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Our reputation promise/mission

The Auditor-General of South Africa has a constitufional mandate and, as the Supreme Audit Institution (SAI)
of South Africa, it exists fo strengthen our countiry’s democracy by enabling oversight, accountability and
governance in the public sector through audliting, thereby building public confidence.
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| present to the North VWest Provincial Legislature my 2009-10 general report which summarises the results of
the audit outcomes of the provincial departments, including the provincial legislature, provincial revenue fund,
provincial and other public entities and the schedule 3 public entity which was audited by a private audit firm,

for the financial year ended 31 March 2010.

The overall results point to a regression compared to prior year audit outcomes. It is of concern fo note that
there are still two departments and two public entities in the province that received a disclaimer of opinion in
this financial year. No department or public entity had received a financially unqualified audit opinion without
findings on predetermined objectives or compliance with laws and regulations, compared fo the five in the
previous year. The fact that 15 departments and public entities received a financially unqualified with findings
on predefermined objectives and/or compliance with laws and regulations is a clear indication that a clean
administration is achievable.

The attainment of a clean administration by all government departments and public entities is a milestone we
encourage and support. | am confident that this is achievable if:

(1) oll MECs set a tone to the effect that anything less than a clean administration will not be tolerated;

(2) MECs ensure the appointment of key personnel and speedily resolve pending disciplinary cases;
the accounting officers take ownership of an infernal control environment that is conducive to clean
administration, starting with their oversight of basic departmental disciplines;

(3] the chief financial officers (CFOs) ensure that the minimum expected departmental disciplines are in place
and account fo the accounting officers frequently in this regard;

(4) CFOs prepare monthly financial reports;

(5) audit committees and infernal audit units oversee the identification of key risks and the implementation of
key controls, and continuously monitor the status thereof.

There are matters pertaining fo the areas of human resource management, procurement, information systems,
compliance with laws and regulations, reporting on performance against predefermined objectives and
material misstatements in the financial statements which are prevalent in all departments and entities and
which, going forward, need to be rectified. These matters play a significant role in supporting the infernal
confrol environment and due focus needs to be placed on these by the MECs. Of specific concern is the extent
of the irregular expenditure of R1,8 billion, which could have been prevented had the proper processes been
in place to ensure compliance with supply chain management (SCM) regulations.

Of great concern is the fact that most departments and public entities are not complying with the reporting
requirements on service delivery (performance against predetermined objectives). Considering the high number
of qualified and disclaimed audit outcomes and especially the high percentage of noncompliance with the
PFMA and instances of reported information not being useful, it is evident that the deficiencies in the internal
confrol environment have a direct impact on the province's ability to accurately report on performance against
predetermined objectives.
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On 19 October 2010 |, accompanied by Minister Collins Chabane, met with the provincial executive, and
we were encouraged by the enthusiasm of the provincial executive in committing to driving the following within
their departments:

Engaging the AGSA and the accounting officers in the understanding of key controls

Overseeing the speedy implementation of key confrols that would enhance the control environment

An undertaking that MECs would give priority to speedily addressing the human resource shortcomings
identified by the AGSA and the PSC, which include the placement of senior personnel

An undertaking that MECs would ensure that action is taken against those undermining the policies and
procedures, particularly where it has resulted in iregular expenditure

Attending to information systems shorfcomings.

Through our continued commitment to simpler, clearer and more relevant reporting standards, as well as the

visibility of our leadership, my team supports the executive and the provincial legislature in their committed

efforts to work fowards achieving a clean administration.

In conclusion, | wish to thank the audit teams from my office and the audit firms that assisted in North VWest

for their diligent efforts towards fulfilling our constitutional mandate and the manner in which they continue to

strengthen cooperation with the leadership of the province.

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

A}(\dﬂ( - G CV\Q,!/(\Q/'

Auditor-General
Pretoria
19 September 2010
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'SECTION 2: EXECUTIVE SUMMARY

The purpose of this general report is to provide an overview of the audit outcomes of provincial government
for the 2009-10 financial year as well as recommendations to those charged with governance and oversight
on achieving financially unqualified audit opinions and eradicating findings on the reporting on predetermined
objectives and compliance with laws and regulations. An overview of these audit outcomes was presented to
the provincial executive during October 2010 to facilitate dialogue on the understanding of the key underlying
issues driving these audit outcomes and possible solutions in this regard.

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

Part A: Audits conducted by the AGSA

2.1 Overview of audit outcomes (see 3.1 for detail)

The financial statements of 13 provincial departments and 12 public entities were submitted on time. With
the exception of three, all these audits were completed within the legislated time frame of two months from
receipt of the financial statements at 31 July 2010. Although the timely submission of financial statements and
predefermined objectives information is important, particular affention needs to be paid fo the quality of the
information submitted for audit to avoid qualifications and material corrections.

The audits of the revenue fund and eight public entities had not been finalised as at 31 August 2010 and
are therefore excluded from the analysis throughout this report. Details of these entities and the reasons are

provided in table 5.

It should be noted that the comparatives (2008-09) have been restated fo include audits finalised since the
previous general report was issued.

The leadership and management of those departments and public entities and the auditors who finalised the
audits within the legislated timelines are commended.
A high-level review of audit outcomes for the current and prior year is as follows:

Table 1: Summary of audit outcomes

Departments Public entities

(including legislature and (including trading and other
Audit outcomes provincial revenue fund) types of entities)

2008-09

Opinion on financial statements:

Disclaimer 2 1 2 4
Adverse 0 0 0 0
Qualified 6 2 0 5
Financially unqualified with findings on predetermined objectives and /or compliance with laws and regulations 5 8 10 4
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Departments Public entities
. (indluding legislature and (induding trading and other
Audit outcomes provincial revenue fund) types of entities)

Financially unqualified with no findings on predetermined objectives or compliance with lows and regulations
Total number of audits reported on
Number of audits not finalised as at 31 August 2010

Total number of audits
Entities with findings arising from the AGSA’s other legal reporting responsibilities:
Predetermined objectives 13 9 11 9

Compliance with laws and regulations 13 11 7 10

* The number of provincial depariments increased due fo the transfer of functions proclaimed by the President in September 2009.
# The number of public entities audited by the AGSA decreased by one compared to 2008-09.

A defailed listing of audit outcomes and areas qualified for all departments and public entities audited is
included in annexure 1 to this report. It is of concern that the province's outcomes reflect an overall regression
for departments, with disclaimers in two departments and two entities.

A brief summary of the audit outcomes for the year under review are as follows:

* The overall outcomes regressed from the prior year

 No department or public entity achieved a financially unqualified audit opinion with no findings on
predefermined objectives or compliance with laws and regulations, compared to five in the previous year

* Only the Department of Health managed fo improve from a qualified to financially unqualified with findings
on predetermined objectives and/or compliance with laws and regulations

* Four entities managed fo improve from qualified to financially unqualified with findings on predetermined
objectives and/or compliance with laws and regulations, viz. Kgama Wildlife Operations (Pty) Lid; North
West Development Corporation (Pty) Lid; North West Provincial Council on Aids; and the North West
Directorate of Entrepreneurial Development in Natural Resources

¢ The Departments of Education and Public Works, Roads and Transport regressed from unqualified with
findings on predetermined obijectives and/or compliance with laws and regulations to disclaimers

¢ The Office of the Premier and the provincial legislature regressed from financially unqualified with findings
on predefermined objectives and,/or compliance with laws and regulations o qualified opinions.

Ten (2008-09: 12) departments and public entities were qualified in the year under review. The financial
statement qualification areas that occurred in more than 40% of the entities audited are as follows:

Finomcicd sfulements arealqualified No..o-f dgpurlmenls No.'o.f dgpurlmenls No. of-enﬁlies qualified No. of.enliﬁes qualified
qualified in 2009-10 qualified in 2008-09 in 2009-10 in 2008-09
Capital assets 6of8 20f3 Tof2 70of9
Current assets 40t 8 10of3 10of2 3of9
Liabilities 3of8 10of3 20f2 3of9
Other disclosure items 7of8 10of3 20f2 6of9
Revenue 0of 8 0of3 20f2 3of9
Expenditure 20f 8 10of3 20f2 4of9
ol o sl oqurdve bol Lol 2l 3ol
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Funding of operations/financial sustainability /going concern (see 3.1 for detail)

Concerns regarding going concern were identified at the Mafikeng Industrial Development Zone (Pty) Lid,

the North West Development Corporation (Pty) Ltd, the North West Provincial Council on Aids and the North
West Directorate of Enfrepreneurial Development in Natural Resources. These concerns mainly relate to current
liabilities exceeding assefs at three entities, whilst one entity will cease operations and be dissolved in the

financial year 2010-11.

Unauthorised/irregular/fruitless and wasteful expenditure incurred during the vear (see 3.1 for defail)
Unauthorised expenditure — R281,3 million

Five out of 13 departments audited incurred unauthorised expenditure as defined in the PFMA. At Agriculture,
Conservation, Environment and Rural Development and Health the vote/main division of the vote was
overspent, whilst at Human Settlements, Public Safety and Social Development spending was not in
accordance with the purpose of the vote. Unauthorised expenditure incurred would have possibly increased by
a further R272,8 million or 97% had the accruals at yearend at three departments been paid on time.

Irregular expenditure = R1,8 billion

Eleven out of 13 departments (Agriculture, Conservation, Environment and Rural Development, Local
Government and Traditional Affairs, Education, Health, Office of the Premier, Public Safety, Social
Development, Sport, Arts and Culture, Public Works, Roads and Transport, Provincial Legislature and Economic
Development and Tourism) and four out of 12 public entities audited [Mafikeng Industrial Development Zone
(Pty) ltd, North West Provincial Arts and Culture Council, Kgama Wildlife Operations (Pty) Lid and North West
Parks and Tourism Board) incurred irregular expenditure due to proper SCM processes not being followed, the

highest being R1 billion at Public Works, Roads and Transport and R5 14 million at Health.

Fighty-six per cent of the iregular expenditure identified was not originally disclosed in the auditees’ financial
statements, but identified during the audit process.

Documentation supporting the procurement process followed for contractual expenditure of R750 million could
not be submitted for audit purposes at Public VWorks, Roads and Transport. Therefore the completeness of the
disclosed irregular expenditure could not be determined.

Fruitless and wasteful expenditure — R4,6 million

Fleven out of 25 entities audited incurred fruitless and wasteful expenditure, mostly due to the late payment of
invoices, the highest of these being:

* Public Works, Roads and Transport = R2 094 000

* Office of the Premier — R437 000

* Agriculture, Conservation, Environment and Rural Development — R718 000

* Social Development = R222 000

* Education = R328 000

* Mafikeng Industrial Development Zone (Pty) Lid = R704 960.
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Material underspending of budgets (see 3.1 for detail]

Three departments materially underspent their budgets by a total of R&T,7 million, as follows:

* The Department Economic Development and Tourism underspent by R7 129 000.

* The Depariment Local Government and Traditional Affairs underspent by R28 118 005. The department
requested a roll-over of R25 million to 2010 - 2011, which was approved.

* Social Development materially underspent by R26 483 000.

Material misstatements corrected during the audit [see 3.1 for detail)

* The financial statements submitted for audit were subjected to material corrections during the audit, as
follows:
- Nine out of 13 departments and
- Six out of 12 public enfities

o Of the material misstatements corrected at the departments and public entities, 87% related to other
disclosure items and 40% to irregular expenditure.

The incidence of material misstatements is indicative of the inadequate quality of financial statements submitted
for audit. These material misstatements could have been detected by the entities had management adequately
reviewed the financial statements throughout the year. Furthermore, had the audit committee adequately
reviewed the financial statements, a significant number of errors would have been detected prior to the
financial statements being submitted for audit.

Findings on predetermined objectives [see 3.2 for defail)

Findings arising from the audit of predetermined objectives of departments increased from 75% in the prior
year fo 100% of departments (13 out of 13) in 2009-10. At public entities findings were raised in 11 of the
12 audits completed, compared fo nine of the 17 audits completed during 2008-09.

Table 2: Summary of findings arising from the audit of predetermined objectives

Departments Public entities
Category of finding (including legislature) (including trading and other types of entities)
2009-10
Non-compliance with regulatory requirements 7% 89% 100% 89%
Reported information not useful 54% 56% 27% 22%
Reported information not reliable 46% 67% 27% 22%
Reported performance information not submitted in time for audit 15% 22% 64% 11%

Total number of audits with findings | K] | 9 | 11 | 9

The percentages relafe to those departments and entfities that had findings on the audit of performance
against predetermined objectives calculated as a percentage of the total number of entities with findings on
predefermined objectives.

Non-compliance with regulatory requirements
Findings relate mainly o a lack of reporting on performance against predefermined objectives, lack of
effective, efficient and transparent systems and infernal controls regarding performance management, and @
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lack of or inadequate quarterly reporting on performance against predetermined obijectives. Ten of the 13
departments and all 11 public entities had findings on non-compliance with sections of the PFMA relating to
performance information. The rate of non-compliance in this area is of major concern.

Usefulness of information on performance against predetermined objectives

Usefulness of information refers to the reporfed information being consistent with the institution’s objectives and
targets, which are clearly linked to its mandate and objectives and are specific, clearly identifying the nature
and required level of performance, as well as being measurable and time bound. The reported information on
performance against predefermined objectives af seven of the 13 departments and three of 11 public entities
was not useful.

Reported information on performance against predetermined objectives not reliable

“Reported information on performance against predefermined objectives not reliable” refers to insufficient
appropriate evidence available in relation to reported information and an inappropriate sysfem to generate
the information, with the evidence provided not supporting the reported information and not accurate and
Comp|efe. In the case of six of the 13 deportments and three of 11 pub|ic enfities, the reporfed information on
performance against predefermined objectives was not reliable.

Information on performance against predetermined objectives not submitted for audit
Information on performance against predefermined objectives in respect of two departments and seven public
entities was not received by 31 May 2010 for review purposes.

Findings on compliance with laws and regulations that do not impact on the financial statements

[see 3.3 for detail)

Non-compliance ‘ PFMA ‘ SCM regulations ‘ HR management
Departments 110f 13 120f 13 40f 12
Public entifies 3of12 50f12 00f12

Some of the compliance matters identified ot departments and public entfities relafe to entering info fransactions
prohibited by legislation while others relate to failure by accounting officers, CFOs and other officials fo meet
their legislated responsibilities, resulting in unauthorised, irregular and fruitless and wasteful expenditure, as
highlighted in the audit reports of departments and public entities.

Departments and public entities should consider strengthening preventative and detfective controls through the
use of compliance checklists, together with ongoing review and monitoring by management to prevent lopses
in compliance with laws and regulations. Furthermore, internal audit should review the adequacy of infernal
confrols as part of their ongoing plan. This is indicative of the impact of the ineffectiveness in the provincial
governance structures which require a specific response.

Significant findings on information technology systems [see 3.4 for defail]
Departments rely on computerised information systems (e.g. the Basic Accounting System (BAS), Personnel
Administration System (Persal) and the Logistical Information System (Logis) to perform their statutory financial
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management, reporting and administrative functions. These systems are centrally supported by National
Treasury and the State Information Technology Agency (SITA) that provides important computer networking
infrastructure, data storage and refrieval services. T he control environments for these systems are crucial

as large amounts of critical financial data and transactions are recorded on, and processed through these
systems. Furthermore, the aufomation of business processes and transaction processing confributes significantly
fo efficient service delivery.

Information technology (IT) general control audits were performed atthree3 departments. Significant
weaknesses were identified regarding the IT control environment and management of information systems.
* At three depariments weaknesses regarding IT governance were identified.

* At one department weaknesses regarding security management were identified.

* Three departments had findings relating to user access control.

* Three departments had findings relating to IT service continuity.

Some of these weaknesses were reported in the prior year but had not been addressed and the risks therefore
remain. This was brought to the attention of leadership to enable them to address internal control deficiencies
where required. Although this review was specifically performed at only three departments in the current year,
the deficiencies exist at most of the provincial departments.

2.2 Overview of action taken or to be taken to address audit outcomes

Drivers fo improve audit outcomes (see 4.1 for detaill

The lack of improved audit outcomes in the province can be attributed to departments and entities not having
addressed the key confrols in the three fundamental areas of infernal control, namely leadership, financial and
performance management and governance.

The performance of departments and entities in this regard can be summarised as follows:

Previous good practice
Leadership maintained or improved

Improvements required

Departments Entities Departments Entities

. Commitments to improve on the audit outcomes by those charged with governance at departments and
entities by setting the right tone from the top fo create an environment conducive to sound financial
management and improved service delivery:

Financial statements 3 10 10 2
Predetermined objectives 3 ] 10 11
Compliance None 2 13 10
2. Review and monitoring of action plans to address all significant internal control deficiencies. 3 10 10 2
3. Esrqblish an eff.ecﬂvg orgunisoﬂonu! sfructure that places peo‘ple with uppropriote skills in uppropriu‘te None 10 13 9
positions especially in the SCM environment to ensure compliance with applicable laws and regulafions.
4. Ensure that all vacancies in Finance and other significant components are filled within a reasonable time. 4 7 9 5
5. Leadership’s implementation of action plans to address user access control deficiencies. * None None 3 None
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Previous good practice

maintained or improved O T o,

Leadership

Departments m Departments Entities
Financial and performance management

1. Proper record keeping and record management ensuring that supporting documents are properly filed and
easily refrievable.

Financial statements 3 10 10 2
Predetermined objectives ] 4 12 8
2. Producing accurate information and continuously monitoring the quality thereof.
Financial statements ] 3 12 9
Predetermined objectives None ] 13 1
3. Ensure that the asset register reflects the assefs owned and that this is agreed to the financial
. None 10 13 2
records on a monthly basis.
4. Application systems susceptible fo compromised data infegrity: (*)
User access control None None 3 None
Security management 1 2
Business continuity None 3

Governance

1. Improved involvement by infernal audit and audit committee in monitoring processes

Financial sfatements None ] 13 11

Predetermined objectives None 1 13 11
2. Maintaining effective risk management strategies, including fraud prevention plans None None 13 12
3. Lack of IT governance framework to direct the posifioning of IT, resource requirements, risk and internal Noe None 3 None

control management. (*)

Review of information systems conducted only at three departments and not at any entity.

Action taken/to be taken to address matters previously reported [see 4.2 for detail)

The following commitments made by the provincial executive after the 2009-10 audit outcomes of the province
were discussed with them:

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

* Infernal audit to monitor SCM processes on a regular basis.

* Investigations info all iregular expenditure for the current year will be coordinated centrally to ensure the
correct processes followed in terms of the PFMA.

The PPAC to conduct hearings and recommend on prior year unauthorised expenditure of departments.
Vacant Head of Depariment (HoD) and CFO positions fo be given high priority.
Skills audit to be performed on CFOs and a minimum qualification framework will be considered

Provincial freasury to play a bigger role in assisting departments and entities in implementing and
moniforing action plans fo address audit findings.

Monthly feedback will be provided by HODs to MECs on progress made with implementation of key
controls.

HoD and MEC o regularly liaise with the AGSA to improve relationships.
Covernance stfructures will be reviewed.
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Initiatives by the AGSA to encourage clean administration [see 4.3 for detail)

In support of a clean administration, the AGSA leadership in the province embarked on an intensified
programme fo enhance its visibility with the objective of improving the effectiveness of the audit process and
to engage with all role players that could influence clean administration. To this end, the audit leadership paid
regular visits to teams during the audits and meetings were held with those charged with governance. The
engagements focused on simplicity, clarity and relevance of the message to gain an understanding, secure
buy-in and seek commitment that would influence clean administration.

As at the end of August 2010, the AGSA in North West had met with the Premier and most of the MECs
as well as the Speaker of the provincial legislature o discuss the current PEMA 2010 audit outcomes. A key
feature of this visibility was fo ensure that the executive understands the key confrols within their environment
without which a clean administration cannot be achieved. The executive would then be in a position to
frequently assess the sfafe of these key controls.

The AGSA leadership also engaged with the North West centralised audit committee to discuss matters arising
in the draft audit reports prior to the audit reports being signed off.

Matters that may potentially impact the auditor's report in the coming year (see 4.4 for detaill

Matters that may potentially impact the auditor’s report in the coming year if not effectively addressed in the
current year include the following:

* Transfer of functions

* Immovable assefs

e New [BAS) system

2.3 Overview of the AGSA’s specific focus areas

The regularity audits of departments included an assessment of their compliance with legislation that supports
effective human resource management procurement and contract management.

The provincial legislature was excluded from the HR horizontal audit as the Public Service Act and regulations
are not applicable to legislatures. The analysis is based on a total of 12 departments.

The audits revealed that eight departments did not meet all the requirements for an effective human resource
management system. These weaknesses impacted the departments’ financial management as well as their
ability to deliver services in accordance with their mandates.

The audits also revealed that in general compensation of employees was not an area of high risk. The
weaknesses in the controls over compensation identified at nine departments were, however, of concern.

The audits revealed that employees or their close family members have interests in the businesses that supply
fo the auditees. legislation applicable to such inferest was not always complied with. In addition, it was noted
that the findings listed in the report entitled Performance audit of entities that are connected with government
employees and doing business with departments of the North West Provincial Administration tabled in August
2008 had not been investigated and appropriately dealt with by all departments.

10 ‘ ~.“)
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Non-compliance with the SCM legislation in the procurement process was identified at 13 depariments. The
most significant audit findings were as follows:

* Three quotations were not always invited for procurement up to a value of R500 000

* Awards were made to suppliers who did not have the highest points

 Competitive bidding processes were not always followed for procurement above R500 000

* The preference point system was not always applied.

Non-compliance with SCM legislation resulted in 99% of the irregular expenditure incurred in the year under
review.

Weaknesses in the management of confracts were identified af five departments. The most significant findings

were as follows:

* Contracts were amended, extended or renewed without approval or fo circumvent the competitive bidding
process

* Performance measures or the monitoring of some contracts was inadequate.

The root cause of the weaknesses identified relates fo controls not being implemented fo prevent and detect

instances of non-compliance and failure. The following control deficiencies were most prevalent:

* Disregard for legislation by officials and insufficient supervision and monitoring by accounting officers,
CFOs and senior managers

* Inadequate support by the audit committee to establish a strong control environment and ensure compliance

* Failure by internal audit units to assess the adequacy of controls that mitigate risk of non-compliance and to
monifor the consistent operation of those controls throughout the year

* Role and responsibilities of risk and compliance officers not clearly defined

* Ineffective risk management processes.

Investigations were complefed at one department during the year under review and investigations were in
progress at six depariments.

The AGSA conducted performance audits of the infrastructure delivery process at the Departments of Health

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

highJlevel overview of the infrastructure delivery management processes. Broad conclusions in respect of audits

conducted in North West were as follows:

* The construction of schools, hospitals and clinics was not completed on time, within the allocated budget
and af the required standard of quality

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

Defails of investigations and performance audits are contained in section 3.5 of this report.

‘-;‘) 11
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2.4 Overview of status of provincial consolidation and status of tabling of annual

reports (see sections 6 and 7 for detail)

The consolidated financial statements for the depariments and public entities have not been received for the
2008-09 and 2009-10 financial years. The status and detail of tabling of 2009-10 annual reports are set out

in section 7 of and annexure 3 to this report.

Part B: Audits not conducted by the AGSA

2.5 Overview of audit outcomes (see 8.1 for detail)

Table 3: Summary of audit outcomes on audits not conducted by the AGSA

Type of audit opinion ‘ Schedult'e . m!d. i
public entities
Disclaimer 0
Adverse 0
Qualified 0
Financially unqualified with findings on predetermined objectives and /or compliance with laws and regulations ]
Financially unqualified with no findings on predetermined objectives or compliance with laws and regulations 0
Total number of audits reported on 1
Number of audits not finalised at legislated date for submission to the executive authority — 31 August 2010 2
Total number of audits K}

Mmabana Arts, Culture and Sport Foundation submitted financial statements on 31 May 2010 and the audit
was complefed within the legislated time frame.

Mmabana Arts, Culture and Sport Foundation reported a R6, 1 million net loss from operations during the
current year whilst the net loss reported during 2009 amounted to R8,8 million. The entity cannot sustain these
losses indefinitely. This state of affairs is indicative of a material uncertainty that may cast significant doubt on
the entity's ability to operate as a going concern.

Mmabana Arts, Culture and Sport Foundation did not establish and implement an integrated risk management
policy as required by section 51(1)(al(i) of the PFMA.

The other two entities, namely the North West Provincial Heritage Resources Authority and the North West
Eastern Region Entrepreneurial Support Centre, had not submitted financial statements at the date of this report.

2.6 Overview of status of tabling of annual reports (see section 9 for detail)

The sfatus of tabling of 2009-10 annual reports is set out in section @ of this report.

o
0 %
0!
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PART A - AUDITS CONDUCTED BY THE AGSA
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ISECTION 3: OVERVIEW OF AUDIT OUTCOMES FOR 2009-10

The table below provides details of the 2009-10 audit outcomes of departments and public entities. The table
also reflects the sfatus of completion of the 2009-10 audits as at 31 August 2010.

Table 4: Summary of audit outcomes

Departments Public entities
(including legislature and (induding trading and other

Audit outcomes provincial revenue fund) types of entities)

Opinion on financial statements

Disclaimer 2 ] 2 4
Adverse 0 0 0 0
Qualified 6 2 0 5
Financially unqualified with findings on predetermined objectives and /or compliance with laws and regulations 5 8 10 4
Financially unqualified with no findings on predetermined objectives or compliance with laws and regulations 0 1 0 4

Total number of audits reported on
Number of audits not finalised at 31 August 2010

Total number of audits

Public entities with findings arising from the AGSA’s other legal reporting responsibilities
Predetermined objectives 13 9 11 9

Compliance with lows and regulations 13 11 7 10

*

The number of provincial departments increased due fo the fransfer of functions proclaimed by the President in September 2009.
# The number of public entities audited by the AGSA decreased by one compared to 2008-09.
It should be noted that the comparatives (2008-09) have been restated fo include audits finalised since the previous general report

was prepared and issued.
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A defailed listing of audit outcomes and areas qualified for all departments and public entities audited is
included in annexure 1 fo this report.

Movements in audit outcomes

Movements in audit outcomes of the departments and public entities for the year under review are reflected in
the table below:

Table 5: Movements in audit outcomes

New entities or those

Type of auditee ‘ Unchanged ‘ Improvement ‘ Regression ol ot
Departments 5 1 4 3 13
Public entities 8 4 0 0 12

Total number of audits

reported on

Overall, the audit outcomes of the North West Province reflect a regression, which is of concern. The details
and key drivers for this regression are captured below.

Departments
The restructuring of the executive in September 2009 resulted in significant changes at a departmental level

from both a reporting and accountability perspective. The changes that occurred in departments are as

follows:

* Renaming of departments: Vote 13: Agriculture, Conservation and Environment was renamed as Vote 13:
Agriculture, Conservation, Environment and Rural Development whilst Vote 7: Finance was renamed as
Vote /: Provincial treasury

* Formation of new departments: Vote 11: Public Works and Vote 10: Transport, Roads and Community
Safety formed Vote 11: Public Works, Roads and Transport and Vote 5: Public Safety.

* Splitting of departments: Vote @: Developmental Local Government and Housing was split into Vote 9: Local
Government and Traditional Affairs and Vote 15: Human Settlements.

Unchanged (five)

The Department of Social Development remained qualified, mainly due to lack of appropriate oversight to
ensure that matters relafing fo basic financial disciplines and compliance reported in the previous years on
moveable assefs and employee benefits were addressed.

The following departments achieved audit opinions of financially unqualified with findings on predetermined
objectives and/or compliance with laws and regulations:

* Agriculture, Conservation, Environment and Rural Development

* Economic Development and Tourism

* Sport, Arts and Culture

* Provincial freasury.
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Improvements (one)

The Department of Health managed to improve from a qualified opinion to financially unqualified with findings
on predefermined objectives and compliance with laws and regulations. The reason for this improvement was
the involvement of the MEC, the accounting officer and the CFO in addressing the deficiencies in the fixed
assef register and the disclosure of irregular expenditure.

Regressions (four)

The Departments of Education and Public Works, Roads and Transport regressed from unqualified with findings
on predefermined objectives and/or compliance with laws and regulations to disclaimers. The reason for

this at both departments was a lack of permanent key personnel at HoD and CFO, which resulted in poor
moniforing of and supervision over basic disciplines and ultimately an inability to provide sufficient appropriate
audit evidence for disclosures made in the financial statements.

The office of the Premier and the provincial legislature regressed from financially unqualified with findings

on predefermined objectives and,/or compliance with laws and regulations fo qualified opinions. This was
mainly due to lack of oversight and insufficient implemented controls to ensure that information in the financial
statements was reliable before submission for audit.

New departments (three)

The following newly established departments all recorded qualified audit opinions:
* Public Safety

* local Government and Traditional Affairs

* Human Setilements

Public entities

The overall audit outcomes for the public entities have improved, primarily as a result of a drive by the
provincial executive, led by the Premier, to address the governance structures in the public entities and also to
restore accountability.

Improvements (four)

Four enfities managed to improve from qualified to financially unqualified with findings on predetermined
objectives and/or compliance with laws and regulafions:

* Kgama Wildlife Operations (Pty) ltd

* North West Development Corporation (Pty) Lid

* North West Provincial Aids Councll

* North West Directorate of Entrepreneurial Development in Natural Resources.

The improvement in the outcomes can be attributed to the following:

* Involvement by the MEC and accounting officer of the Department of Economic Development in addressing
the governance deficiencies at the entities

* Interventions by accounting authorities of public entities, which resulted in the improvement of audit
outcomes

* An improvement in timely responses to audit findings and increased management commitment to resolve
findings
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* Availability and accessibility of key management and sfaff, particularly at public enfities
* A strong desire by the leadership to achieve a positive outcome.

Unchanged (eight]

Mafikeng Industrial Development Zone (Pty) Lid and North West Provincial Arts and Cultural Council again
received disclaimers. This was mainly due fo a lack of action taken to address previous audit findings and
inadequate confrols and sysfems to provide sufficient appropriate audit evidence for disclosures made in the
financial statements.

The following six entities remained financially unqualified with findings on predefermined objectives and/or
compliance with laws and regulations:

* Atteridgeville Bus Services (Pty) Lid

* Invest North West

* North West Gambling Board

* North West Parks and Tourism Board

* North West Star (Pty) Lid

* North West Transport Investments (Pty) Ltd

Status of completion of audits
Detail of the audits outstanding is presented in the table below:

Table 6: Status of completion of audits

Departments Public entities

Reason (including legislatures and (including trading and other
revenve fund) types of entities)

Financial statements not yet received 1

Audit not yet completed due to late receipt of financial statements

0
Audit still in progress for other reasons 0

Total number of audits not yet completed by 31 August 2010 | 1 |

In total 88% (22 of 25) of audits were completed within the legislated deadline of two months from receipt of
the financial statements. Audits of the Department of Social Deve|opmenf, North West Youth Deve|opmem Trust
and North West Provincial Arts and Culture Council were finalised late as a result of AGSA staff shorfages.

-l — | o [~

The following audits are excluded from the analysis:
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Table 7: Audits outstanding or finalised late

Expected signing
date

Entity not reported on AFS received date Reason not finalised

North West Provincial Revenue Fund AFS for 2009-10 not received. bty CUUSEd. 1y A freasury R 31 October 2010
completion of the annual audits.
Golden Leopard Resorts (Pty) Lid 15 July 2010 Newly appointed CFO. 10 September 2010
North West Youth Development Trust 31 May 2010 Ul T [erg:its:sf BRI i) 13 September 2010
Agribank Credifors Sefflement Trust 17 August 2010 The entity is winding down. 17 October 2010
North West Agricultural Bank 17 August 2010 The entity is winding down. 17 October 2010
North West Housing Corporation AFS for 2008-09 and 2009-10 not received. The entity is winding down. Unknown
) AFS for 2007-08; 2008-09 and 2009-10 not |  The Board of Directors, CEQ and CFO had been suspended due to
Dirapeng (Pty) Ltd : T Unknown
received. investigations.
Signal Development (Pty) Ltd AFS for 2007-08; rze(zgl?/e?jq tnd 2009-10 not Board members not appointed. Unknown
North West Tribal and Trust Fund AFS for 2000-01 to 2009-10 not received. AFS fortis e”'?’y hova not been p‘repured for o number of yeas tue Unknown
to uncerfainty on the accounting framework to be applied.
Financial statement audit
Figure 1: Financial statement areas qualified - Departments
100% -
Q0% 92%
80%4 75 75%

70% 67% 67%
60% A
50%- P
40% A 38%
33% 33% 33% 33%
30% 25%
20%
10% 4
0% 0%
O% T T T T T T T T

2009-10  2008-09 | 2009-10  2008-09 | 2009-10 ~ 2008-09 | 2009-10 ~ 2008-09 | 2009-10 ~ 2008-09 | 2009-10 ~ 2008-09 | 2009-10  2008-09

Capital assets Current assets Liabilities Other disclosure Revenue Expenditure Unavthourised,
items irregular, and
fruitless and
wasteful expenditure

Discussion on qualification areas
The root causes of financial statement qualification areas for departments per balance sheet and income
statement items where findings are greater than 40% are as follows:
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Capital assets (75%)
Six of eight departments were qualified on movable and immovable assets (2008-09: two of three).

The qualifications resulted from immovable assefs and related work in progress at the departments not
being appropriately accounted for in ferms of the requirements of National Treasury guidelines on assefs for
departments. Furthermore, there were inadequacies regarding the content and completeness of fixed asset
registers, leading to a limitation on the scope of the audit of capital assets.

The challenges stem from the following:

* Basic disciplines around asset management not being adhered tfo, e.g. regular asset counts and
reconciliation of the fixed asset registers

* Management not taking responsibility for a control environment that is conducive to sound financial
management

* Asset systems in place were not always adequate to provide sufficient details on the existence and valuation
of assets

* Inadequate, regular oversight by MECs to ensure that these matters are being affended to.

Other disclosure items (88%)

Seven of eight departments were qualified on other disclosure items (2008-09: one of three).

The qualifications were as a result of a lack of supporting documentation for commitments, contingent liabilities,
employee benefits and related-party disclosures.

The challenges stem from the following:

* Alack of effective document management fo support the disclosure notes presented in the financial
statements.

* Alack of processes to address all the requirements of the accounting framework.

* Inability of the CFOs to ensure compliance with accounting standards relating fo presentation and
disclosure of accounting activities.

Unauthorised, irregular and fruitless and wasteful expenditure (75%)
Six of eight departments were qualified on unauthorised, irregular, and fruitless and wasteful expenditure

(2008-09: two of three).

The qualifications stemmed from payments made contrary to SCM regulations. Procurement and contract
management was identified as a focus area for the 2009-10 financial year, which resulted in additional
findings being raised.

The challenges stem from the following:

* A lack of or insufficient policies and procedures in place to ensure compliance with SCM regulations.
* Circumvention of SCM procedures by senior management.

* lack of disciplinary steps against officials who do not comply with processes and/or procedures.
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Current assets (50%)
Four of eight departments were qualified on current assets (2008-09: one of three).

The qualifications resulted mostly from a lack of sufficient appropriate audit evidence presented for audit.

The challenges stem from a lack of effective document management to support the disclosure notes presented

in the financial statements.

Figure 2: Financial statement areas qualified - Public entities

2009-10: 100% = 2 2008-09: 100% = 9
100% - 100% 100% 100% 100% 100%
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2009-10  2008-09 | 2009-10  2008-09 | 2009-10  2008-09 | 2009-10  2008-09 | 2009-10 ~ 2008-09 | 2009-10 ~ 2008-09 | 2009-10  2008-09
Capital assets Current assets Liabilities Other disclosure Revenue Expenditure Unauthourised,
items irregular, and
fruitless and
wasteful expenditure

Discussion on qualification areas
The root causes of financial statement qualification areas per balance sheet and income statement items where
findings are greater than 40% are as follows:

Capital assets (50%)
One of two entities was qualified on movable and immovable assets (2008-09: seven of nine).

The qualifications resulted from the requirements of GRAP 17, Property, plant and equipment, which
specifically dealt with the recognition and defermination of useful lives of assets as well as impairment and
depreciation thereof.

The challenges stemming from the complexity in the application of GRAP 17, Property, plant and equipment,
the impairment of assets, the consideration of useful lives and depreciation were evident. The unwillingness of
entities to embrace the standard in its entirety resulted in misinterpretations of the standard.

20



2009-10 PFMA audit outcomes - North West

Current assets (50%)
One of two entities was qualified on current assets (2008-09: three of nine).

The qualifications resulted mostly from a lack of sufficient appropriate audit evidence presented for audit.

The challenges stfem from a lack of effective document management to support the disclosure notes presented
in the financial statements.

Liabilities (100%)
Two of two entities were qualified on liabilities (2008-09: three of nine).
The qualification stemmed from a lack of appropriate systems in place to account for all payables at entities.

The challenges stem from a lack of processes to address all the requirements of the accounting framework.

Other disclosure items [100%)
Two of two entities were qualified on other disclosure items (2008-09: six of nine).

The qualification slemmed from a lack of supporting documentation for commitments, contingent liabilities,
employee benefits and related-party disclosures.

The challenges stem from the inability of the accounting division to ensure compliance with accounting
standards relating to presentation and disclosure of accounting activities.

Revenue (100%)

Two of two enfities were qualified on revenue (2008-09: three of nine).

The qualifications resulted from a lack of sufficient appropriate audit evidence presented for the audit for
revenue.

The challenges stem from a lack of effective document management to support the revenue collected by the

entity.

Expenditure (100%)

Two of two enfities were qualified on expenditure (2008-09: four of nine).

The qualifications resulted from a lack of sufficient appropriate audit evidence presented for the audit for
expenditure and journal entries made.

The challenges stem from a lack of effective document management to support the expenditure incurred by the

entity.

Unauthorised, irregular and fruitless and wasteful expenditure (100%)
Two of two entities were qualified on unauthorised, iregular, and fruitless and wasteful expenditure (2008-09:
three of nine).
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The qualifications stemmed from payments made contfrary to SCM regulations. Procurement and contract
management was identified as a focus area for the 2009-10 financial year, which resulted in additional
findings being raised.

The challenges stem from:

* alack of or insufficient policies and procedures in place to ensure compliance with SCM regulations.
e circumvention of SCM procedures by senior management.

* lack of disciplinary steps against officials who do not comply with processes and/or procedures.

Funding of operations/financial sustainability/going concern

Table 8: Auditees with concerns related to funding of operations/financial
sustainability/going concern

Auditee ‘ Reason(s)
el e The entity has not obtfained an operafing licence from DTI. Current liabilities exceed current assefs;
Significant losses for the past financial years.
North West Development Corporation (Pty) Ltd Current liabilities exceeded fotal assets by R190 million.
North West Provincial Council on AIDS The entity’s liabilifies exceeded its assets by R2,2 million.
Directorate of Entrepreneurial Development in Natural The DED will cease its operations and be dissolved within the next year. The annual financial statements were compiled on the
Resources Utilisation liquidation basis.

The table above depicts the public entities within the province where concerns related to funding of operations,
financial sustainability and going concern were raised.

Unauthorised, irregular, and fruitless and wasteful expenditure incurred during the vear
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Figure 3: Unauthorised, irregular and fruitless and wasteful expenditure

Limitation of scope
B Additional expenditure identified during the audit

B Disclosed in 31 May financial statements
2 000 000 000
1 800 000 000 - 749968780 749968780
1 600 000 000
1 400 000 000
1200 000 000 ~

859 847087 821583432
1 000 000 000 ~

800 000 000 -
600 000 000
400 000 000 -
200000000 ~ 266 668 038 267852311 267 852311
0 . 14 647 000 _38 263 655

Departments Total Departments Entities

Unavuthorised expenditure Irregular expenditure

Unauthorised expenditure = R281,3 million

Table 9: Unauthorised expenditure (PFMA)

Nature and extent of unauthorised expenditure

Type of auditee Overspending of vole/ main division of vote | Spending not in accordance with purpose of vote

R’000 R’000

———

Total | | | 16494 | | | 264, 1

Five out of 13 departments audited incurred unauthorised expenditure as defined in the PFMA. At Agriculture,
Conservation, Environment and Rural Development and Health the vote/main division of the vote was
overspent, whilst at Human Settlements, Public Safety and Social Development spending was not in
accordance with the purpose of the vote.

Irregular expenditure — R1,8 billion
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Table 10: Irregular expenditure

Nature and extent of irregular expenditure

Type of auditee SCM related Compensation of employees related

Departments 1 85 1,830,790 1 8 86 4 31 8,528
Public entities 4 33 38,092 1 8 91 0 0 0

The breakdown of the 16 departments and public enfities that incurred irregular expenditure due to proper
SCM processes not being followed is as follows:

Eleven out of 13 departments (Agriculture, Conservation, Environment and Rural Development, Local
Govermnment and Traditional Affairs, Education, Health, Office of the Premier, Public Safety, Social
Development, Sport, Arts and Culture, Public Works, Roads and Transport, Provincial legislature and Economic
Development and Tourism) and four out of 12 public entities audited [Mafikeng Industrial Development Zone
(Pty) id, North VWest Provincial Arts and Culture Council, Kgama Wildlife Operations (Pty) Lid and North West
Parks and Tourism Board) incurred irregular expenditure due to proper SCM processes not being followed, the

highest being R1 billion at Public Works, Roads and Transport and R514 million at Health.

Eighty-six percent of the irregular expenditure identified was not originally disclosed in the auditees” financial
statements, but identified during the audit process.

Documentation supporting the procurement process followed for contractual expenditure of R750 million could
not be submitted for audit purposes at Public Works, Roads and Transport. Therefore the completeness of the
disclosed irregular expenditure could not be defermined.

The root cause of the fransgression was that although SCM policies were in place, there were insfances of
non-adherence to policies and procedures. Furthermore, there was inadequate monitoring and review by
leadership with regard to noncompliance with SCM policies and emergency procurement as well as the
reasons behind it.

Fruitless and wasteful expenditure — R4,6 million

Eleven out of 25 entities audited incurred fruitless and wasteful expenditure, mostly due to the lafe payment of
invoices, the highest of these being:

* Public Works, Roads and Transport = R2 094 000;

o Office of the Premier — R437 000;

* Agriculture, Conservation, Environment and Rural Development = R718 000;

* Social Development — R222 000;

e Education — R328 000:

* Mafikeng Industrial Development Zone (Pty) Lid = R704 960.

Material losses, material impairment of assets and material underspending of the vote/conditional grant
The Department Economic Development and Tourism underspent on Programme 1: Administration, Programme

o
0%
0!

G
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2: Integrated Economic Development Service and Programme 3: Trade and Industry Development by
R7 129 000. Consequently, the department operated with a high vacancy level and small, medium and micro
enterprise training projects were not completed.

The Department Llocal Government and Traditional Affairs underspent by R28 118 005, the majority being
under Programme 2: Local Government. These funds were supposed to be used fo assist municipalities where
they did not have sufficient financial resources fo clear up and resolve certain matters. The administration
process (and appointment of service providers|) fook longer than anticipated, which resulted in these processes
and appointments not being completed by 31 March 2010. The department requested a roll-over of

R25 million to 2010-2011, which was approved.

Social Development materially underspent their budget on Programme 2: Social Welfare Services by
R26 483 000. Consequently the department did not fully achieve its objectives of service delivery in respect
of social welfare services and its related sub-programmes.

Transversal material misstatements corrected during the audit
The financial statements of nine out of 13 of departments and six out of 12 public entities were subject to

material corrections during the audit.

Figure 4: Transversal material misstatements corrected during the audit - Departments
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Other disclosure items (89%)
Fight departments had to make material corrections to disclosure notes in order to avoid qualification

(2008-09: six of seven).

At departments, the disclosure notes had to be corrected mostly in respect of employee benefits
(Economic Development and Tourism, Education, Local Government and Traditional Affairs, Social
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Development, Public Safety), lease commitments (Local Government and Traditional Affairs, Agriculture,
Conservation, Environment and Rural Development, Public Safety), commitments (Local Government and
Traditional Affairs, Agriculture, Conservation, Environment and Rural Development, Public Safety] and
contingent liabilities (Social Development, Agriculture, Conservation, Environment and Rural Development). The
cash flow sfatement needed material adjustment in the case of Health, as well as the disclosure regarding the
unspent portion of conditional grants paid to Human Settlements.

Iregular expenditure (56%)
Due to the AGSA's specific focus on the audit of procurement and confract management, five departments and

one entity had to make material corrections to their iregular expenditure disclosure note to avoid qualification
(2008-09: two of seven).

These departments are the Office of the Premier, Health, Economic Development and Tourism, Education and
Agriculture, Conservation, Environment and Rural Development.

Liabilities (44%)
Four departments had to make material corrections to liabilities. These departments are Human Setilements,

Local Government and Traditional Affairs, Public Safety and Health (2008-09: two of seven).

Figure 5: Transversal material misstatements corrected during the audit - Public entities
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83%

Other disclosure items (83%)
Five enfities had to make material corrections to disclosure notes in order fo avoid qualification (2008-09: two
of seven).

Disclosure notes relating to leases (Kgama Wildlife Operations (Pty) Lid, North West Development Corporation
(Pty) ltd, North West Gambling Board, North West Parks and Tourism Board), related parties (Kgama Wildlife
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Operations (Pty) lid) and subsequent events (Northwest Transport Investments (Pty) Lid) were the areas with the
most corrections for public enfifies.

Capital assets (67%)

Four entities had to make material corrections to capital assefs. These were Kgama Wildlife Operations (Pty)
ltd, North West Parks and Tourism Board, North West Development Corporation (Pty) Lid and North West Star
(Pty) Lid (2008-09: five of seven).

Current assets (6./%)

Four entities had to make material corrections to capital assets. These were Kgama Wildlife Operations (Pty)
ltd, North West Parks and Tourism Board, North West Development Corporation (Pty) Lid and North VVest
Transport Investments (Pty) Lid (2008-09: three of seven).

Recommendations

* Infensified commitment of CFOs and re-emphasis of their role in the preparation of monthly management
accounts and financial statements, particularly regarding issues of disclosure associated with the ongoing
fransition to accrual accounting.

* Financial statements must be subjected to a quality review before they are submitted for auditing in order
fo resolve contentious accounting issues at the earliest opportunity, while internal audit unit and audit
committees play a crucial role in the review process of the financial statements.

* The National Treasury and the provincial tfreasuries should work closely together to improve financial
management and controls in order to produce quality financial statements that comply with the relevant

standards.

3.2 Findings on predetermined objectives

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

All departments and public entities subject to an audit of performance against predetermined obijectives

in terms of General Notice 1570 of 2009, issued in Government Gazette No. 32758 of 27 November
2009, are required to submit their annual performance reports for auditing together with the annual financial
statements.

Based on an assessment of audit readiness it was decided that for the 2009-10 audit cycles, while all audit
work will focus on the expression of an opinion on the performance information of national and provincial
departments and their public entities, such opinions will not yet be lifted to the level of the individual audit
reports. Instead, a reflection on the public entities’ performance information, should an opinion have been
expressed, will be contained at management report level. An opinion will therefore be prepared but not
expressed publicly beyond being annexed to the management report as part of the readiness strategy.

Table 11: Summary of findings arising from the audit of predetermined objectives
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Public entities

Departments L r -

o . (including trading and other types of
Category of finding (including legislature) 9 engilies) P
Non-compliance with regulatory requirements 77% 89% 100% 89%
Reported information not useful 54% 56% 27% 22%
Reported information not reliable 46% 67% 27% 22%
Reported performance information not submitted by 31 May 15% 100% 64% 100%

Total number of audits with findings

The percentages relafe to those departments and entfifies that had findings on the audit of performance against
predefermined objectives information calculated as a percentage of the fotal number of entities with findings on
predetermined objectives.

Explanation of the various audit finding categories
Non-compliance with regulatory requirements
All 13 departments, including the provincial legislature and all 12 public entities, were subject to review in this

ared.

The scope of audit work and audit findings related to compliance with the PFMA and regulations pertaining to
the planning, management, monitoring, review and reporting of performance information.

Non-compliance with regulafory requirements refers to the preparation of the strategic,/corporate/annual
performance plan, submission to those delegated for approval depending on the type of institution, the
evaluation of the contents for achieving objectives and indicators and the subsequent reporting.

One out of 13 departments, namely Public Works, Roads and Transport ,and five out of 12 public entities,
namely Northwest Transport Investments (Pty) Lid, Atteridgeville Bus Services (Pty) lid, North VWest Star (Pty) Ltd,
Mafikeng Industrial Development Zone (Pty) Lid and North West Provincial Council on Aids, did not report on
performance against predetermined objectives.

Ten out of 13 departments and 11 out of 11 public entities had findings relating to non-compliance with laws
and regulations. Findings relafe to lack of effective, efficient and transparent systems and internal controls
regarding performance management and a lack of or inadequate quarterly reporting on performance
information.

Identified root causes of non-compliance with regulatory requirements include the following:

* Inadequate management processes

* Non-compliance with internal policies and procedures or inadequate internal operating procedures

* Deficiencies in key controls, e.g. a lack of or inadequate quarterly reporting

 No review by internal audit of performance management processes and reporting.

Reporfed performance information not useful

The audit focused on the consistency, relevance and measurability of planned and reported performance

28 ‘ ~£)



2009-10 PFMA audit outcomes - North West

information.

Usefulness of reported performance information refers to the reported performance information being consistent
with the objectives and targets, which are clearly linked to the mandate and objective of the institution, specific
and clearly identifying the nature and required level of performance, and also measurable and fime bound.

Seven out of 13 departments and three out of 11 public entities had findings relating to the usefulness of
performance information. Findings relate to reported performance information not being consistent with
objectives, indicators and targets as per the approved strategic/annual performance plan, some targets not
being specific in clearly identifying the nature and the required level of performance, some fargets not being
measurable in identifying the required performance and some targets not being time bound in specifying the
time period or deadline for delivery.

Identified root causes of the audit findings relafing to the usefulness of publishing information include the

following:

* The National Treasury did not provide sufficient, coordinated and comprehensive training and guidance
fo departments and public entities on the requirements for performance management, monitoring and
reporfing. Such fraining should include a focus on the implementation of the principles contained in the NT
Framework for managing programme performance information.

¢ The National Treasury did not provide specific requirements regarding performance management. These
vague guidelines contributed to the frustration with, and confusion of, officials at departments and public
enfities.

* lack of definitions and technical standards for all the performance information collected by the departments
and entfifies.

Reported performance information not reliable

The audit focused on whether the reported performance information could be traced back to the source data
or documentation and whether the reported information was accurate, complete and consistent in relation to
the source data, evidence or documentation.

"Reported information not reliable” refers to a lack of sufficient appropriate evidence available in relation
fo reported performance information and lack of an appropriate system to generate the information, with
the evidence provided not supporting the performance information reported in that it was not accurate and
complefe.

Six out of 13 departments and three out of 11 entities had findings relating to reported performance
information not being reliable. Findings relate to a lack of sufficient appropriate audit evidence in relation to
the reported performance information, lack of appropriafe systems generating performance information and
the source information or evidence provided to support the reported performance information not adequately
supporting the accuracy and complefeness of the facts throughout.

Identified roof causes of the audit findings relafing fo the reliability of publishing information include the
following:
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* lack of infegration of performance information structures and systems within existing management processes
and systems.

* Inadequate processes, systems and documentation for identifying, collecting, collating, verifying and storing
performance information.

* lack of infernal monitoring and review processes and procedures to ensure the accuracy and completeness
of reported service delivery achievements.

Reported performance information not submitted by 31 May 2010

Performance information was not submitted for audit by 31 May in respect of two out of 13 departments,
namely Sport, Arts and Culture and Public Works, Roads and Transport and seven out of 11 entities, namely
Mafikeng Industrial Development Zone (Pty) Ltd, North West Parks and Tourism Board, Northwest Transport
Investments (Pty) Lid, Atteridgeville Bus Services (Pty) Lid, North VWest Star (Pty) Ltd, North West Development
Corporation and North West Provincial Council on Aids.

Auditees with no findings in any of the four categories considered as a whole
Of the reports that have been analysed the Directorate of Entrepreneurial Development in Natural Resources
had no findings resulting from the audit of performance against predefermined objectives.

Interactions with auditees over the past 12 months

The importance and principles of the auditing of predetermined objectives were discussed and explained fo
all auditees at the various steering committee meetings and also during the BE's interactions with MECs, the
Speaker and the Premier. The message was further reinforced at CFO forum meetings held with departments
and public entities in April and May 2010 and at audit committee meetings and interactions with the audit
executive forum (infernal audit forum). An AoP! fraining session was also rolled out by the AGSA o all
departments and public entities on 4 November 2009.

3.3 Findings on compliance with laws and regulations

Table 12: Summary of findings relating to compliance with laws and regulations

Top 3 categories of non-compliance and SCM | Number | Percentage
Departments (including legislature)
Payments of expenditure not made within 30 days 8 62%
SCM issues not resulfing in irregular expenditure 7 54%
HR management 4 31%
SCM issues that resulted in irregular expenditure 11 85%

Public entities (including trading and other types of entities)

Internal audit SCM issues not resulting in irregular expenditure 3 25%
Internal qudit/Audit committee 3 25%
SCM issues that resulted in irregular expenditure 5 38%

In tofal 13 out of 13 departments and seven out of 12 public entities had findings on non-compliance with
laws and regulations.

The areas of non-compliance relate to the PFMA and Public Service Regulations. The following are the top five
categories of prohibifed achions,/non-compliance:
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1. Payments for expenditure not made within 30 days at eight departments (Agriculture, Conservation,
Environment and Rural Development, Human Settlements, Local Government and Traditional Affairs,
Economic Development and Tourism, Education, Office of the Premier, Public Safety and Public Works,
Roads and Transport).

2. SCM issues not resulting in iregular expenditure were identified at seven departments (Agriculture
Conservation, Environment and Rural Development, Human Settlements, Education, Health, Office of
the Premier, Social Development and Sport, Arts and Culture] and three public entities (Kgama Wildlife
Operations (Pty) lid, North VWest Parks and Tourism Board and Northwest Transport Investments (Pty) Ltd).
These findings related mostly fo inferest of senior managers and/or political office bearers in suppliers not
included in annual declarations of interest.

3. Findings on HR management were raised af four departments (Human Seftlements, Local Government and
Traditional Affairs, Economic Development and Tourism and Social Development).

4. Internal audit and audit committee not functioning effectively at three public entities (North West Provincial
Council on Aids, NW Directorate of Entrepreneurial Development in Natural Resources and North VVest
Provincial Arts and Culture Council)

5. SCM issues that resulted in irregular expenditure were picked up at 11 (all except Human Settlements and
the provincial treasury] departments and four public entities (North West Parks and Tourism Board, North
West Provincial Council on Aids, Mafikeng Industrial Development Zone and North West Provincial Arts
and Culture Council.

Some of the non-compliance matters relate to entfering info fransactions prohibited by legislation while others
relate to failure by accounting officers, CFOs and other officials to meet their legislated responsibilities,
resulting in unauthorised, irregular and fruitless and wasteful expenditure, as highlighted in the audit reports of
departments and public entities.

Root causes/control deficiencies

* lack of monitoring and supervision of day-to-day activities by all levels in the departments and entfities
throughout the period.

* Disregard for legislation by officials with insufficient monitoring by the leadership.

* Ineffective/inadequate internal audit coverage of compliance.

* leadership not setting the right tone at the fop.

The way forward

* The right leadership tone, together with the support of the audit committee and internal audit, is necessary
fo establish a strong control environment and ensure compliance.

* Internal audit should assist in providing assurance that the strategies to mitigate risk of non-compliance are
adequate.
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3.4 Information technology system matters

IT general controls are those controls relafing fo the [T infrastructure and are imbedded in information sysfem

management processes. The objective of these audits is the evaluation of the effectiveness of IT controls to

ensure that:

* financial and sensitive computer systems are only accessed by authorised officials.

* systems are developed, enhanced, configured and implemented so that they are effective, functional and
secure.

* critical information is recoverable and usable in the event of disasters and disruptions.

* financial information processes as stored in the computer systems are reliable for financial reporting
purposes.

Departments are heavily reliant on computerised information systems (e.g. the Basic Accounting System (BAS),
Persal and logis to perform their statutory financial management, reporting and administrative functions. These
fransversal systems are cenfrally supported by National Treasury. SITA provides important computer networking
infrastructure, data storage and refrieval services in this regard; however, there are cerfain confrols that mainly
the responsibility of the departments namely, user access management, security management and [T service
continuity.

IT general control audits were performed af three departments. The following table indicates the number of
common focus area findings raised during those audits:

Table 13: Audit findings raised on common IT focus areas

IT focus area findings | Percentage of audited departments with findings
IT Governance 100%
Security management 33%
User access control 100%
Information technology service confinuity 100%

The detailed findings relating to the audited focus areas include the following:

* Inadequate user access control to ensure that only valid and authorised users are allowed access to
initiate and approve fransactions on the system and also that user access is adequately segregated when
fransactions are captured and approved.

* Security management controls did not prevent unauthorised access to application systems that generate and
prepare financial statements.

e [T service confinuity controls could not ensure the availability of financial and performance information in
instances of data loss or a disaster.

* Inadequate IT governance structures, policies and processes to ensure that [T support sand extends the
departments’ strategies and objectives.

32 ‘ ~.‘)



2009-10 PFMA audit outcomes - North West

Fundamentals of internal control to be addressed

» CFOs have to develop, monitor and enforce user access controls, such as user creation procedures and
periodic reviews of the activities of system controllers and users on the applications that generate the
financial statements.

» Government Information Technology Officers (GITOs) in consultation with SITA and Chief Information
Officers [CIOs) have to clearly define security roles and responsibilities and implement network and
operating system security controls that would detect and prevent unauthorised access to the application
systems that generate financial information.

* Departments fo have business continuity plans that would enable SITA, the GITOs and CIOs to develop
disaster recovery plans that are aligned to business requirements.

Accounting officers have to be involved in the oversight of IT governance processes and fo capacitate IT
departments with resources that will ensure adequate implementation of an IT plan.

3.5 Investigations and performance audits (specific to auditee)

The following investigations were in progress or completed during the year:

Investigations in progress

Department of Agriculture, Conservation, Environment and Rural Development
* A forensic investigation is being conducted by an independent consulting firm on the directive of the
Premier.

Department of Education
* An investigation is being conducted by the department to determine compliance with and transgressions of
any procurement processes and procedures.

Office of the Premier
* A forensic investigation is being conducted by an independent consulting firm on the directive of the
Premier.

Provincial legislature
* An investigation on irregular expenditure is currently being conducted by the Legislature.

Department of Public VWorks, Roads and Transport
* Two employees are currently being investigated regarding possible misappropriation of funds due to
mismanagement.

Department of Social Development
* A forensic investigation is being conducted by an independent consulting firm on the directive of the
Premier. The investigation is aimed at evaluating compliance with the SCM regulations.
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Investigations completed during the financial year

Department of Public Works, Roads and Transport

* An investigation was conducted by an independent consulting firm af the request of the enfity. The
investigation was initiated based on allegations of possible misappropriation of funds by an employee,
where contractors were appointed without proper tender procedures. The investigation has resulted in the
dismissal of one employee.

Performance audits (specific to auditee)
No performance audits specific fo an auditee were conducted by the AGSA in the province during the year.
Refer to section 5.3 for details of transversal performance audits completed.

o
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4.1 Drivers of audit outcomes

The analysis of the roof causes of lessthan-safisfactory audit outcomes points to the following three areas that
require atfention:
* The first basic focus area is adequate leadership oversight where leaders create an environment that

is conducive fo good financial management and service delivery, including acting decisively to mitigate
emerging risks relating in particular to human resource stability, implementing timely corrective measures and
addressing non-performance. Leadership should above all set the correct “tone at the top”, and maintain a
positive attitude where all public officials embrace optimum deployment of public resources in compliance
with the rules, with a view to enhanced service delivery.

The second basic focus area should be the ability of departments and entities to produce quality, reliable

monthly financial statements and management information that facilitate ongoing monitoring of financial
management and service delivery activities by the leadership. Discipline is required to ensure that
documents supporting fransactions and financial statements are properly filed and easily retrievable.

The third basic focus area is maintaining effective governance arrangements, including proper risk
management and infernal audit units that focus on checking that internal controls are adequate and
functioning properly. Well-established and effective internal audit functions and audit committees must assert
their independent accountability to the executive authority on all matters of risk, financial management and
service delivery.

4.1.1 Leadership

Commitments by those charged with governance at departments and public entities to improve on the audit

outcomes by setting the right tone from the top in order to create an environment conducive to sound financial
management and improved service delivery

Adequate leadership involvement and oversight must sef the fone from the fop and creafe an environment
conducive fo good financial management. The AGSA conducted briefings on the 2008-09 audit outcomes
during October 2009. The roadshow was attended by the Premier and MECs, who showed commitment to
reducing qualified audit opinions.

These executives underfook to create adequate and credible action plans to address the audit findings, to
monifor such plans and to assess and monitor the effectiveness of strategies fo manage the risk of unreliable
financial reporting and lack of service delivery, to achieve sound financial management and governance, and
fo increase oversight. In most cases, the above commitments were not followed through, resulting in an overall
regression in audit outcomes in 2009-10.

All departments and two public entities had findings relating to tone at the top (see annexure 3 for defail).
Review and monitoring of action plans to address all significant internal control deficiencies

Ten departments and two public entities did not have credible action plans or action plans were not reviewed
and monitored (see annexure 3 for defail).
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Establish an effective organisational structure that places people with appropriate skills in appropriate
positions, especially in the SCM environment, to ensure compliance with applicable laws and regulations

All departments had findings on human resource management and two public enfities did not have adequate
and/or competent personnel responsible for reporting [see annexure 3 for detail).

Ensure that all vacancies in finance and other significant components are filled within a reasonable time
Vacancies have not been addressed af nine departments and five public entities (see annexure 3 for defail).

Way forward

The provincial executive has once again shown commitment in reversing the current audit outcomes. To this
end, the AGSA leadership ill engage with the provincial executive on a quarterly basis to support the MECs
in their oversight of the control environments they lead. This exercise will be undertaken with the understanding
that responsibility for the control environment remains with the MECs and their accounting officers.

The sfakeholder interaction will include a review of management's key controls put in place fo address the
audit recommendations and the way forward in resolving poor audit outcomes.

4.1.2 Financial and performance management

Proper record keeping and record management to ensure that supporting documents are properly filed and
easily refrievable

The maintenance and safekeeping of documentation are critical to sound internal control practices and
effective management of a department and entity. This is also vital for the audit process as it entails the audit

evidence required fo prevent a scope limitation which has a direct effect on the audit outcome.

A lack of discipline has led to a situation where documentation could not be provided to support procurement
processes and disclosure notes. The unavailability of documentation, particularly relating to SCM processes,
poses a risk of fraud risk and possible hidden irregular expenditure.

Decisive leadership infervention is required to ensure proper record keeping and record management, i.e. the
documents supporting the above should be properly filed and easily refrievable and action should be taken
where documents cannot be provided.

Twelve departments and eight public entities had findings relating to the availability of expected information
(see annexure 3 for detail).

Producing accurate information and continuously monitoring the quality thereof.
Departments and entities did not have documented and approved infernal policies and procedures to address
the process of collection, recording, processing, monitoring and reporting of performance information.

The financial statements and other information fo be included in the annual report were not reviewed for
complefeness and accuracy prior to submission for audit.

36 ‘ ~;‘)



2009-10 PFMA audit outcomes - North West

There is a lack of adequate confinuous monitoring and review by management and inadequate sysfems to
generafe proper management information.

Finance staff expect the AGSA to assist them to identify and correct misstatements rather than relying on their
own confrols over financial and performance management.

All departments and 11 public enfities had findings relating to the adequacy of systems to prepare financial
statements and report on performance information (see annexure 3 for detail).

Ensure that the asset register reflects the assets owned and that this is agreed to the financial records on a
monthly basis

All departments and two public entities had findings relating to completeness and control of assets

([see annexure 3 for detail).

Way forward
The leadership needs fo instfitutionalise sound procedures over systems and documentation control to ensure that

the knowledge resting with individuals is embedded within the institution’s manuals, guidelines and processes.

The information systems must be improved to ensure proper recording and reporting on the following:

* Financial information, particularly on disclosure notes in line with the National Treasury guidelines and
Standards of GRAP.

* Performance information as an assessment of the organisational performance against predefermined
objectives.

The environment must be enfrenched with properly documented systems, policies and procedures that drive

sustainable good practices, such as the following:

¢ Adherence fo basic financial controls throughout the financial year, i.e. proper and regular filing of
documents supporting the financial statements and management information.

* Daily processing of transactions and monthly reconciliations of accounts.

* Continuous review thereof, as well as the monthly preparation of schedules that support/analyse items in
the financial records.

4.1.3 Governance

Creater involvement by internal audit and audit committee in monitoring processes

The shared audit committee did not function throughout the year and was short staffed. Consequently, the
committee did not monitor the progress of planned audits and was not able fo effectively fulfil its oversight
responsibilities.

Chairpersons of the cluster audit committees participated in the audit process by:

* reviewing and providing comments on financial statements, draft audit reports and management reports.
* requesting corrective action plans based on audit findings from departments.

* providing guidance to departments in resolving some audit issues.
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Furthermore, internal audit was not effective in discharging its mandate as annual internal audit plans were not
completed. The province’s central infernal audit unit should be used more effectively by accounting officers of
departments in order to obtain the following assurances:

* Key controls are working effectively in financial and predetermined obijectives throughout the year

* The implementation of corrective actfion plans based on the 2009-10 audit,

» Compliance with laws and regulations, and the financial statement process.

Accounting officers should obtain feedback from the chief information system officer with respect to risks in the
information fechnology systfems and implementation of corrective action plans to address audit outcomes.

Except for the North VWest Development Corporation (Pty) Lid, all public entities had findings relating to
weaknesses of internal audits and audit committees (see annexure 3 for detail).

Maintaining effective risk management strategies, including fraud prevention plans
All departments and public entities had findings relafing fo risk assessments and fraud prevention plans not
being done and/or implemented and/or not being effectively maintained (see annexure 3 for detail).

Way forward

The risk assessments performed by departments and entities must inform the risk-based audit plans of infernal
audit fo allow them to function effectively in advising the accounting officer and the audit committee on
matters relating to internal controls, accounting procedures and practices, risk and risk management. The risk
assessment process must inform the work plans of internal audit and the agendas of audit committees, which
are essential elements in reviewing the design and implementation of sound infernal controls fo achieve good
governance and accountability over financial reporting and performance information/service delivery.

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

Management and those charged with governance are required to develop action plans to address matters
previously reported. These action plans should include the implementation of controls relating fo expenditure
and safeguarding of assets; reconciliation of discrepancies between the asset register and financial statements;
reconciliation and clearance of suspense accounts on a monthly basis; and consistent quarterly reporting of
performance information against predetermined key performance measures and fargets.

Furthermore, regular monitoring of these action plans and identification of risks relating to the achievement of
financial and performance reporting objectives are key in ensuring that these risks are adequately managed
and that matters previously reported are addressed at five departments and 10 public entifies.

Progress with undertakings given by the executive authority and the provincial treasury to address matters
previously reported

As part of the provincial treasury's function of promoting and enforcing transparent and effective management
in respect of revenue, expenditure, assets and liabilities of the provincial departments as set out in sectfion
18(1)(c) of the Public Finance Management Act, 1999 (Act No. 1 of 1999), the provincial freasury embarked

on the following actions to address the audit findings reported on in previous audit reports:

38 ‘ ~;‘)



2009-10 PFMA audit outcomes - North West

* The provincial freasury had embarked on a financiol management training programme. Phase 2, which
was launched in 2008 (NQF level 5/6), targeted 1 000 non-core financial managers between salary
levels @ and 12 from 12 provincial departments. This programme was successfully completed during 2009-
10. Itis our infention to continue this fraining in the new financial year, covering another 1 000 officials.
National Treasury, in collaboration with the provincial treasury, is embarking on another training programme
targeting the CFO's Division. This training will start during the 201 1-12 financial year.

* Regular monitoring and compliance reporting to the Executive Technical Committee (Extec| and the
executive committee (Exco) to improve involvement of the heads of departments in the processes of
improving financial management.

* The provincial freasury embarked on a programme of support for all departments to help with the
preparation and pre-review of annual financial statements and timely submission thereof to the AGSA.

* The preparation of annual financial statements was centralised with the assistance of the departmental
CFOs. Departmental audit files, which support the amounts in the financial statements, were standardised
and put fogether as a compulsory file to be submittled with the annual financial statements to the AGSA.

* For the past eight years the provincial treasury had held a formal handing-over function on 31 May fo
ensure that all provincial departments and public entities submit their financials on time.

¢ The provincial Internal Audit Unit was tasked fo review the annual financial statements with the aim of
improving the quality of financial statements as well as compliance with legislation.

* Support was provided fo the departments with qualified audit opinions to develop and implement an action
plan on how to improve their controls with a view to obtaining an unqualified audit opinion.

* Ongoing inferaction between the depariments and the AGSA on audit progress and possible outcomes to
identify fransversal issues and fo fake appropriate action to improve financial management.

* Provincial freasury conducted specific training on the PFMA, Treasury Regulations and the annual financial
statements preparation guide.

* The province improved the capacity of the provincial audit committee by adding more members and
raising the committee structure fo cluster level. This will improve inferaction and monitoring of the respective
departments’ financial management.

At the Auditor-General's briefing on audit outcomes to the provincial legislature on 3 November 2009, the
Premier, on behalf of the executive, commented that they were serious about reducing qualified audit opinions
for the province. She said the North West Government offered ifs full cooperation to the AuditorGeneral in
support of sustainable clean administration. The Premier nofed the comments made by the Auditor-General
regarding the audit of performance information and current challenges in terms of the systems of control and
reporfing; budgets aligned with service delivery requirements; measuring spending on services in ferms of the
approved budget and ongoing oversight of the entire process. The Premier expressed her appreciation for the
additional time afforded to the departments and public entities fo ensure their audit readiness with regard to
performance information. The Premier also noted the comments of the AuditorGeneral regarding the need to
use consulfants in areas where expertise is required. Specialist skills are o be transferred by consultants but
should not be used as a substitute for existing capacity. To this end, the Premier agreed fo review the needs,
relevance and the appointment of consultants.

Commitments received on the current year audit outcomes
The following commitments were made by the provincial executive after the 2009-10 audit outcomes of the
province were discussed with them:
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* Intensive training on SCM processes to be rolled out to all departments and entities.

* Infernal audit to monitor SCM processes on a regular basis.

* Investigations into all iregular expenditure for the current year will be coordinated centrally to ensure the
correct processes followed in terms of the PFMA.

* The PPAC to conduct hearings and recommend on prior year unauthorised expenditure of departments.

* Vacant HoD and CFO positions fo be given high priority.

* Skills audit to be performed on CFOs and a minimum qualification framework will be considered

* Provincial freasury to play a bigger role in assisting depariments and entities in implementing and
moniforing action plans to address audit findings.

* Monthly feedback be provided by HoD to MEC on implementation of key controls

* HoD and MEC to regularly to liaise with the AGSA to improve relationships

o That audit committee sfructure be reviewed.

Also, in response fo the analysis of audit outcomes of the province for the year ended 2009-10, the
provincial freasury embarked on a sfrategy fo address shortcomings identified therein and to promote sound
financial management in the province to eliminate audit qualifications. The planned infervention strategy for
implementing the Financial Management Improvement Programme enfails a twofold approach:

The development and implementation of a plan, with immediate effect, for the following:

* Risk management strategy and risk assessment.

* Halfyear preparation of annual financial statements and request to the Auditor-General to conduct an
interim audit.

* Preparation of quality annual financial statements.

* Management and clearing of suspense accouns.

* Development of a revitalisation plan for 2010-11 focused on immovable asset management and supply
chain management.

* Improving the quality of the audit working paper file which supports the financial statements.

* Specific fraining to the CFO’s Unit fo prepare annual financial statements by using the new financial system.

¢ To undertake an assessment of financial capacity and capabilities in order to meet the financial
management capability maturity model rating level & (optimising level).

* To provide skills transfer and assistance to departments fo clear and manage suspense accountfs.

* To undertake a high-level review and assessment of asset management implementation in all depariments in
respect of both immovable and movable assefs and utilisation of the Walker asset management module.

* To undertake a high-level review of SCM implementation in all departments.

* To effect change management in all the focus areas under review through effective engagement,
collaboration and communication, underpinned by fraining and skills fransfer initiatives.

4.3 Initiatives by the AGSA to encourage clean administration

In support of the ultimate audit outcome of unqualified audit opinions with no reported findings on
predefermined objectives or compliance with laws and regulations, the AGSA leadership in the province
embarked on an intensive programme fo enhance ifs visibility with the objective of improving the effectiveness
of the audit process and engaging with all role players that can influence clean administration. To this

end, audit feams were regularly visited during the audits and meetings were held with those charged
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with governance. Our engagements focused on simplicity, clarity and relevance of the message fo gain
understanding, secure buy-in and seek commitment that would influence clean administration.

As at the end of August 2010, the AGSA in North West had met with the Premier and most of the MECs as
well as the Speaker of the provincial legislature to discuss the current PFMA 2010 outcomes. This initiative of
the AGSA served to enlighten the MECs regarding their portfolios and to facilitate discussion of the outcomes
and key controls required of the departments and public entities under their jurisdiction. The results of this
inferaction were positive in more ways than one as the MECs were able to assess the root causes of the
qualifications and findings for their respective portfolios. Moreover, they were able to understand the AGSA's
initiative behind the quarterly key control appraisals and the link to clean administrations, and that this would
require follow-up by the AGSA. Furthermore, the AGSA compiled a summarised checklist of the main issues
around financial statements that required fo||ow-up by the deporfmenfs fo ensure that those deporfmems that
managed to attain unqualified reports with no findings on predefermined objectives and/or non-compliance,
were able to sustain these through effective oversight by the minister and leadership within the department.

We also engaged with the North West centralised audit committee for the departments to discuss matters
arising in the draft audit reports prior to the audit reports being signed off.

4.4 Matters that may potentially impact the auditor’s report in the coming year

Transfer of functions

In terms of the fransfer of functions for the North West Province, proclaimed in Government Gazette No. 56 of
4 September 2009, the Departments of Health and Social Development should merge as one department. For
the 2009-10 financial year, however, these departments still submitted separate financial statements for audit
purposes. Par. 5.1 of the transfer of functions guide issued by National Treasury states the following:

All transfers of functions made by 1 September 2009 and reflected in the adjusiments budget fo be tabled

on 27 October 2009 are effective retrospectively from the beginning of period unless stipulated otherwise in
legislation.

The last adjustments budget, however, still reflected Health and Social Development as two votes; therefore, if
the guidance provided by National Treasury is followed, the merge is not effective refrospectively.

For all the other departments affected by the transfer of functions, the adjusiments budget had reflected the
fransfers and therefore had to be effective refrospectively as per the guidance.

For 2010-11 the budget and financial statements of these departments will, however, have to comply with the
requirements of the proclamation.

Immovable assets

In terms of the Presidential Minute No. 248, the President proclaimed that sections 6, 11, 12, 13 and 14 of
the Government Immovable Asset Management Act of South Africa, 2007 [Act No. 19 of 2007) (GIAMA)
had come info operation on 1 April 2010 for any custodian or user that is a department. The impact of not
meeting the requirements of the above minute would be that the departments could be qualified for incorrectly
recognising immovable assets in their financial statements.
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New [BAS] system

All departments implemented the new accounting system (BAS) as from 1 April 2010. The departments did
not have appropriate systfems and internal controls in place to ensure that the implementation of BAS was
adequate affer yearend, resulting in a significant number of problems relating to implementation in the first
months of the new financial year.

42



2009-10 PFMA audit outcomes - North West

_ROM THE AGSA’s SPECIFIC FOCUS

5.1 Significant findings from audits of human resource management and

compensation of employees

The regularity audits of departments included an assessment of departments’ compliance with the PFMA,
Treasury Regulations (TR), Public Service Act, 1994 (PSA), Public Service Regulations, 2001 (PSR) and
directives/determinations issued by the Minister of Public Service and Administration (MPSA) that support
effective human resource management and controls over compensation of employees.

Fight departments in North West did not meet all the requirements for effective HR management. These

weaknesses impact on the department's financial management and ability to deliver services in accordance

with their mandate. The highest incidence of non-compliance was at the following departments:

* Social Development (qualified audit opinion)

* Sports, Arts and Culture (financially unqualified with findings on predetermined obijectives and/or
compliance with laws and regulations)

* Public Works, Roads and Transport (disclaimer of opinion)

We have esfablished that in general the compensation of employees is not an area of high risk as
remuneration and conditions of services are defermined and managed centrally by the Department of Public
Service and Administration. Further, it is implemented and controlled by National Treasury via the Persal system
which is used by all departments (excluding the Department of Defence.

It is of concern, however, that the weaknesses identified related to those controls that are prescribed by
legislation for implementation by the departments themselves.

Nine departments did not meet with all the requirements for control over compensation of employees. These

weaknesses could lead to employees receiving compensation and benefits that they are not entitled fo. The

highest incidence of non-compliance was at the following departments:

* Social Development (qualified audit opinion)

* Sports, Arts and Culture (financially unqualified with findings on predetermined obijectives and/or
compliance with laws and regulations)

* Public Works, Roads and Transport (disclaimer of opinion)

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

Human resource planning and work organisation
No updated and approved human resource plan
HR planning is required in terms of PSR 1/I1l/B2(d) and PSR 1/Ill/D to ensure that a department obtains the

quantity and quality of sfaff required to meet its strafegic objectives.
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Eight departments had no HR plan in place for the medium-term expenditure framework period 2008-2010.
These departments are:

* Human Settlements

* local Government and Traditional Affairs

* Economic Development and Tourism

* Health

¢ Office of the Premier

e Public Works, Roads and Transport

* Social Development

* Sport, Arfs and Culture

Management of vacancies

The HoDs should address the gaps between the human resources required fo perform the department’s
functions and the existing human resources by means of recruitment and retention strategies.

Lack of improvement in vacancy rates

At five departments the overall vacancy rafe did not improve from the previous year. These departments are:
* Agriculture, Conservation, Environment and Rural Development — 30%

* Education — 40%

* Provincial freasury — 30%

o Office of the Premier — 41%

* Social Development — 62%

At seven departments the senior management vacancy rate did not improve from the previous year. These
departments are:

* Agriculture, Conservation, Environment and Rural Development — 13%

* Education — rate not indicated in annual report

* Provincial freasury — 30%

* Office of the Premier — 38%

* Public Works, Roads and Transport — 32%

* Social Development — 41%

* Sport, Arts and Culture — 10%

Senior management positions were vacant for longer than 12 months in six departments. These departments
are:

* Agriculture, Conservation, Environment and Rural Development

* Provincial freasury

o Office of the Premier

* Public Works, Roads and Transport

* Social Development

e Sport, Arts and Culture

Finance positions were vacant for longer than 12 months in six departments. These departments are:
* Agriculture, Conservation, Environment and Rural Development
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* Education

* Office of the Premier

* Public Works, Roads and Transport
* Social Development

* Sport, Arts and Culture

Non-compliant recruitment time frames

In terms of PSR 1/VII/C.1A.2 a funded vacant post should be advertised within six months after becoming
vacant and should be filled within 12 months. If a department fails to comply with the regulation, PSR 1,/VIl/
C.1A.3 requires that the reasons for such noncompliance be recorded in writing. The recruitment time frames
were fested for senior management as well as posts in Finance, infernal audit and service delivery components
where the vacancy rate was above 5%.

Vacant positions for senior management staff were not advertised within six months at Public Works, Roads
and Transport.

Vacant positions in Finance were not advertised within six months at three departments. These departments are:
* Agriculture, Conservation, Environment and Rural Development

* Education

* Public Works, Roads and Transport

Acting by officials in higher posts

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

The DPSA's Determination on acting allowance for senior management service (SMS) further restricts the period
for acting in an SMS position fo six months unless prior approval is obtained from the minister/MEC.

Prolonged acting periods can be an indication of ineffective processes to appoint or recruit suitable permanent
staff.

At five departments” employees (including SMS) received acting allowances for acting in higher vacant posts
for longer than 12 months. These departments are:

* Economic Development and Tourism

* Education

* Public Works, Roads and Transport

* Social Development

* Sport, Arts and Culture

Performance agreements of senior managers
In terms of PSR 4/1Il/B1 and chapter 4 of the SMS handbook, senior management must enfer info
performance agreements. The performance agreements of the SMS at the following five departments were not

signed by 31 July 2009:
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* Agriculture, Conservation, Environment and Rural Development
* Health

* Office of the Premier

* Social Development

* Sport, Arts and Culture

Overall conclusion

In general, the level of provincial departments’ compliance with the PSR was unsatisfactory. The departments

face the following major challenges in becoming satisfactorily compliant with the regulations:

* Drafting of compliant and relevant policy documents and procedure manuals to give effect to the regulations

* Effective implementation of these regulations and policies by departmental employees

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

Internal control measures must be implemented to ensure compliance with the PFMA, Treasury Regulations,
the Public Service Act, 1994, Public Service Regulations, 2001 and directives/deferminations issued by the
Minister of Public Service and Administration to support effective human resource management and controls
over compensation of employees.

5.2 Significant findings from audit of procurement and contract management

The regularity audits included an assessment of the procurement processes and contract management of the
auditees and the controls fo ensure a fair, equitable, transparent, competitive and costeffective SCM system
that prevents and detects fraud, non-performance by suppliers and non-compliance with SCM legislation.

As is evident from the analyses of irregular expenditure (paragraph 4.1.3.2) most iregular expenditure
incurred by the departments and entities resulted from non-compliance with SCM legislation. The defailed
findings are presented below:

Interest in suppliers

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

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

The 2009-10 regularity audits included a similar assessment of inferest by employees and their close family
members in entities that are suppliers to the auditee. VWhere interest in suppliers was identified a sample was
fested to determine whether there was compliance with the legislation applicable to departments, trading
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entities, constitutional instfitutions and schedule 3A and 3C public entities. The table below lists the auditees
where inferests were identified and defails the resultant findings:

Auditee

Interest not
declared by
supplier

Employee
involved in
process of
making award to
supplier

Employee did not
disclose conflict
of interest

No approval
for employee
to perform
remunerative
work outside
employment
(departments
only)

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

Agriculture, Conservation, Environment and Rural Development 5 6 b 7
Education 9 114 114 6
Health 46 46

Office of the Premier 1 3 3

Provincial legislature ] 1 ]

Social Development 12 12 12

Sport, Arts and Culture 7 7 7 7 3
NW Parks and Tourism Board 3 6

NW Provincial Arts and Culture Council 1

Procurement process
Three price quotations not invited

In terms of Practice Note (P/N) 8 of 2007-08, accounting officers/authorities should invite and obtain written
price quotations for requirements up to an estimated value of R500 000 from as many suppliers as possible. |f
it is not possible fo obtain at least three written price quotations, the reasons should be recorded and approved

by the accounting officer/authority or his/her delegate.

At the following auditees irregular expenditure was incurred as goods or services were procured without
inviting at least three price quotations and the deviation was not approved and/or the deviation was
approved although it was possible to obtain three price quotations:

Auditee

Deviation not
approved

Approved devia-

tion not justified

Irregular
expenditure
incurred

Agriculture, Conservation, Environment and Rural Development X R2,7 million
Local Government and Traditional Affairs X R261 395
Provincial treasury X R211 853
Health X R11 354
Provincial Legislature X R2,2 million
Public Safety X R29 581
Public Works, Roads and Transport X R1,2 million
Economic Development and Tourism X R1,2 million
Office of the Premier X R305 705
Sport, Arts and Culture X R10 702
\‘i\‘i
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o o Irregular
Auditee Deviation not A‘pprovefl de.v‘lu expenditure
approved tion not justified incurred
MIDZ X R485 373
North West Provincial Arts and Culture Council X R137 847
North West Provincial Council on Aids X R50 000

Deviation from competitive bidding without approval

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

officer/authority.

The following three departments did not procure goods and services by inviting competitive bids and the
reasons were not recorded and approved by the accounting officer:

* Education -R717 804

o Office of the Premier —R14 887 245

* Provincial legislature = R9 886 084

* North West Parks and Tourism Board = R1 333 000

Preference point system not applied
In terms of section 2(a) of the PPPFA a preference point system must be followed for procurement above R30

000.

At the following auditees irregular expenditure was incurred as a result of the preference point systfem not being
followed:

* Economic Development and Tourism = R1 770 000

* Education R49 104

* Office of the Premier —R4 873 172

* North West Parks and Tourism Board = R1 631 595

Award to supplier that did not have highest points

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

At the following auditees irregular expenditure was incurred as awards were made fo suppliers who did not
score the highest points, with no objective criteria justifying such award:

* Education = R27 025 954

e Health-R2 132

* Public Works, Roads and Transport = R219 505 510

* North West Parks and Tourism Board = R1 652 625

‘:.,'
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Contract management

Confract amendments/extensions,/renewals resulted in circumvention of competitive bidding.

In terms of sections 38(1](alliii) and 5 1(alliii] of the PFMA, the SCM system must be fair, equitable, tfransparent,
competitive and cost effective. When a contract expires, it is expected that a competitive bidding process
should be followed to appoint a supplier fo provide goods and services.

At the following auditees irregular expenditure was incurred as confracts were extended or renewed to such an
extent that competitive bidding processes were being circumvented:

* Agriculture, Conservation, Environment and Rural Development = R510 067

* Education — R3 926 864

* Provincial freasury = R233 155

* Provincial legislature — R2 643 338

* North West Parks and Tourism Board — R83 236

Overall conclusion

The findings relating to procurement and contract management were mainly due to the following:

* Disregard of legislation by officials and insufficient supervision and monitoring by accounting officers, CFOs
and senior managers

* Inadequate support by the audit committee to establish a strong control environment and ensure compliance

* Infernal audit units not assessing the adequacy of confrols that mitigate risk of non-compliance and
moniforing the consistent operation of those controls throughout the year

* Inadequate systems of internal control

* Role and responsibility of risk and compliance officers not clearly defined

* Ineffective risk management processes

Recommended action

Overall, the systems of infernal control of departments and entities should be enhanced to prevent or detect
these matters. The role and scope of the risk officers should be defined sufficiently and broadly and internal
audit should assist in providing assurance that strategies are adequate fo mitigate the risk of these matters
occurring. The right leadership tone, fogether with the support of the audit committee, is necessary fo establish
a strong control environment and ensure compliance.

5.3 Transversal performance audits

Infrastructure audit

Background

The AGSA conducted performance audits of the infrastructure delivery process at the Departments of Health
and Education as part of a fransversal performance audit on infrastructure delivery at all the provinces except
the Northern Cape.

High-level overview of the infrastructure delivery process
* Demand management (needs defermination, budgeting, planning)
* Acquisition management (fender process, appointment of contractors
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* Project management and information
»  Commissioning and utilisation

Overall conclusion

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

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

Overview of key risks

* Risks are any undesirable events, factors or problems that have a negative impact on the achievement of the
objectives of the public secfor.

* lost opportunities can also be regarded as risks. This includes opportunities to improve operational
performance and policy effectiveness. Risk analysis seeks to defermine the probability of negative influences
and their impact.

Key risks and the infrastructure delivery process

* Various insufficient management processes (policy-making, planning, organising, coordination and
moniforing) were identified during the performance audit of the infrastructure delivery process.

* There is a need in the public secfor for management fo respond to key risks in a timelier manner.

Key risks — Demand management

* All relevant and available statistics and information were not utilised when determining the needs. All the
role players were not properly engaged during the planning of the projects. For example, an analysis of
the recommended educator to learner ratio of 1:35 for secondary schools and 1:40 for primary schools
and the number of learners enrolled indicated that there was a surplus of classrooms in cerfain areas and
a shortfall in others. Furthermore, the upgrade of two community health centres was put on hold indefinitely
due to budgetary consiraints which affected service delivery to approximately 50 000 people.

* Planning costs duplicated as standard plans for schools, hospitals and clinics were not used to reduce costs
and fo serve as a norm and standard-setting mechanism.

Key risks — Acquisition management
* Industry Development Board (CIDB) Act: Bids are disqualified for being outside the predetermined
benchmark range and for other reasons that cannot be justified.

Key risks — Project management and information

* Projects are not effectively monitored by staff of the respective departments and by the implementing agents.
Corrective action is not instituted timeously against the contractors concerned. Delays were experienced
with the complefion of projects and penalties were not always charged for the late completion of projects.
For example, although the construction confracts provided for penalties for the late completion of projects,
this was either not enforced or proof could not be provided that steps were faken against contractors fo
recover all losses.
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* The quality of the construction work is unsatisfactorily, additional costs were incurred fo complefe the
projects and the completion of the facilities was delayed. For example, projects had to be completed by
other contractors due fo poor quality of work done by the first contractor. Replacement contractors were not
appointed in time fo ensure that projects were completed within the set farget dates.

Key risks — Commissioning and utilisation

* There is a lack of effective coordination within and between departments which results in facilities not being
properly equipped and/or staffed to support effective service delivery. For example, some newly completed
schools and hospitals were underutilised as there was a lack of equipment fo render the required services.
Water and electricity at a new hospital were not available on the date of first delivery. This resulted in
health care facilifies not being optimally utilised from date of completion. Facilities like libraries, laboratories
and computer rooms at schools were either underutilised or not utilised.

* Incomplete and/or sub-standard work is identified after commissioning and the work is not corrected by the
contractors. Additional costs were incurred for the account of the departments to correct it. For example,
there are cases where final payments were made despite the outstanding defects not having been atfended
fo. In some cases schools had to use their school funds to do the necessary repairs.

X ‘i) 51



2009-10 PFMA audit outcomes - North West

'SECTION 6: CONSOLIDATED FINANCIAL STATEMENTS

Table 14: Status of consolidated audits

Departments Public entities
- audit completed - audit completed

Province 2009-10 2008-09 2009-10 2008-09

North West N N N N

The consolidated financial statements for the departments and public entities have not been received for the
2008-09 and 2009-10 financial years.

‘:.,'
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[SECTION 7: STATUS OF TABLING OF ANNUAL REPORTS

Table 15: Annual reports tabled by departments public entities

| Percentage of reports tabled as at 31 August 2010

Type of auditee
2009-10 2008-09

Departments 0% 100%
Public entities 0% 75%
Total | 0% | 85%

No annual reports were tabled by 31 August 2010; however, all departments and eight entities tabled their
annual reports for 2009-10 during September 2010.

7.2 List of departments and public entities whose annual reports were not tabled,

together with reasons

Table 16: Annual reports not tabled

Auditee | Reason(s)
Kgama Wildlife Operations (Pty) Ltd The accounting authority has not submitted the annual report for tabling
Mafikeng Industrial Development Zone (Pty) Ltd The accounting authority has not submitted the annual report for tabling
North West Provincial Council on Aids The accounting authority has not submitted the annual report for tabling
North West Directorate of Entrepreneurial Development in Natural Resources The accounting authority has not submitted the annual report for tabling

The above-mentioned annual reports were not tabled by 20 September 2010. Details of the dates of all other
annual reports are included in annexure 3 to this report.
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ISECTION 8: OVERVIEW OF AUDIT OUTCOMES FOR 2009-10

Table 17: Summary of audit outcomes on audits not conducted by the AGSA

Type of audit opinion ‘ Schedule. g un'd.other
public entities
Disclaimer 0
Adverse
Qualified

Financially unqualified with findings on predetermined objectives and /or compliance with laws and regulations

Financially unqualified with no findings on predetermined objectives or compliance with laws and regulations

Ll O | — | O | o

Total number of audits reported on

Number of audits not finalised at legislated date for submission to the executive authority (31 August 2010) due
to the absence of financial statements

Total number of audits

Findings arising from the AGSA’s other legal reporting responsibilities

Predetermined obiectives 1

Compliance with laws and regulations ]

Status of completion of the audits

Mmabana Arts, Culture and Sport Foundation submitted financial statements on 31 May 2010 and the audit
was complefed within the legislated time frame. The entity received a financially unqualified opinion with
findings on predetermined objectives and compliance with laws and regulations.

Two entities, namely the North West Provincial Heritage Resources Authority and the North West Eastern
Region Entrepreneurial Support Centre, had not submitted financial statements by date of this report;
consequently, these audits have not yet started.

The following analysis is therefore based only on the audit of Mmabana Arts, Culture and Sport Foundation.
Financial statement audit

Mmabana Arts, Culture and Sport Foundation managed to improve from qualified to financially unqualified
with findings on predetermined objectives and/or compliance with laws and regulations.

The entity, however, reported a RO, 1 million net loss from operations during the current year while the net

loss of R8,8 million was reported during 2009. The entity cannot fund such significant operational losses
indefinitely, which is indicative of a material uncertainty that may cast significant doubt on the entity’s ability to
operate as a going concern.

Unauthorised/irregular /fruitless and wasteful expenditure incurred during the year
No unauthorised or fruitless and wasteful expenditure was incurred during the year under review.
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Material losses, material impairment of assets and material underspending of the vote/conditional grants
No instances of material losses or material impairment of assets came to light during the audit.

8.2 Findings on predetermined objectives

Mmabana Arts, Culture and Sport Foundation submitted information on their performance against
predefermined objectives, as required by section 55(2)(a) of the PFMA.

8.3 Findings of compliance with laws and regulations

Mmabana Arts, Culture and Sport Foundation did not establish and implement an infegrated risk management

policy, as required by section 51(1)(al(i) of the PFMA.

8.4 Drivers of audit outcomes

The improvement in the audit outcome for Mmabana Arts, Culture and Sport Foundation can be attributed
to leadership’s continued involvement during the course of the audit. However, of concem is that material

adjustments were sfill required during the audit, indicating that the entity’s controls and systems were not
adequate to identify misstatements prior to submission of the financial statements for audit. Development and
implementation of risk management strategies and fraud prevention plans also remain a concern.

8.5 Investigations and performance audits (specific to auditee)

No investigations or performance audits were conducted at the auditee during the year.
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[SECTION 9: STATUS OF TABLING OF ANNUAL REPORTS

The annual report for 2009-10 of Mmabana Arts, Culture and Sport Foundation was tabled on 28 September
2010.
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Annexure 1: listing of audit outcomes, areas qualified and findings on predetermined objectives
Annexure 2: lisfing of key nonfinancial statement findings related to compliance with laws and regulations
Annexure 3: Drivers of improved oufcomes

Annexure 4: listing of entities with dates on which the annual reports were tabled

Annexure 5: listing of audif findings raised on common IT focus areas
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North West Directorate of Entrepreneurial Development in Natural

North West Development Corporation (Pty) Lid
Resources

North West Gambling Board

North West Provincial Arts & Cultural Council

North West Star (Pty) Ltd

North West Transport Investments (Pty) Lid

20

22
23
24

25

Audits not conducted by the AGSA

Schedule 3 and other entities

26 | Mmabana Arts, Culture and Sport Foundation
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ANNEXURE 3: Drivers of improved audit outcomes

1. Leadership

During the AGSA roadshow in October 2009, MECs committed to create and monitor adequate and credible
action plans to address the audit findings, assess and monitor the effectiveness of strafegies to manage the
risk of unreliable financial reporting and lack of service delivery, achieve sound financial management and

governance, and increase oversight. In most cases, the above commitments were not followed through,

resulting in an overall regression in audit outcomes in 2009-10.

Auditees that improved or maintained previous good practices

Auditees where improvements are required

Departments

Public entities

Departments

1. Commitments to improve on the audit outcomes by those charged with governance at departments and entities by setting the right tone from the top to create an
environment conducive to sound financial management and improved service delivery:

Public entities

* Financial statements

e Agriculture, Conservation,
Environment and Rural Development
* Economic Development and Tourism

o Atteridgeville Bus Services (Pty) Ltd
e Invest North West

* Kgama Wildlife Operations

« North West Parks and Tourism Board

 Human Settlements
*Local Government and Traditional
Affairs

North West Provincial Arfs and
Culture Council
Mafikeng Industrial Development

* Provincial treasury e Public Safety Zone (Pty) Ltd
North West Provincial Council on Aids | *  Education
North West Development o Health
Corporation e (ffice of the Premier
e North West Directorate of « Provincial Legislature
Entrepreneurial Development in e Public Works, Roads and Transport
Natural Resources « Social Development
« North West Gambling Board e Sport, Arts and Culfure
e North West Star (Pty) Ltd
e Northwest Transport Investments
(Pty) Ltd
* Predetermined objectives « Agriculture, Conservation, « North West Development * Human Settlements o Atteridgeville Bus Services (Pty) Ltd
Environment and Rural Development Corporation «Local Government and Traditional e Invest North West
«Economic Development and Tourism Affairs * Kgama Wildlife Operations
« Provincial treasury o Public Safety * Mafikeng Industrial Development
« Education Zone (Pty) Ltd
o Heglth o North West Parks and Tourism Board
e Office of the Premier * North West Provincial Council on Aids
« Provincial Legislature « North West Directorate of
o Public Works, Roads and Transport Entrepreneurial Development in
« Social Development Natural Resources
 Sport, Arts and Culture « North West Gambling Board

North West Provincial Arts and
Culture Council

North West Star (Pty) Ltd
Northwest Transport Investments
(Pty) Ltd

* Compliance

None

* Kgama Wildlife Operations

* North West Directorate of
Entrepreneurial Development in
Natural Resources

Agriculture, Conservation,
Environment and Rural Development
Human Settlements

*Local Government and Tradifional
Afairs

Public Safety

Economic Development and Tourism
Education

Provincial treasury Health

Office of the Premier

Provincial Legislature

Public Works, Roads and Transport
Social Development

Sport, Arts and Culture

Atteridgeville Bus Services (Pty) Ltd
Invest North West

North West Parks and Tourism Board
North West Provincial Council on Aids
North West Gambling Board

North West Provincial Arts and
Culture Council

Northwest Transport Investments
(Pry) Ltd

North West Star (Py) Ltd

Mafikeng Industrial Development
Tone (Pty) Ltd

North West Development
Corporation
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Auditees that improved or maintained previous good practices

Departments

Public entities

Auditees where improvements are required

Departments

Public entities

2. Review and monitoring of action plans to address all significant internal control deficiencies

o Agriculture, Conservation,

Environment and Rural Development
*  Economic Development and Tourism
* Provincial treasury

Atteridgeville Bus Services (Pty) Lid

Invest North West

Kgama Wildlife Operations

North West Parks and Tourism Board

North West Provincial Council on Aids

North West Development

Corporation

o North West Directorate of
Entrepreneurial Development in
Natural Resources

o North West Gambling Board

e North West Star (Pty) Ltd

« Northwest Transport Investments

(Pty) Ltd

Human Seftlements

Local Government and Traditional
Affairs

Public Safety

Education

Health

Office of the Premier

Provincial Legislature

Public Works, Roads and Transport
Social Development

Sport, Arts and Culture

« North West Provincial Arts and
Culture Council

* Mafikeng Industrial Development
Zone (Pty) Lid

3. Establish an effective organisational structure that places people with appropriate skills in appropriate positions, especially in the SCM environment, to ensure compliance

with applicable laws and reg

ulations

o Atteridgeville Bus Services (Pty) Ltd

Invest North West

Kgama Wildlife Operations

North West Parks and Tourism Board

North West Provincial Council on Aids

North West Development

Corporation

o North West Directorate of
Entrepreneurial Development in
Natural Resources

* North West Gambling Board

« North West Star (Pty) Ltd

« Northwest Transport Investments
(Pty) Ltd

Agriculture, Conservation,
Environment and Rural Development
Human Seftlements

Local Government and Traditional
Affairs

Public Safety

Economic Development and Tourism
Education

Provincial treasury

Health

Office of the Premier

Provincial Legislature

Public Works, Roads and Transport
Social Development

Sport, Arts and Culture

« North West Provincial Arts and
Culture Council

*  Mafikeng Industrial Development
Zone (Pty) Lid

4. Ensure that all vacancies in finance and other significant components are filled within a reasonable time

Human Settlements

Economic Development and Tourism
Health

Provincial Legislature

e Invest North West

* Kgama Wildlife Operations

« North West Parks and Tourism Board

« North West Provincial Council on Aids

« North West Development
Corporation

« North West Directorate of
Entrepreneurial Development in
Natural Resources

« North West Gambling Board

Agriculture, Conservation,
Environment and Rural Development
Local Government and Traditional
Affairs

Public Safety

Education

Provincial treasury

Office of the Premier

Public Works, Roads and Transport
Social Development

Sport, Arts and Culture

o Atteridgeville Bus Services (Pty) Ltd

o North West Provincial Arts and
Culture Council

o Mafikeng Industrial Development
Zone (Pty) Ltd

e North West Star (Pty) Ltd

« Northwest Transport Investments
(Pty) Ltd
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2. Financial and performance management

1. Proper record keeping and record management to ensure that supporting documents are properly filed and easily retrievable.

* Financial

o Agriculture, Conservation, Environment

o Atteridgeville Bus Services (Pty) Ltd

 Human Settlements

« North West Provincial Arts and Culture

statements and Rural Development e Invest North West « Local Government and Traditional Affairs Coundil
*Economic Development and Tourism * Kgoma Wildlife Operations « Public Safety * Mafikeng Industrial Development Zone
* Provincial treasury * North West Parks and Tourism Board « Education (Pty) Ltd
* North West Provincial Council on Aids * Heglth
« North West Development Corporation « (ffice of the Premier
o North West Directorate of Entrepreneurial |  Provincial Legislature
Development in Natural Resources « Public Works, Roads and Transport
o North West Gambling Board * Social Development
* North West Star (Pty) Ltd * Sport, Arts and Culture
* Northwest Transport Investments
(Pty) Ltd
o Predetermined | ¢ Agriculture, Conservation, Environment | Invest North West * Human Settlements o Atteridgeville Bus Services (Pty) Ltd
objectives and Rural Development « North West Development Corporation * Local Government and Traditional Affairs | * Kgama Wildlife Operations
« North West Directorate of Entrepreneurial | © Public Safety *Mafikeng Industrial Development Zone
Development in Natural Resources «Economic Development and Tourism (Pty) Ltd
* North West Gambling Board e Education o North West Parks and Tourism Board
e Provincial treasury o North West Provincial Council on Aids
* Health « North West Provincial Arts and Culture
« (Office of the Premier Coundil
* Provincial Legislature o North West Star (Pty) Ltd
« Public Works, Roads and Transport e Northwest Transport Investments

Social Development
 Sport, Arts and Culture

(Pty) Ltd

Alack of discipline has led to a situation where documentation could not be provided fo support procurement processes and disclosure notes. The unavailability of documentation, parficularly relating to SCM processes,
poses a fraud risk and risk of possible hidden irregular expenditure.

2. Producing accurate information and continuously monitoring the quality thereof

* Financial
statements

* Provincial treasury

o Invest North West

e North West Parks and Tourism Board

« North West Directorate of Entrepreneurial
Development in Natural Resources

e Agriculture, Conservation, Environment
and Rural Development

Human Settlements

Local Government and Traditional Affairs
Public Safety

Economic Development and Tourism
Education

Health

Office of the Premier

Provincial Legislature

Public Works, Roads and Transport
Social Development

Sport, Arts and Culture

Atteridgeville Bus Services (Pty) Ltd

Kgama Wildlife Operations (Pty) Ltd

North West Gambling Board

North West Star (Pty) Ltd

Northwest Transport Investments

(Pty) Ltd

« Mafikeng Industrial Development Zone
(Pty) Ltd

« North West Development Corporation
(Pty) Ltd

o North West Provincial Council on Aids

o North West Provincial Arts and Culture

Coundil

* Predetermined | None * North West Development Corporation o Agriculture, Conservation, Environment | Atteridgeville Bus Services (Pry) Ltd
objectives and Rural Development o Invest North West
*Human Settlements * Kgama Wildlife Operations
« Local Government and Traditional Affairs | * Mafikeng Industrial Development Zone
* Public Safety (Pty) Ltd
« Economic Development and Tourism « North West Parks and Tourism Board
Education * North West Provincial Council on Aids

* Education « North West Directorate of Entrepreneurial
e Provincial freasury Development in Natural Resources
* Heglth * North West Gambling Board
* (Office of the Premier * North West Provincial Arts and Culture
* Provincial Legislature Council
* Public Works, Roads and Transport * North West Star (Pty) Ltd
*Social Development * Northwest Transport Investments
* Sport, Arts and Culture (Pty) Ltd

‘-‘:‘
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Auditees that improved or maintained previous good practices

Departments

Public entities

Auditees where improvements are required

Departments

Public entities

controls over financial and performance management.

Departments and entities did not have documented and approved internal policies and procedures to address the process of collection, recording, processing, monitoring and reporting of performance information.
The financial statements and other information to be included in the annual report were not reviewed for complefeness and accuracy prior to submission for audit. There is a lack of adequate continuous monitoring
and review by management and inadequate systems to generate proper management information. Finance staff expect the AGSA to assist them to identify and correct misstatements rather than relying on their own

3. Ensure that the asset register reflects the assets owned and that this is agreed to the financial records on a monthly basis

None

o Atteridgeville Bus Services (Pty) Ltd

* Invest North West

e Kgama Wildlife Operations

« North West Parks and Tourism Board

e North West Provincial Council on Aids

« North West Development Corporation

« North West Directorate of Entrepreneurial
Development in Natural Resources

« North West Gambling Board

« North West Star (Pty) Lid

« Northwest Transport Investments

(Pty) Ltd

* Agriculture, Conservation, Environment
and Rural Development

* Human Settlements

* Local Government and Traditional Affairs

* Public Safety

«Economic Development and Tourism
Education

* Education

* Provincial treasury

* Hedlth

* Office of the Premier

* Provincial Legislature

« Public Works, Roads and Transport

* Social Development

* Sport, Arts and Culture

« North West Provincial Arts and Culture
Council
* Mafikeng Industrial Development Zone

(Pty) Ltd

The conrol environment not being conducive to ensuring reliable financial reporting as the correct tone was not set at the top. Asset systems in place were not always adequate fo provide sufficient details on the
existence and valuation of assets. The complexity and uncertainty of determining the rights fo assets was an issue which departments had addressed in full.
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3. Governance

1. Improved involvement by internal audit and avdit committee in monitoring processes

objectives

Corporation

Development
*Human Settlements
« Local Government and Traditional Affairs
* Public Safety
«Economic Development and Tourism Education
* Education
« Provincial treasury
* Health
« Office of the Premier
« Provincial Legislature
o Public Works, Roads and Transport
* Social Development
 Sport, Arts and Culture

* Financial None o North West Development | o Agriculture, Conservation, Environment and Rural o Mtteridgeville Bus Services (Pty) Ltd
statements Corporation Development o Invest North West
« Human Settlements * Kgama Wildlife Operations
« Local Government and Traditional Affairs e Mafikeng Industrial Development Zone (Pty) Lid
* Public Safety * North West Parks and Tourism Board
* Economic Development and Tourism Education e North West Provincial Council on Aids
e Education « North West Directorate of Entrepreneurial Development
e Provincial treasury in Natural Resources
* Health « North West Gambling Board
* (Office of the Premier e North West Provincial Arts and Culture Council
o Provincial Legislature o North West Star (Pty) Ltd
« Public Works, Roads and Transport « Northwest Transport Investments (Pty) Ltd
* Social Development
 Sport, Arts and Culture
* Predetermined | None * North West Development | » Agriculture, Conservation, Environment and Rural « Atferidgeville Bus Services (Pty) Ltd

Invest North West

Kgama Wildlife Operations

Mafikeng Industrial Development Zone (Pty) Ltd
North West Parks and Tourism Board

North West Provincial Council on Aids

North West Directorate of Entrepreneurial Development
in Natural Resources

North West Gambling Board

North West Provincial Arts and Culture Council
North West Star (Pty) Lid

Northwest Transport Investments (Pty) Ltd

The shared audit committee did not function throughout the year and was short staffed. Consequently, the committee did not monitor the progress of planned audits and was not able to effectively fulfil its oversight
responsibilities. Furthermore, interal audit was also not effective in discharging its mandate as annual internal audit plans were not completed. The province’s central infernal audit unit should be used more effectively
by accounting officers of departments in obtaining assurance on internal controls.

2. Maintaining effective risk management strategies, including fraud prevention plans

None

None

« Agriculture, Conservation, Environment and Rural
Development

 Human Settlements

* Local Government and Traditional Affairs

* Public Safety

«Economic Development and Tourism Education

* Education

« Provincial treasury

* Health

« (ffice of the Premier

« Provincial Legislature

o Public Works, Roads and Transport

* Social Development

 Sport, Arts and Culture

Atteridgeville Bus Services (Pty) Ltd

Invest North West

Kgama Wildlife Operations

Mafikeng Industrial Development Zone (Pty) Ltd
North West Parks and Tourism Board

North West Provincial Council on Aids

North West Directorate of Entrepreneurial Development
in Natural Resources

North West Development Corporation

North West Gambling Board

North West Provincial Arts and Culture Council
North West Star (Pty) Ltd

Northwest Transport Investments (Pty) Ltd

Although risk assessments were performed at some entities, it has not been appropriately monitored and fraud preventions plans have not been implemented.
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ANNEXURE 4: Listing of entities with dates on which the annual reports were tabled

Number ‘

Auditee

Audits conducted by the AGSA

Date of tabling of annual report

Departments
1 Agriculture, Conservation, Environment and Rural Development 21-5ep-10
2 Department of Human Settlements 21-Sep-10
3 Department of Local Government and Traditional Affairs 28:Sep-10
4 Department of Public Safety 215ep-10
5 Economic Development and Tourism 215ep-10
6 Education 21-5ep-10
7 Health 215ep-10
8 Office of the Premier 28-Sep-10
9 Provincial legislature 28Sep-10
10 Provincial treasury 28-5ep-10
11 Public Works, Roads & Transport 28-S5ep-10
12 Social Development 215ep-10
13 Sport, Arts and Culture 28-Sep-10
Public entities
14 Atteridgeville Bus Services (Pty) Ltd 215ep-10
15 Invest North West 215ep-10
16 Kgama Wildlife Operations (Pty) Ltd Not tabled
17 Mafikeng Industrial Development Zone (Pty) Ltd Not tabled
18 North West Parks and Tourism Board 28-Sep-10
19 North West Provincial Council on Aids Not tabled
20 North West Development Corporation (Pty) Ltd 215ep-10
21 North West Directorate of Entrepreneurial Development in Natural Resources Not tabled
22 North West Gambling Board 21-5ep-10
23 North West Provincial Arts & Cultural Council 28-Sep-10
24 North West Star (Pty) Ltd 21-5ep-10
25 North West Transport Investments (Pty) Ltd 215ep-10
Audits not conducted by the AGSA
Schedule 3 and other entities
26 Mmabana Arts, Culture and Sport Foundation 285ep-10
o
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ANNEXURE 5: Listing of audit findings raised on common IT focus areas

Focus areas

IT Governance
Security manage-
ment
User access control
Information
technology service
continuity

Audits conducted by the AGSA
Departments

] Depariment of Human Settlements
2 Health

3 Provincial treasury
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