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2.1
Qualification paragraph – Compensation Fund
Revenue and receivables from non-exchange transactions

I was unable to obtain sufficient appropriate audit evidence for Revenue from non-exchange transactions and Receivables from non-exchange transactions as the entity did not maintain proper accounting records, journals and adequate controls over assessment revenue and debtors. Furthermore, the entity does not have processes in place to ensure that all employers are registered with the Fund and assessed in terms of COIDA. This had result in revenue being incorrectly recorded and payments received from debtors were not post into the correct period for the current and prior years. Therefore, the interest on outstanding debtors was not charged and penalties were incorrectly charged based on inaccurate assessment revenue and debtors. 
In addition to the above, the entity did not recognise revenue received as service in kind in accordance with Standard of Generally Recognised Accounting Practice (GRAP) 23 Revenue from non-exchange transactions in the current year and prior year. The entity’s records did not permit the application of adequate alternative auditing procedures regarding revenue and receivables from non-exchange transactions. Consequently, I was unable to determine whether any adjustment was necessary relating to Revenue from non-exchange transactions of R8.186 billion (2013:  R7.152 billion) and Receivables from non-exchange transactions of R1.446 billion (2013:  R2.798 billion).

Allowance for impairment

The entity did not provide appropriate audit evidence for the amount disclosed in the statement of financial performance for impairment allowance and supporting evidence for the assessment of impairment in accordance with GRAP 104 Financial Instruments. Consequently, I could not determine by any alternative means that whether any adjustment to the allowance for impairment stated at R2.266 billion (2013: R1.148 billion) in the financial statements was necessary.

Revenue and receivable from exchange transactions

The entity did not correctly classify revenue and receivables from non-exchange transactions in accordance with GRAP 23 Revenue from non-exchange transactions. Receivables from non-exchange transactions were incorrectly classified as Receivable from exchange transactions. Consequently, Receivables from non-exchange transactions were understated by R511.870 million (2013: R517.860 million) and receivables from exchange transactions were overstated by R511.870 million (2013: R517.860), respectively. 

Furthermore, I was unable to obtain sufficient appropriate audit evidence as the entity did not recognise all revenue from exchange transactions in accordance with GRAP 9 Revenue from exchange transactions for the current year and prior year. The entity records did not permit the application of adequate alternative auditing procedures regarding revenue from exchange transactions. Consequently, I was unable to determine whether any adjustments were required to revenue from exchange transactions stated at R10.910 million (2013: R19.141 million) and receivables from exchange transactions stated at R 527.756 million (2013: R524.351 million).

Benefits paid 

The entity did not have adequate internal controls to maintain records of benefits paid. Therefore, I was unable to obtain sufficient appropriate audit evidence to substantiate whether management has correctly accounted for all the claims for the current and prior year. Furthermore material differences were identified between the record of benefits paid and the amount disclosed. The entity records did not permit the application of adequate alternative audit procedures regarding benefits paid. As a consequence, I was unable to determine whether any adjustment is required to benefits paid stated at R2.703 billion (2013: R1.979 billion).

Provision for outstanding claims and decrease in provision for outstanding claims

The entity did not review and assess the provision for outstanding claims at reporting date and adjust to reflect the best estimate in accordance with GRAP 19 Provisions. As a consequence, I was unable to obtain sufficient appropriate audit evidence to substantiate the amounts disclosed as provision for outstanding claims and change in provision for outstanding claims. I could not confirm, by any alternative means, whether any adjustment to the provision for outstanding claims stated at R6.435 billion (2013: R6.435 billion) and decrease in provision for outstanding claims at R nil (2013: R1.593 billion) in the financial statements was necessary. 

Capitalised value of pensions and pension actuarial adjustments

The entity did not review and assess the capitalised value of pensions at reporting date and adjust to reflect the best estimate in accordance with GRAP 19 Provision. As a consequence, I was unable to obtain sufficient appropriate audit evidence to substantiate the amount disclosed as capitalised value of pensions and pension actuarial adjustments. The entity’s records did not permit the application of adequate alternative auditing procedures. I was therefore unable to determine whether any adjustment was required to capitalised value of pensions stated at R9.716 billion and pension actuarial adjustments stated at R2.416 billion in the financial statements was necessary.

Payables from exchange transactions 

The entity did not have adequate internal controls to maintain records of benefits paid. Therefore, I was unable to obtain sufficient appropriate audit evidence to substantiate whether management has correctly accounted for all the payables from exchange transactions for the current and prior year. The entity records did not permit the application of adequate alternative audit procedures regarding payables from exchange transactions. As a consequence, I was unable to determine whether any adjustment is required to payables from exchange transactions stated at R888.872 million (2013: R958.894 million).

Prior period errors

The entity did not provide adequate records in respect of prior period errors reported. Therefore, I was unable to obtain sufficient appropriate audit evidence to substantiate the amount disclosed as prior period errors. I could not confirm, by any alternative means, whether any the adjustment to the prior period errors stated at R1.019 billion in the financial statements was necessary.

Cash and cash equivalents 

The entity did not have adequate internal controls to maintain records for reconciling items of cash and cash equivalent. Therefore, I was unable to obtain sufficient appropriate audit evidence for all the un-reconciled items for cash and cash equivalents. The entity’s records did not permit the application of adequate alternative audit procedures regarding cash and cash equivalents. As a consequence I was unable to determine whether any adjustment to cash and cash equivalents stated at R119.720 million (2013: R1.092 billion) was necessary.  

Cash flow statement

The entity did not provide sufficient appropriate audit evidence to substantiate the calculation for presentation of the cash flow statement.  Furthermore inaccurate accounting records were used when preparing the cash flow statement. As a consequence, I could not confirm, by any alternative means, whether any adjustment was required to cash flow statement for the year ended.

Statement of comparison of budget and actual amounts

The entity did not accurately disclose the approved budget amount and present explanation of the material differences between actual amounts and the budget in the financial statements in accordance with GRAP 24 Presentation of Budget Information in Financial Statements. I could not confirm, by any alternative means, whether any adjustment was required to statement of comparison of budget and actual amounts.

Administration expenses

The entity did not correctly account for expenses in accordance with GRAP 1 Presentation of financial statements for the current and prior year. Consequently, administration expenses is overstated by R134.394 million (2013: R111.834 million) In addition, management did not maintain adequate internal controls and maintain accounting records in respect of administration expenses. As a consequence, I was unable to obtain sufficient appropriate audit evidence regarding administration expenses. The entity’s records did not permit the application of adequate alternative audit procedures regarding administration expenses. I was therefore unable to determine whether any adjustment was required to administration expenses stated at R542.307 million.

Investment revenue

The entity did not accurately account and disclose the investment revenue in note to the financial statements. This had result in investment revenue in the disclosure note to the financial statements understated by R136.340 million. Furthermore material differences were identified between the investment confirmation and the amount disclosed. 

Contingencies

The entity did not maintain adequate internal controls to maintain accounting records in respect of contingencies. As a consequence, I was unable to obtain sufficient appropriate audit evidence for the amount disclosed as contingencies material differences were also identified between the accounting records provided and amount disclosed. The entity’s records did not permit the application of adequate alternative audit procedures regarding contingencies. I was therefore unable to determine whether any adjustment was required to contingencies stated at R288 million.

Commitments

The entity did not maintain adequate internal controls to maintain accounting records in respect of commitments. As a consequence, I was unable to obtain sufficient appropriate audit evidence regarding commitments approved and contracted. The entity’s records did not permit the application of adequate alternative audit procedures regarding commitments. Therefore, I was unable to determine whether any adjustments were required to the commitments stated at R4.737 million (2013: R21.517 million). 

Irregular expenditure 

The entity did not maintain adequate controls to maintain accounting records in respect of irregular expenditure. As a consequence, I was unable to obtain sufficient appropriate audit evidence relating to the particulars of irregular expenditure in the notes to the financial statements as per section 55(2)(b)(i) of the PFMA for the current and prior year. The entity records did not permit the application of adequate alternative audit procedures regarding irregular expenditure. Therefore, I was unable to determine whether any adjustment to the irregular expenditure as stated at R138.584 million (2013: R138.584 million) in the financial statements was necessary.

Related party transactions

The entity did not maintain adequate controls to maintain accounting records in respect of related party transactions. As a consequence, I was unable to obtain sufficient appropriate audit evidence regarding related party disclosures. Furthermore management did not identify and disclose nature of the related party relationships, transactions and outstanding balances in accordance with GRAP 20, related party disclosures. The entity’s records did not permit the application of adequate alternative audit procedures regarding related party transactions. Therefore, I was unable to determine whether any adjustments were required to the related party disclosures.

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 amongst others, the following elements making up the statement of financial position, the statement of financial performance and the notes to the financial statements: 

· Employees related cost is overstated by R46.336 million 

· Accruals is understated by R42.575 million

In addition, the entity did not provide assessment of residual values, remaining useful life of assets and impairment of assets in accordance with GRAP 17 Property Plant Equipment. Furthermore the entity did not capitalise lease assets in accordance with GRAP 13 Leases. As a consequence, I was unable to obtain sufficient appropriate audit evidence to substantiate amount disclosed as property plant and equipment and to determine whether any further adjustments to property plan and equipment and leases was necessary.

Significant emphasis of matters
Department of Labour
Material underspending of the vote
As disclosed in the appropriation statement, the department has underspent the budget to the amount of R73 803 000 (3%).The under spending on current payments is mainly attributable to less than anticipated payments under programme 1 (Administration) to, the Department of Public Works (DPW), as incorrect invoices received from DPW were returned to be corrected and not received back in time for payment. These invoices amounted to R62 757 000, while less than anticipated payments under programme 2 (Inspection enforcement services) for compensation of employees, amounted to R10 857 000.
Compensation Fund
Material losses

As disclosed in note 28 to the financial statements, material losses to the amount of R3.008 million (2013: R2.894 million) were incurred as a result of criminal conduct. 

Impairments

As disclosed in the statement of financial performance, material losses to the amount of R2.266 billion (2013: R1.148 billion) were incurred as a result of an increase in the impairment allowance for irrecoverable debtors.

Material underspending of the budget

As disclosed in the statement of comparison of budget and actual amount, the entity has materially underspent the budget on programme: directorate compensation and directorate medical services to the amount of R3.461 billion. 

