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1. Introduction

This document contains a brief summary of the audit outcomes for the Public Service Administrations (PSA) portfolio as well as the Performance Monitoring and Evaluation (PME) 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 entities in the PSA and PME portfolios for the 2013-14 financial year. 

1.3 Overview 

Legislative mandate: Department of Public Service and Administration
The Department of Public Service and Administration draws its mandate from Section 195(1) of the Constitution which sets out basic values and principles that the public service should adhere to, and the Public Service Act (PSA) of 1994, as amended. 

In terms of the Public Service Act (PSA) of 1994, as amended, the Minister for the Public Service and Administration is responsible for establishing norms and standards relating to the functions of the public service:

•
Organisational structures and establishments of departments and other organisational and governance arrangements in the public service;

•
Labour relations, conditions of service and other employment practices for employees;

•
The Health and wellness of employees; Information management;

•
Electronic government in the public service;

•
Integrity, ethics, conduct and anti-corruption; and

•
Transformation, reform, innovation and any other matter to improve the effectiveness and efficiency of the public service and its service delivery to the public. 

Constitutional mandate

According to Chapter 10 of the Constitution of the Republic, Public Administration must be governed by the democratic values and principles enshrined in the constitution, including the following principles:

•
A high standard of professional ethics must be promoted and maintained;

•
Efficient, economic and effective use of resources must be promoted;

•
Public administration must be development –oriented;

•
Services must be provided impartially, fairly, equitably and without bias;

•
People’s needs must be responded to , and the public must be encouraged to participate in policy making;

•
Public administration must be accountable;

•
Transparency must be fostered by providing the public with timely, accessible and accurate information;

•
Good human-resources management and career-development practices, to examine human potential, must be cultivated;

•
Public administration must be broadly representative of the South African people, with employment and personnel management practices based on ability, objectivity, fairness, and the need to redress the imbalances of the past to achieve broad representation. 

Department of Performance Monitoring and Evaluation 

Mandate of the Department

The mandate of the department is derived from Section 85(2)(c) of the Constitution of the Republic of South Africa which states that the President exercises executive authority, together with the other members of the Cabinet, by coordinating the functions of state departments and administrations. This mandate has been further elaborated by the President in his 2010 and 2011 State of the Nation Addresses as well as various Cabinet decisions; and by the Minister for Performance Monitoring and Evaluation through the “Policy Framework on Performance Monitoring and Evaluation Our Approach” document. Based on these sources, DPME has the following key mandates:
· Facilitate the development of plans or delivery agreements for the cross cutting priorities or outcomes of government and monitor and evaluate the implementation of these plans

· Monitor the performance of individual national and provincial government departments and municipalities

· Monitor frontline service delivery

· Manage the Presidential Hotline

· Carry out evaluations of major and strategic government programmes

· Promote good M&E practices in government.

1.4 Structure of the PSA portfolio
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1.5 Structure of the Planning Monitoring and Evaluation portfolio
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1.6
Funding
The total budgeted expenditure by auditees in the portfolio for the 2013-14 financial year was R 8,2 billion.  The main expenditure was employees costs of R 2 billion, service delivery expenditure (which includes cost of sales at SITA) amounting to R 3,9 billion.
Information on the annual budget allocation of the DPSA
Transfer payments 

Appropriations were made to the Public Service Commission (PSC). Transfer payments were effected to the Public Administration Leadership and Management Academy (PALAMA) and the Public Service Education and Training Authority (PSETA).
	2013-14 financial year

	Recipient
	Actual transfer
	Purpose of transfer payment

	
	R'000
	

	PSC
	201 140
	Core funding in terms of establishing act.

	PALAMA
	131 922
	Core funding in terms of establishing act.

	PSETA
	  23 308
	Core funding in terms of establishing act.


The Public Service Commission is empowered and mandated by Section 196 of the Constitution, to monitor and evaluate the organisation and administration of the public service, enhance accountability and ethics in public administration and it plays a significant role in dispute resolution.  PALAMA is mandated to provide or facilitate training to public servants. Both the PSC and PALAMA fall under the Portfolio of the Minister for Public Service and Administration and are still classified as departments in terms of the Public Service Act.

The Public Service Education and Training Authority (PSETA) implements sector skills plans for developing appropriate skills, develops and registers learning programmes and act as an education and training quality assurer. PSETA was established by the Minister of Labour in terms of the Skills Development Act, 1998.  In terms of the PSETA Constitution the Minister for Public Service and Administration appoints the employer representatives on the PSETA Board.  

Information on the annual budget allocation of the DPME and NYDA

The department is primarily funded through funds appropriated in terms of the annual Appropriation Act (and the Adjustments Appropriation Act), the final appropriation for the 2013/14 R192 745 000 amounted to (2012-13: R174 159 000).
NYDA

The NYDA is primarily funded through funds appropriated in terms of the annual Appropriation Act (and the Adjustments Appropriation Act), the final appropriation for the 2013/14 amounted to R392 710 000 (2012/13: R376 010 000).

2. 
Audit opinion history
	DESCRIPTION
	09-10
	10-11
	11-12
	12-13
	13-14

	Audit opinions
	
	
	
	
	

	Department of Public Service and Administration (DPSA)
	
	
	
	
	

	National School of Government (NSG)
	
	
	
	
	

	NSG Trading Account 
	
	
	
	
	

	Public Service Commission (PSC)
	
	
	
	
	

	State Information Technology Agency SOC Ltd (SITA)
	
	
	
	
	

	Public Service Sector Education Training Authority (PSETA)
	
	
	
	
	

	Department for Planning Monitoring and Evaluation (DPME)
	Not yet established
	
	
	

	National Youth Development Agency (NYDA)
	
	
	
	
	

	Areas of qualification
	
	
	
	
	

	PSETA

· 2009/10: Receivables; Payables, accruals and borrowings

· 2010/11:Payables, accruals and borrowings; Capital and reserves

· 2011/12: Other liabilities

· 2012/13: Other liabilities

· 2013/14: Other liabilities


	X (disclaimer)
	X (disclaimer)
	X
	X
	X

	Other legal and regulatory requirements
	
	
	
	
	

	· Predetermined objectives
	
	
	
	
	

	DPSA
	X
	
	
	
	X

	NSG
	X
	
	
	
	

	NSG Trading Account
	X
	
	
	
	

	SITA
	X
	
	
	
	X

	PSETA
	X
	X
	X
	
	X

	DPME
	
	
	X
	X
	X

	NYDA
	
	
	
	
	X

	Compliance with laws and regulations
	
	
	
	
	

	DPSA
	X
	X
	X
	X
	X

	NSG
	X
	X
	X
	X
	X

	NSG Trading Account
	X
	X
	X
	
	X

	PSC
	X
	X
	
	
	X

	SITA
	X
	X
	X
	
	X

	PSETA
	X
	X
	X
	X
	X

	DPME
	
	
	X
	
	

	NYDA
	X
	X
	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
PSETA

Deferred income liability

I was unable to obtain sufficient appropriate audit evidence for the conditional grant expenditure and related deferred income liability balance to the amount of R4.617 million (2013: R6.125 million) as management did not maintain proper accounting records. My opinion on the current period’s financial statements is also modified because of the possible effect of this matter on the comparability of the current period’s figures.
Root cause

Management did not ensure that they maintain proper record keeping of the supporting documents to ensure that complete, relevant and accurate information is accessible and available to support financial reporting. 
Recommendation

Management should continue to source supporting documentation required to verify expenditure that was incurred relating to the NSF projects.
2.2 Emphasis of matter
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 relevant entity.
2.2.1 DPSA

Financial reporting framework 

As disclosed in note 21 – part of the accounting policies to the financial statements, the National Treasury has exempted the Centre of Public Service Innovation (CPSI) from complying with section 40 of the PFMA for the reasons indicated. The Exemption allows the DPSA to include the financial transactions and balances of CPSI in the financial statements for the period 2008/09 to 2014/2015.

2.2.2
State Information Technology Agency (SITA)
Significant uncertainties

With reference to note 27 to the financial statements, the entity is the defendant in several lawsuits. The entity is opposing these claims. The ultimate outcome of these matters cannot presently be determined and no provision for any liability that may result has been made in the financial statements.
2.2.2
PSETA


Restatement of corresponding figures

As disclosed in note19 to the annual financial statements, the corresponding figures for 31 March 2013 have been restated as a result of an error discovered during the year in the financial statements of the PSETA at, and for the year ended, 31 March 2014.

2.2.3
NYDA

Material impairments

As disclosed in note 20 to the financial statements, material impairments to the amount of R32 461 000 (2013: R31 571 000) were incurred in the current year as a result of the impairment of loans advanced by the NYDA. At 31 March 2014 of the total gross loans receivable of R232 280 000, R225 618 000 had been impaired as the recoverability of these loans are doubtful.
2.3 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 SITA:

2.3.1
State Information Technology Agency (SITA)
SITA as the procurement agent on behalf of other government institutions 

According to section 7(3) and (5) of the State Information Technology Agency Act, 1998 (Act No. 88 of 1998) (SITA Act), every department must, and while other public bodies may, procure information technology related goods and services through SITA. In instances where requests are received from government departments and other public bodies, SITA acts as the procurement agent on behalf of these institutions. SITA must facilitate the procurement process strictly in terms of the prescribed legislation. SITA will make a recommendation to the accounting officer or accounting authority on a preferred bidder(s). The accounting officer or accounting authority, however, retains the right to accept or reject SITA’s recommendation.

During the audit of procurement of information technology goods and services for government departments and other public bodies by SITA, I have identified several instances of non-compliance with laws and regulations pertaining to the procurement process, contract management and adherence to internal control. These non-compliance matters could have caused modifications to the government departments and other public bodies’ auditors’ reports.

3. Key focus areas  

3.1 Predetermined objectives
	Entity
	Finding
	Root cause
	Recommendation

	DPSA
	Usefulness of reported performance information: 

Treasury Regulation 5.2.4 requires that the strategic plan forms the basis for the annual report, therefore requiring consistency of objectives, indicators and targets between planning and reporting documents. A total of 38% (>20 %) of the reported targets were not consistent with those in the approved strategic plan. This was due to a lack the proper implementation of Framework for Strategic Plans and Annual Performance Plans issued by National Treasury.


	The DPSA and CPSI did not have sufficient monitoring controls to ensure adherence to the internal policies and procedures regarding the reporting of predetermined objectives. 

In addition CPSI’s report on predetermined objectives was not included in the annual report of DPSA submitted for auditing, but was submitted separately for auditing.
	It is recommended that the CPSI and the DPSA engage to establish a communication channel to ensure submission of quarterly report to the relevant DPSA official for inclusion in the annual report. 

Both the DPSA and CPSI has a role to play to ensure compliance with the Government Gazette and Memorandum.


	NSG

&

NSG Trading Entity
	Additional matter  

1. Although we raised no material findings on the usefulness and reliability of the reported performance information for the selected programmes , we draw attention to the following matter :
Achievement of planned targets 

2. Refer to the annual performance report on page 57 to 77 for information on the achievement of planned targets for the year. 

Adjustment of material misstatements
3. We identified material misstatements in the annual performance report submitted for auditing on the reported performance information of the Public Sector Organisational and Staff Development programme. As management subsequently corrected the misstatements we did not raise any material findings on the reliability of the reported performance information.
	Management did not exercise adequate oversight responsibility relating to performance reporting and by ensuring that the reported actual performance are accurate .when compared to supporting documentation.
	The reported performance of the entity should be verified and signed of as accurate before the report on pre-determined objectives is finalised and presented  to those charged with oversight and governance


	SITA
	Drive economies of scale in the acquisition of large ICT goods and services

Reliability of reported performance information

1. The FMPPI requires auditees to have appropriate systems to collect, collate, verify and store performance 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 the reported performance information. This was due to the fact that the auditee could not provide sufficient appropriate evidence in support of the reported performance information.

Improve supply chain management mean time to respond

Reliability of reported performance information

2. The FMPPI requires auditees to have appropriate systems to collect, collate, verify and store performance information to ensure valid, accurate and complete reporting of actual achievements against planned objectives, indicators and targets. The reported performance information was not valid, accurate and complete when compared to the source information or evidence provided. This was due to a lack of frequent review of the validity of reported achievements against source documentation.

Achievement of planned targets 

Refer to the annual performance report on pages 19 to 25 for information on the achievement of planned targets for the year. This information should be considered in the context of the material findings on the reliability of the reported performance information for the selected objectives reported in paragraphs 29 and 31 of this report.
	The entity did not implement proper record keeping in a timely manner to ensure that complete, relevant and accurate information is accessible and available to support performance reporting.

The entity did not prepare regular, accurate and complete performance reports that are supported and evidenced by reliable information.
	Management should review existing controls to determine whether they are sufficiently robust to ensure that the reported turnaround time for bids, preferred lists, ad-hoc RFQ’s and contracts are accurate and complete.

Specific areas where internal audit unit and the audit committee can jointly make significant contributions to the audit outcomes include the following:

· Monitor the implementation of action plans in respect of prior year audit findings.

· Monitor action taken in the case of known transgressions.

· Thoroughly review auditees’ quarterly reports satisfying themselves that the information contained therein is credible.

	PSETA
	Programme 1: Skills planning and research
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 of100% of the indicators were not well defined. This was due to the fact management was aware of the requirements of the FMPPI but did not apply the FMPPI when developing the APP. 
Targets not specific and time-bound

The National Treasury Framework for Managing Programme Performance Information (FMPPI)   requires that:a useful set of criteria for selecting performance targets is the "SMART" criteria:                                                                                                                                 Specific: the nature and the required level of performance can be clearly identified.             Time-bound: the time period or deadline for delivery is specified.                                                A total of 100% of targets did not have the nature and the required level of performance was not clearly identified. A total of 50% of targets were not time bound in specifying a time period or deadline for delivery. This was due to the fact management was aware of the requirements of the FMPPI but did not apply the FMPPI when developing the APP.
Programme 2: Learning programmes

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 43% of the indicators were not well defined. This was due to the fact management was aware of the requirements of the FMPPI but did not apply the FMPPI when developing the APP.
Targets not specific

The National Treasury Framework for Managing Programme Performance Information (FMPPI)   requires that: a useful set of criteria for selecting performance targets is the "SMART" criteria:                                                                                                                                  Specific: the nature and the required level of performance can be clearly identified.                    A total of 38% of targets did not have the nature and required level of performance was not clearly identified. This was due to the fact management was aware of the requirements of the FMPPI but did not apply the FMPPI when developing the APP.
Programme 3: ETQA

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 38% of the indicators were not well defined. This was due to the fact management was aware of the requirements of the FMPPI but did not apply the FMPPI when developing the APP.

Targets not specific

The National Treasury Framework for Managing Programme Performance Information (FMPPI)   requires that:a useful set of criteria for selecting performance targets is the "SMART" criteria:                                                                                                                                  Specific: the nature and the required level of performance can be clearly identified.                    A total of 63% of targets did not have the nature and required level of performance was not clearly identified. This was due to the fact management was aware of the requirements of the FMPPI but did not apply the FMPPI when developing the APP.
Programme 5: Finance

Targets not specific, time-bound and measurable

The National Treasury Framework for Managing Programme Performance Information (FMPPI)   requires that: a useful set of criteria for selecting performance targets is the "SMART" criteria:                                                                                                                                 Specific: the nature and the required level of performance can be clearly identified.              Time-bound: the time period or deadline for delivery is specified.                                     Measurable: the required performance can be measured.                                                             A total of 100% of targets did not have the nature and required level of performance was not clearly identified. A total of 25% of targets were not time bound in specifying a time period or deadline for delivery. The required performance could not be measured for a total of 75% of the targets. This was due to the fact management was aware of the requirements of the FMPPI but did not apply the FMPPI when developing the APP.
Programme 7: Projects

Targets not specific

The National Treasury Framework for Managing Programme Performance Information (FMPPI)   requires that:a useful set of criteria for selecting performance targets is the "SMART" criteria: 

Specific: the nature and the required level of performance can be clearly identified 

Measurable: the required performance can be measured.                                                            A total of 67% of targets did not have the nature and required level of performance was not clearly identified. A total of 33% of targets were not verifiable in that valid processes and systems that produce the information on actual performance did not exist. This was due to the fact management was aware of the requirements of the FMPPI but did not apply the FMPPI when developing the APP.

Adjustment of material misstatements 

I identified material misstatements in the annual performance report submitted for auditing of the reported performance information for programme 2: learning programmes. As management subsequently corrected the misstatements, I did not raise material findings on the reliability of the reported performance information.

	Indicators not well defined and planned targets not specific

During the strategic planning process, the requirements of the National Treasury’s Framework for managing programme performance information (FMPPI) were not adhered to, to ensure that indicators are well defined.

Internal audit were not adequately resourced and thus did not review the internal controls in place over planning, monitoring and reporting on performance information.


	· Management should ensure that during the planning process the requirements of the FMPPI are adhered to.

· Internal audit should also focus on the internal controls in place over planning, monitoring and reporting on performance information during their review processes.

· Management should implement controls to ensure that all planned indicators and targets are consistently reported on. 

· Management should put more focus during the planning phase of the APP to ensure that there are limited changes when reporting in the APR.



	DPME
	Additional matters

Although I identified no material findings on the usefulness and reliability of the reported performance information for the selected programmes, I draw attention to the following matters:

Achievement of planned targets 

Refer to the annual performance report for information on the achievement of planned targets for the year.

Adjustment of material misstatements  
We identified material misstatements in the annual performance report submitted for auditing on the reported performance information of Programme 2: Outcomes Monitoring Evaluation, Programme 3: Monitoring and Evaluation Systems Coordination and Programme 4:  Public sector oversight.  As management subsequently corrected the misstatements I did not identify any material findings on reliability of the reported performance information.


	Lack of a proper record management system and verification of supporting documents.
DPME did not prepare regular, accurate and complete performance reports that are supported and evidenced by reliable information.
	Information supporting the quarterly reports should be centrally filed and reviewed by the programme manager for completeness, accuracy and validity.

The reported achievements as per the quarterly and annual performance report should be reviewed against source documents by management, leadership and internal audit
Additionally specific areas where internal audit unit and the audit committee can jointly make significant contributions to the audit outcomes include the following:

· Monitor the implementation of action plans in respect of prior year audit findings.

· Monitor action taken in the case of known transgressions.
· Thoroughly review auditees’ quarterly reports satisfying themselves that the information contained therein is credible.

	NYDA
	Additional matters

Although I identified no material findings on the usefulness and reliability of the reported performance information for the selected programmes, I draw attention to the following matters:

Achievement of planned targets 

Refer to the annual performance report on the achievement of planned targets for the year

Adjustment of material misstatements

We identified material misstatements in the annual performance report submitted for auditing on the reported performance information of Programme 1 – Economic Participation, Programme 2 – Education and skills development and Programme 6 - Governance.  As management subsequently corrected the misstatements  we did not identify any material findings on the reliability of the reported performance information.

	NYDA did not implement proper record keeping in a timely manner to ensure that complete, relevant and accurate information is accessible and available to support performance reporting.

NYDA did not prepare regular, accurate and complete performance reports that are supported and evidenced by reliable information.
	Information supporting the quarterly reports should be centrally filed and reviewed by the programme manager for completeness, accuracy and validity.

The reported achievements as per the quarterly and annual performance report should be reviewed against source documents by management, leadership and internal audit

Additionally specific areas where internal audit unit and the audit committee can jointly make significant contributions to the audit outcomes include the following:

· Monitor the implementation of action plans in respect of prior year audit findings.

· Monitor action taken in the case of known transgressions.
· Thoroughly review auditees’ quarterly reports satisfying themselves that the information contained therein is credible.


3.2 Supply chain management 

	Entity
	Finding
	Root cause
	Recommendation

	DPSA
	Procurement and contract management

Contracts were awarded to eight bidders who submitted a declaration but did not declare that they are employed by the other state or connected to any person employed by the state, which is prescribed in order to comply with Treasury regulation 16A8.3.
	Non-compliance with legislation could have been prevented had compliance been properly reviewed and monitored.
	The Standard bidding document SBD4 makes provision for the bidder to disclose his employment by stated. The supply chain unit should interrogate the forms and ensure all is completed and take cognizance of any declarations made.

If suppliers disclose that they are employed by government, the department should follow up with the relevant entity if the employee has disclosed their interest to their employers and have received permission to perform other remunerative work.



	NSG & NSG Trading Entity
	Procurement and contract management
Services with a transaction value between of R477 043 was procured without inviting at least three written price quotations from prospective suppliers and the reasons for the deviation were not recorded and approved by the delegated official.

	Management did not exercise adequate oversight responsibility regarding compliance and related internal controls by adhering to procurement laws and regulations by ensuring that at least three written price quotations are obtained for purchases exceeding the value of R10 000 but not exceeding R500 000 and if not possible to obtain at least three written price quotations the reasons should be recorded and approved by the accounting officer or his delegate

	Management should exercise oversight responsibility regarding compliance and related internal controls by adhering to procurement laws and regulations by ensuring that at least three written price quotations are obtained for purchases exceeding the value of R10 000 but not exceeding R500 000 and if not possible to obtain at least three written price quotations the reasons should be recorded and approved by the accounting officer or his delegate.


	SITA
	Procurement and contract management

· Good and services with a transaction value below R500 000 were procured without obtaining the required price quotations as required by Treasury Regulation 16A6.1.

· Goods and services of a transaction value above R500 000 were procured without inviting competitive bids as required by Treasury Regulations 16A6.1.

· Deviations were approved by the accounting authority even though it was not impractical to invite competitive bids, in contravention of Treasury Regulations 16A6.4.

· Persons in service of the public entity who had a private or business interest in contracts awarded by the public entity failed to disclose such interest, as required by Treasury Regulation 16A8.4.

· Persons in service of the public entity whose close family members, partners or associates had a private of business interest in contracts awarded by the public entity failed to disclose such interest, as required by Treasury Regulation 16A8.4.

· Contracts were awarded to bidders who did not submit a declaration on whether they are employed by the state or connected to any person employed by the state which is prescribed in order to comply with Treasury Regulation 16A8.3.

· Contracts were awarded to bidders who did not submit a declaration of past supply chain practices such as fraud, abuse of SCM systems and non-performance, which is prescribed in order to comply with Treasury Regulation 16A9.2.


	Several instances of non-compliance with the applicable laws and regulations were noted.  

Management does not seek clarity on the requirements of the legislation when unsure.  

In addition, the internal control process does not include a rigorous review by senior officials to ensure sufficient appropriate information is being retained as evidence of compliance at point transacting.


	The leadership and senior management should address the inadequate controls in the procurement as follows:

· Take corrective action and ensure that the weaknesses in key controls reported are addressed to avoid repeat findings and
· Individuals should be held accountable for non-adherence to internal controls and non-compliance with the applicable regulations.
· Fill all vacancies with people with requisite skills, and provide training to address development gaps of existing staff.

· The impact of non-compliance with legislation and regulations should be clearly explained and internalised by all involved in the SCM environment.
· Independent reviews should be performed on all strategic procurement projects as well as all supply chain staff’s procurement files should be assessed/verified on a cyclical basis for compliance with legislation, regulations and policies
Specific areas where internal audit unit and the audit committee can jointly make significant contributions to the audit outcomes include the following:

· Monitor the implementation of action plans in respect of prior year audit findings.

· Monitor action taken in the case of known transgressions.

· Thoroughly review auditees’ quarterly reports satisfying themselves that the information contained therein is credible.



	PSETA
	Procurement and contract management

Goods and services with a transaction value below R500 000 were procured without obtaining the required price quotations, as required by Treasury Regulation 16A6.1.

Sufficient appropriate audit evidence could not be obtained that goods and services of a transaction value above R500 000 were procured by means of inviting competitive bids as required by Treasury Regulations 16A6.1.

Contracts were awarded to suppliers 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.

Contracts were awarded to bidders who did not submit a declaration on whether they are employed by the state or connected to any person employed by the state, which is prescribed in order to comply with Treasury regulation 16A8.3.


	Management did not exercise oversight to ensure that all documents requested for audit purposes were submitted to auditors

Management did not exercise oversight responsibility to ensure that the compliance with treasury regulations is adhered to.

Management did not exercise oversight to ensure that compliance with treasury regulations is adhered to.

Management did not demonstrate the above by implementing effective internal controls to ensure that complete, relevant and accurate information is accessible and available to support financial and performance reporting
	All contracts entered into where the supply chain process was not followed should be recognised as irregular expenditure.

Management should endeavor to locate the appropriate documentation to support the procurement process followed – a suitable record keeping and file management system should be maintained.

Management should exercise oversight to ensure that treasury regulations are adhered to and all contracts follow proper SCM bidding process.

Management should revise the AFS and disclose the above as irregular expenditure or provide auditors with the relevant documentation.



	NYDA
	Procurement and contract management

A transaction of goods and services valued above R500 000 were procured without inviting competitive bids, as required by Treasury Regulations 16A6.1.  Deviations were approved even though it was not impractical to invite competitive bids, in contravention of Treasury regulation 16A6.4.

An invitation for competitive bidding was not advertised in at least the government tender bulletin, as required by Treasury Regulations 16A6.3(c). 

In some instances, sufficient appropriate audit evidence could not be obtained that quotations were awarded to bidders based on points given for criteria that were stipulated in the original invitation for bidding, as required by SCM regulation Treasury Regulations 16A6.3(a) and Preferential Procurement Regulations. 


	There are inadequate oversight by the NYDA board to ensure that personnel comply with PFMA and Treasury Regulations.

Lack of understanding of laws and regulations resulting in incorrect interpretation.


	Enhancing of oversight and monitoring functions in respect of SCM, zero tolerance towards non-compliance.

Updating of SCM policy and procedures in line with latest laws/regulations, training to all applicable staff members to enhance understanding of principles.

Adequate planning and contract management should be enforced by management to ensure compliance in the SCM unit.

An irregular expenditure report must be compiled monthly by the unit heads.  The unit heads must declare irregular expenditure incurred. 

Internal audit must validate these reports and the CFO must report monthly to the Accounting Officer/ Authority and the Audit Committee. 

 The Audit Committee and the Accounting Authority must then report quarterly to the Executive Authority. 


3.3 Material Mistatements to Financial Statements

	Entity
	Finding
	Root cause
	Recommendation

	NSG
	The financial statements submitted for auditing were not prepared in accordance with the prescribed financial reporting framework  as required by section 40(1) (a) and (b) of the Public Finance Management Act. Material misstatements related to the unauthorised expenditure identified by the auditors in the submitted financial statement were subsequently corrected, resulting in the financial statements receiving an unqualified audit opinion.
	Management did not exercise adequate oversight responsibility regarding compliance by ensuring that the relevant acts are adhered to in order to prevent unauthorised expenditure.
	Management should exercise adequate oversight responsibility regarding compliance by ensuring that the relevant acts are adhered to in order to prevent unauthorised expenditure.

	PSC
	The financial statements submitted for auditing were not prepared in accordance with the prescribed financial reporting framework as required by section 40(1) (a) of the Public Finance Management Act . Material misstatements of Key management disclosure note identified by the auditors in the submitted financial statements were subsequently corrected resulting in the financial statements receiving an unqualified audit opinion.
	Calculations were performed manually were not subsequently reviewed.

The misstatements related to disclosure notes that are once-off items compiled at year end. Had these entities prepared regular, accurate and complete financial statements including disclosure notes that are supported and evidenced by reliable information, the misstatements could have been avoided.
	Management should perform detail reviews of annual financial statements so that such errors may be rectified prior to final submission of AFS.



	SITA
	The financial statements submitted for auditing were not prepared in accordance with the prescribed financial reporting framework as required by section 55(1)(b) of the PFMA and section 28(1)(a) of the Companies Act of South Africa.  Material misstatements of non-current assets, current assets, current liabilities, revenue and operating expenses were in the submitted financial statements were subsequently corrected, resulting in the financial statements receiving an unqualified audit opinion
	The calculation of depreciation and amortisation is performed using a manual process outside the system.  

The audit identified various misstatements in the financial statements (i.e. in the areas of leases, intangible assets, accounts receivable, other payables, prepaid expenses and revenue) that were submitted for audit.  These post audit adjustments could have been avoided had the verification and validation processes supporting the financial statement preparation been more robust.

The revenue reconciliations were not completed prior to the submission of the financial statement at 31 May 2014.  This process was only concluded in June 2014 resulting in adjustments to the financial statement which required us to revisit the area at a last stage in the audit process.


	SITA should implement proper record keeping in a timely manner to ensure that complete, relevant and accurate information is accessible and available to support financial reporting. Material misstatements were identified in numerous classes of transactions, account balances and disclosure notes by the auditors and corrected by management. 

SITA should reconfigure the ERP system and use the ERP system for the capturing and processing of daily transactions. 

SITA should prepare full financial statements on a monthly basis



	PSETA
	The financial statements submitted for auditing were not prepared in all material respects in accordance with generally recognised accounting practice as required by section 51(1)(a)(b) of the PFMA. Material misstatements identified by the auditors were not adequately corrected, which resulted in the financial statements receiving a qualified opinion.
	Deferred income liability:

Management did not ensure that they maintain proper record keeping of the supporting documents to ensure that complete, relevant and accurate information is accessible and available to support financial reporting.
Commitments:
Management did not provide the necessary oversight to ensure that items reported in the financial statements are accurate and consistent.
Management did not ensure that the reconciliations are done regularly to ensure that the amounts are accurate.


	Deferred income liability:

Management should continue to source supporting documentation required to verify expenditure that was incurred relating to the NSF projects.

Commitments:

The errors identified should be investigated, corrected and if necessary and updated schedule should be provided.

Management should implement controls to ensure that all items that are reported are accurate and consistent.

	NYDA
	The financial statements submitted for auditing were not fully prepared in accordance with the prescribed financial reporting framework as required by section 55(1) (b) of the Public Finance Management Act.
Material misstatements of non-current assets, liabilities and expenditure identified by the auditors in the submitted financial statement were subsequently corrected and the supporting records were provided subsequently, resulting in the financial statements receiving an unqualified audit opinion.


	NYDA has not established the daily and monthly controls to ensure complete and accurate financial statements.


	Daily, weekly and monthly disciplines of preparing reconciliations of key accounts.

Implement a system that will enable regular, accurate and complete financial statements that are supported and evidenced by reliable information.

The financial statement preparation process should be reviewed by leadership and internal audit. The audit committees should exercise sufficient oversight over this process.




3.4 Other material non-complaince

	Entity
	Finding
	Root cause
	Recommendation

	NSG


	Budgets

1. Expenditure was incurred not in accordance with the department's budget, as required by section 39(1)(a) of the Public Finance Management Act.

2. Effective and appropriate steps were not taken to prevent overspending of the budget, as required by section 39(2)(a) of the Public Finance Management Act

3. Savings in excess of 8% of the amount budgeted for transfers and subsidies (Public Sector Organisational and Staff Development) were used towards the defrayment of overspending on Current payment (Administration), in contravention of section 43(2) of the Public Finance Management Act.

Expenditure management

4. Effective steps were not taken to prevent irregular expenditure, as required by section 38(1)(c)(ii) of the Public Finance Management Act and Treasury Regulation 9.1.1.


	Management did not exercise adequate oversight responsibility regarding compliance and related internal controls by adhering to procurement laws and regulations by ensuring that at least three written price quotations are obtained for purchases exceeding the value of R10 000 but not exceeding R500 000 and if not possible to obtain at least three written price quotations the reasons should be recorded and approved by the accounting officer or his delegate

Refer to SCM above
	Management should exercise oversight responsibility regarding compliance and related internal controls by adhering to procurement laws and regulations by ensuring that at least three written price quotations are obtained for purchases exceeding the value of R10 000 but not exceeding R500 000 and if not possible to obtain at least three written price quotations the reasons should be recorded and approved by the accounting officer or his delegate.
Refer to SCM above


	NSG Training Entity
	Expenditure management

1. Effective steps were not taken to prevent irregular expenditure, as required by section 38(1) (c) (ii) of the Public Finance Management Act and Treasury Regulation 9.1.1.

2. Contractual obligations and money owed by the trading entity were not settled within 30 days or an agreed period, as required by section 38(1)(f) of the Public Finance Management Act and Treasury Regulation 8.2.3.
	No prior approval obtained for roll out of training and acquisition of services

Invoices were not paid timeously as the process to get the invoices approved for payment were delayed.


	Approval should be sought for all acquisition of services and where the entity deviates from the procurement process the process should be documented and the relevant approvals obtained.

Management should exercise oversight responsibility over financial reporting and compliance with laws and regulations by ensuring that payments are made within 30 days of receipt of an invoice.This will prevent possible finance charges and penalties.

This can be done through the regular review of the payment register to ensure that all payments are made to the suppliers within 30 days.



	SITA
	Expenditure management

The accounting authority did not take effective steps to prevent irregular expenditure as per the requirements of section 51(1)(b)(ii) of the Public Finance Management Act.
	Refer to non-compliance under supply chain management 
	Refer to recommendations under supply chain management


	PSETA
	Expenditure management

The accounting authority did not take reasonable steps to prevent irregular expenditure as required by section 51(1)(b)(ii) of the Public Finance Management Act.


	Management did not monitor and review compliance with applicable laws and regulations before payments were made to suppliers


	Management should implement controls to ensure that before payments are made to suppliers, a supply chain checklist is used to ensure all necessary documents are received and valid.



	NYDA
	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 Public Finance Management Act.

Consequence management

Effective and appropriate disciplinary steps were not taken against officials who incurred and/or permitted fruitless and wasteful expenditure, as required by section 51(1)(e)(iii) of the Public Finance Management Act.
Strategic planning and performance management
Effective, efficient and transparent systems of risk management and internal controls with respect to performance information and management was not maintained as required by section 51(1)(a)(i) of the PFMA.

Procedures for quarterly reporting to the executive authority and the facilitation of effective performance monitoring, evaluation and corrective action were not fully established as required by Treasury regulation 30.2.1.

Revenue management

Effective and appropriate steps were not taken to collect all money due, as required by section 51(1)(b)(i) of the Public Finance Management Act and Treasury Regulations 31.1.2(a) and 31.1.2(e).
	See SCM above

Lack of accountability of management responsible for SCM.

NYDA did not implement proper record keeping in a timely manner to ensure that complete, relevant and accurate information is accessible and available to support performance reporting.

NYDA did not prepare regular, accurate and complete performance reports that are supported and evidenced by reliable information.

The nature of NYDA’s business is to give loans to young entrepreneurs that will not get a loan from a normal banking instruction.

The processes and controls implemented to ensure recovery of loans provided are not effectively monitored.
(Please note that there was an strategic shift to move away from loans and give grants)
	See SCM above

Action to be taken against officials that transgress the SCM requirements.

Information supporting the quarterly reports should be centrally filed and reviewed by the programme manager for completeness, accuracy and validity.

Internal audit should audit the quarterly performance report against supporting documents to confirm the completeness, accuracy and validity.

A loan/debt management report must be compiled monthly by the CFO regarding the measures implemented to recover all outstanding loan instalments.  

The CFO must report monthly to the Accounting Authority and the Audit Committee.  The Audit Committee and the Accounting Authority must then report quarterly to the Executive Authority.

Internal audit must validate these reports.

Or alternatively, to sell the loan book to a debt collection company.




3.5 Information technology

	Entity
	Finding
	Root cause
	Recommendation

	PSETA
	Security management

Management had not designed adequate security management controls (e.g. policies, procedures, guidelines).  As a result, the following key risks were identified:

· The IT security policy did not adequately address certain key aspects.

· Responsibilities of an information security officer (ISO) had not been delegated in writing to a specific person.
· A server baseline policy/procedure had not been established and some security parameter settings on the Windows network operating system were inadequately set.

· A formally documented and approved patch management policy/procedure was not available.

· Firewall activity logs were not reviewed.

User Access Control

· Network and Pastel administrator’s activities with regards to user account maintenance were not being reviewed by an independent person. Furthermore, segregation of duties was not maintained between the network and application system administrator as these functions were performed by the same person.

· Access and logon violations on the network were not being reviewed by the Information Technology Specialist.

· Some user IDs were not linked to a specific user on the Windows network and Pastel system.

· The appropriateness of Pastel users’ access rights were not reviewed periodically to ensure that user’s access rights are still commensurate with their job responsibilities.

· The network administrator ID was shared by the IT Officer and IT Specialist to perform administrative tasks on the network.  

IT Service continuity

· A Business Continuity Plan (BCP) had not been designed at PSETA. 
· Evidence that backups were monitored for successful completion was not available as a signed off backup register or backup logs were not available. The usability of network backups was also not periodically tested by means of restore procedures and at the time of the audit, the network backups were not stored offsite. 


	· Deficiencies in the IT security policy were as a result of a lack of management awareness and understanding with regards to aspects to be included in the IT security policy.

· Lack of awareness by the CEO and Corporate Services Executive (CSE) with regards to the formal delegation of the ISO roles and responsibilities.

· Management did not realise the importance of having an approved server baseline procedure and were not aware of the best practice security parameter settings.
· PSETA’s domain is hosted on a shared platform and patch management is therefore not possible at the moment for PSETA.

· The deficiency on the firewall management was due to the fact that the firewall was managed by Internet Solutions and management did not realise the risk that was associated with not reviewing the firewall activity logs.

· There was only one IT official to do all IT related duties hence no segregation of duties. Management was not aware of the importance of monitoring and reviewing of system administrator and user access rights and activities.

· The BCP was still on the list of deliverables for the financial year and as a result, the BCP was not established yet. 

· The IT Specialist did not realise the importance of maintaining a backup register and testing the backups by means of restore procedures.  Backups were also not taken off-site as the agreement with the service provider has only recently been finalised and the service provider did not yet collect the backups.


	· The Cooperative Services Executive (CSE) together with the IT specialist should ensure that the IT security policy is revised. 

· The CEO should formally assign the ISO responsibilities to a designated official. The main responsibilities of the ISO would be to support the CEO by performing the formally delegated responsibilities in respect of IT security. 

· Formally documented and approved server baseline policies and procedures should be developed.  The account lockout threshold should be set to 3 attempts, account lockout duration should be set to 0 (forever) and reset account lockout counter to 1440 minutes. The password history in the domain account policy should be set to the leading practice size of 13 or greater.

· A formally documented and approved patch management process which should include the testing of patches before deployment into the production environment should be documented and implemented.

· Management should ensure firewall logs are reviewed and evidence of reviews is kept.

· Monitoring of the activities of the system administrators responsible for the management of users accounts on the network and PASTEL should be performed. Evidence of reviews should be kept.

· Reviews of access and logon violations should be performed. Evidence of reviews should be kept.

· The system administrators should ensure that all user IDs are linked to a specific person.

· The appropriateness of PASTEL users’ access rights should be reviewed on a regular basis and evidence of such reviews should be kept.

· Administrators should each have their own user ID.

· A Business Impact Analysis (BIA) should be performed to identify the most critical business operations and processes.  Based on the results of the BIA, a Business Continuity Plan (BCP) should be compiled for the resumption of core business operations in the event of a disaster. The Disaster Recovery Plan (DRP) should then be aligned to this BCP specifically catering for the recovery of key IT systems, IT infrastructure and IT processes to support the key business operations as indicated in the BCP. The existing DRP should be reviewed and updated to ensure alignment with the BCP, once developed. Management should also ensure that the DRP is tested on an annual basis.
· The IT specialist should ensure that backups are monitored for successful completion and that a signed off backup register or backup logs are maintained as evidence.  The usability of backups should periodically be tested by means of restore procedures. Backups should be taken off site on a daily basis.



	NYDA
	User access control

· IT management had not fully designed IT governance framework.

· IT management had not designed formally user access controls to mitigate the risk of unauthorised access to the network and information systems. 

· IT management had not formally approved the change management controls policy to mitigate the risk of unauthorised changes being implemented on the production systems.

· IT management had not formally designed, approved and documented IT service continuity controls such as the backup policies and procedures.


	Failure by management to address prior findings in the action plan.

	Internal audit unit and the audit committee can jointly make significant contributions to the audit outcomes include the following:

· Monitor the implementation of action plans in respect of prior year audit findings.

· Monitor action taken in the case of repeat findings.



3.6 Human resources

	Entity
	Concerns noted

	No significant concerns were identified over human resource management within the portfolio


3.7 Financial Health

	Entity
	Concerns noted

	SITA
	The entity has significantly underspent its capex budget (80%). This is concerning as the entity has aging infrastructure and lack of adequate investment herein may negatively impact service delivery. The current change in approach to the development of the Integrated Financial Management System (IFMS) project further compounds the situation since the entity has elected not to invest in infrastructure supporting the legacy system.

	PSETA
	Commitments as a percentage of accumulated reserves was 135% - this brings about a concern as to whether the entity will be able to satisfy its commitments / obligations.


4. Drivers of internal controls 
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 

a)
Unauthorised expenditure: 

	Auditee
	Unauthorised expenditure

	
	Movement
	Amount
R m
2014

	Amount
R m
2013


	1
	Department of Public Service and Administration
	 SHAPE  \* MERGEFORMAT 



	8.8
	0

	2
	National School of Government
	 SHAPE  \* MERGEFORMAT 



	4.9
	0


DPSA: The former Minister appointed additional members to the Advisory Board which increased the personnel and related expenditure in this regard.

NSG: The former Minister appointed additional members to the Advisory Board which increased the personnel and related expenditure in this regard. The NSG also held an event was to launch the NSG that was not budgeted for.

(b)
Fruitless and wasteful expenditure:
	Auditee
	Fruitless and wasteful expenditure

	
	Movement
	Amount
R m
2014

	Amount
R m
2013


	1
	Department of Public Service and Administration
	 SHAPE  \* MERGEFORMAT 



	0.5
	0.1

	2
	National School of Government
	
	0
	0

	3
	Public Service Commission
	 SHAPE  \* MERGEFORMAT 



	0
	0.03

	4
	National School of Government Trading Entity
	 SHAPE  \* MERGEFORMAT 



	0
	0.009

	5
	State Information Technology Agency SOC Ltd
	 SHAPE  \* MERGEFORMAT 



	1.9
	1.2

	6
	Public Service Sector Education and Training Authority 
	 SHAPE  \* MERGEFORMAT 



	0
	0.076

	7
	Department of Planning Monitoring and Evaluation
	 SHAPE  \* MERGEFORMAT 



	0.12
	0.68

	8
	National Youth development Agency
	 SHAPE  \* MERGEFORMAT 



	1.00
	1.14


(c)
Irregular expenditure:
	Auditee
	Irregular expenditure

	
	Movement
	Amount
R m
2013


	Amount
R m
2012



	1
	Department of Public Service and Administration
	 SHAPE  \* MERGEFORMAT 



	2.2
	1.7

	2
	National School of Government
	 SHAPE  \* MERGEFORMAT 



	0.5
	0.2

	3
	Public Service Commission
	
	0
	0

	4
	National School of Government Trading Entity
	 SHAPE  \* MERGEFORMAT 



	0.6
	4.2

	5
	State Information Technology Agency
	 SHAPE  \* MERGEFORMAT 



	41.6
	44.4

	6
	Public Service Sector Education and Training Authority 
	 SHAPE  \* MERGEFORMAT 



	3.7
	5.709

	7
	Department of Planning Monitoring and Evaluation
	 SHAPE  \* MERGEFORMAT 



	0.71
	0.456

	8
	National Youth development Agency
	 SHAPE  \* MERGEFORMAT 



	16.7
	62


6. Other reports
6.1
Investigations
6.1.1
SITA
The special investigations unit is currently investigating one (1) case relating to procurement irregularities.

There are 5 cases where potential irregularities in respect of supply chain management and ICT service delivery are being investigated that may result in financial misconduct.
The internal audit department has completed fifty eight (58) investigations in the current year in respect of supply chain management, ICT service delivery and corporate services. Combined Assurance on Risk Management in the Public Sector
6.1.2
PSETA


NSF Funds

The Special Investigation Unit (SIU) as per the Presidential proclamation (Government Gazette: No. 35860) has been tasked  to investigate matters relating to the 2005/06 fraudulent activities that occurred as a result of the misappropriation of funds that were granted to PSETA by NSF for projects related expenses in order for PSETA to carry out its mandate. The SIU has completed the investigation and await sign-off from the presidency before issuing the final report.

6.1.3 NYDA

An in house investigation is being conducted to probe allegations of theft. The investigation aims to establish whether duplicate fictitious invoices have been created and paid into the bank account of the accused.  The investigation was still on going at the time of issuing this report.  Criminal proceedings were instituted.
During the 2011 financial year, an investigation by the Public Protector to probe whether the hosting of the World festival of Youth and Students held in December 2010 was within the NYDA’s mandate, if the allocated funds were not misappropriated and whether the relevant supply chain management prescripts were followed.  The investigation continued during this financial year. The initial scope of this investigation has been extended to include salary structures and travel and subsistence allowances as well as the execution of the legislative mandate by the NYDA, including objectives, duties and functions.
An in-house investigation was conducted with regards to the awarding of contracts that related to significant projects of the entity at the request of the audit committee. The review aimed to establish whether the awarding of the contracts had been done within the relevant supply chain management prescripts and whether there may have been fraudulent activities in respect of such awards. The investigation concluded that the contracts were irregular and has been disclosed accordingly in the prior year’s financial statements as irregular expenditure.  The investigation resulted in the suspension of the employee. The employment contract has since been terminated.
Agreed-upon procedures engagement
We issued a factual findings report on 10 October 2013, following an agreed-upon procedures engagement. We were engaged by the NYDA to conduct procedures relating to their compliance with regulation 68 of the regulations to the National Credit Act, 2006. My report covered the period 1 April 2012 to 31 March 2013 and was issued to NYDA and the National Credit Regulator.

7. Combined Assurance on 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.
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8. 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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