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1. Introduction
1.1
Reputation promise of the Auditor-General of South Africa

The Auditor-General of South Africa (AGSA) has a constitutional mandate and, as the Supreme Audit Institution (SAI) of South Africa, 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 
Annually oversight committees set aside time to focus on assessing the performance of departments. On completion of the process, portfolio committees are required to develop department-specific reports, namely budgetary review and recommendations reports (BRRR) which express the committee`s view on the department’s budget for recommendation to the National Treasury ahead of the following year`s budget period. 
Our role as the AGSA is to reflect on the audit work performed to assist the portfolio committee in its oversight role in assessing the performance of the departments taking into consideration the objective of the committee to produce a BRRR. This briefing document provides an overview of the audit outcomes and other findings in respect of department of Home Affairs and its entities for the 2014/15 financial year.

1.3
Overview
Vision
A safe, secure South Africa where all of its people are proud of, and value, their identity and citizenship.

Mission and objectives
The efficient determination and safeguarding of the identity and status of citizens and the regulation of immigration to ensure security, promote development and fulfil our international obligations.
The portfolio consists of the following:

· Department of Home affairs (DHA)
· Government Printing Works (GPW)
· Electoral Commission (EC)
1.4
Organisational structure [image: image10.jpg]



2. Audit opinion history
	Audit opinions
	2014/15
	2013/2014
	2012/2013
	2011/2012
	2010/2011

	· Department of Home Affairs  (DHA)
	
	
	
	
	

	· Government Printing Works (GPW)
	
	
	
	
	

	· Independent Electoral Commission (EC)
	
	
	
	
	

	Qualification areas
	2014/15
	2013/2014
	2012/2013
	2011/2012
	2010/2011

	· Departmental Revenue
	(
	(
	(
	(
	

	· Payables
	(
	(
	(
	(
	

	· Contingent Asset
	(
	(
	(
	(
	

	· Contingent Liability
	(
	(
	(
	
	

	· Accruals and payables not recognised
	(
	(
	
	
	

	· Intangible capital assets
	(
	(
	
	
	

	· Tangible moveable assets
	
	(
	
	
	

	· Immovable assets
	
	(
	
	
	

	· Employee benefits
	
	
	(
	
	

	· Commitments
	
	(
	
	
	

	Predetermined objectives
	14/15
	13/14
	12/13
	11/12
	10/11

	· DHA
	(
	(
	(
	(
	(

	· GPW
	
	
	
	
	(

	· EC
	(
	(
	(
	
	

	Compliance with laws and regulations 
	14/15
	13/14
	12/13
	11/12
	10/11

	· DHA
	(
	(
	(
	(
	(

	· GPW
	
	(
	(
	(
	(

	· EC
	(
	(
	(
	(
	(

	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

	
	ENTITY NOT YET ESTABLISHED

	(
	DEPARTMENT/ENTITY HAD FINDINGS (in the related matter)


2.1 Emphasis of matters
	Department of Home Affairs

	Emphasis of matter raised 

	
	Financial reporting framework

As disclosed in accounting policy note 1 to the financial statements, the National Treasury has exempted the department from applying the MCS in respect of certain assets and foreign revenue transactions for the reasons indicated.

	
	Significant uncertainties – Contingent liabilities

With reference to note 18 to the financial statements, the department is the defendant in various claims against the department. The department 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.

Significant uncertainties – Irregular expenditure

With reference to note 24 to the financial statements, certain contracts have been referred for further assessment to determine the nature of the expenditure. The ultimate outcome of the matter cannot presently be determined and no disclosure of any irregular expenditure that may result has been made in the financial statements.

	
	Restatement of corresponding figures

As disclosed in note 31 to the financial statements, the corresponding figures for 31 March 2014 have been restated as a result of errors discovered during 2015 in the financial statements of the DHA at, and for the year ended, March 2014.

	
	Payables

Payables which exceed the payment term of 30 days as required in Treasury Regulation 8.2.3 amount to R72.1 million. This amount, in turn, exceeds the voted funds to be surrendered of   R0.37 million as per the statement of financial performance by R71.73 million. The amount of R71.73 million would therefore have constituted unauthorised expenditure had the amounts   due been paid in a timely manner.


3. Key focus areas 
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3.1 Material errors/omissions in submitted annual financial statements (AFS)
3.1.1
Uncorrected misstatements

	
	Finding
	Root cause
	Recommendation

	Department of Home Affairs
	Departmental revenue and Department of International Relations and Co-operation (DIRCO) related balances

The department did not have adequate systems of internal control in place for the recording of all transactions and events. Furthermore, the department did not revist and reconcile all the prior year balances.
	· Action plans that were developed were not detailed and specific enough. 
· Lack of accounting records – a proper general ledger and trial balance for disclosure note items was not maintained.
· Accounting records were not compiled and reconciled timeously i.e. on a monthly basis.
· Lack of standard operating procedures (SOP’s) and communication thereof to all staff members to ensure consistent accounting treatment.
· Lack of monitoring and review of the implementation of the SOP’s.


	· Obtain clarity from National Treasury regarding the implementation of an agent principal relationship between DHA and DIRCO.
· Account for foreign revenue at source (i.e. at mission level) and implement monitoring and oversight processes with the assistance of DHA and DIRCO internal audit.

· Implement a signed memorandum of agreement (MOA) between DHA and DIRCO setting out roles and responsibilities, and DHA to exercise oversight to ensure that controls at DIRCO are sufficient for DHA reporting purposes.
· Maintain proper accounting records – i.e. a general ledger of detail transactions, trial balance and details of journals processed. 

· Perform monthly reconciliations and balance confirmations – debtor’s control.

· All unaccounted/ outstanding documents must be followed up and tracked and subsequently received from DIRCO to ensure that the accounting records are valid, accurate and complete.

· SOP’s must be compiled, reviewed, signed off and distributed and communicated to ensure that there is a full and proper understanding of the adopted accounting approach.



	Department of Home Affairs
	Accruals and payables not recognised

The department did not have adequate systems of internal control in place for the recording of all transactions and events. Furthermore, the department could not reconcile the transactions and events with the financial statements.Finding
	· 
	· From 2015/16 the budget for DHA has been moved to DIRCO and expenditure will be incurred and accounted for by DIRCO.  DHA should implement a signed MOA between DHA and DIRCO setting out roles and responsibilities. DHA to exercise oversight to ensure that the budget allocated to DIRCO is appropriately utilised.

· Prior year balances are to be reconciled and proper accounting records to be compiled and maintained.

· Reconciliation between documents retrieved and documents accounted for,  and all unaccounted/ outstanding documents must followed up and tracked and subsequently received from DIRCO to ensure that the accounting records are valid, accurate and complete.

· Reconciliation of expenditure incurred and payments made should be agreed with DIRCO to finalise the prior year balances.

· SOP’s must be compiled, reviewed, signed off and distributed and communicated to ensure that there is full and proper understanding of the adopted accounting approach.

	
	Intangible assets

The DHA’s register of intangible assets was incomplete, as it did not include all intangible assets. Certain intangible assets recorded in the register were not supported by invoices, contracts or payment information to substantiate the ownership or the values at which these assets were recorded.
	· Management did not respond timeously to the audit outcomes of the 2013/14 financial year. 

· The action plans that were implemented to address the internal control deficiencies were implemented late in the 2014-15 financial year. 

· Consequently, the financial management processes of communicating to and capacitating DHA officials with regard to the implementation of the accounting policies on assets and procedures regarding asset management, regular recording and reconciliation of assets to supporting information (invoices, delivery notes and contracts) and investigating missing and obsolete assets and disposing of these in the asset register, were not performed satisfactorily.  


	· SOP’s must be compiled, reviewed, signed off and distributed and communicated to ensure that all the regional offices know how to perform asset counts and how assets must be recorded on the asset register.

· Regular asset verifications must be performed and these must be fully reconciled to the asset register.

· Review and reconcile the asset register to supporting information (invoices, progress reports).

· Obtain assistance from officials in the information services unit to understand asset compositions and values.

· Maintain an audit trail and proper asset records.

· Address the skills gap through formal training interventions and procedure manuals.


3.1.2
Corrected misstatements

	
	Finding
	Root cause
	Recommendation

	Department of Home Affairs
	· Receivables – understatement of impairment.
· Irregular Expenditure – non-compliance not identified by DHA and amounts not disclosed.
· Tangible moveable assets – narrative not included for unverified assets.
· Commitments – differences were noted between the annual financial statement amounts and the supporting schedules submitted for audit and the supporting schedule included duplicate transactions, the opening balance was misstated, and the schedule contained errors.
· Contingent assets – an amount was incorrectly disclosed as a contingent asset.
· Related parties – no disclosure included in the AFS for related parties.
· Accruals – misstatements in amounts captured in supporting schedules.
· Contingent Liability – not all cases that were required to be disclosed were identified by management.
· Accrued Departmental revenue – not all the required transactions were included in the balance that was disclosed in the financial statements.
· Payable – amount disclosed in the AFS did not agree to the supporting accounting records.
	· Inadequate review of accounting records to ensure that the amounts contained therein are valid, accurate and complete, before inclusion in the AFS and the submission of the AFS for audit.
· Lack of understanding of the Modified cash standard (MCS) and the required accounting disclosures for certain account balances.
· Lack of SOP’s to ensure consistency in the treatment of processes that result in amounts being disclosed.
	· Staff directly and indirectly involved in the compilation of the AFS should be appropriately trained on the use and implementation of the MCS.
· SOP’s should be implemented to ensure that there is consistency in the treatment of transactions for accounting purposes.
· The accounting records that have been maintained should be appropriately reviewed for errors before submission of the AFS.
· Internal audit should review the processes within the DHA to compile the AFS.
· The Audit committee should be provided with sufficient time to review the financial statements in order to provide valuable input.

	EC
	Irregular expenditure – retirement lump sum payments were incorrectly made.
	Incorrect determination and payment of retirement lump sums based on the entity’s interpretation of Regulation 8 of the Conditions of service, remuneration, allowances and other benefits of the Chief Electoral Officer and other administrative staff.

	· Management should ensure that employees are only paid the retirement benefit in terms of the minimum notice period (30 days) as set out in sub regulation 8(1) and 8(3) and not the increased notice period as per sub regulation 8(2). 
· Management should continue to improve the measures in place to ensure that the Electoral Commission complies with all applicable regulations.


3.1.3
Comments on additional AGSA interactions to help improve financial outcomes 
	
	Additional interaction/ add service 
	Impact / outcome

	Department of Home Affairs
	Workshop held in October 2014
	Explained the accounting processes (MCS) and audit process and the the key controls required.

Highlighted the requirement for daily disciplines and proper accounting records for transactions that occur outside of the department’s financial systems (disclosure notes)



	
	Status of accounting records audit (April 2015)
	Scope: 

Process for revenue, assets, commitments, accruals, leave, AoPO and processes adopted for opening balance corrections.

Outcome: 
· Inadequate basic accounting records maintained. 
· Inadequate SOP’s in place
· Opening balances not corrected


3.2 Predetermined objectives 
	
	Finding
	Root cause
	Recommendation

	Department of Home Affairs
	Citizen Affairs:  Reliability

Significantly important targets were not reliable when compared to the source information or evidence provided.

· ID first issues
· ID re-issues 
· Machine readable passports manual process
· Front office tool kit


	This was due to a lack of frequent review of the validity of reported achievements against source documentation. 
	· Processes should be in place in order to ensure that there is frequent review of the validity of reported achievements against source documentation.
· The roles and responsibilities must be clearly defined to make accountability clear and personal and allow for timely corrective action.
· Documentation and information required to support performance results must be defined in advance.


	
	Immigration Affairs:  Reliability

The reported performance information was not valid, accurate and complete when compared to the source information or evidence provided.

· Refugee ID’s
· Refugee Travel documents
· Permanent residence permits
· Business Critical skills and general work permits
	
	

	
	Immigration Affairs:  Usefulness

· No reasons were provided for variances between planned and actual achievements reported in the annual performance report for 25% of the targets, as required by the National Treasury’s guide for the preparation of the annual report.
· The processes and systems that produced the indicator/measure should be verifiable, as required by the National Treasury Framework for managing programme performance information (FMPPI). A total of 25% of the indicators/measures were not verifiable.
	· This was due to a lack of proper review of the annual performance report by management.

· This was due to a lack of proper systems and processes in place to record the information required for reporting on the target.
	· Processes should be in place in order to ensure that there is proper review of the annual performance report by management.

· Processes should be in place in order to ensure thate there are proper systems and processes in place to record the information required for reporting on the target.


3.3 Compliance with legislation 
	
	Finding 
	Root cause
	Recommendation

	Department of Home Affairs
	Financial statements, performance and annual report 

· Material adjustments needed to be effected to the AFS submitted for audit on 31 May 2015. 
· An effective, efficient and transparent system of risk management and internal control was not maintained in respect of performance information.
	· Action plans to address audit findings of the previous year were not adequate.
· Processess (for all disclosure notes) to  ensure that vaild, accurate and complete amounts are recorded in the AFS, were not in place.
	Actions plans are to be specific and detailed in order to address the lack of appropriate controls in compiling the AFS.

	
	Procurement and contract management 

Contravention of the Treasury Regulations as not all procurement was conducted through a process that was fair, equitable, transparent and competitive.  
	· Lack of appropriate oversight over supply chain management (SCM) processes.
	· Transgressions need to be investigated and actioned.
· SOP’s on the SCM processes needs to be reinforced and compliance with these monitored.

	Department of Home Affairs
	Revenue management - Contravention of the Treasury Regulations requirements  to collect all monies due and to maintain adequate systems for revenue management.
	Management did not take appropriate corrective action to address the matters reported in the previous financial year.  
Systems were not updated and appropriate accounting records were not maintained.

Late engagement with National Treasury (NT) and DIRCO to finalise the revenue collection for and the accounting thereof for the 2014/15 financial year.
	Engage with NT and DIRCO to finalise on the accounting treatment for 2015/16.
Finalise a MOA between DHA and DIRCO on the relationship and the oversight that DHA should exercise over DIRCO to ensure that all monies due are collected.

Update and maintain the movement control system in order for DHA to collect all monies due from previous overstayers.



	
	Asset and liability management - Contravention of the Treasury Regulations to maintain an appropriate intangible asset register.
	An inadequate intangible asset register was maintained as a result of the fact that staff working with intangible assets did not have sufficient input into the process of compiling the register and alsoa  lack of review and checking processes.
	Improve the quality of information by performing regular updates, improving oversight to ensure that information captured is valid, accurate and complete, and is recorded in accordance with the financial reporting framework.

	
	Expenditure management - Irregular expenditure was not prevented and not all payments were made within 30 days.
	· Lack of adherence to SCM processes.
· Inadequate management of creditors.
	Regular reconciliations to be performed on supplier accounts to ensure these are paid on time.
Improve oversight over SCM processes.




3.4 Financial Health 
	
	Finding 
	Root cause
	Recommendation

	Department of Home Affairs
	Accrual/Payable (impacting the next financial year’s vote/expenditure)
· Non-compliance with legislative requirements, payments not being made within 30 days (although this indicator has improved relative to the prior year).
· Potential to incur unauthorised expenditure as is reflected by the accruals balance which exceeds the voted funds to be surrendered, this may have a knock-on effect in the 2015/16 financial year given that R285.8 million of the current year expenditure will need to be funded out of the 2015/16 appropriation.
· The debtor collection period needs to be seen in context of the department’s operations abroad. The collection period of 365 days indicates that there is, potentially, a significant delay in processing revenue documents. This in turn delays the surrender of receipts to the revenue fund.
· Inadequate funding for the department’s operations, as a result of the overdraft and the fact that prior year expenditure is funded from new appropriations.
	Lack of effective oversight over the creditors’ and budget control functions in that there are inadequate SOP’s that provide for the preparation and review of regular creditors’ reconciliations and compliance with the annual procurement plan.  

	Proper cash management processes aligned to the annual procurement plan needs to be implemented to ensure that annual spending + accruals correlate with the funds that have been appropriated for the financial year and that suppliers are paid in a timely manner.



4. Other matters of interest 

(a) Unauthorised expenditure: Expenditure not in accordance with the budget vote
	Department/ entity
	Unauthorised expenditure

	
	Movement
	Amount
R
2014/15
	Amount
R
2013/14
	Root cause
	Recommendation

	1
	DHA
	
	R -
	R -
	N/A
	N/A


(b) Irregular expenditure: Expenditure incurred in contravention of key legislation
	Department/ entity
	Irregular expenditure

	
	Movement
	Amount
R
2014/15
	Amount
R
2013/14
	Root cause
	Recommendation

	1
	DHA
	
[image: image3]
	R1 809 000
	R730 000
	Inadequate and inappropriate planning and lack of understanding of applying the laws and regulations related to Supply Chain Management.
	There should be adequate and appropriate planning and proper understanding of the laws and regulations related to the Supply Chain Management.

	2
	GPW
	
	R-
	R-
	N/A
	N/A

	3
	EC
	
[image: image4]
	R40 806 922
	R31 205 971
	Compliance was not monitored and reviewed timeously and Inadequate and inappropriate planning.
	There should be adequate and appropriate planning and proper understanding of the laws and regulations related to the Supply Chain Management


(c) Fruitless and wasteful expenditure: Expenditure that should not have been incurred (incurred in vain that could have been avoided and no value for money received)
	Department/ Entity
	Fruitless and Wasteful expenditure

	
	Movement
	Amount
R
2014/15
	Amount
R
2013/14
	Root cause
	Recommendation

	1
	DHA
	
[image: image5]
	R58 000
	R141 000
	Late payment of suppliers which resulted in penalties and interest incurred by the department.
	Controls should be put in place in order to ensure that payments of suppliers are made within 30 days of receipt of the invoice.

	2
	GPW
	
	R-
	R-
	
	

	3
	EC
	
[image: image6]
	R12 577
	R36 868
	Late payment of suppliers which resulted in penalties and interest incurred by the department.
	Controls should be put in place in order to ensure that payments of suppliers are made within 30 days of receipt of the invoice.


5. Drivers of internal controls 
	Drivers of internal control

	Department & entities
	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

	DHA
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	GPW
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	EC
	
	
	
	
	
	
	
	
	
	
	
	
	
	


6. Other reports
6.1
Investigations 
DHA

As mentioned in paragraph 5.12 of the accounting officer’s report, there are two cases that are being investigated by the Public Protector and another matter is being investigated by the special investigations unit.

EC
The Public Protector’s report on the Riverside Office Park lease was issued on 26 August 2013.  A forensic investigation was recommended by the Public Protector, and this was commissioned by National Treasury.  The report on the forensic investigation was issued on 14 December 2013.

Commissioners took a decision in July 2014 to approach the High Court to set aside the Riverside Office Park lease agreement, and are undertaking disciplinary actions against senior officials involved in the process. These processes are still underway.
7. Combined Assurance on Risk Management in the Public Sector
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8. Minister commitments and progress on these commitments

The following includes previous year commitments and new commitments:
	Focus area
	Commitment
	Due date
	Status

	Financial information
	Improve the relationship between DIRCO and the DHA to ensure better quality of information on the vouchers from foreign missions
	31 March 2015
	

	Financial information
	Improve record keeping with regard to the capturing of vouchers in the financial records (monthly listings for both local and foreign revenue)
	31 March 2015
	

	Financial information
	Improve the process of asset management with regard to the maintenance of the asset register 
	31 March 2015
	

	Financial information
	Fast track the automation of the systems thereby reducing manual interventions.
	31 March 2015
	

	Financial information and predetermined objectives
	Implement credible action plans with milestones for tracking purposes
	31 March 2015
	

	Financial information
	Increase the accountability of reporting from the regional offices.
	31 March 2015
	

	Financial information
	Implement proper financial management processes and improved financial accountability.
	31 March 2015
	

	Financial information and predetermined objectives
	Establish an improved leadership model with stronger and strict leaders.
	31 March 2015
	

	Financial information and predetermined objectives
	Appoint new CFO to help in the turnaround strategy.
	1 September 2015
	

	Financial information and predetermined objectives
	Perform a competency based gap analysis and implement corrective action.
	31 March 2015
	


	STATUS LEGEND

	 
	Commitment has been implemented

	
	Commitment in progress

	
	Commitment has not been implemented

	
	New commitment made in current year 


PFMA audit outcomes of the 2014-15 financial year





Home Affairs portfolio


13 October 2015
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