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1. Introduction

This document contains a brief summary of the audit outcomes for the Department of Public Enterprises and its entities.
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 2013-14 financial year. 

1.3 Overview 

The Department of Public Enterprises provides shareholder oversight to eight 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 Public Enterprises portfolio
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1.5
Funding

The budget for the Department of Public Enterprises for 2013-2014 financial year was R294 million (R1.376 billion 2012-2013). The decrease of R1.082 billion in the annual appropriation from R1.376 billion in the prior year to R294 million is mainly as a result of a drive for individual financial sustainability and profitability within each SOC in a constrained economic environment. Total transfer payments of R57million (R118 million 2012-2013) was made to Denel SOC Ltd during the 2013-14 financial year.
2. 
Audit opinion history
	DESCRIPTION
	09-10
	10-11
	11-12
	12-13
	13-14

	Audit opinions
	
	
	
	
	

	Department of Public Enterprises (DPE)
	
	 
	
	
	

	South African Express SOC Limited (SAX)
	
	
	
	
	

	South African Forestry Company SOC Limited  (SAFCOL)
	
	
	
	
	

	Alexkor SOC Limited
	
	
	
	
	

	Broadband Infraco SOC Limited
	
	
	
	
	

	Denel SOC Limited
	
	
	
	
	

	ESKOM Holdings SOC Limited
	
	
	
	
	

	South African Airways SOC Limited (SAA)
	
	
	
	
	

	Transnet SOC Limited
	
	
	
	
	

	Areas of qualification
	
	
	
	
	

	· Broadband Infraco SOC Limited

· Fruitless and wasteful   Expenditure
	
	x
	
	
	

	· South African Express SOC Limited

    2013-14 audit cycle

· Audit not finalised

       2012-13 audit cycle

· Non-current assests

· Current assets

· Irregular 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
2012-13 Audit cycle

· 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 SOC Limited
	x 
	x
	x
	
	

	Broadband Infraco SOC Limited
	
	x
	x
	
	

	South African Airways SOC Limited
	x
	
	x
	
	

	· Compliance with laws and regulations
	
	
	
	
	

	Department of Public Enterprises (DPE)
	
	
	
	x 
	

	South African Express SOC Limited
	
	x
	x
	x
	

	South African Forestry Company Limited SOC Limited
	
	
	
	x
	x

	Alexkor SOC Limited 
	x
	x
	x
	x 
	x

	Broadband Infraco SOC Limited
	
	x
	x
	x 
	x

	ESKOM Holdings SOC Limited
	
	
	
	x
	

	South African Airways SOC Limited
	x
	x
	x
	
	

	Transnet SOC Limited
	
	x
	x
	x
	x


AUDIT OPINION INDEX
	 
	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 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.
2.1.1
DPE
Restatement of corresponding figures 

As disclosed in note 27 to the financial statements, the corresponding figures for the 2012/13 financial year disclosure note have been restated as a result of an error discovered during 2013/2014 in the financial statements of the Department of Public Enterprises for the year ended 31 March 2013.           

2.1.2
SAFCOL
Restatement of corresponding figures 

As disclosed in note 43 to consolidated and separate financial statements certain corrections were made during the current financial year relating to the prior financial years for non-current assets, current assets, profit before tax and the retained earnings.

Material losses 

As disclosed in note 42 to the consolidated and separate financial statements, material losses to the amount of R1 074 000.00 were incurred as a result of fraudulent activities at the Industrias Florestais de Manica (IFLOMA) subsidiary. 
2.1.3
Broadband Infraco

Restatement of corresponding figures 

As disclosed in note 3 to the financial statements, the corresponding figures for 31 March 2013 have been restated as a result of the reassessment of the useful life of assets performed during 31 March 20114 in the financial statements of Broadband Infraco at, and for the year ended 31 March 2013.           
2.2 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 the respective entities in the portfolio.

2.2.1
Companies Act requirement
The companies act requires the auditors to review the additional information included in the annual report for consistency with the financial statements. No material inconsistencies were reported in this regard. This was noted in the additional matter paragraphs of all public entities in the portfolio.
2.2.2
Performance against predetermined objectives

Transnet
Achievement of planned targets

Of the total number of 193 targets planned for the period ended 31 March 2014, 69 of 
the targets were not achieved during the period under review. This represents 36% of the total planned targets that were not achieved during the year under review. This matter does not have an impact on the predetermined objectives audit findings reported above.

Eskom

Achievement of planned targets

Refer to the information on the performance in terms of the shareholder compact section included in the director’s report as set out on pages 4 to 8 of the financial statements for information on planned targets for the year.
3. Key focus areas  

3.1 Predetermined objectives
All entities in the portfolio achieved a clean report on predetermined objectives. It should be noted that this excludes SAA and SAX which have not been finalised at the date of this report.

3.1.1 Additional matters – Adjustment of material misstatements

SAFCOL

Material misstatements in the performance against the shareholder’s compact report submitted for auditing on the reported performance information for the objectives, plantable area of forest under management and skills development were identified. As management subsequently corrected the misstatements, no material findings on the usefulness and reliability of the reported performance information.
3.2 Non - compliance with legislation
	Entity
	Finding
	Root cause
	Recommendation

	Transnet
	Expenditure management

As disclosed in Annexure E of the financial statements of Transnet, the accounting authority did not take effective steps to prevent irregular expenditure, fruitless and wasteful expenditure and losses resulting from criminal conducted, as required by section 51(1) (b) (ii) of the Public Finance Management Act (PFMA) in respect of the items detailed in that annexure.
	The accounting authority did not take effective appropriate steps to prevent irregular expenditure, fruitless and wasteful expenditure through review and monitoring of section 51(1)(b)(ii) of the PFMA.

	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.

	SAFCOL
SAFCOL (continue)
	Expenditure Management

The accounting authority did not take effective steps to detect and prevent irregular expenditure and fruitless and wasteful expenditure, as required by section 51(1)(b)(ii) of the PFMA.


	Management did not always reviewing and monitoring compliance with applicable procurement legislation – as there were no proper controls in place to detect and prevent the occurrence of irregular expenditure.
	Senior management should regularly review and monitor compliance with applicable legislation.

Senior management should regularly review and monitor compliance with applicable legislation.



	
	Liability Management

Existing credit cards that were not used for permitted purposes, as set out in Treasury Regulation 31.2.7, were not cancelled, as required by Treasury Regulation 31.2.6.


	Management did not always reviewing and monitoring compliance with applicable legislation.
	

	Broadband Infraco 
	Liability Management

Existing credit cards that were not used for permitted purposes, as set out in Treasury Regulation 31.2.7, were not cancelled, as required by Treasury Regulation 31.2.6
	
	


3.2.1 Supply Chain Management
	Entity
	Finding
	Root cause
	Recommendation

	SAFCOL
	Procurement and contract management

Goods, works or services were not always procured through a procurement process which was fair, equitable, transparent and competitive as required, in that bid documentation did not specify the evaluation and adjudication criteria to be applied. Furthermore, contracts and quotations were awarded to suppliers whose tax matters have not been declared by the South African Revenue Service to be in order.  
	There is no proper implementation of controls over daily and monthly processing and reconciling of transactions. Employees do not understanding fully or follow the full requirements of the policies and procedure manuals as it is too stringent for the business to operate in. 

	· The leadership within the entities must fully enforce the requirements of their SCM policies and procedures which should be aligned to all applicable legislation while maintaining the ability of the entities to be profitable businesses.

· Daily and monthly processes relating to SCM should be aligned to the internal policies and applicable legislation.

	Broadband Infraco 
	Procurement and contract management

Sufficient appropriate audit evidence could not be obtained in that construction contracts were awarded to constructors that were registered with the Construction Industry Development Board (CIDB) and qualified for the contract in accordance with section 18(1) of the CIDB Act and CIDB regulations 17 and 25 (7A). 
	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 inadequate oversight of over the implemented internal controls.
	Management should exercise oversight responsibility regarding compliance and related internal controls by ensuing that CIDB regulations are followed for all construction contracts and a checklist is developed to ensure compliance with all applicable legislation to the company.


3.2.2 Material Mistatements to Financial Statements

	Entity
	Finding
	Root cause
	Recommendation

	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.


	Management must implement controls to ensure all misstatements are detected and corrected on a timeous basis.

	Broadband Infraco 
	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. Material reclassification of current liabilities and provisions identified in conjunction with the auditors in the submitted financial statement were subsequently corrected, resulting in the financial statements receiving an unqualified audit opinion.
	Pertinent information is not identified  and classified accurately by management and captured in a form and time frame to support financial reporting.
	Management should implement controls to ensure that the correct classification of account balances in the financial statements in terms of IFRS.



4. Key Drivers of Internal Control
Below is our assessment of the implementation of the drivers of internal control, based on significant deficiencies identified during our audit of the financial statements, the annual performance report and compliance with legislation. Significant deficiencies occur when internal controls do not exist, are not appropriately designed to address the risk, or are not implemented, which either had or could cause the financial statements or the annual performance report to be materially misstated and material instances of non-compliance with legislation to occur. 
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5. Other matters of interest 

5.1 
Unauthorised expenditure
No unauthorised expenditure incurred by the Department of Public Enterprises.
5.2 
Irregular Expenditure
	Auditee
	Irregular expenditure

	
	Movement
	Amount
R m
2013/14
	Amount
R m
2012/13

	1.
	Department of Public Enterprises
	 SHAPE  \* MERGEFORMAT 



	0.71
	-

	2.
	South African Forestry Company SOC Ltd
	 SHAPE  \* MERGEFORMAT 



	16.4
	1.48

	3.
	South African Express SOC Ltd*
	   
	*
	**

	4.
	Alexkor SOC Ltd
	
	-
	-

	5.
	Broadband Infraco SOC Ltd
	 SHAPE  \* MERGEFORMAT 



	6.9
	-

	6.
	Denel SOC Ltd
	
	-
	-

	7.
	Eskom Holdings SOC Ltd
	 SHAPE  \* MERGEFORMAT 



	22
	-

	8.
	South African Airways SOC Ltd
	
	*
	-

	9.
	Transnet SOC Ltd
	 SHAPE  \* MERGEFORMAT 



	49.6
	-

	
	Total 
	 SHAPE  \* MERGEFORMAT 



	95.61
	1.48


* Audit not yet finalised
** Refer to areas of qualification in paragraph 2 above.

5.3 Fruitless and Wasteful Expenditure

	Auditee
	Fruitless and wasteful expenditure

	
	Movement
	Amount

R m
2013/14
	Amount

R m
2012/13

	1
	Department of Public Enterprises
	 SHAPE  \* MERGEFORMAT 



	0.53
	-

	2
	South African Express SOC Limited*
	
	*
	9.4

	3
	South African Forestry Company Limited
	 SHAPE  \* MERGEFORMAT 



	1.8
	14.08

	4
	Alexkor SOC Limited
	 SHAPE  \* MERGEFORMAT 



	-
	0.15

	5
	Broadband Infraco SOC Limited
	 SHAPE  \* MERGEFORMAT 



	-
	0,02

	6
	Denel SOC Limited
	
	-
	-

	7
	Eskom Holdings SOC Limited
	 SHAPE  \* MERGEFORMAT 



	47.4
	38

	8
	South African Airways SOC Limited
	
	*
	-

	9
	Transnet SOC Limited
	 SHAPE  \* MERGEFORMAT 



	13.0
	19.7

	
	Total 
	 SHAPE  \* MERGEFORMAT 



	62.73
	81.33


*Audit not finalised

6. Other reports                                                         
6.1 Investigations
SAFCOL
As disclosed on page 79 of the director’s report, two investigations at the request of the board of directors of the entity are currently in progress, through two independent consulting firms. The outcomes of the investigations are expected during the next financial year ending 31 March 2015.
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.
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.
Combine Assurance of Risk Management in the Public Sector 

The annual report is used to report on the financial position of auditees, their performance against predetermined objectives and overall governance, and one of the important oversight functions of legislatures is to consider auditees’ annual reports. To perform an oversight function, the oversight function needs assurance that the information in the annual report is credible. To this end, the annual report also includes our auditor’s report, which provides assurance on the credibility of the financial statements and the annual performance report as well as on the auditee’s compliance with legislation. 

Our reporting and the oversight processes reflect on past events, as it takes place after the end of the financial year. However, management, the leadership and those charged with governance contribute throughout the year to the credibility of financial and performance information and compliance with legislation by ensuring that adequate internal controls are implemented. 

We assess the level of assurance provided by these assurance providers based on the status of internal controls and the impact of the different role players on these controls. We provide our assessment for this audit cycle below.

	Auditee
	Senior management
	Accounting Authority
	Executive authority
	Head of SCM
	Audit committee
	Internal audit
	Chief Financial Officer 

	DPE
	 
	 
	
	
	 
	 
	 

	SAX
	 
	 
	
	
	 
	 
	 

	SAFCOL
	 
	 
	
	
	 
	 
	 

	ALEXKOR
	 
	 
	
	
	 
	 
	 

	BROADBAND
	
	
	
	
	
	
	

	DENEL
	
	
	
	
	
	
	

	ESKOM
	
	
	
	
	
	
	

	SAA
	
	
	
	
	
	
	

	TRANSNET
	
	
	
	
	
	
	


ASSURANCE LEVEL INDEX
	 
	PROVIDES ASSURANCE

	 
	PROVIDES SOME ASSURANCE

	
	AUDIT NOT FINALISED 


7. Commitments

Below is our assessment of the progress in implementing the commitments made by the previous executive authority to address prior and current year audit findings. 
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