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1. Introduction

This document contains a brief summary of the audit outcomes for the 2013-14 financial year for six departments to the Standing Committee on Appropriations.
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 for certain departments for the 2013-14 financial year.

1.3
Layout of the Document

The document is separated into the following six sections dealing with the audit outcomes of the 2013/14 financial year:

· Department of Water and Sanitation
· Department of Energy

· Department of Science and Technology

· Department of Health

· National Treasury

· Department of Cooperative Governance

Each section is divided into the following 

· Overview

· Audit opinion history

· Key focus areas

· Drivers of internal control

· Current challenges

· Feedback on interim review of 2015/16 annual performance plans

Department of Water and Sanitation (DWS)
Introduction

1.1
Overview

Legislative mandate

The work of the Department of Water and Sanitation (DWS) is informed by the Water Services Act, 1997 (Act No. 108 of 1997) (WSA), National Water Act, 1998 (Act No. 36 of 1998) (NWA) and Water Research Act, 1971 (Act No. 34 of 1971) (WRA).

The purpose of DWS is to lead the effective management of the nation’s water resources, to meet the needs of the current and future generations. It meets its mandate by providing for the rights of access to basic water supply and basic sanitation by setting national standards and norms (WSA), ensuring that South Africa’s water resources are protected, used, developed, conserved, managed and controlled in a sustainable and equitable manner for the benefit of all persons (NWA), and promoting research in connection with water issues (WRA).

Vision

The vision of DWS is to have a dynamic, people-centred department, leading the effective management of the nation’s water resources, to meet the needs of current and future generations.

Mission and objectives

The department aims to make a positive impact on our country and its people as custodians of our water resources, and as innovative and committed partners in the drive for sustainable development.

1.2
Funding

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 amounted to R10.4 bn (2012/13: R8.9 bn).

2. Audit opinion history

	AUDIT OPINIONS
	09/10
	10/11
	11/12
	12/13
	13/14

	Department of Water and Sanitation
	
	
	
	
	

	OTHER MATTERS
	09/10
	10/11
	11/12
	12/13
	13/14

	PREDETERMINED OBJECTIVES
	(
	(
	(
	(
	(

	COMPLIANCE WITH LAWS AND REGULATIONS
	(
	(
	(
	(
	(

	AUDIT OPINION LEGEND

	 
	CLEAN AUDIT OPINION: No findings on PDO and Compliance

	 
	UNQUALIFIED OPINION with findings on PDO and Compliance

	 
	QUALIFIED AUDIT OPINION (with/without findings)

	 
	DISCLAIMER/ADVERSE AUDIT OPINION

	N/A
	New entity


3. Key focus areas 
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Supply chain management 
	Finding
	Root cause
	Recommendation

	None existence of bid specification committee at Eastern Cape Regional Office.

Department did not publish the names of the bidders on the website for tenders above the threshold of R500 000.

Quotations sourced from suppliers not listed on the suppliers’ database.

Lack of rotation of prospective suppliers on database.

No Declaration of interest by Departmental Bid Evaluation Committee members.

Tender/Quotation has been evaluated using incorrect preference point system.

Awards to close family members of persons in service of institution without submission of declaration.

Supplier with lowest price quotation were not selected for goods and services and no approved motivation was attached to justify it.

Tenders were awarded to the bidders who quoted the highest price with the lowest points.

Non-adherence to requirements specified in the tender to ensure that the evaluation process is fair and transparent.

Winning bidder did not satisfy all the requirements stated in terms of reference in the bid documentation.

Three quotations not obtained for procurement and reasons for deviation not documented/ approved by the Accounting Officer or delegated official.

No evidence could be obtained to confirm that the tender was advertised in the Government Tender Bulletin and that it was advertised for 21 days.


	Vacancy in Chief Director SCM position (it was filled at year end)

Lack of consequences for poor performance and transgressions.

Compliance with the requirements of procurement laws and regulations is not enforced through regular review and monitoring. 

Lack of training of SCM personnel.

Inadequate controls in contract management.
	Take necessary actions against employees that incur irregular expenditure.

Provide training to all SCM personnel to create awareness about SCM laws and regulations.

Enforce compliance with the requirements of procurement laws and regulations through regular review and monitoring. 

Use the Financial Misconduct Committee to deal with the transgressors.

Capacitate the contract management unit. 

Establish adequate controls over contract management and enforce implementation thereof through regular review and monitoring.

Use internal audit unit to identify gaps in the internal controls.


	Finding
	Root cause
	Recommendation


	Procurement process was not followed as three (3) verbal or written quotations were not obtained and reasons for deviation was not documented and approved by the delegated official

Invoice amount paid exceeds the amount as per quotation and no deviation form was attached to the payment

Payments made to suppliers without submitting original tax clearance certificate in contravention of National Treasury Regulations, Paragraph 16A9.1 (d).

Payments not made within 30 days from receipt of invoices in contravention with Treasury Regulation paragraph 8.2.3


	
	


3.1 Predetermined objectives

	Finding
	Root cause
	Recommendation

	Lack of evidence that risk assessment was performed for predetermined objectives. 

In-year changes were made to the APP for 2013/14 which suggests that there was a lack of proper planning 

Some indicators were not well defined and some targets were not specific and measurable (SMART).

Inconsistency in the Acid Mine Drainage (AMD) reports 

Rain water harvesting tanks to support communities could not be physically verified

Individuals could not be verified (Jobs created by RBIG and rainwater harvesting tanks)

There is no consistency between planned and reported indicators and targets

Differences between actual performance reported in the regions quarterly report and the annual report 

Differences between performance reported in the quarterly reports and supporting documents 

Inconsistency in reporting of predetermined objectives (Quarterly report) 

Close-out report/business plan not signed by relevant officials upon completion of the projects

Differences between targets reported in quarterly report and annual report


	· Compliance with the requirements of the National Treasury’s framework is not enforced through regular review and monitoring. 

· Realistic targets were not set during planning stage

· The targets were not verified against the SMART criteria in the FMPPI.

· Proper assessments were not performed on targets and indicators and approval was not documented

· There we no evaluations to reduce the use of targets that do not express the specific nature and level of performance.

· Adequate policies and procedures have not yet been developed to clearly articulate how management will ensure complete, accurate and valid information is reported

· Requested information were not submitted in time for audit purposes

· Clear accountability once policies and procedures have been developed and implemented

· Management not knowledgeable on the requirements of the FMPPI. 

· The department did not have technical indicator descriptions (TIDs) in place that encourage a consistent understanding of the indicators and targets and what evidence to produce to support the reported performance. This was due to a lack of the understanding of the National Treasury requirements by management.
	Establish adequate mechanisms to enforce regular review and monitoring 

Targets in planning stage should be realistic to avoid amendments

The targets and indicators set must be independently examined against the SMART criteria to ensure that targets express the specific nature and level of performance the department aims to achieve within the predetermined period.

Corporate Planning must ensure that there are documented policies and procedures for performance management to ensure compliance with the PFMA and Framework for Managing Programme Performance Information (FMPPI). Management also need to be trained on the requirements of the FMPPI.

Clear accountability need to be assigned to staff and build into their performance agreements

The indicators must be well-defined in the technical indicator descriptions.

Training should be provided to management to ensure they understand and can apply the FMPPI in relation to setting of indicators and targets.

Proper record keeping should be implemented to ensure that all supporting documents are complete, relevant, accurate and available.




3.2 Human resources management

	Finding
	Root cause
	Recommendation

	Payroll certificate signed after payment was made and not returned to CFO within ten days of certifying, in contravention of Treasury Regulations 8.3.4

Background checks were not performed on appointed employees

Approval of remunerative work outside DWA’s employment were not obtained

Vacant posts not advertised within 6 months after becoming vacant and filled within 12 months in contravention of Public Service Regulations.

Employee acting in a higher position for more than 6 (six) months


	· The Regional Payroll Manager did not ensure that the policies and procedure regarding payroll certification are implemented and monitored for compliance.

· Department did not ensure that background checks are performed before appointment is finalized

· The department did not ensure that all the employees adhere to Public Service Act

· Lack of adequate controls to ensure that vacant posts are filled within 12 months

· The new organisational structure has been reviewed but not yet implemented resulting in key posts still being vacant.
	· The Regional Payroll manager should ensure that payroll report is certified on/before the payment date in order to identify any possible error in the report.

· The Regional Payroll manager should exercise oversight responsibility over the returning and certifying of payroll reports to ensure compliance with Treasury Regulation 8.3.5

· Provide training to all HR personnel to create awareness about HR laws and regulations

· Enforce compliance with the requirement of laws and regulations through regular review and monitoring

· Establish adequate controls over human resource issues and enforce implementation thereof through regular review and monitoring

· Adequate controls should be put in place to ensure compliance

· Leadership need implement the new organisational structure to ensure that key posts are filled on a timely basis.




3.3 Information technology controls

Findings are predominantly in the areas of information technology governance, security management and user access control, with the root causes being the inadequate design and implementation of controls.
3.4 Material errors/omissions in submitted annual financial statements

	Finding
	Root cause
	Recommendation

	Material misstatements identified by the auditors in the submitted financial statements were not adequately corrected and the supporting records could not be provided, with the result that financial statements received a qualified audit opinion.
	· Refer to the root causes in relation to the qualification paragraphs in section 2 above.
	· Refer to the recommendations in relation to the qualification paragraphs in section 2 above.


3.5 Financial health status

There were no matters to report on the financial health status.
4. Drivers of internal control 

	Leadership
	Financial & performance management
	Governance

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

	
	
	
	
	
	
	
	
	
	
	
	
	
	


The following root causes resulted in weaknesses in internal control:

a. The oversight processes implemented by management in respect of the annual financial statements and performance information were inadequate.

b. The department developed a plan to address audit findings, but the appropriate level of management did not timeously monitor adherence to the plan.

5. Current challenges

DWS spent 85% of its vote as at 31 March 2015 due to:

· The majority of the unspend portion is related to grants (Regional Bulk Infrastructure Grant (RBIG), Rural House Infrastructure Grant (RHIG), Bucket Eradication Project (BEP)).
· DWS is still busy with the verification of projects that were done by implementing agents before funds can be transferred. Thus these invoices are part of accruals at year end.

· The sanitaion function was transferred to DWS in October 2014 (i.e. third quarter).

· Most vacancies could not be filled due to moratorium issued by the Minister.
6. Feedback on interim review of draft 2015-16 annual performance plan

The interim review of the draft 2015-16 annual performance plan (APP) focussed on the following :

· The process followed for the preparation, submission and approval of the APP.

· An assessment of the measurability and relevance of the indicators and targets planned for each selected programme.

The review was completed with the following findings:
DWS APP findings for 2015/16 financial year 

	No
	Finding
	Root cause 
	Recommendation

	1
	Performance indicators are not well defined. (Programmes 3 & 4)
	Management did not review the performance indicators to ensure that they are well defined.
	Reviews of indicators should be performed before they are finalised and source of supporting data should be established.


Department of Energy

1.1
Overview 
The Department of Energy is mandated to ensure secure and sustainable provision of energy for socioeconomic development.

It aims to formulate energy policies, regulatory frameworks and legislation, oversee their implementation to ensure energy security, promotion of environmentally-friendly energy carriers and access to affordable and reliable energy for all South Africans.
The department is striving to have created a transformed a sustainable energy sector with universal access to modern energy carriers for all by 2014 and in the long run, improving our energy mix by having 30% of clean energy by 2025.

The department continues to regulate and transform the sector for the provision of secure, sustainable and affordable energy.
1.2
Funding

The Department is primarily funded through funds appropriated in terms of annual Appropriation Act and the Adjustment Appropriation Act.  The final appropriation for the 2013-14 financial year amounted to R6.5bn (2012-13 R6,7bn)
As at 31 March 2014, the DoE disbursed transfer payments to the value of R6,02 billion, which represented 92,5% of the total budget allocation for the year to public entities, municipalities and implementing agencies.
2. Audit opinion history
	DESCRIPTION
	09-10
	10-11
	11-12
	12-13
	13-14

	Audit opinions
	
	
	
	
	

	Department of Energy
	n/a*

	
	
	
	

	Report on other legal and regulatory requirements
	
	
	
	
	

	· Predetermined objectives
	n/a*¹
	X
	
	
	

	· Compliance with laws and regulations
	n/a*¹
	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


3.
Key focus areas  
3.1
Supply chain management 
No findings reported for Department of Energy in 2013/14
3.2 Predetermined objectives
No findings reported for Department of Energy in 2013/14

3.3 Human resources mangement

No findings reported for Department of Energy in 2013/14
3.4 Information technology controls

No findings reported for Department of Energy in 2013/14

3.5 Material misstatements to the Financial Statements 
	Finding
	Root cause
	Recommendation

	The financial statements submitted for auditing were not prepared in accordance with the prescribed financial reporting framework as required by section 40(1) (b) of the Public Finance Management Act. A material misstatement of the commitments disclosure note identified by the auditors in the submitted financial statement was subsequently corrected, resulting in the financial statements receiving an unqualified audit opinion.
	Inadequate review of supporting schedules when final review of financial statement note disclosure is performed
	Management should ensure that appropriate review and reconciliation procedures are performed prior to submission of the financial statements for audit


3.6 Financial Health

No findings reported for Department of Energy in 2013/14
3.7 Other material non-compliance

	Finding
	Root cause
	Recommendation

	Transfer of funds 

Business plans for utilisation of the INEP conditional grants made to 13 municipalities were not approved prior to the start of the financial year, as required by sections 10(1)(a) of the Division of Revenue Act. 


	Management did not exercise oversight responsibility regarding compliance and related internal controls

Management did not develop and monitor the implementation of action plans to address internal control deficiencies
	Management must ensure that controls are implemented and monitored to ensure that Memorandum of Agreements, prior to funds transfer being effected to Municipalities, are approved and signed by both Municipalities and the Department  before 1 April of each year to ensure compliance with the requirements of DORA sec 10 (1) (a)(iii). 


4. Drivers of internal controls 
	Leadership
	Financial & performance management
	Governance

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

	
	
	
	
	
	
	
	
	
	
	
	
	
	


The following root causes resulted in weaknesses in internal control 

· The department did not ensure that sufficient controls were developed to ensure the accuracy of reported commitments disclosure note. 

· The department did not ensure that sufficient actions were implemented to confirm compliance with relevant laws and regulations as they pertain to transfers made to municipalities.

5. Current challenges / concerns identified 

The department is commended for presenting all requested information for audit purposes during the interim stage of the audit. No limitations in scope were imposed by departmental management, and no significant internal control deficiencies nor non-compliance with laws and regulations, were identified during the first 9 months of the financial year. 
6. Interim review of 2015/16 Annual Performance Plan

The interim review of the draft 2015-16 annual performance plan (APP) focussed on the following :

· The process followed for the preparation, submission and approval of the APP.

· An assessment of the measurability and relevance of the indicators and targets planned for each selected programme.

The review was completed with the following findings:

· Not all performance targets (indicators) had techincal indicator descriptions associated with them, and for certain techincal indicator descriptions, the ‘short definition’ of the target (indicator) was not consistent with the title of the related target (indicator). 

With the exception of this, no other concerns were identified during the review of the 2015/16 annual perofrmance plan.

Department of Science and Technology

1.1
Overview 
Legislative mandate

To develop, coordinate and manage a National System of Innovation that will bring about maximum human capital, sustainable economic growth and improved quality of life for all.

Vision 

Increased well-being and prosperity through science, technology and innovation.

Mission 

To provide leadership, an enabling environment and resources for science, technology and innovation in support of South Africa's development.

1.2
Funding
Annual appropriation
The Department (Vote 34) received a final annual appropriation of R6.2 billion and has spent 99.54% of the allocation in the 2013/14 financial year. The under-spending has decreased as compared to 0.53% in 2012/13 to 0.46% in 2013/14, which is due to vacant positions, reduced administrative costs and delays in contracts. The largest portion of 92.03% of the annual appropriation was transferred to the portfolio entities, other institutes and projects.
2. Audit opinion history
	DESCRIPTION
	09-10
	10-11
	11-12
	12-13
	13-14

	Department of Science and Technology
	
	
	
	
	

	Audit opinions
	
	
	
	
	

	No areas of qualification 
	
	
	
	
	

	Report on other legal and regulatory requirements
	
	
	
	
	

	· Predetermined objectives
	X
	
	X
	X
	

	· Compliance with laws and regulations
	
	
	
	X
	X


	AUDIT OPINION

	 
	CLEAN AUDIT OPINION: No findings on Predetermined objectives and Compliance

	               
	UNQUALIFIED with findings on  Predetermined objectives and Compliance

	 
	QUALIFIED AUDIT OPINION (with/without findings)

	 
	DISCLAIMER/ADVERSE AUDIT OPINION


3. Key focus areas 
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3.1 
Predetermined objectives
No significant findings on predetermined objectives were identified. 
3.2 Supply chain management 

	Finding 
	Root cause
	Recommendation

	Uncompetitive or unfair procurement processes

Contracts and quotations were awarded to suppliers whose tax mattes had not been declared by the South African Revenue Services to be in order, as required by the Treasury Regulation 16A.9.1(d) and the Preferential Procurement Regulations
Irregular expenditure incurred as a result of the contravention of supply chain management  legislation.
	Lack of proper review and monitoring by management to ensure compliance with supply chain management policies, procedures and legislation.
	Management should reqularly evaluate and monitor implementation of supply chain management policies, procedures and legislation.


3.3 Human resources

	Finding 
	Root cause
	Recommendation

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

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

	Management indicated that the requests for verifications are sent to the service provider prior to appointments and the service provider takes time to produce the results, hence appointments are being made without verification being done, with that being said, we still identified newly appointed employees whose request for verifications were sent to service provider after appointment dates, this may indicate that there is lack of reviewing and monitoring of the appointment process.  . 

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

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




3.4 Information technology controls

There were no significant matters to report on the information technology controls. 

3.5 Financial health status

None of the auditees in the portfolio had findings or displayed signs that there were matters which could affect the financial sustainability of the portfolio.
3.6 Material Mistatements to Financial Statements

	Finding 
	Root cause
	Recommendation

	Material misstatements of tangible assets, intangible assets and commitments 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 properly review and monitor the submission of the financial information and accuracy of the amounts to supporting schedules and general ledger on the submitted financial statements.
	Management should exercise oversight to ensure that the values disclosed in the annual financial statements are supported by correct and reliable information.


4. Drivers of internal controls 

	Drivers of internal control

	Entity
	Leadership
	Financial and performance management
	Governance

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

	DST
	
	
	
	
	
	
	
	
	
	
	
	
	
	


	 
	Good

	               
	In progress

	 
	Intervention required


Internal control deficiencies:
	Leadership 
	Financial and Performance Management
	Governance

	Compliance
The appropriate level of management did not regularly review monthly/interim reporting in terms of best practice to ensure compliance with supply chain management and human resource management. A number of findings regarding supply chain management issues were identified which indicated that there was a lack of oversight responsibility thus resulting in non-compliance of supply chain management policies and procedures in the awarding of tenders and quotations and an issue regarding verification process on new appointments was raised on human resource management.
	Compliance

Delays in providing information and information provided was not complete resulting in numerous findings identified on supply chain management. Some of the supporting documentation was not provided for audit purposes which may indicate improper record keeping in a timely manner to ensure that complete, relevant and accurate information is accessible and available to support that supply chain management processes has been followed. Documents relating to tenders were not easily retrievable.

Management to ensure that a proper record keeping of supply chain management tenders and quotation are implemented so that all necessary information to verify the compliance to laws and regulation are easily accessible.

Financial statements

Management did not ensure that assets that are not on a good working condition are derecognised from the financial statements and that all assets exist and are completely recorded in the annual financial statements and that all assets bought are bought at their depreciated replacement cost and not at their historical costs. 

Furthermore; commitments were significantly overstated. Management subsequently adjusted the financials with the misstatements identified.
	No significant control deficiencies


5. Current Challenges 

No challenges have been identified in respect of spending performance.
6. Review performed on 2015/2020 draft strategic plan and 2015/2016 draft annual performance plan

During 2014-15 interim audits, we have performed a review for the departments 2015-2020 draft strategic plan and 2015-2016 draft annual performance plan.  No findings were identified. We confirmed the following during our review:

· the strategic plan been prepared in accordance with the Framework for strategic plans and annual performance plans, i.e. does it contain the following core elements: 

· align to the vision of the auditee

· relate to the legislative mandate of the auditee

· link to the MTSF outcomes and the NDP priorities that apply to the auditee

Department of Health

1.1
Overview

The health sector’s priority as per the negotiated service delivery agreement (NSDA) concluded between the President and the Minister of Health for 2010-2014 is to improve the health status of the entire population and to contribute to government’s vision of a long and healthy life for all South Africans.

The NSDA has identified 4 strategic outputs which the health sector must achieve.  These are:

· Output 1: Increasing Life Expectancy 

· Output 2: Decreasing Maternal and Child mortality 

· Output 3: Combating HIV and AIDS and decreasing the burden of disease from Tuberculosis 

· Output 4: Strengthening Health System Effectiveness 

Vision

A long and healthy life for all South Africans
Mission 

To improve health status through the prevention of illness, disease and the promotion of healthy lifestyles, and to consistently improve the health care delivery system by focusing on access, equity, efficiency, quality and sustainability. 

1.2
Funding

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 financial year amounted to R30 528 181 000 (2012/13: R28 057 203 000).

The National Department of Health made the following transfer payments to the entities included in the health portfolio during the 2013/14 financial year:

· Compensation Commissioner for Occupational Diseases  – R3 062 000 (2012/13: R2 916 000) 

· Council for Medical Schemes  – R4 525 000 (2012/13: R4 310 000)

· South African Medical Research Council  -  R419 460 000 (2012/13: R288 863 000)

· National Health Laboratory Services  – R105 536 000 (2012/13: R85 102 000)

The department also transferred an amount of R27 686 378 000 as conditional grants to the provincial departments of health.  The remaining amount of R2 841 803 000 relates to funding for the core functions of the department.

2. Audit opinion history

	AUDIT OPINIONS
	09-10
	10-11
	11-12
	12-13
	13-14

	Department of Health
	
	
	
	
	

	QUALIFICATION ISSUES
	09-10
	10-11
	11-12
	12-13
	13-14

	· Assets
	
	
	
	
	

	OTHER MATTERS
	09-10
	10-11
	11-12
	12-13
	13-14

	Predetermined objectives
	
	
	
	
	

	Compliance with laws and regulations
	
	
	
	
	


AUDIT OPINION

	 
	FINANCIALLY UNQUALIFIED 

	 
	QUALIFIED AUDIT OPINION 

	 
	DISCLAIMER/ADVERSE AUDIT OPINION

	
	AUDIT OUTSTANDING


3. Key focus areas  
	NDoH


	Legend:

	
	Good

	
	Concerning

	
	Intervention required 


3.1 Predetermined objectives

	Entity
	Finding 
	Root cause
	Recommendation

	NDoH
	Reported indicators not supported by sufficient appropriate evidence
	· Lack of consequences (provinces) for not reviewing performance information
	· Management must ensure that the figures per the DHIS agree to the figures per the facility’s routine monthly data input forms to ensure that reported performance is valid.

· Standard operating procedures must be implemented by all health facilities.  All relevant staff members responsible for reporting on pre-determined indicators must be trained on the requirements of the standard operating procedures.

· Regular monitoring activities in the form of inspections and/or internal audits must be performed by the National Department of Health to test adherence to the standard operating procedures and staff should be hold accountable for transgressions and poor performance.


3.2 Supply chain management

	Entity
	Finding 
	Root cause
	Recommendation

	NDoH
	Employees of the department performed remunerative work outside their employment in the department without written permission
	· Lack of consequences for  non-compliance with regulations


	· Management must ensure that interests have been declared by all employees of the NDoH before entering into business with a supplier.

· Greater awareness of this internal control must be created through appropriate training of staff members and encouraging staff to declare the interest when the conflict arises.  

· The HR unit must enforce compliance through regular checking and follow-ups to ensure that annual declarations are made and updated as necessary, staff should be hold accountable for non-compliance.




3.3 HR management

There were no significant findings for the department.

3.4 Information technology controls


	Entity
	Finding 
	Root cause
	Recommendation

	NDoH
	Inadequate security management
	· Inadequate skills

· Leadership instability (ICT environment)
	· Develop patch management controls and network configuration that provide precise installation procedures for critical network components. 
· Staying up to date with the latest service packs and hot fixes would minimise vulnerability to attacks.


3.5 Material misstatements in submitted annual financial statements

	Entity
	Finding 
	Root cause
	Recommendation

	NDoH
	Material misstatements in the submitted financial statements were subsequently corrected.
	· Lack of consequences
	· Management should ensure that adequate reviews of the financial statements are performed, especially related to audit disclosures and that staff are hold accountable for poor performance  




3.6 Financial health status

	Entity
	Finding 
	Root cause
	Recommendation

	NDoH
	Capital budget underspent by 55%

An accrual adjusted net current liability was realised

75% of conditional grants to the NDoH under spent
	Challenges were experienced with the spending due to this being the first year that the department received the conditional grants
	Management should prioritise the spending on conditional grants


4. Drivers of internal controls

	Drivers of internal control

	Entity
	Leadership
	Financial & performance management
	Governance

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

	NDoH 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


The department has effective leadership and is in the process of addressing its oversight responsibility and policies and procedures relating to the reporting on its performance, based on information originating at a provincial level.  This is primarily due to the manual systems and processes in place at facilities across the country prior to input into the system in place.  It is acknowledged that the department has continued to engage with provinces to support them in improving internal controls.

The department was financially unqualified on their financial statements however material corrections were made to the financial statements.  The department has challenges in reporting reliable information on its performance, especially as it relates to reporting on information that originates in the provinces.   This has impacted on the processing and reconciling controls and the accuracy of its reporting.

The internal audit unit was not effective, primarily due to late reporting.

5. Review of the 2015-16 Annual Performance Plan (APP)

Programme 3 (HIV/AIDS, TB and Maternal and Child Care) and Programme 5 (Hospital, Tertiary Health Services and Human Resource Development) of the APP were selected for review. 

Indicators and targets were reviewed for usefulness at this stage of the audit.

Usefulness includes a review of the following:

Measurability of Indicators

Are indicators well defined? i.e. Does the indicator have a clear unambiguous definition and Is the indicator defined so that data will be collected consistently?

Are indicators verifiable i.e Is it possible to verify the processes and systems that produce the indicator?

Measurability of targets

Is the planned target specific? i.e Is the nature and required level of performance clearly identified?

Is the planned and reported target Measurable? i.e Can the required performance be measured?

Is the planned and reported target Time bound? i.e Is the time period/deadline for delivery specified?

The findings were reported to management in a management report.  All findings have been taken into account with the final annual performance plan.  All necessary corrections were made by management.

6. Challenges experienced by the department

There were no significant matters, based on our interim audit, which needs to be reported to the SCOA.

National Treasury
1.1
Overview

Legislative mandate

The National Treasury (NT) and finance portfolio entities’ mandate is to promote the national government’s fiscal policy, coordinate macroeconomic policy, intergovernmental financial and fiscal relations, manage the preparation of the budget and ensure that revenue and expenditure, assets and liabilities, public entities and constitutional institutions are managed in a transparent and effective manner.
Vision

The NT is the custodian of the nation’s financial resources.
Mission and objectives
The NT aims to promote economic development, good governance, social progress and rising living standards.

1.2
Funding

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 financial year amounted to R25,2 billion (2012-13: R21,2 billion).

2. Audit opinion history

	AUDIT OPINIONS
	09-10
	10-11
	11-12
	12-13
	13-14

	National Treasury
	
	
	
	
	

	OTHER MATTERS
	09-10
	10-11
	11-12
	12-13
	13-14

	Predetermined objectives
	
	(
	(
	
	(

	Compliance with laws and regulations
	(
	(
	(
	(
	(

	AUDIT OPINION LEGEND

	 
	CLEAN AUDIT OPINION: No findings on PDO and Compliance

	
	UNQUALIFIED with findings on PDO and/or Compliance

	 
	QUALIFIED AUDIT OPINION (with/without findings)

	 
	DISCLAIMER/ADVERSE AUDIT OPINION

	 N/A
	New entity


3. Key focus areas 

	/


3.6 Supply chain management 

	Finding 
	Root cause
	Recommendation

	Various inefficiencies in the management of transversal contracts
	Inadequate review and monitoring of compliance
	Management to enforce compliance with supply chain management (SCM) prescripts


3.7 Predetermined objectives
	Finding 
	Root cause
	Recommendation

	The published annual performance report included information on their performance against predetermined objectives where we were not able to determine whether it was useful and reliable.
	Slow response by management to provide sufficient, appropriate audit evidence in support of performance information
	Management to adhere to prescripts of framework for managing programme performance information


3.8 Human resources management

	Finding 
	Root cause
	Recommendation

	Increased vacancies in senior management positions
	Slow response by management
	Management to improve monitoring of vacancies


3.9 Information technology controls

Findings are predominantly in the areas of information technology governance, security management and user access control, with the root causes being the inadequate design and implementation of controls.
3.10 Material errors/omissions in submitted annual financial statements

	Finding 
	Root cause
	Recommendation

	The financial statements submitted for auditing were not prepared in all material respects in accordance with the requirements of section 40(1) of the PFMA. The auditors identified material misstatements in the submitted financial statements in respect of various disclosure notes, which management subsequently corrected resulting in the financial statements receiving an unqualified audit opinion.
	Slow response by management

Key officials lack appropriate competencies
	Management should develop and implement action plans to address external audit findings

Management should improve understanding of requirements of the financial reporting framework


3.11  Financial health status

There were no matters to report on the financial health status.
4. Drivers of internal control 

	Leadership
	Financial & performance management
	Governance

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

	
	
	
	
	
	
	
	
	
	
	
	
	
	


The following root causes resulted in weaknesses in internal control:

· The oversight processes implemented by management in respect of the annual financial statements and performance information were inadequate.

· The department developed a plan to address audit findings, but the appropriate level of management did not timeously monitor adherence to the plan.

5. Current challenges

No challenges have been identified in respect of spending performance.

6. Feedback on interim review of draft 2015-16 annual performance plan

The interim review of the draft 2015-16 annual performance plan (APP) focussed on the following :

· The process followed for the preparation, submission and approval of the APP.

· An assessment of the measurability and relevance of the indicators and targets planned for each selected programme.

The review was completed with the following findings:

· A section covering the strategic overview was not included in the APP submitted for audit

· A section covering revisions to legislative and other mandates was not included in the APP submitted for audit

· Prescribed time frames for submission and approval of the APP was not achieved

Department of Cooperative Governance

1. Overview 
1.1
Legislative mandate
The CoGTA's mandate is derived from Chapters 3, 7 and 12 of the Constitution of the Republic of South Africa, 1996 (Act No. 108 of 1996).

The Department of Cooperative Governance and Traditional Affairs is mandated to: develop, monitor and support the implementation of national policy and legislation, seeking to transform and strengthen key institutions and mechanisms of governance to fulfill their development role; develop, promote and monitor mechanisms, systems and structures to enable integrated service delivery and implementation within government; and promote sustainable development by providing support to and exercising oversight over provincial and local government. This mandate is derived from the following legislation:

· the Intergovernmental Relations Framework Act (2005)

· the Municipal Property Rates Act (2004)

· the Municipal Systems Act (2000)

· the Municipal Structures Act (1998).

1.2
Aim of the vote

The aim of the Department of Cooperative Governance and Traditional Affairs is to improve cooperative governance across the three spheres of government in partnership with institutions of traditional leadership to ensure that provinces and municipalities carry out their service delivery and development functions effectively.

1.3
Vision

An integrated, responsive and highly effective governance system, working with communities, to achieve sustainable development and improved service delivery.

1.4 Mission 

The national Department of Cooperative Governance and Traditional Affairs aims to facilitate cooperative governance and support all spheres of government, the institution of traditional leadership and associated institutions through:

· Development and implementation of appropriate policies and regulatory mechanisms to promote integration of government development programmes;

· Achievements of social cohesion through the creation of enabling mechanisms for communities to participate in governance; and 

· Monitoring and evaluation of cooperation amongst government stakeholders to achieve improved service delivery.

1.5
Funding

The department is primarily funded through funds appropriated in terms of the annual Appropriation Act (and the Adjustments Appropriation Act), the final appropriation for 2013-14 amounted to R58 458 907 000 (2012-13: R54 855 178 000).
2. Audit opinion history

	DESCRIPTION
	09-10
	10-11
	11-12
	12-13
	13-14

	Audit opinions
	
	
	
	
	

	Department of Cooperative Governance and Traditional Affairs (CoGTA)
	
	
	
	
	

	Areas of qualification
	
	
	
	
	

	Department of Cooperative Governance and Traditional Affairs (CoGTA)
	
	
	
	
	

	· Completeness of Irregular Expenditure 
	
	X
	
	
	

	Other matters
	
	
	
	
	

	· Predetermined objectives
	X
	X
	X
	X
	X

	· Compliance with laws and regulations
	X
	X
	X
	X
	X


	AUDIT OPINION LEGEND

	 
	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


3. Key focus areas  
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3.1 Predetermined objectives

	Finding 
	Root cause
	Recommendation

	Usefulness of reported performance information

Measurability - Programme 5: Provincial and municipal government support (PMGS)

The Framework for Managing Programme Perforamnce Information requires the following:

· Performance targets must be specific in clearly identifying the nature and required level of performance.  Significantly important targets in relation to the overall mandate of the entity were not specific.

· Performance targets must be measurable.  We could not measure the required performance for significantly important targets in relation to the overall mandate of the entity.

· Performance indicators must be well defined by having clear data definitions so that data can be collected consistently and is easy to understand and use. Significantly important indicators in relation to the overall mandate of the entity were not well defined.

· Performance indicator must be verifiable, meaning that it must be possible to validate the processes and systems that produced the indicator.  Significantly important indicators in relation to the overall mandate of the entity were not verifiable.
	Action plans are inadequate or not implemented correctly to address prior year matters reported.
Management was aware of the requirements of the Framework for Managing Programme Performance Information but did not strictly and adequately apply the principles of the Framework For Managing Programme Performance Information.  Furthermore, management management compiled inadequate technical indicator descriptions which resulted in indicators not being well defined and verifiable and targets not being specific and measurable.
The internal audit did not adequately review the strategic plans and annual performance plan prior to their submission to ensure that they conform to the Framework For Managing Programme Performance Information requirements.
	The department should ensure that progress against its audit action plan is monitored regularly and feedback is provided to the audit committee on a quarterly basis. Internal audit should very any significant progress documented in the progress reports to ensure that appropriate action is taken timely to address issues noted.

Workshops should be conducted with all employees involved in the crafting of indicators and targets to ensure clear guidance on expectations when the strategic plan is being drafted.  
Management should adhere to the requirements of the Framework For Managing Programme Performance Information to ensure that all indicators are well defined and verifiable and that all targets are specific and measurable i.e. the nature and required level of performance is clearly specified and measurable.  Furthermore, it is imperative that the nature of support to be provided by the department is clearly articulated in the plan.
Technical indicator descriptions must be clearly documented in the annual performance plan for all indicators. This will ensure that indicators are well defined and verifiable if adequately documented.
Internal audit should be involved in the review of the strategic plan and annual performance plan to ensure it complies with the Framework For Managing Programme Performance Information requirements prior to submission.

	Reliability of reported performance information

· Programme 5: Provincial and municipal government support (PMGS)

The framework For Managing Programme Performance Information 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. Significantly important targets were not reliable when compared to the source information or evidence provided

· Programme 6: Infrastructure and Economic Development (IED)

The framework For Managing Programme Performance Information 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. Adequate and reliable corroborating evidence could not be provided for a significantly important target to assess the reliability of the reported performance information.  The auditee’s records did not permit the application of alternative audit procedures.  
	This was due to the planned indicators not being verifiable and planned performance targets not being specific in clearly identifying the nature and required level of performance, thus not allowing for the actual achievement to be measured against what was predetermined.
This was due to the department not having adequate monitoring systems in place to ensure that all supporting records of attendance registers, registration forms and contracts for the Community Works Programme are maintained, resulting in performance data not being able to be verified.
	Management must design and implement an appropriate system for collecting, collating, verifying and storing performance information to ensure that it is valid, accurate and complete.  Furthermore, the department must ensure that the targets and indicators for inclusion in the strategic plan conform to the “SMART” principles (specific, measurable, attainable, relevant and time-bound. Appropriately designed technical indicator descriptions will assist the department to collect and collate information that will adequately support all reported information as valid, accurate and completed.

Supporting documents relating to the Community Works Programme should be adequately filed and stored.

Quarterly audits should be conducted on the Community Works Programme to ensure that implementing agents maintain adequate record keeping.

	Material adjustments to the annual performance report 

· Material misstatements were identified in the annual performance report submitted for auditing on the reported performance information of Programme 7: Traditional Affairs.  As management subsequently corrected the misstatements we did not raise any material findings on the usefulness of the reported performance information.

· Material misstatements were identified in the annual performance report of the Department of Cooperative Governance submitted for auditing on the reported performance information for Programme 1: Administration, Programme 3: Governance and Intergovernmental Relations, Programme 5: Provincial and Municipal Government Support and Programme 6: Infrastructure and Economic Development.  As management subsequently corrected the misstatements we did not raise any material findings on the usefulness of the reported performance information.
	This was as a result of management being aware of the requirements of the Framework for Managing Programme Performance Information, but not strictly and adequately appling the principles of thereof.  
	Branch heads must ensure that when they submit quarterly/ annual report(s), that these reports adhere to the all the requirements of the Framework for Managing Programme Performance Information and that all variances are adequately explained i.e. this can be done in the form of a checklists signed off prior to submission of the report. 

	Effective, efficient and transparent systems of risk management and internal control with respect to performance information and management for the Department of Cooperative Governance, was not in place as required by section 38(1)(a)(i) of the PFMA.


	The non-compliance reoccurred in the current year due to a lack of timely implementation of prior year commitments.  
	Management must design and implement an appropriate system for managing performance information that addresses all the requirements as set out in paragraph 5.2 of the Framework for Managing Programme Performance Information.


3.2 Supply chain management 

	Finding 
	Root cause
	Recommendation

	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.


	Lack of adequate review and monitoring of compliance with supply chain management laws and regulations during the start of the procurement processes including a lack of review and monitoring of procurement processes followed to acquire goods and services relating to the Community Works Programme.  

Management did not perform quarterly audits of the CWP projects during the year under review as required by the CWP implementation manual.  Thus management was not able to timeously detect and report to the accounting officer on the weaknesses regarding the implementation of the CWP project.  

Action plans are inadequate or not implemented correctly to address PY matters reported.

Lack of accountability of management responsible for supply chain management.

Lack of timely and appropriate action taken against repeat transgressors.
	An irregular expenditure report must be compiled monthly by the unit heads.  The unit heads must declare whether irregular expenditure was incurred or not and sign off on these reports.  Internal audit must validate these reports and the Chief Financial Officer must report monthly to the Accounting Officer and the Audit Committee.  The Audit Committee and the Accounting Officer must then report quarterly to the Executive Authority. 

Focus should be placed on ensuring that proper procurement processes are followed upfront.  

The new and updated Community Works Programme implementation manual should be finalised and the procurement requirements rolled out to the implementing agents.
A proper root cause analysis of recurring non-compliance should be investigated and appropriate action taken against transgressors.


3.3 Human resources

	Finding 
	Root cause
	Recommendation

	Employees were appointed without following a proper process to verify the claims made in their applications in contravention of Public Service Regulation 1/VII/D.8.
	Management did not have processes in place to ensure criminal record checks are performed.  Furthermore, management did not perform an adequate review to ensure that all information as required by the Public Service Regulations was obtained before a formal appointment was made.
	The department must complete all verifications on applications of prospective employees prior to appointment to reduce the exposure of the department to unwanted risks.
Implement the required processes to ensure criminal records checks can be performed as required.


3.4 Information technology controls

	Finding 
	Root cause
	Recommendation

	Security Policy only approved December 2013
	Failure by management to prioritise and address prior year findings in the action plan in a timely manner. 

Management did not prioritise the implementation of the department disaster recovery processes.


	Management should ensure that prior year matters that have still not been addressed are prioritised and implemented as contained in its action plan.

The office of the Chief InformationOfficer must monitor the implementation of the security policy on a regular basis and ensure that the user account management controls are enforced and monitored.

The Disaster Recovery Plan should be approved. The identified key personnel responsible to activate the plan during a disaster situation should be trained and ensure that the plan is tested at least annually.  

	Inadequate user account management
	
	

	The department did not participate in the yearly disaster recovery plan testing of SITA.
	
	


3.5 Financial health status

No material findings noted.
3.6 Material Mistatements to Financial Statements

	Finding 
	Root cause
	Recommendation

	The financial statements submitted for auditing were not prepared in accordance with the prescribed financial reporting framework as required by section 40(1)(b) of the Public Finance Management Act.

Material misstatements of disclosure notes identified by the auditors in the submitted financial statements were subsequently corrected, resulting in the financial statements receiving an unqualified audit opinion. 

	The department did not have adequate systems in place to account for accruals; commitments and lease commitments.
Schedules and registers supporting the disclosure notes to the financial statements were not updated on a monthly basis, thus the monthly financials did not contain updated disclosure notes.

Limited review of the monthly financial statements was performed by internal audit.

Lack of adequate review of AFS by those charged with governance.
	The department must develop systems to enable it to prepare a full set of financial statements on a monthly basis that is accurate and complete.  The level of review should include management (Chief Financial Officer), internal audit and those charged with governance.

The financial statements prepared should be adequately supported by substantiating evidence to corroborate validity, accuracy and completeness thereof.

Financial statements which are submitted must be the final set approved by the leadership and supported as referred to above.


4.
Drivers of internal controls

	Drivers of internal control

	Entity
	Leadership
	Financial and performance management
	Governance

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

	CoGTA
	
	
	
	
	
	
	
	
	
	
	
	
	
	


	Legend Drivers
	Good
	Causing Concern
	Intervension required 


5. Current challenges

Although the department encounters challenges with regard to the submission of requested audit documentation at times, this is being managed by management and the audit team.  The interim audit highlighted the following:

· Full sets of financial statements with supporting schedules have not been prepared and reviewed on a monthly basis.  The financial statements are however being performed on a quarterly basis.

· The department is still incurring irregular expenditure and thus non-compliance with supply chain management laws and regulations.  The majority of this irregular expenditure relates to the CWP.

· The following deficiencies noted with regards to the CWP project:

· The revised implementation manual was only approved on 18 December 2014.

· The department did also not have formalised standard operating procedures (SOPs) to guide the operations during this transition period.

· Quarterly audits on the CWP project have not been performed by the department.

· The DCoG performance information policy was only approved on 21 November 2014. 
· Internal audit had only conducted eight of the 23 planned audits for the current year due to capacity constraints.

6. Feedback on interim review of draft 2015-16 annual performance plan

Interim audits are conducted on the usefulness of the departments’ annual performance plans (APPs) which are yet to be tabled to Parliament.  We reviewed the APP for the 2015/16 financial year with the view to communicate the findings before approval by the portfolio committee in the prior year.  

The focus was on the measurability and relevance of the indicators and targets. Significant findings were noted as follows for Cooperative Governance only:

· Some of the indicators under Programme 4 and 6 were not well defined and verifiable due to “support” or the type of activity to be performed, not being clearly defined.

· Some of the targets under Programme 4 and 6 were not specific and measurable due to the type of “support” or type of activity to be performed not being clearly predetermined. 

· Some of the indicators under Programme 5 were not relevant due to the indicators being measured based on whether or not a report is produced and thus not reporting on the activities to be performed.

· The department is addressing these findings. It is recommended that the committee follow up before on these matters prior to the final approval of the APP of the department.

No significant matters were noted for the APP of Traditional Affairs.
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� /a* – The department was only established during the 2010-11 financial year









