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Our reputation promise/mission

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



A UDITOR-GENERAL

Auditing to build public confidence SOUTH AFRICA
TABLE OF CONTENTS

SECTION 1: FOREWORD 1
SECTION 2: EXECUTIVE SUMMARY 3
2.1 Part A - Audits conducted by the AGSA 3
2.1.1. Overview of audit outcomes 3
2.1.2. Drivers of audit outcomes 19
2.1.3. Initiatives by the AGSA to encourage clean administration 22
2.1.4. Overview of status of national consolidation 22
2.1.5. Overview of status of tabling of annual reports 23
2.2 Part B - Audits not conducted by the AGSA 24
2.2.1 Overview of audit oufcomes 24
PART A - AUDITS CONDUCTED BY THE AGSA 27
SECTION 3: OVERVIEW OF AUDIT OUTCOMES FOR 2009-10 28
3.1 Summary of audit outcomes 28
3.2 Findings on reporfing on predetermined objectives 42
3.3 Findings on compliance with laws and regulations 43
3.4 Information technology systems matters 44
3.5  Investigations and performance audits 48
SECTION 4: DRIVERS OF AUDIT OUTCOMES 50
4.1 Analysis of drivers of audit oufcomes 50
4.2 Action taken/to be taken to address matters previously reported 53
4.3 Initiatives taken by the AGSA to encourage clean administration o1
SECTION 5: FINDINGS ARISING FROM THE AGSA’s SPECIFIC FOCUS AREAS 62
5.1 Significant findings from audits of human resource management and

compensation of employees (departments only) 62
5.2 Significant findings from audits of supply chain management 67
5.3 Transversal performance audits 83

5.4 Investigations conducted by the AGSA 85



A UDITOR-GENERAL

Auditing to build public confidence SOUTH AFRICA
SECTION 6: CONSOLIDATED FINANCIAL STATEMENTS 88
SECTION 7: STATUS OF TABLING OF ANNUAL REPORTS 91
7.1 Summary of annual reports tabled
7.2 list of public entities whose annual reports were not tabled Q1
PART B - AUDITS NOT CONDUCTED BY THE AGSA 93
SECTION 8: OVERVIEW OF AUDIT OUTCOMES 94
8.1  Audit outcomes of major public enfities 95
8.2 Findings on reporting on predetermined objectives Q7
8.3  Findings on compliance with laws and regulations 98
8.4 Investigations conducted by the AGSA 99
SECTION 9: STATUS OF TABLING OF ANNUAL REPORTS OF SCHEDULE 2 ENTITIES 100
9.1 Summary of annual reports tabled 100
CONCLUSION 101
ANNEXURES TO THE GENERAL REPORT 103
Annexure 1:  Llisting of audit outcomes, areas qualified and findings on predetermined objectives 104
Annexure 2A:  Drivers of audit outcomes (departments) 116
Annexure 2B:  Drivers of audit outcomes (public entities) 122
Annexure 3A: Llisting of auditees with findings related to compliance with laws

and regulations (departments) 151
Annexure 3B: Llisting of auditees with findings related to compliance with laws

and regulations (public entfities) 53
Annexure 4A:  Irregular expenditure for departments 65

]

]
Annexure 4B:  Irregular expenditure for public enfities 166

]

]

Annexure 4C:  Fruitless and wasteful expenditure for departments 68
Annexure 4D:  Fruitless and wasteful expenditure for public entities 69
Annexure 4E:  Material losses, material impairment of assets, material underspending of

vofes and material underspending of conditional grants for departments 171
Annexure 4F: Material losses, material impairment of assets, material underspending of

votes and material underspending of conditional grants for public enfities 172

Annexure 5:  listing of auditees with findings related to IT focus areas 174



2009-10 PFMA audit outcomes - National

It is a great pleasure to present to Parliament the 2009-10 general report which summarises the results of the
audit outcomes of the national deportmenfs, inc|uding Parliament, the national consolidation (confaining the
nafional revenue fund), national public entities and trading entities, and constitutional insfitutions, as well as
the public entities where the audits were not conducted by the AuditorGeneral of South Africa [AGSA), for the
financial year ended 31 March 2010.

The audit outcomes of national departments for the current year showed a steady reduction in audit qualifications.
The trend analysis that supports these outcomes shows 54% (2008-09: 46%) unqualified opinions with infernal
confrol shortcomings (related to reporting on predefermined objectives and compliance with laws and regulations)
and a reduction in qualified opinions, 34% (2008-09: 37%) for departments. There was however a regression in
clean audits (financially unqualified with no findings on predetermined objectives and compliance with laws and
regulations) to 12% (2008-09: 17%). It is commendable that certain departments have made significant progress
in addressing their qualifications although this has not yet resulted in an improvement in the overall audit outcome.
For public entities the trend shows a steady improvement towards clean audits, 50% (2008-09: 41%) and a
reduction in audit qualifications, 7% (2008-09: 10%) and unqualified opinions with internal control shorfcomings
to 40% (2008-09: 45%), whilst 10% (2008-09: 14%) of public entities received qualified opinions, and only
three (2008-09: seven) disclaimers and three (2008-09: two) adverse opinions.

Capital assets remained the major reason for qualifications in departments (2009-10: 67%; 2008-09: 77%).
While we appreciate that the work on resolving the matters pertaining to immovable assets by the ministerial
task team is still ongoing, it is of concern that the inadequate maintenance of asset registers for movable assets
continues fo be a problem. Public entities, however, show a steady improvement in this area.

The main internal confrol shortcomings that limit government from achieving clean audits relate to reporting
on predetermined service delivery objectives and compliance with laws and regulations. With regards to
predefermined service delivery objectives 69% of departments (2008-09: 63%) and 42% of public entities
(2008-09: 41%) had reported findings. Seventy-one percent of departments and 47% of public enfities had
findings on compliance with laws and regulations. The most significant non-compliance issues relate fo supply
chain management (departments 53% and public entities 24%) and the occurrence of material misstatements in
the financial statements submitted for audit (74% of departments and 48% of public entities).

The capacity of departments to manage their financial and performance information and compliance with laws
and regulations is further eroded by shortcomings in human resource management in 7 1% of departments and
the lack of IT governance frameworks in 82% of departments. This analysis will also be extended to public enfities
in future.

The audit outcomes are an indicator that the leadership tone on human resource capacity and the monitoring
of action plans is crucial. Basic reporting disciplines, such as proper record keeping, regular processing of
fransactions and reconciliations, preparation of monthly reporting, and confrols over compliance with fiduciary
responsibilities, also require leadership attenfion. Monthly monitoring of these key controls will enhance the
level of accountability to executive authorities and improve the quality of reporting on financial and service
delivery information. Strengthening governance structures such as internal audit and audit committees will further
complement leadership’s monitoring in this regard.




2009-10 PFMA audit outcomes - National

During our engagements with Cabinet and the Committee of Portfolio Chairpersons of both Houses we agreed
that these priorities will give impetus to our mutual focus to address the audit outcomes going forward. This will
build on the initiatives already in progress regarding the development of the leadership and CFO handbook,
as well as the Infegrated Financial Management System (IFMS) project by the National Treasury and improved
accounting for immovable assets (land and property) by the Departments of Public VWorks and Rural Development
and land Reform. Going forward there is a need to formalise additional initiatives to support government as a
whole on matters relafing fo human resource management, IT governance, reporting on predefermined service
delivery objectives and supply chain management by the Department of Public Service and Administration.

As discussed in our engagement with the executive and parliamentary leadership, enhanced coordination of
project management at the level of the national and provincial Ministries for Health and Education is required.
This should focus on the rising cost of procurement and human resources, on the management of conditional
grants and on the shortcomings in reporting on and non-achievement of service delivery obijectives.

The above proved to be a catalyst spurring action from all levels of leadership and management, with the
ultimate aim of achieving clean administration as evidenced by a financially unqualified audit opinion with
no findings on reporting of performance against predefermined objectives and compliance with laws and
regulations. The AGSA's role in this respect will be to conduct a risk assessment for the whole of government,
which would serve as the foundation of quarterly inferactions with the executive authority and oversight bodies,
in close collaboration with audit committees and infernal audit where these are funcfioning optimally.

In conclusion, | wish to thank the audit teams from my office and the audit firms that assisted in the natfional
portfolio for their diligent efforts towards fulfilling our constitutional mandate and the manner in which they
confinue fo strengthen cooperation with the leadership of the national portfolio.

Together, we will continue to make every effort to collaborate in order to accelerate the implementation of actions
and contribute fowards strengthening our country's democracy.

A}(\dﬂ( - G CV\Q,!/(\Q/'

Auditor-General
Pretoria
December 2010
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[SECTION 2 EXECUTIVE SuMMARY

The purpose of this general report is to provide an overview of the audit outcomes of the national departments'
and public entities? for the 2009-10 financial year. The overview of these audit outcomes was presented to
Parliament during January 2011 1o facilitate dialogue on the understanding of the key underlying issues driving
these audit outcomes and possible solutions in this regard.

The summary which follows contains key issues and conclusions reached on the main sections in this report, while
further details are contained in the body of the report.

2.1 Part A - Audits conducted by the AGSA

2.1.1 Overview of audit outcomes

The 2009-10 audit outcomes of 35 departments and 222 public entities whose audits were finalised by
30 September 2010 are analysed in this report. Figures 1 and 2 below present the outcomes of the audits of
financial statements, while figures 3 and 4 present an analysis of findings arising from the audit of predetermined
objectives and compliance with laws and regulations.

Figure 1: Summary of audit outcomes - Departments
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Note: PDO=Predefermined objectives
No department has received a disclaimer or an adverse opinion for the past two years.

1 Includes Parliament and the National Consolidation (containing the National Revenue Fund)
2 Including frading and constitutional institutions and other types of entities
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Figure 2: Summary of audit outcomes - Public entities
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Figure 3: Analysis of departments with/without findings on predetermined objectives
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Figure 4: Analysis of entities with/without findings on predetermined objectives and/or
compliance with laws and regulations
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The audit outcomes for the 2008-09 financial year have been updated in respect of the audits of 13 entities
(one deportment and 12 pub|ic entities) which had not been Comp|e’red at the time of reporting last year. One
department was financially unqualified with findings on predefermined objectives and/or compliance with
laws and regulations. Three public entities were disclaimed, two qualified and four financially unqualified with
findings on predetermined objectfives and/or compliance with laws and regulations. The 2008-09 financial
statements of the Third Parties Fund were sfill outstanding af the time of this report. Two public enfities are not
included in this general report although reported on in the 2008-09 general report.

Highlights of the audit outcomes for the year under review

The national portfolio has improved to a position where only three disclaimers and three adverse opinions
were recorded for the 2009-10 financial year. Only 12 departments and 23 public entities were qualified in
2009-10 compared to 13 and 31 respectively in 2008-09, whilst 19 (2008-09: 16) departments and 89
(2008-09: 97) public entities recorded financially unqualified with findings on predefermined objectives and/
or compliance with laws and regulations outcomes.

Of the 35 departments reported on in 2009-10, seven improved, seven regressed, nine remained unchanged
(but were qualified), nine remained unchanged - financially unqualified with or without findings and three
showed improvements whilst obtaining a qualified opinion.

Of the 222 public entities reported in 2009-10, 52 improved, 28 regressed, 11 remained unchanged (but
were qualified), 120 remained unchanged - financially unqualified with or without findings and four showed
improvements whilst obtaining a qualified opinion. The remaining seven are new public entities.
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Common issues that form the basis for the qualified/adverse/disclaimer of opinion on
the financial statements

Figure 5: Common qualifications - Departments
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Figure 6: Common qualifications - Public entities
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Transversal financial statement qualification areas occurred at 12 departments (2008-09: 13). The main
qualification area remains capital assets (67%). There has been a 26% reduction in transversal financial statement

qualification areas at public entities (2009-10: 23, 2008-09: 31).
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Funding of operations/financial sustainability/going concern
Figure 7: Controlling departments with related entities
Concems regarding the funding of operations have been identified at 16 public entities. Concerns arise from

such entities having incurred net losses and/or their current liabilities exceeding net assets. Their controlling
departments are depicted below.

Justice

Cooperative Governance and Traditional Affairs
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Higher Education and Training
Transport
Arts and Culture

Sports and Recreation South Africa
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institutions Schedule 3A

‘ Schedule 2

Schedule 3B Trading equity

Unauthorised/irregular/fruitless and wasteful expenditure incurred during the year
Unauthorised expenditure — R362,4 million (2008-09: R1,4 billion)

One of 35 departments, namely the Department of Transport (2008-09: five out of 35) incurred unauthorised
expenditure. The unauthorised expenditure incurred in both the current and prior year was in respect of bus
subsidies which were paid by the department in compliance with a court order.
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Irregular expenditure — R3,9 billion (2008-09: R1,3 billion)

Figure 8: Irregular expenditure

Iregular expenditure (R billion)

4,500 1 M National departments

M Public entities
4,000 A 3,895 W Al auditees

3,500 A
3,000 A
2,500 H
2,000 +
1,500 A
1,000 A

500 A

Tofal irregular expenditure Supply chain Compensation of Iregular expenditure - other
management related employees related

Iregular expenditure due to non-adherence to supply chain management ([SCM) and compensation of employee
processes was incurred by 24 (2008-09: 17) departments and 61 (2008-09: 42) public entities. This represents

an increase in irregular expenditure of 41% by departments and 45% by public entities.

Of the irregular expenditure incurred by the departments, R831 million (36%) was identified by the external
auditors during the audit. For public entities an additional amount of R898 million (56%) was identified by the
audit.

Fruitless and wasteful expenditure = R143,6 million (2008-09: R90,5 million)

Thireen depariments and 58 public entities incurred fruitless and  wasteful expenditure  amounting  to
R27,6 million (2008-09: 10 (R35,2 million)) and R116 million (2008-09: 47 (R55,3 million)) respectively.
Three departments incurred 78% (R21,6 million) of the tofal fruitless and wasteful expenditure for departments,
while five public entities incurred 65% (R75 million) of the fofal amount incurred by public entities.




2009-10 PFMA audit outcomes - National

Figure 9: Fruitless and wasteful expenditure incurred by departments and public entities

13 departments =
R27.6 million

58 public entities = R116 million

Matters that give rise to such expenditure include penalties and interest incurred on late payments to creditors and
cancellation fees levied when venues/events were booked but not used.

Material losses, material impairment of assets and underspending of the vote/conditional

grants

Figure 10: Material losses, material impairment of assets and underspending of the
vote/conditional grants

Material losses and impairments (seven departments, 26 public entities)

Loans = 2 public entifies
(R1,5 billion)

Other = two departments
(R3,2 million)

Capital assests = four depariments
2 (R53,2 million)

Fraud = one department
(R53,3 million)

Other = 21 public entities
[R164,2 million)

Investments = one public entity
Debtors = 2 public entifies (R66 million]
(R770,7 million)

Material losses (R107, 1 million) and impairment of assets (R2,6 million)

Departments

* Seven departments [2008-09: 6), namely Rural Development and Land Reform; Government Communication
and Information System; Home Affairs; Stafistics South Africa; Correctional Services; the Presidency and
Trade and Industry, incurred material losses and impairment of assefs of R109,7 million (2008-09: R54,8
million). The most significant of these were losses due to fraudulent activities amounting to R53,3 million af
Rural Development and Land Reform.




2009-10 PFMA audit outcomes - National

Public entities

* Twenty-six public enfities (2008-09: 15) incurred material losses and impairment of assets fofalling R2,5
billion (2008-09: R182, 3 million), of which an amount of R1,5 billion relates to the Petroleum Oil and Gas
Corporation of South Africa (Pty) Lid. The main reasons for impairments were the recoverability of loan amounts
and doubtful debtors, assefs that had design defects and therefore did not have the required functionality and,
in one instance, impairment of an investment.

Material misstatements in financial statements corrected during the audit

Depicted below are the sfatistics regarding material misstatements found in the financial statements presented for
audit which were corrected by management when identified by the auditors.

Figure 11: Entities that corrected material misstatements during the audit

Departments (34) Public entities (222)

I Material misstatements corrected

No misstatements corrected or required fo be corrected

The correction of these misstatements is directly related fo the reduction in the number of departments and public
entifies that received a qualified audit opinion. Material misstatements also constitute non-compliance with the
PFMA as infernal controls should have been implemented to ensure that the financial statements presented for
audit fairly present the financial results.

Although the number of qualified audit outcomes for departments and public entities has decreased compared
fo the prior year, the quality of the financial statements submitted for auditing is sfill not adequate based on the
increase in material misstatements corrected during the audit. A tendency to rely on the auditors to identify errors
was noted at 25 departments (2008-09: 14), while 106 material misstatements were corrected at public entities

(2008-09: 55).
Findings on reporting on predetermined objectives

Findings arising from the audit of predefermined objectives of departments were made at 25 of 35 depariments
in the current year, compared to 22 of 35 departments in the previous year. At public entities findings were raised
at 93 of the 207 audits complefed, compared to 89 of the 166 audits complefed during 2008-09. The findings

relate to the matters indicated below.

[/
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Figure 12: Summary of findings on reporting on predetermined objectives
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Non-compliance with regulatory requirements relating to performance management

* Non-compliance findings include objectives, indicators and targets not being predefermined and performance
information not reported against them. In some instances material differences between actual and planned
performance were not explained.

Usefulness of information on performance against predetermined objectives
* Findings include objectives not being measurable against indicators and targets and the absence of clear and
logical links between the objectives, outcomes, outputs, indicators and performance fargets.

Reported information on performance against predetermined objectives not reliable
* Findings on reliability include instances where the actual reported performance could not be verified.

Accounting officers/authorities of departments and public enfities need to ensure the alignment of the budgets
and the quarterly and annual reporting of predetermined objectives with the strategic/corporate plans of these
entities. Performance indicators should be revised to align to the SMART principle, as prescribed by the National
Treasury framework for managing performance information. In addition, documentary evidence should be kept
in support of the reporfed performance against predetermined objectives.

Findings on compliance with laws and regulations

Some of the compliance matters identified at departments and public entities relafe to fransactions prohibited
by legislation, while others relate to failure by accounting officers/authorities and other officials to meet their
legislated responsibilities.

In tofal, 25 departments (2008-09: 22) and 104 entities (2008-09: 68) had findings on compliance with
laws and regulations. There has not been any significant change in the number of departments or public entities

“5) 11
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with findings on non-compliance compared to 2008-09. The material misstatements on the financial statements
submitted also constitute non-compliance with the PFMA as infernal controls should have been implemented to
ensure that the financial statements presented for audit fairly presented the financial results.

Figure 13: Summary of top five findings on compliance with laws and regulations

Department Public entities

Audit commitfees
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within 30 doys =15 _oe resyfed n

irregular expenditure = 18

irmegular expenditure 53

Accounting officers/authorities at departments and public entities should implement infernal controls with ongoing
review and monitoring by management fo prevent lapses in compliance with laws and regulations.

Significant findings on information technology systems

Figure 14: Audit findings raised on common IT focus areas
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Departments are heavily reliant on computerised information systems, e.g. the Basic Accounting System (BAS),
Personnel Administration System (Persal) and the Logistical Information System (Logis), fo perform their statutory
financial management, reporting and administrative funcfions.

Significant weaknesses were identified in the following areas of the management of these information systems:

* Information technology (IT) governance, which provides for the structures, policies and processes whereby
departments ensure that IT supports the organisation'’s strategies and objectives

* Security management, which should prevent unauthorised access to the application sysfem that generates the
information used to prepare the financial statements

» User access controls whereby departments ensure that only valid and authorised users are allowed access
fo initiate and approve fransactions on the system and that user access is adequately segregated when
fransactions are captured and approved

* [T service continuity whereby departments ensure the availability of financial and performance information in
instances of data loss or a disaster.

Some of the weaknesses identified were reported in the prior year but had not been addressed and the risks of
fraud and loss therefore remain.

Significant findings from audits of human resource management and compensation of
employees (departments only)

The regularity audits of departments included an assessment of compliance with the PFMA, Treasury Regulations
(TR), the Public Service Act, 1994 (PSA|, Public Service Regulations, 2001 (PSR), Defence Act, 2002 (Act No.
42 of 2002) and directives/determinations issued by the Minister of Public Service and Administration (MPSA)
that support effective human resource management and confrols over compensation of employees.

The figure below depicts the percentage of departments where findings were raised in the different areas of
human resources (HR) management.

Figure 15: Findings arising from the audit of human resource management
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Twenty-four national departments did not meet all the requirements for an effective HR management system compared
fo 19 departments in the previous year. These weaknesses could impact on departments’ financial management
and ability to deliver services in accordance with their mandates. It is of concern that the weaknesses identified
were in respect of those controls prescribed by legislation for implementation by departments. VWeaknesses were
identified in the following key areas:

* Human resource planning and organisation

¢ lack of a human resource plan

* Positions vacant for more than 12 months: Senior management

* Positions vacant for more than 12 months: Finance division

* No improvement in overall vacancy rate

* No improvement in senior management vacancy rate

The figure below depicts the percentage of departments where weaknesses in control over compensation of
employees were identified.

Figure 16: Findings arising from the audit of compensation of employees

Departments: 100%=29
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Service terminations

Management overtime
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In general, compensation of employees is not an area of high risk as remuneration and conditions of services
are determined and managed cenfrally by DPSA; however, some controls were found to be inadequate at
departmental level. Furthermore, compensation is implemented and confrolled by National Treasury via Persal,
which is used by all departments, excluding the Depariment of Defence. For the Department of Defence
compensation of civilian staff is regulated centrally by DPSA, while uniform members are remunerated in terms of
section 55 of the Defence Act and the PSA.

Twenty-nine departments did not meet all the requirements for control over compensation of employees.
These weaknesses could lead to employees receiving compensation and benefits that they are not entitled to.
Weaknesses were identified in the following key areas:

* Incorrect leave credits

* No payroll certification at pay point

* Temporary incapacity leave : Non-compliance with the determination and policy

* Payroll reports not refured to the finance division within 10 days as required

14 { ';')
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Significant findings arising from audits of supply chain management

The regularity audits included an assessment of supply chain management. Significant findings were identified in
the areas of procurement processes and SCM controls.

Five percent of departments and four percent of public entities had five or more findings on issues relating o
supply chain management, such as the procurement process and SCM control. The main findings on procurement
processes include three price quotations not invited; preference point system not applied and lack of prospective
supplier lists. The main findings on SCM contfrols include inadequate segregation of duties; risk assessment
not addressing procurement and confract management risks; and fraud prevention plan not including specific
measures fo counter procurement fraud risks.

Figure 17: Analysis of findings from the audit of procurement process and SCM controls

Procurement process: Departments and public entities SCM control: Departments and public entities

Between 3-4
findings
19

23%

5 or more
findings
4
less than 2 5%
findings
6l
72%

Between 3-4
in : ings

23%

5 or more
findings
Less than 2 2
findings 4%
41

73%

The figures below indicate the prevalence of findings in the procurement process and the lack of SCM controls
in departments and public enfities

Procurement process findings were raised at 18 departments and 66 public entities. These findings relate to the
following:

* Three price quofations nof invited

* Deviation from competitive bidding - without approval

» Competitive bidding deviation not justified

* Deviafion from competitive bidding - approved in accordance with Treasury Regulation 16A6.4

* Awards fo suppliers who failed to provide valid tax clearance cerfificates

¢ Preference point systfem not applied

* Contracts awarded to suppliers who did not score the highest points

* Prospective supplier list not being maintained

‘ ~:‘) 15
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SCM control findings were raised at 14 departments and 42 public entities and findings relate to the following:

* SCM policies in conflict with applicable legislation

* Inadequate segregation of duties in procurement

* No processes for SCM officials to report breaches/non-compliance

» SCM officials not adequately frained

* Risk assessments conducted by departments and public entities did not address procurement and contract
management risks

* Fraud prevention plans did not include specific measures for procurement

» No infernal audit evaluation of SCM compliance

Significant findings from sector audits

Since the 2007-08 audit cycle, regularity audits have included a specific assessment of service delivery aspects
relevant to the Health, Education and Human Settlements secfors. The sectors of social development and public
works were added and reported on in the 2008-09 AGSA general report. Depicted below is an analysis of key
findings in the aforementioned sectors. Blank spaces on the fable indicate no findings were raised in the province
concerned. The defail of these findings is excluded in the consolidated provincial general report.

Figure 18: Provinces with key findings impacting on the service delivery objectives of
the Department of Education programmes
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Figure 19: Provinces with key findings impacting on the service delivery objectives of
the Department of Health programmes
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Figure 20: Provinces with key findings impacting on the service delivery objectives of
programmes of the departments of Human Settlements, Social Development
and Public Works
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Investigations conducted by the AGSA

Investigations were in progress at the Commission for Conciliation, Mediation and Arbitration and Commission
for Gender Equality. Three investigations were completed during the financial year af the Department of Water
Affairs, Companies and Intellectual Property Registration Office and the South African Broadcasting Corporation
regarding matters relafing to supply chain management, fruitless and wasteful expenditure and human resources.

The table below depicts the reasons for other investigations finalised or in progress. These were not necessarily
performed by the AGSA but were assessed as being material for purposes of inclusion in the auditor’s report.

Figure 21: Analysis of the reasons for investigations conducted at departments and
public entities

Investigations at 12 departments Investigations at 27 public entities

HESCM BESCM
Fraud Fraud

B Financial B Financial
misconduct misconduct

Performance audits
The following performance audit reports were tabled in Parliament during the period under review:

Table 1: Tabling dates for performance audit reports

Report name ‘ Date tabled
Projects that are funded by the National Development Agency 26 November 2009
The rehabilitation of abandoned mines at the Department of Minerals and Energy December 2009
The handling of confiscated abalone at the Department of Environmental Affairs and Tourism 30 July 2009
Forensic Chemistry Laboratories af the national Department of Health 26 January 2010

In addition, the AGSA conducted performance audits of the infrastructure delivery process at the provincial
departments of Health and Education as part of a transversal performance audit on infrastructure delivery, details
of which are included in the provincial consolidated general report.
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The accounting officers responded positively on the recommendations to address the shortcomings highlighted
in the performance audit reports. Changes were made to the management processes to improve the planning,
management and moniforing of activities with a view to improved service delivery. Furthermore, various executive
authorities indicated that they were in the process of improving the skills of their staff through dedicated training.
Processes have been introduced fo strengthen coordination between role players. Audit procedures have been
included in the regularity audits to address the findings from performance audits.

2.1.2 Drivers of audit outcomes

As is evident from the above analysis of the audit outcomes, there is much to be attended to in order to achieve
clean administration. To this end, the drivers of audit outcomes can largely be categorised info three fundamental
areas of infernal control: leadership, financial and performance management and governance. These controls
are three dimensional and can be directly linked to the basis for the qualification/adverse/disclaimers of opinion
on the financial statements, the findings on predetermined obijectfives and compliance with applicable laws and
regulations.

Departments and public entities that achieved improvements or maintained positive audit outcomes can atiribute
these improvements to the implementation and effective monitoring of the three fundamentals of infernal control.
The overall audit outcomes in the national portfolio improved because the executive authorities and accounting
authorities played an active role in monitoring progress made in driving clean administration.

Figure 22: Number of departments and public entities that have key control deficiencies

to address
Departments 100%=35 Public entities 100%=222
100%+ 100%
Q0% Q0%
80% 807%
70%- 70%
60%- 60%
50%4 . 50%1
43% 0%
40%- 40%
307% 30%
20%1 14% 20%1
10% 10%
0%+ 0%
leadership Financial and Governance leadership Financial and Governance
performance performance
management management

The findings related to human resource management as detailed in figure 15 above have a direct impact on the
capacity of the depariments to manage their financial and performance information and compliance with laws
and regulations. This is exacerbated by the issues relafing to the lack of an effective governance framework for
information technology which supports the business and other [Trelated matters as depicted in figure 14 above.
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These are key areas which, when addressed, demonstrate effective leadership by the heads of department/
director-general and the executive authority as concerns ethical business practices and good governance that
enhances and profects the interests of the entfity.

Figure 17 depicts the number of departments and public entities that had five or more findings on issues relafing
fo procurement processes and SCM contfrols. Findings on procurement processes include three price quotations
not invited; the preference point system not applied, and a lack of prospective supplier lists. Findings on SCM
confrols include inadequate segregation of duties; risk assessment not addressing procurement and contract
management risks; and fraud prevention plan not including specific measures for procurement.

These matters, together with the incidence of material misstatements which had to be corrected as detailed
in figure 11, the qudlifications on the financial stafements and the findings on reporting on predefermined
objectives, indicate that basic disciplines such as proper record keeping, regular processing of fransactions and
reconciliations, preparation of monthly reporting and controls over compliance with fiduciary responsibilities, are
not in place.

These are areas that should be receiving attention from the chief financial officer (CFO) insofar as financial matters
are concerned, and from the strategic,/monitoring and evaluation unit with regard to performance matters. The
executive, head of department/director-general should be holding the responsible officials accountable and
monifor the achievement of these controls on a regular basis. The overall audit outcomes in the national portfolio
improved as a result of the active involvement of the CFOs in the preparation of the financial statements and their
availability during the audit process.

Strengthening governance practices is another area that requires attention. There is a need to adequately
resource the infernal audit function to ensure that it operates effectively by identifying infernal control deficiencies
in a timely manner and by recommending and monitoring corrective action.

In addition, whilst audit committees have in general been appointed and are meeting, there is scope for
improving the inferaction of the executive and the head of depariment/director-general with a view to providing
feedback on the identfification of risk areas and an assessment of the effectiveness of the control environment.

Minsters have agreed that the actions highlighted require affention and have committed fo taking ownership of
the matters to be addressed.

The National Treasury is in the process of implementing a CFO and leadership handbook to assist the respective
role players in fulfilling their functions. In addition they have implemented a tool for assessing infernal control for
use by departments (financial capability maturity model) and are in the process of assessing the capabilities of
CFOs and other key functions.

The development of an infegrated financial management sysfem is also being addressed by the National
Treasury. However, this development is running behind schedule and atfention needs to be given to ensuring that
the confrols that should be in place in a system development life cycle are adhered to. The actions and initiafives
taken by National Treasury have provided further support to departments and public entities, which led to the
improved audit outcomes.
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Matters requiring additional guidance or monitoring by the Office of the AccountantGeneral to prevent a

possible negative impact on the audit outcomes are summarised as follows:

» Changes to the applicable financial reporting frameworks of GRAP/GAAP of IFRS

* Audit considerations relating to an entity using a service organisation. Departments and public entities should
therefore be alert o the fact that certain infernal controls and financial fransactions in one department or entity
might impact on the audit opinion of another department or public entfity.

* The transfer of functions as a result of the changes in the structures of national departments.

The DPSA is playing a role in addressing matters pertaining to measuring and reporting performance on the
predetermined objectives and providing e-government leadership and coordination to assist departments in
ensuring that their IT systems are adequate and effective and efficient. In addition, DPSA is responsible for
developing policies and guidance concerning HR management and will drive the process of improvements in
this area. The Departments of Rural Development and land Reform and Public Works are collaborating with
the National Treasury on a project to address matters which include the vesting, ownership and valuation of
immoveable assets. This project was commissioned by the Cabinet and although progress has been made, a
concerted and urgent effort is required to ensure that this area, which is a major contributor fo the qualifications
in departments, is addressed and brought to a conclusion.

An important factor in ensuring the achievement of the above is effective leadership by oversight bodies such
as the Standing Committee on Public Accounts (SCOPA) and the portfolio commitiees (PCs). This is supported
by a reflection on the status of the implementation of SCOPA resolutions where 43 out of a total of 73 had
been implemented, 29 were in progress and only one had not yet been addressed. PCs have intensified their
oversight work-programme and have developed a constructive working relationship with the AGSA. In line with
these initiatives, APAC at its recent annual conference undertook to coordinate and provide feedback on whether
public accounts committees in the nine provincial legislatures and the national assembly are following up on
issues highlighted and to provide the AGSA with feedback in this regard.

Individual departments also undertook to improve the infernal control environment to achieve the ultimate goal of
a financially unqualified audit opinion with no findings on the reporting on performance against predetermined
objectives and no findings on compliance with applicable laws and regulations.
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2.1.3 Initiatives by the AGSA to encourage clean administration

Figure 23: Key elements of the AGSA initiatives to influence audit outcomes
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In order to guide and encourage the achievement of unqualified audit opinions with no reported findings on
predetermined objectives and compliance with laws and regulations, the AGSA leadership embarked on an
intensified programme to enhance its visibility in order to improve the effectiveness of the audit process and
engage with all role players that could influence clean administration.

This includes inferaction with portfolio committees, the normal SCOPA briefings and attendance at hearings,
quarterly visits with the executive authority and accounting officer/authority in addition fo the attendance of audit
committee and sfeering committee meetings during the course of the audit process. At these meetings the risks
facing the respective entities are discussed and key confrols that should be implemented to address these risks
and audit oufcomes are presented.

Commitments to implementing these controls are recorded. The achievement of the key controls is monitored and
a dashboard report is presented indicating the current status of the controls. This is followed up at the quarterly
meetings during the year leading up to the following reporting cycle.

2.1.4 Overview of status of national consolidation

Consolidation of financial statements of departments and public entities

Section 8(1) of the PFMA requires the National Treasury to prepare consolidated financial statements in respect
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of national departments, public entities under the ownership of the national executive, consfitutional insfitutions,
the South African Reserve Bank, the Auditor-General and Parliament.

The National Treasury has instead prepared two separate sets of consolidated financial statements as the public
entities have significantly different bases of accounting to that of departments. At this stage it is not possible to
consolidate the financial affairs of all the public enfities into one set of financial statements as the processes to
allow for the elimination of inter-entity transactions are not in place and the shareholding of these public enfifies
is vested in the departments which are consolidated separately.

A qualified audit opinion was expressed on the consolidated financial statements of national departments
mainly due fo scope limitations regarding immovable tangible capital assets, movable tangible and intangible
assets, Public Private Partnership assets, iregular expenditure, transfers and subsidies and fruitless and wasteful
expenditure.

The consolidation of the public enfifies is in fact a mere aggregation for the reasons mentioned above and is
audited as an agreed-upon procedures assignment. Of the five agreed-upon procedures performed at public
enfifies, four were successfully complefed. The one procedure, which involved confirming the list of entities not
consolidated and not included in the PFMA listing, could not be performed as the completeness of the list could
not be verified.

Figure 24: Areas qudlified in national departments consolidated financial statements

Areas qualified 2009-10 Areas qualified 2008-09

Unauthorised, irregular and Capital assefs
fruitless and wasteful expenditure (immovable tangible capital assets,
(irregular and fruitless and movable tangible and intangible assefs,
wasteful expenditure) PPP assets)

Unauthorised, irregular and fruitless Capital assefs
and wasteful expenditure (immovable tangible assefs,
(imegular expenditure) and movable tangible ssefs)

The areas of qualification are an indicator of those qualified in the individual departments and their materiality
fo the consolidated financial statements of all departments.

2.1.5 Overview of status of tabling of annual reports
Status of tabling of annual reports
In accordance with section 65(1)(a) of the PFMA, the executive authority responsible for a department or public

entity should table in the National Assembly the annual report and the financial statements, within one month of
receipt of the audit report. Details of the annual reports tabled are listed in the table below.
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Table 2: Annual reports tabled by departments public entities

Percentage of reports tabled at 31 August 2010

Type of auditee
2009-10 2008-09
Departments 100% 100%
Public entities 96% 100%

2.2 Part B - Audits not conducted by the AGSA

This sectfion includes a summary of the audit outcomes of the major public entities listed in schedule 2 of the
PFMA for 2009-10. The inclusion of these entities not previously reported on in the general report will promote
fransparency and public accountability with regards fo financial and performance management, fundamental
key controls and compliance with laws and regulations. The extent of the information reported on perfaining fo
these entities should improve in the years to come. This will be brought about through improved monitoring, as
required by the PAA, and improved inferaction with all the relevant stakeholders.

The evaluation of the audit outcomes in this section was based on the individual audit reports of the major
public entities and their subsidiaries on a consolidated basis. The monitoring checklist was used to evaluate the
appropriateness of the audit outcomes in order to facilitate the inclusion of its results in this report. The AGSA
did not perform the audits of these major public entities. The audit engagement was the responsibility of the
appointed audit firm. The quality of the audit outcomes is subject fo the same review process as the AGSA's own
audit outcomes, which is performed by the regulatory body for auditors.

2.2.1 Overview of audit outcomes

Figure 25: Outcomes of audits not conducted by the AGSA
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Despite the audit outcomes reflected above, three entities reported concerns relating to their ability to confinue
as a going concern in the future. The reasons given include liabilities which exceed the fair value of assets,
subordination of loans by the holding entity, material losses incurred, and the transfer of activities fo another entity.

Table 3: Summary of key matters related to these audits

Auditee name

objectives

[
13
S5
=
=
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o @
X
s B
T
= £
=
=
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Fruitless and wasteful
expenditure incurred
Material losses and
impairment of assets

Findings on Predetermined
Findings on compliance with
laws and regulations

Air Traffic Navigation Services
Alexkor Limited

Broadband Infraco (Pty) Lid
Denel (Pty) Ltd

ESKOM

South African Airways

South African Broadcasting Corporation
South African Post Office Limited
Transnet Limited

The single highest amount relating to the above analysis is a R5,1 billion impairment of the assets of the South
African Post Office.
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PART A - AUDITS CONDUCTED BY THE AGSA
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'SECTION 3: OVERVIEW OF AUDIT OUTCOMES FOR 2009-10

The tables below provide details of the 2009-10 audit outcomes of departments and public entities and reflect
the sfatus of completion of the audits as at 30 September 2010.

Table 4: Summary of audit outcome

Public entities (including trading and
constitutional institutions and other
types of entities)

Departments (including Parliament and
the National Consolidation)

Audit outcomes

Opinion on financial statements:

Disclaimer 0 0 3 7
Adverse 0 0 3 2
Qualified 12 13 17 22
Financially ungualified with findings on predetermined objectives and /or compliance

; ) 19 16 89 97
with laws and regulations
Financially unqualified with no findings on predetermined objectives or compliance 4 6 10 89

with laws and regulations
Total number of audits reported on

Number of audits not yet finalised af 30 September 2010
Tofal number of audits

Public entities with findings arising from the AGSA’s other legal reporting responsibilities:
Predetermined objectives 25 22 93 89
Compliance with laws and regulations 25 21 104 68

The audit outcomes for the 2008-09 financial year have been updated in respect of the audits of 13 entities (one
department and 12 public entities) which had not been completed af the cutoff date of the 2008-09 general
report. One department (Water Affairs and Forestry) was financially unqualified with findings on predetermined
objectives and/or compliance with laws and regulations. Three public entities were disclaimed, two qualified
and four financially unqualified with findings on predetermined objectives and/or compliance with laws and
regulations. The 2008-09 financial statements of the Third Parties Fund were still outstanding at the date of this
report. Two public entities (Electronic Communication Security (Pty) Lid — reason: secret and infelligence services
and King George V Silver Jubilee Fund for Tuberculosis — reason: yearend of 30 June) are not included in this
general report although reported on in the 2008-09 general report.

Status of completion of the audits

This report only provides details of audits completed as at 30 September 2010. Audits excluded from the
analysis in this report are listed in the table below.
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Table 5: Audits outstanding or finalised late

Entity not reported on ‘ AFS received date ‘ Reason not finalised ‘ Date finalised
National Youth Commission 18 August 2010 The financial statements were submitted late for qudit. 5 October 2010
. The financial information available is not reliable. The submission of financial .
Thid Pty Fund Former MIT) A gy 2010 sfatements will involve the submission of four years of financial statements. eyt vt
South African Social Security Agency 10 August 2010 The financial stafements were submitted lute for qudit. 10 Ocfober 2010

Movements in audit outcomes

Movements in audit outcomes of the departments and public enfities for the year under review are depicted
below.

Figure 26: Movements in audit outcomes

Departments Public entities

0%

B Unchanged
Improvement
W Regression

B New entfities or those
no longer in existence

The national portfolio has improved to a position where only three disclaimers and three adverse opinions
were recorded for the 2009-10 financial year. This is further illusirated by the improvement in the ratio of the
audit outcome categories qualified opinions (20%) and financially unqualified with findings on predetermined
objectives and/or compliance with laws and regulations (4%).

Departments
The departments had five audit outcomes that had improved from qualified to financially unqualified with findings

on predetermined objectives and/or compliance with laws and regulations, compared fo four departments
which had regressed to qualified opinions in the current financial year.
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Table 6: Movements in audit outcomes - Departments

Financially Financially
unqualified unqualified with

Auditee Disclaimer Adverse Qualified with findings no findings on
on PDO and/or PDO and/or
compliance compliance

1| Agriculture, Forestry and Fisheries

2 | Asand Culture

3 | Communications _
4 | Cooperative Governance and Traditional Affairs

5 | Correctional Services

6 | Defence

7 | Education

8 | Environmental Affairs and Tourism

9 | Government Communication and Information System _:
10 | Health

11 | Home Affairs

12 | Human Settlements

13 | Independent Complaints Directorate

14 | International Relations and Co-operation

15 | Justice and Constitutional Development

16 | Labour

17 | Minerals and Energy

18 | National Treasury

19 | National Treasury Consolidation

20 | Police

21 | Public Admin and Leadership Management Academy
22 | Public Enterprises

23 | Public Service and Administration

24| Public Service Commission

25 | Public Works

26 | Rural Development and Land Reform

27 | Science and Technology

28 | Social Development

29 | Sport and Recreation

30 | Statistics South Africa

31 | The Parliament

32 | The Presidency

33 | Trade and Industry

34 | Transport

35 | Water Affairs and Forestry _

Improvements Unchanged _ Regressed
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Public entities

There was an improvement of 43% in the overall audit outcomes for public entities for the national portfolio, with
the disclaimed and adverse audit opinions decreasing from nine last year to six this year. The public entities
also recorded an increase in the number of audit reports that were financially unqualified with no findings on
predefermined objectives and compliance with laws and regulations from 89 in 2008-09 to 110 in 2009-10
(19% improvement). Sixty-eight public entities” audit outcomes have remained unchanged in this category.

The following table provides a summary and movements of the audit outcomes of the public entities that were
either qualified or subject to an adverse or disclaimer of opinion. For the full list of entities please refer to

annexure 1.

Table 7: Movement in audit outcomes - Public entities

Audit outcome 2009-10

Auditee
Disclaimer Adverse Qualified
1| CCOD (Mines & Works)
2 | Compensation Fund
3| Cross-Border Road Transport Agency
4 | Die Afrikaanse Taalmuseum: Paarl
5 | Energy Seta (ESETA)
6 | Independent Electoral Commission
7 | Ingonyama Trust Board
8 | National Arts Council of South Africa
9 | National Prosecuting Authority
10 | National Student Financial Aid Scheme _
11 | The Office of the Pension Funds Adjudicator
12 | Performing Arts Centre of the Free State
13 | Performing Arts Centre of the Free State trading as MACUFE
14 | Private Security Industry Regulatory Authority
15 | Property Management Trading Entity
16 | Public Sector Seta (PSETA)
17 | Road Traffic Management Corporation _
18 | Robben Island Museum
19 | SAMAF
20 | Shelrered Employment Factories _
21| The Commission on Gender Equality
22 | The Independent Communication Authority SA (ICASA)
23 | Water Trading Account _
Improvements Unchanged _ Regressed
<
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Common issues that form the basis for qualified/adverse/disclaimed opinions on the

financial statements

Figure 27: Financial statement areas qualified - Departments
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Figure 28: Financial statement areas qualified - Public entities

2009-10: 100%=23

100

Q0 4
80 A

70 4

60 A 57%
50 1 49% - 48%

42%
40 A

0 4 30%

20 + 17%

T
2009-10  2008-09 | 2009-10  2008-09 | 2009-10 ~ 2008-09 | 2009-10 ~ 2008-09 | 2009-10  2008-09
Capital ossets Current assefs Liabilities Other disclosure ifems Revenue

2009-10  2008-09
Expenditure

2009-10  2008-09
Unauthourised, irregular,
and fruitless ond
wasteful expenditure

32



2009-10 PFMA audit outcomes - National

The financial statement qualification areas where findings are greater than 35%, calculated as a percentage of
the total number of departments and public entities that received a qualification in that area, are as follows (see
annexure 1 for defails of the entities impacted).

Capital assets: Departments and public entities (49%)

Fight departments and nine public entities were qualified in the area of movable and immovable assets.
Departments did not maintain complefe asset registers supported by relevant documentation. The inadequacy of
fixed asset registers led to a limitation of scope of the audit on capital assefs. The requirements of the National
Treasury Department Reporting Framework for departments and the South African Standards of Generally
Recognised Accounting Practice 17 for public entities with regard to recognition, assessment of useful lives of
assets, impairment considerations and depreciation were not complied with. Difficulties were also encountered
in the verification of sfafe immovable property required to be accounted for by national departments.

Liabilities: Departments and public entities (37 %)

One department and 12 public entities were qualified on liabilities. The qualifications sfemmed from inadequate
systems of control being in ploce as well as a lack of oversight responsibility with regard to liabilities. This was
further compounded by the inadequacy of control over supporting documentation to verify the completeness of
payables and other liabilities. The measurement criteria after initial recognition of liabilities were not correctly
applied in accordance with the financial frameworks. Problems were also encountered in the calculation of the
accrual for leave pay.

Revenue: Departments and public entities (40%)

One department and 13 public entities were qualified on revenue. The qualifications were due to a lack of
supporting documentation, resulting in insufficient supporting evidence being available to verify the completeness
and accuracy of revenue.

Expenditure: Departments and public entities (40%)

Three departments and 11 public entities were qualified on expenditure. The qualifications were as a result of a
lack of supporting documentation being available to verify the occurrence of expenditure.

Difficulties were encountered at public entities with the straightlining of leases as per SA Standards of
GRAP 13: leases affecting expenditure and the related lease liability. Costs relating to the production of goods
were incorrectly classified as operating expenditure. Similarly, capital expenditure was found to be incorrectly
clossified as operating expenditure.

The measurement criteria affer initial recognition of liabilities and receivables at departments and public entities
were not correctly accounted for in accordance with the financial frameworks which also affected the related
expenditure balances.
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Other disclosure items: Departments and public entities (37 %)

Two departments and 11 public entities were qualified on other disclosure items. The qualifications were as a

result of the following:

* Insufficient supporting audit evidence available to verify contingencies and commitments disclosed.

*  Amounts as per disclosure notes fo the financials did not agree to the statement of financial position, statement
of financial performance, changes in nef assets and cash flow statement.

* Incomplete disclosure of irregular expenditure.

*  Misstatements identified in the preparation of cash flow statements resulted in inaccuracies in the cash flow
reconciliations.

* Inability to obtain sufficient audit evidence fo support balances due to misstatements in opening balance not
corrected.

* Inadequate disclosure of related parties as required by South African Statements of Generally Acceptable
Accounting Practice (SA Statements of GAAP) and Infernational Accounting Statements 24, Related-party
Disclosure.

Funding of operations/financial sustainability/going concern

The concems raised with regard to funding of operations, financial sustainability and going concem indicate
a material uncertainty that casts significant doubt on these entities” ability to continue as a going concern. They
may therefore be unable fo realise their assets and discharge their liabilities in the normal course of operations.

Funding from National Treasury might be required to assist these entities to continue operating effectively.
Concerns regarding the funding of operations have been identified at the entfities listed below. These entities
reporfed nef losses and in most insfances accumulated deficits as well as liabilities that exceeded their assets.

The table below depicts the entities where concems were raised with regard to funding of operations, financial
sustainability and going concern.
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Table 8: Auditees with concerns related to funding of operations/financial sustainability/
going concern

Public entity ‘ Entity type ‘ Reasons for financial sustainability concerns Parent department
1| The Commission on Gender Equality Constitutional Institution ggtﬁfﬂ R2,5 millon; curent obiissexcaed foal ssefs by Justice and Constitutional Institutions
2 | The Public Profector of South Africa Constitutional Institution g]etgoéfilﬁisw ol e s e i Gl Justice and Constitutional Insfitutions
Commission for the Promotion and e . )
3| Potection o the Rights of Cltural Relgaus | Consitufional Insfttion Net Ioss. qf R3,4 million; current liabilities exceed total assets by Coopgruhve quernunce and
N i R1,1 million. Traditional Affairs
and Linguistic Communities
L Current liabilities exceed total assets; however, a subordination
4 | Sportsrand (Pty)Ltd Schedule 2/subsidiary et et Defence
5 | Erasmusrand Eiendomme (Pty) Ltd Schedule 2/subsidiary Corrent abiffes ¢ coed Totul assefs; however, o subordination Defence
agreement was signed with the holding company.
L Net loss of R7,2 million; current liabilities exceed fotal assets by
6 | ETA Energy (Piy) Lid (CEF) Schedule 2//subsidiary o Energy
R3,7 million.
. - " Net loss of R17,5 million; current liabilities exceed fotal assefs by | ;. ) .
7 | Tourism & Hospitality SETA (THETA) Schedule 3A/subsidiary s e ol e Higher Education and Training
8 | Road Accident Fund Schedule 34/subsidiary Net loss .mf R2,5 billion; total liabilities exceed total assets by st
R42,3 billion.
9 | National Museum: Bloemfontein Schedule 3A/subsidiary gzt tiorsnsilﬁf)r?ll’é mllon; oto il excoed fofl assets by Arts and Culture
10| Boxing South Africa Schedule 3A/subsidiary | Total liabilities exceed fotal assets by R3,7 million. Sport and Recreation South Africa
11 | Road Traffic Management Corporation Schedule 3A/subsidiary gigfs;iﬂfoigs million; corent fobiffes exceed total asses by Transport
Assets and liabilities (as well rights and obligations therefo) of
) - o the National Youth Commission were transferred to the National .
12 | National Youth Commission Schedule 3A/subsidiary Youth Development Agency on 01 October 2009, This effetively The Presidency
dissolved the National Youth Commission as at that dafe.
13 | Passenger Rail Agency South Africa Schedule 3B/subsidiary 2?7'0;:”325] 1 millon; current fniftes exceed fofal osses by Transport

Unauthorised, irregular, and fruitless and wasteful expenditure incurred during the year

The figures below depict the unauthorised and fruitless and wasteful expenditure incurred by departments and
public entities for the financial year ended 31 March 2010.

Unauthorised expenditure - R362,4 million

Definition - Unauthorised expend/fure — (i) overspend/'ng of a vote or a main division within a vote and [ii)
expenditure that is not in accordance with the purpose of a vote or main division.
The Department of Transport is the only one of 35 (3%) national departments that incurred unauthorised expenditure

for the 2009-10 financial cycle.

The cause for this unauthorised expenditure was overspending on the bus subsidies. The national department
was issued with court orders by the bus operators in the 2008-09 financial year due to failure by the provincial
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departments to make the necessary payments. The national department made the final payment in the 2009-10
financial year, hence recording of the unauthorised expenditure in the current financial year. Corrective action
was taken in that the national bus subsidy budget has been moved to the conditional grants under the DoRA from
the 2009-10 financial year. This will enable better management and controlled expenditure on bus subsidies,
eliminating any overexpenditure on this programme. A further initiafive was undertaken to convert the interim
confracts from ficketbased claims to kilometre-based claims and to develop an equitable formula for future
allocation of subsidies to all provinces.

Irregular expenditure - R3,9 billion
Definition - Irregular expenditure — expenditure, other than unauthorised expenditure, incurred in contfravention
of or not in accordance with a requirement of any applicable legislation, including the PFMA, the State Tender

Board Act and any provincial legislation providing for procurement procedures in that provincial department.

Figure 29: Irregular expenditure disclosed and additional expenditure identified during
the audit

B Disclosed in 31 May financial statements

B Additional expenditure identified during audit

4 500 000 000

4000 000 000

3 500 000 000

3000 000 000

2 500 000 000

2 000 000 000

1 500 000 000

1 000 000 000

500 000 000

0

Departments Entities

Irregular expenditure

The irregular expenditure has been categorised according to the underlying cause. These categories are supply
chain management, compensation of employees and other.
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Table 9: Irregular expenditure

Type of

auditee

Supply chain

Departments 20 57%

management related
Number | % | R'000

Nature and extent of irregular expenditure

Compensation of
employees related

Number | %
1,030,435 4 11%

| Rr000

862,525 8

Other

‘ Total

Nomber | % | R'000 | Number | % | R'000
W 45 W 6%

2,305,473

Public entifies 53 24%

Total

4| 4 |
|73 | 28% | 2457889 8

| 3% |

86373 14
943,898 | 22

6% 7608 61 %
488,537 | 85

o

1,589,852

| 33% | 3,895,325

The table below shows the five departments and public entities which incurred the highest percentage of irregular

expenditure compared fo the total and provides a breakdown of the irregular expenditure for these five entities.

Table 10: Irregular expenditure - Departments

Auditee

Supply chain
management related

Compensation of
employees related

Irregular expenditure
- other

Total for department

% of total

Total for all departments

1,030,434,602 |

862,524,810 |

Table 11: Irregular expenditure - Public entities

Auditee

Supply chain
management related

Compensation of
employees related

412,513,701 |

Irregular expenditure
— other

2,305,473,114 |

] Defence 141,845,000 858,872,000 157,000 1,000,874,000 43%
2 Justice & Constitutional Development 718,911,777 26,415,534 805,387,311 35%
3 Home Affairs 321,640,000 321,640,000 14%
4 Arts & Culture 60,771,000 60,771,000 3%
5 Public Works 27,402,000 27,402,000 1%

Other 19 departments 82,215,825 3,652,810 3,530,167 89,398,802 4%

100%

Total for entity ‘ % of total

] Road Traffic Management Corporation 360,879,704 360,879,704 23%
2 National Prosecuting Authority 190,217,000 83,028,000 273,245,000 17%
3 Property Management Trading Entity 264,180,000 264,180,000 17%
4 State Information Technology Agency 214,906,769 214,906,769 14%
5 (IPRO 95,830,616 95,830,616 6%
Other 56 public entities 301,440,576 3,345,499 76,023,389 380,809,464 24%
Total for all entities 1,427,454,665 | 86,373,499 | 76,023,389 |  1,589,851,553|  100%

For details of irregular expenditure incurred at specific departments and public entities refer to annexures 4(a)
and 4(b) respectively.

Fruitless and wasteful expenditure - R143,6 million

Definition - Fruitless and wasteful expenditure — expenditure which was made in vain and would have been

avoided had reasonable care been exercised.
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Departments
The table below lists the top five depariments and top five public entities that incurred the highest amounts
of fruitless and wasteful expenditure. For details of all departments and the amounts at each entity refer to

annexure 4(c).

Table 12: Fruitless and wasteful expenditure - Departments

No. Auditee ‘ B ot ‘ %0 of tta
] Agriculture, Forestry and Fisheries 12,2 44%
2 Defence 6,1 22%
3 Rural Development & Land Reform 33 12%
4 Sport & Recreation 2,2 8%
5 Justice & Constitutional Development 20 7%
Other 8 departments 18 7%
Total for departments | 27,6 100%
Table 13: Fruitless and wasteful expenditure - Public entities
No. Auditee ‘ Frx;ﬂ:::tu;l; :‘viﬁis;:;ul ‘ % of total
] Road Accident Fund 23,2 20%
2 Road Traffic Management Corporation 17,5 15%
3 Igtey ;’eLTTr(;JI(e;entlrglAt)m(d( EFG)S Corporation of South Africa 15,2 13%
4 SFF Association (CEF) 10,5 9%
5 National Home Builders Registration Council 8,9 8%
Other 53 public entifies 41 35%
Total for public entities | 116 | 100%

The main causes of fruitless and wasteful expenditure were:

* Penalties and inferest on late payments to creditors

* Services/goods paid for but not used and related cancellation fees
* Duplicate payments to suppliers not recovered

Material losses, material impairment of assets and material underspending of the vote/
conditional grant

The tables below depict the five departments and public enfities that incurred the highest amounts of
material losses and impairment of assets. For details of material losses and material impairment of assets refer to
annexure 4.
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Table 14: Material losses and material impairments - Departments

Material losses

Amount (R million) Reason

Auditee

] Rural Development & Land Reform 53,3 | Material losses due to fraudulent acivities
2 Home Affairs 26 | Material adjustment to capital assets not verified
3 Statistics South Africa 12,2 | Material losses due to damages to government and hired vehicles
4 Correctional Services 9,2 | Material loss in state vehicles
5 The Presidency 5,8 | Material loss due to asset write-offs
Other two departments 0,6
Total for all departments | 107,1

The material impairment of assefs amounting to R2,6 million by Trade and Industry resulted from an incentive
scheme debt being written off.

Table 15: Material losses and material impairments - Public entities

Material impairment

Material losses

Avditee Amount (R million) ‘ Reason Amou(:1fl (H!s‘l::isllion)
1 The Petroleum Oil and Gas Corporation of 1486 Impairment due to recoverability of loan
South Africa (Pty) Ltd (PetroSA) (CEF) J amount being doubful
: Losses due fo bad debts Assets unable to functionally perform as
2 Water Tading Account 1152 written off i contemplated when they were designed
Private Security Industry Regulatory Material impairment of
3 Authority 209 debtors
4 SA Gas Development Company (Pty) Lid 46 | Impairment due to fair value adjustment
(iGas) (CEF) to investment
5 National Youth Develooment Agenc 54 | Impairment due to recoverability of loan
P gency amount being doubful
Other 21 public entifies 91,5 72,6
Total for all entities 05,7 | 2125,6

Material underspending of the vote and underspending of conditional grants

Material underspending of votes occurred at the five departments depicted in the fable below:

Table 16: Material underspending of the vote - Departments

Budget Material underspending of vote
Department Amount (R million) Amount (Ig million) % underspent
] Statistics South Africa 1,715 159 9,29%
2 Independent Complaints Directorate 115 10 9,05%
3 Department of Minerals and Energy 4,647 123 2,65%
4 Department of Trade and Industry 6,344 164 2,59%
5 Department of Health 17,058 402 2,36%
Total for all departments 29,880 | 859 | 2,88%
‘s‘:“;
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The impact of underspending on service delivery and performance against predetermined objectives is as

follows:

* Department of Health — Objectives not achieved for the Hospital Revitalisation Conditional Grant.

* Department of Trade and Indusiry — Objectives were not achieved for programme 3: Empowerment and
Enterprise Development.

*  Statistics South Africa — Programme 3: Objectives were not achieved for Population and Social Statistics. This
is due fo a change in methodology from conventional fieldwork to an integrated fieldwork strategy which
resulted in the delay of the census pilot by 12 months.

*  Department of Minerals and Energy — Objectives were not achieved for programme 7: Associated Services.

* Independent Complaints Direcforate — Obijectives were not achieved for programme 3: Information
Management and Research.

One public entity, namely Mine Health and Safety Council, materially underspent its conditional grant by
R23,9 million.

Transversal material misstatements corrected during the audit

Many of the financial statements of departments and public entities submitted for auditing on 31 May were
subject to correction in respect of material misstatements identified during the audit process. These material
misstatements also constitute non-compliance with the PFMA as internal controls should have been implemented
fo ensure that the financial statements submitted for audit fairly presented the financial results. If these material
misstatements had not been corrected they would have resulted in qualifications of the auditor’s reports, which in
turn would have impacted negatively on the audit outcomes.

As indicated in the graphs below, although the number of qualified audit outcomes on departments and public
entities have decreased from the prior year the quality of the financial statements submitted for auditing is still not
adequate based on the increase in the material misstatements corrected.

The most common reasons for material misstatements corrected related to the system not being adequate to
assist proper financial reporting. Furthermore, the entities did not have competent individuals who understand the
financial reporting framework and performance management requirements to perform proper reviews prior fo the
submission of the financial statements.
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Figure 30: Material misstatements corrected - Departments
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Figure 31: Material misstatements corrected - Public entities
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3.2 Findings on reporting on predetermined obijectives

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

All departments and public entities that receive funds for a public purpose have to report on their performance
against predetermined objectives and are required to submit their annual performance reports for auditing,
together with the annual financial statements.

The figures in the table refer to those departments and public entities that had findings on the reporting on
performance against predefermined objectives, calculated as a percentage of the total number of entities
audited. The comparatives (2008-09) have been restated to include audits finalised since the previous general
report was issued.

Table 17: Summary of findings on reporting on predetermined objectives

Departments (including Parliament and the Public entities (including trading and constitutional
Category of finding National Consolidation) institutions and other types of entities)
2009-10 2009-10

Non-compliance with regulatory requirements 56% 44% 22% 29%
Infprmuﬁon on performance against predetermined 53% 47% 30% 19%
objectives not useful
Infprmuﬁon on pgrformunce against predetermined 295 145 18% 15%
objectives not reliable
Information on performance against predetermined . o . .
objectives not submitted for audit by 31 May 2010 i c b =
Total number of audits with findings | 25 | 22 | 93 | 89
Number of audits with no findings 2009-10 10 114
Number of audits not finalised at 30 September 2010 0 3
Number of audits where the report on predefermined

mber of ore The 1 15
objectives is not applicable

Total number of audits 2009-10 | 35 | 225

* Predetermined objectives are not applicable to the National Consolidation. Reporting on predetermined
objectives (PDO) is not applicable to 15 public entities because these entities are dormant or report their
predefermined objectives in the annual report of another entity.

Explanation of the various audit finding categories
Non-compliance with regulatory requirements

Findings related to compliance with predefermined objectives regulations were raised at 19 of the 34 departments
reporfed on and at 47 of the 207 public entities reported on.
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Findings relate mainly to the inadequate content of the strategic plans, which did not include measurable
objectives, indicators and targets for all programmes, the lack of effective, efficient and transparent systems
and infernal controls regarding performance management and a lack of or inadequate quarterly reporting on
performance information.

Usefulness of information on performance against predetermined obijectives

The audit in ferms of usefulness focused on the consistency, relevance and measurability of planned and reporfed
performance information. Findings were raised on the usefulness of performance information at 18 of the 34
departments reported on and at 62 of the 207 public entities reported on.

The findings mainly relate fo the fact that targets and indicators reported on are not consistent with targets and
indicators as set in the strategic/corporate/business plans of the departments and public entities, as well as to
fargets which are not specific, measurable and time bound.

Reported information on performance against predetermined objectives not reliable

The audit focused on whether the reported performance information could be traced back to the source data
or documentation and whether the reported information is accurate, complete and consistent in relation to the
source data, evidence or documentation. In the case of 10 out of 34 departments and 38 out of 207 public
entities, deviations were noted in terms of the reliability of the reported performance information.

Findings related to a lack of sufficient appropriate audit evidence in relation fo the reported performance
information, a lack of appropriate systems generating performance information and the source information
or evidence provided to support the reported performance information which did not adequately support the
accuracy and completeness of the facts throughout.

The details of departments and public entities with findings are listed in annexure 1.

3.3 Findings on compliance with laws and regulations

Table 18: Summary of findings on compliance with laws and regulations

Top five categories of non-compliance | Number | Percentage
Departments (including Parliament)
SCM issues that resulted in iregular expenditure 18 53%
Payments of expenditure not made within 30 days 15 44%
Human resource management 11 32%
General, fiduciary and reporting responsibilities of accounting officers and internal audit not effectively fulfiled throughout the year 7 21%
Transversal material misstatements corrected 25 74%
Public entities (including trading and constitutional institutions and other types of entities)
SCM issues that resulted in irregular expenditure 53 24%
General /fiduciary and reporting responsibilities 22 10%
\‘:;‘ :
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Top five categories of non-compliance | Number | Percentage
Internal qudit 21 9%
Audit committee and strategic/corporate plans 19 9%
Transversal material misstatements corrected 106 48%

In total, 25 out of 35 departments, and 104 out of 222 public entities had findings on compliance with laws
and regulations.

The table above indicates the top five categories on non-compliance with the PFMA and also issues relafing
fo HR management, supply chain management and where the financial statements submitted for audit were
materially misstated and had to be corrected as a result of the audit.

The compliance findings for departments are analysed in annexure 3A and the compliance findings for public
entiies are analysed in annexure 3B.

3.4 Information technology systems matters

Overall overview

The public secfor departments and public entities are heavily reliant on IT systems o perform their statutory
financial management, reporting and administrative functions. Furthermore, these systems enable the automation
of business processes and fransaction processing, which confributes to effective internal confrol at departments
and entities. The information processed and stored on [T systems is therefore regarded as a strategic asset that
is vital fo the accuracy and reliability of the financial and performance information used by management during
the planning, monitoring and reporting phases.

IT general controls are those controls that relate to the [T infrastructure and are imbedded in information system's
management processes. The following focus areas were included in the scope of the audits:

e [T governance

*  Security management

* User access control

* [T service continuity

IT general control audits were performed af 28 national departments and 50 entities. The following table
indicates the prevalence of common focus area findings in departments and entfities:

Table 19: Transversal information systems findings

Focus area findings | Percentage of audited departments with finding | Percentage of audited public entities with finding
IT governance 82% 56%
Security management 93% 84%
User access control 93% 86%
IT service continuity 82% 58%
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Annexure 5 lists the departments and public entities where the IT general controls were tested.
IT governance

IT governance is the responsibility of executive management. It is an infegral part of organisational governance
and consists of the leadership, organisational structures and processes that ensure that the organisation’s T
resources would sustain its strategies and objectives. IT governance allows the organisation to manage [T risks
and derive value from [T investments and it supports the achievement of business objectives that are dependent
on IT systems. An IT control framework is an essential part of IT governance as it provides overall guidance on the
implementation of IT governance within the organisation and ensures the positioning of IT, resource requirements,
risk and internal control management. The Office of the Government Chief Information Officer (OGCIO) was set
up within the DPSA to provide e-government leadership and coordination and to assist the ministers in fulfilling
their mandates fo ensure that the IT systems of government are effective, efficient, interoperable and secure and
that the Public Service Act and Public Service Regulations are adhered to.

Transversal governance findings

There is no prescribed governmentwide IT governance framework fo give due consideration fo the risks, as well
as the processes and controls required to ensure [T value and improved service delivery. Twenty-nine departments
failed to submit their IT plans in time to the DPSA. Audit findings regarding IT governance were raised at 23
(82%) departments and 28 (56%) entities.

Key audit findings that were commonly identified:

*  Approved T strategic plan/IT strategic plan not implemented or not monitored
* T steering committee either not established or not functioning effectively

* lack of formal IT risk register

* Policies and procedures either not in place or incomplete

* Functions of the information security officer either not allocated or not performed
* Service level agreements either not in place or not monitored

The eight departments that did not have a permanent government information fechnology officer:

* Agriculture
e Arts and Culture

*  Health
* International Relations and Cooperation
* Llabour

*  Minerals and Energy

* Public Administration Leadership and Management Academy
 Public Enterprises

 Science and Technology
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Security management

SITA is responsible for ensuring that security measures are in place to prevent unauthorised access to the
departmental network and operating systems that grant access to the application systems (e.g. BAS, Persal,
logis). In insfances where SITA confrols are inadequate, depariments should have compensating confrols ot
network and operating system level to prevent unauthorised access.

At SITA the network security configuration that detects and prevents unauthorised access to departments’ sysfems
was not adequately designed and the change management process for the wide area network was not
adequate. Departments and entities also employ a range of computer systems that are supported by their own [T
departments and not by the National Treasury or SITA.

Audit findings were raised af 26 departments and 42 entities regarding security management:

Key audit findings that were commonly identified:

* Operating system standards and procedures not implemented

*  Security management and administration inadequate to ensure the security of the network environment
* Operating system security parameters not adequately sef to provide optimal security

* Excessive number of users with administrator access rights

* Access and logon violation reports not reviewed

Specidlist skills are needed to implement and manage these security functions and on a departmental level these
confrols were not strong enough due fo the lack of adequate skills as well as the lack of communication regarding
roles and responsibilities between SITA and departments.

User access control

User access control is the systematic process of managing the access of users to the application (e.g. BAS,
Persal, Logis, efc.). The process includes the creation, review, disabling and removal of user accounts.

Audit findings regarding user access confrols were raised at 26 depariments and 43 entifies.

Key audit findings that were commonly identified:

* lack of or incomplete user account management procedures

* Access request forms not complefed

» Users' access not reviewed fo ensure that it remained commensurate with their job responsibilities
* Activities of the system administrafors or confrollers not monitored

* Inactive or unused user identifications not timeously removed from the system or not deactivated

* Excessive access rights assigned to some or a high number of users
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IT service continuity

IT service continuity is the process of managing the availability of hardware, system software, application
software and data to enable an organisation to recover/re-establish information systems services in the event of
a disaster. The process includes business continuity planning, disaster recovery plans and backups.

Audit findings regarding IT service continuity were raised at 23 departments and 29 entfifies.

Key audit findings that were commonly identified:

¢ lack of formally documented and approved or incomplete business continuity and/or disaster recovery plans
* lack of or inadequate backup standards and procedures

* Disaster recovery plans not fully implemented or not regularly fested and updated

*  Backups not kept off site

Transversal systems

The BAS, Persal and logis transversal systems are key information systems that are centrally supported by the
National Treasury and used by and relied upon by departments. SITA provides important computer networking
infrastructure and data storage and refrieval services in this regard. An effective control environment for the
fransversal sysfems is therefore crucial as large amounts of crifical financial data and fransactions are recorded
and processed on these systems. The following findings that have a fransversal impact on the above-mentioned
systems were identified:

* Inadequate change management confrols fo ensure that only authorised and valid changes would be effected
fo data, tables and programs that generate the financial statements (National Treasury)

* Inadequate network security confrols to defect and prevent unauthorised access to the application systems
that generate financial statements (SITA)

* Inadequate disasfer recovery process to ensure the availability of financial information in instances of data
loss, or disaster recovery process not fully implemented (SITA|

»  Governmentwide IT plan not established to ensure that IT goals would be aligned with business requirements
and that the 2009-10 IT expenditure of R15,4 billion would be optimally utilised (DPSA).

Ineffective information systems controls might confribute fo financial management weaknesses, inaccurate financial
and performance information and poor performance. Furthermore, weak information systems controls allow the
sysfems fo be used to perpetrate fraud.

Change control

The National Treasury is the custodian of the fransversal systems. As a result, changes fo be effected to BAS,
Persal and Logis are approved, implemented and tested by the National Treasury and rolled out to departments.
In instances where there are deficiencies in change confrols, compensating confrols are implemented af
departments and tested during the audit process.
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Progress on the Integrated Financial Management System (IFMS)

The IFMS development was initiated in 2003 and Cabinet approved the project in 2005. Only the asset register
module has been complefed to date. This module is currently being tested af the following lead sites:

National Treasury
* Three national deportmenfs
* limpopo Provincial Treasury

Other modules, such as supply chain management and human resources, are sfill in the development phase.

3.5 Investigations and performance audits

The following investigations were finalised or were in progress at the time of finalising the audit reports on the
individual departments and public entities. These investigations were not necessarily performed
by the AGSA but assessed as material for purposes of inclusion in the auditor’s report.
These investigations are indicators of risks that infernal controls that may either not be functioning or are being
overridden. It is important that those charged with governance pay attention to addressing the internal control
deficiencies that are indicated by the results of the investigations.

Table 20: Investigations - Departments

Fraud Financial misconduct

‘ Supply chain

management

Home Affairs

Social Development

Sport and Recreation South Africa

Correctional Services

Rural Development and Land Reform

Agriculture, Fisheries And Forestry

Minerals and Energy

Labour

National Treasury

Public Works

Cooperative Governance and Traditional Affairs
Water Affairs

Table 21: Investigations - Public entities

‘ Supply chain ‘ Financial misconduct

management

Central Energy Fund (Ltd) Pty
The Petroleum Oil and Gas Corporation of South Africa (Pty) Ltd (PetroSA)
Electoral Commission
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State Information Technology Agency

Agricultural Research Council

Fraud Financial misconduct

Supply chain
management

The Deeds Registration Trading Account

Banking Sector Education And Training Authority (Bankseta)

Media Advertising Publishing Printing Packaging Sector Education And Training Authority (Mappp-Seta)

Transport Sector Education And Training Authority (Teta)

Commission For Conciliation, Mediation And Arbitration (CCMA)

Mining Qualifications Authority (MQA)

Safety And Security Sector Education And Training Authority (Sasseta)

Compensation Fund

National Skills Fund

Tourism, Hospitality And Sport Education Training Authority (Theta)

Public Service Sector Education And Trading Authority

Financial Intelligence Centre

SA Civil Aviation Authority

Passenger Rail Agency Of South Africa

Land And Agricultural Development Bank Of Southern Africa

South African Maritime Safety Authority

Road Traffic Management Corporation

Municipal Demarcation Board

The Commission on Gender Equality

National Prosecuting Authority

South African Local Government Association

Companies and Intellectual Property Registration Office (CIPRO)
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[SEGTIGN /A1 BRIVERS OF AUDIT OUTCOMES

The drivers of audit outcomes are analysed under the three fundamentals of infernal control. These controls are
three dimensional and should address financial, performance and compliance matters.

The reported infernal control deficiencies can be directly linked to basis for the qualification/adverse/disclaimer
of opinion on the financial statements, the findings on predetermined objectives and compliance with applicable
laws and regulations.

Departments and public entities that showed improvements in the audit outcomes can atfribute these improvements
fo the implementation and effective monitoring of the three fundamentals of infernal control. Refer to annexure 2
for a defailed list of drivers of the 2009-10 audit outcomes

4.1 Analysis of drivers of audit outcomes

An outline of drivers of audit outcomes is presented below the analysis of the presence/absence of the key
controls represented.

Table 22: Drivers of audit outcome - Leadership

Auditees that have improved / Auditees where improvements
Driver no. 1: Leadership maintained previous good practice are required
Departments Public entities Departments Public entities

1. Provision of adequately skilled resources capable of implementing the

financial reporting framework and performance management requirements,

as well os adequate evaluation of the performance of existing staff :

«  Financial statements 17 176 18 46

*  Predetermined objectives 20 167 15 54
2. Ensuring that proper actions are taken to address audif findings, that key

controls are implemented fo mitigate risk of misstatement of financial

statements and that predetermined objectives are reported on:

« Financial statements 14 150 2 12

«  Predetermined objectives 16 136 20 85
3. Leadership’s implementation of action plans fo address user access control

deficiencies (information systems) 8 9 20 42
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Table 23: Drivers of audit outcome - Financial and performance management

Auditees that have improved/ Auditees where improvements
Driver no. 2: Financial and performance management maintained previous good pracice are required
Departments Public entities Departments Public entities

1. Appropriate systems are in place to support the preparation of financial

sfatements and performance reports:

«  Financial stafements 15 172 20 50

*  Predefermined objectives 15 150 20 71
2. Review of the financial stafements and other information by management

for complefeness and accuracy prior fo submission for audit: 13 139 2 83

«  Financial stafements

«  Predetermined objectives 16 147 19 74
3. Proper record keeping and management, ensuring that supporfing

documents are properly filed and easily refrievable:

«  Financial statements 17 189 18 3

«  Predetermined objectives 18 170 17 51
4. Application systems susceptible fo compromised data infegrity (information

systems)

» User access control 2 7 26 43

«  Security management 2 8 26 42

*  Business coninuity 4 21 23 29

Table 24: Drivers of audit outcome - Governance

Auditees that have improved/ Auditees where improvements
maintained previous good practice are required

Driver no. 3: Governance

Departments Public entities Departments Public entities
1. Maintaining effective risk assessments and strategies, including fraud

prevention plans, fo address identified weaknesses: 23 185 12 37
« Financial statements

*  Predetermined objectives 27 182 8 39
2. Ensuring effective internal audit functions that monitor the adequacy and

implementation of internal control:

«  Financial stafements 2 197 U 25

*  Predetermined objectives 27 185 8 36
3. Establishment of functioning audit committees that promote independent

accountability and service delivery:

«  Financial stafements 30 206 > 16

*  Predefermined objectives 30 202 5 19
4. An T governance framework that directs the positioning of IT, resource re- ' 7 23 2

quirements, risk and infernal control management (information systems).
4.1.1 Leadership
Effective oversight should be exercised at all levels of those charged with governance and management by:

* providing effective leadership based on a culture of honesty, ethical business practices and good governance,
protecting and enhancing the best inferests of the entity

* exercising oversight responsibility regarding financial and performance reporting and compliance with
applicable laws and regulations and the related infernal controls
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* implementing effective HR management to ensure that adequate and sufficiently skilled resources are in place
and that performance is monitored

* esfablishing and communicating policies and procedures to enable and support understanding and execution
of infernal control objectives, processes, and responsibilities

¢ developing and monitoring the implementation of actfion plans fo address internal control deficiencies

* establishing an IT governance framework that supports and enables the business, delivers value, and improves
performance.

The need for competent and skilled staff to support the CFO was identified as a priority to improve on the prior
year audit oufcomes and the production of regular and quality financial information. The successful appointment
of competent and skilled staff, together with training inferventions, led to improvements in the audit process. The
confracting of independent consultants in specialised areas also confributed to the improvement in the audit
outcomes. Future improvement in audit outcomes will depend on stability at CFO level and continued direction
provided by the executive authority and accounting officer/authority.

4.1.2 Financial and performance management

The basic confrols fo improving financial and performance management include the following:

® Regular preparation of complete and accurate financial and performance reports that are supported by
reliable information

® Review and monitoring of compliance with laws and regulations

* Implementing proper record keeping to ensure that complete, relevant and accurate information is accessible
and available in a timely manner to support financial and performance reporting

® Implementing controls over daily and monthly processing and reconciling of transactions

* Designing and implementing formal controls over IT systems to ensure the reliability of the systems and the
availability, accuracy and profection of information.

Some departments and public entities did not have adequate systems to facilitate the preparation of financial
statements and performance reports. Furthermore, manual or automated controls were not always adequately
designed to ensure that the transactions had occurred, were authorised, and were completely and accurately
processed to ensure compliance with all applicable laws and regulations.

Those charged with governance have a responsibility to prepare quality, reliable financial statements and
management information. This responsibility should be supported by the recruitment of competent individuals who
undersfand the financial reporting framework (including knowledge of the controls and related processes) and
performance management requirements.

Pertinent information should be identified and captured in a form and time frame to support effective financial and
performance reporting which reduces instances of material amendments resulting from the audit. The review of
the financial statements and other information by management for completeness and accuracy prior to submission
for audit purposes contributed to reducing the number of audit findings. Adherence to basic financial controls
throughout the financial year, i.e. daily processing of fransactions, monthly reconciliation of accounts and the
confinuous review thereof, needs fo be actively monitored by management in order to improve audit outcomes.
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Documents supporting the financial statements and other information should be readily available, without any
significant delay, when requested throughout the audit process. There were departments and public entities that
were not able fo supply documentation that supports the information in the financial statements or the report on
predetermined objectives.

4.1.3 Governance

Good governance practices include the following:

* Implementing appropriate risk management activities o ensure that regular risk assessments, including
consideration of IT risks and fraud prevention, are conducted and that a strategy to address the risks is
developed and monitored

® Ensuring that there is an adequately resourced and effectively functioning internal audit unit that identifies
infernal control deficiencies and recommends corrective action

e Ensuring that the audit committee promotes accountability and service delivery through evaluating and
moniforing responses to risks and providing oversight over the effectiveness of the internal control environment
including financial and performance reporting and compliance with laws and regulations.

The risk assessment performed by departments and public entities should inform the risk-based audit plans of infernal
audit to allow them fo function effectively in advising the accounting officer/authority and the audit committee on
matters relating to internal controls, accounting procedures and practices, risks and risk management.

The awareness creafed by the prior year audit reports and management reports had a positive impact on the
awareness of those charged with governance and management regarding the requirement for effective risk
assessments.

Only oppropriate qualified internal auditors with the necessary competencies and skills should be appointed.
The audit committees should monitor the activities of the infernal audit function to ensure that they fulfil their roles
and responsibilities.

The audit committees should also play an active role in monitoring corrective measures on previous modifications
to audit reports throughout the financial year.

4.2 Action taken/to be taken to address matters previously reported

The executive authority and accounting officer/authority played an active role in monitoring progress to drive
clean administration in their respective portfolios. The overall audit outcomes in the national portfolio improved
as a result of the active involvement of the CFOs.

There was a significant drive by the executive authority and leadership fo reduce the vacancies at the senior
level in order fo create the stability required to impact positively on the audit outcomes and service delivery. The
successful appointment of competent and skilled staff, together with training interventions, led to the improvement
in financial reporting.
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The audit committees confributed fo the improved audit outcomes by assisting the entities in its evaluation of the
adequacy and efficiency of risk management, infernal controls, accounting practices, information systems and
auditing processes applied by the auditee in the day-fo-day management of ifs business in order to promote
accountability and effective service delivery within the organisation. They also played an active role in monitoring
corrective measures throughout the year.

Those charged with governance made themselves available for stakeholder interactions with the AGSA, which
led to an overall improvement in the audit outcomes for 2009-10.The ministers acknowledged the importance
of key internal controls and provided support in the follow up of the implementation of the controls to address
internal control deficiencies and commitments made during the stakeholder interactions. In addition, the actions
and initiatives taken by National Treasury provided further support to departments and public entities, which led
fo the improved audit outcomes. These inifiatives included provision of tools and guidance for proper financial
and performance management, as well as regular interaction to resolve matters of concern.

Departments that made firm commitments to improve their audit outcomes in the 2009-10 financial year included

implementation of processes such as:

* proper document management

* improved record keeping of capital assets

* the implementation of adequate systems for the recording of performance against predetermined objectives

* regular review of financial stafements to ensure the completeness and accuracy of information submitted for
auditing.

Not all departments were successful in implement all the commitments made, as evidenced by the 2009-10
audit outcomes. Similarly, public entities made commitments but were also not successful in all instances.

Key commitments made during discussions with ministers and accounting officers/
authorities on the 2009-10 audit outcomes

During the months of October and November 2010 the AGSA initiated discussions with the ministers and
accounting officers/authorities on the 2009-10 audit outcomes. During these sessions firm commitments were
made to address audit findings arising from the 2009-10 audit cycle.

Included below are commitments made by cerfain of the departments and public entities which are key to
addressing areas where concerted effort is required to address the infernal control deficiencies that have lead
to qualification areas, findings on predetermined objectives, compliance with laws and regulations, HR and SC
management and [T matters defailed in this report. The commitments are summarised as follows:

» The DPSA has a key role in facilitating certain fransversal changes, as it is the custodian of various “tools
of the trade” on behalf on other departments. As such it has committed to address key findings which
mainly related to (i) reporting against predetermined objectives, (i) exposures from the information sysfems
environment, [iii) human resource management, and (iv) supply chain management. A basic undertaking in
this regard has already been compiled and shared with the relevant portfolio committee. The fact that the
portfolio committee has also accepted that its role needs to expand to a more transversal focus on these
issues, is encouraging. The proposed establishment of a new Special Anti-corruption Unit, as a joint initiative
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of DPSA and the Special Investigating Unit, is expected to have a significant impact on deferring and
investigating corrupt activities, especially those that relafe to supply chain management.

Under the leadership of the Minister of Public Service and Administration, SITA has embarked on a turnaround
strategy, and of nofe is the appointment of the CEO, board members and the restructuring of the composition
of the audit committee. The CEO, with the new leadership, has been active in promoting the reputation of
SITA within the public sector. The leadership of SITA has committed to the turnaround strategy and instituted
processes to address control weaknesses within the SCM process, various non-compliance issues, weaknesses
in the infernal control environment and the lack of proper reporting on performance objectives as reported in
the audit report.

The minister and the accounting officer of the Department of Correctional Services gave an underfaking to
address the department's asset qualification finding.

The new Department of Mineral Resources has already addressed the qualification audit finding related to
royalty revenue by agreeing with SARS to handle this function on an agency basis going forward, leaving
the department to focus only on issues from prior periods. Both the Department of Mineral Resources and the
Department of Energy have invested a lof of time and resources to ensure that these two new departments start
on a solid footing, with appropriate strategies, controls and monthly financial and performance management
disciplines.

The minisiry of Home Affairs had embarked upon a turnaround strategy in order to improve their reputation,
financial management and the delivery of critical services to the nafion. A key focus of the strategy is to
creafe an environment that represents susfainable, consistent, effective and efficient service delivery to the
citizens of South Africa and South Africa’s infernational partners. Also significant was the commitment of the
leadership to improve service delivery processes throughout the country. This strategy is still in the process
of implementation, but has already succeeded in managing down audit qualifications quite significantly — a
frend that is expected fo continue under the focused leadership of the minister and her directorgeneral.

The Minister of the Department of Justice and Constitutional Development confirmed his commitment to resolve
the accounting and systems matters with regard to monies in trust within the next two years. He committed
fo support the department in appointing skilled staff in key positions to enable the department to function
effectively and to address key areas of concern, including the SCM issues.

The Department of Rural Development and Land Reform, in conjunction with National Treasury and other
custodians of stafe land, has developed a National Vesting Master Plan with annual milestones to be
achieved to ensure a complete and accurate immovable asset register. The milestones as per the National
Vesting Master plan for the 2009-10 financial year were, however, not achieved by the department. The
department has since increased capacity in the unit responsible for the surveying and vesting to ensure that
the set milestones are met. The executive authority has a personal interest in the matter and has committed to
make sure that the department is capacitated to meet the set milestones. The team has developed an action
plan to address the milestones in the plan and also to address challenges relating to the deeds register. The
compliance issues noted in the audit report of this department are indicative of serious weaknesses that relate
directly o the core mandate of this department and will need to receive serious affention from the executive
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and senior management. The fact that a number of projects have been suspended shows the seriousness with
which the team is approaching these issues.

The Minister of the Department of Public Works (DPW) confirmed that the outcomes of the AGSA's key confrol
discussions with management would be monitored. A further commitment was made to maintain the process
with regard to the immovable assets and the vesting process fo ultimately have a complete asset register for
immovable assets. The improvement of processes that ensure compliance with SCM prescripts and prevent
iregular expenditure will be a focus area. The relevancy of reporting on performance against predefermined
objectives that reflects the mandate of DPW will be monitored by the minister. Financial information specific
fo projects and the effective management of projects will also be a focus area in the next financial year.
Controls to ensure the accurate accounting for lease buildings and the recoverability of accounts receivable
at the Property Management Trading Account will be prioritised.

The Minister of Water Affairs and Forestry committed to implementing the key confrols required to address
the department’s qualification finding.

Although the financial administration of the Sectoral Education and Training Authorities (SETAs) has improved
over the past number of years, affention is sfill required to improve reporting on predefermined obijectives.
The biggest challenge is to raise this level of reporting from a volume-driven evaluation to a point where the
impact of the education and training efforts is reflected. The Department of Higher Education and Training is
currently attending fo this.

The accounting officer and the minister undertook to develop a strategy for the Depariment of Social
Development and SASSA to jointly address the problems relating to grants administration on which the
department was qualified.

While every effort is being made to phase out the “outsourcing” arrangement that led to the qualifications
at the Department of Labour, management has also committed fo address the serious shortcomings with
regard fo reporting against predefermined objectives through a dedicated rethink of processes relating fo the
department and its entities. This rethink will also enable the department to interact with and support its entities
in a more focused way.

The Department of Defence reduced their qualification areas from six to one during the year under review.
The remaining qualification relates to assets which the accounting officer has committed to address.

The Minister of Arts and Culture is committed to the establishment of a task team fo improve the reliability
and usefulness of the department’s report on performance against predetermined objectives. Non-adherence
fo the SCM procedures will be investigated fo prevent irregular expenditure in future and to reinforce the
accountability of leadership. The minister confirmed the department’s commitment to addressing all internal
confrol deficiencies.

The Department of Health has undertaken (i) fo enhance their monitoring and oversight responsibility over
grants paid fo provinces with the view fo improving service delivery and enhancing provincial accountability,
(ii) to establish a task team to assist in improving the quality of the report on performance against predefermined
objectives, and [iii) fo focus on the implementation of key controls during 2010-11.
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* The Department of Environmental Affairs and Tourism undertook to prepare a comprehensive audit file to
facilitote the AGSA's audit of the department’s reporting on performance against predefermined objectives
for the 2010-11 financial year. The minister offered his full support.

*  During the SCOPA hearing of the SABC, the deputy minister of Communications reiterated the leadership
of the SABC's commitment to take ownership of and accept accountability for addressing governance and
financial management issues.

Status of SCOPA/oversight resolutions

The commitment of departments and public entities to address audit outcomes is also evidenced by the response o
addressing SCOPA resolutions. At yearend, 43 oversight resolutions out of a fofal of 73 had been implemented,
29 were in progress and one had not yet been actioned. The status of the SCOPA resolutions for departments
and public entities is as follows:

Figure 32: SCOPA resolutions status

Crmina AssetRecovery Accourt ]

Commission for the Promotion and Protection of the Rights of Cultural
Religious and Linguistic Communities
Deporiment of Home Afirs I N

Department of Justice and Consfitutional Development ]
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Independent Complaints Directorate ]
National Prosecuting Authourity I D
Independent Communications Authority of South Africa ]
Department of Human Settlements I
Department of Defence I

Special Defence Account
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. Implemented . In progress . Not actioned

The Department of Police was the only department that implemented all the resolutions and the Special Defence
Account was the only public entity that had not yet actioned one of ifs four resolutions. The reason for this is that
the Defence Special Act (DSA| needs to be amended to deal with the investment/utilisation of surplus funds.
National Treasury has already given approval for surplus funds o be retained. This was reported on as non-

compliance with the DSA in the 2009-10 audit report.

Initiatives taken by National Treasury in improving financial management practices
Relationship and interaction
An effective relationship with the National Treasury and, more specifically the Office of the AccountantGeneral

(OAG), is crifical fo the responsibilities of the AGSA as auditor of government. Interaction with the OAG takes
place at a number of different levels.
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The first level of inferaction is at quarterly trilateral meetings, which include the Accounting Standards Board
(ASB) meeting where strategic matters concerning audit and accounting within government are discussed. One
of the key matters that have been identified for action at this meeting is the development of a CFO handbook
and a leadership handbook by the OAG. These documents will complement the stakeholder interventions on key

controls intfroduced by the AGSA.

The second level of interaction is on technical matters raised by the auditors and the auditees during the PFMA
and MFMA audit cycles. These meetings take place on a weekly basis and have proved invaluable in ensuring
that problems are resolved and that a mutually agreed response is given to both the auditee and auditors.

In addition fo these two inferactions, combined sessions are held each year before the PFMA and MFMA audit
cycles. The purpose of these sessions is to debrief the parties on matters encountered during the preceding cycle
that require action and to identify risks and matters that could impact on the forthcoming cycle. The provincial
Accountants-General and AGSA leadership attend these sessions. HoDs and CFOs from auditees are also
invited fo the sessions as appropriate.

Cuidance published by OAG

* The number of matters to be addressed by National Treasury in the Departmental Financial Reporting
Framework Guide has significantly decreased and this document has improved significantly over the past
year or fwo.

* In response fo the matters raised by the auditees and auditors, weekly updates on Frequently Asked Questions
are published by the National Treasury. It is also pleasing to note that the number of exemptions granted by
the OAG from compliance with the Departmental Financial Reporting Framework Guide has declined and is
now an exception.

* During this cycle the National Treasury issued guidance on accounting for immovable assets and RDP houses
constructed for fransfer to third parties, which addressed many of the uncertainties and anomalies in the
previous year.

* The recognition of irregular expenditure for a number of non-compliance matters has been a particular feature
this year, with many different inferpretations of what can result in irregular expenditure. Meetings were held
with National Treasury to discuss this matter but more comprehensive guidance is necessary.

* Formalising the status of certain functions performed by departments, for example whether they are separate
entities and thus have fo be audited separately, or whether they form an integral part of that department, has
still to be addressed. The departments affected by this are mainly Labour, Justice, Department of International
Relations and Cooperation and Home Affairs.

* A matter that is still of great concern is the inconsistent manner in which agency-type transactions are accounted
for. Many of these do not find their way into the financial statements of either party involved in the agency
agreement. The National Treasury has agreed to hold a dedicated session fo resolve this matter this year.

* Additional guidance on the format and timing of submission of reports on predefermined objectives and other
information to be included in the annual report, especia”y for entities other than deportments, sfill requires
aftention.

 The availability of reliable systems to produce information required for the preparation of the financial
statements in respect of capital assets, accounts receivable for departmental revenue, contingent liabilities,
capital commitments, accruals and related parties remains a challenge that has not yet been addressed.

* A review of the issuing process and the legal sfatus of communiqués issued by the OAG and other role
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players, which include pracfice notes, memoranda, circulars, guidelines, frameworks, handbooks, etc. within
the perspective of reporting by the auditors on compliance by the auditees with these publications, still
requires o be agreed with the National Treasury.

Matters that require attention to prevent an impact on audit outcomes in the coming year

The following matters require additional guidance or monitoring by the OAG to prevent a possible negative
impact on the audit outcomes of 2010-11.

Accounting matters

All entities should pay particular attention to any changes to the applicable financial reporting framework and
take timely action to put processes in place to ensure compliance with such changes. It is important that public
entities prepare a risk analysis before the new standards become effective.

The following SA Standards of GRAP have been issued by the ASB but are not yet effective:

* GRAP 21 - Impairment of non-cash-generating units

» GRAP 23 - Revenue from non-exchange fransactions

» GRAP 24 - Presentation of budget information in financial statements
In terms of GRAP 24, an entfity shall present a comparison of the budget amounts for which it is held publicly
accountable and actual amounts, either as a separate additional financial statement or as additional budget
columns in the financial stafements currently presented in accordance with SA Standards of GRAP. The
standard goes further in prescribing the nature and extent of this disclosure. As this disclosure will form part of
the financial statements it will be subject to audit.

* GRAP 25 - Employee benefits

* GRAP 26 - Impairment of cash-generating units

* GRAP 103 - Heritage assets

* GRAP 104 - Financial instruments.

Trading entfities, schedule 2, 3B and 3D public entities should take note of the following amendments to the SA
Standards of GAAP resulting from the April 2009 annual improvements fo IFRS, which may have an impact the
auditor’s report in the coming year:

* IAS 1 - Presentation of financial statements

* |AS 7 - Statement of cash flows

* IAS 17/ - leases

* |AS 36 - Impairment of assets

* |AS 39 - Financial instruments: Recognition and measurement.

Controls implemented by service organisations on behalf of depariments and public entities

Departments and public entities should be alert to the fact that certain internal controls and financial fransactions
in one department or entity might be impacted by the controls implemented at another entity where that entity
carries out cerfain fransversal or specific functions on its behalf. The typical instances of this are the procurement
processes related to information fechnology by the State Information Technology Agency in ferms of the State
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Information Technology Act, 1998 (Act No. 88 of 1998), transversal contracts entered into by National Treasury
in terms of the Treasury Regulations and the accommodation and mainfenance confracts undertaken by the PMTE

and the DPW.
Susceptibility and subjectivity of complex accounting estimates and fair values

Some of the accounting standards require complex accounting estimates to be made. These typically concern

* calculations for investment property, properties in possession, investment in subsidiary in ferms of the SA
Statements of GAAP, International Accounting Standard 36, Impairment of Assets.

* determining the provision amount for loans and advances in terms of SA Statements of GAAP, Infernafional
Accounting Standard 37, Provisions, Contingent liabilities and Contingent Assets.

* assumptions in defermining the fair value, residual values and useful lives of assets in terms of SA Statements
of GAAP, International Accounting Standard 16, Property, plant and equipment.

Auditees are cautioned that these matters should be supported by clear and available information to avoid
qualifications in these areas.
Transfer of functions

One of the very first decisions that followed the inauguration of our current President was the creation of a new
sef of departments to deal with the day-to-day service delivery challenges. This involved the spliting of existing
departments and the creation of new departments. The transfer of all functions resulting in new separately
accountable entities was to become effective on 1 April 2010, unless specifically indicated otherwise. The
departments must make sure that for purposes of clean administration, proper controls and reviews are put in
place during the process of splitting, for example implementing a memorandum of agreement between the newly
formed departments which addresses matters such as asset management, accounting for costs and liabilities due
fo the fransfer of functions and compliance with laws and regulations (secfion 42 of the PFMA).

The following departments were reorganised, which resulted in the creation of new departments:

* Department of Cooperative Governance and Traditional Affairs:

The function of the Rural Development Programme: Monitoring and evaluation sub-programmes was fransferred
to the Department of Rural Development and Land Reform during the first quarter of the financial year. The
Department of Traditional leaders, which formed part of the Department of Cooperative Governance and
Traditional Affairs, will function on its own and prepare a separate set of financial statements.

* Department of Environmental Affairs and Tourism was split into the Department of Environmental Affairs and
the Department of Tourism. The process to close the books of the Department of Environmental Affairs and
Tourism may impact on the take-on balances of the new department.

* The Department of Education was split between the Department of Higher Education and Training and the
Department of Basic Education. The Sector Education Training Authorities (SETAs) as well as the National Skills
Fund, which formed part of the Department of Labour, have now been transferred to the Department of Higher
Education and Training. This fransfer of functions has resulted in a lack of infrastructure which might have an
impact on future audit outcomes.

e The Forestry function was transferred from the Department of Water Affairs and Forestry to the Department of
Agricuhure, Fisheries and Forestry. The sanitation function, which former|\/ formed part of the Department of
Water Affairs, was transferred to the National Department of Human Seftlements.
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* The Department of Minerals and Energy was split info two new departments, namely the Department of
Minerals Resources and the Department of Energy.

¢ The Department of Performance Monitoring and Evaluation and the Department of VWomen, Children, and
Persons with Disabilities were created under the Presidency. This may pose challenges in respect of budgeting,
strategic planning and internal controls at the respective departments. The National Planning Commission,
which is a separafe ministry within the Presidency, is also expected to be functional during the next financial
year.

AGSA interaction with the ASB

Inferaction with the ASB takes place within a number of different forums. The AGSA is represented on the ASB
board and quarterly frilateral meetings are conducted with the ASB and National Treasury. Discussions and
meetings also take place between technical staff of the ASB, the OAG and the AGSA as and when required.

4.3 Initiatives taken by the AGSA to encourage clean administration

In support of an ultimate audit outcome of unqualified audit opinions with no reported findings on predefermined
objectives or compliance with laws and regulations, the AGSA leadership has embarked on an infensified
programme to enhance its visibility in order to improve the effectiveness of the audit process and o engage with
all role players that can influence clean_administration. To this end, senior staff from the AGSA regularly visited
the audit teams. Audit sfeering committee meetings were attended by senior members of the auditee and the
AGSA, and meetings were held with those charged with governance not only at the end of the audit cycle but
also during the planning and prefinalisation stage of the audit. The engagements focused on simple, clear and
relevance of information fo facilitate an understanding of the audit process, secure buy-in and seek commitment
from the auditees to improve identified weaknesses in infernal control that will influence clean administration.

Personal inferaction by the AG with several of the ministers had a positive impact on the outcomes of the audits.
As at 31 July 2010, the AGSA had met with all ministers responsible for departments and public enfities in the
national portfolio. The result of this inferaction was positive in more than one respect as the ministers were able
fo assess the internal control deficiencies of the qualification areas and findings relating to the predetermined
objectives and compliance with laws and regulations and monitor action plans fo address the deficiencies in
their respective portfolios.

Specific matters that the AGSA infroduced over the last two years which have an impact on the success of
achieving clean administration are as follows:

* A clear and specific articulation of the root causes of audit qualifications and findings on predetermined
objectives and compliance with laws and regulations so that these can be effectively and timeously addressed.

* Specific focus on human resource management and supply chain management and key national initiatives for
five of the major sectors, viz. Health, Education, Human Setilements, Social Development and Public Works
refer to 5.1 of this report).
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SING FROM THE AGSA'’s SPECIFIC FOCUS

5.1 Significantfindings from audits of human resource management and compensation

of employees (departments only)

Of the 34 departments audited, 29 departments (85%) did not have in place all the requirements for an
effective human resource management and compensation of employees system. These weaknesses impact the
departments’ financial management as well as their ability to deliver services in accordance with their mandates.

Weaknesses were identified in the following key areas:

Human resource management

* Human resource planning and organisation

* lack of a human resource plan

* Positions vacant for more than 12 months: Senior management
* Positions vacant for more than 12 months: Finance division

* No improvement in overall vacancy rate

* No improvement in senior management vacancy rafe

Compensation of employees

* Incorrect leave credits

* No payroll certification at pay point

* Temporary incapacity leave : Non-compliance with the determination and policy
* Payroll reports not refured to the finance division within 10 days as required

The detailed findings on HR management and compensation of employees are presented below.

Table 25: Findings on HR planning, work organisation and management of vacancies

Human resource

planning and work Management of vacancies Son ,
ST Officials acting for emorf managers
Department Lack of period exceeding 12 periormance
No updated and Lack of , actot months uagreements not
approved human improvement in m.lp:ovemem n ' signed by 31 July
resource plan overall vacancy rate | *CMor Mmonedemen

vacancy rate

Agriculture, Forestry and Fisheries
Arts and Culture
Communications

Cooperative Governance and Traditional Affairs

Correctional Services

Defence
Health
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Human resource
planning and work Management of vacancies
organisation Officials acting for
Lack of period exceeding 12

Senior managers’
performance

Department
agreements not

improvement in months signed by 31 July
senior management
vacancy rate

No updated and Lack of
approved human improvement in
resource plan overall vacancy rate

Home Affairs

Human Settlements

Independent Complaints Directorate

International Relations and Cooperation

Justice and Constitutional Development

Labour

Minerals and Energy

National Treasury

Public Enterprises

Public Service and Administration
Public Works
Rural Development and Land Reform

Science and Technology

Sport and Recreation

The Presidency

Trade and Industry

Water Affairs and Forestry

5.1.1 HR planning and work organisation
No updated and approved human resource plan

HR planning is required in terms of Public Service Regulations (PSR) 1/11l/B2(d) and PSR 1/IIl/D to ensure that
a department obtains the quantity and quality of staff required to meet its strategic objectives.

5.1.2 Management of vacancies

The accounting officer of the department should address the gaps between the human resources required to
perform the department’s functions and the existing human resources by means of recruitment and refention
strategies.

Based on the annual reports, the vacancy rate across all departments was 18% on average, the lowest rate
being af the Department of Government Communication and Information System at 4% and the highest at the
Department of Water Affairs at 46%. Approximately 19% of the positions for senior managers and highly skilled
staff af the departments were vacant.
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Non-compliance with recruitment time frames

In terms of PSR 1/VII/C.1A.2, a funded vacant post should be advertised within six months affer becoming
vacant and should be filled within 12 months. PSR 1/VII/C.1A.3 states that, if a department does not comply
with the regulation, the reasons for such non-compliance should be recorded in writing.

The recruitment time frames were tested for senior management as well as posts in finance, infernal audit and
a service delivery component where the vacancy rafe was above 5%. The following diagram provides detail
on departments which have not complied with the recruitment time frames and where the reasons for non-
compliance were not recorded:

Figure 33: Non-compliance with recruitment time frames

tome s | I
Public Service and Administration _—
Rural Development and Land Reform _—
Agriculture, Forestry and Fisheries _—_
Arts and Culture _
Communications _—
Defence _
Correctional Services _—
International Relations and Co-operation _

Trade and Industry
Public Works

Cooperative Governance and Traditional Affairs _
. Senior Management . Finance

Due fo scope limifations on the Department of Justice and Consfitutional Development, we were unable fo

. Internal Audit Other service delivery component . Reasons for non-compliance not recorded

determine compliance with the above requirement.
5.1.3 Acting by officials in higher posts

Departments have the option fo temporarily direct an employee to act in a higher vacant position for which the
employee is then paid an acting allowance. PSR 1/VII/B5.3, however, restricts the acting period to 12 months
fo ensure that permanent appointment of a suitably qualified and experienced person is not delayed.

Prolonged acting periods can be an indication of ineffective processes to appoint or recruit suitable
permanent sfaff. Instances were found at departments where employees received acting allowances for more
than 12 months.
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5.1.4 Performance agreements of senior managers

In terms of PSR 4/Ill/B1 and chapter 4 of the SMS handbook, senior management must enter into performance
agreements. The performance agreements for some of the SMS members at the following departments were not

signed by 31 July 2009.
5.1.5 Appointment processes

The recruitment and selection processes ensure that candidates with the appropriate qualifications and experience
fo meet the requirements of the specific post are appointed.

Verification checks not performed

A directive was issued by the MPSA with effect from 1 January 2008 which defermined o process whereby
criminal and financial /asset records should be checked and verifications performed in respect of citizenship,
financial status, qualifications and previous employment for all new appointments. The diagram below illustrates
departments that did not comply with this directive.

Figure 34: Verification checks not performed

Public Administration and Leadership Management Academy _
Woter Affairs |—

Home Affairs [ ——

Minerals and Energy [

Healt | —

Arts and Colwre. S

Deferce. [

The Presidency [

Public Works [

Justice and Consfitufional Development [ e

—

. Appointments with incomplete verification checks . Appointments with no verification checks

5.1.6 Sick and incapacity leave
Incapacity leave incorrectly granted

In terms of the leave determination, read with the DPSA's Policy and Procedure on Incapacity leave for lll-health
Retirement (PILIR), incapacity leave is additional sick leave granted conditionally af the employer’s discrefion. The
defermination and the policy contain clear and specific requirements as to how incapacity leave should be dealt
with and the number of days that can be granted.
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Nine departments did not comply with their determination or policy regarding temporary incapacity leave as per
PSR 1/V/Flc) (which was not identified as a material finding in the previous year).

5.1.7 Leave administration

Inaccurate leave credits

In terms of PSR 1/V/F(b), the head of the department should record all leave taken by an employee accurately
and in full. No or inadequate confrols were implemented af the following 11 departments fo ensure that all leave
taken by employees was captured and that it was done timeously. As a result, the annual or capped leave credits

at the following departments are incorrect.

Figure 35: Incapacity leave incorrectly granted and inaccurate leave credits

Communications

Correctional Services

Defence

Home Affairs

International Relations and Cooperation

Justice and Constitutional Development

Labour

Minerals and Energy

Public Admin and Leadership Management Academy

Public Works

Rural Development and Land Reform

Sports and Recreation

Stafistics South Africa

The Presidency

Trade and Industry

. Inaccurate leave credits . Non compliance with determination and policy More temporary,/permanent incapacity leave granted was enfitled to
5.1.8 Payroll control

In terms of TR 8.3.4, the person in charge at the respective pay points must certify that all persons listed on the
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a monthly basis. Instances were found at the following departments that indicate that the prescribed control was
not fully implemented:

Figure 36: No payroll certification at pay point

Minerals and Energy _
Rural Development and Land Reform _
Public Service and Administration _
Health _
Arts and Culture _—
Sports and Recreation _
Defence _
Correctional Services _
Statistics South Africa _
The Presicency [
Public Works _—
Justice and Constitutional Development _—_
Human Settlements _—

Certified payrolls not returned within 10 Completeness of certified payroll Corrective action not taken fimeously where
days to payroll department reports not checked discrepancies were noted

. Monthly payroll reports not cerfified

5.1.9 Overall conclusion

leadership in government should address deficiencies in human resource management and compensation of
employees. Directives, regulations and rules are in place but are still not adhered to. Management of vacancies
needs fo be addressed as vacant leadership positions also lead to a break-down of controls within all areas of
the depariments. These weaknesses impact departments’ leadership oversight and financial management, which
in turn impacts on its ability to deliver its services in accordance with its mandate.

5.2 Significant findings from the audit of supply chain management

For the first time this year regularity audits included a specific assessment of the procurement processes and
confract management of the auditees as well as the controls to ensure a fair, equitable, transparent, competitive
and costeffective SCM that prevents and detects, fraud, non-performance by suppliers, and non-compliance with

SCM legislation.

As is evident from the analyses of irregular expenditure (section 3), most (59%) of the irregular expenditure
incurred by the departments and entities was as a result of non-compliance with SCM legislation.

5.2.1 Interest in suppliers

The performance audit report tabled in August 2008 entitled Performance audit of entities that are connected
with government employees and doing business with national departments revealed that employees and spouses
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of employees were doing business with their own departments through companies and close corporations in
which they are direcfors or members.

legislation does not prohibit such practices but there is legislation that endeavours to ensure that conflicts of
interest do not result in the unfair awarding of contracts or acceptance of unfavourable price quotations and
requires employees to obtain approval for performing remunerative work outside their employment. The report
also disclosed non-compliance with this legislation and a number of other irregularities in the SCM process at the
departments. Information regarding follow-up of the findings from the performance audit report is not available
at present.

The 2009-10 regularity audits included a similar assessment of the inferest of employees and their close family
members in entities that are suppliers to the auditee. Where interest in suppliers was identified, a sample was
fested to defermine compliance with the legislation applicable to departments, trading entities, constitutional
institutions and schedule 3A and 3C public entities. The table below lists the auditees where interests were
identified and details the resultant findings (a listed department or public entity below had inferests in suppliers
but did not necessarily result in a finding with non-compliance with laws and regulations):

Table 26: Interest in suppliers

No approval for
Employee did not | employee to perform
disclose conflict of | remunerative work
interest outside employment
(departments only)

Interest not included
in annval declaration
of senior manager
(departments only)

Employee
involved in

Interest not
No. | Departments and public entities declared by

swiplier process of making

award to supplier

Public Works

Justice and Constitutional Development

Trade and Industry

Home Affairs

o s lw N -

Cooperative Government and Traditional
Affairs

6 Social Development

7 Electoral Commission

8 National Home Builders Regulatory
Coundil

9 Mining Qualifications SETA

10 | Unemployment Insurance Fund

11 | Commission for Conciliation, Mediation
and Arbitration

12 | Water Trading Account
13 | Medical Research Council of South Africa

14 | Petroleum Oil and Gas Corporation of
South Africa (Pty) Ltd

Of the 10 national departments listed, the following were also identified in the performance audit:
* Trade and Industry, Home Affairs and Social Development — employee-related companies doing business with
own department
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* Trade and Industry, Public Works and Social Development — employees’ spouse-related companies doing
business with own department

Of the 14 entities where inferest in suppliers was identified, non-compliance with SCM legislation was identified

at 12.

Despite the fact that the information regarding follow-up on performance audit report findings is not available,
there is an indication (from the analysis above) of confinued non-adherence to the SCM process regarding
employees and their close family members having an inferest in suppliers.

5.2.2 Procurement process

The table below indicates the significant findings in the procurement process that resulted in the occurrence of
imegular expenditure.
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Three price quotations not invited

In terms of Practice Note (P/N) 8 of 2007-08, the accounting officer/authority should invite and accept written
price quotations for procurement up to an estimated value of R500 000 from as many suppliers as possible. If
it is not possible fo obtfain af least three written price quotations, the reasons should be recorded and approved
by the accounting officer/authority or his/her delegate.

At 15 departments and 28 public entities irregular expenditure was incurred as goods or services were procured
without inviting at least three price quotations and the deviation was not approved and/or the deviation was
approved although it was possible o obtain three price quotations.

Deviation from competitive bidding without approval

Treasury Regulation (TR) 16A6.4 states that if in a specific case it is impractical fo invite competitive bids, the
accounting officer/authority may procure the required goods or services by other means, provided that the
reasons for deviating from inviting competitive bids are recorded and approved by the accounting officer/

authority.

At three departments and 15 public entities irregular expenditure was incurred as goods or services were
procured without obtaining approval for the deviation from a competitive bidding process at the appropriate
level.

Deviation from competitive bidding not justified

P/N 6 of 2007-08 states that the provision in TRT6A6.4 should be utilised strictly fo procure goods and services
of critical importance and only in specific cases where it is impractical fo invite competitive bids and where
immediate action is necessary or if the goods and services required are produced by or available from sole
service providers.

The P/N further states that an effective SCM system requires an accounting officer/authority to ensure that the
resources needed fo support the strafegic and operational commitments of an institution are properly budgeted
for and procured at the correct time. Planning for the procurement of such resources should take into account
the period required for competitive bidding processes - a lack of proper planning does not consfitute a reason
for dispensing with prescribed bidding processes. Accounting officers/authorities should also put in place their
own confrol measures fo deal with foreseeable cases of emergency that occur within their area of functionality.
These measures may include strategic or specific term contracts with suitable service providers o ensure that the
required goods or services are available immediately when emergencies occur.

At four departments and seven public entities iregular expenditure was incurred as deviations from competitive
bidding were approved on the basis of it being an emergency even though immediate action was not necessary
and sufficient time was available for a bidding process and/or proper planning would have prevented such
emergency.
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At three departments and four public entities irregular expenditure was incurred as deviations from competitive
bidding were approved in accordance with TR 16A6.4 on the basis of the goods and services only being
produced by or available from one service provider even though evidence did not exist of a thorough market
analysis performed and/or other evidence existed of suitable suppliers available in the market.

Awards to suppliers who failed to provide valid tax clearance certificates

In terms of TR 16A9.1(d) and regulation 16 to the Preferential Procurement Policy Framework Act, 2000 (Act No.
5 of 2000 [PPPFA|, a bid should be rejected if the supplier fails to provide written proof from the South African
Revenue Service (SARS) that the supplier either has no outstanding tax obligations or has made arrangements to

meet outstanding tax obligations.

At six departments and 12 public entities irregular expenditure was incurred as awards were made to suppliers
who failed to provide written proof from the SARS that their tax was in order:

Preference point system not applied

In terms of section 2(a) of the PPPFA, a preference point system should be used for procurement above R30 000.
At seven depariments and 17 public enfities irregular expenditure was incurred because the preference point
systfem was not followed.

Award to supplier who did not score highest points

In terms of section 2[f) of the PPPFA, the contract should be awarded to the tenderer who scores the highest points
based on price, functionality (if applicable) and preference points, unless objective criteria justify the award to

another tenderer,

At two departments and four public entities iregular expenditure was incurred as awards were made fo suppliers
who did not score the highest points and where no objective criteria justfified such award.

No prospective suppliers list
In terms of P/N 8 of 2007-2008, accounting officers/authorities should compile a list of prospective suppliers
per commodity and type of service fo be used for inviting price quotations. The prospective suppliers list offers

entities a fair opportunity to be invited fo submit price quotations.

At three departments and 28 public entities the list of prospective suppliers was not in place or not updated.
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5.2.3 Contract management
The table below indicates the significant findings on confract management.

Table 28: Summary of significant findings on contract management

Contract management

Contract amendments/
extensions/ renewals
resulted in circumvention of
competitive bidding

Inadequate contract
performance measures/
monitoring

Auditee Contract amendments/
extensions/renewals
without approval

Departments (including legislature)
Arts and Culture

(Communications

Defence
Health
Home Affairs

Justice and Constitutional Development

Labour

National Treasury

Public entities (including trading, constitutional institutions and other entities

Agricultural Research Council

Council for the Built Environment

(ross-Border Road Transport Agency
Electricity Distribution Industry Holdings (Pty) Ltd
Energy Sector Education and Training Authority

International Trade Administration Commission (ITAC)

National Heritage Council

National Prosecuting Authority

National Student Financial Aid Scheme

Northern Flagship Institution

Road Accident Fund

SA Civil Aviation Authority

State Information Technology Agency

The Property Management Trading Entity
The Public Protector of South Africa

An analysis of the findings is provided in the paragraphs that follow.
Contract amendments/extensions/renewals without approval

In terms of TR 8.2.1, an official of an institution may not spend or commit public money except with the approval
of the accounting officer or a duly delegated or authorised official.
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At two departments and six public entities iregular expenditure was incurred as contracts were amended,
extended or renewed without approval by the accounting officer or a delegated official.

Contract amendments/extensions/renewals resulted in circumvention of competitive
bidding

In terms of sections 38(1)(aliii) and 51(al(iii) of the PFMA, a SCM system must be fair, equitable, transparent,
competitive and costeffective. VWhen a confract expires, it is expected that a competitive bidding process is

followed to appoint a supplier fo provide goods and services.

At one department and five public entities irregular expenditure was incurred as contracts were extended or
renewed fo such an extent that competitive bidding processes were circumvented.

Inadequate contract performance measures/monitoring

At six departments and seven public entities the performance measures and methods whereby some contracts
were monitored were found to be inadequate.

5.2.4 SCM controls

The table below indicates the significant findings on SCM controls.
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SCM policies in conflict with applicable legislation

The SCM policies and procedures were in conflict with the PFMA, Treasury Regulations and /or the PPPF Act and
its regulations at two departments and nine public entities.

Inadequate segregation of duties in procurement

In order to prevent fraud, there should be segregation of duties between those individuals involved in making
awards fo suppliers and those making and approving payments fo the suppliers. If such segregation is not
possible, at the very least independent monitoring should be done or other compensating controls should be
implemented.

At four departments and 10 public entities, instances were found where the same person was involved in
selecting a supplier and in the payment process and no compensating controls could be identified.

No processes for SCM officials to report breaches/non-compliance

In terms of TR 16A8.5, an official in the SCM unit who becomes aware of a breach of or failure to comply
with any aspect of the SCM system should immediately report such breach or failure to the accounting officer or
accounting authority in writing.

At one department and 11 public entities processes had not been established for SCM officials to report these
matters or, where processes were in place, the officials were not aware of such processes.

SCM officials were not adequately trained

In terms of TR T6A5.1, the officials implementing the institution’s SCM system have to be trained and deployed in
accordance with the requirements of the Framework for minimum training and deployment issued by the National
Treasury. At two departments and 11 public entities SCM officials were not frained as required.

Risk assessment did not address procurement and contract management risks

In terms of sections 38(1)(a) and 51(1)(a) of the PFMA, the accounting officer/authority should have and maintain
effective, efficient and transparent systems of financial and risk management. Furthermore, TR 16A3.2(d)v)
requires an SCM system fo provide for risk management.

At eight departments and 13 public entities the risks relating to procurement and contract management were not
assessed although risks are evident.

Fraud prevention plan did not include specific measures for procurement

In terms of TR 3.2.1 and TR27.2.1, a risk management sfrategy, which includes a fraud prevention plan, should
be used to direct infernal audit effort and priority, and to determine the skills required of managers and staff to
improve confrols and to manage these risks. Furthermore, TR 16A9.1(a) requires that the accounting officer/
authority should take all reasonable steps to prevent abuse of the SCM system.

“‘\‘ <
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Even though procurement is a maijor fraud risk area the fraud prevention plan of three departments and 21 public
entities did not include specific measures for preventing and detecting fraud in the procurement process.

No internal audit evaluation of SCM compliance

In terms of TR 3.2.11 and TR27.2.10, the internal audit function should assist the accounting officer/authority in
maintaining efficient and effective controls by evaluating controls to determine their effectiveness and efficiency,
and by developing recommendations for enhancement or improvement. The controls subject to evaluation should
encompass the safeguarding of assets and compliance with laws and regulations.

At six departments and seven public entities where a high volume of goods and services are procured, non-
compliance was identified by the AGSA and vet internal audit did not evaluate the controls, processes and
compliance with SCM legislation and regulations.

5.2.5 Conclusion

Non-compliance with SCM legislation was largely responsible for the iregular expenditure incurred by both the
departments and the public entities.

Since the irregular expenditure was disclosed as required by the PFMA, in most cases this did not result in the
audit outcomes being modified. However, this does not defract from the severity of the fransgressions in this
regard. It is also important to note that 50% of the amounts disclosed were identified by the external auditors,
indicating that the departments” and public entities” infernal controls had failed to defect these deviations.

The implementation of controls fo prevent irregular expenditure requires more focused attention from the accounting
officers/authorities.

For employees or their close family members with an interest in suppliers, the applicable legislation was not
always complied with. There was litfle improvement in respect of the findings in the AGSA's performance audit

report dated August 2008.

Non-compliance with SCM legislation in procurement processes was more prevalent at the departments than at
the public entities due fo stricter procurement regulations at public entities.

Contract management weaknesses are more prevalent at departments than at public entities, especially
regarding the extension, renewal and amendment of contracts and the adequacy of performance management.
The underlying infernal control deficiency for the above-mentioned findings and weaknesses is the inadequate
implementation of infernal controls which would prevent and defect non-compliance with SCM legislation.
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5.3 Transversal performance audits

5.3.1 Performance audits completed during the financial year
Key messages on the outcomes contained in performance audit reports tabled included the following:
Projects that are funded by the National Development Agency (26 November 2009)

* In the majority of the cases prefunding conditions were not met timeously by the beneficiaries as sufficient
assistance to project beneficiaries to comply with the prefunding conditions was not provided.

* The project reports submitted by the project beneficiaries did not meet the requirements of the signed contracts,
but this was not timeously identified or not followed up by the National Development Agency’s development
management. Furthermore, action was not taken against development managers who failed to execute their
functions with regard fo the monitoring of financial and governance matters.

* Insufficient communication and coordination led to a poor turnaround time on all business processes, including
project presentation, approval and payment, as the National Development Agency did not have an effective
and efficient system to communicate with beneficiaries.

*» Some projects were approved, while it was already clear that these projects could only be sustainable if they
received additional funding. Projects were not monitored to assess their longterm sustainability. In addition, @
baseline to measure the improvement as stipulated in the 2006-2011 strategic plan was not determined.

* Projects that did not comply with the contractual agreements were not followed up timeously, which resulted in
projects not being discontinued in a timely manner. Procedures fo recover funds from non-complying projects
or fo control funds allocated to projects once misappropriation or mismanagement had been identified, did
not exist.

Handling of the rehabilitation of abandoned mines at the Depariment of Minerals and Energy (December 2009)

* No strategic or business plan existed for the rehabilitation of abandoned mines in South Africa.

* The department did not have an infegrated information system to record and report on the status of mines.

 The organisational structure was not supportive of the depariment’s objectives for the rehabilitation of
abandoned mines.

* The department did not have any policies and procedures in place for budgeting of rehabilitation projects for
abandoned mines.

» Communication channels were not defined or structured in a way that promotes accountability or service
delivery.

* Project management for the asbestos mines rehabilitation projects was inefficient.

Handling of confiscated abalone at the Department of Environmental Affairs and Tourism (30 July 2009)

* A formal policy and/or guidelines regulafing the receipt, storage, processing and disposal (handling) of
confiscated abalone did not exist.

* The progress of court cases relating to abalone that had been confiscated and was not monitored. Furthermore,
the department’s records of samples of confiscated abalone kept for court purposes were incomplete.
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* There was a delay in awarding the tenders for the processing of confiscated abalone and monitoring of the
processing function, as well as signing of memorandums of agreement with the successful service providers.

* The work performed by the project monitoring team was not monitored to ensure that it was in accordance
with the agreed contract.

* The processing of abalone did not take place on a rotational basis between the three service providers.

Forensic Chemisiry Laboratories at the national Department of Health (26 January 2010)

* The Forensic Chemisiry Laboratories were not accredited with the South African National Accreditation System,
a secfion 21 company established in 1996 to ensure formal recognition that laboratories are competent to
perform perceived tasks in accordance with international criteria.

* The Forensic Chemistry Laboratories are challenged by a high number of vacancies, especially at senior
levels. The vacancy rate, plus an increase in cases received, resulted in an increased backlog.

* Recognition of scarce skills originated during January 2003 when the Department of Public Service and
Administration issued a scarce skills framework to guide departments in developing departmental policies on
scarce skills, with special emphasis on scientists working in scientific and technological areas. The Forensic
Chemistry Laboratories had still not received any financial recognition as at 30 April 2009 for the scarce skills
they possess. This had a negative effect on the morale of staff.

* Although the service provider had been requested since February 2005 to address accommodation needs,
these were not adequately resolved.

* Ineffective planning and coordination with the Department of Public Works contributed to the lack of adequate
back-up power supply systems. This had a negative effect on the operations of the Forensic Chemistry
Laboratories, as expensive equipment was damaged and productivity lost.

 The capacity atf the food analysis laboratory services did not allow for the provision of adequate food
moniforing, proactive risk assessments or rapid response to food scares.

* The absence of clear guidelines from the South African Police Services contributed fo the failure of various
police stations to collect reports from the Forensic Chemistry Laboratories in time, which further delayed the
finalisation of cases.

* A number of samples received by the Forensic Chemistry Laboratories for analysis were rejected as the South
African Police Services did not meet the sef criteria when samples were collected and sfored, resulting in
cases not going fo court and thereby negatively affecting the criminal justice system.

* Analytical support to forensic pathologists and other clients in cases involving foxic substances could not
be provided in an efficient and effective manner at the Johannesburg Forensic Chemistry Laboratory, as the
foxicology section was not linked with the laboratory information management sysfem to ensure accessible,
fimely and accurate information.

Infrastructure delivery

The AGSA also conducted performance audits of the infrastructure delivery process at the provincial departments

of Health and Education as part of a transversal performance audit on infrastructure delivery. The audit was

conducted as part of AGSA's focus on the Health and Education sectors where the availability of infrastructure

plays an important role in service delivery. It was concluded during the audit that:

* the process followed fo defermine the need for new infrastructure was not always effective and the real needs
were not always identified and prioritised to ensure effective service delivery in the Health and Education
secfors.
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* the applicable legislation and regulations were not always adhered to in awarding contracts. Furthermore, in
some instances the contractors were awarded multiple contracts without taking their capacity to complete all
the projects info account. This led to failure to complete some or all of the projects within the allocated time
af the required level of quantity.

* the construction of schools, hospitals and clinics was not complefed on time and/or within the allocated
budget and at the required standard of quality.

¢ schools, hospitals and clinics were not always commissioned as planned and in some instances the facilities
were not fully utilised after commissioning.

The department responded positively to the recommendations to address the shortcomings in the performance
audit reports. Various improvements in management processes have been introduced to improve the planning,
management and monitoring of activities fo ensure improved service delivery. Furthermore, executive authorities
indicated that they were in the process of improving the skills of their staff through dedicated training. Processes
have been introduced fo strengthen the coordination between role players. In addition, procedures have been
included in the regularity audits to address the findings from the performance audits.

Various insufficient management processes (policy-making, planning, organising, coordination and monitoring)
were identified during the performance audit of the infrastructure delivery process, which will be included in the
final report on this subject.

5.4 Investigation conducted by the AGSA

5.4.1 Investigations in progress
Public entities

Commission for Conciliation, Mediation and Arbitration (CCMA)

* Investigation info the allegations that certain service providers were appointed without following the approved
procurement process.

* Allegations that the CCMA had incurred fruitless and wasteful expenditure, namely:
(i)  Subsistence and travelling cost of some commissioners.
(i) Pay-asyou-eam not deducted for parttime commissioners.
(iii) Contributions of employees to the Provident Fund were not paid timeously to investors.

* Allegations that the risk manager and human resource manager had been appointed without following due
process.

Commission for Gender Equality (CGE)
* The investigation was conducted on the basis of allegations relafing to improper conduct at the CGE. The
investigation report highlights various irregularities and inefficiencies in the operations of the CGE and also a

lack in |eodership within the CGE.
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5.4.2 Investigations completed during the financial year
Departments

Water Affairs

* Investigation info the allegations that service providers were appointed without following the approved
procurement process.

Public entities
Companies and Intellectual Property Registration Office (CIPRO)

The investigation focused on the:

* awarding by the Stafe Information Technology Agency (SITA| of the fransversal framing term confract to cerfain
service providers for the supply of Enterprise Content Management solutions

* procurement by CIPRO of the Enferprise Content Management system by utilising SITA's fransversal framing
term contract.

South African Broadcasting Corporation (SABC)

Supply chain management

* The role of a senior manager with business interests in the music indusiry and in the various music awards
organised by the SABC.

* A manager in the Sport Division was accused of owning a production company that does work for the SABC.

¢ Interference relating to tender processes at the SABC.

* Non-declaration of other business interests by staff members of the SABC.

Fruitless and wasteful expenditure

¢ legal costs relating to the suspension of the former GCEO of the SABC

* Security cosfs, including car hire, for the former chairperson of the SABC board

* legal costs relating to a high court case

* The use of external companies fo conduct investigations on members of the SABC board

* Use of petrol cards by senior management of the SABC

* Presidential golf day

* Conferences, entertainment and catering

» Giffs

* Consultants

* Bursaries

* The acquisition of programme content without consultation or a needs analysis, including sports and content
rights — such confent was acquired and then not utilised.

* Possible wasteful expenditure for the acquisition of international programme confent.

[/
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Human resource-related issues

* Payment of a severance package to the former GCEO of the SABC.

* Granfing of leave to a group executive by the former chairperson of the SABC board.

* The suspension of an executive member of management by the former GCEO without consulting the SABC

board.
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[BEGTONIBIEONSOLIDATED FINANCIAL STATEMENTS

In terms of section 8 of the PFMA, the National Treasury is required o prepare consolidated financial stafements
in accordance with generally recognised accounting practice in respect of national departments, public entities
under the ownership confrol of the national executive, constitutional insfitutions, the South African Reserve Bank,
the AuditorGeneral and Parliament.

The National Treasury has instead prepared two separate sets of consolidated financial statements, with the
public entities having significantly different bases of accounting. At this stage it is not possible to consolidate
the financial affairs of all the public entities into one set of financial statements as the processes to allow for the
elimination of inferentity transactions are not in place. In addition, shareholding of these public entities is vested
in different departments. The accounting framework does not allow for the consolidation of financial statements
in these instances. We have raised a finding concerning non-adherence to section 8(1)(a) of the PFMA.

The AG issues two separate audit reports for consolidated financial statements of departments and entities.
Agreed-upon procedures are performed on the consolidated national entities. An audit opinion is expressed on
the consolidated national departments.

Audit outcomes - Consolidated national departments

Table 30: Areas qualified on consolidated financial statements

Area qualified

Capifal assets

Revenue

Expenditure

Unauthorised, irregular, and fruitless and wasteful expenditure

2009-10 financial year
Audit outcome — qualified

Reasons for qualification:
* Immovable tangible capital assefs
o Inadequate asset registers were kept at the Departments of Public Works, Water Affairs and Rural
Development and Land Reform, resulting in the auditor’s inability to verify the completeness, existence and
valuation of and rights and obligations regarding the assets.
* Movable tangible and intangible assets
o Inadequate asset registers were kept at the Depariments of Defence, Home Affairs and Correctional
Services, resulting in the auditor’s inability fo verify the completeness of the assets.
o No supporting documents were available to substantiate adjustments to prior year opening balance at the
Department of Correctional Services.
o At the Department of Water Affairs the closing balance for movable tangible assefs did not agree with the
amount on the asset register. The differences could not be adequately explained.
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* Public Private Partnership (PPP) assets
o At the Department of Labour the closing balance for PPP assets did not agree with the amount on the asset
register. The differences could not be adequately explained due fo the inadequate maintenance of the PPP
assef register.
* lrregular expenditure
o Atthe Departments of Justice and Consfitutional Development, Public Works and Communications irregular
expenditure relating fo confravention of supply chain management regulations was identified. The auditor
could not verify the completeness of irregular expenditure disclosed.
* Transfers and subsidies
o The occurrence of significant social grant expenditure disclosed by the Department of Social Development
could not be verified due to unavailability and incompleteness of grant files kept at the South African Social

Security Agency (SASSA.
2008-09 financial year
Audit outcome — qualified

Reasons for qualification:
* Immovable fangible assets

o Inadequate assef registers were kept at the Departments of Public VWorks and Rural Development and
Land Reform, resulting in the auditor's inability to verify the completeness and valuation if and rights and
obligations relating to the assets.

* Movable tangible assets

o Inadequate asset registers were kept af the Departments of Labour, Justice and Consfitutional Development,
Defence and Home Affairs, resulting in the auditor’s inability to verify the completeness of the asses.

o The Department of Correctional Services had made additions to assets in its asset register. Most of these
additions were not included in the consolidated financial statements. An adequate explanation could not
be provided for the difference.

* Departmental revenue

o For the Departments of Home Affairs and Health the accuracy of departmental revenue could not be
verified due to inadequate supporting documentation.

o At the Departments of Defence and Justice and Consfitutional Development departmental revenue was not
accurate and complete.

* lmregular expenditure

o Atthe Department of Justice and Constitutional Development the accuracy of condoned iregular expenditure
could not be verified.

o At the Department of Defence irregular expenditure was understated by more irregular expenditure lacking
supporting documentation.

The audit outcome has remained unchanged from the previous year. Where departmental revenue is no longer
a qualification area for the current year, two other qualification areas have arisen in the current year, namely
iregular expenditure and transfers and subsidies. The unavailability of supporting documentation at departments
remains the main reason for the qualified audit opinion.
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Audit outcomes - Consolidated public entities

For both 2008-09 and 2009-10 the outcome of the agreed-upon procedures for the public entities was as
follows:

Of the five procedures, four were successfully performed. The one procedure, which involved confirming the list
of entities not consolidated and not included in the PFMA listing, could not be performed as the completeness of
the list could not be verified.
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'SECTION 7: STATUS OF TABLING OF ANNUAL REPORTS

In accordance with section 65(1)(a) of the PFMA, the executive authority responsible for a department or public
entity should table in the National Assembly the annual report and the financial statements within one month of
receipt of the audit report. Details of the annual reports tabled are listed in the table below.

7.1 Summary of annual reports tabled

Table 31: Annual reports tabled by departments public entities

| Percentage of reports tabled at 31 August 2010

Type of auditee
2009-10 2008-09

Departments 100% 100%
Public entifies 96% 100%
Total | 98% | 100%

7.2 List of public entities whose annual reports were not tabled, together with reasons

Table 32: Annual reports not tabled for 2009-10

Auditee | Reason(s) | Date tabled
Public Security Industry Regulatory Authority Delays in presenting the finalised report o Parliament 2 November 2010
Third Party Funds (Monies in Trust) No financial stafement has been submitted for audit as yet. Not yet defermined
Northern Flagship Insfitution There were delays in printing the annual report 23 September 2010
Energy SETA Capacity constraints, CEQ dismissed and account authority is suspended 13 October 2010
South African Social Security Agency (SASSA) Financial statements were received late Not yet tabled, planned date is December 2010
Road Traffic Management Corporation Financial statements were received lafe Not yet determined
National Youth Commission Financial sfatements were received late 11 October 2010
National Youth Development Agency (NYDA) ﬁﬁg:{:irg{;& rrlrl]‘{a;lg]fz? SS di]ﬁén;eptember UG i s st 11 October 2010
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PART B - AUDITS NOT CONDUCTED BY THE AGSA
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SECTION 8: OVERVIEW OF AUDIT OUTCOMES

Introduction

This section includes a summary of the audit outcomes of the major public entfities listed in schedule 2 of the PFMA
for 2009-10 that were not audited by the AGSA. Reporting has been limited to the group financial statements
where this is applicable and does not cover each subsidiary of these entfities. The inclusion of these entities in the
general report is intended to promote fransparency and accountability with regard to their audit outcomes. The
extent of the information reported pertaining fo these entities will be improved in the years to come. This will be
brought about through improved monitoring, as required by the PAA, and by improved interaction with all the
relevant stakeholders.

Background

The AG performs his audit functions in terms of the Public Audit Act, 2004 (Act No. 25 of 2004 [PAA]. Section
4(3) of the PAA gives the AG the authority to audit any public entity listed and other institutions referred fo in the
PFMA, 1999 (Act No. 1 of 1999). However, in terms of section 25(1)(a) of the PAA, the AG may opt not fo

perform some of these audits.

As indicated in paragraph 19 of General Nofice 1570 of 2009, issued in Government Gazette 32758 of 27
November 2009, issued in ferms of section 13(1)(b) of the PAA, these entities may proceed to appoint their own
auditors in terms of section 25(1)(b), read with section 25(4) of the PAA , if not advised before the start of the
financial year that the AGSA will perform the audit.

Although the AG has opted not to perform the audits of cerfain public entities, some oversight processes have
been put in place by the AGSA as regards these entities. In General Notice 1570 of 2009 issued in Government
Cazette 32758 of 27 November 2009 (General Notice 1570) the AG prescribed certain requirements
concerning:

* the appointment and discharge of the auditors

* duties and powers of the auditors

* requirements conceming audit reports

* actions fo taken where the said requirements are not met.

In addition, the AGSA has implemented the following:

* Information sessions with the responsible audit firms on reporting and other requirements
e Attendance af audit committee meetings of the public entities

* Assistance with SCOPA briefings

* A monitoring checklist on compliance with the aforesaid General Notice.
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8.1 Audit outcomes of major public entities

There are 21 major public entities listed in schedule 2 to the PFMA. The audit outcomes for the major public
entities audited by AGSA (four entities) are presented in part A of this report. The audit outcomes for major
public entities not audited by the AGSA (17 entities) are presented in this part of the report. As stated above, the
analysis of audit outcomes has been limited to the group financial statements of these entities, where applicable,
even though all subsidiaries of these entities are in their own right also listed as major public entities in terms of

the PFMA. The major public entities not audited by the AGSA are:

Air Traffic Navigation Services

Airports Company of SA Llimited
Alexkor Limited

Broadband Infraco (Pty) Lid

Denel (Pty) Lid

Development Bank of Southern Africa
Eskom

Industrial Development Corporation of SA
Pebble Bed Modular Reactor

South African Airways (Pty] Limited
South African Broadcasting Corporation
South African Express (Pty) Limited

South African Forestry Company Limited
South African Post Office Limited

Telkom Limited

Trans-Caledon Tunnel Authority

Transnet Limited

Table 33: Summary of audit outcomes on audits not conducted by the AGSA

Audit outcomes | Schedule 2 entities
Opinion on financial statements:
Disclaimer 0
Adverse 0
Qualified 0
Financially unqualified with findings on predetermined objectives and /or compliance with laws and regulations 4
Financially unqualified with no findings on predetermined objectives or compliance with laws and regulations 13

Total number of audits reported on

Number of audits not finalised at 30 September 2010

Total number of audits

Predetermined objectives 3

Compliance with laws and regulations 4
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Funding of operations/financial sustainability/going concern

Four entities reported on their ability fo continue as a going concern in the future. The defails are indicated in
the table below.

Table 34: Entities with concerns related to funding of operations/ financial sustainability/
going concern

Entity | Reason(s)

Alexkor Limited The Company has insufficient cash resources fo meet its operating cash requirements for the foreseeable future. There

is significant doubt about the ability of the Company to continue as a going concern in the longer ferm without the
establishment of the Pooling and Sharing Joint Venture, as defermined in the Deed of Settlement with the local community,
and commencement of sustainable mining activifies.

Denel (Pty) Ltd The Group incurred a fotal comprehensive loss of R205 million (2009: R498 million) for the year which resulted in an
accumulated loss of R4 878 million at 31 March 2010 (2009: R4 697 million).
SAA Technical (Pty) Lid South African Airways (Pty) Ltd has subordinated R1,8 billion (2008-09: R1,5 billion) of its loan to SAA Technical (Pty) Ltd

for as long as the liabilties of SAA Technical (Pty) Ltd exceed its assets fairly valued.

Pebble Bed Modular Reactor (Pty) Ltd Approval was received to rationalise operations and structures to a level where available funding is sufficient for operations
and commitments until March 2013, primarily to protect the investment made fo date.

Irregular and fruitless and wasteful expenditure incurred during the year
Irregular expenditure

The irregular expenditure amounting to R1 billion was disclosed at two of 17 entities as indicated in the table
below.

Table 35: Irregular expenditure

SCM related
Type of entity
Transnet Limited 2% 867 000
South African Broadcasting Corporation 2% 187 255
Total | 4% | 1054 255

Fruitless and wasteful expenditure

Fruitless and wasteful expenditure to the amount of R103 million, incurred at six out of 17 entities as defailed in
the table below, mainly relates to supply chain management and interest and penalties paid.
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Table 36: Fruitless and wasteful expenditure

Supply chain Interest and penalties
Type of entity
R’000 R’000
Schedule 2
Denel Personnel Solutions (Pty) Ltd - - 3
Air Traffic Navigation Services - : 2
South African Broadcasting Corporation 12000 11174 13632
Transnet Limited 18000
ESKOM 47000
Broadband Infraco (Pty) Lid 844 -
Total | 77844 | 11174 | 13 637

Material losses and material impairment of assets

Material losses and material impairment of assets amounting to R7, 1 billion, incurred at five of the 17 entities,
are detailed in the table below.

The material losses relate to conductor theft, including copper, cable transformers and tower-related structures.
The material impairments relate to trade receivables, inventory or property, plant and equipment.

Table 37: Material losses and material impairment of assets

Material losses Material impairment of assets

Type of auditee | i | T

Schedule 2

ESKOM 45600 668 000

South African Post Office Limited 5100000

South African Broadcasting Corporation 33670

Transnet Limited 778 000

Denel (Pty) Ltd 437000
| 45 600 | 7016 670

8.2 Findings on reporting on predetermined objectives

Findings as per sub-headings in the audit report

Three of the 17 public entities had findings on performance against predetermined objectives.
Further details of the findings above are as follows:

C i) 97



2009-10 PFMA audit outcomes - National

Table 38: Findings on reporting on predetermined objectives

Reported information
not submitted in time
for audit

Non-compliance

Reported information | Reported information

Name of entity with regulatory not useful not reliable

requirements

Schedule 2 entities

South African Broadcasfing Corporation

South African Airways
Alexkor Ltd

Number of entities with findings

Non-compliance with regulatory requirements

Findings relate mainly to a lack of reporting on performance against predetermined objectives, lack of effective,
efficient and fransparent systems and inferal confrols regarding performance management and a lack of or
inadequate quarterly reporting on performance against predetermined objectives.

Usefulness of information on performance against predetermined objectives

Usefulness of information refers to the reported information being consistent with the objectives and targets, with
fargets clearly linked to the mandate and objective of the insfitution. Furthermore, targets have to be specific,
clearly identifying the nature and required level of performance, as well as measurable and time bound.

Reported information on performance against predetermined objectives not reliable

"Reported performance against predefermined objectives not reliable” implies that sufficient appropriate evidence
is not available in relafion to reported information, an inappropriafe system to generate the information, and that
the evidence provided does not support the reported information and is not accurate, valid and complefe.

During the 2010-11 financial year entities will have fo fake decisive acfion to address the areas requiring
improvement in order to position themselves for a positive audit outcome on predetermined objectives in the
years fo come.

8.3 Findings on compliance with laws and regulations

In tofal, three out of 17 audits (18%) had findings on compliance with laws and regulations. The areas of non-
compliance relate to the PFMA and Treasury Regulations. The top three areas are listed in the chart below.

Table 39: Summary of audit findings on compliance with laws and regulations for audits
not conducted by the AGSA

Top 3 categories | Number
General responsibilifies of accounting authorities 2
No internal audit unit 2
Audit committee did not fulfil required responsibilifies 1
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Further detail for the above table is as follows:

Table 40: Summary of entities with findings on compliance with laws and regulations
for audits not conducted by the AGSA

Areas of non-compliance

Entities General responsibilities

of accounting authorities el

Audit committee

Schedule 2 entities
South African Broadcasting Corporation
Alexkor Limited

South African Airways (Pty) Limifed

Number of findings

8.4 Investigations conducted by the AGSA

South African Airways (Pty) Ltd

A special investigation into supply chain management was finalised at the South African Airways (Pty) Ltd during
the year under review. Management undertook fo implement the necessary corrective actions.

South African Broadcasting Corporation
(Refer to section 5.4.1)
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_LING OF ANNUAL REPORTS OF SCHEDULE

In accordance with section 65(1](a) of the PFMA, the executive authority responsible for a public entity should
table in the National Assembly the annual report and the financial statements within one month of receipt of the
audit report. Details of the annual reports tabled are listed in the table below.

9.1 Summary of annual reports tabled

Table 41: Annual reports tabled by public entities

Percentage of reports tabled at date of this report
2009-10 2008-09
Schedule 2 100% 100%

Type of auditee
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The AGSA has embarked on a drive fo positively influence the audit outcomes of departments and public
entities by promoting the practice of institutionalising decisive leadership, quality financial and performance
management and strong governance on a daily basis.

The matters highlighted throughout this report relate to the three fundamentals which should be addressed to
achieve sustained clean administration.

leadership

Departments and public entities should focus on addressing shorfcomings regarding controls over capital assets,
both movable and immovable, compliance with legislation and the increasing trend in the incurrence of irregular
expenditure.

Certain public entities need to take committed steps in improving their financial administration to avoid qualified
opinions. The immediate focus should be on addressing shortcomings concerning the accuracy of current asses,
liabilities and expenditure and also the completeness of capifal assefs, revenue and other general issues. In
addition, a concerted effort should be made to ensure that matters concerning the measurement and reporting
on predetermined objectives and compliance with laws and regulations are given atfention to prevent recurring
findings on these matters.

The executives should also focus specifically on their fiduciary responsibilities concerning public entities where
cerfain enfifies have not prepared financial statements or reports on predetermined objectives.

Financial and performance management

The quality and completeness of financial information depend on well-designed and secure computerised systems.
In the national portfolio, matters relating to the transversal systems require specific attention, with the focus on user
access controls, security management and other IT governance matters.

The financial management systems should be enhanced to enable management to produce regular financial
statements to ensure that possible material misstatements are defected before the audit commences. Monthly
reconciliations should become an embedded discipline for all account balances and should be monitored af the
appropriate level.

It is also important that departments and public entities ensure that the necessary systems and controls are in
place which will result in accurate reporting, continuous monitoring of achievement of the measurable objectives
and overall compliance with the reporting requirements in respect of predefermined objectives.
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Governance

Regular risk assessments should be conducted and strategies put in place to address the risks identified. A
fully operational internal audit function is crucial in assisting management fo establish a sound internal control
environment and fo perform ongoing evaluation and monitoring of management's compliance with pre-defined
controls and progress in implementing the action plans. These governance structures should be critically questioned
and monitored by the audit committee to ensure their objectivity.

In conclusion

To reiterate the underlying message of this report to oversight bodies, those charged with governance and
management: it is possible fo obtain an unqualified audit report and achieve clean administration if the
fundamentals of internal control are insfitutionalised and constantly monitored by the leadership. The challenges
are not insurmountable and the staff of the AGSA remain committed to assisting in the process of identifying and
communicating good practices to improve governance and accountability, so as to build public confidence in
government’s ability fo account for public resources in a fransparent manner.
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Annexure 1 Listing of audit outcomes, areas qualified and findings on predetermined objectives

Annexure 2A Drivers of audit outcomes (departments)

Annexure 2B Drivers of audit outcomes (public entities)

Annexure 3A Listing of auditees with findings related to compliance with laws and regulations (departments)
Annexure 3B Listing of auditees with findings related to compliance with laws and regulations (public entities)
Annexure 4 Listings of auditees with irregular, fruitless and wasteful expenditure and material losses
Annexure 5 Listing of auditees with findings related to IT focus areas
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Annexure 4C - Fruitless and wasteful expenditure for departments

Department

Supply chain
management related

Percentage of total

1 Agriculture, Forestry and Fisheries 12,197,000 44,15%
2 | Defence 6,065,000 21,95%
3 Rural Development and Land Reform 3,324,000 12,03%
4 Sport and Recreation 2,176,000 7,88%
5 Justice and Constitutional Development 2,039,000 7,38%
6 | Police 1,127,000 4,08%
7 Public Service Commission 339,000 1,23%
8 Trade and Industry 113,000 0,41%
9 Transport 101,000 0,37%
10 | Correctional Services 86,619 0,31%
11 (Communications 54,000 0,20%
12 | Human Settlements 3,000 0,01%
13 | Independent Complaints Directorate 2,000 0,01%
Total 27,626,619 | 100,00%
O
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Annexure 4D - Fruitless and wasteful expenditure for public entities

Public entity munzl;l;ri:z;lh :«ie?ule d Percentage of total
1 Road Accident Fund 23,206,674 20,01%
2 Road Traffic Management Corporation 17,520,706 15,10%
3 The Petroleum Oil and Gas Corporation (Pty) Ltd (PetroSA) (CEF) 15,150,000 13,06%
4 | SFF Association (CEF) 10,500,000 9,05%
5 National Home Builders Registration Council 8,879,510 7,65%
6 Compensation Fund 7,100,000 6,12%
7 Education Sefa (ETDP SETA) 5117,720 4,41%
8 | Passenger Rail Agency of SA 3,723,000 3,21%
9 Council for Geoscience 2,957,448 2,55%
10 | The Office of the Pension Funds Adjudicator 2,109,377 2,34%
11 | Robben Island Museum 2,003,680 1,73%
12 | CCE Solutions 1,931,000 1,66%
13 | National Prosecuting Authority 1,834,000 1,58%
14 | SA Civil Aviation Authority 1,625,685 1,40%
15 | South African Bureau of Standards 1,346,653 1,16%
16 | Boxing SA 1,165,622 1,00%
17 | Lond and Agricultural Bank of SA 841,951 0,73%
18 | Agricultural Land Holding Account 770,858 0,66%
19 | State Information Technology Agency 684,010 0,59%
20 | Film and Publication Board 612,535 0,53%
21 | Cross-Border Road Transport Agency 535,314 0,46%
22 | State Theatre 491,594 0,42%
23 | South African Supplier Development Agency 465,000 0,40%
24 | Energy Seta (ESETA) 450,000 0,39%
25 | Property Management Trading Entity 391,000 0,34%
26 | Universal Service Fund (USAAF) 355,988 0,31%
27 | Independent Electoral Commission 346,151 0,30%
28 | Medio and Publishing Seta (MAPPP SETA) 322,000 0,28%
29 | Independent Development Trust 319,000 0,27%
30 | The Commission on Gender Equality 311,901 0,27%
31 | Private Security Industry Regulatory Authority 310,991 0,27%
32 | PetroSA Equatorial Guinea (SA) (CEF) 278,914 0,24%
33 | Commission for the Promotion and Protection of the Rights of Cultural Religious and Linguistic Communities 277,514 0,24%
34 | Council for the Built Environment 211,000 0,18%
35 | Marine Living Resources Fund 149,000 0,13%
36 | The Financial and Fiscal Commission 147,955 0,13%
37 | Driving License Card Account (DLCA) 127,000 0,11%
38 | Central Energy Fund (Pty) Ltd (CEF) 120,409 0,10%
39 | Armscor Business (Pty) Ltd 106,724 0,09%
40 | Mine Health and Safety Council 104,000 0,09%
41 | SA Medical Research Council 90,060 0,08%
o,
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Annexure 4D - Fruitless and wasteful expenditure for public entities

Supply chain

Public entity e Percentage of total
42 | Construction Industry Development Board 70,976 0,06%
43 | Universal Service Agency (USAASA) 65,885 0,06%
44 | Pharmatopes (Pty) Ltd 61,699 0,05%
45 | Freedom Park 55,900 0,05%
46 | Safety and Security Sefa 40,009 0,03%
47 | Mfrican Institute of SA 32,385 0,03%
48 | National Youth Development Agency 15,320 0,01%
49 | SA Library for the Blind 12,742 0,01%
50 | National Gambling Board 12,000 0,01%
51 | Sheltered Employment Factories 11,000 0,01%
52 | SAMAF 9,976 0,01%
53 | CIPRO 7,903 0,01%
54 | International Trade Administration Commission (ITAC) 3,839 0,00%
55 | Competition Tribunal 3,368 0,00%
56 | Financial Infelligence Centre 3,000 0,00%
57 | National Regulator for Compulsory Specifications 2479 0,00%
58 | Municipal Demarcation Board 2,000 0,00%
Total | 116,002,425 | 100,00%
o,

170 ) ~.‘)



2009-10 PFMA audit outcomes - National

%007001 100566896 0 %00001 000'52Z°658 | %00001 000209 %00001 100891201

%100 000'8z1 %000 0 %000 0 %000 0 %0 000'8z1 Walskg Uolpuioju] pup UoUDUWILIO) JUatlusshod | |
%090 000'228°S %000 0 %000 0 %000 0 %€’ 000'228' fouapisaig ayl | 6
%560 100'581°6 %000 0 %000 0 %000 0 %L5'8 1005816 SeIINAG [DUOIDaL0) | g
%L0°1 000°€0¥°0L | %000 0 %LT'L 000°€0¥'01 %000 0 %00'0 0 ainiopaiiq siupjduio) uapuadapu |/
%89°C 0000009 | %000 0 %000 0 %000 0 %921t 000°000'9¢ SIDyy awoy | 9
%08’S 00010€°€S | %000 0 %000 0 %000 0 %bL'6h 000'L0E'€S wiojay pun] pun juauidojenag ppiny | G
%69°T1 000000°€Z1 | %000 0 %eml 000°000°€Z1 %000 0 %000 0 KBiau3 puo sjpiauty |y
%92'L1 000°5£Z°£91 | %000 0 %0L'61 000°12L'%91 %00°00 000209 %50 000255 Ausnpup puo apoiy | ¢
%lLL1 000°€£S"LLL | %000 0 %5581 000'¢6€"651 %00'0 0 %LE'LL 00008121 DY LUNOS SIUSUDIS | ¢
%TS’LY 000'80€°Z0% | %000 0 %28'9Y 000'80€"20¥ %00'0 0 %000 0 ooy ||

jJunowy junowy junowy Junowy Junowry

sjunJb [ou juawpindaq
jo a:.v:wmm‘_w_u—_: [PLajY 3J0A jo m—___u-_w._m‘_w_u:___ |PUBIDY | sassp jo juswundun |pURIO 53550 [DU3JOY

sjuswindop 104 sjunab [puolipuod jo buipuadsispun
|PLI3jPW PUD S3JO0A jo Buipuadsiapun |pLIBOW ‘S}OSSD JO judwIpduWl [PLIBIPW ‘SISSO| [PIIRIPW - P dINXdUUY

N




2009-10 PFMA audit outcomes - National

%000 000°s8 %000 0 %000 0 %000 0 %200 00068 JusWUOIIAU] J|ing |y} 1o} [bun0) | 7

%000 gs1'zol %000 0 %000 0 %000 0 %€0°0 £s1'201 (1o puo sauly) 002) 4

%10°0 1Ts'sel %000 0 %000 0 %000 0 %500 775's61 (¥S2I) S Awoyiny 0
uoyDdILINWILLOY Juapuadapu] ay|

%100 000€92 %000 0 %000 0 %000 0 %900 000'¢92 (Y135 6l
dddvw) ias Buiysiigng pup pipayy

%200 €96°609 %000 0 %000 0 %200 088°€05 %€0°0 £80'901 suoyoayedg ol
Alosjnduioy 1oy JojojnBiay ouoypy

%€0°0 609°528 %000 0 %000 0 %000 0 %020 609528 pinog I
Juawudojanaq Asnpu] uolNLsU0)

%100 0006£0°1 %000 0 %000 0 %500 000'6£0°L %000 0 SPIDPUD4S JO ND3ING UDDUY oS | 9|

%500 0EL'z61 1 %000 0 %000 0 %70°0 78258/ %010 97/'90% Ayjonb3 1pusg uo voissiwwio) ay| | - G|

%S00 000°611°L %000 0 %000 0 %000 0 %re’0 000'617'L (V13Sd) DioS lopesagng | y|

%110 000°ct8°C %000 0 %89'GL 000'¢¥8°C %000 0 %000 0 DY yinos Jo lojojnBay spod | g1

%10 ol'vel’s %000 0 %000 0 %10 (RAZINS %000 0 0ddD | <L

%20 605619 %000 0 %000 0 %620 605'6£19 %000 0 AYWYS [l

%250 000421 %000 0 %000 0 %€90 000'72€'eL %000 0 (V1o ol
Junooay Buipoiy piny) ssuedr] Buinug

%650 000°062°s1 %000 0 %2818 00006251 %000 0 %000 0 (4y¥SN) puny 8dIAS [DSIBAILN 6

%990 6v0°LYL L1 %000 0 %000 0 %180 6h0°LPL'LL %000 0 (0s38U) 9
uoyniodio ABrauz 1oapny S

%560 000529'%Z %001 000'0£8°€7 %000 0 %000 00055/ %000 0 2UN07) AjBj0g pub tjoay aully 1

%S1°l 000€09°62 %000 0 %000 0 %68l 00060967 %000 0 sni justudojenaq Juspusdapul 9

%607 000°620"vS %000 0 %000 0 %hST 000'620°%5 %000 0 fousBy juswudojenag yinoy [ouoyoN S

%9S°T 00000099 %000 0 %000 0 %l1'e 00000099 %000 0 (490) (s091) P ¢
(hid) Aundwio) yuswidojana( sog s

%1b's 00000038 %000 0 %000 0 %000 0 LAY/ 00000088 SHUNODY UMQ - SYYS 4

%608 16+'296'802 %000 0 %000 0 %000 0 %L2°05 167'796'807 Ryoyny ¢
AiojojnBay Aiysnpu) Ayunag ajoailg

%SL1T TST'vL'19S %000 0 %000 0 %012 00068591y %'t ATANATN Junoday Buipoy sojop) 14

%ES’LS 000°000°98%°L | %000 0 %000 0 %669 000000981 %000 0 (430) (vS0ud) P (Aid) uoyolodio) I
$D9 PuD [1() WNB|0L34 8|

junowy junowry junowy junowy junowry

Ayud agng

sjunib [puoiipuod

{o Bupuadsopun [naioy aJoA Jo Buipuadsiapun [puajnly sjassp Jo juaurindui [pLajY $9s50] [DLAJDYY

saylud 2qnd 1oy sjunub [puolipuod jo Buipuadsiopun

|PLI9§PW PUD S3J0A Jo Buipuadsiapun [PLIDDW ‘S}OSSD JO judwLIDdWI [PDLIDIPW ‘SISSO| [PLIDIDW - P dINXdUUY

172



2009-10 PFMA audit outcomes - National

%00°001

181°£06'285'T

%007001

0000£8°cZ

%007001

000°€EL'81

%00001

8T 681'T1°T

%007001

ve0‘sLL'S1Y

%000 1747 %000 0 %000 0 %000 SvL'y %000 0 [Dunqu JaWnSUOY [DUOKDN | 7
%000 0009 %000 0 %000 0 %000 0009 %000 0 pinog Buyquing jpuotoy | /7
%000 000°0Z %000 0 %000 0 %000 00002 %000 0 [punguy vouyedwo) | 9
%000 vre'Le %000 0 %000 0 %000 0 %100 2L vs Buxog | <7
%000 6£S'ch %000 0 %000 0 %000 LT'LE %000 892'1 (OWLl) voissiwwo)
UOLDSIUILIPY SPDI] [DUOHDUIBY| n
%000 999'c8 %000 0 %000 0 %000 0 %200 999'c8 (VW) Awoyny suoyooiyponp Buly | €7

™
N

junowy Junowy Junowry

sjunib jpuoiipuod Apyua anjqng

§0 buipuadsiapun puajoyy $9550]

sayyud dijqnd 1oy syupub [puoyipuod jo Buipuadsiopun
|PLI3§PW puUD S3J0A jJo Buipuadsiapun [pLIBDW ‘S}ASSD JO judwLIRdWI [PDLISIPW ‘SISSO| [PLIRIDW - i dINXdUUY




2009-10 PFMA audit outcomes - National

ANNEXURE 5: Listing of findings related to IT focus areas

Focus areas

Auditee

IT Governance
Security management
Information technology
service continuity

User access control

Departments
1 Agriculture
2 | Artsand Culture
3 | Communications
4| Cooperative Governance and Traditional Affairs
5 | Correctional Services
6 | Defence
7| Education
8 | Environmental Affairs and Tourism
9 Government Communication and Information System
10| Health
11| Home Affairs
12 | Human Settlements
13 | Intenational Relations and Cooperation
14 | Justice and Constitutional Development
15 | National Treasury
16 | Public Administration Leadership and Management Academy
17 | Public Enferprises
18 | Public Service and Administration
19 | Public Service Commission
20 | Public Works
21 | Rural Development and Land Reform
22 | Science and Technology
23 | Social Development
24 | Sport and Recreation
25 | Stafistics South Africa
26 | The Presidency
27 | Trade and Industry
28 | Water Affairs and Forestry
Public entities
1| Afiica Institute of South Africa
2| Agricultural Sector Education and Training Authority
3 Armaments Corporation SA Ltd
4| Autopax (Pty) Ltd
5 Banking Sector Education and Training Authority
6 | Central Energy Fund (Pty) Lid
7 Commission for the Protection and Promotion of the Rights of Cultural, Religious and Linguistic Communities
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ANNEXURE 5: Listing of findings related to IT focus areas

Focus areas

IT Governance
User access control

Security management
Information technology
service continuity

Companies and Intellectual Property Registration Office
9 Compensation Commissioner for Occupational Diseases
10 | Compensation Fund _
11| Construction Education and Training Authority
12 | Construction Industry Development Board
13 | Councl for Geoscience
14| Coundl for Medical Schemes
15 | Film and Publication Board
16 | Finance, Accounting, Management Consulting and Other Financial Services
17 | Financial Intelligence Centre
18 | Forest Industries Sector Education and Training Authority
19 | Government Printing Works
20 | Guardian Fund
21 | Health and Welfare Sector Education and Training Authority
22 | Human Sciences Research Council
23 | Independent Communication Authority of South Africa
24 | Independent Development Trust
25 | Independent Electoral Commission
26 | Information Systems, Electronic and Telecommunication Technologies Sector Education and Training Authority
27 | Insurance Sector Education and Training Authority
28 | Local Government Sector Education and Training Authority
29 | Mining Qualification Authority
30 | Municipal Demarcation Board
31 | National Development Agency
32 | National Energy Regulator of South Africa
33 | National Prosecuting Authority
34 | National Research Foundation
35 | National Youth Development Agency
36 | Petro SA
37 | Railway Safety Regulator
38 | Roud Accident Fund
39 | South African Bureau of Standards
40 | South African Human Rights Commission
41 | South African Local Government Association
42 | South African National Parks
43 | South African National Roads Agency Limited
44 | South African Revenue Service
<
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ANNEXURE 5: Listing of findings related to IT focus areas

Focus areas

IT Governance

I Security management

User access control
service continvity

Information technology

South African Tourism
46 | South African Weather Service

47 | The Commission on Gender Equality

48 | The Public Protector of South Africa

49 | Water Trading Account

50 | Wholesale and Retail Sector Education and Training Authority
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