
Trust again received a disclaimer of audit opinion, while the South African Post
Office and the South African Broadcasting Corporation again received qualified
audit opinions. The remainder of these state-owned entities had material
findings on compliance, which kept them from achieving a clean audit — the
Airports Company South Africa also had material findings on their performance
report. The Airports Company South Africa, South African Nuclear Energy
Corporation and South African Post Office submitted their financial statements
late and the audit of South African Express was in progress as a result of late
submission of audit information.

Financial sustainability remained the main concern for the state-owned entities
— uncertainties about the ability of some state-owned entities to continue
operations also delayed the audits as we needed evidence that they could be
reported as a going concern. The operations and audit outcomes of the state-
owned entities were negatively affected by weaknesses in leadership and
governance such as instability at board level, vacancies in key positions,



inadequate consequence management and poor monitoring and oversight of
financial and performance management and major procurement processes.

C. Outstanding audifs

Twenty-seven audits were not completed in time to be fully included in this
general report, of which 18 were still in progress at the date of this report. The
main reason for this was non-submission or late submission of financial
statements and information. However, there were audits that were delayed as
a result of disagreements on accounting matters.

D. The real essence of risk management

Audit outcomes, as shown above, give a good sense of the strength of
accountability in government — whether the executive and administration are
serious about good financial and performance management and respect the
law, as indicators of their commitment to the principle of being accountable to
the citizens of South Africa. In a public sector environment where government
essentially has a monopoly on certain areas of service delivery (such as
defence, education, health and water and sanitation), delegated responsibilities
to carry out programmes are often applied by management and leadership with
significant levels of discretion. As a result of unsupervised discretion the basic
discipline of internal controls is circumvented. When oversight does not
exercise its legislated accountability, such environments create fertile ground
for corrupt activity to flourish. Contained in the financial statements of a
number of departments and entities with negative audit outcomes, are many
elements with such characteristics especially in the supply chain and
accounting control disciplines.

E. Financial management environment

The audit area that showed no improvement was the audit opinion on
financial statements. The number of unqualified audit opinions decreased
from 76% to 74% since 2013-14, while auditees receiving disclaimed or
adverse opinions remained unchanged at 5%. The items that both auditee
types struggled with most to correctly measure and disclose in the financial
statements over the past three years were property, infrastructure and
equipment and expenditure; while departments in particular struggled to
correctly disclose irregular expenditure whereas receivables (debtors)
remained a problem for public entities. There has been little to no improvement
in all areas.

Auditees continued to rely on auditors to identify material misstatements to be
corrected. In 2015-16 only 54% (and not 75%) of auditees would have received

an unqualified audit opinion had we not identified the misstatements and
allowed them to make corrections. This is an improvement from 42% in
2013-14. The poor quality of financial statements submitted for auditing call
into question whether in-year reporting and management of finances by
auditees are solid.

F. Performance management environment

The quality of annual performance reports has slightly improved, with the
number of auditees with no material findings in this regard having increased
from 61% to 65% since 2013-14. The usefulness of the information in the
report has slightly improved from 24% with findings to 21% but more than a
quarter (26%) was still struggling to report reliable information on service
delivery.

G. Compliance with key legislation

There has been an improvement in compliance with key legislation as the
number of auditees with no material findings on compliance has increased from
27% to 33% since 2013-14. The non-compliance rate, however, is too high and
needs significant attention. The areas we audit that have shown some
improvement in this period were procurement and contract management (also
referred to as supply chain management) for public entities from 32% to 25%
with findings and the quality of submitted financial statements for both
departments and public entities from 62% to 52% and 52% to 37%,
respectively. Departments slightly improved on expenditure management and
consequence management from 36% to 25% and 24% to 13%, respectively.
There has been little change in all other areas.

H. Irregular, fruitless and wasteful and unauthorised
expenditure

Irregular expenditure has increased by nearly 40% since 2013-14 to

R46,36 hillion — the increase from the previous year was nearly 80%. The main
reason for the increase in irregular expenditure was the continued non-
compliance with supply chain management legislation. Irregular expenditure
represents expenditure incurred towards procurement of goods and services
without following prescribed processes. The controls that should be put in
place in the procurement process are from the constitutional requirements of
supply chain management, as set out in section 217 of the Constitution. When
we audit procurement we test the application of existing procurement
processes as approved by the entity subject to the audit.
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Where instances of deviation from these controls are identified in the audit,
such expenditure (properly accounted for in the records) will be classified as
irregular, as prescribed in the Public Finance Management Act, 1999

(Act No. 1 of 1999).

Some of the reasons attributed to deviation are emergencies, sole supplier, no
competitive quotes and extensions. We identify such expenditure and report
separately on them with a view to alerting those charged with governance as a

prompt for further investigations to determine the appropriate steps to be taken.

This is the most vulnerable area in financial management across all areas as
outflow of cash with no or limited requisite benefits are usually facilitated
through these deficiencies. The total amount of irregular expenditure does,
therefore, not represent total losses although some losses could or may
already have arisen if follow-up investigations are not undertaken. We have
specifically examined this through further audit tests where we ascertained
89% of R42,3 billion of irregular expenditure arising from procurement, was in
respect of goods and services received.

Due to lack of transparency and competitiveness it remains to be seen whether
prices are not inflated in the procurement processes hence the need for
leadership to investigate the identified items.

Six auditees were responsible for just more than 50% of the irregular
expenditure in 2015-16. They include the Passenger Rail Agency of South
Africa, the KwaZulu-Natal and Mpumalanga departments of Health, the Road
and Transport and Human Settlements departments in Gauteng and the
Department of Water and Sanitation.

Fruitless and wasteful expenditure in 2015-16 was 14% higher than in
2013-14 at R1,37 billion, and was again incurred by an increasing number of
auditees. Six auditees were responsible for just over 70% of this expenditure —
again the Passenger Rail Agency of South Africa and the Department of Water
and Sanitation are included in this list, joined by three departments in the
Education sector and the Compensation Fund. Unauthorised expenditure
has decreased by just over 50% since 2013-14 to R925 million as a result of
interventions at national and provincial levels. The main reason for the
unauthorised expenditure remained overspending of the budget.

. Financial health

In 2015-16 we rated the financial health of 76% of departments and 39% of
public entities as either concerning or requiring intervention — a regression over
the three years. Departments regressed from 53% in 2014-15. The signs of
poor financial management are apparent in the increasing occurrence of
deficits, departments funding cash shortfalls from the next year’s budget, poor
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revenue management and the inability to pay creditors within the required 30
days. In total, 5% of departments and 10% of public entities were in a
particularly poor financial position by the end of 2015 -16, with material
uncertainty regarding their ability to continue operating in the foreseeable
future. This remained unchanged from the previous year.

J. Management of grants

Conditional grants are allocated to drive specific government objectives.
Although most of the funds were used, the targets identified for the
programmes and projects funded by the grants were not achieved by all
provincial departments. We found that the targets of 31% of the projects we
audited were either not achieved or not evaluated by departments. We
identified non-compliance with supply chain management legislation on 16% of
the key projects managed by departments, but the level of non-compliance was
significantly higher where implementing agents were used with regard to
conditional grants.

The weaknesses in managing key projects funded by grants and managing
implementing agents further indicate that some departments did not closely
monitor and actively manage the project delivery and finances.

K. Root causes

The root causes of the aforementioned weaknesses in financial and
performance management and the poor audit outcomes were as follows:

*  Management (accounting officers or authorities, chief executive officers
and senior managers) did not respond with the required urgency to our
consistent messages about addressing risks and improving internal
controls. There has been some improvement in the leadership and
governance controls, but a slight regression in the financial and
performance management controls over the past three years. There
was however a significant improvement in the status of information
technology controls over the past three years and in all three focus
areas — security management, user access management and
information technology continuity.

* Vacancies and instability in the key positions of accounting officers,
chief executive officers, chief financial officers and heads of supply
chain management unit affect the financial and performance
management of auditees and can directly affect audit outcomes.
Stability in these positions has greatly improved over the three years,
but of concern was the increase in the vacancy rate in the position of
accounting officer since 2013-14, with little change in the positions of



chief executive officers and heads of supply chain management unit. reporting on important matters such as supply chain management,
Improvement in addressing vacancies in the positions of chief financial contract management and grant management.

officers is encouraging. * The governance of these auditees was greatly enhanced by well-

« At an overall level, the majority of auditees had mechanisms in place for functioning audit committees and the support of internal audit units.
reporting and investigating transgressions or possible fraud (e.g. They implemented the recommendations of the audit committees and
policies, codes of conduct and mechanisms for reporting fraud). In most used the internal audit units to identify risks and the controls that can be
cases investigations into allegations and unauthorised, irregular and implemented to mitigate the risks.
fruitless and wasteful expenditure were conducted. However, this has .
not had the desired impact of discouraging unauthorised, irregular and M. Conclusion

fruitless and wasteful expenditure, and fraud and improper conduct.
Insufficient steps were taken to recover, write-off, approve or
condone unauthorised, irregular and fruitless and wasteful expenditure
of the year under review and previous year, as required by the Public
Finance Management Act, 1999 (Act No. 1 of 1999). We have also
continued to report to management indicators of possible fraud or
improper conduct in the supply chain management processes for
investigation, to little avail as the cases continue to increase.

The Auditor-General of South Africa remains committed to working tirelessly
within our mandate to strengthen financial and performance management in
national and provincial government, emphasising the need to do the basics
right. In support of this goal we will implement a new initiative in 2017-18 to
enhance our regular engagement with accounting officers with the purpose to
identify and resolve matters that could affect the audit outcomes early in the
audit process. It will include a status of records review to identify key areas of
concern.

L. Recommendations

Our report includes recommendations for further improvements and
addresses the risks emerging in the environment. These include the following
best practices displayed by those provinces and auditees that have shown
improvement in the past three years:

* Accounting officers, executive authorities and provincial leadership
supported the audit process, were committed to improving the audit
outcomes and were proactive in engaging with us to resolve the
previous year findings and identify and address emerging risks. They
delivered on commitments and actively worked towards creating an
environment for good internal controls at the auditees. They ensured
that key positions were filled with competent people and stabilised the
administration (i.e. low turnover in key positions).They showed courage
in dealing with transgressions and poor performance and insisted on
credible in-year reporting by officials, which improved the year-end
processes and enabled improved decision-making.

*  The accounting officers and senior managers improved financial and
performance management by implementing audit action plans to
address the audit findings as well as the root causes of the audit
findings. They improved the record keeping of auditees, ensured that
the basic controls over transactions and reconciliations were in place
and enabled monitoring and oversight through regular and credible
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Infroduction

This general report provides an overview of the audit outcomes and our
messages from 2013-14 when the current administration commenced. The
purpose of this three-year overview is to share the trends we have observed in
the financial and performance management of national and provincial
government in order to highlight risks and make recommendations for
improvement.

In previous years we tabled a consolidated report and nine provincial general
reports and included information that explains the work we do and how the
results should be understood or interpreted. This report now includes a
consolidated view (sections 2 to 7) and a three-year overview per ministerial
portfolio (section 8) and per province (section 9). For the sake of brevity, some
of the explanatory information normally included in the general report is now
included in section 11.

When studying the figures and reading the report, please note that the
percentages are calculated based on the completed audits of 457 auditees,
unless indicated otherwise. Section 6 includes further detail on the outstanding
27 audits, and those subsequently finalised. Movement over a period is
depicted as follows:

~
o Improved

® Unchanged / slight improvement / slight regression

@
W Regressed
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E The status of progress on
the audit outcomes
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2. Overall audit outcomes

National and provincial government consists of 169 departments and 594
public entities. The audit outcomes of 68 public entities audited by private
auditors and 211 smaller and dormant entities are not included in the
analysis presented in this report. The number of auditees increased over the
past three years as a result of the establishment of six new departments and
eight public entities in this period.

We set the cut-off date for inclusion of the audit outcomes in this report as
12 August 2016. By this date, 27 audits were still outstanding — more
information is provided in section 6.

Figure 1 reflects the audit outcomes of the 484 auditees over five years,
figure 2 over three years for departments and public entities and table 1
analyses the movement in audit outcomes in the 2014-15 financial year.

Figure 1: Improvement in audit outcomes of auditees

0/
22% (103) 17% (78)

31% (152) 29% (137) 26% (122)

14% (66)
o 17% (78, 16% (76) 17% (80)
1% () 17% (80) o (78)
5% (22) 1% (4) 1% (2)
6% (27) 4% (20) 5% (25) 6% (27) 6% (26)
2015-16 2014-15 2013-14 2012-13 2011-12
484 auditees 477 auditees 470 auditees 464 auditees 458 auditees

with no findings with findings with findings with findings 9
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Figure 2: Audit outcomes of departments and public entities

Departments Public entities

25% (40)

A () 29% (48) 29% (89) 27% (82)

34% (108)

12% (39) :
1% %% 6 15% (46)

7% (21) 2% (4) 1% (2)
7% (23) 09 gmm] 7@ 4o

16% (27) 20% (32)

17% (29)
1% (1)

2015-16 2014-15 2013-14 2015-16 2014-15 2013-14
169 departments 166 departments 163 departments 315 public entities 311 public entities 307 public entities

with no findings with findings with findings with findings 9




Table 1: Movement in audit outcomes over 2014-15

m 79 313 59 6 21 + 6
Audit . 5 p
Improved Unchanged Regressed New auditee Outstanding audits
Unqualified with no g;?s;; 34 (DEP) 1(DEP) 1 (DEP)
findings = 152 1(PE) 68 (PE) 1(PE) 2(PE)
1123(?:5) 67 (DEP) 11 (DEP) 2 (DEP) 2 (DEP)
1(PE) 92 (PE) 15 (PE) 1(PE) 6 (PE)
2 (DEP)
Qualified with 2 (PE) 16 (DEP) 4 (PE) 1(PE) 1 (DEP)
findings = 66 3 (PE) 23 (PE) 9 (DEP) 6 (PE)
6 (PE)
Adverse with 1(DEP)
findings =3 1(PE)
1(PE)
Disclaimed with 1 (DEP) 7 (PE)
findings = 22 12 (PE) 2 (PE) 3(PE)

DEP - departments  PE - public entities Colour of the number indicates the audit opinion from which the auditee has moved.
Of the 27 outstanding audits, five audits remain outstanding since the 2014-15 financial year, with one new audit outstanding.

There has been an overall improvement in the audit outcomes since 2011-12,
with a slight improvement from 2013-14 when the current administration
commenced.

Over the three years (2013-14 to 2015-16), 19% of departments and 26% of
public entities improved. A total of 61 auditees (14%) (11% of departments and
15% of public entities) regressed, while 278 auditees (63%) (70% of
departments and 58% of public entities) remained unchanged. The number of
auditees with clean audits increased to 152 (31%), of which 84 had also
received clean audit opinions in 2013-14. The clean audits in 2015-16
represent 24% of the national departments, 28% of the provincial departments,
35% of national public entities and 40% of the provincial public entities.

The provinces with the biggest improvement over the three years were the
Eastern Cape (36%), KwaZulu-Natal (26%), Limpopo (26%) and Gauteng
(14%). Two provinces (Free State and Mpumalanga) regressed over the three
years. There was also an overall improvement in the national auditees (9%).

Overall, there was an improvement in the audit outcomes in 2015-16 —
departments showing a slight regression and a steady improvement in public
entities. Of the 152 auditees with clean audit opinions in 2015-16, 67% had
also received clean audit opinions in 2014-15. In total, 159 (74%) of the 214
auditees that received an unqualified audit opinion with findings in 2015-16,
had received the same opinion last year. Only 47 auditees that received an
unqualified audit opinion with findings in the previous year were able to
improve to clean audits, while some auditees still need to address their
material findings on compliance with legislation and the quality of the annual
performance reports (APRS).

The expenditure budget for departments in 2015-16 was R1 218 billion, of
which R669 billion was for operating expenditure, R70 billion for capital
expenditure and R479 billion for transfers and subsidies. The 44 departments
with clean audit opinions represent 17% of the total expenditure budget, while
the four departments that are outstanding represent 11% of the total
expenditure budget.

Figure 3 illustrates the national and provincial audit outcomes of 2014-15
compared to 2015-16 for all auditees.
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Figure 3: National and provincial audit outcomes (all auditees)
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The audit outcomes of the national sphere and four provinces improved, four
provinces regressed and one remained unchanged from the previous year. The
provinces with the highest number of auditees (departments and public
entities) with clean audit opinions in 2015-16 were the Western Cape (79%),
Gauteng (60%) and KwaZulu-Natal (35%). The provinces with the poorest
outcomes, based on the number of auditees with disclaimed and adverse
opinions or outstanding audits, were North West (22%) and the Free State
(11%). The percentage of auditees with disclaimed and adverse opinions or
outstanding audits in national government was 15%.

Refer to sections 8 and 9 for more detail on the movement in audit outcomes of
ministerial portfolios and provinces, respectively.

Education, Health and Public Works

In 2015-16, the expenditure of the national and provincial departments of
Education, Health and Public Works contributed to almost 37% of the total
spending by departments.
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Figure 4 shows the audit outcomes of the Education, Health and Public Works
departments versus the audit outcomes of the rest of the departments.

Figure 4: Education, Health and Public Works versus other
departments
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In total, 40% of these departments’ financial statements received a financially
qualified or disclaimed opinion compared to 13% of the other departments.
Except for two clean audits, all these departments had material findings on the
quality of their APRs and/or compliance with legislation. The audit outcomes
improved over the past three years but there was a slight regression from
2014-15 with the Free State Public Works and Infrastructure department losing
its clean audit status.

These sectors receive a substantial portion of the budget and are responsible
for implementing key programmes to improve the health and welfare of
citizens. Their poor audit outcomes should receive urgent attention from all role
players to ensure accountability and improved service delivery.



Legislatures

Figure 5 reflects the audit outcomes of the legislature sector that consists of
the Parliament of the Republic of South Africa (Parliament) and the nine
provincial legislatures.

Figure 5: Three-year audit outcome - legislatures
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The audit outcomes of legislatures were inconsistent in the last three years and
there has been a regression in the number of clean audits from the previous
year with five auditees (50%) having a clean audit opinion. The remaining five
auditees (50%) had a financially unqualified audit opinion with findings (an
improvement from the previous year), with material non-compliance reported
for all five auditees.

The Financial Management of Parliament and Legislatures Act, 2009 (Act No.
10 of 2009) (FMPPLA) came into effect on 1 April 2015 and is applicable to the
legislature sector. The FMPPLA introduced a number of key requirements
applicable to legislatures. These include the adoption of Standards of
Generally Recognised Accounting Practice (Grap) as a financial reporting
framework, changes to the preparation and submission of APRs and annual

budgets and legislated prescripts such as the supply chain management
(SCM) regulations.

Based on our readiness assessment performed in the previous year, we
highlighted the risks of material misstatement of the financial statements with
the first time implementation of Grap, material non-compliance with the
FMPPLA, specifically SCM regulations effective from 1 April 2015, and
inadequate planning, systems and processes for, and reporting on,
predetermined objectives.

For the period, 1 April 2014 to 31 March 2015, there was no legislative
framework applicable to provincial legislatures regulating their financial
management. Limited areas of compliance could be considered for reporting
resulting in an improvement in the 2014-15 audit outcomes that was not
sustained in 2015-16.

Most legislatures were not able to submit financial statements that are free
from material misstatements and adjustments had to be made to avoid a
qualified audit opinion. Although no material findings were reported on the
usefulness or reliability of performance information, seven auditees made
adjustments to the submitted performance information to avoid these findings.

The most concerning area of non-compliance for 2015-16 was procurement
and contract management. Eight auditees had findings in this area. For three of
these auditees the findings were assessed as not material for inclusion in the
audit report.

Schedule 4 to the FMPPLA includes further transitional provisions and if risk
areas, in particular the submission of accurate and complete financial
statements, are not adequately addressed, it could lead to a further regression
in the audit outcomes in 2016-17.

We recommend that the speakers’ forum should continue to monitor the
progress made with implementation plans to respond to the FMPPLA
requirements and ensure that the executive authorities are provided with
regular feedback on the progress.

Legislatures should also maintain a consultative relationship to leverage
knowledge concerning financial management, performance management and
compliance with legislation. The executive authority of Parliament should also
draft other required regulations, as required by section 65 of the FMPPLA,
within a reasonable period.

outcomes, while annexure 3 lists the audit outcomes for the past five
years.

° Annexure 1 lists all auditees with their current and previous year audit
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n The status of financial management
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3.1 Financial statements

Figure 1 provides a three-year overview of audit opinions on the financial
statements, the percentage of auditees that had submitted their financial
statements for auditing by the legislated date (blue line), and the percentage of
auditees that submitted financial statements that were not materially misstated
(red line). Figure 2 provides the same overview for departments and public
entities separately.

Figure 1: Three-year trend - audit of financial statements
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Figure 2: Audit of financial statements — departments and public
entities
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Figure 1 indicates that 94% of auditees had submitted their financial
statements for auditing by 31 May 2016 (or 31 March in the case of technical
vocational education and training [TVET] colleges) as required by legislation,
which is a slight improvement from the 91% in 2013-14. Six public entities have
not submitted their financial statements — some of them for more than one
year. Section 6 contains more detail on these auditees and the reasons for
non-submission. Figure 1 further shows that the audit opinion on the financial
statements had slightly regressed since 2013-14 and the previous year to 74%
unqualified opinions in 2015-16.

_— AFS submitted with no
material misstatements

Only 54% of the auditees were able to provide auditors with annual financial
statements in 2015-16 that contained no material misstatements,

an improvement from the 42% in 2013-14. This means that 59 departments
(35%) and 67 public entities (21%) received a financially unqualified audit
opinion only because they corrected all the misstatements we had identified
during the audit. A total of 27 departments and 42 public entities were unable
to make the necessary corrections to their financial statements, which resulted
in qualified, adverse or disclaimed audit opinions.



The main reason for not making corrections was the unavailability of
information or incomplete information or documentation to determine the
correct amounts to be reflected in the financial statements.

Forty per cent of the financial statements of the national and provincial
departments of Education, Health and Public Works received a qualified or
disclaimed opinion. This has remained unchanged from 2014-15. Regressions
in audit opinions were noted at Education (Free State) and two Health
(Limpopo and North West) departments.

Table 1 shows the percentage of auditees in national and provincial
government that submitted quality financial statements for auditing (i.e. with no
material misstatements) and the outcome after the corrections made.

Table 1: Status of financial statements in national and provincial
government

Financially unqualified auditees before Financially unqualified auditees after correction
correction of material misstatements of material misstatements
Portfolio
Movement from Movement from
2014-15 2014-15
( o)

National auditees 120 (52%) 186 (81%)

Eastern Cape 17 (68%) ° 24 (96%) °
Free State 6 (33%) ] 10 (56%) e
Gauteng 25 (71%) ° 35 (100%) °
KwaZulu-Natal 23 (68%) ° 29 (85%) °
Limpopo 4 (17%) o) 15 (65%) )
Mpumalanga 6 (35%) e 11 (65%) ®>
Northern Cape 10 (53%) ~ 16 (34%) °
North West 6 (19%) ®) 16 (50%) e
Western Cape 23 (96%) ®) 24 (100%) o)
Total 240 (53%) °) 366 (80%) ®

The second column of table 1 lists the low percentage of auditees in national
and provincial government that would have received an unqualified audit
opinion if no corrections were made to the financial statements (i.e. submitted
annual financial statements with no material misstatements). It also shows that
there has been an improvement in the quality of submitted financial statements
in four provinces while the quality of annual financial statements in the Free
State and Mpumalanga regressed. The fourth column of table 1 shows that the

Western Cape and Gauteng had the most number of auditees that received a
financially unqualified audit opinion (100%). The Free State and North West
regressed, while most of the other provinces improved or showed little
movement.

Continued reliance on the auditors to identify corrections to be made to the
financial statements to obtain an unqualified audit opinion is not a sustainable
practice. Over the years this has placed undue pressure on the audit teams to
meet legislated deadlines for the completion of audits, with an accompanying
increase in audit fees.

National Treasury Instruction no. 05 of 2014-15 requires departments to
prepare interim financial statements for each quarter of the financial year
ended 31 March 2016 and submit these to the National Treasury a month after
the end of the quarter. We also encourage the preparation of interim financial
statements as a control measure at all entities to assist with sound financial
management.

Although departments do comply with the submission requirements of the
instruction note, it is found that all too often the submissions are incomplete
and not of a good quality. This is indicative of the fact that the interim financial
statements are purely submitted in an effort to comply with the instruction note.
These submissions thus do not serve the intended purpose of assisting the
auditees to improve their monthly and quarterly financial management
disciplines.

Figure 3 shows the three most common financial statement qualification areas
of departments and public entities whose financial statements received a
qualified opinion, and the progress made in addressing these areas since
2013-14.
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Figure 3: Three most common financial statement qualification areas
— departments and public entities
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The number of auditees qualified in these areas has not changed significantly
over the three years.

The main reason for auditees to be qualified on property, infrastructure and
equipment was that the value of assets recorded in the financial statements
was either incorrect or we could not confirm the value at which these assets
had been recorded. The qualifications were most common in the Health sector
for departments and the TVET colleges for public entities. Of the 15
departments that were qualified in this area, 33% were from Limpopo while
57% and 23% of the public entities were from national and North West,
respectively.

The main reason for departments to be qualified on the irregular expenditure
disclosed in their financial statements was that not all irregular expenditure had
been disclosed, or sufficient evidence could not be obtained that all irregular
expenditure had been disclosed. The qualifications were most common in the
Health and Education sectors. The Free State had the highest number of
departments that were qualified on irregular expenditure at 40% in 2015-16.
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The main reason for public entities to be qualified on receivables was that they
had difficulty in accurately disclosing in their financial statements all amounts
receivable or calculating and recording receivable amounts incorrectly. The
qualifications were most common at the TVET colleges. From the 30 public
entities that were qualified on receivables, 67% and 27% were from national
and North West, respectively.

Auditees were qualified on expenditure because not all expenditure had been
recorded, sufficient evidence could not be obtained that all the expenditure had
been disclosed or expenditure was shown as transfer payments while it should
be goods and services. Furthermore, evidence could not be obtained that
transactions and events that had been recorded, had occurred. The
qualifications were most common in the Education and Health sector for
departments and the TVET colleges for public entities. The Free State had the
highest number of departments that were qualified in this area at 45%, while
national public entities and those in the North West had 68% and 18%,
respectively.

o Annexure 1 lists all auditees and the areas qualified.



3.2 Compliance with key legislation

Figure 1 depicts the number of auditees that had material findings on
compliance over the past three years, while figure 2 indicates the material
findings on compliance per auditee type and table 1 the status of compliance of
the completed audits in national and provincial government.

Figure 1: Auditees with findings on compliance with key legislation
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Figure 2: Findings on compliance with key legislation — departments
and public entities
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Table 1: Status of compliance with key legislation in national and all non-compliance with legislation has financial loss implications, e.g. material
provincial government misstatements in financial statements do not result in money being lost.

Figure 3 shows the compliance areas with the most material findings in the

e e o TS @ G year under review and the progress made in addressing these since 2013-14
Portfolio per auditee type.
o
2014-15 . o
Flgure 3: Most common areas of non-compllance - departments and
National auditees 83 (36%) @) . e
public entities
Eastern Cape 9 (36%) s
Departments Public entities
Free State 2(11%) ] ~ ~
s 52% (86) ot 37% (109)
Gauteng 21 (60%) [ ) Quality of financial ) Quality of financial .
- statements submitted 49% (80) statements submitted 6% 139
KwaZulu-Natal 12.(35%) e 62% (99) 52% (149)
| ., o) ®
Limpopo 0(0%) e Prevention of 53% (88) Prevention of 32% (94)
unauthorised, irregular o unauthorised, irregular 5
Mpumalanga 5 (29%) 3 and fruitless 50% (81) and fruitless 29% (85)
and wasteful expenditure 51% (81) and wasteful expenditure 31% (88)
Norther Cape 6 (32%) ™ ® 3
0 A Management of 47% (78) Management of 25%(73)
North West 3(9%) L ] procurement and/ 44% (71) procurement and/ 28% (80)
or contracts 0 or contracts o
Western Cape 21 (88%) @) 4% (1) 261
R ®
Total 162 (35%) @) . 25% (41) Ti;r_ling a_n;:llc:rtconte?t of 13% (38)
" o inancial statements, .
Expenditure management 29% (48) performance reports and 12% (36)
36% (58) annual reports 15% (44)
While the three-year trend reflects an improvement, non-compliance with key A~
legislation remains high. The number of departments with no material findings e 13% (21) @) WL 10% @)
Consequence management 23% (38) Revenue management 14% (41)

decreased from 51 to 45 since 2014-15, which represents a slight regression.
However, this was offset in the overall picture by an increase in the number of
public entities with no findings from 96 to 117.

Ninety per cent of the departments of Education, Health and Public Works mm

had findings on compliance with key legislation. This has relatively remained
unchanged from the previous year when 93% of these departments had

24% (38) 14% (39)

Over the past three years, we have consistently raised material findings on

findings. X X ) . i -

. _ _ o . . compliance around the quality of financial statements submitted (material
The number of au<_j|te¢s with no qomphance f|nd.|ngs |m_proved in m_ost of the misstatements); prevention of unauthorised, irregular and fruitless and wasteful
provinces, except in Limpopo which had no auditees without compliance expenditure; and the management of procurement and contracts.

findings and the Free State that regressed. The Western Cape and national

auditees remained unchanged. We report non-compliance with regard to material misstatements only in

certain circumstances, as explained in section 10. Section 3.1 provides more
Two hundred and nine (71%) of the 295 auditees with material findings on information on the improvement in material misstatements.
compliance in 2015-16 had findings with a potential negative financial impact or
findings which could cause a financial loss for the auditee or government. Not
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There has been a slight regression in the prevention of unauthorised,
irregular and fruitless and wasteful expenditure since 2013-14. Section
3.2.1 to 3.2.3 provides more information on the movements in this area.

Material findings on compliance with legislation in respect of procurement and
contract management (also referred to as SCM) have decreased since
2013-14, with only a slight decrease in 2014-15. Section 3.2.1 provides more
information on the findings and improvements in this area.

Findings on the timing and/or content of financial statements,
performance reports and annual reports of public entities have slightly
decreased over the three years.

Departments continued to struggle with expenditure management. In 2015-16
21% of departments did not pay creditors within 30 days or an agreed-upon
period — a slight improvement when compared to 24% of departments in the
previous year. More information is provided in section 3.3 on financial health on
the state of payment within 30 days across all auditees.

Effective and appropriate steps were not taken to collect all money due — this
remained a common finding under revenue management for public entities;
26 public entities (9%) had this finding when compared to 32 public entities
(11%) in the previous year.

Legislation is clear on the consequences of non-compliance with legislation
and the steps to be taken to deal with such transgressions. It is the role of
those charged with governance to investigate non-compliance and the impact
thereof, which could include financial loss through excessive expenditure
(uneconomical use of funds), fruitless and wasteful expenditure, lost revenue
and avoidable penalties and interest. Figure 3 indicates a decrease in the
number of departments with non-compliance in this area since 2013-14. The
most common finding in 2015-16 was that investigations were not conducted
into all allegations of financial misconduct by officials — 11 departments.
Section 3.2.4 provides further details on consequence management.

o Annexure 1 lists all auditees and the compliance findings.

3.2.1 Irregular expenditure caused by
weaknesses in supply chain management

Irregular expenditure

Irregular expenditure is expenditure that was not incurred in the manner
prescribed by legislation —i.e. somewhere in the process that led to the
expenditure; the auditee did not comply with the applicable legislation.

Such expenditure does not necessarily mean that money had been wasted
or that fraud had been committed. It is an indicator of non-compliance in the
process that needs to be investigated by management to determine whether it
was an unintended error, negligence or done with the intention to work against
the requirements of legislation, which, for example requires that procurement
should be fair, equitable, transparent, competitive and cost-effective.

Through such investigation it is also determined who is responsible and what
the impact of the non-compliance was. Based on the investigation the next
steps are determined. One of the steps can be condonement if the non-
compliance had no impact and negligence was not proven. Alternatively if it
was proven the steps can be disciplinary steps, recovery of any losses from the
implicated officials or even cancelling a contract or reporting it to the police or
an investigating authority.

Figure 1 illustrates that irregular expenditure can be as a result of a ‘detour’,
i.e. the transactions were not in accordance with legislation but goods and
services were received and there were no losses or fraud. Such non-
compliance can also be an indicator of more serious failure and impact.
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Figure 1: lllustration of irregular expenditure
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The PFMA is clear that accounting officers and authorities are responsible
to prevent irregular expenditure and if it takes place what the process is that
should be followed as described above.

In order to promote transparency and accountability all irregular expenditure
identified (whether by the auditee or through the audit process) is
disclosed by the auditees in their financial statements with detail on how it
was resolved — i.e. how much was investigated, recovered or condoned.

Figure 2.1 shows the three-year trend in irregular expenditure based on the
amounts that were disclosed in the financial statements of the auditees. It also
indicates the percentage of irregular expenditure identified by auditees versus
that identified by the audit process as well as the proportion of irregular
expenditure disclosed that was incurred in previous years (blue line).
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Figure 2.1: Three-year trend in irregular expenditure
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The amounts shown in figure 2.1 only include those incurred by the auditees
whose audits were completed by 12 August, the cut-off date we set for
inclusion in this general report. Although we do not include the results of the
audits completed after 12 August in the analyses in the general report (we only
summarise them in section 6), we make an exception for irregular expenditure
and fruitless and wasteful expenditure (section 3.2.2) as the amounts are so
significant.

Figure 2.2 shows the three-year trend that includes the nine auditees whose
audits we finalised after 12 August.



Figure 2.2: Three-year trend in irregular expenditure with audits
subsequently finalised included
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Figure 2.2 shows that the irregular expenditure increased by 39%

(R13 048 million) since 2013-14 as well by 78% (R20 340 million) from the
previous year. The number of auditees incurring such expenditure over the
three years has increased to 316. A total of 259 (82%) of the 316 auditees also
incurred irregular expenditure in the previous year, 233 (74%) of which has
incurred such expenditure for the past three years.

KwaZulu-Natal, Mpumalanga, North West and national auditees were the main
contributors to the significant increase in irregular expenditure from the
previous year. The sectors with the highest amounts of irregular expenditure
were, Transport (R16 806 million), Health (R7 720 million), Human Settlements
(R3 517 million) and Education (R3 244 million).

Figure 2.2 shows that 40% of the irregular expenditure was the result of acts
of non-compliance in previous years. This is typically due to one of the
following scenarios:

1. Payments were made in the current year on a contract that was
irregularly awarded in a previous year — if the non-compliance was not

investigated and condoned the payments on these multi-year contracts
will continue to be viewed and disclosed as irregular expenditure.

2. A non-compliance in previous years was only identified in the current
year and all the related expenditure (even from the previous years’)
was disclosed in the current year.

If we determine that an auditee did not fully disclose all their irregular
expenditure in the financial statements, the disclosure is qualified if material
(refer to section 3.1 for more detail). To address such a qualification auditees
typically do a very detailed review of their processes in previous years to
identify all the irregular expenditure and correctly disclose it —i.e. as per
scenario 2 above. In total, R550 million (2014-15: R1 743 million) of the
irregular expenditure as shown in figure 2.2 was as a result of auditees fully
recognising their previous year’s irregularities to address these
qgualifications.

As detailed in the previous section on compliance, inadequate action taken by
accounting officers and authorities to prevent irregular expenditure was one
of the most common material findings on compliance. We reported the findings
on compliance as material at 88 departments (53%) and 99 public entities
(33%), based on the fact that they incurred irregular expenditure in 2015-16
and the previous year, a recurrence of the transgressions that had caused the
irregular expenditure, and on our assessment that adequate controls and
processes would have prevented it.

Figure 2.2 also shows that we had identified 47% of the irregular expenditure of
2015-16 during the audit process, which means that a number of auditees did
not have adequate processes to detect and quantify all irregular
expenditure. However, this is a slight improvement compared to 48% in
2013-14 but a regression from 26% in the previous year.

Completeness of iregular expenditure

Ninety-six auditees (21%) disclosed in their financial statements that they had
incurred irregular expenditure, but the full amount was not known as it was
still being investigated. In 2014-15, 101 auditees (22%) made this disclosure.

Thirty-four auditees were qualified in 2015-16 on the completeness of the
disclosure of irregular expenditure in their financial statements.

This means that the amount of irregular expenditure for 2015-16 could have
been higher if these investigations had been completed by year-end and the
correct amounts were disclosed in the financial statements.
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What causes these high levels of irregular
expendituree

As part of our audits of SCM in 2015-16, we tested 6 008 contracts (with an
approximate value of R92 843 million) and 18 910 quotations (with an
approximate value of R2 514 million), also referred to as awards in the rest of
the report. More information on the audit we performed is included in section
11.

Figure 3 shows the number of auditees where we reported findings on
compliance with SCM legislation (whether reported in the audit report or only in
the management report) and the number of auditees that incurred irregular
expenditure over three years.

Figure 3: Irregular expenditure versus supply chain management
findings
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Although not all irregular expenditure is caused by the non-compliance with
SCM legislation (hence there are more auditees with irregular expenditure than
SCM findings), the figure highlights the correlation between poor SCM
practices and the high occurrence of irregular expenditure in national and
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provincial government. Typically, other compliance findings such as when
grants were not used for the purpose stipulated in the Division of Revenue Act
(Dora) grant framework would also result in irregular expenditure but this is
less common.

In total, R42 543 million (92%) of the irregular expenditure in 2015-16 was
as aresult of non-compliance with SCM legislation. The following were the
main areas of SCM non-compliance as disclosed by the auditees in their
financial statements, with an indication of the estimated value of the irregular
expenditure:

*  Procurement without a competitive bidding or quotation process —
R19 525 million (46%) (2014-15: 50%, R12 214 million)

* Non-compliance with procurement process requirements —
R20 657 million (49%) (2014-15: 40%, R9 801 million)

*  Non-compliance with legislation relating to contract management —
R2 361 million (5%) (2014-15: 10%, R2 337 million).

(More information on the typical findings in these areas is discussed later on in
this section.)

Table 1 shows the auditees that were the main contributors (53%) to
irregular expenditure in 2015-16. The corresponding figures for 2014-15 are
shown in italics.



Table 1: Highest contributors to irregular expenditure

2015-16
Auditee

ol Instances Nature

(Million)
Passenger Rail R13 971 335
Agency of SA Non-compliance with Construction Industry Development Regulations and in some

R551 32 instances preference point system was either not applied or incorrectly applied

Health (KZN) R2 521 32844

SCM non-compliance by implementing agents and extension of expired contracts
R839 17 949 without a competitive process

Human Settlements R2 376 200
(GP) Non-compliance with Dora regarding the use of grant money and payments made
R1928 82 against contracts that were identified in previous years as irregular
Roads and R2 032 37
Transport (GP) R1 042 2 Payments made against contracts that were identified in previous years as irregular
Health (MP) R1920 3104
SCM non-compliance by implementing agents and payments made against
R1918 329 contracts that were identified in previous years as irregular
Department of R1711 16
\é\fr:ﬁgt?:: Re7 2 SCM non-compliance by implementing agents

Implementing agents are increasingly being used to manage and implement
projects on behalf of departments. The agents can be government institutions
(e.g. the Independent Development Trust), non-governmental organisations or
private sector entities. Although there are many benefits to partnering with
other entities to deliver on projects, we often find that the agents do not follow
fair and competitive processes to procure goods and services for the projects
even though they are also required to comply with the SCM legislation. As per
table 1, this has been the cause of irregular expenditure by three of the top six
contributors. Section 3.4 provides more detail on our findings on the use of
implementing agents for key projects funded by conditional grants.

We did not investigate the irregular expenditure as that is the role of the
accounting officer. However, through our normal audits we confirmed that
goods and services were received for R37 981 million (89%) of the

R42 543 million in irregular expenditure relating to SCM compliance, despite
the normal processes governing procurement not having been followed.
However, we could not confirm that these goods and services had been
procured at the best price and that value was received for the money spent.

Supply chain management

We have been auditing and reporting on the weaknesses in SCM for a number
of years and our messages have been consistent on the need to pay urgent
and focused attention to improving the SCM processes.

Figure 4 depicts the number of auditees that had SCM findings and those
where we have reported material findings on compliance in the audit report
since 2013-14. Please note that the remainder of this section includes only the
results of the audits completed by 12 August.

Figure 5 shows the status of SCM findings at departments and public entities,
while table 2 illustrates the progress made with regard to auditees with no
findings on SCM.

Figure 4: Status of supply chain management

26% (120) 22% (99) 20% (89)

2015-16 201415 201314
457 auditees 451 auditees 444 auditees
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— SCM findings in 2015-16 had findings that had a potential negative financial
impact or findings that could cause a financial loss for the auditee or
Table 2: Progress made with regard to supply chain management by government.
national and provincial government Figure 6 provides a three-year overview of the most common findings on SCM
— all of which can have a potential negative financial impact. All, except the
finding on adequate performance measures, lead to irregular expenditure.

Auditees with no findings on supply chain management

penalties and interest. Two-hundred and nine (77%) of the 271 auditees with
Portfolio

Movement from
2014-15
National auditees 100 (47%) e

Eastern Cape 7 (28%) @)

Free State 2 (11%) o)

Gauteng 2 (63%) PN

KwaZulu-Natal 16 (47%) @)
Limpopo 5 (22%) o>
Mpumalanga 1(6%) s
Northem Cape 2 (11%) @)
North West 7 (22%) 3
Western Cape 15 (63%) \.f

Total 186 (41%) o)
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Figure 5: Status of supply chain management - departments and The _overall status OT auditees with no SCM findings slightly regrgssgd since the
public entities previous year and since 2Q13-14, m_ostly as a result_of a regression in SCM
o status at departments. National auditees and those in the Western Cape and
Departments Public entities . .
Mpumalanga regressed since the previous year and only North West has
improved.
The number of auditees with material findings slightly decreased since
2013-14, which shows auditees are paying more attention to SCM. However,
there has been no movement since 2014-15 and it was of great concern that
almost half of the departments and one of every four public entities did not
comply materially with SCM legislation.

e 2% () Not all non-compliance has a financial impact, but some legislative
requirements, if not met, may result in the auditee facing a risk of financial loss
through excessive expenditure (uneconomical use of funds), fruitless and
wasteful expenditure, lost revenue, failure to recover debt and avoidable
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Figure 6: Findings on supply chain management

{

Three written quotations not invited

30% (139)
29% (128)
34% (146)

o)

Competitive bidding not invited

21% (96)
17% (74)
18% (79)

o

Supplier tax affairs not in order

14% (63)
15% (66)
17% (74)

{

129% (53)

Declarations of interest not submitted 14% (61)
10% (44)
@) 10% (44)
Preference point not applied 12% (51)
11% (49)
® .,
Inadequate contract performance measures and 9/:5;0% 45)
g o
monitoring 4% (17)
®) 6% (27)
Contracts amended or extended without approval 5% (20)

7% (30)

The most common findings for the past three years have been the deviations
from the prescribed procurement processes. Three written quotations or
competitive bids were not invited to enable selection of a supplier based on a
competitive and fair process. Although such deviations are allowed we find that
it is often not approved or that it has been approved but the deviation was not
reasonable or justified.

There has been little movement in the past three years in the occurrence of
these common findings — only slight improvements in some areas and slight
regressions in other.

Figure 7 provides a three-year overview of all the SCM areas on which
auditees had findings, the number of auditees where the findings raised were
material enough to be reported in the audit report, as well as the extent of
awards made to employees and close family members of employees.

Figure 7: Findings on supply chain management

{ ,
Uncompetitive or 2015-16 | 25% (112) 29% (135) 54% (247)
unfair R 0, o
et 2014-15 | 19% (86) 32% (140) 51% (226)
processes 201314 15% (67) 36% (155) 51% (222)
@) ,
Inadequate 2015-16 | 13% (61) 2% (9) 15% (70)
contract 2014-15 17% (73) 1% (6) 18% (79)
management J
2013-14 12% (50) 3% (13) 15% (63)
( 24 q
201516 | 7% (32) 4% (19) 11% (51), R735 million
Awards to close 1 -
family members of 201415 | 6% (27) 5% (20) 11% (47), R994 million
employees 201314 | 4% (18) 5% (21) 9% (39), R1 518 million
@) .

201516 | 4% (16) 3% (14) 7%(30)
Limitation in b
planned scope of 201415 | 4% (19) 3% (13) 7% (32)

audit of awards 201314 | 5% 24 TED)] o

@) i
201516 | 4% (18) 2% (11) 6% (29), R129 million
201445 | 4% (17) 2% (10) 6% (27), R101 million
201314 |3% (14) 5% @22 % (36) Ritamilion

Awards to
employees

With findings With material findings

The number of auditees with findings in the different SCM areas also remained
almost unchanged over the three years. The level of material findings remained
unchanged in all SCM areas except that of uncompetitive or unfair
procurement processes, which improved over the three years.

Figure 7 reflects little movement in the number of auditees with findings on
awards made to suppliers in which employees or their close family
members had an interest.

Although such awards are not prohibited by current legislation, it is of concern
that there was little progress in addressing the lack of financial interest
declarations by the employees and suppliers. At 16 departments, employees
did not declare their interest in awards of R59 million, while suppliers did not
declare their interests in awards of R336 million at 30 departments. Employees
also failed to declare their family members’ interest in awards of R320 million at
23 departments.

The possibility of undue influence cannot be discounted, especially if the
person, including SCM officials, could have influenced the procurement
processes for these awards, which could have created opportunities for
irregularities.
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We again point out that a failure by suppliers to declare the interest of
employees and other state officials constitutes a fraudulent act and should be
investigated and dealt with in accordance with legislation. Section 3.2.4 on
consequence management provides more information on what we reported to
management in the last three years.

We audited in 2015-16 whether procurement at auditees was done in
accordance with legislative requirements to procure certain commodities
from local producers. We have identified and reported non-compliance in this
regard at 21 auditees and we will continue to increase our audit focus on this
important government initiative.

In 2015-16 we were unable to audit awards to a value of R2 526 million at

31 auditees because the auditees could not provide us with evidence that
awards had been made in accordance with the requirements of SCM
legislation, as the documentation either did not exist or could not be retrieved
as a result of poor document management.

Table 3 lists the extent of limitations in national and provincial government over
three years.

Table 3: Extent of limitations on planned audits

gotclo Number of Amount Number of Amount Number of Amount 2(;1051;(:;’5
auditees R million auditees R million auditees R million

Nt Ve —--m—m-

National auditees

Eastern Cape
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While the number of auditees where limitations were experienced in 2015-16
decreased only slightly from the previous year, there has been a more visible
improvement from 2013-14 — especially at national level. The value of these
limitations varied over the three years as it depends on the value of the
relevant contract awarded in the year.

These limitations had the following impact:

*  The procurement processes could not be audited by us, the internal
auditors or investigators.

*  There was no evidence that auditees had followed a fair, transparent
and competitive process for all awards. Should unsuccessful bidders
request information on the process, also for possible litigation purposes,
it would not be available.

*  We could not determine whether these awards were irregular and, as a
result, the true extent of irregular expenditure could not be determined.

*  Our general report, audit reports and management reports did not
reflect the true extent of non-compliance with SCM, irregularities and
possible fraud.

*  Poor record management created an environment in which it was easy
to commit and conceal improper or illegal conduct.

The SCM weaknesses require immediate and focused action to ensure that the
principles of fairness, transparency, completeness, equity and cost-
effectiveness in procurement processes are consistently applied. Attention paid
in this regard will also address the very high amounts of irregular expenditure
incurred annually.

0 Annexure 1 shows the auditees with irregular expenditure,
while annexure 2 lists the findings on SCM.

3.2.2 Fruitless and wasteful expenditure

Fruitless and wasteful expenditure refers to expenditure that was made in vain
and could have been avoided had reasonable care been taken.

Figure 1.1 depicts the extent of fruitless and wasteful expenditure over the past
three years and the proportion thereof that was identified during the audit and
not by the auditee.



Figure 1.1: Three-year trend in fruitless and wasteful expenditure

R1 177 million
R1 079 million (236 auditees [55%)])
(257 auditees [56%)])

R954 million
(240 auditees [55%)])

R871 million
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(76%) R654 million
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The amounts shown in figure 1.1 only include those incurred by the auditees
whose audits were completed by 12 August, the cut-off date we set for
inclusion in this general report. Although we do not include the results of the
audits completed after 12 August in this general report (we only summarise
them in section 6), we make an exception for irregular expenditure (section

3.2.1) and fruitless and wasteful expenditure as the amounts are so significant.

Figure 1.2 shows the three-year trend that includes the nine auditees whose
audits we finalised after 12 August.

Figure 1.2: Three-year trend in fruitless and wasteful expenditure with
audits subsequently finalised included

R1 366 million
(263 auditees [56%])

R1197 million
(241 auditees [56%])

R1 041 million
(246 auditees [55%])

R898 million

(66%) R749 million HE
(72%) R674 million

(56%)

2015-16 2014-15 2013-14

Identified by auditees _

Figure 1.2 shows that the amount of fruitless and wasteful expenditure has
increased by 31% since the previous year as well as by 14% since 2013-14.
The number of auditees that incurred this expenditure has also increased by
9% since 2013-14 and by 7% since the previous year.

A total of 213 auditees (81%) incurred fruitless and wasteful expenditure in
2015-16 as well as in the previous year, of which 177 (67%) had incurred such
expenditure for the past three years.

KwaZzZulu-Natal, Mpumalanga and national auditees were the main contributors
to the significant increase in fruitless and wasteful expenditure from the
previous year as well as since 2013-14.

The following auditees were the main contributors (72%) to fruitless and
wasteful expenditure in 2015-16:

*  Compensation Fund: R404 million — three instances
(2014-15: R17 million — 71 instances)

Consolidated general report on the national and provincial audit outcomes 2015-16
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* Passenger Rail Agency of South Africa: R255 million — 261 instances
(2014-15: R20 million — three instances)

*  Education (KwaZulu-Natal): R142 million — 446 instances
(2014-15: R3 million — 662 instances)

* Education (Eastern Cape): R74 million — 1 727 instances
(2014-15: R8,5 million — 33 instances)

«  Water and Sanitation: R59 million — 198 instances
(2014-15: R1,5 million — seven instances)

e Basic Education: R44 million — one instance
(2014-15: R28 000 — one instance).

These auditees are among those that had incurred such expenditure for the
past three years.

The general nature of the fruitless and wasteful expenditure related to the
following:

* Interest on overdue accounts and late payments as well as penalties —
R167 million (12%) (2014-15: 21%, R223 million)

«  Litigation and claims — R589 million (43%) (2014-15: 55%, R569 million)

*  Other (e.g. cancellation fees for accommodation and non-attendance of
training) — R610 million (45%) (2014-15: 24%, R249 million).

Of the R1 366 million incurred in 2015-16, R23 million (2%) was incurred by
auditees in order to avoid further fruitless and wasteful expenditure or losses
which often relate to the cost of cancelling irregular contracts or the contracts
of non-performers.

As detailed in the section on compliance (section 3.2), inadequate action taken
by accounting officers to prevent fruitless and wasteful expenditure was one of
the most common material findings on compliance. We reported the findings on
compliance as material at 40 departments (24%) and 50 public entities (17%)
based on the fact that they incurred fruitless and wasteful expenditure in the
year under review as well as previous years, a recurrence of the action that
had caused the fruitless and wasteful expenditure, and on our assessment that
adequate controls and processes would have prevented it.

Figure 1.2 further illustrates that we had identified 34% of the fruitless and
wasteful expenditure amount during the audit process, which means that some
auditees did not have adequate processes to detect and quantify all fruitless
and wasteful expenditure, as required by legislation. This is an improvement
since 2013-14 but a regression from the previous year.

o Annexure 1 shows the auditees with fruitless and wasteful expenditure.
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3.2.3 Unavuthorised expenditure

Unauthorised expenditure is expenditure by departments that was not spent in
accordance with the approved budget.

Figure 1 depicts the extent of unauthorised expenditure over the past three
years and the proportion thereof that was identified during the audit and not by
the auditee.

Figure 1: Three-year trend in unauthorised expenditure

R1 875 million
(29 departments [18%)])
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(5%)

R1 248 million
(22 departments [14%])
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(22 departments [13%)])
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R1 224 million
(98%)

R652 million
(70%)
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Figure 1 shows that the amount of unauthorised expenditure had decreased by
26% since the previous year and 51% since 2013-14. The overall decrease in
unauthorised expenditure over three years is largely due to significant
decreases in North West (97%), Eastern Cape (93%) and Limpopo (96%). The
reasons for the reduction in unauthorised expenditure in these provinces
included intervention by national government in terms of section 100 of the
Constitution, disciplinary and criminal charges were instituted against those
responsible.



A total of nine (41%) of the 22 departments also incurred unauthorised
expenditure in the previous year, seven of which had incurred such
expenditure every year for the past three years.

The following departments were the main contributors (75%) to unauthorised
expenditure in 2015-16:

* International Relations and Cooperation (national): R167million
(2014-15: RO million)

*  Education (Free State): R157 million (2014-15: R589 million)
* Health (KwaZulu-Natal): R147million (2014-15: R128 million)
* Basic Education (national): R132 million (2014-15: R6 million)
* Health (Northern Cape): R93 million (2014-15: R92 million).

These departments are among those that had incurred such expenditure for
the past three years, except the departments of International Relations and
Cooperation and Basic Education. The Department of Basic Education incurred
such expenditure in the past two years, while the Department of International
Relations and Cooperation incurred such expenditure only in 2015-16.

Overspending of the budget or main sections within the budget was the reason
for 79% (2014-15: 100%) of the unauthorised expenditure. Poorly prepared
budgets, inadequate budget control and a lack of monitoring and oversight
were some of the reasons for the overspending. Twenty-one per cent of the
unauthorised expenditure was as a result of expenditure not used for its
intended purpose by the national Department of Basic Education

(R132 million), Limpopo Department of Economic Development, Environment
and Tourism (R555 000) and Northern Cape Department of Cooperative
Governance, Human Settlements and Traditional Affairs (R61 million).

Figure 1 shows that we had identified 30% of the unauthorised expenditure
amount during the audit process, which means that some departments did not
have adequate processes to detect and quantify all unauthorised expenditure.
This is a regression from 2013-14 as well as the previous year.

As detailed in section 3.2 on compliance, inadequate steps taken by
accounting officers to prevent unauthorised expenditure constituted one of the
most common material findings on compliance. We reported the findings on
compliance as material at 13 (8%) of the 166 departments based on the fact
that they had incurred the same type of unauthorised expenditure in the year
under review and previous years and on our assessment that adequate
controls and processes would have prevented it.

° Annexure 1 shows the auditees with unauthorised expenditure.

3.2.4 Fraud and consequence management

The PFMA and its regulations clearly stipulate that management should
investigate matters such as incurring unauthorised, irregular and fruitless and
wasteful expenditure, the possible abuse of the SCM system (including fraud
and improper conduct), and allegations of financial misconduct and possible
fraud. Appropriate actions should be taken based on the outcomes of the
investigations. This section provides our observations and findings on how the
auditees manage possible fraud cases and unauthorised, irregular as well as
fruitless and wasteful expenditure.

Reporting and follow-up of possible fraud cases

Our audits have shown that 90% of auditees had mechanisms in place for
reporting and investigating transgressions or possible fraud (e.g. policies,
codes of conduct, fraud reporting mechanisms, role classifications and record
keeping of processes). Only 46 auditees (10%) had shortcomings in areas
such as policies, codes of conduct, role clarification, mechanisms for reporting
fraud and record keeping of processes followed for financial misconduct or
transgressions.

In 2015-16, 2 147 cases of possible fraud were reported at 129 auditees
through their internal mechanisms such as a fraud hotline.

Figure 1 shows the rate of investigation at these auditees.

Figure 1: Investigation of possible cases of fraud reported
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At an overall basis the internal mechanisms for investigating possible fraud
were found to be in place with only 11% of the cases not being investigated.
Of the 129 auditees, 98 auditees (76%) investigated 80% or more of the cases
of fraud reported. Only 18 auditees (14%) investigated either none or less than
50% of the cases reported. Twenty-five per cent of the 1 903 cases
investigated resulted in disciplinary actions, civil recoveries or criminal
proceedings, while 16% were referred to law enforcement agencies for
investigation.

Supply chain management findings reported for
investigation

We report all our findings on SCM compliance and weaknesses to
management for follow up. If there are indicators of possible fraud or
improper conduct in the SCM processes, we recommend that management
conduct an investigation. Figure 2 illustrates the extent of SCM findings we had
reported to management for investigation.

Figure 2: Supply chain management findings reported to management
for investigation

Supplier submitted false declaration of interest

21% (96), 2 573 instances
15% (66), 900 instances s
9% (39), 396 instances

Employee failed to disclose interest in supplier

13% (59), 598 instances
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Other SCM findings reported for investigation
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8% (33), 1 878 instances

Payments to possible fictitious suppliers
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Payment in spite of poor delivery by suppliers
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1% (3), 3 instances
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In 2015-16 we reported these types of findings at 158 auditees (34%), a
regression from the 127 auditees (29%) in 2014-15 as well as from the 75
auditees (17%) in 2013-14. In total, 65% of the 127 auditees that had such
findings in 2014-15 had similar findings in 2015-16.

There was little change in the type of findings reported as per figure 2,
except for the increase in reporting on false declaration by suppliers over
the past three years.

Investigation and follow-up of unauthorised,
iregular and fruitless and wasteful expenditure

Figure 3 shows the overall status of investigations at the auditees that had
incurred unauthorised, irregular and fruitless and wasteful expenditure in
the previous year.

Figure 3: Investigation of unauthorised, irregular and fruitless and
wasteful expenditure

2015-16 2014-15

318 auditees 329 auditees

At over 80% of the auditees the accounting officer or authority conducted the
required investigations into unauthorised, irregular and fruitless and
wasteful expenditure. There was a slight improvement from the previous



year, but 24 of the 63 auditees that did not conduct investigations in 2014-15
also did not do the required investigations in 2015-16.

Although investigations were done, insufficient steps were taken to recover,
write-off, approve or condone unauthorised, irregular and fruitless and
wasteful expenditure of the 2014-15 and 2015-16, as required by the Public
Finance Management Act, 1999 (Act No. 1 of 1999) (PFMA). As a result the
year-end balance of irregular expenditure that has accumulated over many
years and has not been dealt with as required in terms of the PFMA, was
R100,7 billion, while that of unauthorised expenditure was R5 399 million and
fruitless and wasteful expenditure R3 174 million.

The main reason for the accumulation of the irregular expenditure is that in
most cases an auditee cannot condone its own irregular expenditure —
condonement is requested from the owners of the legislation that was
transgressed, mostly the National Treasury, which typically requires additional
information and takes some time to consider the condonement. Some of the
irregular expenditure was also incurred a number of years ago and the persons
responsible are no longer in the service of the auditee or information is no
longer available.

Compliance with legislation on consequence
management

As detailed in section 3.2 we raised material findings on compliance with
legislation in respect of consequence management at 38 (8%) of the
auditees (2014-15: 75 [17%]). Figure 4 shows the extent of the non-compliance
per type of transgression — ‘material findings’ means that the non-compliance
was so significant that we reported it in the audit reports of those auditees,
while ‘with findings’ means there was non-compliance but to a lesser degree.

Figure 4: Transgressions for which there was inadequate consequence
management
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There was little change from the previous year with regard to consequence
management for transgressions, except the improvement in irregular
expenditure follow-up.

[ M

We reported the following main material findings on compliance in the audit
reports:

* Nineteen auditees failed to take appropriate disciplinary steps against
officials who made or permitted irregular expenditure, while 13 auditees
failed to take appropriate disciplinary steps against officials who made
or permitted fruitless and wasteful expenditure.

*  Ten auditees failed to investigate allegations of financial misconduct
committed by the accounting officer, while 11 auditees failed to conduct
investigations in all allegations of financial misconduct committed by
other officials.
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Conclusion

In conclusion, most auditees had the required internal mechanisms to ensure
that possible fraud cases are reported and investigated. Unauthorised, irregular
and fruitless and wasteful expenditure was investigated as required. At an
overall level there were only a few auditees that did not correctly follow up on
fraud, financial misconduct and unauthorised, irregular as well as fruitless and
wasteful expenditure.

However, this has not yet had the desired impact of discouraging unauthorised,
irregular and fruitless and wasteful expenditure and fraud and improper
conduct. We also continue to report inadequate consequence management as
a root cause of poor audit outcomes.

The only conclusion that can be made is that the consequences for
transgressions are not serious enough; such consequences are not
communicated to all officials and are probably not applied consistently. We will
further increase our focus on fraud and consequence management in order to
report the reasons.

3.3 Financial health

Our audits included a high-level analysis of 11 financial health indicators for
departments and 10 financial health indicators for public entities to provide
management with an overview of selected aspects of their current financial
management and to enable timely remedial action where the auditees’
operations and service delivery may be at risk. We also performed audit
procedures to assess whether there were any events or conditions that might
cast significant doubt on an auditee’s ability to continue its operations in the
near future. Based on the analysis, each auditee was given an overall
assessment as follows:

Good Two or fewer unfavourable indicators

More than two unfavourable indicators

Of concern

Significant doubt that operations can continue in
future and/or where auditees received a disclaimed or
adverse opinion, which meant that the financial
statements were not reliable enough for analysis
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Figure 1 shows our assessment of the financial health of auditees over the past
three years. Figure 2 shows the assessment of the financial health of
departments and public entities for 2015-16 and table 1 shows the status and
movement in national and provincial government.

Figure 1: Regression in number of auditees with indicators of financial
health risks (overall)
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Figure 2: Number of auditees with indicators of financial health risks — Table 1: Status of financial health in national and provincial
departments and public entities government (status of previous year included in brackets)
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The number of auditees we assessed as having a good financial health status
has decreased since 2013-14, with the main regression in 2014-15 and a
further slight regression in 2015-16. However, the movement is solely
attributable to departments that significantly decreased from 86 (54%) in
2013-14 to 77 (48%) in 2014-15 and a further regression in 2015-16 where
only 40 (24%) were assessed as ‘good’.

In 2014-15, auditees in the Eastern Cape, Limpopo, Mpumalanga and the
Western Cape were the main contributors to the regression.

In 2015-16, the departments further regressed but public entities improved.
The Eastern Cape (10 auditees) and Western Cape (six auditees) had the
highest number of auditees that lost their good indicator status, while only
Mpumalanga increased their number of auditees with good financial health
(two auditees). The ministerial portfolios and provincial summaries in sections
8 and 9 provide more insight on the reasons for the movements.

Over the three years, there has been a slight increase of auditees in the
‘intervention required’ category (eight departments and 30 public entities in
2013-14 to 10 departments and 39 public entities in 2015-16). This was as a
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result of our assessment that financial statements with adverse or disclaimed
audit opinions require intervention as they are not reliable for financial analysis.
This has only been fully implemented in 2014-15.

Further details are provided for the main financial indicators used for these
assessments over the three years. The following legend applies to the figures

shown:
[ars10 | aners | aniote

Figure 3 shows the number of auditees with material uncertainty with regard to
ability to operate in the near future.

Figure 3: Going concern uncertainty

Material uncertainty with regard to ability to operate in near future
8% (36)

8% (36) o)

9% (39)

Twenty-seven public entities and nine departments either disclosed in their
financial statements that a material uncertainty existed with regard to their
ability to operate in the foreseeable future (i.e. as a going concern) or were
qualified because such disclosures were not included in the year under review.
This has remained unchanged from the previous year. The public entities
included the South African National Roads Agency Limited (Sanral), the Road
Accident Fund (RAF), two TVET colleges and seven public entities in North
West. Eight of the nine departments were in the Free State.

Figures 4 and 5 show the typical indicators of going concern uncertainty over
the past three years in addition to the revenue management and creditor-
payment indicators detailed later in the section.

To understand and interpret the indicators for departments, it should be noted
that departments prepare their financial statements on what is called the
modified cash basis of accounting. This means that the amounts disclosed in
the financial statements are only what was actually paid during the year and do
not include accruals (the liabilities for unpaid expenses) at year-end. While this
basis of accounting is common for government accounting, we believe it is
important for management to understand the status of departments’ financial
health which may not be easily seen in the financial statements prepared on
this basis.

To perform this analysis, we reconstructed the financial statements of
departments to determine whether they would still have reported surpluses for
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the year had they used the accrual basis of accounting that is applied by public
entities and local government. We also assessed the impact on the 2016-17
financial years’ budget of the 2015-16 expenses that were incurred, but unpaid,
at March 2016.

Figure 4: Financial position of departments

The year-end bank balance was in overdraft

22% (36)
19% (31) ®)
24% (38)

Expenditure exceeded revenue
30% (50)
23% (37)

18% (29)

o
v

More than 10% of next year’s budget (excluding employee
cost) will fund current year cash shortfall

15% (24)
13% (21) | )

As per figure 4, the reconstructed financial statements showed that 30% of
departments incurred a deficit instead of the surplus they reported, an increase
from the previous year. This is a significant increase over the past three years.

In total, 115 departments (69%) technically had insufficient funds to settle all
liabilities that existed at year-end if the unpaid expenses at year-end were also
taken into account. For most of the departments, this would have a minor
impact, but 11 departments started the year with more than 10% of their
budget effectively pre-spent. However, as shown in figure 4, if the budget for
employee cost is not taken into account, 24 (15%) have spent more than 10%
of the operating expenditure budget. Of these 24 departments, all but three are
provincial departments and include three Education, five Health and three
Public Works departments.

A further matter that requires attention is the 36 departments that had an
overdraft at year-end, although there has been a slight improvement over the
three years. This was largely a result of the previous year’s unauthorised
expenditure and overspending.



The financial position of departments will only improve if expenditure is more
effectively monitored in-year, as and when incurred (and not just when paid),
and by improving systems to promptly account for liabilities incurred.

The inability of government to monitor the actual spending patterns and to
identify the departments with serious cash shortfall issues can hamper the
success of cost containment measures. This, in turn, could create pressure on
the fiscus when the continuing ‘roll-over’ of spending results in departments not
being able to pay their creditors and deliver on services.

Figure 5: Sustainability indicators for public entities

A net current liability position was realised

18% (51)
18% (48) o)
17% (45)
A deficit for the year was realised
40% (112)
37% (100) e
34% (89)
The year-end bank balance was in overdraft
<0% (1)
| 1% 3) ®)
<0% (1)

There has been a steady increase over the three years in the number of public
entities that have spent more than their available financial resources (thus a
deficit) (40%). The national public entities made up 64% of those with deficits.
Eighteen per cent of public entities had current liabilities that exceeded their
current assets, which raises a concern over their ability to repay their current
liabilities in the short term. Movement has been limited for the sustainability
indicators for public entities.

The number of public entities with year-end bank balances in overdraft has
remained unchanged since 2013-14.

Even though the majority of public entities that incurred deficits for the financial
year would be able to continue their operations, the negative indicators raised
concerns about the financial viability of some and the pressure to acquire
additional funding from government.

Figures 6 and 7 show the departments and public entities with extended debt-
collection periods (more than 90 days) as well as the expected uncollectability
of amounts owed to them.

Figure 6: Revenue management indicators — departments

More than 10% of debt irrecoverable

22% (37)
19% (30) o)
17% (27)

Debt-collection period of more than 90 days

32% (53)
29% (47) °)
27% (43)

Figure 7: Revenue management indicators — public entities

More than 10% of debt irrecoverable

40% (113)

34% (90) o
30% (78) b

Debt-collection period of more than 90 days
22% (61)

23% (61) o)
17% (45)

Forty per cent of public entities estimated that more than 10% of amounts
owed to them would not be paid, while only 22% of departments had the same
expectation. There has been an increase over the three years for public entities
and a slight increase for departments. The main contributors to the regression
were national auditees (64%).

As part of our analysis, we calculated the average number of days it took
auditees to collect debt they deemed to be recoverable. In total, 22% of public
entities and 32% of departments had an average collection period of over 90
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days in the year under review. There has been limited change over the three
years.

As departments use the modified cash basis of accounting, revenue earned but
not yet received is not reported in the statement of financial performance. All
debts that are not recovered should be considered in the context of revenue
that has been, or could be, lost to the state.

The root causes of long-outstanding debts, which place revenue funds under
pressure or impact on the ability of public entities to operate, remain poor
revenue collection and debt management practices and a poor economic
climate.

Figure 8: Creditor-payment period
Creditor-payment period for more than 30 days

45% (202)

48% (206) o)

45% (188)

Creditor-payment period for more than 90 days
13% (57)

10% (42) o)

11% (44)

A total of 202 auditees (158 public entities and 44 departments) took more than
30 days to pay their creditors, with no improvement since 2013-14 and little in
the previous year. The major contributors were the national auditees that made
up 58% of the total. These numbers however significantly decreased when
assessed over 90 days as only 57 auditees (13%) took more than 90 days to
pay their creditors, this comprised of two departments and 55 public entities.
The number of auditees has slightly increased over the three years with limited
increase from the previous year.

As reported in section 3.2, the inability of auditees to pay within 30 days is one
of the most common compliance findings we had raised. Delayed payments
affect the cash flow of the suppliers government is doing business with and is
in sharp contrast with the objectives of stimulating the economy and supporting
especially smaller businesses. The slow progress in this regard is surprising as
30 day payments have been the focus of monitoring departments such as the
National Treasury and DPME. Oversight committees are also increasingly
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focusing on this. Although delayed payments are typically as a result of poor
controls and processes, it can also be concluded that the financial difficulty
some auditees are in and the lack of cash to honour their obligations (as
described earlier in this section) are contributing to this.

Q Annexure 1 lists the auditees’ financial health indicators.

3.4 Management of grants

Grants totalling R85 billion (2014-15: R80,6 billion) were allocated to 82
provincial departments (2014-15: 67 departments) in 2015-16 through the
Division of Revenue Act, 2016 (Act No. 3 of 2016) (Dora). These grants are
conditional and may only be used for their stipulated purposes.

Due to unspent funds of R1,1 billion (2014-15: R1,4 billion) rolled over from the
previous financial year, the departments had R86,03 billion (2014-15:
R82 hillion) to spend on programmes and projects funded from these grants.

Our audits at 72 of the provincial departments included testing compliance with
Dora and the individual grant frameworks, as well as the achievement of
planned targets for selected projects or programmes funded by each allocation.

Figure 1 depicts the percentage of grants spent by the provincial departments
in 2015-16 and 2014-15.

Figure 1: Spending of total conditional grants

R86,03 billion R82 billion
(82 departments) (67 departments)

R1,09 billion (1%)

R1,8 billion (2%)

2015-16 201415




At an overall basis there have been high spending levels for these grants
over the past two years. However, 21 (26%) of the provincial departments that
received grants underspent on one or more grants by more than 10% —

a significant increase from the 11 departments in 2014-15. Five of the
departments were in the Arts and Culture sector and the underspending related
to the community library services grant. Five of the Health departments
underspent by more than 10% — three of which underspent on the national
health insurance grant. Some of the highest underspending was on the
expanded public works programme grant and the maths, science and
technology grants in education. The underspending was most common in

North West (four departments), Free State (three departments), Gauteng (three
departments) and Limpopo (three departments).

The 21 departments were collectively responsible for R845 million (78%)
(2014-15: R860 million, 46%) of the total underspending of R1,09 billion
(2014-15: R1,8 billion). The reasons for significant underspending include the
following:

*  Poor monitoring of grant spending.

« Delays by service providers in terms of delivery of goods and services.
* Delays in appointment of workers and/or suppliers.

» Delaying the project start dates.

+  Slow implementation of projects, especially by small contractors.

We tested 386 key projects in 72 provincial departments. At only six (8%) of
these departments did we identify that the grants money was not used for its
intended purpose, and we reported it accordingly in the audit reports as a
material non-compliance with Dora. The departments were three Health
departments (Free State, KwaZulu-Natal and North West), two Human
Settlement departments (Gauteng and Northern Cape) and Limpopo
Department of Education.

Figure 2 shows the number and percentage of the 386 projects tested, which
achieved the targets set for the programmes funded by the grants. The projects
in the red category are those where either the targets were not achieved or not
evaluated by the department.

achieved or evaluated was R31 694 million of which R30 818 million (97%)
was spent. In total, 76 (63%) of these projects were in the Education (49
projects) and Human Settlements (27 projects) sectors and the grants mostly
affected were the human settlement development grant (R4 552 million: 26
projects) and the education infrastructure grant (R3 573 million: nine projects).

Figure 3 shows the number and percentage of provincial departments where
these key projects were tested. The departments in red are those where either

the targets were not achieved or not evaluated.
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Figure 2: Achievement of planned targets — projects |
The grant amount provided for the 120 projects where the targets were not
53



Figure 3: Achievement of planned targets — departments

2015-16 201415

72 departments 67 departments

As shown in figure 3, 35% of the departments failed to achieve planned targets
for specific projects, a regression when compared to 19% in the previous year.

Departments often use implementing agents to manage and implement the
projects funded by grants. We tested 78 key projects at 18 provincial
departments where implementing agents were used. Figure 4 shows our
findings on these 78 projects in comparison with projects that did not use
implementing agents.
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Figure 4: Use of implementing agents

SCM findings and misstatements on
projects managed by departments

SCM findings and misstatements on projects
managed by implementing agents
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40% (31)
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We identified non-compliance with SCM legislation on 16% of the key projects
managed by departments, but the level of non-compliance was significantly
higher where implementing agents were used. The ability to correctly account
for the assets and expenditure was also negatively affected as the
implementing agents often did not have adequate registers and controls in
place.

The majority of the poorly managed projects where implementing agents were
used were in the Eastern Cape and in the Education sector.

Conditional grants are allocated to drive specific government objectives. It is
important that projects and programmes funded by grants are tightly managed
to ensure that they not only meet the set targets, but also deliver the intended
outcomes.



3.5 Conclusion

In the past three years there has been little improvement in the financial
management and administration of departments and public entities.

The opinions on the financial statements have improved in some provinces and
portfolios and regressed in others, but the majority of the auditees with
modified opinions have not been able to fully address their accounting
problems over the past three years. We also continue to receive a high number
of poor quality financial statements for auditing, which calls into question
whether the in-year reporting and management of finances by these auditees
are solid.

The signs of poor financial management are apparent in the increasing
occurrence of deficits, departments funding cash shortfalls from the next year’s
budget, poor revenue management and the inability to pay creditors within the
required 30 days. The weaknesses in managing key projects funded by grants
and managing implementing agents further indicate that some departments do
not closely monitor and actively manage the project delivery and finances.

Compliance with legislation, specifically SCM legislation, is not improving at the
rate required to inspire confidence in national and provincial government’s
commitment to stay within the parameters of the law. Departments and public
entities are under increasing pressure to deliver on their service delivery
promises, while budgets are being cut and the financial resources are
dwindling. This requires prudent management of resources and strong control
over procurement processes and delivery by service providers. In the past
three years there has been little improvement in the SCM practices and
expenditure management, resulting in increasing levels of irregular
expenditure, fruitless and wasteful expenditure and lost opportunities to save
costs and ensure value for money.

Several auditees across the country have demonstrated sound financial
management and accounting practices and prudent management of resources
and serve as an example of good governance and accountability. However, we
are concerned that those departments and public entities that are at the
forefront of service delivery in terms of education, health and infrastructure
development are the ones faring the worst.
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n The status of performance
management
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4. Annual performance reports

Figure 1 provides an overview of audit outcomes on the APRs, the APRs
submitted with no material misstatements (red line) and the auditees that did
not submit APRs or submitted them late over a period of three years, while
figure 2 shows the same per auditee type. Table 1 provides the status of APRs
in national and provincial government.

Figure 1: Findings on annual performance reports and quality and
timeliness of submission for auditing

3% (11)
<1% (1)

2015-16 201415 201314
423 auditees 418 auditees 416 auditees

: Submitted APR with no
__ NoAPR/ ﬁgt% submitted | Qutstanding audits - material misstatements
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Figure 2: Findings on annual performance reports and quality and
timeliness of submission for auditing — departments and public

entities
Departments Public entities
2% (5) 4% (10)
2% (4) 6% (15) 1% (2)
2015-16 2014-15 201314 2015-16 2014-15 2013-14
169 departments 166 departments 163 departments 254 public entities 252 public entities 253 public entities
Submitted APR with no

material misstatements



Table 1: Status of annual performance reports in national and
provincial government

Auditees with no findings before Auditees with no findings after
correction of material misstatements correction of material misstatements
Portfolio
Movement from Movement from
2014-15 2014-15
( M @)

National auditees 86 (45%) 134 (69%)

Eastern Cape 9 (36%) e 17 (68%) ( )
Free State 5 (31%) ° 10 (63%) s
Gauteng 17 (57%) (] 26 (87%) °
KwaZulu-Natal 11 (37%) 3 22 (73%) @)
Limpopo 5 (22%) @) 15 (65%) 3
Mpumalanga 6 (35%) 3 11 (65%) 3
Northern Cape 7 (39%) s 10 (56%) @)
North West 3(13%) o) 7 (29%) @)
Western Cape 18 (78%) o) 21 (91%) @)
Total 167 (42%) { )J 273 (68%) @)

There has been a slight improvement in the submission of APRs since 2013-14
when 3% of auditees had either not prepared APRs or not submitted them on
time for the audit. All departments submitted their APRs on time in 2015-16
while only 2% of public entities did not submit their APRs.

These auditees included the following:

+ National auditees: (one) — Pan South African Language Board also
failed to prepare a report in the previous year.

* Northern Cape: (one) — Northern Cape Fleet Management did not
prepare a report in the year under review.

*  North West: (three) — North West Housing Corporation, while North
West Youth Development Trust and Signal Developments also did not
prepare a report in the previous year.

There has been a slight improvement in the number of auditees with no
material findings on the quality of their APRs since 2013-14, more noticeable at
public entities. The movement since 2014-15 was limited. Of the total of 273

auditees with no material findings, 231 auditees (85%) had no material findings
in the year under review and previous year, which means that the controls and
processes required to produce credible performance reports were in place to
ensure the sustainability of the audit outcomes on APRs. However, the material
findings have remained high at the departments in the Education, Health and
Public Works sectors, at 80% (24 of 30 auditees).

There has been a slight regression since 2013-14 in the number of auditees
that submitted APRs that contained no material misstatements. This can be
attributed to the departments that regressed (from 39% to 32%). There was
however a slight improvement for public entities that submitted APRs with no
material misstatements (from 43% to 45%) since 2013-14. There has been a
slight regression since 2014-15 at public entities (49% to 45%) and the
departments regressed from 40% to 32%.

In 2015-16, 48% of departments and 33% of public entities had no material
findings in their audit reports only because they corrected all the misstatements
we had identified during the audit. This is an improvement compared to the
previous year when only 33% of departments and 27% of public entities
corrected all the misstatements identified.

As indicated in the second column of table 1, there was a regression in the
number of auditees with no material findings before corrections were made in
the Eastern Cape, Gauteng, KwaZulu-Natal and the Northern Cape compared
to the previous year. An improvement in the number of auditees with no
material misstatements was only noted in the Free State and Mpumalanga.

The fourth column of table 1 shows the number of auditees that submitted
APRs with no material misstatements as well as those where the material
misstatements were corrected. There was an improvement in Gauteng,
Limpopo, Mpumalanga and the Free State, while North West, the Free State
and the Northern Cape had the lowest number of auditees with no material
findings in their APRs after correction. The high number of auditees with no
material findings was noticeable in the Western Cape, Gauteng, KwaZulu-Natal
and the national auditees.

Figure 3 reflects the findings on the usefulness and reliability of APRs over
the three years for all auditees that had prepared and timeously submitted
APRs, while figure 4 reflects the same for departments and public entities

separately.
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Figure 3: Findings on the annual performance reports prepared
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Departments
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Figure 4: Findings on the annual performance reports prepared —
departments and public entities

Public entities
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Figure 3 indicates a slight improvement in the usefulness of the information
in the APRs over the three years. The number of public entities with findings
on usefulness decreased slightly while there was a slight regression in the
number of departments over the three years.

The most common findings on usefulness in 2015-16 were that auditees
reported on indicators that were not well defined (11%) or verifiable (7%) and
reported information that was not consistent with the objectives, measures
and/or targets (7%), while targets were also not measurable (9%) or not
specific enough (10%) to ensure that the required performance could be
measured and reported in a useful manner.

The usefulness of the reported information continued to improve as auditees
corrected their performance indicators and targets as part of the annual
planning and budget processes based on the recommendations we provided
and their increased understanding of the application of the requirements for
performance planning.



The processes and controls required to produce reliable information on
performance have shown little improvement over the period as the reported
performance information continued to be invalid, inaccurate or incomplete.

While the quality of the APRs has slightly improved, the low number of
auditees that submitted their APRs without material misstatements (42%)
(noted in the second column of table 1) indicates that most of the auditees
were still struggling to produce credible APRs.

Conclusion

Quality financial statements are an important accountability mechanism as they
enable oversight to assess the financial performance and position of an
auditee. However, in the public sector the focus of oversight is also on whether
the auditee used the money and its resources to deliver on its service delivery
objectives and mandate.

APRs that do not include useful information or that are unreliable hamper the
ability of oversight bodies to assess the performance of the auditee and call
them to account. They also weaken decision-making at different levels,
including by the management of the auditee.

The performance planning, management and reporting are improving slightly
every year, but overall the progress is too slow and this could affect the ability
of national and provincial government to achieve its service delivery goals as
set out in the medium-term strategic framework (MTSF).

We are in the process of setting up a task team that includes the DPME, the
National Treasury and the Department of Cooperative Governance to explore
and respond to the challenges in performance management and reporting in
government and strengthen these processes with a goal of improved
accountability and service delivery.

° Annexure 1 lists the auditees with findings on predetermined
objectives.
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5.1 Status of internal control

Key responsibilities of accounting officers, chief executive officers, senior
managers and officials are to implement and maintain effective and efficient
systems of internal control.

Figure 1 and table 1 show the status of the different drivers of internal control
and their overall movement over the past three years. We determined the
movements taking into account either increases in good controls or reductions
in controls requiring intervention.

Figure 1: Drivers of internal controls

201415 39%

2013-14 36%

o) 201516 30% -
@) 2015-16 39% -

2015-16

2014-15

2013-14
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Table 1: Progress made in improving drivers of internal control in
national and provincial government over three years

management

National auditees ( 4 e ®>
A~ A
Eastern Cape @) [ ] o
Free State ] ] ( 4
Gauteng 3 3 s
KwaZulu-Natal ° ° °
. ~ A
Limpopo 'y @) °
A
Mpumalanga s "
Northern Cape 3 & o)
A
North West ] ®> e

A~
Western Cape o) o ( )
Total [ ) ®) ®)

As illustrated in figure 1, all three drivers of internal controls have either slightly
improved (leadership and governance controls) or slightly regressed (financial
and performance management) over the three years.

The lack of overall improvement is the result of some national and provincial
auditees having made progress, which was offset by the regression and
stagnation of other auditees as seen in table 1.

Over the three years the leadership controls assessed as being ‘good’ at
departments improved slightly (from 44% to 48%), but slightly regressed at
public entities (from 60% to 58%). Financial and performance management
controls slightly regressed at departments (from 39% to 38%) and at public
entities (from 56% to 51%), while the governance controls improved at
departments (from 60% to 69%) and only slightly improved at public entities
(from 68% to 71%).

The movement also remained unchanged from the previous year for all the
internal controls, although the number of auditees assessed as being ‘good’
slightly increased on the leadership and governance controls.



We discuss five of the seven basic controls that should receive specific
attention in the remainder of this section and discuss human resource
management and information technology (IT) controls in sections 5.2 and 5.3,
respectively. Figures 2 to 6 show the movement in these five basic controls
over the past three years.

Figure 2: Effective leadership @

2015-16 25% (112) 6“.6)

201415 24% (106) 8.)
2013-14 22% (93) 1.)

In order to improve and sustain audit outcomes, auditees require effective
leadership (political and administrative) that is based on a culture of honesty,
ethical business practices and good governance, protecting and enhancing the
interests of the auditee.

Effective leadership controls slightly improved at departments (from 62% to
63%) and public entities (from 72% to 73%).

Figure 3: Audit action plans @2

2015-16 37% (167) -
201415 37% (162) -
2013-14 40% (173) .

Developing action plans and monitoring their implementation to address
identified internal control deficiencies are key elements of internal control that
are the responsibilities of heads of department, chief executive officers and
their senior management teams.

Internal controls in the form of audit action plans assessed as being ‘good’
improved at departments (from 31% to 38%), but only slightly improved at
public entities (from 55% to 56%).

Figure 4: Proper record keeping @2

2015-16 38% (172) -
201415 39% (170) -
2013-14 36% (155) -

Proper and timely record keeping ensures that complete, relevant and accurate
information is accessible and available to support financial and performance
reporting. Sound record keeping will also enable senior management to hold
staff accountable for their actions. A lack of documentation affected all areas of
the audit outcomes.

Record keeping and document controls assessed as being ‘good’ remained
unchanged at 40% at departments while slightly regressed at public entities
(from 53% to 52%), resulting in no significant overall improvement.

Figure 5: Daily and monthly controls ®2>

2015-16 37% (170) -
2014-15 39% (170) -
2013-14 36% (155) -

Controls should be in place to ensure that transactions are processed in an
accurate, complete and timely manner, which in turn will reduce errors and
omissions in financial and performance reports.

Good controls were established at 39% of departments (slightly regressed from
40%); while remaining unchanged at public entities (53%).
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Figure 6: Review and monitor compliance ®> Figure 1: Status of human resource management controls

2015-16 46% (209) -
2014-15 45% (199) -
2013-14 45% (195) -
37% (163)
Auditees should have mechanisms that identify applicable legislation as well as $7% (168) 0

changes to legislation, assess the requirements of legislation and implement

processes to ensure and monitor compliance with legislation.
As detailed in section 3.2, many auditees did not comply with legislation. This m

indicates that the internal controls of most auditees not only failed to prevent 2015-16 201415 2013-14
non-compliance with legislation, but also failed to detect the deviations in time. 456 auditees 440 auditees 430 auditees
Some deviations were only detected and addressed during our audits. © Witnofndngs  Wihfindngs Wit material findings

0, I I 0, 0, I it .
At_25/(_> of departments (slight regression from 29%) and 38% of public entities Figure 2: Status of human resource management controls —
(slight improvement from 37%), controls to prevent or detect non-compliance . .
with legislation were clearly short of the required level. departments and public entities

Compliance monitoring matters requiring attention are included in our

. . . Departments Public entities
recommendations in section 7.

Q Annexure 4 details the status of auditees’ key controls
and the movement since the previous year.

5.2 Human resource management

L M
30% (87,

Figure 1 provides the status of human resource management controls from n e
2013-14 to 2015-16. Figure 2 shows the status of human resource 49% (81)
management controls for departments and public entities and table 1 lists the

number of auditees with good human resource management controls in

national and provincial government.

With findings
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Table 1: Status of human resource management controls in national
and provincial government

: Auditees with good human resource Movement over
Portfolio P
management controls 014-15

National auditees 136 (59%) o)

~
Eastern Cape 13 (52%) [ ]
Free State 5 (28%) @)
Gauteng 19 (54%) o)

A
KwaZulu-Natal 17 (50%) ®
Limpopo 3 (13%) 3
Mpumalanga 3 (18%) e
Northem Cape 8 (42%) °
North West 7 (22%) ®)
Western Cape 24 (100%) o)
Total 235 (52%) ()3

Human resource management has improved only slightly since 2013-14 and
the previous year. This is evident in the number of auditees whose controls we
assessed as being ‘good’ not increasing significantly and those assessed as
‘requiring intervention’ not decreasing significantly.

The overall human resource controls at departments improved since the
previous year, with only a slight improvement at public entities. We assessed
the human resource management controls of five of 42 (12 %) national
departments and 13 of 123 (11%) provincial departments as requiring
intervention. Provincial public entities (49%) lag behind national public entities
(63%) in implementing and maintaining good human resource controls.

Auditees in the Eastern Cape, KwaZulu-Natal and Northern Cape showed
improvement. Limpopo and Mpumalanga were not only the provinces with the
lowest percentage of auditees with good HR management controls, but also
regressed from the previous year.

Vacancies and stability

One of the biggest challenges for national and provincial government is to
attract and retain qualified and competent persons in all areas of
administration. As discussed in the National development plan (NDP), there is
unevenness in capacity that leads to uneven performances in public service.
The MTSF includes various actions to address the lack of capacity and sets
targets to be achieved.

One of these targets is to have a vacancy rate by 2019 of less than 10% at
national and provincial departments. This target has not been achieved yet, but
the reduction of vacancy rate at national and provincial departments from 17%
to 12% over the past three years is encouraging.

In the past three years the average overall vacancy rate at year-end remained
the same at 15%. The vacancy rate at senior management level was 17% in
2015-16, a slight regression from 16% in the previous year as well as 15%
since 2013-14.

As part of our audits, we considered the vacancies and resourcing of finance
units as inadequate capacity at these units negatively affects the management,
controls and quality of financial reporting. The average vacancy rate at finance
units at year-end was 14% in 2015-16 and previous year, which represents a
slight regression compared to 12% in 2013-14.

We also considered vacancies in key positions at year-end and stability in
those positions. These key positions include heads of department, chief
executive officers, chief financial officers and heads of SCM unit.

Figures 3 to 6 provide a three-year overview of the number of auditees where
these key positions were vacant at year-end and the period that the positions
had been vacant. They further show the average number of months that the
heads of department, chief executive officers, chief financial officers and heads
of SCM unit had been in their positions.
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the main contributors to the regression from previous year, with vacancies at

Figure 3: Heads of department — vacancy and stability
six and five departments, respectively.
The MTSF includes targets to retain heads of department for at least four years
2015-16 20% (33) by 2019. This target has not been achieved yet, but the improvement from
z 31 months to 39 months over the past three years is encouraging.
8 201415 7% (11) 14% (23) o
= v As reflected in figure 4, 20% of the public entities did not have a chief
01314 4% (6) 14% (23) executive officer at year-end, a slight regression when compared to the
previous year's 19%. Most of these 51 public entities were in national

government (27), North West (13) and KwaZulu-Natal (four).

The average length of time that chief executive officers had been in their
positions was more than four years in 2015-16, an improvement when
compared to 2013-14, when it stood at 41 months. By 2015-16, chief executive

38 months

2015-16
z
3 2014415 38 months A
& (]
2013-14 31 months officers at 86 public entities (43%) had been in the positions for four years or
longer, almost the same when compared to 82 (43%) in the previous year but
an improvement when compared to 56 (33%) in 2013-14.
Figure 5: Chief financial officers — vacancy and stability
. . . . TH = % Y
Figure 4: Chief executive officers — vacancy and stability g 16%(72) ~
Qo
S 201415 VAP 17% (72) L4
=
_ 2015-16 20% (51) 201314 8% (31) 2% (94)
g L o)
g 2014-15 19% (44)
2013-14 7% (14) 20% (42) 2015-16 44 months
z
= 2014415 43 months P~
S L
2015-16 52 months 201314 38 months
Loy
[ ]

Vacant for less than 6 months Vacant for 6 months or more Average number of months in position

52 months

201415

Stability

41 months

201314

Figure 5 shows that the chief financial officer vacancy rate at auditees had
improved since 2013-14.There was only a slight improvement from the

previous year. The auditees in Gauteng, Limpopo and Mpumalanga were the
main contributors to the improvement since 2013-14.

Figure 3 shows that the heads of department vacancy rate has regressed
over the three years. The departments in Limpopo and the Northern Cape were The average number of months that the chief financial officers had been in
their positions improved since 2013-14. By 2015-16, chief financial officers of
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178 auditees (48 %) had been in the position for three years or longer, an
improvement when compared to 131 auditees (41%) in 2013-14. This is a
slight improvement compared to 161 auditees (45%) in 2014-15.

Figure 6: Heads of supply chain management unit — vacancy and
stability

2015-16 PSR

16% (61)

{ )

2014-15 4% (14) 20% (73)

Vacancy

21% (80)

201314 5% (21)

2015-16 43 months

2014-15 42 months

@)

Stability

201314

34 months

Vacant for less than 6 months Vacant for 6 months or more Average number of months in position

Figure 6 shows that the heads of SCM unit vacancy rate at auditees slightly
improved since 2013-14.There was also a slight improvement from the
previous year. The auditees in the Free State, Gauteng, KwaZulu-Natal and
the Eastern Cape were the main contributors to the slight improvement since
2013-14.

The average number of months that the heads of SCM unit had been in their
positions improved year on year. By 2015-16, heads of SCM unit of 141
auditees (44%) had been in the position for three years or longer, a slight
improvement when compared to 119 auditees (41%) in 2013-14 and 125
auditees (43%) in 2014-15.

Performance management

To improve the performance and productivity of staff, the leadership should set
the correct tone by implementing sound performance management processes,
evaluating and monitoring performance. Further, when the leadership
consistently takes action, it will be clear to all officials that poor performance
has consequences.

Table 2 provides information on performance agreements concluded by
auditees with their senior officials for 2015-16.

Table 2: Performance agreements not in place and performance
measures not linked to audit outcomes

Current year
performance
agreement included
measures not linked to
audit outcomes

Performance

agreement not in place

Movement Movement

Position filled at year end

(where position filled)

(where position filled)

Heads of department (132) 3 (2%) o) 8 (6%) 3
Chief executive officers (200) 35 (18%) o) 25 (13%) o)
Chief financial officers (374) 44 (12%) o) 31(8%) o)
Heads of SCM unit (320) 27 (8%) ®) 33 (10%) @)

There was little change from the previous year, except an improvement with
regard to the heads of department whose performance agreements were not
linked to audit outcomes.

We raised performance management-related findings, which included that all
the senior managers did not sign performance agreements at 53 auditees, and
that employees did not sign performance agreements for the year at 22
auditees.

5.3 Information technology controls

Annexure 1 lists the auditees and the status of
human resource management controls (specific risk areas).

The IT controls ensure the confidentiality, integrity and availability of state
information, enable service delivery and promote national security. It is thus
essential for good IT governance, effective IT management and a secure IT
infrastructure to be in place.
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Effective IT governance underpins the overall well-being of an organisation’s IT
function and ensures that the organisation’s IT control environment functions
well and enables service delivery.

Overview of the status of information technology
focus areas

Figure 1 shows that we had assessed IT controls at 433 national and provincial
auditees and found that the number of auditees that were assessed as good
increased significantly from 13% in 2013-14 to 29% in 2015-16. The number of
auditees that were assessed increased from 359 in 2013-14 to 433 in 2015-16
due to an increase in the need to assess IT controls as new technology was
emerging at a tremendous pace.

Figure 1: Status of information technology

66% (238)

539% (215)
55% (239)

2015-16 201415 201314
433 auditees 405 auditees 359 auditees
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Figure 2 further shows that a higher number of public entities had a good IT
control environment than that of departments due to those charged with
governance taking accountability for addressing IT control weaknesses and
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more staff within the information and communication technology (ICT)
departments that were qualified and skilled.

Figure 2: Status on the information technology (departments and
public entities

Departments Public entities

47% (126)

68% (113)

© e Ot eenton reqired

Our audit included an assessment of the IT controls in the areas of IT
governance, security management, user access management and IT service
continuity.

»  Figure 3 outlines the status of the controls per focus area audited at
departments and public entities and indicates whether the IT controls
are good, of concern or require intervention. The Western Cape and
Gauteng were assessed as good at the majority of auditees and the
following contributed to their success in addressing previous audit
findings:

— These provinces used shared IT services that were centralised in
each province.

— Audit committees prioritised IT findings as a standing item on the
agenda.

— More involvement, support and stringent monitoring of
commitments by senior management.



The most common findings were the following:

IT governance frameworks and structures had not been adequately
designed and implemented for the majority of the departments’ IT
environments, while public entities were more successful in the design,
implementation and operating effectiveness of IT governance.
Weaknesses were identified such as IT steering committees not
functioning effectively and non-alignment of strategic plans, which may
result in IT sections within auditees not supporting business to meet
their business objective. Furthermore, inadequate monitoring of service
level agreements for services delivered by service providers and the
increased hosting of systems at vendors with limited access to obtain
assurance regarding those internal control environments, were most
common.

The basic IT controls had not been adequately defined and
implemented at most auditees in the security management, user access
management and IT service continuity areas. Policies and procedures
were not designed or implemented as reported in the previous year;
however, some improvements were noted over the three years.
Furthermore, a number of public entities were attacked through the
network in recent months exposing them to various vulnerabilities,
which may have been prevented if security controls were adequate. In
the case of departments that use transversal systems, the data hosted
on these systems is available at the disaster recovery site of the State
Information Technology Agency (Sita). In all other cases, where
systems are not hosted by Sita, both departments and entities have to
make provision for their own data recovery strategies. However, the
majority of these auditees were still struggling to have adequate
disaster recovery plans and did not test their backups to ensure that
they could be restored when required.

Enterprise resource planning (ERP) systems were also increasingly
being implemented by public entities. The ERP and project assurance
audits revealed that these systems were not appropriately configured,
business requirements were inappropriately documented resulting in
failed implementations and sign off of implementations without
understanding the return on investment of these projects. As a result
many of these implementations did not support business objectives and
efficiency improvements.

The majority of auditees did not have automated performance
information systems, but were using Excel spreadsheets to record and
report on performance information, which were more susceptible to
manipulation of data.

Figure 3: Status on the information technology focus areas

Security management

2015-16

201415

201314

32% (139)

30% (123)

31% (109)

User access management

2015-16

201415

2013-14

45% (192)
43% (174)
39% (139)

IT continuity

2015-16

201415

201314

33% (144)

29% (116)

22% (77)
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Table 1 indicates the progress made since the previous year in addressing
areas of concern at departments at both national and provincial levels, as well
as at public entities. The improvements were generally due to the following:
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IT governance frameworks and structures that were designed and
implemented at more auditees.

More auditees employing chief information officers or IT managers with
adequate qualifications and experience.

Implementation of recommendations made by internal and external
auditors.

The Western Cape and Gauteng initiatives and improved involvement
by senior management.

71



Table 1: Progress made in improving IT controls

Portfolio Security management IT continuity
® )

National auditees 3
Eastern Cape s 3 e
Free State s s s
Gauteng s s s
KwaZulu-Natal ° ° A
Limpopo e 3 s
Mpumalanga s e s
Northern Cape s e s
North West ° ° s
Western Cape s 3 e
Public entities s 3 s

Evaluation of qualifications and experience of chief
information officers

Figure 4 indicates that, for most of the auditees, the qualifications and
experience of the chief information officers or IT managers in government were
adequate, they have relevant ICT qualifications and six or more years of
relevant experience.

Most of the chief information officers or IT managers at departments and public
entities had the qualifications and experience required to implement the IT
governance structures and controls that would ensure improvement in the IT
controls of government. At national level as well as the Free State, Gauteng
and KwaZulu-Natal we identified significant improvement due to more auditees
that had chief information officers or IT managers with the required level of
qualifications and experience as well as vacancies that were filled, while the
Western Cape maintained their high level of qualified and experienced staff.
The regression in Limpopo, Mpumalanga and the Northern Cape was mainly
due to vacancies that existed in these provinces that were previously filled.
Auditees employing chief information officers or IT managers with adequate
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qualifications and experience impacted positively on the improvements noticed
in figures 1 and 3 over three years and the movements indicated in table 1.

Smaller public entities still did not have the funding and capacity required to
assign IT roles and responsibilities to a dedicated individual with the necessary
skill and the required qualifications. Furthermore, in some provinces IT
departments were operating at the level of deputy director or assistant director,
which had a negative effect on the design and implementation of the policies
and procedures required for a strong IT control environment to support
business objectives.

Figure 4: Qualifications and experience — chief information officers or
information technology managers

National auditees 10% (4) ) s
Eastern Cape 1) ®)
Free State s
Gauteng 1) 3
KwaZulu-Natal 17% (4) 3
Limpopo 5% (1 \.’
Mpumalanga s
Northern Cape 38% (5) - 3
North West 18% (2) @)
Western Cape 6% (1) @)

Public entities 12% (16) - e
—e

Status of controls at the departments of Education,
Health and Public Works versus that of other
departments

Figure 5 indicates the status of the IT controls in the areas we audited at the
departments of Education, Health and Public Works versus that of other
departments. It shows the number of auditees where the IT controls are good,
of concern or require intervention.



At 30% of the departments of Education, Health and Public Works at both
provincial and national levels intervention was required, compared to only 10%
of other departments. The Health and Education sectors, in particular, still
experienced challenges to adequately define and implement basic IT controls.
Furthermore, although these departments were struggling with basic IT
controls, they have shown an improvement due to some findings raised in
previous years that were addressed.

Figure 5: Status of information technology — Education, Health and
Public Works versus other departments

41% (12)

63% (19)

70% (94)

2015-16 201415 2015-16
Education, Health and Public Works

S e oromem

Other departments

Expenses related to information technology at the
provincial and national departments

Figure 6 provides a breakdown of the approximate IT-related expenditure in
terms of infrastructure and software, Sita services, external service providers
and project developments.

IT-related expenditure increased by R1 757 million (30%) in the year under
review and the largest increase in spending was on infrastructure and software,
which increased from 1% to 20% of the IT-related expenditure, due to

revitalisation and modernisation projects undertaken by some of the key
departments and provincial departments to enhance broadband, upgrade
internet links, replace aging servers and install next generation firewalls. The
increase was noticed in all the provinces and at national government level.
The split between the amounts spent on Sita support services and services
rendered by external service providers was more or less equal and overall
represented 69% of the total amount spent. Although the amount spent on
procuring services represented the largest part of the IT expenditure, the
performance monitoring processes for services provided by service providers
were found to be inadequate, which resulted in payments being made by
departments without monitoring whether services were delivered at the agreed
upon level of quality, as previously reported, due to poor project management.

Figure 6: Expenses relating to information technology at national and
provincial departments

R7 606 million R5 849 million

1% (R84 million)

20% (R1 492 million)

11% (R896 million) 16% (R924 million)

2015-16 201415
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Large information technology projects currently in
progress

Integrated financial management system project

The programme committee at the National Treasury identified various
challenges in the processes followed for the integrated financial management
system (IFMS) project, which led to the delays and challenges outlined below.

The IFMS project was initiated in 2002 to replace the ageing transversal
financial systems, namely BAS, Persal and Logis. The cabinet approved the
project, which was intended to commence in 2005 with an estimated project
timeline of seven years. However, despite project spend of approximately

R1,2 billion as at 31 March 2016 it has not yet been implemented. A new
technological approach to the IFMS was approved by the cabinet on

20 November 2013 and the incomplete modules were therefore placed on hold.
Since the new approach was approved, the National Treasury has
implemented a project management office to manage the project and its
governance. The project governance framework was formalised and was in the
process of being implemented. The solution provider was also in the process of
being appointed, allowing the project to progress with the aim of implementing
the revised IFMS solution by 2022, as previously reported.

The importance of providing independent assurance on the IFMS project has
been agreed to by all relevant parties. The roles and responsibilities in
providing such assurance were in the process of being formalised between the
National Treasury, Department of Public Service and Administration (DPSA),
Sita and the Auditor-General of South Africa (AGSA).

Integrated justice system

The National crime prevention strategy was conceived and endorsed by the
cabinet in 1996 and later gave rise to the integrated justice system (1JS). The
IJS project was initiated in 1999 with the ultimate goal of ensuring seamless
integration and consolidation of critical information between the entities that
form part of the Justice, Crime Prevention and Security (JCPS) cluster. The
primary objective of the IJS programme was to increase the efficiency and
effectiveness of the entire criminal justice process by increasing the probability
of successful investigation, prosecution and punishment for priority crimes and,
ultimately, the rehabilitation of offenders. The 1JS programme spent
approximately R4,67 billion as at 31 March 2016, over a period of more or less
than 12 years since 2004, against a budget of R4,92 billion as reported by the
IJS project management office.
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Although the 1JS Programme Management Office had made positive strides in
the governance of the 13S project from the 2013-14 to 2015-16 financial years,
threats were still identified during the 2015-16 financial year that could interrupt
the achievement of the project objectives. These included not setting
deliverable deadlines and priorities for the subprojects that support the
implementation of the overall 1JS project through to 2019-20, not having project
artefacts as well as project managers that did not often possess the required
skills and experience.

e-Government, e-Health and e-Education
strategies

e-Government

The minister of the DPSA, the Government Information Technology Officer’s
Council (GITOC), the minister of Telecommunications and Postal Services and
Sita are expected to participate in the implementation of e-Government. The
e-Government strategy is intended to provide a more coordinated and
citizen-driven focus to the country’s e-Government initiatives, thus ensuring
that government brings services closer to citizens through an organised and
holistic adoption of ICT. The strategy is necessary to provide a clear road map
for the processes and initiatives that need to be undertaken for the successful
implementation of e-Government. This will ensure the effective and efficient
use of existing resources, coordinated efforts and sharing of common
resources for the e-Government services. In relation to the achievement of the
implementation of the e-Government strategy, the DPSA is the main driver of
ICT initiatives to support and/or oversee the government departments’ sphere
and is managing and overseeing all the IT policies and planning within
government.

The position of the Office of the Government Chief Information Officer
(OCGCIO) at the DPSA was still a challenge as reported in the previous year.
During the year the OCGCIQO’s contract ended and the position was filled with
another individual on a temporary basis. The instability in this position affected
the implementation or finalisation of standards, guides or procedures to be
issued to the departments. In addition, this had a negative impact on the IT
control environment within government, as most departments were still
struggling with the implementation of the Corporate Governance of Information
and Communication Technology Policy Framework (CGICTPF).

The lack of adequate understanding and involvement in the strategic alignment
of business strategies against IT-driven initiatives by the majority of the
government information technology officers (Gitos) remained a challenge,



resulting in IT sections within auditees not supporting business to meet their
business objectives.

e-Health

The e-Health strategy South Africa 2012-16 for the public health sector
provides the road map for achieving a well-functioning national health
information system (NHIS). The strategic priorities and target dates have been
defined and include various projects at national and provincial levels to be
executed over the duration of the strategy. This project is aimed at reducing
waiting times, improving data quality and integrity, as well as timely access to
data, streamlining registers and strengthening information management.

An evaluation of the progress to date indicated a stagnant movement in the
implementation of the strategy against the revised key priorities and timelines,
mainly due to challenges with infrastructure and connectivity issues at most of
the hospitals. Lack of integration between systems (patient registration and
billing systems), pharmaceutical systems between hospitals and depots for
management of medication stock remains a challenge.

Five provinces (Mpumalanga, Gauteng, Western Cape, KwaZulu-Natal and
Free State) developed their provincial e-Health strategies, which were aligned
and mapped with the requirements of the national e-Health strategy. The key
initiatives in these strategies have been defined and the pilot hospitals were
progressing well with the implementation of the e-Health strategies.

Three provinces (North West, Limpopo and Northern Cape) have not started
with the development of their provincial e-Health strategies, while the Eastern
Cape already had a draft which has to be approved. This is due to lack of the
awareness and inadequate skills within these provinces with regard to project
governance in general.

e-Education

The White Paper on e-Education (2004) deals with the use of ICT to accelerate
the achievement of national education goals. The main intended outcome is to
increase access to ICT to support curriculum delivery and improve learner
attainment. This outcome was originally planned with the initial implementation
date of 2009. However, this has been delayed and revised several times due to
key challenges such as the following:

* ICT infrastructure provisioning to schools is largely dependent on the
capacity of the nine provincial education departments and these
departments have to contend with budget and staff constraints.
Provinces also have various other priorities that are often regarded as
more important than ICT initiatives.

* Broadband connectivity is a challenge, especially in rural areas.
* Many teachers are experiencing difficulties in the use of ICT.

The Department of Basic Education has put measures in place to accelerate
the achievement of e-Education in South African schools, which include
deliverables and activities such as text books converted to electronic content,
e.g. tablets and distribution thereof; professional ICT development for
management, teaching and learning; and access to ICT infrastructure and
connectivity.

Five provinces (Mpumalanga, Gauteng, Western Cape, KwaZulu-Natal and
Free State) developed their strategies that drive the initiatives of e-Education.
Four provinces (North West, Limpopo, Northern Cape and Eastern Cape) have
not started with the development of their strategies. This was mainly due to
budget constraints to attract adequate resources for the initiative.

In addition, Gauteng and the Western Cape were continuously monitoring the
implementation of the strategy and reported monthly and quarterly to their
provincial members of the executive councils (MECs), while the other
provinces did not have adequate monitoring mechanisms in place.

Inadequate progress, lack of monitoring and prioritisation by management at
the provinces could result in the non-achievement of this strategy, therefore
impacting the quality of education in the country.

Most common root causes

*  Most departments adopted the framework for corporate governance of
ICT developed by the DPSA without customising it for their own
departmental environments.

« Although the skills and experience at departments and public entities
were adequate at the chief information officer or IT manager level, with
8% of positions vacant at year-end, they were not successful in
attracting staff to fill vacant key positions, such as system controllers
and information security officers. Some of these IT divisions were,
furthermore, not operating on a strategic level to influence the design
and implementation of adequate policies and procedures.

»  The chief information officers, IT managers and IT staff did not fulfil their
responsibilities by ensuring compliance with the controls established to
secure and regulate their departments’ IT environments, due to a lack
of consequence management.

Consolidated general report on the national and provincial audit outcomes 2015-16




+  The accounting officers and accounting authorities did not prioritise Figure 1: Assurance provided by key role players
approval of IT policies and procedures to ensure that proper internal

controls exist and can be enforced. First level of assurance Second level of assurance Third level of assurance
. . . . Management / leadership Internal independent assurance and External independent assurance and
*  The performance monitoring processes of IT service providers were not oversight oversight
adequately enforced to ensure that services were rendered at the e 8 "
agreed level of quality or standard. EE £8 g R % g’% §§ §§
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implementing improved IT controls. Another major concern was the < 4 < .
ineffectiveness of those charged with governance as they were not ® o ° ° ° o) o)
proactive in addressing the audit findings and preventing future
recurrence. . . .
o Annexure 1 lists the auditees and the status of
information technology management controls (specific risk areas).
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Figure 1 shows our assessment in 2015-16 of the assurance provided by the )
management or leadership of auditees and those that provide independent

assurance and oversight. The arrows show the movement in assurance levels

since 2013-14. We determined the movements, taking into account either

increases in ‘providing assurance’ or reductions in ‘providing limited or no The assurance provided by the accounting officers or authorities, executive
assurance’. authorities, internal audit units and audit committees has improved since

2013-14. The assurance provided by senior management, the coordinating
departments (treasuries, offices of the premier and the national Department of
Planning, Monitoring and Evaluation) and the public accounts committees
remained unchanged over the three years. Portfolio committees were not
assessed in 2014-15.

An overview of the level of assurance provided by the role players and
important initiatives in 2015-16 is provided in the rest of this section. See
section 11 for further detail on assurance and the assessment thereof.

Senior management
2015-16 57% (260)  13%(60)
2014-15 56% (247) 13%(58)
2013-14 55% (235) L AT%(14)
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Accounting officers and executive authorities are relying on senior
management, which includes the chief financial officer, chief information officer,
head of the SCM unit and those responsible for strategic planning and
monitoring, to implement basic financial and performance management
controls.

Senior management at 70% of the auditees did not provide the required level
of assurance in 2015-16 — a slight regression from 69% in the previous year,
but a slight improvement from 72% in 2013-14.

Accounting officers or authorities

2015-16 43% (199) 45% (205) 12%(53)
2014-15 4% (178) 44% (194) | 15%(67)
2013-14 37% (158) 47% (202) 6% (1)

The responsibilities of accounting officers and authorities are clearly described
in sections 38 (for departments) and 51 (for public entities) of the PFMA. The
act includes their responsibility to ensure:

» that there are consequences for transgressions through disciplinary
steps against officials who contravene the PFMA and make or permit
unauthorised, irregular and fruitless and wasteful expenditure

« the implementation and maintenance of appropriate, efficient and
effective systems or policies for internal control, internal audit, SCM,
among others

- effective, efficient, economical and transparent use of the resources

« that effective and appropriate steps are taken to collect all money due
to the institution

* management of assets and liabilities, including safeguarding

« that appropriate disciplinary steps are taken against any official who
contravenes the PFMA, or makes or permits unauthorised, irregular and
fruitless and wasteful expenditure

« that expenditure is in accordance with the budget (including steps to
prevent overspending).

The assurance provided by accounting officers or authorities has improved
over the past three years, but accounting officers or authorities at 57% of
auditees still did not provide the required level of assurance by 2015-16.

Executive authorities

2015-16 44% (203) 46% (210) 10% (44)
2014-15 44% (192) 44% (193) [ 12% (54)
2013-14 32% (138) 55% (237) | 13%(56)

The executive authorities (ministers and MECs) have a monitoring and
oversight role in their portfolios and play a direct role at departments, as they
have specific oversight responsibilities towards their departments in terms of
the PFMA and the Public Service Act. They are well placed to bring about
improvements in the audit outcomes by becoming more actively involved in key
governance matters and by managing the performance of the accounting
officers and authorities. Our assessment that executive authorities, while
improving, are not yet providing the required level of assurance is based on the
inadequate leadership controls observed at 44% of the auditees (as detailed in
section 5.1). It is further supported by our assessment of the impact they have
on audit outcomes as observed through our regular interactions with them and
the commitments they had made and honoured to improve audit outcomes.

Internal audit units

2015-16 64% (291) 26% (119) 5% (23) 5% (24)
2014-15 59% (260) 28%(122) 8% (33) 5% (24)
2013-14 52% (221) 34% (148) 8% (36) 6% (26)

Internal audit units were in place at all but 24 auditees by 2015-16. A total of
64% of internal audit units provided full assurance, although the proportion of
those that provided no assurance improved slightly since 2013-14.

At most auditees, well-resourced and effective internal audit units have helped

to improve internal controls and have had a positive impact on audit outcomes.
We assessed that 71% of the internal audit units (2014-15: 66%) had a positive
impact on audit outcomes.
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Audit committees

201516 73% (330) 19% (88) 3% (15) 5% (24)
201415 65% (288) 26% (113) 5% (21) 4%(17)
2013-14 59% (253) 30%(130) 7% (31) 4%(17)

At 73% of the auditees, audit committees provided full assurance, which is an
improvement compared to 2013-14 and the previous year.

The audit committees of 83% of the auditees had a positive impact on the audit
outcomes (2014-15: 78%). We observed increased focus by audit committees
on SCM matters, which is encouraging and leads to increased accountability
by auditee management.

The number of audit committees that interacted with senior management,
accounting officer or authority and the executive authorities has increased to
396 (91%) from 375 (89%) in 2014-15.

We are however concerned that at some auditees the audit committees
champion the view of management against the auditor without fully
understanding or interrogating the facts. Audit committees should ensure that
management fulfils its responsibilities. The committee should remain
independent and fully apply their knowledge and experience in fulfilling their
very important assurance role.

Treasuries, offices of the premier and departments
of planning, monitoring and evaluation
(coordinating or monitoring departments)

2015-16 30% (6) 65% (13) 5% (1)
201415 40% (8) 60% (12)
2013-14 30% (6) 65% (13) 5% (1)

At national and provincial levels there are departments that play a coordinating
and monitoring role as defined in legislation and in their mandates, which
should contribute to the overall assurance process. These departments are the
offices of the premier, provincial treasuries, the National Treasury and the
Department of Planning, Monitoring and evaluation (DPME). The impact of
these departments on the controls of the auditees was assessed based on
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interactions with the departments, commitments given and honoured and the
impact of their actions and initiatives.

In our assessment, the majority of the departments were providing some
assurance through their coordinating and monitoring functions. Two provincial
treasuries (Free State and KwaZulu-Natal) only provided some assurance in
2015-16 while they provided the required level of assurance in 2014-15. The
level of assurance provided by the Free State Office of the Premier also
regressed in 2015-16 from providing some assurance in 2014-15 to limited or
no assurance. A summary of the assessments follows, but a more detailed
view on the provincial role players is provided in the provincial overviews. We
also include a view on the role of the DPSA although we did not assess the
assurance level.

Offices of the premier

The nine offices of the premier are responsible for specific coordinating
functions and the provision of strategic direction within their respective
provinces. The assessment of assurance is based on the actions taken by the
offices of the premier and the support provided to the provincial departments
and public entities to achieve good governance and clean administration in
their provinces.

The assurance provided by most offices of the premier was similar to the
previous years. The most notable exception being the Free State, where the
assurance provided regressed from some assurance in the previous year to
limited assurance in the year under review. This regression, after an
improvement in the previous year, is attributed to a change in attitude towards
the implementation of audit recommendations, where auditees pushed back on
audit findings instead of addressing their root causes. As a result, the audit
outcomes of the Free State regressed.

As in the previous years, Gauteng and the Western Cape were the only
provinces that provided the desired level of assurance.

In 2015-16 we placed specific focus on the offices of the premier’s ability to
monitor and evaluate the performance information prepared and reported on by
departments and public entities within their provinces. Our audits focused on
the structures and capacity in place at the offices of the premier to perform the
monitoring and evaluation function, the existence of policies and procedures
relating to the monitoring and evaluation of performance information and the
provision of training and guidance to departments and public entities relating to
the preparation of strategic plans, corporate plans, annual performance plans,
quarterly reports and APRs.



Only Limpopo and Mpumalanga had findings in the above areas. Limpopo’s
findings related to the lack of policies and procedures to guide the monitoring
and evaluation of performance information and the lack of an effective
organisational structure to perform monitoring and evaluation, while
Mpumalanga had findings relating to the lack of an organisational structure and
capacity available to perform monitoring and evaluation.

National Treasury and provincial treasuries

The Western Cape, Northern Cape and Gauteng treasury offices provided the
level of assurance required to impact positively on the credibility of the
provinces’ financial statements and their compliance with legislation. The
remaining six provincial treasuries were assessed as providing some
assurance in this regard. The provincial overviews provide detail of these
assessments.

In our assessment, the treasury offices provided some assurance. Support,
monitoring and enforcement are provided to auditees through frameworks,
guidance and assistance, some of which are linked to the audit outcomes and
service delivery of government. However, the effectiveness of these
interventions varies among the respective treasury offices and requires
refinement at some offices.

Regarding audit outcomes, the areas within the National Treasury’s sphere of
influence are primarily to ensure the stability and reliability of the financial
system and financial services, manage the budget preparation process and
enforce transparency and effective management in respect of revenue,
expenditure, assets and liabilities.

The National Treasury continued to be instrumental in strengthening the
credibility of financial and performance information, including compliance with
the PFMA and improved governance, but greater impact on the overall audit
outcome is expected. The Office of the Accountant-General, responsible for
accounting and PFMA-related guidance and support experienced significant
pressure from auditees to resolve technical matters and disputes with our
office. They did not always respond timeously and with sustainable or
technically correct advice and guidance, which placed additional strain on the
audit process. A way forward for upcoming audit cycles was agreed and we are
confident that this will be resolved. The Office of the Chief Procurement Officer
(OCPO) continued to improve the processes, systems and guidance on SCM
and we foresee improvement in SCM in the upcoming years. The OCPO has
also been instrumental in resolving complex SCM-related disputes with
auditees and the cooperation between our office and OCPO will benefit us in
continuously improving our audit processes.

The National Treasury implemented the following initiatives to support and
exercise oversight:

» Developed a strategic procurement framework for government, tailored
to the needs of different forms of procurement.

»  Drafted good practice guides to support the newly introduced strategic
sourcing methodology.

»  Developed sourcing strategies for identified commodities or
procurement categories, including mobile communications, fixed line
communications, travel and accommodation and medical equipment.

+ Established and went live with a central supplier database system for
the whole of government.

*  For purposes of establishing a national procurement system, identified
strategic transversal term contracts for centralisation of various sectors
such as Health and Education.

* Negotiated and concluded corporate agreements with selected airlines
and major hotel groups.

*  Developed an SCM human capital development framework and job
specification framework.

* Implemented the public finance management capacity development
strategy as forming the basis for SCM capacity building, including SCM
human capital development.

*  Following the establishment of a programme management office for the
IFMS project, signed off the IFMS governance strategies.

* Refined and expanded the questions to assess the financial health of
departments, constitutional institutions and public entities listed in
schedule 3A and 3C of the PFMA, using the financial management
capability maturity model (FMCMM) to improve its relevance.

+  Completed the revision of the Treasury Regulations for publication in
the Government gazette following approval by the minister.

» Developed a guideline on the role of internal audit in financial
statements.

The National Treasury is committed to continue with the following initiatives to
improve public financial management, accounting and reporting:

*  Financial management: with the programme management office having
been established with governance structures being put in place, the
IFMS project is underway.
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« Financial management: following the revision of Treasury Regulations,
the continued roll-out of financial management products, as well as
capacity building in the whole of government, remains a priority.

* Financial management: although a number of support plans have been
developed to assist targeted departments and entities in financial
distress, continued support is being provided to address financial
management weaknesses.

*  Procurement reform: following the SCM initiatives listed above,
transforming government procurement to make it more cost-effective,
transparent and equitable remains an area of significant importance.

* Overhauling SCM systems: in response to SCM initiatives, the review of
SCM policies to ensure a simplified and modernised SCM environment
in government is underway.

Department of Planning, Monitoring and Evaluation

In our assessment, the DPME provides the required level of assurance. The
department provided support and guided planning processes in government by
using a range of planning frameworks, including the regulatory frameworks for
strategic plans, annual performance plans and programme plans.

The DPME has played a positive role in improving the performance of
government as a whole and ensured that government plans and programmes
were responding to the NDP priorities and that their implementation was
closely monitored and evaluated. To this end, the DPME has embarked on a
strategy review process that also involves the creation of requisite capacity to
carry out its work.

There are no specific commitments from the DPME with regards to their
oversight role. The DPME, as the custodian of the planning function in
government, implemented the following activities or initiatives:

« Assess the alignment of the strategic plans and annual performance
plans of government departments to the NDP and the MTSF.

*  Monitor the quality of management practices at departments through
the management of performance assessment tool.

* Manage the presidential hotline (a channel for citizens to seek redress
when service delivery fails).
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*  The DPME also worked with the National Treasury to ensure that
departments’ budgets reflect the commitment to the NDP Vision 2030
and the MTSF 2014-19.

The department highlighted the following as key areas, which are linked to the
audit outcomes, going forward:

*  Monitoring and reporting on the 30-day payment commitment.

»  Ensuring that sector plans for strategic sectors are developed and
implemented.

*  Monitoring the performance and effectiveness of state-owned
enterprises in directing their resources towards the country’s
development goals and objectives.

+ Alignment of the national budget to key priorities.

Department of Public Service and Administration

In relation to audit outcomes, the areas within the DPSA’s sphere of influence
are primarily the following:

* Human resources: establishing norms and standards relating to skills,
capacity, vacancies and performance management.

* Information technology: managing and overseeing IT policy and
planning in the public sector.

+  Compliance with legislation by departments: establishing regulations
and codes of conduct regarding integrity, ethics, conduct and anti-
corruption in the public service.

With the introduction of the NDP the DPSA was tasked with outcome 12 to
ensure that the public service is capable, efficient, effective, responsive and
accountable.

The DPSA implemented the following initiatives to support and/or oversee
provincial government:

*  The Public Service Regulations issued in terms of the Public Service
Act, 1999 (Act No. 103 of 1994) became effective on 1 August 2016
and further regulates government employees who conduct business
with an organ of the state.

*  The approval of a centralised pool of labour relations officials resulted in
a significant reduction in the turnaround time to resolve disciplinary
cases at national and provincial departments. The number of



departments that use the centralised pool of labour relations officials
however still remains relatively low.

The approval of a mentoring and peer support framework by the
minister of Public Service and Administration in March 2016, which
seeks to enable individuals to develop through the transfer of
knowledge and skills from peers.

The competency assessments developed by the DPSA indicated that
the competencies of financial management, people management and
empowerment still required attention in government.

The usage of the e-Disclosure system for financial disclosures by public
service senior managers continued to gain momentum in 2015-16.

The DPSA collaborated with the DPME to include the self-assessment
of human resource compliance in the management performance
assessment tool to monitor compliance with the human resource and
ICT governance framework by individual departments.

The minister of Public Service and Administration issued letters to other
ministers highlighting areas of non-compliance with the Public Service
Act and Regulations as provided for in section 16A of the Public Service
Act.

The DPSA introduced a significant number of measures to assist government
departments to professionalise the public service. There were however still key
challenges in the human resource and ICT environments that should be
improved to ensure a capable, efficient, effective, responsive and accountable
public service. The following bear reference:

The DPSA issued a directive on compulsory capacity development,
mandatory training days and minimum entry requirements for
government in November 2014 but the implementation date was
amended to 1 April 2020. This was mainly due to the unavailability of
public service specific qualifications for senior management.

The position of the Office of the Government Chief Information Officer
(OCGCIO) at the DPSA was still not filled as reported in the previous
year. The instability in this position impacted on the implementation or
finalisation of standards, guides or procedures to be issued to the
departments. In addition, this impacted on the lack of improvement in
the IT control environment within government, as the majority of
departments were still struggling with the implementation of the
Corporate Governance of Information and Communications Technology
Policy Framework (CGICTPF).

The lack of adequate understanding and involvement in the strategic
alignment of business strategies against IT-driven initiatives by the
majority of Gitos in government remained a challenge.

The responsibilities and coordination of roles in terms of designing the
required government ICT norms and standards between the DPSA, the
Department of Telecommunications and Postal Services, and Sita were
a challenge and overlapping as all the three organs are expected to
perform these as per their mandates. This makes it difficult to enforce
accountability and consequence management in the areas where these
have not been achieved.

The Minimum Interoperability Standards (MIOS) and Minimum
Information Security Standards (MISS) were still not approved and
revised accordingly, and therefore not aligned with best information
security practice.

The ICT controls in government had improved significantly from
2014-15 to 2015-16 as presented in section 5.3. However, there were
still a significant number of departments and public entities with findings
that were of concern and required intervention.

Public accounts committees

2015-16
201415
2013-14

20% (2)
30% (3)

60% (6)
60% (6)
80% (8)

10% (1)

In our assessment, the majority of the public accounts committees (PACS)
were providing some assurance over the three years with only the PACs from
the Western Cape and the national Standing Committee on Public Accounts
(Scopa) providing the required level of assurance. The PACs of two provinces
(Free State [remained unchanged from previous year] and Limpopo [regressed
from providing some assurance in 2014-15]) provided limited assurance in
2015-16. A summary of the assessments follows, but more detail is provided in
the provincial overviews, section 9.
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National Standing Committee on Public Accounts

Scopa has a normative responsibility to oversee the expenditure of public
funds. The committee uses various mechanisms to discharge its oversight
responsibilities. The committee conducts oversight in the following ways:

* Hold public hearings with departments and public entities.

* Undertake oversight visits to various departments to satisfy itself on the
progress made on various high funded projects.

* Request progress reports from departments on specific matters of
interest.

* Request specific briefings by public institutions on expenditure of public
funds to enhance public trust on the financial affairs of government.

Although Scopa provided the required level of assurance for the year under
review, there was an improvement in its oversight drive to ensure adherence to
astute financial management. We credit the committee for undertaking the
following key initiatives:

»  Elevating the importance of consequence management by facilitating a
briefing session with the anti-corruption task team, where an extensive
briefing was provided on the state of disciplinary cases undertaken in
the public service.

« Intensifying and advocating for the importance of accountability by
accounting officers, as required by section 38 of the PFMA. Through
this intensification, the committee has taken a big stride in seeking
accountability at the appropriate echelons of the public service.

«  Strengthened ties with the office of the chief procurement officer, with
the view to deepen the understanding of matters relating to
unauthorised, fruitless and wasteful expenditure that result from not
adhering to proper procurement processes by departments.

* Intensely surfaced the undesirable trend of the late payment of
suppliers by government departments, a norm that is outside the
required statutory period of 30 days. This has led to a positive response
by cabinet in a statement released on mid-September 2016.

» Institutionalised the practice of prioritising follow-up hearings with
departments that have shown slow progress towards good audit
outcomes.

Through the above initiatives, Scopa has achieved the desired impact that has
seen exponential publicity and public interest in the issues they have raised.
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Recently, the cabinet made a statement seeking to intensify matters relating to
the late payment of suppliers. The session held with the anti-corruption task
team on consequence management has been institutionalised to take place
quarterly. The improvement experienced by Scopa is as a result of their
enthusiasm to initiate oversight means to address the findings raised by the
AGSA.

Scopa has also attracted political interest from ministers who voluntarily attend
hearings to gain better understanding of the departmental challenges. The
insight gained from Scopa enhances the ministers’ oversight of their
departmental affairs.

The committee needs to advocate for an opportunity for its reports to be
debated in the House. It is understood that they were unable to do so this year,
owing to the long break experienced because of the local government
elections.

Provincial public accounts committees

Provincial legislatures have a constitutional mandate to oversee executive
action in their respective provinces. Oversight is generally conducted through
committee’s mechanisms such as hearings, oversight visits and sending
written questions to the provincial executives. For the year under review, there
has been notable improvement in the oversight activities by provincial PACs.

The following positive key areas were noted on PACs:

*  The majority of the PACs called on accounting officers to account
publicly with relevant questions on issues raised on internal controls,
with the exception of the Limpopo PAC which did not hold public
hearings. This has been noted with concern as it may erode public
confidence.

* An extra ordinary effort was further demonstrated by Gauteng to ensure
continued robust interactions by members of the PAC and also holding
the MECs and the heads of department accountable — a practice worth
replicating across the board.

* There has been observed cooperation between PACs and portfolio
committees, where joint hearings were held. KwaZulu-Natal and
Gauteng have institutionalised this practice with a certain level of
success.

* Resultant from the joint hearings, portfolio committees were able to
follow up on issues raised during the Scopa hearings as part of their
in-year monitoring.



«  There has been a low level of committee recommendations tabled to Association of Public Accounts Commiﬁ‘ees
the House; as a result there was a lack of ownership of the resolutions

by departments. Almost all provinces were lacking in this regard, with

the exception of Gauteng and the Western Cape where there has been The Association of Public Account_s Qommi_ttees (Apac) is an association made
success in this area of oversight. up Qf the PACs from the nine provincial Ieg_lslatures and the one from the
National Assembly (Scopa). All PACs provided quarterly reports on their
* The PAC of North West in particular has made effective use of its progress in monitoring identified sector departments (Education, Health and
resolution tracking mechanism to fast track departmental responses to Public Works). This was in keeping with Apac’s commitment to the
the issues raised by oversight committees; while all other provinces did auditor-general (AG) that all PACs would closely monitor these departments.

not have a system in place. , . . . . -
It is encouraging to note that Apac organised decentralise capacity building

* Itis also encouraging to note that portfolio committees were programmes and provided an opportunity for the AGSA to train on ‘audit of
strgngthenmg their 0V€f§|ght resp9n3|blllty by holding accounting . predetermined objectives’. This was motivated by the understanding that even
officers accountable. This trend mirrors the AGSA message of ensuring though the AGSA does not audit service delivery — the insights gained from
accountability at an appropriate level. audit of predetermined objectives would assist oversight structures to monitor

+  Limpopo is the only province where the PAC was inactive. This service delivery from a planning and performance perspective.
worrying development renders accountability in that province a At its recent bi-annual conference, the AG delivered a paper entitled Dealing
challenge. with SCM challenge and consequence management. The theme of the

Overall, there has been a great deal of improvement in the assurance provided conference was: ‘Consolidating the 22 years’ gains of oversight: Accelerating
by PACs across the spectrum, with the exception of Limpopo. The majority of public accountability’. Essence of this paper was to provide a closer look at the
Scopas still provide some level of assurance because of the following key key SCM challenges and consequence management and how these could be
challenges: enhanced to provide much needed impetus in accelerating public
accountability. The following key findings were highlighted at the conference:

« An effort should be made to fast track the establishment of a proper ) o ) .
resolutions mechanism across the provincial legislature spectrum. Such *  There s lack of capacity in PAC and MPAC members in enforcing
a mechanism will enhance the level of impact of all oversight consequence management.
committees. * There is a culture of neglecting audit committee findings by accounting

+  Where the resolutions were tabled in the House, there is a need to officers.
institutionalise the practice of debating reports, to facilitate public +  No consequence management for senior management service staff.
knowledge and elevate the issues that committees have raised. Only lower level staff is subjected to disciplinary processes.

* While the tracking of resolutions has to be undertaken by the House, - Staff caught for wrong doing resign and get employed elsewhere within
there is a need for an institutionalised feedback mechanism that will the public service. This exposes the government to a greater risk as
provide a sense of progress to committees once the House has tracked these individuals continue to misuse public funds and flout key
its resolutions. legislation without any deterrent.

In order to improve and sustain audit outcomes, PACs require systems and «  The role of speakers in enforcing House resolutions needs to be

processes to be in place to monitor and follow up on the implementation of the strengthening.

recommendations and House resolutions. In order to affect this, key ) ) ) ) )

consideration has to be placed on urging the speakers to establish such * There is generally poor resolution tracking mechanism by legislatures.

processes. The following resolutions were adopted for implementation by all PACs and
Scopa:
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* That PACs and MPACs should have focused oversight practices that
will address SCM and consequence management challenges for the
next 24 months.

*  APAC must strengthen relations with speakers’ forum and introduce
mechanisms of tightening tracking of resolution implementation.

*  PACs to cooperate with portfolio committees and MPACs towards
enhancing consequence management across all spheres.

* PACs and MPACs should enforce accountability to those who are in the
executive in all spheres of government.

* PACs and MPACs should ensure that the National Treasury register of
blacklisted officials and companies is kept up to date.

Portfolio committees

2015-16 | 42% (53) 39% (50)

In our assessment of the portfolio committees, 42% provided the level of
assurance required. Most of the portfolio committees in the Free State,
Limpopo and North West only provided limited or no assurance during the year
under review.

As 2014-15 was the first year of the fifth Parliament we focused last year on
capacitating portfolio committees and embedding the role the committees
should play as assurance providers. We thus did not formally assess the
committees in 2014-15.

A summary of the assessments follows, but more detail is provided in the
portfolio overviews (section 8) and provincial overviews (section 9).

National portfolio committees

Portfolio committees are required to assess the strategic and annual
performance plans of departments and public entities in order to effectively fulfil
their oversight role. They enjoy a unique opportunity to actively oversee
departmental actions throughout the financial year by holding public hearings
and using other oversight mechanisms. For the year under review, the
following initiatives were noted regarding portfolio committees:

*  During the 2016 Annual performance plan (APP) briefings, portfolio
committee chairpersons afforded the AGSA an opportunity to share its
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preliminary findings on the departmental APPs. These briefings
empowered committees to have meaningful hearings with departments
before the tabling of the APPs.

*  There has been a notable trend where portfolio committee leadership
specifically sought AGSA verification of information provided by
departments, especially on matters of public interest such as the status
of water service delivery. This trend signified an important shift in the
oversight space as it cemented the committee’s quest for proper
accountability.

*  We have also seen intensity in the portfolio committees demanding
accountability on issues of unauthorised, irregular and fruitless and
wasteful expenditure, most notable in line with ensuring that there is no
wastage of public funds owing to the difficult economic situation of the
country.

Overall, the majority of portfolio committees were able to follow up on audit
findings raised by the AGSA during the in-year monitoring process.

Provincial portfolio committees

The overlapping membership of provincial portfolio committees and PACs with
effort of holding joint hearings has enabled a symbiotic relationship between
the two committees. In provinces such as Gauteng, Northern Cape, and
KwaZulu-Natal, there have been pockets of excellence where follow-up on
action plans of departments has been successful through such collaboration.
Provinces such as the Free State and Limpopo have not experienced much
success in this regard.

There is a need for a uniformed oversight processes for portfolio committees
across the board, notable to schedule their activities according to the key
oversight intervals of the legislatures. This will bring into effect the aspirations
of effective oversight outlined in the legislative sector oversight model.

5.5 Conclusion

The main root causes of auditees’ continuing challenges with regard to
financial and performance management, as described in the preceding
sections, are as follows:



Slow response to improve internal controls and address risk areas

Management (accounting officers and senior management) did not respond
with the required urgency to our messages about addressing risks and
improving internal controls. In our assessment this was the root cause of the
audit outcomes at 222 (73%) of the 304 auditees that did not obtain clean audit
outcomes.

The slow response by executive authorities and oversight structures (Scopa
and portfolio committees) also had an impact on outcomes, but to a lesser
degree at 21% for the executive authorities’ response and 4% for oversight
structures’ response.

Our message and its delivery have been consistent for a number of years, but
the slow response to this message and to the initiatives taken by national and
provincial government is standing in the way of improvements in audit
outcomes.

Inadequate consequences for poor performance and transgressions

As discussed in section 3.2.4, most auditees had mechanisms in place for
reporting and investigating transgressions or possible fraud, and investigations
were conducted which at some auditees led to consequences for
transgressors. As per section 5.2, the performance contracts of key officials at
most auditees are linked to audit outcomes, which means poor audit outcomes
should have the required consequences.

However, in our assessment the inadequate response to the transgressions
and poor performance by officials at 121 (40%) auditees was the root cause of
their poor audit outcomes.

Instability or vacancies in key positions or key officials lacking
appropriate competencies

The stability and vacancy levels in most key positions have shown some
improvement, but they were still prevalent enough to affect the rate of
improvement in audit outcomes at 116 auditees (38%). Key officials that lack
appropriate competencies were identified as a root cause at 26% of auditees
that did not obtain clean audit opinions.

Our message on these three root causes has remained constant since
2013-14. Figure 1 shows the progress made by auditees in addressing these
three root causes over this period.

Figure 1: Status of overall root causes

Slow response to improve key controls and address risk areas

Instability or vacancies in key positions or key officials lacking competencies

166

Inadequate consequences for poor performance and transgressions

As illustrated in figure 1, there has been some improvement in the response to
root causes in the previous year, while there has been a reduction since
2013-14 in the auditees where instability, vacancies, competency gaps and
inadequate consequences were identified as the root causes of poor audit
outcomes.

0 Annexure 2 lists the auditees and the status of the overall root causes.
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ﬂ Outstanding audits
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6. Outstanding audits

We set the cut-off date for inclusion of the audit outcomes in this report as
12 August 2016. By this date 27 audits were not completed, which makes up
6% of our total audits. This is slightly less than the 28 audits that were
outstanding at the same time last year (23 audits were subsequently
finalised). Twenty-three of these auditees were either national departments
or public entities — the ministerial portfolios in section 8 provide further
information on the outstanding audits.

Tables 1 and 2 provide detail on the reasons for the audits not being
finalised. The main reasons were:

* non-submission of financial statements (four auditees)

* late submission of financial statements (eight auditees)

« information for audit was outstanding (nine auditees)

* related to audit process (two auditees)

« disagreement on accounting and other matters (four auditees).

In finalisation of a number of these audits we experienced pushback from
auditees where they disagreed with our findings and conclusions. It is
acceptable that auditees question and challenge the outcome of audits,
based on evidence and solid accounting interpretations or legal grounds.
However, in a number of cases management and even audit committee
chairperson put pressure on the audit teams to change conclusions purely to
avoid a negative audit outcome, without having the grounds to do so. And
typically such pushback happens in the last few weeks of the audit, when it
becomes apparent what the overall outcome will be — even if the findings
have been communicated throughout the audit process and even from
previous years. Legal action is often threatened.

This is a worrying trend we also observed in our other audits, which is
eroding the relationships between auditees and auditors and creating
pressure on the audits.
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This trend can be reversed if accounting officers fully and correctly address
previous year findings and react to new audit findings and recommendations
earlier in the audit process. We also need the Office of the Accountant-
General to play a more proactive role in resolving these disputes as also
mentioned in section 5.4.

Table 1 lists the 18 audits that were not completed by the date of this report
and provides the reasons for late finalisation.

Table 2 includes the nine audits that were finalised after 12 August — it
provides the reasons for the late finalisation, the outcomes of the audit and
the irregular and fruitless and wasteful expenditure incurred.

The irregular and fruitless and wasteful expenditure incurred by these nine
auditees, in particular the Passenger Rail Agency of South Africa, was so
significant that we included it in the analyses in section 3.2.1 and 3.2.2 of this
report.



Table 2: Outstanding audits

10

11

12

13

Auditee

Orbit TVET College
Vuselela TVET College

Sedibeng TVET College

East Cape Midlands TVET College

South West Gauteng TVET
College

National Institute for the
Humanities and Social Sciences

Department of Home Affairs (DHA)

Department of Transport

Department of Environmental
Affairs (DEA)

Municipal Infrastructure Support
Agency

National Radioactive Waste
Disposal Institute (NRWDI)

Government Technical Advisory
Centre (GTAC)

Compensation Commissioner for
Occupational Diseases (CCOD)

Portfolio / province

Higher Education
and Training

Higher Education
and Training

Higher Education
and Training

Higher Education
and Training

Higher Education
and Training

Home Affairs

Transport
Environmental

Affairs

Cooperative
Governance

Energy

Finance (National
Treasury)

Health

Reason

The auditees submitted financial statements late as they lacked systems and documentation

The auditee submitted the financial statements late — on 29 July 2016 — because the chief financial officer’'s contract
was terminated and the council did not approve the financial statements over concerns over their quality. Consultants
were appointed to prepare the financial statements for auditing

The 2014-15 audits were finalised late due to significant disagreements with management over accounting matters. As
these audits had to be finalised before the submission of subsequent financial statements, the 2015-16 financial
statements were delayed

The auditee’s loss of data caused the non-submission of the financial statements. The auditee appointed a consultant
to prepare the financial statements

This institute is a new higher education institute established in terms of the Higher Education Act in 2013 and has been
audited for the first time. We received the 2016 financial statements on 29 July 2016, after the 2015 financial
statements were audited

The AGSA and National Treasury disagreed on the accounting treatment applied by the DHA to account for foreign
revenue. The resolution required adjustments to the department’s financial statements and the department needed
additional time to reconcile information on expenditure from foreign operations and movable tangible capital assets and
intangible assets. This department’s audits have been finalised late for the past five years

The department did not account for e-Natis assets due to litigation with the service provider and was obtaining a
technical opinion on the accounting implications of this on its financial statements

The DEA disagreed with the AGSA and National Treasury on the application of the Modified Cash Standard regarding
the accounting treatment for the expanded public works programme (EPWP) projects. The resolution required
adjustments to the department’s financial statements and as such DEA has been provided with an opportunity to make
the required amendments to their financial statements.

On reviewing the audit work that was contracted to a private firm, we found that the quality requirements were not met.
To satisfy ourselves that the audit conclusion is correct, the audit report has been delayed

The minister of Finance declined the NRWDI’s application for exemption from submitting financial statements. The
NRWDI is therefore required to compile and submit for auditing financial statements for 2014-15 and 2015-16 which, to
date, it has not submitted

The AGSA and GTAC disagreed on disclosures of irregular expenditure made in GTAC’s financial statements. The
resolution requires adjustments to GTAC’s financial statements and management has requested additional time to
submit supporting documentation

The CCOD has not prepared the financial statements since 2010-11 because it lacked systems and processes to
generate financial statements. The auditee is expected to submit the financial statements between October 2016 and
October 2017

Consolidated general report on the national and provincial audit outcomes 2015-16

89



14

15

16

17

18

Auditee

South African Express Airways

Portfolio / province

Public Enterprises

The Property Management Trading Public Works

Entity (PMTE)

Free State Political Party Fund

Ithala Development Finance
Corporation
Ithala Limited

Free State

KwaZulu-Natal

Reason

Information or documentation relating to critical line items on the financial statements was not provided for auditing on
time. In addition, the entity’s ability to continue operating as a going concern was still being assessed because the
entity did not agree with certain material misstatements identified by the auditors

Functions were transferred from the Department of Public Works to PMTE in 2013-14. As a result, the entity applied the
transitional provisions of Grap directive 2 to measure the assets transferred. Management and the Accounting
Standards Board disagreed on the interpretation of directive 2, which was only resolved in September

Political parties delayed submitting their financial statements to the fund for consolidation, which led to the fund
submitting its financial statements late. The 2014-15 audit was completed after the cut-off date for inclusion in this
report. The 2015-16 financial statements have not yet been prepared

On 22 September 2016, the minister of Finance agreed to extend the Ithala Bank’s banking licence exemption until
30 September 2017. However, as the reports can only be finalised after the official letter has been received from the
South African Reserve Bank, we could not conclude on their going concern and the audit opinion has not been finalised
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Table 2: Audits subsequently finalised

2015-16 2014-15
2015-16 audit outcomes 2014-15 audit outcomes irregular and fruitless and irregular and fruitless and
wasteful expenditure wasteful expenditure

Auditee Reason for late finalisation of audits

Fruitless liesnlEy Fruitless
and wasteful qu! and wasteful
> expenditure i
expenditure expenditure

Amount R ATIOUER Amount R

Irregular
expenditure
Amount R

Portfolio / province

Audit opinion
Predetermined objectives

Audit opinion
Predetermined objectives
Compliance with legislation
Compliance with legislation

Acsa embarked on an intensive asset verification
project for the 2015-16 financial year, which could
Transport not be completed on time for the submission of
financial statements within the legislated deadline.
The audit was finalised on 5 September 2016

Airports Company South Africa

134,14m 18,87m 230,03m 12,57m
(Acsa)

Investigations of SCM contracts and accounting for
irregular expenditure in the financial statements
could not be finalised within the legislated deadline.
The audit was finalised on 18 August 2016

There was a disagreement between Necsa and the
Department of Energy (DoE) on who should
account for the decontamination and
decommissioning (D&D) liability related to the
operational strategic nuclear facilities at Necsa.
Based on a legal opinion from senior legal counsel,
the minister of Energy instructed Necsa in

April 2016 to disclose the decontamination liabilities
Energy which means that Necsa should account for all
D&D liabilities not only the operational strategic
nuclear liabilities, but also for the historical strategic
nuclear facilities. Necsa therefore requested an
extension to submit their financial statements and
submitted the financial statements for both the
2014-15 and 2015-16 financial years on

25 July 2016. The audits for 2014-15 and 2015-16
were finalised on 20 September 2016

Passenger Rail Agency of South

: 13 970,91m 255,32m 550,57m 19,91m
Africa

Transport

The South African Nuclear

Energy Corporation (Necsa) 43,64m 1,02m 33,79m 0,17m

New information was submitted late by the auditee
to address the previous year qualification on
revenue and fixed assets. The audit was finalised
on 8 September 2016

Northern Cape Economic
4 Development, Trade and Northern Cape
Investment Promotion Agency

0,07m 0,08m 0,65m 0,03m

The audit was delayed in order to appropriately
conclude on a fraud risk detected during the audit.
The audit was finalised on 9 September 2016

Department of Cooperative Cooperative

482,28m - 155,38m -
Governance Governance
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Auditee Reason for late finalisation of audits

Sapo submitted the financial statements for the
2015-16 financial year after the legislated

31 May 2016 due to a lack of skills and number of
resignations within the finance unit after year-end.
The auditee required more time as there was still a
Telecommunication | number of adjustments required to the financial

and Postal statements in respect of taxation (where

Services consultants were sourced), pension and provident
fund information, heritage asset verification was still
incomplete, provision for the possible
divisionalisation of the Courier Freight Group and
clearing accounts in Postbank. The audit was
finalised on 19 September 2016

South African Post Office
(Sapo)

The ITB formed a separate trust, namely the
Ingonyama Trust entity in 1998, which required
separate financial statements for the Ingonyama
Trust to be prepared based on enabling legislation.
Management and the board of the ITB were of the
view that separate financial statements should have
been prepared for the Ingonyama Trust, but did not
exclude the trust from the financial statements
submitted for auditing. The board requested that
the corrected financial statements be resubmitted
during the audit process based on material
misstatements that were identified, which were not
permitted based on the agreed audit terms of
engagement. Subsequent to several engagements
with the board and management, it was agreed that
the ITB did not maintain accurate and complete
reconciliations for the trust account, which
pervasively impacted on the fair presentation of the
ITB financial statements. The audit was finalised on
26 September 2016

7 Ingonyama Trust Board (ITB) Rural Development

The 2014-15 audit was only finalised on

9 May 2016 as a result of late submission of the
financial statements, which delayed the 2015-16
audit. The audit was finalised on

25 September 2016

Higher Education

8 Motheo TVET College and Training
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2015-16 audit outcomes

Audit opinion

Predetermined objectives

Compliance with legislation

2014-15 audit outcomes

Audit opinion

Predetermined objectives

Compliance with legislation

2015-16
irregular and fruitless and
wasteful expenditure

Irregular
expenditure
Amount R

127,10m

Fruitless
and wasteful
expenditure

Amount R

7,05m

2014-15
irregular and fruitless and
wasteful expenditure

Fruitless
and wasteful
expenditure

Amount R

Irregular
expenditure
Amount R

363,21m 53,86m

3,12m

2,02m -




2015-16 2014-15
2015-16 audit outcomes 2014-15 audit outcomes irregular and fruitless and irregular and fruitless and
wasteful expenditure wasteful expenditure

Auditee Reason for late finalisation of audits : .
Fruitless liesntED Fruitless
and wasteful qu and wasteful

> expenditure i
expenditure expenditure

Amount R ATIOUER Amount R

Irregular
expenditure
Amount R

Audit opinion
Predetermined objectives
Compliance with legislation
Audit opinion
Predetermined objectives
Compliance with legislation

The IDT received a disclaimed opinion in 2014-15
and material findings in the same areas resulted in
a disclaimer opinion being concluded upon for the
2015-16 financial year. The audit was delayed as a
result of management's unwillingness to accept the
disclaimer of opinion. Although the opinion itself
and the supporting findings were not disputed by
management as well as the board, they believed
that additional time (two weeks to a month) was
required to address material findings that resulted
Independent Development Trust ’ in the disclaimer which would at least move them to
Public Works e h

(IDT) a qualification. A request for an extension on the

31 July deadline was submitted by management
during the last week of July 2016. Management
was given the opportunity to submit updated
financial statements; however, upon further testing
material findings were still raised. Subsequent to
the additional testing, the audit report was signed
on 2 September 2016 and the disclaimer opinion
accepted by management, the board and audit
committee as a reflection of the status of their
financial management and accounts

Legend Unqualified with Qualified with Adverse with Disclaimed wi
(audit outcomes) findings findings findings findings
Addressed [, -\ Repeat
(A) (N) (R)

6,08m 4,89m 14,98m 0,25m
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7. Recommendations

All role players in national and provincial government should continue to work
together to strengthen the capacity, processes and controls of departments and
public entities, which will enable credible financial and performance reporting,
compliance with key legislation, sound financial management and delivery of
services. The recommendations that follow are consistent with our messages for
the past three years and also informed by the best practices in place at some
auditees. They are grouped according to the drivers of internal control:

Leadership

1.

In order to improve and sustain audit outcomes, auditees require effective
leadership (political and administrative) that is based on a culture of
honesty, ethical business practices and good governance, protecting and
enhancing the interests of the auditee.

The following are some of the key aspects that should be considered:

Implement formal codes of conduct and regularly communicate their
existence and continued applicability to officials.

Monitor key officials’ performance regarding the maintenance of
adequate systems of internal control that ensure credible monthly
financial reporting, reliable reporting against predetermined objectives,
and compliance with key legislation.

Establish clear lines of accountability.
Take corrective or disciplinary action against key officials for misconduct.

Honour commitments made to the AGSA for interventions in response to
audit outcomes.

Policies and procedures should be applied fully to enable auditees to
implement consequence management for officials who fail to comply with
the applicable legislation, while appropriate and timely action must be taken
against transgressors. A less tolerant approach should be followed by all
parties, including those charged with governance and oversight, which will
result in accountability being enforced and consequences instituted against
those who intentionally fail to comply with legislation.

Executive authorities and accounting officers or authorities should ensure
stability in key senior management positions specifically those of
accounting officer, chief financial officer and heads of SCM unit. The ability
to attract and retain competent officials remains a major challenge, but is
key to consistent performance and a strong control environment.
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4. Accounting officers and authorities should insist on credible in-year

reporting on financial and service delivery performance and in particular on

the progress and achievement of targets or key projects.

Financial and performance management

1.

Proper and timely record keeping ensures that complete, relevant and
accurate information is accessible and available to support financial and
performance reporting. Sound record keeping will also enable senior
management to hold staff accountable for their actions. A lack of
documentation affected all areas of the audit outcomes, including SCM.
Senior managers should ensure proper record keeping so that records
supporting financial and performance information as well as compliance with
key legislation can be made available when required for audit purposes.
They should also implement policies, procedures and monitoring
mechanisms to manage records and make staff members aware of their
responsibilities in this regard.

Controls should be in place to ensure that transactions are processed in an
accurate, complete and timely manner, which in turn will reduce errors and
omissions in financial and performance reports.

Some of the matters requiring attention from senior management include
the following:

Daily capturing of financial transactions, supervisory reviews of captured
information and independent monthly reconciliation of key accounts.

Collect performance information at intervals appropriate for monitoring,
set service delivery targets and milestones, and validate recorded
information.

Confirm that legislative requirements and policies have been complied
with before initiating transactions.

Accounting officers should ensure that auditees have mechanisms to
identify applicable legislation as well as changes to legislation; assess
the requirements of legislation; and implement processes to ensure and
monitor compliance with legislation. Compliance checklists should be
implemented as a tool to supplement policies and procedures. These will
enable officials, supervisors and monitoring units (e.g. internal audit units) to
independently check whether all legislative requirements are met in the daily
transactional, management as well as SCM processes.

Regular reports to management and governance structures on compliance
with key legislation, specifically in the area of SCM, will also promote
awareness of legislative requirements and ensure that management deals
with compliance in a regular and structured manner.



5. The implementation and monitoring of audit action plans are key effective revenue collection and payments of creditors within 30 days

measures to support financial management and governance. should receive attention.
The matters requiring attention by accounting officers and senior manager 9. Reducing the cost of services provided is part of the solution for improved
include the following: financial health and we believe that more could be done with less if,

among other cost-saving initiatives, a concerted effort is made to curtail the
extent and costs of using external providers. The SCM process should be
used effectively to procure goods and services from the best-qualified
+  Assign clear responsibility to specific staff members to carry out action plans providers at the best price.
and ensure that the responsibilities assigned are executed effectively and
consistently through monitoring.

«  Devise action plans to specifically address the external and internal audit
findings.

10. The capacity and capability of auditees to plan, manage and report on
service delivery need urgent and increased attention. Project

+  Develop audit action plans early enough in the financial year to resolve management is required for key projects to succeed and auditees should
matters by year-end. be guided and supported in a more focused manner in this regard.

*  Ensure that audit action plans address all three areas of audit outcomes,
namely qualifications, findings on APRs and compliance with legislation. Governance

* Focus the actions to be taken on the root causes of findings, thereby 1. Executive authorities, accounting officers or authorities and senior
ensuring that sustainable solutions are found. managers should implement the recommendations of internal audit units

6. Management should give focused attention to improving the IT control and audit committees and use the opportunity to interact with these
environment. The following actions should be taken: structures to assist in improving governance and control.

+  Auditees should customise IT governance frameworks and structures for 2. Areas where these governance structures can jointly make significant

their specific environments to ensure that IT controls are governed contributions to the audit outcomes include the following:

appropriately. Policies, standards and procedures should be sufficiently
documented, implemented and monitored for compliance. Continuous
monitoring of the implementation and operating effectiveness of governance

*  Encourage senior management to submit regular financial and performance
reports for audit committee review.

structures already established should be prioritised. * Assist with designing the audit action plan and monitor its implementation.
*  Management should ensure that service providers are monitored on a * Review financial statements and APRs before submission for auditing to
regular basis and that corrective actions are taken against them where identify material misstatements.

deviations from the expected quality and standards are detected. A plan for
the transfer of skills should be required when vendors bid for work at
auditees.

*  Monitor the appropriateness and timeliness of actions taken by management
in instances of known transgressions by officials.

*  Play a more active and effective role in tracking the progress made in
implementing management commitments in respect of previously raised IT
audit findings and in improving IT controls generally.

* Auditees should initiate user awareness campaigns to ensure that all users
are aware of their roles with regard to security of the IT environment.

7. Management should ensure that the arrangements with implementing
agents are clear in terms of responsibilities and deliverables, including the
SCM principles to be followed and the accounting to be done, of the
projects. The monitoring of their activities and deliverables should be
improved. 4. Departments that oversee public entities should ensure they receive

credible in-year reporting on the financial health of the public entities and

timeously intervene or provide support where problems are identified.

3. The audit committee chair needs to play a leading role in ensuring the
committee remains focused on ensuring that management fulfils its
responsibilities.

8. The financial position of departments will only improve if expenditure is
more effectively monitored in-year, as and when incurred (and not just when
paid), and by improving systems to promptly account for liabilities incurred. Our detailed recommendations on strengthening the support of coordinating or
At both departments and public entities, the process and controls to ensure monitoring departments and oversight are included in section 5.6.
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Vote 1: The Presidency

Three-year audit outcome

100% (1)

201516 2014-15 2013-14

1 auditee 1 auditee 1 auditee
Unqualified Qualified Adverse Disclaimed . -
with no findings _ with findings with findings LTS

The Presidency regressed from the clean audit outcome received in 2014-15 to
an unqualified audit opinion with findings on performance information and
compliance with legislation in the 2015-16 financial year. Thus similar to the
outcome received in 2013-14. The inability of the Presidency to have sustained
their clean audit outcome is of particular concern given the expectation for the
Presidency to lead by example and set the tone when it comes to exemplary
financial and performance management and good governance.

Material adjustments had to be effected to the financial statements in the areas
of current assets and disclosure items to achieve fair presentation and the
resultant unqualified audit opinion. This occurred although we had emphasised
that management should enhance the review of the financial statements based
on the errors noted in the September 2015 interim financial statements.
Additionally, at the conclusion of the previous year’s audit we emphasised that
management should intensify focus on preparing accurate and complete
in-year financial statements to sustain the 2014-15 audit outcome. This
recommendation was only partially implemented.
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There was a regression from 2014-15, with material non-compliance with
legislation reported as a result of material amendments to the financial
statements subsequent to submission for audit purposes, suppliers not being
paid within 30 days and non-adherence to SCM requirements. With the
exception of suppliers not having been paid within 30 days, the remaining
non-compliance matters were also reported in 2013-14. This is indicative of
prevailing deficiencies in the system of internal control as it was incapable of
sustainably preventing and detecting non-compliance with legislation.

The department disclosed irregular expenditure of R4 million as well as
irregular expenditure under investigation of R6 million due to non-compliance
with SCM prescripts and one instance of a payment that was not approved by
a delegated official. Despite having failed to prevent irregular expenditure of
R11 million in 2013-14, no irregular expenditure was incurred in 2014-15.
Compliance with SCM requirements regressed in 2015-16 due to the
non-promotion of local content and an invitation for a competitive bid that was
not advertised for the required minimum period. The review and monitoring of
compliance with SCM legislation were not effective in 2015-16 and going
forward the Presidency must confirm on an ongoing basis that officials involved
in SCM are abreast of all SCM requirements and how to accurately interpret
and apply the legislative requirements. This, together with a preventative
approach where compliance is established prior to concluding procurement
transactions, will eliminate irregular expenditure.

The state of financial health at the Presidency improved due to the
unauthorised expenditure incurred in previous years having been approved
with funding. To this effect R43 million was received in the 2015-16 financial
year and the department managed to eliminate the bank overdraft reported at
the end of the previous financial year.

We noted a regression in the quality of the 2015-16 annual performance report
as it contained material misstatements. Some of these misstatements were
subsequently corrected; however, we could not confirm the reliability of the
reported achievements due to a lack of sufficient and appropriate evidence.
The Presidency adopted a new approach to measuring performance in the
2015-16 financial year where the focus shifted to intensively measuring the
support provided to the principals instead of the previous practice to mainly
measure the occurrence of certain events and meetings in line with
predetermined calendars and schedules. However, the Presidency did not
properly prepare for the change in approach and this resulted in the regressed
outcome in this area.

The overall assessment of the IT environment remained unchanged. The
Presidency nevertheless addressed previously reported shortcomings in the
firewall configuration standards and developed an appropriate disaster



recovery plan (DRP). However, a comprehensive DRP testing was not
performed to ensure that critical services in the IT infrastructure environment
like the domain, emails and documentation would be recovered during a
disruption. The testing of the DRP is envisioned for the near future but due to
this being a significant expense for the department and budgetary constraints
currently being experienced, the procurement process was delayed.

The assurance provided by the director-general, chief operating officer and
senior management was not of the required level, which is evidenced by the
non-compliance matters reported as well as the matters raised pertaining to
performance information. The regression in the overall audit outcome is mainly
attributable to the failure by these key assurance providers to timeously and
conclusively address previously reported internal control deficiencies. The
internal audit unit and audit committee provided the required level of assurance
in line with legislative requirements; however, the department did not
implement their recommendations in certain instances resulting in the inability
to sustain the previous year’s clean audit outcome.

The Presidency should, as a matter of urgency, take all steps necessary to
regain a clean audit status in order to be in a position to set the right tone, lead
from the front and set the appropriate example for their counterparts in
government. To this effect we recommend that the overall control environment
be strengthened to the point where controls are institutionalised and strong
enough to ensure a sustainable clean audit outcome. Immediate corrective
action should focus on addressing the specific matters that resulted in the
regression in 2014-15 and we reiterate the importance of successfully
implementing the following recommendations:

* Formalise the review of financial statements, including interim financial
statements. Specific procedures to be performed in the review process
and the officials responsible, including the internal audit unit, for
performing them should be documented and adhered to. All officials
involved in the preparation and review process should be updated on
the latest developments and any changes required by the accounting
framework at all times.

«  Complete the SCM compliance review checklist prior to concluding any
procurement transaction. This checklist should be reviewed and
enhanced to ensure that it makes provision for all applicable
compliance requirements, including local content.

* Improve the discipline surrounding the immediate follow-up and
resolution of any disputes with service providers to avoid prolonged
delays in paying affected service providers.

Provide training to all officials on minimum documentation to be
included in the portfolio of evidence to support the reliability of
performance information. The adequacy of the portfolio of evidence
must be confirmed as part of the review process of the quarterly
reports. Any deficiencies noted should be addressed immediately after
detection. This will enable the Presidency to submit an accurate and
complete annual performance report, reflective of actual achievements
during the year.
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Vote 2: Parliament of the Republic of South
Africa

Three-year audit outcome

100% (1) 100% (1)

2015-16 201415 201314

1 auditee 1 auditee 1 auditee
with no findings with findings with findings with findings 9

The Parliament of the Republic of South Africa (Parliament) has sustained its
audit outcome of unqualified with no findings of the previous year. This is
because the leadership focused on monitoring the implementation of the action
plan to address past audit findings and the related processes of performing an
adequate risk assessment and addressing identified control weaknesses.

The overall quality of the financial statements submitted for auditing has
improved compared to the previous year, mainly due to improved review of,
and enhanced reconciling controls over, financial information before its
inclusion in the financial statements. Although the financial statements were
free of material misstatements, the following controls should be monitored to
sustain a control environment that supports reliable financial reporting:

* Management should continue to enhance existing processes for
reconciling and reviewing financial information supporting other
disclosures in the financial statements.
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We did not identify any material findings on compliance with legislation.
However, the following controls should be strengthened to sustain a control
environment that supports compliance with legislation:

*  Management should enforce workflow processes to ensure that all
invoices are paid within the prescribed 30 days of receipt.

* Management implemented the new SCM regulations as from
April 2015; however, processes and controls around the SCM process
should continue to be enhanced to sustain a control environment that
supports compliance with the regulations. Irregular expenditure
increased slightly from R569 000 in the previous year to R653 000 in
the year under review. This is mainly attributed to non-compliance with
procurement processes which was not considered material for inclusion
in the audit report.

Although Parliament has a stable financial health environment, it had an
operating deficit year on year while a net liability position was also realised due
to an increase in the provision for post-retirement benefits for members of
Parliament. These indicators should be monitored as they could pose
sustainability challenges in the longer term. Our assessment indicated that
these did not have a negative impact in the short to medium term due to
adequate cash reserves.

The previous year’s performance reporting action plans and commitments were
not fully implemented, and the annual performance report was not adequately
reviewed prior to submission for auditing. This resulted in Parliament
submitting an annual performance report that contained material
misstatements, which were subsequently corrected.

The following controls should be strengthened to establish and sustain a
control environment that supports useful and reliable reporting on the
performance of Parliament:

* Record management controls that properly maintain supporting
documentation for the performance information contained in the annual
performance report so that it can be easily retrieved.

«  Consequence management measures where performance reporting
action plans are not completely implemented.

»  Effective oversight, by implementing action plans to ensure that
quarterly financial and performance reports are tabled in Parliament
within the legislated time frames.



* Monitoring of action plans by implementing processes to ensure that
standard operating procedures are managed and implemented for all
programmes.

«  Systems for planning, collating, and reporting on, performance
information.

Although Parliament has reasonable systems of internal control, we encourage
them to continuously:

* improve effective human resource management controls
« develop standard operating procedures
* maintain proper records for reporting on predetermined objectives

* monitor the implementation of its action plans for internal control
deficiencies reported.

The first level of assurance provided in the area of financial and
performance reporting should be strengthened to avoid repeat audit
findings. While there has been stability in the leadership of Parliament, the
senior management vacancy rate of 29,41% is the same as that of the
previous year because of the strategic austerity initiative to freeze certain
posts.

Parliament has adequate controls over IT governance, IT service continuity,
physical and environmental controls, problem and incident management,
change management and user account management.

We did not meet with the executive authority in 2015-16; however, we
assessed the executive authority as having performed their oversight functions
adequately as evidenced by the sustained clean audit outcome. The executive
authority should further ensure continuous monitoring of commitments made by
the accounting officer to address audit findings and key controls to ensure the
sustainability of the audit outcome.

The internal audit unit and the audit committee continued to perform their
functions in accordance with their mandate.

The secretary to Parliament and management should continue to work towards
improving the key controls, addressing previously identified root causes and
ensuring that there are improvements in the key risk areas. This will provide
assurance on the quality of the financial statements and performance reports.

The implementation of the above recommendations, coupled with the
leadership’s continued commitment to maintain and further improve the internal
control environment, will ensure that the audit outcome is sustained.
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Vote 3: Communications

Three-year audit outcome

17% (1) 17% (1)

43% (3)

14% (1) 17% (1) 17% (1)

2015-16 2014-15 2013-14

6 auditees 5 auditees 5 auditees

with no findings with findings with findings with findings 9

This is a new portfolio established in the 2015-16 financial year. The following
entities and department form part of this portfolio:

* The Media Development and Diversity Agency (MDDA) was under the
Government Communications Information System (GCIS) portfolio in
the previous year (vote 9).

*  The South African Broadcasting Corporation (SABC) and Independent
Communications Authority of South Africa (Icasa) were under the old
Communications portfolio (which was changed to Telecommunications
and Postal Services) in the previous year (vote 27).

«  Brand South Africa (BSA) was under the Presidency portfolio (vote 1).

*  The Film and Publication Board (FPB) was under the Home Affairs
portfolio (vote 4).

e The Department of Communications (DoC) is a newly established
department.
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The overall audit outcomes of the entities that form part of the Communications
portfolio improved. The improvement was a result of the BSA moving to a
financially unqualified audit opinion with no findings. This improvement arose
from effective oversight of their compliance with legislation. The GCIS
maintained its financially unqualified audit opinion with no findings by producing
credible and accurate financial and performance information quarterly, which
was adequately reviewed by the oversight structures. The DoC also obtained a
financially unqualified audit opinion with no findings by adopting the best
practices from the GCIS. The SABC received a qualified audit outcome
although it managed to address some of the material matters reported in the
previous year. The material matters were addressed by making use of
consultants. The SABC’s control environment did not improve and remained
weak. Icasa, the constitutional institution, received an unqualified audit opinion
with other matters.

Although the overall audit outcomes improved, the annual financial statements
of two entities that were submitted for auditing had material misstatements that
were identified through the audit process. The MDDA relied on the audit
process to produce credible financial statements, which resulted in an
unqualified audit opinion. However, the SABC could only resolve some of the
material misstatements identified during the audit process, which resulted in a
repeat qualified audit opinion.

A poor control environment and significant vacancies at the senior
management level resulted in poor oversight of compliance with applicable
legislation at the SABC and MDDA. There was also a dependency on the work
of service providers to resolve previous year qualification areas at the SABC.
These resulted in material non-compliance in asset management, procurement
and contract management, and in strategic planning and performance
management. It is very important that the critical vacancies are filled to provide
adequate oversight of the control environment. The leadership must reduce
dependencies on service providers by implementing strong policies and
procedures.

The department and public entities within this portfolio disclosed irregular
expenditure of R769 million in 2015-16. This is more than the R421 million they
disclosed in the previous financial year. The majority of this irregular
expenditure was incurred by the SABC. However, it should be noted that the
irregular expenditure disclosure note for the SABC was qualified as the audit
team was unable to determine whether all the irregular expenditure incurred
was disclosed in this note. Irregular expenditure was a result of SCM
processes and policies not being followed. Poor record management, policies
lacking alignment and inadequate compliance monitoring contributed
significantly to the portfolio incurring irregular expenditure during the 2015-16
financial year.



The SABC’s consequence management processes were not adequate to hold
personnel accountable for not adhering to applicable legislation. Part of
performance management in the portfolio should include holding the
responsible individual accountable for their failure to comply with applicable
legislation and policies when performing their tasks.

Overall, there was a slight regression in the quality of annual performance
reports submitted for auditing, with the MDDA required to make material
amendments to their submitted annual performance report. The key
performance indicators and targets at the SABC were not well defined and did
not meet the SMART criteria. Furthermore, the reported information in their
annual performance report was not reliable because the SABC did not have
formally documented standard operating procedures governing predetermined
objectives for the majority of the financial year. The result was a material
non-compliance matter. The performance information policy and procedures
must be implemented during the performance planning and reporting process
to correct the material non-compliance.

The status of internal control of the entities within the portfolio improved over
the three-year cycle. However, two entities regressed from the previous year.
The MDDA regressed in all levels of internal control, mainly due to vacancies in
key positions throughout the organisation. The SABC regressed in internal
controls over leadership due to instabilities at board and executive levels,
including inadequate consequence management relating to irregular, fruitless
and wasteful expenditure, oversight of compliance with legislation, timely
monitoring of action plans and poor ICT governance. The overall control
environment at the SABC remained weak as limited actions were taken to
address internal control deficiencies reported in the previous years.

Vacancies in key positions, including at board of directors level and instability
at senior management level at the SABC and MDDA were of concern. At the
SABC the majority of these vacancies were due to suspension of key
management with acting incumbents filling these positions. This resulted in
poor oversight of financial and performance reporting, compliance and related
internal controls.

ICT controls within the portfolio still require intervention. The control
weaknesses were mostly due to slow progress to address previous audit
findings and adequate IT controls not being implemented within the following
four focus areas: IT governance, security management, and business
continuity and user access management. Risks remained in most of the focus
areas.

The level of assurance obtained from assurance providers improved over the
past three years. However, there is still room for improvement on assurance
obtained from the senior management as they provided only some assurance.

The portfolio committee provided only some assurance as a result of instability
in the chairperson position. The level of oversight provided by the portfolio
committee should be increased to improve audit outcomes and to effectively
deal with the internal control deficiencies. The minister provided satisfactory
and adequate oversight to the entire portfolio.

The main root cause of material non-compliances in the portfolio was the
instability created by vacancies in key positions. We therefore recommend that
critical vacancies in the portfolio be filled and eliminating instabilities at the
senior management level be prioritised. In addition, we recommend the
following to the SABC to ensure that further progress is made on addressing
key issues:

* Implement controls over the SCM environment, which includes proper
records management, consequence management and compliance
monitoring.

*  Management should address the control weaknesses, as highlighted in
the internal control assessment. Making use of consultants to obtain
better audit outcomes without addressing the underlying weaknesses in
the control environment will not lead to sustainable good audit
outcomes.

Constitutional institution

The overall audit outcome of Icasa was stagnant as the institution obtained a
financially unqualified audit opinion with findings. We commend Icasa for
submitting financial statements that were free from material misstatements.
It also improved its internal controls over procurement and contract
management, which resulted in addressing non-compliance reported in the
previous financial year.

Icasa’s key performance indicators and targets were not well defined and did
not meet the SMART criteria. This was as a result of the annual performance
plan not being prepared according to the applicable framework. In addition, the
head of strategy position was vacant when preparing the annual performance
plan.

Icasa disclosed irregular expenditure of R2,5 million (2014-15: R30 million).
The expenditure resulted from SCM processes not being followed in the
previous financial year. Monitoring and oversight of compliance with applicable
legislation must be strengthened.
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Vote 4: Cooperative Governance and
Traditional Affairs

Three-year audit outcome

25% (1) 25% (1)

33% (1)

50% (2)

2015-16 201415 2013-14

4 auditees 4 auditees 3 auditees
with no findings with findings with findings with findings 9

The audit outcome of the portfolio has been stagnant. The Department of
Traditional Affairs (DTA), in its second year of operation, once more received a
financially unqualified opinion with findings on compliance with legislation. We
commend the South African Local Government Association (Salga) for having
received a financially unqualified opinion with no material findings for more
than three years in a row.

The audit reports for the Department of Cooperative Governance (DCoG) and
the Municipal Infrastructure Support Agent (Misa) were not finalised by the
cut-off date for including audit outcomes in this report and are thus dealt with
separately in the last part of this report regarding outstanding audits.

The auditees in the portfolio consistently submitted annual financial statements
by the legislative deadline for auditing and the quality of the financial
statements remained unchanged. The DTA submitted financial statements for
audit purposes that contained material misstatements on disclosure notes,
which were subsequently corrected. Thus, as was the case in 2014-15, the
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department would not have received an unqualified opinion had it not been for
material adjustments that were made during the audit process. This occurred
mainly due to a lack of adequate review of the financial statements and
supporting schedules by the relevant role players before submission for
auditing. To improve the quality of the financial statements submitted for
auditing, management, the internal audit unit and those charged with
governance must strengthen their reviews of the quarterly financial statements
and supporting information.

The DTA incurred irregular expenditure of R4,2 million, compared to the

R6,5 million incurred in the previous year, due to non-compliance with SCM
prescripts. The department identified 98% of the irregular expenditure incurred
in the 2015-16 financial year and no instances were identified where goods and
services were not received for transactions that were classified as irregular.
The majority of the irregular expenditure (80%) related to legal fees irregularly
incurred in connection with court cases that commenced in the previous
financial year. The accounting officer condoned irregular expenditure relating to
legal fees before year-end, after consultation with the state attorney. At the
time of this report, Salga was investigating potential irregular expenditure of
R1,1 million identified during the audit process, whereas no irregular
expenditure was incurred in the preceding two financial years.

Financial health in the portfolio remained unchanged and no financial health
matters were reported at either the DTA or Salga. However, when considering
the accrual adjusted financial position of the DTA, the liabilities of the DTA
exceeded the assets. Notwithstanding, the cash shortfall as a percentage of
next year’s appropriation was negligible at 0,1%. Salga realised a surplus, had
a positive bank balance and, based on our assessment, there were sufficient
liquid assets to cover any outstanding debt they owed. However, Salga’s
debt-collection period deteriorated from 27 to 42 days, and net cash flows for
the year from operating activities were negative. These two emerging matters
of concern at Salga must receive attention during the 2016-17 financial year.

We commend the DTA and Salga for the quality of their annual performance
reports. We did not raise material findings on these two reports for the three
years. This is attributable to properly crafted annual performance plans which
included specific and measurable objectives, indicators and targets as well as
comprehensive in-year monitoring processes to ensure that actual
performance is reported in an accurate, complete and valid manner throughout
the year.

There has been some improvement in the status of internal controls at the DTA
since its inception in the previous year. The internal controls should be further
enhanced in the area of monitoring and review of compliance with legislation,
particularly on SCM compliance and producing complete and accurate financial



statements in line with the Modified Cash Standard. We encourage Salga to
maintain the effective control environment that has resulted in the clean audit
outcomes for the three years.

The DTA’s IT environment improved significantly as we did not identify any
material shortcomings. Control deficiencies pertaining to data security and
back-up processes reported during the 2014-15 audit were conclusively
addressed. Salga sustained an effective IT environment and controls. Both the
department and Salga have demonstrated ongoing commitment towards
continuous improvement in IT governance and controls through timeously
implementing internal and external audit recommendations as well as
implementing their own initiatives in this area.

Assurance provided by key role players in the portfolio remained unchanged
over the period, with the DTA at the levels of accounting officer, senior
management, the minister and internal audit unit being assessed as having
provided some assurance as a result of the non-compliance identified at the
department in 2015-16. The internal audit unit was unable to fulfil all the
requirements in terms of its approved annual audit plan due to inadequate
capacity. The audit committee provided assurance as an independent
oversight body to the department. However, management should implement
audit committee recommendations to ensure alignment between the efforts of
assurance providers and the audit outcome. The portfolio committee was in the
process of implementing the commitments made in respect of their oversight
role to drive clean audit outcomes across the whole portfolio, thus the
assurance level was assessed as having provided some assurance.

The root cause of the unresolved compliance findings at the DTA was the slow
response by management to address key control deficiencies highlighted at the
conclusion of the previous year’s audit. We therefore reiterate that the following
controls be put in place:

* The process to be followed when preparing and reviewing financial
statements should be documented, roles and responsibilities should be
clarified and employees should be held accountable. Emphasis should
be placed on ensuring that all parties are updated on any new reporting
requirements. This process should not only be implemented for the
year-end financial statements but also for interim financial statements
prepared during the course of the financial year.

A comprehensive SCM compliance checklist should be designed and
completed prior to any procurement transaction taking place to prevent
irregular expenditure.

*  The leadership should monitor the effective implementation of the
abovementioned controls on an ongoing basis.

Salga has successfully sustained its clean audit outcome through the
implementation of a number of best practices, most notably the following:

+  Extensive involvement and commitment displayed by all employees,
from leadership level downwards, towards the audit process. Salga has
realised the importance of leading by example, given their oversight role
in local government, by obtaining a clean audit outcome.

»  Placing ongoing emphasis on maintaining an adequately capacitated
and skilled staff establishment. Salga regularly reviews their needs with
regard to human resources and addresses these without delay. Every
effort is made to ensure that key positions are filled at all times. Being
well resourced has been a key contributing factor to the sustained clean
audit outcome.

« All aspects of internal controls are monitored on an ongoing basis to
ensure their continuous effective functioning.

« Allrole players remaining abreast of changes in legislation and
reporting requirements and implementing such changes immediately.

+ Recommendations made by the internal audit unit and the audit
committee are promptly actioned and robust risk assessment and
mitigation are in place.

Constitutional institutions

The Municipal Demarcation Board (MDB) and Commission for the Promotion
and Protection of the Rights of Cultural, Religious and Linguistic Communities
(CRL Rights Commission) are included in the portfolio, but are not under the
authority of the minister.

The audit outcomes for both institutions remained unchanged. The CRL Rights
Commission again received an unqualified opinion with findings on compliance
with legislation, while the MDB retained its unqualified opinion with findings on
predetermined objectives and compliance with legislation.

We commend the CRL Rights Commission and MDB for submitting annual
financial statements for auditing that were free from material misstatements.
We identified non-compliance with legislation at both institutions in the area of
expenditure management, as effective steps were not taken to prevent
irregular expenditure. Further, there were material findings on the usefulness
and reliability of reported performance information at the MDB. This was mainly
because the leadership and management did not adequately review the
performance information. The lack of oversight was primarily attributable to the
fact that critical leadership positions, including the chief executive officer and
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chief financial officer positions, were vacant for a significant part of the 2015-16
financial year.

We urge these two institutions to work tirelessly in the upcoming financial year
towards obtaining a clean audit outcome by eliminating the remaining
stumbling blocks highlighted above. Both the CRL Rights Commission and
MDB must strengthen preventative controls to sustainably avoid irregular
expenditure. The MDB’s leadership must take an active role in driving and
continuously monitoring the implementation of the actions required to
conclusively resolve the findings raised on performance information in 2015-16.

Outstanding audits

The delay at the DCoG was necessitated by the need to appropriately respond
to a significant audit risk relating to the community work programme (CWP)
that was identified during the audit process. The audit report was subsequently
finalised and reflected a regression in the audit outcome. A financially qualified
opinion was expressed compared to the financially unqualified opinions of the
2014-15 and 2013-14 financial years, while findings on predetermined
objectives and compliance with legislation were again raised, consistent with
the previous two financial years. The qualified opinion was expressed as a
result of the department’s inability to correctly account for movable assets
relating to the CWP and to produce sufficient and appropriate audit evidence in
support of payments made to CWP implementing agents. The continued failure
by the department to prevent irregular expenditure remained a concern. After
managing to reduce the amount of irregular expenditure from R589 million in
2013-14 to R155 million in 2014-15 it escalated again to R482 million in
2015-16 due to contravention of SCM legislation. We urge the department to
take immediate action to curb the incurrence of further irregular expenditure.

In terms of section 12(1)(b) of the Public Audit Act of South Africa, 2004 (Act
No. 25 of 2004) (PAA) the AGSA may authorise a private practitioner to
perform an audit that must be performed by the AGSA in terms of section 4(1)
of the PAA. The audit of Misa was contracted out to a private audit firm in line
with the provisions of the PAA. Upon the review of the audit work performed,
the AGSA found that the quality requirements as articulated in the International
Standard on Quality Control (ISQC) 1 were not met. The AGSA has a legal
duty in terms of section 13(1) of the PAA to ensure that all standards are met
during an audit and an appropriate audit opinion is expressed. In order to
satisfy ourselves that the quality standards were met and the audit conclusion
is correct, the audit report has been delayed to date.
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Vote 5: Home Affairs

Three-year audit outcome

50% (1) 50% (1)

50% (1) 50% (1) 50% (1)

2015-16 2014-15 2013-14

2 auditees 2 auditees 2 auditees
Unqualified Unqualified Qualified U
with no findings with findings with findings with findings with findings 9

The audit outcome of the Department of Home Affairs (DHA) is not included in
this analysis. The department requested additional time to resolve matters that
had an impact on the annual financial statements, and the audit could not be
finalised by the cut-off date. The following matters influenced the department’s
request for additional time to correct the annual financial statements:

* There was disagreement between the AGSA and National Treasury
regarding the accounting treatment applied by the DHA to account for
foreign revenue. The AGSA and National Treasury only reached
consensus on the matter in July 2016 and the resolution required
adjustments to the department’s annual financial statements.

*  The department needed additional time to reconcile information on
expenditure from foreign operations and movable tangible capital
assets and intangible assets.

The audit of the DHA was still in progress at the date of this general report.

The Government Printing Works (GPW) did not sustain its 2014-15 audit
outcome. The GPW audit outcome moved from an unqualified opinion with no

findings to an unqualified opinion with findings on compliance with legislation.
However, we do commend the GPW for again submitting annual financial
statements for auditing that were free from material misstatements.

We identified material non-compliance with legislation where the GPW did not
adhere to the requirements of SCM legislation, resulting in irregular
expenditure of R32,3 million.

This is a significant regression from the previous year, when the auditee did not
incur any irregular expenditure. All of this expenditure was identified by the
auditor. The following factors contributed to the irregular expenditure that was
incurred:

«  There were no justifiable reasons for not following the competitive
bidding process.

*  The preference point system was not used when evaluating certain
quotations.

* Points were awarded to potential suppliers for B-BBEE status without
verifying supporting documentation.

* Less than three quotations were obtained without justifiable reasons for
deviating from procurement policy requirements.

The entity’s financial health and leadership stability status in the 2015-16
financial year remained unchanged as there were no significant risks identified
in these areas.

The GPW, as in the previous financial year, submitted an annual performance
report for auditing that was free from material misstatements and had no
material findings on the usefulness and reliability of their performance
information.

The following internal controls should be strengthened to create a control
environment that supports compliance with legislation:

» The leadership should ensure that the entity’s SCM compliance
processes are followed by all levels of management.

» Action plans to address compliance deviations must contain the specific
management action required to address the deviations.

+ Consequence management should be implemented for employees who
fail to comply with the legislated prescripts to avoid recurring
non-compliance.

The GPW had no findings on IT management in 2015-16. This is an
improvement from the previous financial year.
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The actions proposed by the minister were in progress during the 2015-16
financial year. We anticipate that the proposed actions will improve future audit
outcomes. However, the level of assurance provided by the leadership and
senior management of the entity could improve if the root causes of the
regression in the audit outcome are addressed.

The inadequate controls should be addressed by implementing improved
oversight processes and monitoring controls to ensure that the GPW complies
with the SCM legislation. The GPW’s accounting officer and audit committee
should monitor whether management implements action plans that adequately
address the audit findings.

Constitutional institution

The Electoral Commission (IEC) is included in the portfolio but is not under the
authority of the minister. The IEC received an unqualified opinion with findings
on compliance with legislation and predetermined objectives. The audit
outcome remained unchanged from previous years due to their failure to
implement controls over compliance with legislation. We identified material
non-compliance with legislation as the IEC did not adhere to the requirements

of SCM legislation and therefore incurred R39,3 million in irregular expenditure.

This status remained unchanged from the previous financial year.

The irregular expenditure related mainly to non-compliance with procurement
and contract management and was a result of the following:

«  Deviations from obtaining the minimum prescribed number of written
guotations from prospective suppliers that were not approved by a
properly delegated official.

* Go