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1. Introduction

This document contains a brief summary of the audit outcomes for the Department of Public Enterprises portfolio.
1.1 Reputation promise of the Auditor-General of South Africa

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

The purpose of this briefing document is for the Auditor-General of South Africa (AGSA) to provide an overview of the audit outcomes and other findings in respect of the Department of Public Enterprises and its entities for the 2012-13 financial year. 

1.3 Overview 

The Department of Public Enterprises provides shareholder oversight to nine State Owned Companies (SOC): Alexkor SOC Limited, Broadband Infraco SOC Limited, Denel SOC Limited, Eskom SOC Limited, the South African Forestry SOC Limited, South African Airways SOC Limited, South African Express SOC Limited and Transnet SOC Limited. The Department’s primary objective is to ensure that the State’s shareholdings in these companies are financially sustainable and deliver on Government’s strategic objectives. 

Vision 
To drive investment, productivity and transformation in the Department’s portfolio of SOC, their customers and suppliers so as to unlock growth, drive industrialisation, create jobs and develop skills.
Mission Statement 

The SOC are strategic instruments of industrial policy and core players in the New Growth Path. The Department aims to provide decisive strategic direction to the SOC, so that their businesses are aligned with the national growth strategies arising out of the New Growth Path. It will do this by ensuring that their planning and performance, and investments and activities, are in line with Government medium term strategic framework and the Minister’s service delivery agreement.
1.4 Structure of the DPE portfolio
                                                                                                            
                                                                                                                                                  Oversight department

                                                                                                                                                    Public entities
                                                                                                                                                   (Audited by AGSA)

                                                                                                                                                                    
                                                                                                                                                        Public entities
                                                                                                                                                        (Not audited by AGSA)
1.5
Funding

The budget for the Department of Public Enterprises for 2012-2013 financial year was R1.376 billion (R353 million 2011-2012). The increase of R1.023 billion in the annual appropriation from R353 million in the prior year to R1.377 billion is mainly as a result of an increase in payments for financial assets and a transfer payments to State Owned Companies. The financial support were provided to:
· DENEL – R700 000 000 (payment for financial assets)
· Alexkor – R350 000 000 (payment for financial assets)
· DENEL – R118 313 000 (indemnity claim paid to Denel Group)
2. 
Audit opinion history

	DESCRIPTION
	08-09
	09-10
	10-11
	11-12
	12-13

	Audit opinions
	
	
	
	
	

	Department of Public Enterprises (DPE)
	 
	
	 
	
	

	South African Express SOC Limited (SAX)
	
	
	
	
	

	South African Forestry Company Limited  (SAFCOL)
	
	
	
	
	

	Alexkor Limited
	
	
	
	
	

	Broadband Infraco SOC Limited
	
	
	
	
	

	Denel SOC Limited
	
	
	
	
	

	ESKOM
	
	
	
	
	

	South African Airways SOC Limited (SAA)
	
	
	
	
	

	Transnet Limited
	
	
	
	
	

	Areas of qualification
	
	
	
	
	

	· Broadband Infraco SOC Limited
        Fruitless and wasteful    

     Expenditure
	
	
	x
	
	

	· South African Express SOC Limited
2012-13 audit cycle
Non-current assests

Current assests

       Fruitless and wasteful    

Expenditure
2011-12 audit cycle
Non-current assets

Current assets 

Liabilities

Other disclousure items

2010-11 audit cycle
Non-current assets

Current assets 

Liabilities

Other disclousure items


	
	
	x
	x
	x

	· South African Forestry Company Limited
Non-current assets

Expenditure
	
	
	
	
	x

	Other legal and regulatory requirements
	
	
	
	
	

	· Predetermined objectives
	
	
	
	
	

	South African Express SOC Limited
	
	
	
	x
	X

	South African Forestry Company Limited
	
	
	
	
	x 

	Alexkor Limited
	
	x 
	x
	x
	

	Broadband Infraco SOC Limited
	
	
	x
	x
	

	South African Airways SOC Limited
	
	X
	
	x
	

	· Compliance with laws and regulations
	
	
	
	
	

	DPE
	
	
	
	
	x 

	South African Express SOC Limited
	
	
	x
	x
	x

	South African Forestry Company Limited
	
	
	
	
	x

	Alexkor Limited 
	x
	x
	x
	x
	x 

	Broadband Infraco SOC Limited
	
	
	x
	x
	x 

	ESKOM
	
	
	
	
	x

	South African Airways SOC Limited
	x
	X
	x
	x
	

	Transnet
	
	
	x
	x
	x

	AUDIT OPINION

	 
	CLEAN AUDIT OPINION: No findings on PDO and Compliance

	 
	UNQUALIFIED with findings on PDO and Compliance

	 
	QUALIFIED AUDIT OPINION (with/without findings)

	 
	DISCLAIMER/ADVERSE AUDIT OPINION

	
	AUDIT NOT FINALISED 


2.1 Qualification paragraph 

2.1.1
SAX


Property, plant and equipment


I was unable to obtain sufficient appropriate audit evidence for the rotables balance accounted for as part of property, plant and equipment due to inadequate record keeping by the entity. I was unable to confirm the rotable assets by alternative means. Consequently I was unable to determine whether any adjustment relating to the rotables balance stated at R47 549 801 (2012: R62 373 573) (2011: R nil) in note 4 to the financial statements was necessary.


Inventories

I was unable to obtain sufficient appropriate audit evidence for the inventory balance stated at R77 862 540 in the prior year due to the inadequate record keeping by the entity. As described in note 15 of the Directors’ Report the entity commenced with clean-up process of its financial records and therefore performed a complete physical stock count as at 31 March 2013. The entity did not recognise the inventory balance as physically verified during the year-end stock count process. Consequently, inventory as stated in note 7 to the financial statements is overstated by R32 416 368, and inventory write-downs are understated by the same amount.


Taxation effect 

Due to the possible effects of the limitation and misstatement as described in paragraphs 6 to 7 respectively, I was unable to obtain sufficient appropriate audit evidence for the account balances and classes of transactions considered in the computation of the recognised deferred tax asset for the financial year ended 31 March 2013. Consequently, I was unable to determine whether any adjustment to the recognised deferred tax asset stated at R158 386 513 (2012: unrecognised deferred tax asset R122 032 441) (2011: deferred tax liability R26 971 766) in note 15 to the financial statements, was required.


Irregular expenditure 


Section 55(2)(b)(ii) of the PFMA requires the entity to disclose in the notes to the financial statements particulars of all irregular expenditure that had occurred during the financial year. 
As described in the Directors’ report paragraph 12, the entity did not have an adequate system for identifying and recognising all irregular expenditure and there were no satisfactory alternative procedures that I could perform to obtain reasonable assurance that all irregular expenditure had been properly recorded in note 28 to the financial statements.  Consequently, I was unable to determine whether any adjustment was necessary to the irregular expenditure balances relating to the current and prior financial year. 


Aircraft structures 

The entity did not recognise special purpose entities in accordance with IFRS, IAS 27, Consolidated and Separate financial statements read with SIC 12, Consolidation - Special purpose entities. As the entity did not maintain adequate records of special purpose entities initiated to house certain aircraft structures as stated in the Directors’ report paragraph 14, I was not able to determine the full extent of the misstatement pertaining to the special purpose entities in the financial statements.
2.1.2
SAFCOL

Biological assets

The subsidiary Industrias Florestais de Manica, SA (IFLOMA) initiated a process for the measurement of planted areas using new technology. During the audit, differences emerged between the physical areas and the areas included in the biological asset valuation of IFLOMA that were used to determine the fair value of the plantation in terms of IFRS, IAS 41, Agriculture. The measurement process will only be completed towards the end of 2013 and consequently I am unable to determine whether any adjustments were necessary to the biological assets balance in the consolidated financial statements stated at R67 697 546.

Abnormal losses

SAFCOL did not calculate input value-added tax (VAT) in terms of the turnover-based method of apportionment as required by the VAT Act of South Africa, 1991 (Act No. 89 of 1991). The amount of input VAT of R9 906 060 owing to the South African Revenue Service has been recognised as an abnormal loss in the statement of comprehensive income of the separate financial statements instead of increasing the relevant individual expenditure items, resulting in their understatement and an overstatement of the abnormal loss. The effect of the matter is not considered material to the consolidated financial statements.

Capital profit and retirement fund reserves

The entity did not classify the capital profit reserve amounting to R64 374 000 and retirement fund reserve amounting to R64 000 000 as distributable reserves in the statement of changes in equity in accordance with IFRS, IAS 1, Presentation of Financial Statements. The capital profit reserve and retirement fund reserve were incorrectly disclosed as non-distributable reserves consisting of the capital profit reserve and the retirement fund reserve are overstated and distributable reserve is understated by R128 374 000 (2012: R128 374 000) in the statement of changes in equity. The effect of the matter is considered material to the consolidated and separate financial statements. 

2.2 Disclaimer of opinion – 2011-12

2.2.1
SAX
Limitation of scope

As a result of the reconstruction of the financial statements for the year ended 31 March 2011 as described in the Directors’ report paragraph 16, the prior year audit opinion was disclaimed. The entity could not provide sufficient appropriate audit evidence to indicate that the basis for the disclaimer of opinion on the financial statements for the year ended 31 March 2011 had been resolved for account balances, class of transactions and disclosure notes as described in sub-paragraphs (a) to (g) below. The entity’s records did not permit the application of alternative auditing procedures. Consequently, I was not able to obtain sufficient appropriate audit evidence to support the financial statement account balances, class of transactions and disclosure notes for the financial year ended 31 March 2012 as described in sub-paragraphs (a) to (g) due to the entity’s inadequate record keeping. 

a) Property, plant and equipment - I was not able to satisfy myself as to the existence, completeness, valuation and allocation of and rights pertaining to property, plant and equipment stated at R181 574 059 (2011: R145 343 073) in note 4 to the financial statements. 

b) Inventories - I was not able to satisfy myself as to the existence, completeness, valuation and allocation of and rights pertaining to inventories stated at R77 862 540 (2011: R75 491 661) in note 9 to the financial statements. 

c) Non-current assets held for sale - I was not able to satisfy myself as to the existence, completeness, valuation and allocation of and rights pertaining to non-current assets held for sale stated at R71 088 662 (2011: R241 696 475) in note 13 to the financial statements. 

d) Investments in Congo Express Sprl - I was not able to satisfy myself as to the existence, completeness, valuation and rights pertaining to the total unrecognised losses stated at R19 091 307 (2011: R19 091 307) in note 6 to the financial statements. 

e) Trade and other receivables - I was not able to satisfy myself as to the existence, completeness, valuation and allocation of and rights pertaining to the deposits, employee costs in advance, maintenance reserve, prepayments and VAT attributable to foreign jurisdictions, stated at R95 279 684 (2011: R109 690 642) in note 11 to the financial statements. 

f) Trade and other payables - I was not able to satisfy myself as to the existence, completeness, valuation and allocation of and obligations pertaining to passenger service charges included in trade payables amounting to R12 171 107 (2011: R26 255 697) in note 18 to the financial statements. 

g) Taxation effect - Due to the possible effects of the limitations as described in sub-paragraphs (a) to (f) above, I was unable to obtain sufficient appropriate audit evidence for the account balances and classes of transactions considered in the computation of the unrecognised deferred tax asset for the financial year ended 31 March 2012. Consequently, I was not able to satisfy myself as to the existence, completeness, valuation and allocation of and rights pertaining to the unrecognised deferred tax asset stated at R122 032 441 (2011: R26 971 766) in notes 17 and the deferred tax liability stated at R nil (2011: R13 736 726) in note 23 to the financial statements. 

Profit on sale of assets

As a result of the limitation described above, I was unable to obtain sufficient appropriate audit evidence for the profit on sale of assets. The entity did not maintain adequate records of the stated values of aircrafts sold and I was unable to confirm the valuation of these aircrafts by alternative means. Consequently, I was not able to satisfy myself as to the accuracy and classification of the profit on sale of assets stated at R120 191 578 (2011: R nil) in the statement of comprehensive income.    

Irregular, fruitless and wasteful expenditure 

Section 55(2)(b)(ii) of the PFMA requires the entity to include in its financial statements particulars of all irregular, fruitless and wasteful expenditure that had occurred during the financial year. 

As described in the Directors’ report paragraph 13, the entity did not have an adequate system for identifying and recognising all irregular, fruitless and wasteful expenditure and there were no satisfactory alternative procedures that I could perform to obtain reasonable assurance that all irregular, fruitless and wasteful expenditure had been properly recorded in note 30 to the financial statements.  Consequently, I was unable to obtain sufficient appropriate audit evidence to satisfy myself as to the completeness of irregular, fruitless and wasteful expenditure relating to the current and prior financial year. 

Aircraft structures 

The entity did not recognise special purpose entities in accordance with IFRS, IAS 27, Consolidated and Separate financial statements read with SIC 12, Consolidation - Special purpose entities. As the entity did not maintain adequate records of special purpose entities initiated to house certain aircraft structures as stated in the Directors’ report paragraph 14, I was not able to satisfy myself as to the existence, completeness, valuation and allocation of and rights or obligations pertaining to of the special purpose entities in the financial statements. 

Commitments

The entity did not correctly disclose the operating lease requirements in the correct period in accordance with IFRS, IAS17, Leases. The amount disclosed as part of the operating lease requirements for the year ended 31 March 2012 in note 33 for the period payable within 2-5 years is understated by R206 256 802 and the period over 5 years is overstated by the same amount. 

Aggregation of immaterial uncorrected misstatements

The financial statements as a whole are materially misstated due to the cumulative effect of numerous individually immaterial uncorrected misstatements in the following elements making up the statement of financial position, statement of comprehensive income and the notes to the financial statements: 

· The entity did not  recognise an internally developed computer package in accordance with IFRS, IAS 38, Intangible assets. The computer packages under development were incorrectly recognised as intangible assets in the prior year. Consequently, the cost of intangible assets transferred per note 5 to the financial statements reflected at R6 354 938 is overstated by R4 036 218 and the accumulated losses are understated by the same amount. 

In addition, I was unable to obtain sufficient appropriate audit evidence and was unable to confirm or verify the following elements by alternative means: 

· Intangible assets reflected as R3 200 354 as part of note 5 to the financial statements. 

· Repairs and maintenance expenditure included in the operating expenses stated at R157 382 951 as part of note 21 to the financial statements. 

· Other income reflected as R24 351 629 in the statement of comprehensive income. 

As a result, I was not able to satisfy myself as to the occurrence, completeness, accuracy, cut-off and classification of repairs and maintenance and other income in the financial statements.

2.3 Emphasis of matters

An emphasis of matter paragraph is used to draw users’ attention to a matter presented or disclosed in the financial statements by the accounting officer/authority which is of such importance that it is fundamental to their understanding of the financial statements. The following emphasis of matter paragraphs were included in the audit reports of the SOC’s.
2.3.1
ALEXKOR


Fruitless and Wasteful Expenditure

As disclosed in note 34 to the annual financial statements, fruitless and wasteful expenditure to the amount of R146 980 (2012: R0) was incurred mainly in the form of late payment penalties and interest charges to SARS.

2.3.2
SAX – 2012-13

Material impairments 

As disclosed in note 7 to the financial statements, material impairments to the amount of R20 415 185 were incurred as a result of impairments to inventory (consumables), owing to the fact that such consumables have either past the recommended shelf life or could not be physically verified.
3.3.3
SAX – 2011-12
Financial sustainability

The Directors’ report paragraph 1 indicates that the entity incurred a net loss of R313 882 535 during the year ended 31 March 2012 and R186 967 692 during the year ended 31 March 2011. Furthermore, the Directors’ report paragraph 2 states that the entity received a government guarantee amounting to R539 million to serve as security against its debts.

Material impairments 

As disclosed in notes 4 and 5 to the financial statements, material impairments to the amount of R64 804 287 were incurred as a result of impairments to property, plant and equipment (aircraft and rotables held for continuing use) as well as intangible assets.

2.4 Additional matters

The auditor may consider it appropriate to use the auditor’s report as a means of communicating information relating to matters other than those that are presented or disclosed in the financial statements, which may be relevant to users’ understanding of the audit, the auditor’s responsibilities or the auditor’s report. The following additional matter paragraph was included in the audit report of SAFCOL:
2.3.1
SAFCOL



Prior year audit conducted by a predecessor auditor 


The financial statements of the prior year were audited by a predecessor auditor in terms of section 4(3) of the Public Audit Act, 2004 (Act No. 25 of 2004). 
2.4.2
SAX – 2011-12
Prior year audit conducted by a predecessor auditor 

The financial statements of the prior year were audited by a predecessor auditor in terms of section 4(3) of the Public Audit Act, 2004 (Act No. 25 of 2004). 

The reportable irregularities raised by the predecessor auditor in terms of section 44 and 45 of the Auditing Profession Act, 2005 (Act No. 26 of 2005) have been closed.
3. Key focus areas  

3.1 Predetermined objectives

	Entity
	Finding 
	Root cause
	Recommendation

	DPE
	Although no material findings concerning the usefulness and reliability of performance information were identified in DPE’s performance report , attention was drawn to the level of non-achievement of planned targets:

Achievement of planned targets 
Of the 81 planned targets, 26 were not achieved during the year under review. This represents 32% (>20%) of total planned targets that were not achieved during the year. This was as a result of the institution not considering relevant systems and evidential requirements during the annual strategic planning process.
	The reasons for the non-achievment of the department’s indivdiual targets as indicated is set out in pages 23 to 69 of the performance report of the Department of Public Enterprises March 2013.

	.

	SAX
2012/2013 and 2011/2012
	Usefulness of information

Performance indicators not well defined 

The National Treasury Framework for managing programme performance information (FMPPI)   requires that indicators should have clear, unambiguous data definitions so that data is collected consistently and is easy to understand and use. A total of 35% (>20%) (2011-12: 33%) of the indicators relevant to the objectives set for profitability and human capital were not well defined in that clear, unambiguous data definitions were not available to allow for data to be collected consistently. This was due to the fact that management was not aware of the requirements of the FMPPI.

Achievement of planned targets 
Of the total number of 17 (2011-12: 17) targets planned for the year, 6 (2011-12: 10) were not achieved during the year under review. This represents 35% (>20%) (2011-12: 59%) of total planned targets that were not achieved during the year under review. 

Material adjustments to the predetermined objectives report

Material misstatements, as per the detailed audit findings, in the performance against objectives report were identified during the audit, all of the reliability
	The accounting authority did not exercise adequate oversight responsibility over reporting and compliance with laws and regulations and internal control related to performance against predetermined objectives.

The reasons for the variances are provided on page 40 of the integrated report.

	During the strategic planning process, indicators and measures need to be tested against the criteria for being well defined prior to the submission of the corporate plan. Guidance from National Treasury should be obtained to determine what constitutes a well defined indicator. 

It is recommended that the entity consider setting objectives which is not interrelated to each other in order to avoid a situation where the non-achievement of one objective also influences the other objectives resulting in multiple non-achievements on the objectives set between the entity and the executive authority.  

	SAX
2012/2013
	Material adjustments to the predetermined objectives report

Material misstatements, as per the detailed audit findings, in the performance against objectives report were identified during the audit, all of the reliability misstatements identified were corrected by management leaving the material finding on the usefulness of some of the information as described above.
	Management did not implement controls for record keeping to ensure that complete, relevant and accurate information is accessible and available to support financial and performance reporting.

The main cause of the misstatement was due to the absence of quality controls monitoring quarterly and final reporting.


	Controls for monitoring information gathered for quarterly reporting should be implemented. Sufficient appropriate evidence should be verified to ensure accurate performance reporting.

Internal audit should review all quarterly reports before submission to the accounting authority, Executive Authority and National Treasury

	SAFCOL
	Reliability of key performance indicators

The FMPPI requires that institutions should have appropriate rsystems to collect, collate, verify and store information to ensure valid, accurate and complete reporting of actual achievements against planned objectives, indicators and  targets.

I was unable to obtain the information and explanations I considered necessary to satisfy myself as to the reliability of information presented with respect to the area under forest management – IFLOMA Mozambique
	This was due to limitations placed on the scope of the work due to the fact that the institution could not provide sufficient appropriate evidance in support of the information presented with respect to the area under forest management – IFLOMA Mozambique.
	Controls for monitoring information gathered for quarterly reporting should be implemented. Sufficient appropriate evidence should be verified to ensure accurate performance reporting in the IFLOMA Mozambique environment similar to those policies and procedures with the South African operations of SAFCOL.



	SAFCOL
	Achievement of planned targets 
Of the total number of 24 targets planned for the year, nine were not achieved during the year under review. This means 37% (>20%) of the total planned targets were not achieved during the year under review. 
	The reasons for the variances are provided on pages 36 to 37 of the integrated report.
	It is recommended that the entity consider setting objectives which is not interrelated to each other in order to avoid a situation where the non-achievement of one objective also influences the other objectives resulting in multiple non-achievements on the objectives set between the entity and the executive authority.  

	Broadband Infraco
	Although no material findings concerning the usefulness and reliability of performance information were identified in the performance report, attention was drawn to the level of non-achievement of planned targets:

Achievement of planned targets 
Of the total number of 24 targets planned for the year, 6 of the targets were not achieved during the year under review. This represents 25% (>20%) of total planned targets that were not achieved during the year under review. 
	Reasons are provided on page 29 of the annual report for targets not achieved.
	

	ESKOM
	Although no material findings concerning the usefulness and reliability of performance information were identified in the performance report, attention was drawn to the level of non-achievement of planned targets:

Achievement of planned targets 

Of the total 22 planned targets, only 14 were achieved during the year under review. This represents 36% (>20%) of total planned targets that were not achieved during the year under review. The directors have presented reasons for variations from planned targets in the Performance in terms of the shareholder compact section included in the directors’ report.
	The directors have presented reasons for variations from planned targets in the Performance in terms of the shareholder compact section included in the directors report. (Refer to pages 5 and 6 of the annual financial statements)
	

	Transnet
	Although no material findings concerning the usefulness and reliability of performance information were identified in the performance report, attention was drawn to the level of non-achievement of planned targets:

Achievement of planned targets 
Of the total number of 70 targets planned for the year ended 31 March 2013, 33 of the targets were not achieved during the period under review. This represents 47.1% (>20%) of total planned targets that were not achieved during the year under review. 
	This was due to the adverse market and operating conditions, including rolling stock inefficiencies, infrastructure failures and customer cancellations that negatively impacted volumes and operational efficiencies. (for further detail refer to the directors report on page 20 of the annual financial statements)
	


3.2 Supply chain management 

	Entity
	Finding 
	Root cause
	Recommendation

	SAX 2012/2013 and 2011/2012
	Procurement and contract management

Sufficient appropriate audit evidence could not be obtained that goods, works and services were procured through a procurement process which is fair, equitable, transparent and competitive as required by the PFMA section 51(1)(a)(iii).
	Insufficient consideration given by management on the impact of possible changes in the external environment such as changes to applicable laws and regulations i.e. PPPFA non-compliance 

Management did not communicate policies and procedures to enable and support understanding and execution of internal control objectives, processes and responsibilities, insofar as compliance with established policy and procedure are concerned.
	Management should take appropriate measures to ensure that the entity keeps abreast of all new and changes made to laws and regulations governing the entity. Those charged with governance as well as the leadership of the entity should ensure that compliance with applicable laws and regulations are addressed as a matter of urgency, in particular to those related to the supply chain management function. 

It is recommended that guidelines as outlined in the Procurement Policy Procedures be adhered to at all times in Procurement of goods and services.



	SAFCOL
	Procurement and contract management

Goods and services were not always procured through a procurement process that was fair, equitable, transparent and competitive, as required by section 51(1)(a)(iii) of the PFMA.
	The policies and procedures used by the entity to procure its goods and services are not aligned to each other. Insufficient consideration given by management on the impact of possible changes in the external environment such as changes to applicalble laws and regulations i.e. PPPFA non-compliance 

Management did not communicate policies and procedures to enable and support understanding and execution of internal control objectives, processes and responsibilities, insofar as compliance with established policy and procedure are concerned.
	Management should perform the following:

· The procurement procedures should be updated and aligned to the procurement policy and relevant legislation.
· Indicate the acceptable period for a contract with a specific supplier without a tendering process occurring
· Enter into valid contracts with all suppliers being used. 
· Consider performing a new tendering process for all suppliers that have been used by the entity for an extended period of time.

	ALEXKOR
	Procurement and contract management
Contract were signed by Alexkor, which were awarded by the Pooling and Sharing Joint Venture (PSJV) who should have been the signatory of these contracts, with mining contractors whose tax matters had not been declared by the South African Revenue Services to be in order as required by Treasury Regulations 16A9.1(d) and the Preferential Procurement Regulations. Alexkor has not made any payments to these mining contractors.
As a result of the matter described in the preceding paragraph, Alexkor’s procurement system/processes did not comply with the requirements of a fair SCM system as per section 51(1)(a)(iii) of the PFMA, in that:

The bids were not invited through a public advert in the Government Gazette as prescribed by the SCM policy.
	The tender process and appointment of the independent contractors was done at PSJV level. The PSJV is not a public entity and there was no requirement for the PSJV to comply with the PFMA and Supply Chain Management Policies. Consequently the management of the PSJV did not call for tax clearances from preferred bidders, nor did they advertise in the Government Gazette.

Alexkor concluded contracts on behalf of the PSJV since the independent contractors concerned refused to enter into contractual arrangements with the PSJV as an unincorporated entity. This was done in the spirit of the Deed of Settlement, in terms of which Alexkor is required to facilitate and enable the effective implementation of the mining activities in a sustainable manner.
	Management should ensure that advertisements inviting bids are published via various print media to reach all groups.



	Broadband Infraco
	Procurement and contract management

The procurement system/ processes did not comply with the requirements of a fair SCM system as per section 51(1) (a)(iii) of the PFMA, in that two contracts were awarded to bidders based on preference points that were not calculated in accordance with the requirements of the Preferential Procurement Policy Framework Act and its regulations.
	Although leadership did implement controls to ensure compliance with laws, regulations and internally designed policies and procedures, a significant non-compliance issue was noted due to: 

• The supply chain policy of the company has not been amended to comply with the Preferential Procurement Policy Framework Act which became effective during the current year as a result of a letter received from the Minister instructing the company to continue with current procurement processes. 
	Management should exercise oversight responsibility regarding financial and performance reporting and compliance and related internal controls

	ESKOM
	Non-compliance with PPPFA

As reflected in note 52 to the group financial statements, Eskom has not complied, in all aspects, with the requirements of the Preferential Procurement Regulations, issued in terms of the Preferential Procurement Policy Framework Act, 2000 (Act no 5 of 2000). These regulations became applicable to Eskom with effect from 8 December 2012
	Insuffiecient consideration given by management  on the impact of possible changes in the external environment such as changes to applicalble laws and regulations i.e. PPPFA non-compliance
	Eskom should ensure that there are processes in place to communicate and seek relevant and timely information to and from external parties. Further, action plans should be implemented to ensure immediate compliance with any changes in the regulations of PPFA.


3.3 Material Mistatements to Financial Statements

	Entity
	Finding 
	Root cause
	Recommendation

	DPE
	Financial management

The financial statements submitted for auditing were not prepared in accordance with the prescribed financial reporting framework and/or supported by full and proper records as required by section 40(1) (a) of the Public Finance Management Act. Material misstatements on key management personnel, impairments, investments and litigations were identified by the auditors in the submitted financial statement and were subsequently corrected, resulting in the financial statements receiving an unqualified audit opinion.


	The DPE did not fully prepare regular, accurate and complete financial reports that are supported and evidenced in reliable information. This lead to an understatement of key management personnel, contingent liabilities and investments.


	Key management personnel
The responsible official should compare the Salary Key Personnel schedule prepared by HR with the PERSAL report to ensure that the amount disclosed in the annual financial statements is correctly disclosed. Furthermore the department should institute an internal process that that the process is reviewed and signed off at the appropriate level.

Contingent liabilities

The DPE should implement a proper process with criteria for including and removing contingencies (litigation) and adjust note 29 contingent liabilities with R4 686 638 000.Furthermore DPE should ensure alignment of the legal workflow to the business plan with regards to providing legal advice to internal clients.

Investments

Management should ensure that the financial statements are prepared based on the correct figures to avoid errors in the financial statements in accordance with the Departmental Financial Reporting Framework.

	SAX
2012/2013 and 2011/2012
	Annual financial statements, performance and annual report

Material misstatements of non-current assets, current assets and disclosure items identified by the auditors in the submitted financial statements were subsequently corrected and the supporting records were provided subsequently, but the uncorrected material misstatements and supporting records that could not be provided resulted in the financial statements receiving a qualified audit opinion. The financial statements submitted for auditing were therefore not fully prepared in accordance with the prescribed financial reporting framework due to the material misstatements described and supported by full and proper records as required by section 55(1) (a) and (b) of the PFMA and section 29(1)(a) of the Companies Act of South Africa. 
	Management did not implement proper record keeping in a timely manner to ensure that complete, relevant and accurate information is accessible and available to support financial reporting.

The leadership of the organization did not develop and monitor the implementation of action plans to address internal control deficiencies. 
The accounting authority failed to develop an appropriate response to address the internal control deficiencies identified in the prior year relating to the lack of persuasive audit evidence to support the annual financial statements.

Management failed to review and monitor compliance with applicable laws and regulations, specifically the PFMA which required compliance with IFRS, being the entity’s applicable financial reporting framework.


	Management should perform regular reconciliations between the financial accounting system and the spares and maintenance system (inventory and rotables). 

Measures should be implemented to correctly value rotables purchased in the past which are still on hand. 
Management should implement measures to manage inventory and rotables, receipts, issuing and reconciling back to the above mentioned systems on an ongoing basis.



	SAFCOL
	Annual financial statements
Material misstatements of non-current assets, current assets and liabilities identified by the auditors in the submitted financial statements were subsequently corrected and the supporting records were provided subsequently, but the uncorrected material misstatements and supporting records that could not be provided resulted in the financial statements receiving a qualified audit opinion. The financial statements submitted for auditing were not prepared in accordance with the prescribed financial reporting framework as required by section 55(1) ((a) and) (b) of the PFMA and section 29(1)(a) of the Companies Act of South Africa. 
	Biological Assets 
Management failed to implement control for proper record keeping in a timely manner to ensure that complete, relevant and accurate information is accessible and available to support financial reporting.
The leadership did not exercise oversight responsibility regarding financial reporting and compliance and related internal controls.
Taxation
There was no implementation of proper record keeping in a timely manner to ensure that complete, relevant and accurate information is accessible and available to support financial and performance reporting.
Land lease provision 
There was no implementation of proper record keeping in a timely manner to ensure that complete, relevant and accurate information is accessible and available to support financial and performance reporting.

	Biological Assets 
Biological assets need to be split between current and noncurrent portions to the extent that the fair value is expected to realise in the following 12 months.
Recommendations to valuation methodology applied by management should be considered when reviewing the biological asset valuation. Management is also requested to implement controls to monitor deviations from industry norms and the reason for these deviations. In most cases this would improve on efficiency and effectiveness of applied resources.
Certain proposed industry standards with regards to the inventory systems and policies are suggested such as the location of plot centre’s on the compartment boundary and the double (mirror) recording of plot diameters. Management is also encouraged to perform a comprehensive external or internal audit on maps and compartment registers as contained in the plantation information management system, at least every 5 years.


Based on the outcome of the current period regulatory audit of IFLOMA, management is encouraged to implement preventative and detective internal controls to ensure that funding is spent to uphold the investment’s value and long term profitability. 
Taxation
Proper review of the tax computation should be done prior to journals being processed to the tax accounts and all journals processed should be supported by relevant, accurate and complete documentation/information.
Land lease provision 
Each financial statement item should be evaluated to ensure that the recordkeeping is in line with the substance of the transaction.


	ALEXKOR
	Annual financial statements

The financial statements submitted for auditing were not prepared in accordance with the prescribed financial reporting framework as required by section 55(1) ((a) and (b) of the PFMA. Material adjustments to the annual financial statements submitted for audit were made for property, plant and equipment and for the disclosure of fruitless and wasteful expenditure.
	Management did not exercise oversight responsibility regarding financial reporting and compliance and related internal controls.

The property, plant and equipment owned by the entity and was incorrectly derecognised in the initial AFS submitted for audit – Management then early adopted IFRS 11 which resulted in the material adjustments to the financial statements.

	Management should ensure compliance with VAT Act Section 28 (a) & (b) and the PFMA Section 51(1) (b) (ii). 

Accounting Authority must take appropriate effective disciplinary steps those who allowed and caused fruitless and wasteful expenditure to be incurred as required by Section 51(1)(e) (iii)



	Broadband Infraco SOC Limited
	Annual financial statements

The financial statements submitted for auditing were not prepared in accordance with the prescribed financial reporting framework as required by section 55(1) ((a) and) (b) of the PFMA and section 29(1)(a) of the Companies Act. A reclassification of current liabilities and adjustments to property, plant and equipment identified in conjunction with the auditors in the submitted financial statement were subsequently corrected, resulting in the financial statements receiving an unqualified audit opinion.
	Current liabilities – Services not commisioned were clasified incorrectly as accruals
Ppoperty, Pland and Equipment -  Assetswhich had a zero value were still recorded on the fixed asset register and the useful lives and book values were not assessed
	Management should implement controls to ensure that the correct classification of account balances in the financial statements 

Management should implement controls whereby an independent senior official reviews the fixed asset register , to ensure that the available information is accurate, complete and complies with the policies of the company


3.4 Other material non-complaince

	Entity
	Finding 
	Root cause
	Recommendation

	SAX
2012/2013

And 2011/2012
	Expenditure management

The accounting authority did not take effective steps to prevent irregular and fruitless and wasteful expenditure, as required by section 51(1)(b)(ii) of the PFMA due to the lack of a formal policy and procedure addressing the processes and requirements with regards to irregular and fruitless and wasteful expenditure. The entity has since developed and implemented such a policy as stated in the director’s report paragraph 12.

Asset management

Proper control systems to safeguard and maintain assets were not implemented, as required by sections 50(1)(a) and 51(1)(c) of the PFMA.
	SAX did not have a formal policy and procedure addressing the processes and requirements with regards to irregular and fruitless and wasteful expenditure. The entity has since developed and implemented such a policy as stated in the director’s report paragraph 12.
Refer to root cause for SCM non-compliance raised in paragraph 3.2 above
Refer to root causes raised in paragraph 3.3 above

	SAX should implement the formal policy and procedure addressing the processes and requirements with regards to irregular and fruitless and wasteful expenditure. The policy should then be rolled out to all employees. Regular monitoring of compliance with the policy should be done to ensure adherence.


	SAFCOL
	Annual financial statements

The accounting authority did not submit the financial statements for auditing within two months after the end of the financial year, as required by section (1)(c)(i) of the PFMA.

Expenditure management
The accounting authority did not take effective steps to prevent irregular and fruitless and wasteful expenditure, as required by section 51(1)(b)(ii) of the PFMA due to the lack of a formal policy and procedure addressing the processes and requirements with regards to irregular and fruitless and wasteful expenditure.
	The accounting authority did not exercise their oversight responsibility regarding financial and performance reporting and compliance with laws and regulations.

SAFCOL did not have a formal policy and procedure addressing the processes and requirements with regards to irregular and fruitless and wasteful expenditure.
Refer to root cause for SCM non-compliance raised in paragraph 3.2 above


	The SAFCOL group must ensure compliance with the requirements of the PFMA with regards to the submission of financial statements of all entities within the group for audit on the 31 of May for each reporting period.

SAFCOL should implement the formal policy and procedure addressing the processes and requirements with regards to irregular and fruitless and wasteful expenditure. The policy should then be rolled out to all employees. Regular monitoring of compliance with the policy should be done to ensure adherence.



	Alexkor
	Expenditure management

The accounting authority did not take effective steps to prevent fruitless and wasteful expenditure, as required by section 51(1)(b) (ii) of the Public Finance Management Act.
	Review and monitor compliance with applicable laws and regulations.

Management did not monitor compliance with the VAT Act Section 28 (a) & (b) and the PFMA Section 51(1) (b), as they failed to make payments timeously to creditors to avoid fruitless and wasteful expenditure.
	Management should ensure compliance with VAT Act Section 28 (

a) & (b) and the PFMA Section 51(1) (b) (ii). 

Accounting Authority must take appropriate effective disciplinary steps those who allowed and caused fruitless and wasteful expenditure to be incurred as required by Section 51(1)(e) (iii)



	Transnet
	Expenditure management

As per disclosure in Annexure E of the annual financial statements, the accounting authority did not take effective appropriate steps to prevent irregular expenditure, fruitless and wasteful expenditure, as required by section 51(1)(b) (ii) of the PFMA, in respect of items as detailed in that annexure.
	This has risen due to the non-adherence with operational policies in the expenditure, procurement and contract management processes. 
	The Accounting Authority must investigate the causes for the irregular expenditure, fruitless and wasteful expenditure and if appropriate take disciplinary steps those who allowed and caused fruitless and wasteful expenditure 
In addition measures should be implemented to ensure that irregular expenditure and fruitless and wasteful expenditure is avoided.


4. Drivers of internal controls 
	Drivers of internal control

	Entity
	Leadership
	Financial and performance management
	Governance

	
	Effective leadership culture
	Oversight responsibility
	HR management
	Policies and procedures
	Action plans
	IT governance
	Proper record keeping
	Processing and reconciling controls
	Reporting
	Compliance
	IT systems controls
	Risk management
	Internal audit
	Audit committee

	Department of Public Enterprises (DPE)
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	South African Express SOC Limited (SAX)
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	South African Forestry Company Limited 
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Alexkor SOC Limited
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Broadband Infraco SOC Limited
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	DENEL SOC Limited
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Eskom holdings SOC Limited
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	South African Airways SOC Limited
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Transnet SOC Limited
	
	
	
	
	
	
	
	
	
	
	
	
	
	


Legends

	Legend Drivers
	Good
	Causing Concern
	Intervension required 


5. Other matters of interest 
a)
Unauthorised expenditure: 

  No unauthorised expenditure incurred by any of the entities in the portfolio.

(b)
Fruitless and wasteful expenditure made in 2012/2013: 

	Auditee
	Fruitless and wasteful expenditure

	
	Movement
	Amount
R m
2013
	Amount
R m
2012

	1
	Department of Public Enterprises
	
	-
	-

	2
	South African Express SOC Limited
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	9,4
	0,52

	3
	South African Forestry Company Limited
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	14.08
	0.014

	4
	Alexkor SOC Limited
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	0,15
	-

	5
	Broadband Infraco SOC Limited
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	0,02
	1,11

	6
	Denel SOC Limited
	
	-
	-

	7
	Eskom Holdings SOC Limited
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	38
	20

	8
	South African Airways SOC Limited

	-
	-
	-

	9
	Transnet SOC Limited
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	19,7
	90


(c)
Irregular expenditure incurred in 2012/2013: 

	Auditee
	Irregular expenditure

	
	Movement
	Amount
R m
2013
	Amount
R m
2012

	1
	Department of Public Enterprises
	
	-
	-

	2
	South African Express SOC Limited
	-

	-
	-

	3
	South African Forestry Company Limited
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	1.48
	-

	4
	Alexkor SOC Limited
	
	-
	-

	5
	Broadband Infraco SOC Limited
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	0.72
	73

	6
	Denel SOC Limited
	
	-
	-

	7
	Eskom Holdings SOC Limited
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	467
	-

	8
	South African Airways SOC Limited

	¹
	-
	-

	9
	Transnet SOC Limited
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	230,8
	195,5


6. Other reports

6.1 Investigations
6.1.1
SAX

An investigation is currently being conducted by the Risk and Compliance division at SA Express into an alleged incident of financial misconduct at one of the SA Express ticket sale kiosks. The final outcome of the investigation is pending.

6.1.2
SAFCOL

An investigation was conducted by an independent consulting firm on request of the entity. The investigation was initiated based on an allegation of misappropriation of assets by employees of the subsidiary of the entity. The investigation resulted in criminal proceedings being instituted against employees of the subsidiary.
6.1.3
Broadband Infraco SOC Limited

In the preceding financial years, the Acting Chief Executive Officer commissioned investigations to assess compliance with procurement and contract management based on findings from internal audit report relating to procurement and contract management. All awarded contract/tenders exceeding R10 million were included in the scope of this investigation. The portion of the investigation relating to the non-compliance with policies and procedures has been concluded and the Accounting Authority has taken all relevant disciplinary action against employees. The investigation relating to the possible criminal misconduct has been handed over to National Treasury and is still ongoing at the date of this report.
6.1.4
Eskom

During the financial year under review the group initiated investigations into alleged irregularities and fraud within the procurement and asset management environments. No material findings were identified relating to those investigations completed during the year. At the reporting date, certain investigations are still ongoing.
7. Combined Assurance on Risk Management in the Public Sector
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Senior management Provides some assurance
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Internal audit Provides some assurance
Audit committee Provides some assurance

Portfolio committee Provides some assurance





· Assessment on Assurance levels was only done on the following entities: DPE, SAX and SAFCOL

8. Commitments
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Department of Public Enterprises (DPE)





Department of Public Enterprises (DPE)





South African Forestry Company Limited (SAFCOL)





South African Express SOC Limited (SAX)





Broadband Infraco SOC Limited





DENEL SOC Limited








Alexkor SOC Limited





Eskom Holdings SOC Limited





South African Airways SOC Limited (SAA)





Transnet SOC Limited








� Audit not finalized.


� Forms part of the basis for qualification and therefore no amount could be determined.


� Audit not finalized.






