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RepoRt oF the AuDItoR-GeneRAl to pARlIAMent 
on the pAssenGeR RAIl AGencY oF south AFRIcA 

REPORT ON THE CONSOLIDATED AND SEPARATE 
FINANCIAL STATEMENTS

introduction

1. I have audited the consolidated and separate financial 
statements of the Passenger Rail Agency of South Africa 
(PRASA) and its subsidiaries set out on pages 66 to 108, 
which comprise the consolidated and separate statement of 
financial position as at 31 March 2014, the consolidated and 
separate statement of comprehensive income, statement 
of changes in equity and cash flow statement for the year 
then ended, as well as the notes, comprising a summary 
of significant accounting policies and other explanatory 
information. 

Accounting authority’s responsibility for the consolidated and 
separate financial statements

2. The board of directors, which constitutes the accounting 
authority, is responsible for the preparation and fair 
presentation of these consolidated and separate financial 
statements in accordance with the South Africa Statements 
of Generally Accepted Accounting Practice (SA GAAP) and 
the requirements of the Public Finance Management Act 
of South Africa, 1999 (Act No. 1 of 1999) (PFMA), and for 
such internal control as the accounting authority determines 
is necessary to enable the preparation of consolidated and 
separate financial statements that are free from material 
misstatement, whether due to fraud or error.

Auditor-general’s responsibility

3. My responsibility is to express an opinion on these 
consolidated and separate financial statements based on my 
audit. I conducted my audit in accordance with the Public 
Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA), 
the general notice issued in terms thereof and International 
Standards on Auditing. Those standards require that I 
comply with ethical requirements, and plan and perform 
the audit to obtain reasonable assurance about whether 
the consolidated and separate financial statements are free 
from material misstatement.

4. An audit involves performing procedures to obtain audit 
evidence about the amounts and disclosures in the 
consolidated and separate financial statements. The 
procedures selected depend on the auditor’s judgement, 
including the assessment of the risks of material 
misstatement of the consolidated and separate financial 
statements, whether due to fraud or error. In making those 
risk assessments, the auditor considers internal control 
relevant to the entity’s preparation and fair presentation 
of the consolidated and separate financial statements in 
order to design audit procedures that are appropriate in 
the circumstances, but not for the purpose of expressing an 
opinion on the effectiveness of the entity’s internal control. 
An audit also includes evaluating the appropriateness 

of accounting policies used and the reasonableness of 
accounting estimates made by management, as well as 
evaluating the overall presentation of the consolidated and 
separate financial statements. 

5. I believe that the audit evidence I have obtained is sufficient 
and appropriate to provide a basis for my audit opinion.

opinion 

6. In my opinion, the consolidated and separate financial 
statements present fairly, in all material respects, the 
financial position of PRASA and its subsidiaries as at 31 
March 2014 and their financial performance and cash flows 
for the year then ended, in accordance with the SA GAAP 
and the requirements of the PFMA.

Additional matters 

7. I draw attention to the matters below. My opinion is not 
modified in respect of these matters.

Unaudited supplementary schedules

8. The supplementary information set out on pages 8 to 
54 and pages 60 to 64 does not form part of the financial 
statements and is presented as additional information. I 
have not audited these schedules and, accordingly, I do not 
express an opinion thereon.

REPORT ON OTHER LEGAL AND REGULATORY 
REQUIREMENTS

9. In accordance with the PAA and the general notice issued in 
terms thereof, I report the following findings on the reported 
performance information against predetermined objectives 
for selected objectives presented in the annual performance 
report, non-compliance with legislation as well as internal 
control. The objective of my tests was to identify reportable 
findings as described under each subheading but not to 
gather evidence to express assurance on these matters. 
Accordingly, I do not express an opinion or conclusion on 
these matters.

Predetermined objectives

10. I performed procedures to obtain evidence about the 
usefulness and reliability of the reported performance 
information for the following selected objectives presented 
in the annual performance report of PRASA  and its 
subsidiaries for the year ended 31 March 2014:

• Objective 3: Operational effectiveness on pages 34 to 39
• Objective 4: Modernisation and capacity enhancement on 

pages 39 to 40

11. I evaluated the reported performance information against 
the overall criteria of usefulness and reliability. 
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12. I evaluated the usefulness of the reported performance 
information to determine whether it was presented in 
accordance with the National Treasury’s annual reporting 
principles and whether the reported performance was 
consistent with the planned programmes. I further performed 
tests to determine whether indicators and targets were well 
defined, verifiable, specific, measurable, time bound and 
relevant, as required by the National Treasury’s Framework 
for managing programme performance information (FMPPI).

13. I assessed the reliability of the reported performance 
information to determine whether it was valid, accurate and 
complete.

14. I did not raise any material findings on the usefulness and 
reliability of the reported performance information for the 
selected objectives.

Additional matters

15. Although I raised no material findings on the usefulness and 
reliability of the reported performance information for the 
selected objectives, I draw attention to the following matter:

Achievement of planned targets

16. Refer to the annual performance report on pages 33 to 43 
for information on the achievement of the planned targets 
for the year. 

Compliance with legislation

17. I performed procedures to obtain evidence that the public 
entity had complied with applicable legislation regarding 
financial matters, financial management and other related 
matters. My findings on material non-compliance with 
specific matters in key legislation, as set out in the general 
notice issued in terms of the PAA, are as follows:

Annual financial statements

18. The financial statements submitted for auditing were not 
prepared, in all material respects, in accordance with the 
requirements of section 55(1)(b) of the PFMA. Material 
misstatements identified by the auditors were corrected, 
which resulted in the financial statements receiving an 
unqualified opinion. 

Procurement 

19. A contract amounting to R3,5 billion for the purchase of 
locomotives was awarded to a bidder. The evaluation criteria 
used was not fully consistent with the criteria stipulated in 
the request for proposal. This contravenes the PRASA supply 
chain management (SCM) policy and section 51(1)(a)(iii) of 
the PFMA. 

Contract management

20. The performance bond of R307 million (10%) of the contract 
amount, excluding the value-added tax (VAT), was issued 
in favour of PRASA four months after the contract for the 
purchase of locomotives had been signed. This is after PRASA 
had paid a deposit of R460 million (15%) of the contract 
amount, excluding VAT, to the bidder. This is contrary to the 
requirements of the PRASA SCM policy which states that 
“performance security must be provided prior to concluding 
the contract with the Agency”.

fruitless and wasteful expenditure

21. The accounting authority did not take effective steps to 
prevent fruitless and wasteful expenditure, as required 
by section 51(1)(b)(ii) of the PFMA. Fruitless and wasteful 
expenditure to the value of R19 million was incurred due 
to interest and penalties on late payments of creditors’ 
accounts.

internal control

22. I considered internal control relevant to my audit of the 
financial statements, annual performance report and 
compliance with legislation. The matters reported below are 
limited to the significant internal control deficiencies that 
resulted in the findings on non-compliance with legislation 
included in this report.

LEADERSHIP

oversight responsibility

23. The winning bidder for the purchase of locomotives was not 
disqualified for failing to submit the subcontractor’s letter of 
good standing with relevant taxation authority in its country 
of origin and submitting tender documents not signed by 
both the winning bidder and the subcontractor, as required 
by the request for proposal. Furthermore, the technical 
evaluation of the winning bidder was based on the technical 
capabilities of the subcontractor; however, sufficient 
appropriate evidence which substantiates the existence of 
a subcontracting relationship between the bidder and the 
subcontractor at the time of the bid evaluation could not be 
provided. 
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FINANCIAL AND PERFORMANCE MANAGEMENT

daily and monthly processing and reconciling of transactions 

24. Internal control deficiencies were identified in the 
accounting for assets under construction. Completed assets 
were not capitalised in a timely manner as management 
did not implement the controls designed to identify these 
assets.

document management

25. Management did not supply documentation requested 
for audit purposes within a reasonable time due to an 
inadequate record management system. 

Regular, accurate and complete financial reports 

26. The financial statements contained misstatements 
pertaining to property, plant and equipment, investment 
property, prepayments for capital expenditure and events 
after reporting date that were corrected. This was mainly due 
to staff members not fully understanding the requirements 
of the financial reporting framework.

Compliance monitoring

27. The accounting authority did not take effective and 
appropriate steps to prevent fruitless and wasteful 
expenditure from occurring.

Pretoria
25 September 2014
 




