» » »
A S A A .l

on the provincial audit outcomes of NORTH WEST

\‘ 9 2
Q“\ 3

. 527 2
49X

A UDITOR-GENERAL

S Slan ABG ‘IO YEARS

1911-2011

.

'lt

Auditing to build public confidence



GENERAL REPORT
ON THE OUTCOMES OF THE
NORTH WEST GOVERNMENT

2010-11

PR 287/2011
ISBN: 978-0-621-40440-1



91
4 4
3 :
"J>.<

‘I YEARS

1911-2011

This flagship publication of my office is a tool that gives simple and handy insights.
These insights empower users fo focus on those issues that will lead to improved audit outcomes. This publication also
caplures the commitments that leaders have made fo address audit outcomes.
Auditor-General: Terence Nombembe

Our reputation promise/mission
The Auditor-General of South Africa (AGSA) has a constitutional mandate and, as the Supreme Audlit Institution (SAI) of South Africa,

it exists fo strengthen our country’s democracy by enabling oversight, accountability and governance in the
public sector through auditing, thereby building public confidence.
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SECTION 1: FOREWORD

| present my 2010-11 general report to the North West Provincial Legislature,
which summarises the results of the audit outcomes of the provincial departments,
including the provincial legislature, provincial revenue fund, public and other entities

for the financial year ended 31 March 2011

No departments achieved clean audit reports. Six departments and five entities
received financially unqualified audit reports with findings on predetermined
objectives and non-compliance. Five departments and five entities received
qualified audit reports, while one department, Public Works received a disclaimer
of opinion. Overall, only 46% of the departments, which constitute 34% of

the budget, and 50% of the public entities have been able o avoid financial
qualifications. The Department of Education and the Department of Health, which
collectively account for 68% of the provincial budget, received a qualified and an
unqualified audit opinion, respectively.

The legislature improved to financially unqualified with findings on predetermined
objectives and non-compliance, while the Department of Education and the
Mafikeng Industrial Development Zone (MIDZ) improved from a disclaimer fo @
qualified opinion. Four departments remained qualified and four entities regressed
from being financially unqualified to qualified. VWhere there were improvements

in outcomes it was the result of direct involvement by the executive authority in the
areas of key controls pertinent to their environments. The inconsistent adherence to
basic financial disciplines and a lack of accountability by senior officials prevented
departments and entities from addressing the poor quality of financial statements,
confrols around non-compliance with SCM, service delivery reporting and the poor
confrol environment at Public VWorks, Roads and Transport. The lack of progress

in appointing heads of department (HoDs) and chief financial officers (CFOs| has
resulted in there being no follow through of previous commitments made by the
executive authorities. In addition to this, the inconsistent availability of the MECs

at the key controls quarterly engagements is a matter of focus for the premier. The
interaction by the MECs with the audit committees did not take place and the
internal audit unit has to dafe been inadequately capacitated.

The provincial executive and the legislature are aware of the fact that there is

a lack of visible progress towards clean audit outcomes, and have committed

fo crafting a way forward, which starts with enforcing basic governance and
financial disciplines aimed at achieving monthly credible financial and performance
information. The preparation of the monthly financial and performance information
will be accompanied by a review and validation process. The Premier is committed
fo reviewing and addressing the basics in the province, starting with the existence
and awareness of policies, processes and procedures, the assessment of the
organisational structures for adequacy at all departments and entities, the existence
of adequate IT infrastructure, and the recruitment of competfent human resources.
The skills audit of senior finance officers is already under way and the MECs

have committed to implement the corrective actions recommended in the skills

audit report. Infernal audit has a vital role to play in supporting the accounting
officers and MECs in the assessment of key controls during the year. The role of

the provincial treasury will be elevated to coordinating the guidance, training and
support on information technology (IT), SCM, predetermined objectives and human
resources. In order fo strengthen the monitoring of the commitments, the MECs and
the respective porifolio committee chairpersons will engage the audit committees at
least quarterly, and the key control engagements with the AGSA will be scheduled 5
monthly.

The premier, speaker, MECs and the chairpersons of relevant portfolio committees
have committed to monthly monitoring and evaluation of the sfatus of the key controls
and commitments made above in order to achieve susfainable clean audit outcomes.
At a minimum, this will require a commitment by the executive authority of one hour
every 30 days. This will then be followed by the AGSA sharing the consolidated
picture, in the form of a dashboard, with the premier, speaker, MEC of Finance,
the chairperson of porifolio committee chairpersons and the chairperson of PPAC.
This will require the enhancement of the oversight model that will include effective
coordination between the PAC and portfolio committees. If all these governance and
oversight sfructures work together in monitoring internal controls on a quarterly basis,
this will place provincial govermnance at a higher level, and it will contribute greatly
fo sustainable positive outcomes.

The leadership of the AGSA will continue in the province as part of ifs confribution
fowards clean administration and will continue to enhance its visibility and thereby
provide proactive insights info the root causes on the sfatus of internal controls. These
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engagements will also include timely feedback and inputs into the adequacy of the
guidance provided by coordinating role players.

In this centenary year of the AGSA, | wish to thank the audit teams from my office and
the audit firms that assisted in the provinces for their diligent efforts towards fulfilling
our consfitutional mandate and the manner in which they continue fo strengthen
cooperation with the leadership of the provincial portfolio. It is particularly pleasing
fo nofe that both audit groups have understood that in addition to producing audit
opinions and findings, their purpose is fo provide useful and relevant information
and insights that promote oversight and accountability in government, thereby
strengthening confidence in our democracy.

A}(\dﬂ( - G CV\Q,!/(\Q/'

Auditor-General
North West
November 2011
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SECTION 2: AUDIT OUTCOMES

The North West Provincial Government comprises 13 provincial departments
(including the provincial legislature), the revenue fund, and 20 public entities.

This report presents the 2010-11 audit outcomes of 13 departments and 10
public enfities, of which the audits were performed by the AGSA or by auditors
from the private sector. Although the AGSA has opted not to perform the audits

of cerfain public enfifies, it has put oversight processes in place regarding the
audit engagements at these entities. Specifically, the AGSA has prescribed certain
requirements that include the appointment and discharge of such auditors, their
duties and powers, requirements regarding their audit reports, and actions to be
taken where the requirements are not met.

2.1  Audit opinions on financial statements

2.1.1  Audit outcomes for the year ended March 2011

The audits of 12 departments (excluding the revenue fund) and 10 public entities
(2009-10: 25 out of 33] that submitted financial statements on time were
completed by 31 July 2011, within the legislated time frame of two months from
receipt of the financial statements by the AGSA. The audits of the revenue fund and
10 public entities had not been finalised as at 30 September 2011, the cutoff
date set by the AGSA for inclusion of audit outcomes in this general report. The
audit outcomes for the 2010-11 financial year and those of the previous year are
presented in fable 1 below, while a three-year history of audit outcomes for the
province is given in section 2.1.5 of this report.

Table 1: Summary of audit outcomes

Audits not conducted
by the AGSA

Public entities
2009-10

Audits conducted by the AGSA

2009-10

Audit outcomes y—

2009-10 | 2010-11 |
Financially unqualified with no
findings on predetermined objectives
or compliance with laws and
regulations
Financially unqualified with findings
on predetermined objectives and/

; : 5 5 12
or compliance with laws and
regulations
Financially unqualified financial 46% 38% 50% 759, n/a 100%

statements

Qualified opinion

Disclaimer of opinion

Financially qualified financial 54% 62% 50% 259 n/a 0%
statements

Total number of audits reported on 7
Number of audit reports not issued by 30

September 2011
Total number of audits

Total number of auditees in which findings arose from the AGSA's other legal reporting
responsibilities

Predetermined obijectives findings
only 0 0 0 5 0 0
Compliance with laws and 3 3 5 5 0 1

regulations findings only

Findings on both predetermined
obijectives and compliance with laws 10 10 8 8 0 0
and regulations

* Including legislature and provincial revenue fund ** Including frading and other types of entities

The financial statements of departments and public entities that were financially
qualified confained material misstatements that caused them not to fairly present the
financial position at March 2011 or the financial results for the year then ended

in respect of one or more areas. Financial statements were disclaimed when the
information or documentation required by the auditors was not provided to enable
them to reach an opinion on the financial statements.
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Figures 1 to 4 provide additional sfafistics relating fo the three facets of audit outcomes, Figure 2: Audit outcomes of public entities — current year versus prior year
namely (i) audit opinions on financial statements; (i) findings on predetermined objectives; e —
and (i) departments’ and public entities’ compliance with laws and regulations.
a0%
Figure 1: Audit outcomes of departments — current year versus prior year
2010-11: 100% =13
5% 7%
7% 17% 20% I
8% 20% 4g
6%
% 0%
Qualified ‘ F [ Findings on both
Adverse by findings only | predetermined
23% 23% only objectives and
- compliance
| Audit opinions Other legal reporting responsibilities
0% 0% 0% 0% {
Financialy | Fiancial Prodetermined | Findings on both Figures 3 and 4 depict findings arising from the audit of reporting on predetermined
unqualified with | unqualified with objective findings,  findings only predetermined g K . - . .
nofindings | findings only L et objectives and compliance with laws and regulations for departments and entities,
8 Audit opinions Other legal reporting responsibilities respecﬁvely.
WILE Fzzge(f:ét,re\évj‘ztigings or ‘with no findings’ refers to findings on predetermined objectives and/or compliance Figure 3: Departments with ﬁnd’-ngs on predefermined obiecfives and/or
compliance with laws and regulations
The extent to which the audit outcomes of public entities have changed from the
previous financial year is depicted in figure 2 below. 7
¥ No findings
®Findings on both
predetermined
objectives and
compliance
®Findings on
compliance with
laws and
regulations only
“Findings on
predetermined
objectives only
1 (17%)
Financially qualified with g F ly ungualified with or with no
findings
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Figure 4: Public entities with findings on predetermined objectives and/or
compliance with laws and regulations

¥ No findings

®Findings on both
predetermined
objectives and
compliance

®Findings on
compliance with
laws and
regulations only

“Findings on
predetermined
objectives only

2 (40%)

Financially qualified with findi Fi ially unqualified with or with no
findings

Findings on predefermined obijectives are broadly analysed in section 2.3, while
an overview of auditees’ compliance with laws and regulations is presented in
section 2.4 of this report.

2.1.2  Three-year history of audit outcomes for the province

The audit outcomes for the province over the past three years are depicted below.

2010-11 2008-10 2008-09

*Financially unqualified with no findings  “Financially unqualified with findings ™ Qualified/ Adverse/ Disclaimer

Figure 5 indicates that the province is moving further away from achieving its goal
of a clean administration by 2014. leadership’s inability to address issues relating
to financial discipline and their failure to reform the systems and internal controls

for financial reporting, reporting against predetermined objectives and monitoring
compliance with laws and regulations is the reason for this regression. One of the
main challenges within the North West Province remains attracting and retaining the
required skilled and competent staff to enable the provincial government to address
these matters.

2.1.3 Improvements and regressions in audit opinions on financial statements for
the year under review

Tables 2 and 3 depict the movements in audit opinions for departments and public

entifies, respectively. Highlights of the audit outcomes for the year under review are
presented thereafter.
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Table 2: Movements in audit outcomes of departments

Movement in audit outcome over 2009-10 — departments

Prior year
opinion
on avdits
outstanding

Total reported

Audit opinion
on

2010-11*
Financially unqualified with
no findings
Financially unqualified with 5
findings

Improvement | Unchanged Regressed

Disclaimer/Adverse

10 Table 3: Movements in audit outcomes of public entities

Movements in audit outcome over 2009-10 — public entities

Prior year
opinion
on audits
outstanding
2010-11*

Total reported

Audit opinion
on

Improvement Unchanged Regressed

Financially unqualified
with
no findings

Financially unqualified
with findings

Qualified f
Disclaimer/Adverse
— L
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Highlights and maijor trends in audit opinions on the financial statements for the
year under review, with comparisons to the previous financial year, are presented
below. Annexure 1 to this report lists the auditees together with their 2010-11 audit
outcomes and those of the previous financial year.

The overall results for the province did not improve, with 52% of all
departments and entities (2009-10: 40%] still receiving modified opinions.
Although there was a slight improvement in the audit outcomes for
departments, public entities regressed and 10 (50%) of the public entities
did not submit financial statements on time.

Overall trends

None of the departments or public entities received financially unqualified
audit opinions with no findings on predetermined objectives and
compliance with laws and regulations.

Financially unqualified
audit opinions with no
findings

The provincial legislature improved from a qualified audit opinion in

the prior year fo financially unqualified with findings on predetermined
Neitel sl ERTleiee) =i | objectives and compliance with laws and regulations in the current year.
Both the Department of Education and Mafikeng Industrial Development
Zone (Pty) Lid improved from disclaimer fo qualified audit opinions.

The audit opinion for the Department of Public Works, Roads and Transport
el el e Re e E SRl remains a disclaimer. Five departments remain qualified, while four public
e it ReHReT T Tel entifies have regressed from financially unqualified to qualified audit
opinions in the current year.

The prior year audit qualification areas that were not addressed at the

six departments were mainly immoveable and moveable tangible capital

el el Vel fiteelifely | assets, receivables, other disclosure and identification and disclosure of
findings iregular expenditure. This indicated that the departments did not implement

the required action plans fo address these findings, as was committed by

the respective MECs.

Four entities which were financially unqualified in the prior year were
qualified mainly on capital assefs (issues relating to GRAP 17) and on the
complefeness of their disclosure of irregular expenditure.

Further qualification
findings

A major concem exisfs af the Department of Public Works, Roads and
Transport. The departments with repeated qualified audit opinions did not
demonstrate good financial accountability and the leadership was unable
to implement good governance principles. The leadership at the other six
departments that are repeatedly qualified need fo take stern actions within
their portfolios.

Repeatedly qualified
auditees

The six [46%) departments and five [50%) entities that have achieved
financially unqualified opinions with findings on predefermined objectives
and/or compliance with laws and regulations, failed to address the
findings relafing to predetermined objectives and compliance with laws and
regulations.

Financially unqualified,
with findings/with no
findings




Although no departments or enfities achieved clean audits, the Department
of Economic Development and Tourism, the Depariment of Agriculture,
Conservation, Environment and Rural Development, the North West
Development Corporation and the North West Gambling Board are the
two departments and two entities closest to achieving this goal. These four
have been able fo address all findings relating to the financial statements
and reporting against predetermined objectives. Should the findings relating
to compliance with laws and regulations be addressed, they may be able
to achieve clean audits by 2011-12. All four still had to make material
adjustments fo the financial statements. The Department of Agriculture and
the Department of Economic Development had issues mainly on SCM and
expenditure management, while the two entities had issues on compliance

No further progress

towards clean
administration

with the Companies Act and surrender of funds.

2.1.4  Audit outcomes history of auditees that obtained financially qualified audit
opinions for the year ended March 2011

The history of audit outcomes of those auditees whose financial statements were
disclaimed or atiracted adverse or qualified audit opinions for the year under

review is depicted in the table below.

Table 4: History of audit opinions of auditees with modified audit opinions

Audit outcomes

Auditee
| 20001 | 2009-10 2008-09 2007-08 2006-07

Financially

Financially  Financially naualified
Office of the Premier [@NeIHitES| Qualified unqualified  unqualified [ \:j:h o
with findings ~ with findings

findings

. i i New New
Public Safety Qualified Qualified el [ e S
Financially
Education Qualified IR unqualified Qualified Qualified

with findings

Local Government

and Traditional Qualified Qualified NEY7 D\ NG

. department  department  department
Affairs
Public Works, Roads Financially

Qualified

Disclaimer | Disclaimer [ telifelfitYe| Qualified

and Transport with findings

Human Settlements Qualified Qualified d New New New
epartment  department  department

Financially | Financially | Financially

S Financiall s ) )
Aﬂerildgewlle Bus Qualified U:lﬁ;::l:geg unq'uohfled unq'ucxllfled unqyohﬁed
Services (Pty) Ltd T with no with no with no

with findings e - e
findings findings findings
Financiall Financially | Financially | Financially
North West Star Qualified :_‘ a|!f'e§ unqualified | unqualified | unqualified
(Pty) Ltd Halitie unquati! with no with no with no

with findings

Financially
Il;lorﬂ:mW:rst ('I';a;ﬁ;rt Qualified unqualified
vestments {Pty with findings
Mafikeng Industrial
Qualified

Development Zone
Qualified

findings findings findings

Financially
unqualified
with no
findings

Financially
unqualified
with no
findings

Financially
unqualified
with no
findings

Disclaimer Disclaimer Qualified Qualified

(Pty) Ltd

Mmabana Arts,
Culture and Sport
Foundation

Financially
unqualified
with findings

Qualified Qualified Qualified

Table 4 indicates that departments and public entities did not implement the
required action plans to address prior year findings. A lack of commitment at most
departments and entities to achieve the national goal of clean audits by 2014 is
evident. It is of grave concern that enfities that previously achieved clean audits
deteriorated over the past two years. With the exception of the Department

of Health all of the major departments in the province, representing 66%

(R14,3 billion) of the total expenditure of the province, were qualified. The lack

of good financial management and the safeguarding of documentation at the
Department of Public Works, Roads and Transport also negatively affected the other
departments, for example the lack of proper project management and maintenance
of fransport performed by the department requires urgent intervention.

The four entities that qualified for the first time were predominantly qualified on
capifal assets (issues relating to GRAP 17) and on the completeness of their
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disclosure of iregular expenditure. Mafikeng Industrial Development Zone (Pty)

ltd (MIDZ) showed improvement in 2010-11 as it moved from a disclaimer of
opinion to a qualified opinion. This improvement in audit outcome was due to the
appointment of skilled consultants. Reliance on consultants is not enough, and MIDZ
must implement the necessary internal controls to sustain this improvement.

2.1.5 Timeliness of the submission and auditing of financial statements

Departments and public entities are required by the Public Finance Management
Act, 1999 (Act No. 1 of 1999 (PFMA) to submit their financial statements for
auditing by 31 May annually. The AGSA is required to complefe an audit within
two months of receipt of the financial stafements.

By the deadline of 31 May 2011, 12 (86%) departments (2009-10: 13 (93%))
and 10 (50%) public entities (2009-10: 12 (60%)) had submitted their financial
statements for auditing. A significant 35% (2009-10: 26%) of auditees were sfill not
able to meet the legislative submission date.

The reasons why 11 audits were not completed by 30 September 2011 are as
follows:

* Financial statements submitted affer legislated deadline: 1 (9%)

* Financial stafements not yet submitted for auditing: 10 (91%)

Non-submission of financial statements is a reason for concern as it increased the
risk of fraud due to a lack of accountability. This has been the trend in the province.

Table 5 provides details of audits that had not been finalised by the cutoff date of
this general report.
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Table 5: Audits not finalised by general report cut-off date

Reason for audit outstanding or not finalised by
GR cut-off date

Financial Audit still
statements in progress

not yet due to other

received reasons

Latest financial
year audit
finalised

Expected date

Auditee of finalisation

Late receipt
of financial
statements

Prior to 2006-

Provincial Revenue Fund 30-Nov-11

07
Agribank Creditors
Seftlement Trust ZOREE Sl |
North West Agricultural 2009-10 30-Nov-11
Bank
Norfh West Parks and 2009-10 Unknown
Tourism Board
Dirapeng (Pty) Ltd 2006-07 Unknown
Golden Leopard Resorts
(Pry) Lid 2009-10 30-Nov-11
North Wgsf Housing 2007.08 Unknown
Corporation
North West Provincial
Council on Aids 2RI HosnlereL |
North West Provincial
Arts & Cultural Council AR AL ]
North West Youth 200910 30-Nov-11
Development Trust
Signal Developments 2006.07 Unknown

(Pty) Ltd

These oufcomes are not included in frend analyses or comparisons presented in this
general report.



2.2 Findings arising from the audit of financial management,
including defects in financial statements

Matters relating to financial management presented in this analysis include

the progress (or lack thereof) by departments and entities in addressing prior
year financial statement qualification findings, material errors and omissions in
financial statements submitted for auditing, material losses incurred by auditees,
underspending by auditees against their votes or conditional grants, and auditees
facing financial sustainability concerns.

2.2.1 Auditees’ progress in addressing prior year financial statement
qualifications

Of the audits completed at 30 September 2011, seven of the 13 (54%)
departments had not fully addressed their 2009-10 findings for their 2010-11
financial statements to be financially unqualified. The corresponding lack of
progress for public entities is one out of 10 (10%), with four (40%) being qualified
for the first ime.

Figures 6 and 7 depict those financial stafement areas attracting qualifications

at departments and public entities, respectively. Corrective action taken by
management fo address prior year qualification findings is ouflined in section
2.2.2, while defails of current year qualifications are provided in section 2.2.3 of
this report.

2010-11

Figure 7: Transversal financial statement qualification areas — public entities

2010-11: 100% =5 12009-10: 100% =4

60%
25%
i) I_ rl
2010-11 | 2009-10 | 2010-11 | 2008-10 | 2010-11 | 2009-10 2010-11[2000-10 2&10—11 ms-m 201011 | 2009-10 2010-11 2008-10

Capital assets Current assets Liabilities Omor

iuiﬂﬂl mﬂ

npanulnm

Tables 6 and 7 depict the movements in the financial statement qualification areas
of those departments and public entities that obtained disclaimed, adverse or
qualified audit reports.
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Table 6: Progress made by departments in addressing financial statement
qualification findings

Movement in addressing 2009-10 financial statement qualification findings

Audit
Department opinion Capital Current Olther 8 S—
2010-11 s closure evenue xpenditure
assets assets -
gg:};:ﬁ = Qualified New Repeat | Addressed Addressed

Public Safety Addressed New

Education Repet | Addressed | Addressed
Local

Government

and Qualified | Addressed | Repeat | Addressed | Addressed Addressed
Traditional

Affairs

Public

Works, Disclaimer | Repeat [N N Repeat Repeat | Repeat
Roads & isclaimer epea ew ew epea epea epea
Transport

Addressed

Social o "
Development Qualified
Human o

Settlements Qualified

* Unauthorised, irregular as well as fruitless and wasteful expenditure
** Denotes area also qualified in years prior to 2009-10, i.e. qualification not addressed for three years or longer

Addressed

Repeat New

Table 7: Progress made by public entities in addressing financial statement
qualification findings

Audit Movement in addressing 2009-10 financial statement qualification findings
udi

Public entit . . Other
vl emity 2%;);1(1;_0:] Capitel el Liabilities | disclosure | Revenue | Expenditure
assets assets Hems

Atteridgeville
Bus Services MONCIHTCN  New New
(Pty) Lid
North West @
Star (Pty) Lid Qualified [ENEY New New
North West
ITronsport Qualified ENEYY New New
nvestments
(Pty) Ltd
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Movement in addressing 2009-10 financial statement qualification findings

Audit oth

Public entit ini i er
sasc ety 2%')]“;_0;1 1 it L] Liabilities | disclosure | Revenve | Expenditure

assets assets tems

Mafikeng

Iieliifel Qualified | Repeat** | Addressed | Addressed | Addressed | Addressed | Addressed | Addressed
Development

Zone (Pty) Ltd

Mmabana
Arts, Culture
and Sport
Foundation

Qualified New

* Unauthorised, irregular as well as fruitless and wasteful expenditure
** Denotes area also qualified in years prior to 2009-10, i.e. qualification not addressed for three years or longer

2.2.2  Outline of corrective action taken by management to address 2009-10
qualification findings

As highlighted in tables 6 and 7, limited progress has been made in addressing
qualification areas. The initiatives taken by auditees that were able to successfully
address the 2009-10 audit findings with a view to highlighting good practices are
indicated below. These good practices should be replicated by auditees that still
need fo address qualification areas in the current auditor’s reports.  Improvements in
audit outcomes can be attributed to corrective action taken by the leadership and
management, which included the following specific actions:

* The provincial legislature’s improvement to a financially unqualified audit opinion
with findings is due to the intervention by the audit committee on belated
fransfer of the legislature building to the Department of Public Works, Roads and
Transport.

* The Depariment of Education’s improvement fo a qualified audit opinion can
be attributed to management's improved involvement during the audit and
coordinated submission of audit evidence requested.

* The Mafikeng Industrial Development Zone (Pty) Ltd’s improvement from a
disclaimer to a qualified opinion is due to involvement of skilled consultants to
correct misstatements in opening balances.



2.2.3  Andlysis of areas in financial statements containing material misstatements

As in prior years, departments and public entities again submitted financial
statements for audit that contained material misstatements. The areas misstated for
the year under review are depicted in figure 8 below.

Figure 8: Areas of material misstatements in financial statements (corrected and
uncorrected)

Departments: 100% = 13 Public entities

oW b

_ o ¥ "
R |E 2| & ®|E]| = : 2131313
IR 10i)8| 8¢ SRR AR IR
S($ (X123 2|2 IRAR AR AR
a a a a a a a
Capital assets | Current assets Liabilities Other d Ry Expenditure ui horised
items irregular, and
fruitless and
wasteful
expenditure

WNo ial mi: “ Mi i during the audit ¥ Qualifications

Uncorrected material misstatements (defects) in financial statements attract modified
audit opinions, which are outlined in section 2.2.3, while material misstatements
corrected by management during the audit are analysed in section 2.2.5 of this
report.

2.2.4 Defects in current year financial statements resulting in disclaimed,
adverse or qualified audit opinions

Some auditees did not or were unable to correct all of the identified material
misstatements in their financial statements. Below is a summary of the areas that
resulted in financial statements receiving modified audit opinions as at 31 March
2011.

Capital assets

Capifal assets principally consist of immoveable and moveable tangible assets for
departments and property, plant and equipment and investment property for entfifies.
Common matters affracting qualifications include the following:

* Poorly compiled immoveable asset registers at the departments of Education and
Public Works, Roads and Transport resulted in the limitation misstatements on the
balances disclosed in the financial statements.

¢ Four departments’ (Department of Education, Public Works, Roads and
Transport, Social Development and Office of the Premier) inappropriate physical
asset verifications and asset registers resulted in qualifications on exisfence,
completeness and valuation of the moveable tangible assets disclosed in the
financial statements.

* Public entities’ failure fo adhere fo accounting sfandards (mainly GRAP 17)
in reassessment of residual values, useful lives and incorrect calculation of
depreciation and/or impairment.

Current assets

Current assets principally consist of cash, cash equivalents and receivables.

Prevalent findings atiracting qualifications include the following:

¢ Scope limitations on receivables due to lack of sufficient appropriate audit
evidence for these balances.

* Misstatements of bank balances due to the implementation of BAS.

GENERAL REPORT ON THE OUTCOMES OF THE 2010-11



16

100

Liabilities

Liabilities principally consist of payables, accruals, borrowings and provisions. The
incomplete disclosure of accruals for expenditure incurred by departments frequently
aftracted qualifications.

Other disclosure items

Other disclosure items principally consist of leases, related parties, confingent

liabilities and commitments. Prevalent findings atiracting qualifications include the

following:

* Incomplefe disclosure of contingent liabilities.

¢ lack of sufficient appropriate audit evidence for disclosure of commitments such
as project and contract registers.

Expenditure

Expenditure principally consists of goods and services, employee cost, transfers and
subsidies. Prevalent findings attracting qualifications include the following:

* Misstatements on the disclosure of unspent portions of transfer payments made.

*  Other limitation misstatements on transfers and subsidies.

Unauthorised, irregular as well as fruitless and wasteful expenditure

The qualification findings mainly resulted from the inability to verify the accuracy
and completeness of amounts disclosed in the financial statements.

Annexure 1 to this report lists the audit outcomes of all auditees in the province,
together with their financial statement qualification areas.

2.2.5 Material misstatements in financial statements submitted for auditing

The PFMA directs that departments and public entities submit for auditing annual
financial statements that fairly present their state of affairs and their financial position
as at the end of the financial year. Financial statements submitted for auditing are
therefore required to be free from material misstatements, i.e. contain no material
errors or omissions.
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As in previous financial years, the financial statements submitted for auditing were
of a poor quality and had to be materially adjusted during the audit process.
Auditees had significant deficiencies in the design and implementation of inferal
control in respect of financial reporting. This resulted in material corrections to the
financial statements during the audit in the case of 11 departments (85%) and 10
public entities (100%). The corresponding level of pervasive material misstatements

for 2009-10 was 85% for departments and 76% for public entfities.

Areas misstated in financial statements submitted for audit are listed in section
2.2.3. The figure below indicates the extent of pervasive material misstatements in
the financial statements submitted for auditing, some of which were subsequently
corrected by management as a result of audit findings. VWhere material
misstatements were not corrected, the financial statements were qualified.

Figure 9: Material misstatements in financial statements submitted for auditing

Departments (13)

Partial
correction
46%
None corrected
8%

No material

Public entities (10)

None
corrected
0%

Partial
correction

20%

Infernal control deficiencies that failed to prevent or detect material misstatements in

the financial statements include the following:

*  Management’s inability to adequately review the financial statements prior to

submission for audit.

* Departments do not have appropriafe systems in place to generate information
for disclosure notes in the financial statements like contingent liabilities,

commitments, accruals, e

fC.

* Had audit committees engaged internal audit units to provide assurance on the
financial statement preparation process, misstatements may have been defected
prior fo the financial statements being submitted for audit.




* Inappropriate structures of finance units to allow segregation of duties and
review of information submitted and included in the financial statements.

2.2.6 Material losses, impairment of assets and material underspending of votes
or conditional grants

Defails of material losses, asset impairments and underspending of votes or
conditional grants as disclosed in the financial statements of departments and public

entities for the year ended March 2011 are depicted in figure 10.

Figure 10: Material losses, asset impairments and underspending

R588m

RB4m

R 4m 0% 0% 0% 0% 0% R46 124 0% i
2010-11 (3) | 2009-10 (0) | 2010-11 (0) | 2009-10 (0) | 2010-11 (0) | 2009-10 (D) | 2010-11 (1) | 2009-10 (0) | 2010-11 (7) | 2009-10 (4)

Departments Public entities Departments Public entities Departments

Material losses Material impairment of assets Material underspending

of votel conditional

grants

The causes of material losses are mainly a result of the write off of debts/receivables
and write off of misappropriated assets (R4 million). Many departments received
non-compliance findings on control systems not implemented for safeguarding and
mainfenance of assets. The material impairment of assets applied fo receivables for

long outstanding debts (R46 124).

Material underspending by departments on their voted funds amounted to R588 million
(2009-10: R84 million]. Most notable was the Department of Human Sefflements
(R162 million), the Department of Public Works, Roads and Transport (R132 million)
and the Department of Education (R114 million). The impact of this underspending
is directly related fo service delivery deficiencies including: mainfenance of public
buildings and roads, funding of housing projects, funding of public schools and

the early childhood development programme, library services and support by the
provincial treasury and Department of Local Government and Traditional Affairs to
struggling municipalities in the province. The Department of local Government and
Traditional Affairs and Department of Public Works, Roads and Transport were the
departments that repeated the underspending.

2.2.7 Auditees with concerns regarding funding of operations, financial
sustainability or going concern

Concerns regarding the funding of operations or financial sustainability were
identified at four public enfifies (17%) (2008-09: 4). Table 8 depicts the main

reasons I(OI' SUCh concerns.

Table 8: Reasons for funding and financial sustainability concerns at auditees

High reliance
on grants/

N - own revenue Current T
Liquidation/ ‘:ener:te: Iialll)iliﬁes Significant | Number of

Auditee disestablish- another | nof sufficient | exceed cur- financial | concerns per

ment entity to cover rent assets S T

operating
({5

Incorpora-
tion with

Mafikeng Indus-
trial Develop-
ment Zone (Pty)
Lid

Mmabana Arts,
Culture and
Sport Founda-
tion

North West
Development
Corporation

North West
Directorate of
Entrepreneurial
Development
in Natural
Resources

o |1 | o | o | 0 | ¢

GENERAL REPORT ON THE OUTCOMES OF THE 2010-11



18

Sufficient actions and inferventions were not taken to assist these entities as the
same issues were identified in the prior year. The winding down process of the
North West Directorate of Entrepreneurial Development in Natural Resources has
been in process for some years.

2.2.8 Assessment of drivers of internal control over financial management and
reporting

The ability of auditees to produce financially unqualified financial statements is
determined by the operation of key drivers of infernal control. These drivers are
classified under i) leadership; [ii) financial and performance management; and {iii)
governance. Figure 10 provides an assessment, at the time of the 2010-11 audits,
of the key drivers of infernal confrol that should be in place at auditees to achieve
their financial management and financial reporting objectives and to meet their
legislated obligations.

Figure 11: Assessment of key controls at the time of the audit of auditees whose
financial statements were disclaimed, adverse or qualified (12 auditees = 52%)

Effective leadership culture I 5% 7%
: Iivf_tslum mponslbllll! 25% 17% | 58%
HR g _50%.. 50%
Policies and procedures | 17%. 83%
- Pre— 2% = -
IT governance A2%. 58
Proper record keeping 33% 67
E g | Processing and reconciling controls & ” 83%,
3 E ] Reporting A2%. 58
“—E; 2 Compliance 25% 25% 50%
IT systems controls 55 255 | 67%
Risk management | 8% 92%
internal audit | S 58% 17%
: Audit committes g—w— 227
Financial
WGood Winprogress Wintervention required
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2.2.9 Best practices, root causes of findings and the way forward on financial
statement qualifications and financial management

The lack of improvement in audit outcomes and the timely submission of financial

statements can be attributed to the following:

* Operation clean audit committees were ineffective and had no impact during
the year.

* Financial statements are not prepared throughout the year and there is an
inadequate review of accounts throughout the year, resulting in errors not being
defected and corrected by management.

* Llack of appropriate systems to generate financial information required for
disclosure notes and the fact that such information is only produced at yearend.

¢ Lack of skills to interpret and prepare annual financial statements in terms of the
required framework.

¢ Lack of supervision and review by CFOs in the preparation of the financial
statements.

¢ Llack of review of annual financial statements by the audit committees due to late
submission of financial statements for their review.

* Inadequate action plans to address prior year audit findings.

* Inadequate monitoring of action plans and reporting to executives by audit
committees.

* Attitude of management to submit financial statements on time without the
necessary due diligence and fo rely on the auditors to indicate the necessary
corrections fo be made.

* Inodequate tone set by the executive leadership charged with oversight over the
management of entities.

* Lack of continuous review and monitoring of action plans to fully address the
previous year audit findings and infernal control deficiencies.

¢ Lack of management oversight on the day4o-day transactions and information
processing, as well as proper control over assefs and/or the movement thereof.

* lack of a clear human resources strategy to deal with key vacancies, particularly
at the finance units.

» Compliance with SCM policies and procedures is not monitored to identify and
correct irregular expenditure.

The following actions were taken by those auditees that were able to address
previous year qualification areas:



* The leadership was available and committed to attend to audit issues and
findings in a timely manner.

* Consultants were appointed to correct deficiencies. These consultants were also
closely monitored.

¢ Action plans were compiled to address previously reported issues and monitored
for progress by the leadership and those charged with governance including
committees of the provincial legislature.

*  Management improved record keeping,/record management as the importance
of record keeping has been noted.

* Reconciliations were prepared for all balances in the balance sheet.

* The audit team interacted closely with management and the audit committee to
resolve issues as they arose.

The following commitments were made by the provincial leadership:

* Infernal audit must monitor action plans fo address prior year qualifications and
progress thereon should be reported at every audit committee meeting.

* Financial management units should be adequately staffed with the appropriate
skills.

* Sustained leadership and oversight of approved action plans and its
implementation is required throughout the year.

* Instil processes of commitment and responsible leadership to clear previous
qualification areas and ensure continuous monitoring of the financial
environment and service delivery.

* The executive will report fo the premier on sfeps to be faken in addressing the
audit qualifications and monitoring of iregular expenditure.

* To esfablish whether shared services with regard to infernal audit and the cluster
audit committees are the best option for the province.

* To oversee the prompt implementation of key controls that would enhance the
control environment.

*  Confinuous head hunting for qualified professionals at the finance units as well
as an undertaking by MECs to give priority to speedily addressing the HR
shorfcomings identified by the AGSA, which include the placement of senior
personnel.

* An undertaking by MECs that action will be taken against those undermining
the policies and procedures, particularly where it has resulted in irregular
expenditure.

* Attending fo information systems shortcomings.

2.3 Findings arising from the audit of predetermined objectives

2.3.1 Overview of the AGSA's approach to the audit of predetermined

objectives

Departments and public entities are required to report on their achievement of
predetermined objectives (service delivery), and to submit for audit the annual
performance report together with the annual financial statements. The obijective

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

The AGSA has, since the 2005-06 financial year, been phasing in the auditing

of predefermined objectives and assisting leaders within all spheres of government

with the importance of lending credibility to published service delivery information

through the auditing thereof. Since the 2009-10 financial year, a separate audit

conclusion, based on the results of the audit of predetermined objectives, has been

included in the management report. However, these conclusions have not yet been 19
elevated to the level of the auditor's report.

2.3.2  Overdll findings arising from the audit of predetermined objectives

Progress by auditees in addressing prior year findings on predetermined objectives
is depicted in figures 12 and 13. A summary of the regulatory requirements or
criteria not met by auditees is provided in section 2.3.3.

Figure 12: Movements in findings on reporting on predetermined objectives

Movements in findings on reporting on predetermined objectives - departments

News Usefulness

Presentation 13%

2010-11: 4
2009-10: 10

2010-11: 17%

oo%e 2010-11: 7 2010-11: 6
009-10: 6

2009-10: 8
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Figure 13: Movements in findings on reporting on predetermined objectives

Movements in findings on reporting on predetermined objectives - public entities

Non- Usefulness
i 25%
2010-11: 5
2009-10: 4

Presentation 40%
o 2010-11: 7

2010-11: 7 2009-10: 5

2009-10: 8

2010-11: 22%

2.3.3  Summary of regulatory requirements or criteria not met by auditees as
well as trends in findings

Key trends in findings related o predetermined obijective reporting are discussed
below.

Annual performance report was not received in time for audit purposes

Departments and public entities are required to submit the annual performance
report for audit on 31 May. As indicated above, there is a general improvement,
specifically for public entfities, in the timely submission of annual performance
reports for audit.

Non-compliance

Although an improvement is noted, the high rafe of non-compliance is concerning.
This relates fo the lack of effective, efficient and transparent systems and infernal
controls implemented by departments and strategic/ corporate plans not approved
by the relevant executive authority for public enfifies.

Usefulness

Findings are related to objectives not being measurable against indicators

and targets and the absence of clear and logical links between the objectives,
outcomes, oufputs, indicators and performance targefs. Although departments
show a slight improvement, the regression of public entities and the overall high
rate of findings is concering. The most prevalent findings for departments is the
inconsistency of indicators and targets with the annual performance plans and
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annual performance reports, while public entities battle with the measurability of
fargets and indicators in their strategic,/corporate plans.

Reliability

Findings on reliability include instances where the actual reported performance
could not be verified. The overall high rafe of findings and the lack of improvements
are conceming. The validity and accuracy of reported performance could not

be verified mainly due to the non-submission of the supporting evidence and

the departments’ systems’ inability to generate and report on performance.
Completeness is the main issue for public entities because not all predefermined
objectives set in the strategic/corporate plans are addressed in the annual
performance reports. The reason for the information not being reliable can be
affributed to the fact that quarterly and annual performance reports are not
appropriately reviewed and monitored by senior personnel.

2.3.4  Assessment of drivers of internal control over reporting on predetermined
objectives

Figure 14 provides an assessment af the time of the audifs of the key drivers of
infernal control that should be in place fo ensure auditees produce performance
reports that are useful, reliable and that meet the regulatory requirements, including
that of presentation.



Figure 14: Assessment of auditees’ key controls over predetermined objectives
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This assessment highlights the significant atfention required by the leadership, those
charged with governance and management to address issues specifically with
regard fo oversight responsibility, development and implementation of policies

and procedures, action plans as well as development of appropriate systems for
recording and reporting on predetermined objectives.

2.3.5 Best practices, root causes of findings, best practices and the way forward
on the reporting on predetermined objectives

The high prevalence of findings can be attributed to the following:

* lack of dedicated resources (people and systems| to effectively report on
predefermined objectives.

* Inadequate performance management systems which include the lack of policies
and procedures on how fo collect, collate, sfore and report on data.

* A lack of clearly defined roles and responsibilities at all auditees.

* Senior manager vacancies result in the limited review and moniforing of
information reported on.

* No review by infernal audit and audit committees of performance management
processes and reporting.

¢ The lack of involvement of the relevant executive authorities at public entities in
their porifolios resulted in a lack of direction and ultimately litle or no priority
given to reporting on predetermined objectives.

Auditees able to address findings raised in prior years did the following:

* Dedicated monitoring units were established within the department that were
responsible for reviewing reported information on a quarterly basis.

* Centralised document management sysfems were implemented fo ensure
that reports and other evidence fo substantiate reported performance were
appropriately filed and sfored. These were easily retrievable to substantiate
performance reporfed.

Lleadership should ensure that the efforts made are sustainable and become part
of the culture of the entities. Other auditees should implement the same confrols to
address their findings.

The following commitments were made by the provincial leadership:

* Clearly defined roles and responsibilities will be determined at each auditee for
reporting against predetermined objectives. 1

* Appropriate skilled staff will be assigned and document management systems
will be implemented so that reports and other evidence to substantiate reported
performance are appropriately filed and stored.

* Dedicated monitoring units will be established within each department that will
be responsible for reviewing reported information on a quarterly basis.

* Executive authorities will be closely involved af the public entities in their
portfolios to provide direction and give priority fo reporting on predefermined
objectives.

2.4 Findings arising from the audit of compliance with laws and
regulations

2.4.1 Overview of the AGSA’s approach to auditing compliance with laws and

regulations by auditees

As part of the annual audit of financial statements, the AGSA reports on compliance
with laws and regulations by auditees. Broadly, such laws and regulations
defermine:

GENERAL REPORT ON THE OUTCOMES OF THE 2010-11



100555

* the responsibilities and duties of those charged with governance at the public Figure 15: Summary of findings arising from the audit of compliance with laws
sector entities and regu/aﬁons

* any limits or restrictions placed on such acfivities
* the overall objectives to be achieved
* how due process rights of individual citizens are protected.
Asset management
Compliance refers to adherence by auditees fo relevant legislation. Conversely,
non-compliance refers to acts of omission or commission by auditees, whether T ngp—_—
intentional or unintentional, which are confrary to such legislation. —— -
The audit of compliance is being phased in by the AGSA and defails of identified Human resources management and
instances of material non-compliance are included in the auditor’s reports. The - . ;
AGSA specifically focused on legislative requirements relating fo the following areas P and 92%
for the financiol year ended March 2011: - !
* Strategic planning and performance management and annual reports s
* Annual financial statements, performance report and annual report ik s it -
* Audit committees R
* Internal audit
29 * Procurement and confract management

* HR management and compensation Public entities: 100% = 10
* Expenditure management ,
* Budgets and budgetary processes Expenditure management 50%
e Transfer of funds and conditional grants
* Revenue management L R L (o
* Asset management ;
* Financial misconduct R~ |m‘
Audits not performed by the AGSA also included compliance auditing, though not it - =
all the focus areas were covered to the same extent. Tl So T o s0%
2.4.2 Transversal findings on compliance with laws and regulations - e

Strategic planning and performance 70%
Figure 15 depicts identified areas of material non-compliance that were most T
prevalent at departments and public entfities. As the focus areas and legislative

requirements audited differed from the previous year, the figure does not include
comparisons fo the previous year. Common non-compliance findings relating to the AGSA's focus areas are

summarised below.
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Prevalent non-compliance areas: All auditees

Strategic planning
and performance
management

Annual financial
statements (AFS),
performance and annual
reports

Procurement and contract
management

Expenditure management

Strategic/corporate plan not
approved by the relevant executive

authority

Lack of effective, efficient and
transparent systems and infernal
controls

AFS not prepared in accordance
with prescribed generally
recognised accounting practices
Three price quotations not obtained
Competitive bids not invited

Creditors not paid within 30 days of
receipt of invoice

Irregular expenditure not prevented

Prevalent non-compliance areas: Departments only

Human resource
management and
compensation

Revenue management

Asset management

Senior management — vacancy rate
increased from previous year

Senior managers did not sign
performcmce agreements for current
performance period

Effective and appropriate steps are
not taken for the timely collection of
all revenue due

Appropriate processes for the
identification, collection, recording,
reconciliation and safeguarding of
information about revenue are not
in place

Proper control systems are not
implemented for safeguarding and
maintenance of assets

Prevalent non-compliance areas: Public entities only

Budgets

Expenditure not in accordance with
approved budget

Table 9: Common non-compliance findings relating to the AGSA’s focus areas

N/A

31%

85%

38%
46%

54%

62%

38%

31%

38%

23%

38%

40%

20%

90%

30%
30%

n/a
50%

10%

Public entities

Summary of common findings

Focus area Departments

Audit committees No audit committee in place 20%

Internal audit No infernal audit function in place 30%
Annexure 2 to this report lists all auditees where non-compliance was identified
through the AGSA focus area audifs.

Section 2.2.4 of this report provides analysis on the financial statements submitted
for auditing that had not been prepared, in all material aspects, in accordance with
generally recognised accounting practice (and were supported by full and proper
records), as required by the PFMA.

Analysis of non-compliance findings relafing to performance reports is provided in
section 2.3.2, while section 2.4.3 provides further details on findings related o
unauthorised, iregular as well as fruitless and wasteful expenditure.

Findings from the audit of procurement and contract management are analysed
in secfion 2.4.4, while section 3.5.1 provides further details on non-compliance
findings related to HR management af departments. =

2.4.3 Unauthorised, irregular as well as fruitless and wasteful expenditure
incurred by auditees

The PFMA requires accounting officers/accounting authorities to take reasonable
steps to ensure that unauthorised, irregular as well as fruitless and wasteful
expenditure is prevented and detfected. Unauthorised expenditure results from
overspending a vote or a main division within a vote or is expenditure that is not

in accordance with the purpose of a vote or main division. Irregular expenditure

is expenditure, other than unauthorised expenditure, incurred in contravention of,
or that is not in accordance with, a requirement of any applicable legislation,
including the PFMA, the State Tender Board Act, 1968 (Act No. 86 of 1968) and
any provincial legislation providing for procurement procedures at a provincial
department. Fruilless and wasteful expenditure is expenditure that was made in vain
and would have been avoided had reasonable care been exercised.
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It is compulsory for departments and public entities to disclose such expenditure
in their financial statements. Figure 16 depicts the extent of such expenditure
identified by the audit and the extent detected by the auditees.

Figure 16: Unauthorised, irregular as well as fruitless and wasteful expenditure

incurred by departments and entities

2010-11: RB6 L 2010-

R364m

Departments Public entities
Unauthorised expenditure

Departments

Widentified by auditees

Irregular expenditure

R5,3m

R2,9m R701 932
Departments Public entities

Public entities

Fruitless and wasteful expenditure

Widentified during audit

The nature of the expenditure and significant frends are presented in the table

below.
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Table 10: Movements in unauthorised, irregular as well as fruitless and wasteful

expenditure

Movement Movement
Amount over Amount (174
2009-10 2009-10

Nature of movements Number of

auditees

Number of

auditees

Unavthorised expenditure (applicable to departments only)

Number of departments

incurring & el ‘@'
Overspending of votes/main

division within votes & R
Expenditure not in accordance
with votes

Additional amounts identified

during audit & e

Incurred for two or more

S - 3
successive financial years -

Irregular expenditure

Number of auditees incurring 11 R1,54b 0% 8 R136m
Resulting from proper SCM o
processes not being followed R1,49b 0% e {eteny

Compensation of employees-

o 100%
related AR -
Resulting from other causes R33m m 0%
Additional amounts identfified R1.18b w 4 R115m 0%

during audit
Incurred for two or more

11
2
2
7
successive financial years “

Fruitless and wasteful expenditure

Number of auditees incurring 10 R8,3m 6 R707k 0%
Additional amounts identified 83%

Incurred for two or more
successive financial years

Annexure 3 to this report provides a full listing of auditees that incurred the
expenditure summarised in the above table.



2.4.4  Summary of findings arising from the SCM audit conducted by the AGSA

The audits conducted by the AGSA included an assessment of procurement
processes, contract management and the controls in place to ensure a fair,
equitable, transparent, competitive and costeffective SCM system that complies
with legislation to minimise the likelihood of fraud, corruption, favouritism as well as
unfair and irregular practices.

Findings were raised during the audit of SCM at 19 (83%) of the auditees relating
fo confracts that had been awarded and quotations that had been accepted
(referred to as ‘awards’ in the rest of this report).

Significant findings relating to SCM are depicted in the figures below.

Figure 17: Summary of findings on SCM

Limitation on planned scope of audit of awards - 15%

E
TRpT———
=
=
ﬁ g Uncompetitive or unfair procurement processes B85%
5%
E o
£ a
23 g g 31%
a
B
=0
g‘g ] Uncompetitive or unfair procurement processes _ 70%
11l
2 ; EE
:g 0 Inadequate controls 40%
a?e

Figure 18: Awards to state officials and/or their close family members

Departments

Official did not declare interest 0%

Other work not

PP 31% %

1413 departments (R12,3m) 10 public entities (R0)

A summary of significant findings is provided below. Detailed findings are
presented in section 5 of this report. The names of auditees with SCM findings are
listed in annexure 5 to this report.

Limitations were placed on the scope of the planned audit of awards at two
departments (Public Work, Roads and Transport and Education). The fotal
value of the awards with the limitation at Public Work, Roads and Transport
could not be determined due fo the absence of a contract register and con-
tract management system resulting in a qualification on the complefeness of
irregular expenditure.

Limitations on
planned scope of
audit of awards

A\Welieersieiierel= | Awards fo officials in service of the auditee of R12,3 million (four depart-
letel5ele R de=r| ments), were not identified by the departments' systems. These officials had
el ZEnlssis | approval to perform other remunerative work. Most notable were Health (17
instances of R8,6 million) and Education (36 instances of R3,2 million)

This was prevalent at 85% of departments and 70% of public entities and re-

Uncompetitive or
el sigerelti=n=uie | sulted in iregular expenditure of R1,49 billion and R136 million, respectively.

This was mainly due fo competitive bidding processes not followed for awards
above R500 000 or three quotations not obtained for awards between R30
000 and R500 000.

processes

[ie e [=le el SHeepiliie[e | Most notable findings are payments made in excess of approved contract

management prices and contracts extended or renewed fo circumvent competitive bidding
processes. Lack of confract performance measures and monitoring and lack of
action taken against non-performing contractors were also highlighted.
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The inadequate confrols that resulted in these findings are mainly a lack of
compliance with SCM policies and requirements, a lack of clearly defined
roles and responsibiliies, SCM policies in conflict with legislation and
inadequate controls resulting in officials failing o declare their private business
inferests.

Inadequate controls

2.4.5 Investigations into SCM irregularities, fraud or other financial misconduct

Investigations commissioned by departments and public entities have escalated by
14% from the previous financial year. Table 11 lists the investigations in progress
or completed by March 201 1. Not all of the investigations were conducted by the
AGSA.

Table 11: Investigations completed or in process as at 31 March 2011

Number of

investiga-
tions per
auditee

Other
financial
misconduct

Auditee SCM-related

Agriculture, Conservation, Environment and
Rural Development

Education

Office of the Premier

Health

Public Works, Roads and Transport
Social Development

Sport, Arts and Culture

— o o o o —

Mmabana Arts, Culture and Sport Foundation

The majority of the investigations were conducted by independent firms and aimed af
establishing compliance with SCM requirements. Five of these were instigated by the
premier based on matters reported in the prior year audit reports.

2.4.6 Assessment of drivers of internal control over compliance with laws and
regulations

Figure 19 provides an assessment of the key drivers of infernal control that should
be in place to ensure compliance with laws and regulations.
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Figure 19: Assessment of auditees’ key controls over compliance with laws and
regulations

Effective leadership culture | SRREA/S 7%

Oversight resy ility |

HR management |/

Palicies and procedures
Action plans

Leadership

IT governance
Proper record keeping
and iling

Financial and
performance
g
(-]

Internal audit
¢ Audit committee

Compliance
WGood Winprogress ®intervention required

This assessment highlights the significant attention required by the leadership, those
charged with governance and management fo address findings relating fo non-
compliance with laws and regulations and to promote a culture of complying with
these.

2.4.7 Best practices, root causes of findings and way forward on compliance
with laws and regulations by auditees

The causes of these findings were the following:

* lack of monitoring and supervision of dayfo-day activities at the departments
and entities.

* Insufficient training on compliance with legislation, resulting in poor awareness.

* Ineffective/inadequate infernal audit coverage on matters of compliance.

* leadership tone not sufficient to drive an internal control environment conducive
fo sound financial management.

+ Officials’ lack of understanding or complete disregard for the SCM policies and
requirements.



*  Management’s failure to adequately review the financial statements prior to
submission for audit.

A sfrong leadership tone, together with the support of the audit committee
and internal audit, is necessary fo establish control environment conducive to
compliance. Regular leadership oversight to ensure compliance is also needed.

The following commitments were made by the provincial leadership:

* Centralised training for all officials involved in the SCM process to understand
the relevant policies and procedures.

» CFO forums should be a platform for the esftablishment and sharing of good
practices, particularly on the new practice notes and frameworks issued by the
National Treasury. These forums should be held regularly and attended by all
CFOs to ensure that when financial statements are prepared they are free from
material misstatements.

¢ The compiling of quarterly or halfyear financial statements (including full
disclosure notes) will be enforced.

* Central investigation of all irregular and fruitless expenditure with report on
recommendations on disciplinary actions required. The reports should be tabled
in the legislature and accounting officers summoned to explain before the
Provincial Public Accounts Committee (PPAC).

* Executive authorities should ensure that shareholders compacts/corporate plans
are agreed with the accounting authorities of all public entities in their portfolios.

2.5  Outline of the way forward to improve audit outcomes

Evident from the analysis of the audit outcomes presented in this section of the

report, are a number of areas that require focus and, in some insfances, infervention

fo achieve clean administration. Such infensified focus and intervention are required

principally from:

* accounting authorities, accounting officers, CFOs and auditee management
(analysed in section 3]

* provincial executive leadership (analysed in section 4.1)

* national role players (analysed in section 4.2).

The AGSA's continuing initiatives to encourage clean administration are discussed in
section 4.3 of this report, while emerging matters that require affention fo prevent a
negative impact on future audit outcomes are discussed in section 4.4.

SECTION 3: DRIVERS OF AUDIT OUTCOMES -
KEY CONTROLS

3.1  Overview of key controls as drivers of the three facets of audit
outcomes

The AGSA has identified three drivers for improved audit outcomes. Through
interactions with auditees on audit outcomes over the past years, these drivers’
influence on infernal control was discussed. These categories have been used to
formally document the results of quarterly key control visits by the AGSA to the
provincial leadership.

These drivers (key controls) are categorised info the fundomental areas of internal
confrol, namely:
* leadership
* financial and performance management
* govemance.
27
Deficiencies in some or all of these drivers can be directly linked to:
* audif opinions on the financial stafements
* findings on predetermined objectives
* findings on compliance with laws and regulations.

Auditees that had improved their audit outcomes or maintained positive audit
outcomes can attribute this to the implementation and effective monitoring of

the three fundamentals of internal control. On the other hand, auditees that had
regressed or received negative audit outcomes can affribute this to not implementing
and monitoring these fundamentals of internal control.

Annexure 4 to this report assesses the adequacy of key controls af auditees at the
time of the audit.

Sections 3.2 and 3.3 provide an assessment of HR management and IT
management as specific drivers of audit oufcomes. An overall assessment of
progress made by departments and public entities in implementing key controls is
depicted in the figure below.
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Figure 20: Progress made in implementing key controls (all auditees)

Overall movement

Departments over prior year

Public entities

201011 L34

p 2010-11 REU

Financial and
performance

YEARS
19112011

This assessment was performed at departments in the previous year and was
infroduced at some public entities in the year under review.

3.2.1 Overall findings arising from the assessment of HR management

Figure 21 depicts the extent of weaknesses in each focus area for departments
(with @ comparison fo the previous year), and figure 22 for public entities (without a

comparison).

Figure 21: Identified HR management weaknesses — departments

201011 _ 68%

“Good “in progress. ®intervention required

This assessment illustrates a slight improvement at some departments; however,
significant intervention is required, specifically af leadership level at the majority of
entities and departments.

An assessment of these drivers over financial reporting, reporting on predefermined
objectives and compliance with laws and regulations is provided in sections 2.2.9,

2.3.3 and 2.4.6, respectively.

3.2 Effective human resource management as specific driver of
audit outcomes

Effective HR management is a key driver of all three facets of audit outcomes. In
this context, HR management is deemed effective if adequate and sufficiently skilled
resources are in place and performance is monitored.

The AGSA's assessment of HR management focuses on the following areas:

* HR planning and organisation

*  Management of vacancies

* Appointment processes

* Performance management

* Acting positions

* Management of leave, overtime and suspensions
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Prevalent findings from the AGSA's focus areas are summarised in table 12. Prior year
statistics are given for departments only.

Table 12: Common findings from the AGSA'’s focus areas

Focus area Summary of common findings

e | o0 | aorn

Job descriptions did not exist for 15% 31% 0%
HR planning and each post or group of posts
organisation

Approved organisational structure 15% 23% 0%
not in place

Senior management — vacancy rate 38% 549, 10%

Management of  increased from previous year

vacancies Overall vacancy rate increased 159% 38% 10%

from previous year

Verification process for new
appointments did not always take 8% 23% 0%

Appointment place

[PeEEkEES Appointments made in posts that

had not been approved and/or 1% 8% 0%
funded

Departments Public entities

Senior managers did not sign

performance agreements for current 31% 38% 10%

Summary of common findings

Focus area

RS performance period

management Performance bonuses paid to
employees not entitled to such 8% 8% 0%
bonuses
Senior managers acted in positions 15% 31% 40%

for more than six months
Acting positions | d4i » ‘
Employees acted in positions for 239, 38% 10%

more than 12 months

Employees worked more than 15% 38% 0%

Management of 1 qximum hours overtime allowed

leave, overtime

and suspensions Medical certificates not submitted 23% 15% 0%

for sick leave or incapacity leave

3.2.2 Impact of staff vacancies on internal control

Positions should be promptly filled with staff that have and maintain a high level

of competence to allow them to accomplish their assigned duties. These persons
need fo understand the importance of developing and implementing sound internal
control.

Such control activities include a wide range of diverse tasks related fo the three

facets of audit outcomes, such as:

* maintaining sound financial management, the maintenance of adequate records
and the preparation of financial statements

* setting of performance fargets and indicafors, monitoring, recording and
validating performance against predefermined objectives, investigating
variances from set targets and taking corrective action for deviations identified

* enforcing compliance by officials with laws and regulations and ensuring
obligations imposed by legalisation on the organisation are timeously and fully

discharged.

Such activities include, but are not limited to: ® approvals ® authorisations
everifications ® reconciliations ® performance reviews ® mainfenance of security
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creating and maintaining records and appropriate documentation. Control activities
that may be neglected should key positions not be timeously filled with the requisite
levels of qualifications and experience include the following:

* Toplevel reviews of actual versus planned performance

* Reviews by management at the functional or activity level

* Confrols over information processing

* Physical control over vulnerable assets

* Establishing and reviewing performance measures and indicators

* Segregating incompatible duties, including the initiation, processing and
approval of transactions

* Proper execution of transactions

* Accurate and timely recording of fransactions and events

* Access restrictions to, and accountability for, resources and records

* Mainfaining appropriate documentation of fransactions

* Enforcing compliance with policies, procedures and regulations

* Maintaining infernal control

Progress by auditees since the audit of their 2009-10 financial statements in filling
vacancies is depicted below. The vacancy rafe depicted is an average rate based

on the yearend vacancy rafes at the auditees.

Figure 23: Progress in filling vacancies

Departments

2010-11:1

Overall vacancy rate

at senior
level
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Overall vacancy rate

Vacancies at senior management
level

3.2.3 Root causes of findings and way forward on HR management

In general, the level of provincial departments’ compliance with the Public Service

Regulations (PSR) is unsatisfactory. The departments face the following major

challenges in achieving compliance with regulations:

»  Compilation of compliant and relevant policy documents and procedure
manuals fo give effect fo the regulations.

* Effective implementation of these regulations and policies by departmental
employees.

* Consistent monitoring of compliance with these regulations and policies by
management and timely correction of instances of non-compliance.

Of major concermn is the high vacancy rate specifically on senior management level.
These vacancy rates directly contributed to the audit outcomes, findings on financial
management, predetermined objectives and compliance with laws and regulations.
Without sufficient senior management leadership, guidance and monitoring will not
fake place.

The following commitments were made by the provincial leadership:
¢ Skills audit to be performed on CFOs and a minimum qualification framework
will be considered.



* All senior management positions should be filled with skilled and competent staff
by March 2012, with specific focus on the key positions of CFO and HoD.

* All policies and procedures will be reviewed to ensure that these comply with
requirements and all staff appropriately frained.

3.3 Information technology management as specific driver of
audit outcomes

3.3.1 Computer systems in use and the management of information technology
Departments and public entities are heavily reliant on IT systems to perform their
statutory financial management, reporting and administrative functions. Furthermore,
these systems enable the automation of business processes and fransaction
processing, which contfribute to effective internal control. The information processed
and stored on [T systems is vital fo the accuracy and reliability of the financial
information used by management for planning, monitoring and reporting.

Departments
The 13 departments in the North VWest Province use transversal systems [e.g.

the basic accounting system (BAS), personnel administration system (Persal) and
E2WAILKER to perform functions for managing financial information. Asset registers
were maintained on excel spreadsheets as the asset module on BAS did not
function as expected. The provincial legislature uses the Oracle application system
to perform functions for the management of financial information.

Roles and responsibilities in terms of support and usage of systems to ensure a
controlled environment are depicted below.

Design of controls over information systems in government by the DPSA informed by
government-wide IT risk assessment

BAS, Parsal changes that

can be made
= Creation of system controllars for BAS and Parsal

National Treasury ]

—

= Centraily supports the EZWALKER system and controls any

L Provincial treasury ] . g b recousey for

Centrally socurity

= Faciites management for BAS and Persal

- users on the network.

= Creation of system controllers for depastments.

Compliance monitoring by the DPSA

IT
environment
with adequate
controls to
mitigate risks
over financial
L SITA 1 B e e N md P L
. e BAS. by the
|
. j 31
Departments L mmorision of pobies sssblanes by GITO s e OPEA

Public entities

Although the IT environment was only formally reviewed af two public entfities, the T
environments af the remaining public entities were assessed during the key control
assessment which is performed on a quarterly basis.

The two public entities that were audited in the North West Province use ACCPAC,
Pastel and VIP for processing their financial and information systems. These are
offthe-shelf packages which have been customised. Maintenance of these sysfems
is performed by the vendors through the service level agreements (SLAs). The
National Treasury and State Information Technology Agency (SITA] do not play @
role in providing maintenance to the systfems. Management of the public enfity is
responsible to design their own policies and procedures as they are not subjected

fo those designed by the DPSA.

GENERAL REPORT ON THE OUTCOMES OF THE 2010-11



‘I YEARS

1911-2011

It is against the roles and responsibilities outlined above that the following focus Table 13: Common findings from the AGSA’s focus areas
areas were set for audit of IT in the province: Incidence of control weaknesses
* [T governance identified

e Securi ty management Focus area Outline of aspects audited
e User access control Number audited % with findings

e [T service continuity

The following focus areas are transversally performed and were audited at the
National Treasury and SITA: IT governance
* Program change management
* Facilities management

e Data centre management

The structures, policies and

process through which the

jepartmenis ensure thflf T 13 77%
epartments and public entities

support and are in line with the

business requirements

Controls that prevent unauthorised

access to the networks, operating

Security management systems and application systems 13 23%
that generate and prepare

financial information

3.3.2 Implementation of information technology management

Information fechnology management for financial systems was evaluated af 13
departments and two public enfifies in the province. Key areas in the management of

Procedures through which the
departments and public entities
ensure that only valid, authorised 13

IT where deficiencies were identified are summarised in the table below. User access management 92%
users are allowed segregated
access fo initiate and approve
32 Figure 24: Identified control deficiencies in management of information technology fransactions on the system
100% - Processes of managing the
availability of hardware, system
90% software, application software
IT service continuity and data to enable departments 13 92%
i to recover or establish information
70% system services in the event of a
disaster
60% -
50% 1 Key issues within the North West Province can be summarised as follows:
40%
[T governance
30% 1
il Ten (77%) departments and two [100%) public entities had findings pertaining fo IT
10% - governance.
IT governance Security management User access management IT service continuity Depc rtments
“Departments with findings A provincial IT governance framework has not been implemented due to the delayed

roll out of the governmentwide IT governance framework by the DPSA. As a resul,
the following governance processes have not been implemented in the maijority of the
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departments, namely inadequate risk management processes, IT steering committees
are not functioning as intended, IT strafegic plan not being approved, responsibilities
for the key IT positions not delegated and IT policies and procedures not formally

established.

For the two departments where no IT governance findings were raised, adequate
IT governance processes such as [T planning that was part of the overall business
planning, adequate risk management processes and delegation of key IT positions
were implemented, although there was no formal IT governance framework in place.

Public entities

The two public entities audited did not have an IT governance framework in place
and as a result the following governance processes were not implemented, namely
IT strategic plan was not approved, service level agreements were not formalised
and monitored, [T policies and procedures were not established, inadequate risk
management processes and duties of key personnel were not delegated.

Security management

Three (23%) departments and two (100%) public entities had findings regarding
security management.

Departments
The provincial treasury, which is centrally responsible for security management, had

not designed formal IT security policies and had been using informal confrols that
were inadequate fo profect the financial systems. This resulted in the inadequate
security parameter seffings, such as inadequate password seftings, lack of review of
audit frails and no network monitoring tools.

Public entities

The public entities did not have security standard guidelines, which led to the public
entities having inadequacies such as password settings. Furthermore, vendors” access
fo the application system’s databases was not monitored.

User access management

The 12 (92%) departments and two (100%) public entities had findings pertaining to
user access management.

Departments
Although at all departments procedures for user account management were

in place, they were not approved. Furthermore, the review and monitoring of
system control activities and users’ access rights were omitted and therefore all
departments did not perform these activities. Some users could have been granted
incorrect access as the documentation was not completed fully. However, at 8%
of departments user access management controls were adequately designed and
implemented.

Public entities

The two public entities did not have formal user access management policies,
however, because of the small size of the entities and the number of users on the
application system, this is not considered to be a high risk.

IT service continuity

Ninetytwo per cent (12) departments and 100% (two) public entities had findings
perfaining to [T service continuity.

Business continuity plans (BCPs) had not been established and disaster recovery 33
plans (DRPs) were inadequate to ensure that systems would be available in the

event of a disaster at departments and public entfities.

Departments
Some of the audit focus areas were also assessed in the 2009-10 financial year.

The following figure depicts progress made by departments in addressing the issues
raised.
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Figure 25: Progress in addressing prior year IT findings

IT governance

User access control 20% 80%

IT service continuity

W Departments Good  Departments In progress M Departments Intervention required

The follow up on progress was performed only at the five departments that were
audited in the period 2009-2010. There has been some progress in addressing
previous year's findings by management as some of the management commitments
have been partially implemented, although management's attention is sfill required
fo ensure that commitments are addressed fully. In most areas management has
designed the controls; however, they are inadequately implemented.
* T governance — Management's intervention is required at four departments
that had repeat findings that had not been addressed by management. One
department had drafted IT governance frameworks and processes, such as IT
steering committees, strategic plans and risk management processes although
these had not been approved.
*  Security management — Half the departments had drafted and implemented
IT security policies pending the approval and rollout of the government-wide
IT security framework by the DPSA. Thirtythree per cent of departments had
implemented good IT security controls using informally designed controls, while
17% of departments had repeat findings that had not been addressed by
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management. The provincial freasury should develop baseline system security
seftings and network security policies for implementation by departments.

*  User account management — 80% of departments had repeat findings that had
not been addressed by management. Clear roles and responsibilities should
be documented and agreed upon between SITA, National Treasury, provincial
treasury, Office of the Premier and departments. This will allow departments to
understand that they are responsible for user account management for BAS and
Persal and therefore they should document user account management policies
and procedures and adhere to them.

* T service continuity = 80% of departments had repeat findings that had not
been addressed by management. The Office of the Premier and GITOs should
provide guidance in the development of business continuity plans and disaster
recovery plans.

3.3.3  Root causes of findings and the way forward on information technology
management

The overall roof cause is the lack of clear roles and responsibilities between the
provincial treasury and departments.

Departments
* [T governance — The key root cause is the absence of an IT governance

framework that has not been rolled out by the DPSA.

* Security management — The key roof cause is lack of security standard
guidelines that need to be developed by the provincial treasury.

* User account management — The key root cause is the lack of clear roles and
responsibilities between the provincial treasury and departments.

* [T service continuity — The key root cause is the lack of clear roles and
responsibilities between the provincial treasury and departments.

Public entities

* [T governance — The key root cause is the absence of an IT governance
framework as executive authorifies had not delegated the design and
implementation of IT governance framework at these entities.

* Security management — The key roof cause is lack of security standard
guidelines.



¢ User account management — The key root cause is that the public entities were
small and therefore they had fewer users on the application system.
* [T service continuity — The key root cause is the shortage of funds and IT was not

a priority.

The following actfions need to be taken o address the issues raised:

Departments
* The Office of the Premier should consult with the DPSA to ensure alignment of

the draft provincial IT governance framework with the governmentwide best
practices.

* Provincial internal audit should be more involved with fracking the progress
with regard fo implementation of IT management commitments, proactively and
continuously.

* Clear roles and responsibilities should be documented and agreed upon
between the provincial treasury, Office of the Premier and departments.

Public entities

* Public entities should establish a forum that will facilitate the knowledge sharing
with regard fo implementation of IT controls.

* Internal auditors within public entities should track management's commitments.

*  Chief executive officers should be sensitised fo IT issues as they are ultimately
responsible for the public entities.

Management has committed to the following actions fo ensure that findings raised
within T environment are addressed:

Departments

* [T governance — While awaiting the roll-out of IT governance framework by
the DPSA, departments will develop IT strategic plans, establish required T
committees, monifor SLAs and ensure that adequate risk management policies
are implemented.

*  Security management — Security standard guidelines will be established,
implemented and adhered to.

¢ User account management — User account management policies will be
updated and formalised.

* [T service continuity — The Office of the Premier will consult with the DPSA/
national GITO to assist with developing business continuity plans.

Public entities

* T governance — Management has committed to develop IT strategic plans,
establish required IT committees, monitor SLAs and ensure adequate risk
management policies are implemented.

*  Security management — Management has committed to develop security
standard guidelines and ensure adherence thereto. Furthermore, security
policies from the provincial treasury will be tailored by departments to suit their
environments for implementation.

* User account management — Management has committed o update and
formalise user account management policies.

* T service continuity — Management has committed to develop, update and

implement BCPs and DRPs.

3.3.4  Overall assessment of the state of IT management in terms of design at
national level in relation to the audit results

Overall IT controls across the North VWest Province have not been adequately
designed by management resulting in the findings raised across all focus areas
audited. The main concem noted in the North West Province is that there were 35
no clear defined roles and responsibilities between the provincial treasury and
departments. This resulted in some of the IT acfivities not being performed as
departments were of the opinion that the provincial freasury was responsible for
all IT activities in the province whereas the provincial treasury is responsible for
security management, disaster recovery plans, facilities and environmental confrols
for the transversal systems BAS and Persal. Furthermore, progress in implementing
the commitments from the previous year was minimal, especially at the provincial
freasury (Department of Finance|, because the chief director and three directors
resigned during the year. Furthermore, there was a shortage of skilled staff within
the department and therefore the staff that were available were concentrating on
running day-to-day operations.
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SECTION 4: INITIATIVES AND COMMITMENTS BY
KEY PROVINCIAL AND NATIONAL ROLE PLAYERS

4.1 The function of provincial role players in audit outcomes

4.1.1  Assessment of monitoring capacity and focus areas of provincial role

players at the time of the audit

Since August 2011 the AGSA has engaged provincial role players on seven
specific focus areas where their contributions to improve audit outcomes can be
further enhanced. An assessment of the monitoring capacity and effectiveness of the
role players in relation to these focus areas af the time of the audit is depicted in the
table below.

Table 14: Assessment of monitoring capacity of key provincial role players to
address audit outcomes at the time of the audit

Supply chain | Predetermined | Financial | Turnaround HR Governance
Role players Aorp
management | objectives | management |  plans management | structures

Provincial
executive
leadership
(Premier and
MEC Finance)

Coordinated
Provincial
oversight
(Provincial
standing
committees
and
provincial
speaker’s
forum)

>
=
8
=}
-
=
2
o
S
i~
<<
-—
=
=
wv
n
3
>
(=]

Accounting officers, accounting authorities, CFOs and senior officials

Administrative accountability

- Good progress - Intervention required

Note: Responsibility for these focus areas varies amongst the role players

In progress
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4.1.2  Audit committees

The responsibilities of the audit committee include providing assurance on the
credibility of various reports produced for purposes of oversight, decision-making
and accountability. Should the audit committee fail to execute this responsibility
effectively, vital decisions relating to funding, accountability and service delivery
will be based on information that may be inaccurate, incomplete and unreliable.
Figure 26 below depicts the current sfatus and effectiveness of audit committees
within the North West provincial administration, while individual status per auditee
is indicated in annexure 7 fo this report.

Figure 26: Effectiveness of the audit committees

Audit committees: 100% = 23

Audit committee in place
91%

Complaint with legislation
s " 91%

100%
Positive impact on audit outcome

100%
Interaction with executive

®No “Yes

All 13 departments and eight of the public entities had audit committees in place for
the period under review, as prescribed by the PFMA and related treasury regulations;
while 21 (91%) of the audit committees complied with the letter of the law. However,
there is a very distinct difference between being compliant and being effective. This
is evident in that at none of the auditees the audit commitiees had a direct positive
impact on the audit outcomes of their respective auditees.



The natural and most effective means to address this matter at provincial
departments is for the audit committees to have frequent inferaction with the
respective portfolio executives [MECs) as well as with the legislature’s portfolio
committees. Despite legislation making provision for inferaction by audit committees
with the executive and provincial treasury, there was no inferaction between the
audit committees and respective MECs.

4.1.3 Commitments and actions by provincial executive leadership and oversight

bodies

Responses and commitments emanating from the September/October 2011
interactions and roadshows are outlined in table 15.

Table 15: Responses and commitments by the provincial executive leadership

Focus areas targeted by commitments and action plans

Outline of role player commitment/

proposed action plans October 2011

Provincial executive leadership

Vacant HoD and CFO positions
to be given high priority/financial
management units should be
adequately staffed with the
appropriate skills.

Monthly feedback will be provided
by HoDs to MECs on progress of
implementation of key controls — to
oversee the prompt implementation of
key controls that would enhance the
control environment.

HoDs and MECs to regularly
liaise with the AGSA to improve
relationships and make themselves
available to attend meetings on a
more regular basis.

Outline of role player commitment/

proposed action plans October 2011

Governance structures will be
reviewed — to establish whether shared
services with regard to internal audit
and the cluster audit committees are
the best option for the province.

Sustained leadership and oversight
of approved action plans and

their implementation are required
throughout the year.

Instil a culture of commitment and
responsible leadership to clear
previous qualification areas and
ensure continuous monitoring of the
financial environment and service

Supply chain
management
Predetermined
objectives
Financial
management
Turnaround
plans
IT controls
management
Governance
structures

Implemented?

The executive will report to the premier
on steps to be taken in addressing the
audit qualifications and monitoring of
irregular expenditure.

Attending to all information systems

Clearly defined roles and
responsibilities will be defermined at
each auditee for reporting against
predetermined objectives. Dedicated
monitoring units were established
within each department that will be
responsible for reviewing reported
information on a quarterly basis.

Executive authorities will be closely
involved at the public entities in their
portfolios to ensure that shareholder
compacts/corporate plans are agreed
with the accounting authorities of all
public entities and to provide direction
and give priority to reporting on
predetermined objectives.

Focus areas targeted by commitments and action plans

Supply chain
management
Predetermined
objectives
Financial
management
Turnaround
plans
IT controls
management
Governance
structures
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Focus areas targeted by commitments and action plans Focus areas targeted by commitments and action plans

Outline of role player commitment/
proposed action plans October 2011

Outline of role player commitment/
proposed action plans October 2011

Implemented?
Implemented?

Supply chain
management
Predetermined
objectives
Financial
management
Turnaround
plans
IT controls
management
Governance
structures
Supply chain
management
Predetermined
objectives
Financial
management
Turnaround
plans
IT controls
management
Governance
structures

Provincial treasury Provincial public accounts committee
Conduct hearings and recommend on
19 prior year unauthorised expenditure of
departments.

Internal audit to monitor SCM

11 ]
processes on a regular basis.

Intensive training on SCM processes
12 to be rolled out to all departments and
entities.

Post-audit commitment/initiative (new) Prior year commitment/initiative not yet implemented

Central investigation of all irregulqr Commitment/initiative from prior year - Commitment/initiative in progress

and fruitless expenditure with report

on recommendations on disciplinary
13 actions required. The reports should

be tabled in the legislature and

accounting officers summoned to

explain before the PPAC.

Skills audit to be performed on

38 14 CFOs and a minimum qualification
framework will be considered.

4.1.4  Status of PAC oversight resolutions

At yearend, none of the PAC resolutions out of a total of 21 had been resolved
and all were in progress. The provincial treasury assists the PAC in the evaluation of
replies submitted by departments and public entities. The resolutions listed as being
outstanding in fable 17 are based on the evaluation by the provincial freasury on
feedback received from departments and public entities. The efficient and effective
implementation of resolutions has not been evaluated and will only be followed up
during the following audit cycle.

The provincial treasury to play a
bigger role in assisting departments

15 and entities in implementing and
monitoring action plans to address
audit findings.

Table 16: Status of implementation of PAC resolutions

CFO forums should be a platform for

the establishment and sharing of good ) Total number of Numbe.r of Numb.er Of. Numl.)er of

practices, particularly on the new Auditee resolutions resolutions resolutions in resolu!lons not

practice notes and frameworks issued resolved progress actioned
16 by the National Treasury. These forums Departments

should be held regularly and attended

by all CFOs to ensure that when Health 5 5

financial statements are prepared they Public Works Roads and

are free from material misstatements. Transport ! 6 6

The compiling of monthly financial
17 statements (including full disclosure
notes) will be enforced.

Office of the Premier

“-“-

All of the resolutions are directly or indirectly related to financial management,
predefermined objective reporting or compliance with laws and regulations. It
should however be noted that the maijority of depariments and public entities have,

All policies and procedures will be
reviewed fo ensure that these comply
with requirements and all staff are
appropriately trained.
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at the date of this report, not appeared before the PAC for the 2009-10 financial
year as the meetings scheduled were postponed or cancelled as departments and
entities were not properly prepared for these hearings. As a result there has been
no consequence or accountability for those departments that did not implement
resolutions or failed to address prior year audit findings.

4.1.5 Outline of recommended focus areas of role players

It is apparent that leadership remains a concern for the public sector in the North
West Province. The main area that needs to be addressed is that the executive
leadership needs to exercise appropriate oversight over financial reporting,
performance management, compliance and the implementation of HR management
fo ensure that adequate and sufficiently skilled staff are employed. Attention

must also be given to ensure that appropriate action plans are developed and
implemented fo address prior year audit findings. Repeat IT findings must be
addressed and IT governance given priority.

Basic controls designed fo ensure an environment of sound financial management
is still lacking at some departments and entities. Proper record keeping and timely
and accurate reporting on both financial and performance-related matters must

be addressed. Without timely and accurate information being available fo senior
management during the course of the year, corrective action and monitoring cannot
take place. A culture of discipline and compliance should be nurtured to reduce
the risk of noncompliance, particularly in areas of SCM. Implementation of proper
systems, in particular as it relates to reporting against predetermined objectives and
disclosure notes in the financial statements, is still an area of concern and needs to
be addressed if a sustainable clean administration is to be achieved.

Proper risk assessments remain a concern in the public sector. Although risk
assessments are performed, they do not specifically and clearly address those

risks relating to the financial statements, report on predetermined objectives and
compliance with laws and regulations, and specifically SCM requirements. Risk
assessments should be used as pre-emptive tools by the auditees. Most departments
and entities have internal audit and audit committees, however, internal audit under
the appropriate guidance and leadership of the audit committees needs to move
fowards implementation of best practices and not only focus on compliance with the
requirements of the PFMA and Treasury Regulations. Internal audit is in the perfect

position fo monitor and recommend actions and improvements during the year
fo the accounting officers/accounting authorities and fo the executive authorities
through the audit committee.

4.2 Initiatives taken by the AGSA to encourage clean

administration

The initiatives taken by the AGSA 1o encourage clean administration include the
following:

AGSA provincial leadership to interact at least quarterly with the provincial
leadership including the premier, speaker and the executive committee (Exco).
Quarterly visits to executive authorifies to review and give feedback on
implementation of key confrols and commitments made to address prior year
findings.

Regular inferactions between management of departments and public entities
and senior managers and managers of the AGSA fo make recommendations
and assess action plans.

AGSA provincial leadership fo improve support o portfolio committees of the
legislature and attendance of their meefings.

GENERAL REPORT ON THE OUTCOMES OF THE 2010-11
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4.3  Emerging matters that require attention to prevent a negative
impact on future audit outcomes

This section deals with matters that did not have an impact in the current year but
have the potential to result in misstatements in the ensuing year if they do not receive
aftention.

Accounting and compliance matters

* Inventory will be moved from the annexure to disclosure in the financial
statements in the 201 1-12 financial year. Departments that do not have the
appropriate systems and internal controls in place for this accounting change
may receive additional qualifications.

¢ The annual financial statements of the provincial legislature were not prepared
in ferms of GRAP as prescribed by the North VWest Provincial legislature
Management Act, 2007 [Act No. 3 of 2007). GRAP and the full accrual
basis will be phased in over three years as from 2012-13 as per the detailed
fransitional provisions signed by the speaker. The act was amended and the
executing authority can defermine the starting date of the implementation. Failure
fo prepare for this change may result in modified audit opinions being issued.

Susceptibility of assets or liabilities to loss or fraud

*  Proper confrol systfems have not been implemented for the safeguarding and
maintenance of assefs at the majority of departments.

* Limiftations placed on the audit of awards made in terms of the SCM policies
and the high rafe of non-compliance indicate the susceptibility for fraud.

» Officials’ continued involvement with private businesses, nondeclaration of these
interests and non-approval for this work are of concern.

GENERAL REPORT ON THE OUTCOMES OF THE 2010-11
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SECTION 5: SIGNIFICANT FINDINGS ARISING
FROM THE SCM AUDIT

The audits conducted by the AGSA at departments (including Parliament and
legislatures), trading entities, constitutional institutions and listed public entities
included an assessment of procurement processes, confract management and the
confrols in place to ensure a fair, equitable, fransparent, competitive and cost
effective SCM system that complies with legislation and minimises the likelihood of
fraud, corruption, favouritism as well as unfair and irregular practices.

This assessment was performed at all of the 13 departments and 10 public entities
where the audits were finalised by 30 September 2011.

Evident from the analysis of irregular expenditure (section 2.4.3), R1,62 billion

(97%) of the irregular expenditure incurred by auditees was as a result of

the contravention of SCM legislation. Seventy-seven per cent of the irregular

expenditure was identified during the audit process. At the majority of the auditees,

the incomplete identification of SCM irregular expenditure was as a result of the

following:

* Llack of understanding of applicable legislation.

*  SCM officials not aware of SCM policies or do not understand roles and
responsibilifies.

* Disregard of SCM policies and requirements.

Figure 27 presents a summary of SCM findings. Details of prevalent findings are
provided under the headings as depicted in figure 27. The percentoges are based
on the number of auditees where the findings were identified. The SCM findings
are included in annexure 5.



Figure 27: Summary of findings on SCM
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5.1  Limitations on planned scope of audit of awards

Sufficient appropriate audit evidence was not provided at all the auditees that support
awards made in terms of SCM legislation. No alternative audit procedures could

be performed fo obtain reasonable assurance that the expenditure incurred on these
awards was not irregular.

Table 17: Limitations experienced

. Number of Value of P

Departments

Due fo the absence of a contract
register, contract management and

Public Works, Roads and

62 Unknown*
Transport proper document management
systems.
Education 242 Inadequate document management

systems.

* The value of the 62 contracts could not be defermined due to the absence of a contract register and contract
management system.

As a result of the limitations experienced, the findings reported in the remainder of
this section might not reflect the true extent of irregularities and SCM weaknesses at
the auditees where limitations were identified.

5.2  Awards to state officials

The audit included an assessment of the interests of officials of the auditee and
officials of other state insfitutions in suppliers fo the auditee.

legislation does not prohibit the awarding of contracts to persons in the service
of the state; however, legislation ensures that conflict of inferest does not result by
preventing the unfair awarding of contfracts or acceptance of unfavourable price
quotations by requiring employees to obtain approval for performing remunerative
work outside their employment.

Where interests were identified, compliance with SCM legislation and policies
of the auditee was tested. The awards identified were also tested to identify
non-compliance or irregularities that could be an indication that decisions or
recommendations were unlawfully and improperly influenced.

41
Table 18 depicts the audit findings for the auditees where interests were identified.

Table 18: Awards to officials in the service of the auditee

Non-compliance with regard to awards made
Auditee

Close fumlly members of | Official did not declare | Other remunerative work
interest not approved

mmmm
Departments

Education 36 3285 1 Limitation* 36 3285 36 3285
Health 17 8 634 17 8 634

Public Works,
Roads and 3
Transport

Limitation* 3 Limitation*

Department
of Public 7 449 7 449
Safety

o | 4 | ws| 1 | wwier | 1| sms| 4 | o

Percentage of

* The value of the four awards could not be provided for audit purposes
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5.3 Uncompetitive or unfair procurement processes

The principles of contfracting for goods and services in @ manner that is fair,
equitable, transparent, competitive and costeffective emanates from the
Constitution. Legislation, notably the PFMA and Treasury Regulations, prescribes
the processes and rules to be followed by departments and public entities in order
fo consistently and correctly apply the constitutional principles and to safeguard
the process against abuse. The preferential procurement framework further gives
effect to the constitutional principle of providing preference to the previously
disadvantaged in the allocation of work by the public sector.

Our audits also focus on whether procurement processes followed were fair and
competitive in that they provided all suppliers equal opportunity to compete for
public sector contracts and that the processes do not favour some suppliers above
others. It is important that the prescribed processes are followed in order to ensure
that the selected supplier meets the requirements, has the capacity and ability to
deliver the goods and services, and that procurement is done at competitive and
economical prices.

The procurement processes of 441 contracts (R2,2 billion) and 1 064 quotations
(R574,5 million) were tested. The most prevalent findings on non-compliance with
SCM legislation that resulted in uncompetitive or unfair procurement processes are
summarised in fable 19.

Table 19: Findings on uncompetitive or unfair procurement processes

. No or inadequate | Preference point
Competitive bids not L i i C i rospective supplier | system not applied
L quotations not | suppliers without SARS | Prospective SUpIer| - system ot app Other findings
invited 3 list for inviting price| or points incorrectly
obtained tax dearance .
quotations calcwlated
Departments
Human
Settlements ! #
Local
Government
and 2 2 866
Traditional
Affairs
Public Safety 31 3494 31 3380 1 2330

GENERAL REPORT ON THE OUTCOMES OF THE 2010-11

YEARS

19112011

No or inadequate |  Preference point
5 prospective suppller system not applied
list for inviting price| or points incorrectly
quotations

| Nomber | /000 Number | K000 | Nomber | K000 | Nomber | R000 | Wumber | K000 | Wumber | _R000 |
Economic

Development 9 653
and Tourism

Education 5 3073 1 29 6 3917 1 # 38

Three price Procurement from
quotations not | suppliers without SAR!
obtained tax dearance

Competitive bids not Other findings

Auditee invited

calcvlated

12324 59 71547

Provincial 10
Treasury

Health 8 310 586
Office of the 3 10537

Premier

35096

Provincial
Legislature
Public Works,
Roads & 36
Transport

8 7 461

limitation* 24 9019 36  limitation* 36 Llimitation* 36 Limitation*

Social 30 3268

Development
Public entiies

Atteridgeville
Bus Services 1

(Pty) Ltd

Invest North
West
Kgama
Wildlife
Operations
(Pty) Ltd
Mafikeng
Industrial 30 2182
Development
Zone (Pty) Ltd
Mmabana
Arts, Culture
and Sport
Foundation

North West
Str Py bld | 89966

i | o | wjuo |owm @ | ene 3 | ¢ || s | v

Percentage of 35% 35% 13% 13% 13% 22%
auditees tested

* The value of the 36 awards could not be established due to lack of a proper confract management system
# No value is aftached fo this ﬁndmg

20 642

1 199

32 4598 1 # 32 4598



Further details on the legislation not complied with are as follows:

Competitive bids not invited — A competitive bidding process should be followed
for the procurement of goods and services above a prescribed value. Competitive
bids were not always invited and the deviations were not approved by a properly
delegated official or committee or reasons for deviations were not justifiable.

Three price quotations not invited — A price quotation process should be followed
for the procurement of goods and services of a lower value. Instances were
identified of deviations being approved for obtaining less than the required number
of price quotations even when it was not impractical or impossible to obtain the
required number of quotations.

Procurement from suppliers without SARS tax clearance — Awards were made to
suppliers who failed to provide written proof from SARS that their tax matters were
in order.

No or inadequate prospective supplier list for inviting price quotations — In order
fo provide prospective suppliers with an opportunity to take part in this process, a
prospective supplier list should be kept by the auditee and administered in a fair
and competitive manner. Some auditees did not have a prospective supplier list or
did not administer the list according to the requirements.

Preference point system not applied or points incorrectly calculated — The preference
point system was not applied in all procurement of goods and services above R30
000, as required by section 2(a) of the Preferential Procurement Policy Framework

Act, 2000 [Act No. 5 of 2000).

Other major findings include the following:

* Tofal payments under quotations exceeded original quoted amount
* No declaration of inferest submitted (e.g. SBD4)

* Awards made to contfractors not registered with CIDB

* Bids advertised for shorter period — no approval of deviation

5.4 Inadequate contract management

Shortcomings in the manner that confracts are managed result in delays, wastage
and fruitless expenditure. These have a negative impact on service delivery.
Findings on contract management are summarised in fable 20.

Table 20: Findings on contract management

Contracts extended

Inadequate contract n No action No signed contract/ | Contracts amended
or renewed Payments made in . . L
g performance taken against contract not signed | or extended without
to circumvent excess of approved .
Qo measures and - non-performing by a delegated approval by a
competitive bidding L contract price Hicial delegated official
—— monitoring contractors ofticial elegated official
[Number | _R’000 [ Number [ R'000_[ Number [_R000 | Number [_R'000 | Number [_R'000 | Number [ _R'000 ]
Departments
Education 1 # 5 7470
ProY|nC|a| 3 2810
Legislature
Public Works,
Roads & 36 limitation* 1 # 36 limitaion* 36  Limitation* 36  Limitation*
Transport
Social 5 5823

Development
mhm 8642 | 2 [ # [ 5 [7470] 3 [ [ 36 [ [ 3 [ |
auditees tested

* The value of the 36 awards could not be established due to lack of a proper confract management system
# No value is aftached to this finding

Further details on the findings are as follows:

 Confracts extended or renewed to circumvent competitive bidding processes — It
is normal business practice to extend or renew confracts, but at some auditees
it was done to the extent that competitive bidding processes were being
circumvented, resulfing in a procurement practice that was unfair, uncompetitive
or nof fransparent.

* Inadequate contract performance measures and monitoring — Measures applied
in moniforing the performance of contractors were not always sufficient to ensure
that contractors delivered in accordance with the contract.

* Payments made in excess of approved confract price — A contract prescribes the
prices, terms and maximum values, which can be increased through approved
extensions and variafions. Instances were identified of payments being made to
suppliers in excess of these approved confract prices.

* No action taken against non-performing confractors — Strong and decisive
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actions were not always taken against contractors who did not deliver as per
their confract requirements.

* No signed contract/contract not signed by a delegated official = Goods and
services were received and payment was made to suppliers without written,
signed confracts.

* Confracts amended or extended without approval by a delegated official —
Instances were identified where contracts were amended or extended in the
favour of the supplier without the approval of a properly delegated official or
committee.

5.5 Inadequate SCM controls

Findings on deficiencies in fundamental SCM controls are summarised in the fable
below.

Table 21: Findings on SCM controls

SCM officials SCM '“:I?":FL
not aware Inadequate | policies/ Risk Ll | L
of SCM controls | procedures | assessment not (;\(I::nuuie oth
Auditee policies/ do | toensure | in conflict | did not I erl
not understand | interest is with address controls/ |~ controls
roles and declared | applicable SCM proce‘sises
responsibilities legislation it
compliance
Departments
Agriculture,

Conservation,
Environment and Rural
Development

Local Government and
Traditional Affairs

Public Safety

Economic Development
and Tourism

Education

Health

Office of the Premier
Provincial legislature
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Internal
audit did

not evaluate

SCM officials SCM
not aware Inadequate | policies/ Risk
of SCM controls | procedures | assessment
Auditee policies/ do to ensure | in conflict did not S|( N: / 0||I1 erl
not understand | interest is with address S controls
roles and declared | applicable SCM proce;ses
responsibilities legislation an

compliance

Public Works, Roads
and Transport

Public entities

Atteridgeville Bus
Services (Pty) Ltd

Mafikeng Industrial
Development Zone
(Pty) Ltd

Mmabana Arts, Culture
and Sport Foundation

North West Star (Pty)
Ltd

tested

Further detail on the findings is as follows:

*  SCM officials not aware of SCM policies/do not understand roles and
responsibilities — Officials involved in the implementation of the SCM policy
were not always aware of, or did not understand, the SCM policy and their
roles and responsibilities in connection with the SCM system.

* Inaodequate controls to ensure inferests are declared — The controls at some
auditees were inadequate in that officials failed to declare whether they or their
close family members, partners and associates had inferests in suppliers or in
contracts to be awarded. Furthermore, they failed to withdraw from the process
involved in awarding such contracts.

*  SCM policies/procedures contradicting with applicable legislation — Some
SCM policies and procedures were not in line with the prescripts of applicable
laws and regulations. This resulted in policies contradicting with legislation.

* Risk assessment did not address SCM — SCM is generally an area of
considerable risk at most auditees. However, risks were not identified during risk




assessments performed at these auditees.

* Infernal audit did not evaluate SCM controls/processes and compliance — Even
though SCM is generally a high-isk area and directly affects the objectives of
most auditees, the internal audit sections at some auditees did not evaluate the
confrols, processes and compliance with laws and regulations with regard to
SCM.

Other major control findings include the following:

* No SCM policy implemented.

* No controls fo monitor performance of contractors.

» SCM policies/procedures/fraud prevention plans did not provide for measures
fo prevent the abuse of SCM system.

5.6  Overall conclusion on SCM matters

The nature and extent of the findings on SCM matters indicate that there is sfill

a high level of non-compliance at the departments and entities. Officials’ lack

of understanding or disregard of the SCM policies and requirements should

be a major concern fo the leadership of these entfities. The lack of sufficient
documentation kept in an organised and accessible manner is another main
concern. The fact is that many confracts in the provincial government sphere are of
significant value and the findings accumulate o millions. The possibility of fraud or
other irregularities in these awards highlight the need for urgent action to address
these matters.

SECTION 6: CONSOLIDATED FINANCIAL
STATEMENTS

In terms of section 19 of the PFMA, the provincial freasury is required fo prepare
consolidated financial statements for each financial year in respect of departments,
public entities and the provincial legislature. To date the provincial freasury has
not yet been able to prepare the consolidated financial statements. The provincial
freasury continues to prepare separate financial statements which aggregate the
financial results of the departments and the provincial legislature, and another set
which aggregates the financial results of the public entities. This practice does not
conform to the PFMA and the provincial freasury is urged to ensure that processes
are put in place to rectify such non-compliance.

Given the above, the AGSA is unable fo issue an auditor’s report on the fair
presentation of the consolidated financial statfements but instead separate factual
finding reports are issued for the departments and the legislature, and for the public
entities. The sfatus of the agreed-upon procedure engagements as at 31 March

2011 is reflected in table 22. 45

Table 22: Status of the audit of consolidated financial statements

2010 | 20000 [ 20011 [ 200910 |
N N N N

North West

The consolidated financial statements of departments and public entities for the
2010-11 and 2009-10 financial years are outstanding. This is mainly due to
the non-submission of financial statements of the revenue fund for the current and
previous financial years.
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SECTION 7: STATUS OF TABLING OF ANNUAL ~ Toble 24 Annual repors nof abled
Expected tabling date
R E PO RTS Departments _

Sports, Arts and Culture - NW

Financial statements of trading entities 28Feb-12
were submitted late.

The PFMA requires executive authorities responsible for departments or public
entities fo table in the National Assembly an annual report, annual financial ornal di e oud od

statements and auditor’s report relafing to the financial statements. Such reports must North West Transport Investments (Pty) Lid ™" ,e;j{,’,“,'io",'g;n‘;“cj,:;j:‘;fe " 28Feb-12
be tabled within one month of the auditor’s report having been received by the
executive authorifies.

Public entities

Internal dispute at the auditee resulted in 28.Feb-12

Atteridgeville Bus Services (Pty) Ltd el e reteing conabi.

Internal dispute at the auditee resulted in 28Feb.12

e e St [ e annual report not being completed.

A summary of the tabling of annual reports is provided in table 23. North West Directorate of Enfrepreneurial
Development in Natural Resources
Table 23: Annual reports tabled by departments, provincial entities and other Kgama Wildlife Operations (Pty) Lid Al entities in group did not submit AFS. Unknown

entities el Aie, Gl @ Spa Not submitted to legislature in time for

Perceniage of reports tabled at 30 Sept 2011 Foundation 1ob|ingf. Will be tabled with the Depart- 28-Feb-12
Auditee type T ment of Sport.

Annual report not tabled by department. 6-Dec-12

Departments 92% 100%
Public entities 40% 65%
46 Provincial consolidation 0% 0%

oo m ey

* This excludes the one depariment and 10 public enfities (2009-10: 4) where
no audit reports have been issued due to non- or late submission of financial
statements.

Details of the annual reports not tabled are listed in the table 24.
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CONCLUSION

Although most of the departments and entfities have failed to move fowards a clean
administration during the 2010-11 financial year, it is very clear that such route had
been clearly laid out o the executive leadership in the province. Their continued
oversight role and monitoring of action plans are critical to the implementation of
drivers towards a clean administration.

If senior management at the departments and entities can promote a culture of
leadership and performance within their respective departments and entities,
become accountable for their actions, improve the systems of internal controls

fo a level where it is sustainable fo produce timeous and accurate financial and
performance information and get commitment from all the key role players involved,
it will be possible to achieve a sustained clean administration by 2014.
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ANNEXURES TO THE GENERAL REPORT

ANNEXURE 1: Auditees' audit outcomes, areas qualified and findings on predetermined objectives

_ : ) n Financial statement Findings on
Auditee : j . ! ] | . - £ | i
Audit outcome 2010-11 2 - Audit outcome 2009-10 2 |- g ] ]

Predetermined objectives
Compliance with laws and
regulations
Capital assets
Current assets
Liabilities
Capital and reserves
Other disclosure items
Expenditure
and wasteful expenditure
requirements
Presentation
Reported information not
useful
Reported information not
reliable

Predetermined objectives
Compliance with laws and
regulations
Non-compliance with regulatory

Unauthorised, irregular, and fruitless

Departments
Agriculture, Conservation, ) ) " ) ) ) " )
0 1 | Ervironment and Rural F\noncwo\ly{{ﬁgiuohﬂed with Fmoncwo\lyf/lr:)giuohﬁed with
Development naings neings
2 | Human Settlements Qudlified Qualified
Llocal Government and " "
3 Traditional Affairs Qudalified Qudlified
4 | Public Safety Qualified Qudlified
5 | Economic Development and Financially unqualified with Financially unqualified with
Tourism findings findings
6 | Education Qualified Disclaimer
7 | Provincial Treasury FmondoHY unquo\iﬁed with FmandoHY unquo\iﬁed with
findings findings
8 | Hedlth FmondoHY unquo\iﬁed with FmandOHY unguo\iﬂed with
findings findings
9 | Office of the Premier Qudlified Qudlified
10 | Provincial legislature Fmondo\lyl unguo\iﬁed with Qualified
findings
11 | Provincial Revenue Fund Audit not finalised at legislated Audit not finalised at legislated
date date
12 | Public Works, Roads & Transport Disclaimer Disclaimer
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Auditee

2010-11 avdit year

Audit outcome 2010-11

Predetermined objectives

Compliance with laws and
regulations

2009-10 avdit year

Audit outcome 2009-10

Financial statement
qualification areas

regulations
Capital assets

Current assets
Liabilities
Capital and reserves
Other disclosure items

Predetermined objectives
Compliance with laws and

Expenditure

Unauthorised, irregular, and fruitless
and wasteful expenditure
Non-compliance with regulatory

requirements

Findings on
predetermined objectives

Presentation

Reported information not
useful
Reported information not
reliable

Social Development Qualified Qudlified
Sport, Arts and Culture Finoncio\ly unguolified with Fmondo\lyl unguo\iﬁed with
findings findings
Public entities
15 Agribank Creditors Settlement Audit not finalised af legislated Financially unqualified with
Trust date findings
16 Atteridgeville Bus Services (Pty) Qualified FmoncioHY unquo\iﬁed with
Lid findings
) Audit not finalised at legislated Audit not finalised at legislated
17 | Dirapeng (Pty) Ltd dute date
18 | Golden Leopard Resorts (Pry) Lid Audit o ﬂmgfjj at legislated Disclaimer
10 | 1nvest North West Finoncio“y unquohfied with FmondoHY unquo\iﬁed with
findings findings
00 |Kgama Wildlife Operations Financially unqualified with Financially unqualified with
(Pty) Lid findings findings
21 g/(\;ﬂek(e;ts) \Sjustrkﬂ Development Qualified Disclaimer
29 g/\mobono Art_s, Culture and Qualified FmondoHY Unguo\iﬁed with
port Foundation findings
23 | North West Agricultural Bank Audit not finalised at legislated FmondoHY Unguo\iﬁed with
date findings
o4 North West Development Financially unqualified with Financially unqualified with
Corporation (Pty) Lid findings findings
North Yes! Directorote of : Financially unqualified with Financially unqualified with
25 | Entrepreneurial Development in findi findi
Natural Resources InCIngs InaIngs
26 | North West Gambling Board Financially unqualified with Financially unqualified with

findings

findings
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27

Avuditee

Nort West Housing Corporation

2010-11 avdit year

Avudit outcome 2010-11

Audit not finalised at legislated
date

Predetermined objectives

Compliance with laws and

regulations

‘I YEARS

1911-2011

2009-10 avdit year

Audit outcome 2009-10

Audit not finalised at legislated
date

28

North West Parks and Tourism
Board

Audit not finalised at legislated
date

Financially unqualified with
findings

North West Provincial Council

Audit not finalised at legislated

Financially unqualified with

Predetermined objectives

Compliance with laws and

regulations

Capital assets

Current assets

Liabilities

Financial statement
qualification areas

Capital and reserves

Other disclosure items

Expenditure

Unauthorised, irregular, and fruitless
and wasteful expenditure
Non-compliance with regulatory

requirements

Findings on
predetermined objectives

Presentation

Reported information not

useful

Reported information not

reliable

29 on Aids date findings
North West Provincial Arts & Audit not finalised af legislated .
30 : Disclaimer
Cultural Council date
31 | North West Star (Pty) Lid Qualified Fmondo\lyv unguo\iﬁed with
findings
North West Transport Investments 0 Financially unqualified with
32 (Pty) Lid Qualified findings
33 North West Youth Development | Audit not finalised af legislated Qualified
Trust date
34 | Signal Developments [Pty) lid Audit not finalised at legislated Audit not finalised at legislated

date

date
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ANNEXURE 2: Auditees with findings related to comp|i0nce with laws and regu|0tions

Auditee

Annual financial
statements and
annual report

Areas of non-compliance

management
Audit committees
Expenditure
management
Financial
misconduct
Internal audit
management
Strategic planning
and performance
management

Transfer and
conditional grants

Procurement
and contract
management

Departments

! Agriculture, Conservation, Environment and Rural
Development

2 | Human Settlements

3 | Llocal Government and Traditional Affairs

4 | Public Safety

5 | Economic Development and Tourism

6 | Education

7 | Provincial Treasury

8 |Health

9 | Office of the Premier

10 | Provincial Legislature

11 |Public Works, Roads & Transport

12 | Social Development

13 | Sport, Arts and Culture

Public entities

14 | Atteridgeville Bus Services (Pty) Ltd

15 | Invest North West

16 | Kgama Wildlife Operations (Pty) Ltd

17 | Mafikeng Industrial Development Zone (Pty) Lid

18 | Mmabana Arts, Culture and Sport Foundation

19 | North West Development Corporation (Pty) Ltd

20 Norfh West Directorate of Entrepreneurial Development
in Natural Resources

21 | North West Gambling Board

22 | North West Star (Pty) Ltd

23 | North West Transport Investments (Pty) Ltd
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ANNEXURE 3: Auditees with unauthorised, irregular, and fruitless and wasteful expenditure as well as material losses and impairment of

Departments

assets

Auditee

Nature and extent of unauthorised expenditure

Expenditure

Overspending

1

Agriculture, Conservation,
Environment and Rural
Development

area

unrelated to
functional

of allocation

Spending not
in accordance
with conditions

Supply chain
management
related

Compensation
of employees
related

Nature and extent of irregular expenditure

11 414 000

Human Settlements

o

o

11414000 23 939 000

Local Government and
Traditional Affairs

Public Safety

13 468 000

Economic Development and
Tourism

13 468 000 70411344 21 482 022

3104 288

2 866 000 - 1 064 000

2 309 229

Education

140 741 000

52

Provincial Treasury

Health

37 919 000

V[ |N|[O| 0 | &

Office of the Premier

949 486 535

51 157 000

o

Provincial Legislature

7 461 000

11

Public Works, Roads &
Transport

12

Social Development

227 361 000

13

Sport, Arts and Culture

O|O0O| O |OJl0O|0O|lO|O| O |O| © |©O

O|lO0O| O |O|l0O|0O|O0O|O| O |O| © |©O

9091 000 27 409 0oo ||

8 366 000

Public entities

14

Atteridgeville Bus Services

(Pty) Ltd

o

o

20 641 838 0

15

Invest North West

434 414 0

16

Kgama Wildlife Operations
(Pry) Ltd

91 565 0

Mafikeng Industrial
Development Zone (Pty) Ltd

18 668 434 0

Mmabana Arts, Culture and
Sport Foundation

4633771 0

GENERAL REPORT ON THE OUTCOMES OF THE
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Material
under-spending
of vote/
conditional
grant (finding
only)

Material
impairment of
assets

Fruitless and
wasteful
expenditure

Material
losses

23 939 000

3 930 000

211 000 4 070 000

13 000

495 000

94 202 595 86 000

3104 288 205 325

140 741 000

949 486 535 246 000

7 461 000 3 622 000 5 000

227 361 000 1824 000 113 000 -
0

36 500 000
8 366 000

1 144 000

oO|lOo|lOoO|O| O |O| © |©O

oO|l0oO|O0O|O0O|O| O |O| © |©O

91565 78 000

18 668 434

496 348

4633771




Auditee

North West Development

Nature and extent of unauthorised expenditure

Overspending

Expenditure
unrelated to
functional
area

Spending not
in accordance
with conditions
of allocation

Nature and extent of irregular expenditure

Supply chain
management
related

Compensation
of employees
related

Fruitless and
wasteful
expenditure

Material
losses

Material
impairment of
assets

Material
under-spending
of vote/
conditional
grant (finding
only)

19 Corporation (Pty) Lid 2 319 000 2319000 65700,10
North West Directorate of

20 | Entrepreneurial Development 0 0 0 0 0 17 135 0 0
in Natural Resources

21 | North West Gambling Board 0 0 16 940

22 | North West Star (Pty) Ltd (] 89566380 89 566 380
North West Transport

23 Investments (Pty) Ltd 0 0 0 0 0 0 0 0
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ANNEXURE 4: Assessment of auditees’ key controls at the time of the audit

Legend

heeraT Intervention
pPreg reqmred
Frorc | oo |7 [compors | ¢

Leadership Financial and performance Governance
i Processing
. LETD Oversight HR Policies and fipe and IT systems Risk Internal Avdit
Auditee leadership ibilt i d Action plans record i Reporting | Compliance irol it it
wltore | "esponsibiity | management | procedures governance o retor:u ing controls management audi committee
controls

1 Agriculture, Conservation, Environment
and Rural Development

Departments

Human Settlements

Local Government and Traditional Affairs

e Public Safety

Economic Development and Tourism

Education

Provincial Treasury
Health

Office of the Premier

O |0 | N|O | Mh]Jw |

(@]

Provincial Legislature

Public Works, Roads & Transport

N

Social Development

13 | Sport, Arts and Culture

Public entiies

14 | Atteridgeville Bus Services (Pty) Lid
15 | Invest North West
16 | Kgama Wildlife Operations (Pty) Lid

17 Mafikeng Indusfrial Development Zone
[Pty Lid
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Mmabana Arts, Culture and Sport

Auditee

Foundation

Lea

Effective
leadership
clture

Oversight
responsibility

North West Development Corporation
[Pty Lid

20

North West Directorate of Entrepreneurial
Development in Natural Resources

21 | North West Gambling Board
22 | North West Star (Pty) Lid
23 | North West Transport Investments (Pty) Ltd

dership Financial and performance Governance

Processing
and
reconciling
controls

Proper
record
keeping

IT systems Risk Internal Audit
controls management audit committee

Policies and

procedures Reporting | Compliance
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ANNEXURE 5: Auditees with key Findings on supp|y chain management

Limitation on

Awards to state officials and Uncompetitive or unfair Inadequate contract

B . Inadequate SCM controls
their close family members procurement processes management

Auditee planned scope of audit of
awards

Departments

1 Agriculture, Conservation, Environment and Rural
Development

Human Settlements

Local Government and Traditional Affairs
Public Safety

Economic Development and Tourism

Education

Provincial Treasury
Health
Office of the Premier

V[ [ N|c|g|MNlW(N

o

Provincial Legislature

26 11 |Public Works, Roads & Transport

12 | Social Development

13 | Sport, Arts and Culture

Public entities

14 | Atteridgeville Bus Services (Pty) Ltd

15 | Invest North West

16 |Kgama Wildlife Operations (Pty) Ltd

17 | Mafikeng Industrial Development Zone (Pty) Ltd
18 | Mmabana Arts, Culture and Sport Foundation
19 | North West Development Corporation (Pty) Ltd

North West Directorate of Entrepreneurial Development
in Natural Resources

21 | North West Gambling Board
22 | North West Star (Pty) Ltd
23 | North West Transport Investments (Pty) Ltd

20
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NEXURE 6: Auditees with key findings on IT focus areas

IT governance

Auditee

Departments

1 Agriculture, Conservation, Environment and Rural

Development

2 |Human Settlements

3 | Local Government and Traditional Affairs
4 | Public Safety

5 | Economic Development and Tourism

6 | Education

7 | Provincial Treasury

8 |Health

9 | Office of the Premier

10 |Provincial Legislature

11 | Public Works, Roads & Transport

12 | Social Development

13 | Sport, Arts and Culture

Public entiies

14 | North West Gambling Board

15 | North West Parks & Tourism Board

Focus Areas

Security management User access management
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ANNEXURE 7: Effectiveness of audit committees

_qé Auditee Audit committee in place | Complaint with legislation Fesinive impechion/audit Interaction with executive
ZD outcome
Departments

1 | Agriculture, Conservation, Environment and Rural Development

2 |Human Settlements

3 |Local Government and Traditional Affairs

4 | Public Safety

5 | Economic Development and Tourism

6 | Education

7 | Provincial Treasury

8 |[Health

9 |Office of the Premier

58 10 |Provincial Legislature

11 |Public Works, Roads & Transport

12 | Social Development

13 | Sport, Arts and Culture

Public entities

14 | Atteridgeville Bus Services (Pty) Ltd

15 |Invest North West

16 | Kgama Wildlife Operations (Pty) Ltd

17 | Mafikeng Industrial Development Zone (Pty) Lid
18 | Mmabana Arts, Culture and Sport Foundation
19 | North West Development Corporation (Pty) Ltd
20 |North West Directorate of Entrepreneurial Development in Natural Resources
21 | North West Gambling Board

22 | North West Star (Pty) Ltd

23 | North West Transport Investments (Pty) Ltd
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