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1. Introduction

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, 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 

To brief the Portfolio Committee on the portfolio of the Minister of Science and Technology.
1.3
Overview 
The portfolio consists of:
· Department of Science and Technology (DST)

· Three schedule 3A public entities audited by the AGSA:
· Council for the African Institute of SA (AISA)
· Human Sciences Research Council (HSRC)
· National Research Foundation (NRF)
· One schedule 3B public entity with subsidiaries and joint venture audited by the AGSA:
· Council of Scientific and Industrial Research (CSIR)
Subsidiaries:
· Technovent (Pty) Ltd – active 
· Technology Finance Corporation (Pty) Ltd – active  
· Accredited Spatial Knowledge Network (Pty) Ltd – dormant 
· Ulwazi Biotech (Pty) Ltd – dormant  
· Citizens Information Services (Pty) Ltd – dormant 

Joint venture:
· Ellipsoid Technology (Pty) Limited – active
· Three schedule 3A public entities not audited by the AGSA in terms of section 4(3) of Public Audit Act:
· Technology Innovation Agency (TIA) – audited by KPMG
· South African National Space Agency (SANSA) – audited by SizweNtsalubaGobodo
· Academy of Science for South Africa (ASSAF) – audited by Douglas & Velcich
1.4
Organisational structure 
[image: image6.emf]
1.5
Funding

The Department (Vote 34) received a final annual appropriation of R5 billion and has spent 99.47% of the allocation in the 2012/13 financial year. The under-spending has increased as compared to 0.08% in 2011/12 and 0.53% in 2012/13, which is due to staff turnover (decreased compensation of employee cost) and decrease in procurement of goods and services. The largest portion of 91.6% of the budget allocation was transferred to the portfolio entities, other institutes and projects.

	Department of Science and Technology 

	Program
	2012-13

Budgeted

R’000
	2012-13

Actual

R’000
	%

(Over)/Under

Spending
	2011-12

Budgeted

R’000
	2011-12

Actual

R’000
	%

(Over)/Under

Spending

	Program 1: Administration
	226 372
	225 270
	0.49%
	195 895
	195 556
	0.17%

	Program 2:  Research, Development and Innovation
	1 160 383
	1 156 845
	0.30%
	855 442
	854 944
	0.06%

	Program 3:  International Cooperation and Resources
	137 240
	136 518
	0.53%
	132 952
	132 276
	0.51%

	Program 4:  Human Capital and Knowledge systems
	2 057 033
	2 038 955
	0.88%
	1 957 510
	1 956 334
	0.06%

	Program 5:  Socio-Economic Partnerships
	1 418 582
	1 415 727
	0.20%
	1 265 594
	1 264 362
	0.10%

	TOTAL
	4 999 610
	4 973 315
	0.53%
	    4 407 003 
	  4 403 472 
	0.08%


The following transfers to public entities in the portfolio were made from various programmes. Included budget allocated to programme 2, 3, 4 and 5 is the amount budgeted as parliamentary grants to the entities of the portfolio. The core programmes which are programme 2, 4 and 5 transferred more than 96% of their allocated budget to the portfolio entities, other institutes and projects.

	Entities receiving parliament grant from the department

	Name of entity
	2012-13

Budgeted

R’000
	2012-13

Actual

R’000
	%

(Over)/Under

Spending
	2011-12

Budgeted

R’000
	2011-12

Actual

R’000
	%

(Over)/Under

Spending

	Council for the African Institute of SA
	34 000
	34 000
	0%
	32 000
	32 000
	0%

	Human Sciences Research Council
	214 000
	214 000
	0%
	206 000
	206 000
	0%

	National Research Foundation
	1 064 000
	1 064 000
	0%
	1 099 000
	1 099 000
	0%

	Council of Scientific and Industrial Research
	743 000
	743 000
	0%
	687 000
	687 000
	0%

	Technology Innovation Agency
	456 000
	456 000
	0%
	434 000
	434 000
	0%

	South African National Space Agency
	126 000
	126 000
	0%
	107 000
	107 000
	0%

	Academy of Science for South Africa
	16 000
	16 000
	0%
	14 000
	14 000
	0%


2. Audit opinion history
	AUDIT FOCUS AREAS

	1. Financial statements

	2. Predetermined objectives

	3. Compliance with laws and regulations

	4. Internal controls


	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 opinion table

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

	Department of Science and Technology
	
	
	
	
	

	Audit opinions
	
	
	
	
	

	No areas of qualification 
	
	
	
	
	

	Other findings
	
	
	
	
	

	· Non-compliance - Compensation of employees 
	
	
	
	
	X

	· Usefulness of Predetermined objectives
	
	X
	
	X
	

	· Reliability of Predetermined objectives
	
	
	
	
	X

	Council for the African Institute of SA
	
	
	
	
	

	Audit opinions
	
	
	
	
	

	No areas of qualification
	
	
	
	
	

	Other findings
	
	
	
	
	

	· Usefulness of Predetermined objectives
	X
	X
	
	
	X

	· Non compliance- Supply chain management
	X
	X
	
	X
	X

	· Non compliance- Inventory and assets
	X
	X
	
	
	

	· Non compliance-Banking and cash management
	X
	
	
	
	

	· Annual financial statements- Material adjustments
	X
	X
	
	X
	X

	Human Sciences Research Council
	
	
	
	
	

	Audit opinions
	
	
	
	
	

	No areas of qualification
	
	
	
	
	

	Other findings
	
	
	
	
	

	· Non compliance- Irregular expenditure
	X
	
	X
	
	

	· Usefulness of predetermined objectives
	
	
	X
	
	

	· Reliability of predetermined objectives
	
	
	X
	
	

	· Annual financial statements- Material adjustments
	X
	
	
	
	

	National Research Foundation
	
	
	
	
	

	Audit opinions
	
	
	
	
	

	No areas of qualification
	
	
	
	
	

	Other findings
	
	
	
	
	

	· Usefulness of Predetermined objectives
	X
	
	
	
	

	· Reliability of Predetermined objectives
	X
	
	
	
	

	Council of Scientific and Industrial Research group
	
	
	
	
	

	Audit opinions
	
	
	
	
	

	No areas of qualification
	
	
	
	
	

	Other findings
	
	
	
	
	

	· No significant findings
	
	
	
	
	

	Technology Innovation Agency
	
	
	
	
	

	Audit opinions
	New entity
	New entity
	
	
	

	Areas of qualification
	
	
	
	
	

	· Non compliance to SA standards of GRAP- Consolidated financial statements
	
	
	X
	
	

	· Investment in associates
	
	
	X
	
	

	Other findings
	
	
	
	
	

	· Usefulness of Predetermined objectives
	
	
	X
	
	X

	· Reliability of Predetermined objectives
	
	
	X
	
	

	· Annual financial statements- Material adjustments
	
	
	X
	
	

	· Strategic planning and performance management
	
	
	X
	
	

	· Procurement and contract management
	
	
	X
	
	

	South African National Space Agency
	
	
	
	
	

	Audit opinions
	New entity
	New entity
	
	
	

	No areas of qualification
	
	
	
	
	

	Other findings
	
	
	
	
	

	· Usefulness of Predetermined objectives
	
	
	
	X
	X

	· Reliability of Predetermined objectives
	
	
	
	X
	

	· Procurement and contract management - compliance
	
	
	
	X
	

	· Expenditure management - compliance
	
	
	X
	
	

	Academy of Science for South Africa
	
	
	
	
	

	Audit opinions
	New entity
	New entity
	New entity
	
	

	No areas of qualification
	
	
	
	
	

	Other findings
	
	
	
	
	

	· No significant findings
	
	
	
	
	

	


The outcomes of the portfolio have generally remained unchanged. The NRF, the CSIR and the HSRC received unqualified opinions with no findings on predetermined objectives and compliance. The DST and AISA received unqualified opinions with findings on compliance and predetermined objectives. 

AISA recorded instances of non-compliance as material adjustments were made to the annual financial statements submitted on 31 May 2013 and a finding on predetermined objectives as the performance targets were not specific and time bound. The DST managed to resolve its finding of the prior year on the usefulness of predetermined objectives, but had new findings relating to performance information reported not being reliable as we did not receive supporting documents for some of the indicators and non-compliance with laws and regulations regarding compensation of employees as the verification process had not been followed for new appointments.  

The audit outcomes of the entities not audited by the AGSA in accordance with section 4(3) of PAA remained the same as in the previous year. SANSA and TIA had findings on predetermined objectives where indicators were not well defined.  But there was an overall improvement in compliance with laws and regulations as a result of commitments from management.

2.1 Significant emphasis of matters

	Entity
	Significant emphasis of matters

	AISA
	The audit report to AISA includes the following emphasis of matter paragraphs:

Material restatements of corresponding figures were made to the provision for performance incentive as well as the operating lease liability.


Going concern impact as a result of the anticipated incorporation of AISA into the Human Sciences Research Council at a date yet to be confirmed. The assumption to prepare the Annual Financial Statements on a going concern basis will be inappropriate if funding from DST is not received as AISA would not be in a position to continue as a going concern with its current mandate.


2.2 Significant additional matters
	Entity
	Significant additional matters

	DST
	Predetermined Objectives: Of 66 total planned targets, 19 were not achieved during the year under review, which represent 29% of total planned targets.

Predetermined Objectives: Material audit adjustments were made in the annual performance report were identified during the audit, of which some were corrected by management and those that were not corrected have been reported accordingly.

	AISA
	Predetermined Objectives: Material audit adjustments were made in the annual performance report were identified during the audit, of which some were corrected by management and those that were not corrected have been reported on accordingly.

	NRF
	Predetermined Objectives: Of 46 total planned targets, 17 were not achieved during the year under review, which represent 37% of total planned targets.

Predetermined Objectives: Material audit adjustments were made in the annual performance report were identified during the audit, all of which were corrected by management.

	TIA
	Predetermined Objectives: Material audit adjustments were made in the annual performance report which was identified during the audit, all of which were corrected by management.


2.3 Qualification paragraph 

None of the entities in the portfolio had a qualified opinion, adverse opinion or disclaimer of opinion in the 2012-13 financial year.

3. Key focus areas  

3.1 Predetermined objectives

	Entity
	Finding 
	Root cause
	Recommendation

	DST
	The supporting evidence could not be provided for audit purposes. 

We could not verify the validity and accuracy of the reported results in respect of the number of SMEs provided with technology support and number of master’s and doctoral students funded or co-funded in designated niche areas that iare included within the socio-economic partnerships programme. 


	This was due to a lack of monitoring and review for the recording of actual achievements against the supporting documentation by management and may result to material misstatement as the performance information reported may not be valid and accurate.
	Management should (a) ensure that the performance information to be included in the annual report is reviewed for completeness and accuracy prior to reporting the actual progress and submission for audit purposes (b) ensure adequate review and verification of the annual performance information from the public entities or implementing agencies

	AISA
	Material findings were noted relating to the usefulness of predetermined objectives as 20.5% of the performance targets were not specific and not time bound

	Insufficient oversight maintained over the planning of performance information and the absence of standard data definitions for each target during the planning phase and that although management was aware of the requirements of the FMPPI but did not receive the necessary training to enable application of the principles.


	Management should (a) ensure that each division comply with the requirements of the NFPPI to ensure that indicators are reliable, well defined, verifiable, cost effective; (b) review of the indicators should be performed on a consistent as well as in terms if the SMART.




	TIA
	Material findings were noted relating to the usefulness of predetermined objectives as a total of 42% of indicators related to (a) stimulating the development and demonstration of technology based products, processes and services; (b) supporting the commercialisatin of technology innovations; and (c) facilitating the development of innovation skills to support technology innovation and commercialisation were not well defined in that clear, unambiguous data definitions were not available to allow for data to be collected consistently.


	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 is not done.
	Management should review the performance measurements to ensure compliance with FMPPI and should keep accurate records to support the reported outcomes.

	SANSA
	A total of 14 indicators were not well defined and verifiable, which represents 22% of total planned indicators.  Unambiguous data definitions were not available to allow for data to be collected consistently.


	This was due to the fact that management of SANSA has developed the KPI’s and those KPI’s were not properly monitored to ensure the SMART of the KPI’s as required by National Treasury
	Management should ensure that the planned performance targets are in compliance with the SMART principle.




The quality of performance reports remains unsatisfactory; AISA should focus on the measurability of the performance information to address the material findings on the usefulness of its performance report. The DST managed to implement action plans to address the risk relating to usefulness but had a finding on reliability (validity and accuracy) of its performance information.

3.2 Supply chain management 

	Entity
	Finding 
	Root cause
	Recommendation

	DST
	Uncompetitive or unfair procurement processes

Inadequate controls over supply chain management
	Lack of proper review and monitoring by management to ensure compliance with supply chain management policies, procedures and legislation.
	

	AISA
	Uncompetitive or unfair procurement processes





Inadequate controls over supply chain management

	Poor planning by operational divisions and supply chain division which disabled implementation of designed process, lack of review by supply chain and finance division.

Management did not have detection controls in place to verify if the information in the database is accurate and valid as well as not ensuring valid tax clearance/ certificates are filed.
	Procurement processes initiated on time and quotes to be all at the same time and on the same specifications.
 <tm:format font-override="true"> 
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Implementation of SCM regulations and design and implementation of detection controls.

	NRF
	Irregular expenditure incurred as a result of the contravention of supply cahin management  legislation

Uncompetitive or unfair procurement processes

Inadequate controls over supply chain management

	Compliance with laws and regulations were not properly reviewed and monitored. The non-compliance with SCM legislation could have been prevented had compliance been properly reviewed and monitored. 


	Proper review and monitoring of compliance with laws and regulations at coprporate and national facilities. 

	CSIR
	Non-compliance with the requirement of Section 2(a) and Section 2(b) of the Preferential Procurement Policy Framework Act No.5 of 2000, as the entity had adopted the original CSIR Evaluation Matrix prior to 07 December 2012.
	The awards made  during the period 07 December 2012 up until 31 March 2013, did not comply with Section 2(a) and Section 2(b) of the Preferential Procurement Policy Framework Act No.5 of 2000, as the entity had adopted the original CSIR Evaluation Matrix prior to 07 December 2012. 

Lack of review and monitoring of compliance with applicable laws and regulations.
	The contracts/quotations awarded subsequent to 07 December 2012 should comply with Section 2(a) and Section 2(b) of the Preferential Procurement Policy Framework Act No.5 of 2000.


There were no significant deficiencies for supply chain management in the current year, but the number of entities in the portfolio with findings has increased.

3.3 Human resources


	Entity
	Finding 
	Root cause
	Recommendation

	DST
	Verification process was not followed for new appointments as required by Public Service Regulations of 2001, 1/VII/D.8.

Non-compliance with Public Service Regulations and DPSA circular and candidate who do not qualify in all respects may be appointed resulting material compliance deviation.

	Management indicated that documents were forwarded to the service provider to do the verification checks however the service provider did not return verification results. This may indicate insufficient management of contracts.

Lack of implementation of controls to ensure that the verification process is completed before a candidate is appointed.
	Management should implement controls to ensure that the appointment verification process is done and completed in time before a candidate is appointed. 

Review and monitor the appointment process to ensure that the verification process is done and the applicable laws and regulations are complied with. 




Human resource management regressed for the portfolio due to the material finding on non-compliance in that the DST did not follow the verification process for new appointments, although the number of findings reduced across the portfolio. 

3.4 Information technology controls

	Entity
	Finding 
	Root cause
	Recommendation

	AISA
	Findings on security management controls, user access management and IT service continuity.

	Inadequate monitoring and review of security controls, user access controls and design and implementation of the IT service continuity in the event of a disaster.
	Management to compile an Information Technology action plan to address findings and/or implement corrective actions as listed in the management report.


IT environments within this portfolio were well governed with minimal or no deficiencies. Significant deficiencies are at AISA, they relate to implementation of controls for user account management, IT security and IT continuity. This was due to the lack of alignment of controls to the IT procedures and policies.

3.5 Financial health status

There were no financial health concerns in the portfolio.  Included in the AISA audit report was an emphasis of matter regarding going concern basis due to the anticipated incorporation of AISA into the Human Sciences Research Council at a date yet to be confirmed.

3.6 Material Mistatements to Financial Statements

	Entity
	Finding 
	Root cause
	Recommendation

	AISA
	Material misstatements of payables from exchange transactions, operating lease liability, property, plant and equipment and intangible assets and the provision for performance incentive were subsequently corrected and the supporting records were provided resulting in the financial statements receiving an unqualified audit opinion


	Management did not implement proper record keeping and adequate review on AFS prior to submission
	Management to implement controls surrounding the review of financial statements prior to submission to the AGSA as well as ensuring all listings provided tie up to the amounts in the financial statements


Although all other entities submitted good quality financial statements, it remains a challenge for AISA to improve as a result of failure to implement action plans on internal control deficiencies identified. 

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

	DST
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	AISA
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	HSRC
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	NRF
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	CSIR
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	TIA
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	SANSA
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	ASSAF
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Legend Drivers
	Good
	Causing Concern
	Intervension required 


Internal control deficiencies:

	Entity
	Leadership 
	Financial and Performance Management
	Governance

	DST
	No significant control deficiencies
	No sufficient appropriate evidence was obtained supporting performance information reported in the annual performance report of the department. 

Lack of monitoring to ensure validity, accuracy and completeness of reported information and that information reported is supported by appropriate evidence. 

Human resources policies and procedures surrounding the verification process on new appointments have not been adhered to throughout the department. 
	No significant control deficiencies

	AISA
	Management did not exercise sufficient oversight responsibility regarding performance information, compliance and related internal controls.

Insufficient oversight was maintained over the planning of performance information and the absence of standard data definitions for each target during the planning phase.
	Insufficient monitoring controls over the overall process of reporting and regular reviewing of information to ensure accuracy and completeness of performance information.

Non compliance with the PFMA and National Treasury guidance for Public Entities could have been prevented had management properly monitored the submission of the performance information and properly reviewed the accuracy of the amounts supporting the performance reports.
	No significant control deficiencies.

	HSRC
	No significant control deficiencies
	No significant control deficiencies
	No significant control deficiencies

	NRF
	No significant control deficiencies
	Performance information from the business divisions and national facilities within the entity is not monitored and evaluated sufficiently to ensure that reported information is valid, accurate and complete.
	No significant control deficiencies

	CSIR
	No significant control deficiencies
	Contracts and quotations were awarded to bidders based on preference points that were not calculated in accordance with the requirements of the Preferential Procurement Policy Framework Act, 2000 (Act No. 5 of 2000) (PPPFA) and the Preferential Procurement Regulations, 2011 (PPR) which came into effect on 07 December 2012.
	No significant control deficiencies

	TIA
	Proper oversight was not exercised during the year on compliance with laws and regulations specifically reporting on performance information.
	Lack of monitoring to ensure validity, accuracy and completeness of reported information and that information reported is supported by appropriate evidence. 
	No significant control deficiencies

	SANSA
	Management did not exercise oversight responsibility regarding performance reporting and compliance and related internal controls. This relate to the controls under audit of performance information.


	Financial statements submitted for audit contained numerous misstatements that were subsequently corrected by management. In certain instances annual financial information compiled and prepared by management were not supported and evidenced by accurate and complete information and as a result material adjustments were made to the annual financial statements submitted for audit.
	Governance control deficiencies identified were as follows:

· No risk management strategy in place;

· No internal audit charter in place;

· Audit committee term s of reference not reviewed annually; and 

· Members of audit committee are not financially literate

	ASSAF
	No significant control deficiencies
	No significant control deficiencies
	No significant control deficiencies


The key controls on leadership and financial and performance management improved as a result of proper monitoring and evaluation of key controls by management. Governance remained the same with key control deficiencies at TIA and SANSA. 

5. Other matters of interest 

None
6. Other reports
Investigations
The Technology Innovation Agency 

The Accounting authority at The Technology Innovation Agency initiated an investigation into allegations of nepotism related to appointments and procurement of goods and services, intimidation, gross violation of the investment decision process, failure of the corporate governance structure and mismanagement of funds and assets. The investigation was still ongoing at the date of the audit report and the potential impact on the financial statements could not be determined.

Performance audits

No performance audits were conducted in the Science and Technology portfolio during 2012-13 financial year.
7. Commitments
· Implemented
To ensure that IT controls are implemented (policies and procedures have been approved and a Chief Information Officer has already been appointed at the Department.

· In progress

During all the quarterly meetings the Minister committed to follow up on the performance information findings for the department on an ongoing basis

· New commitments

To ensure that the department and its entities comply to the National Treasury requirements on reporting on pre-determined objectives, that management does proper monitoring during planning to ensure compliance to National Treasury framework and obtain feedback on a quarterly basis.

8. Feedback on previous resolutions 

There were no resolutions made as indicated in the report of the accounting officer in the annual report of the Department[image: image2.png]
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