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1

The AGSA’s promise and focus

PFMA
2015-16

A UDITOR-GENERAL

SOUTH A FRICA

2



Reputation promise

PFMA
The Auditor-General of South Africa (AGSA) has a constitutional 2015-16
mandate and, as the supreme audit institution (SAIl) 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

Role of AGSA in the BRRR process

* Our role is to reflect on the audit work performed to assist the portfolio
committee in its oversight role of assessing the performance of the
entities, taking into consideration the objective of the committee to
produce a BRRR

« To provide the portfolio committee with applicable information and
guidance on the Mineral Resources portfolio’s 2015-16 audit
outcomes so that they, the committee, can ensure effective oversight

« To enable oversight to focus on areas that will lead to good .
governance
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Our annual audits examine three areas

FAIR PRESENTATION AND RELIABLE AND CREDIBLE COMPLIANCE WITH KEY
RELIABILITY OF FINANCIAL PERFORMANCE INFORMATION LEGISLATION ON FINANCIAL AUBITOR S ENERAL
STATEMENTS FOR PREDETERMINED AND PERFORMANCE

OBJECTIVES MANAGEMENT 4




Unqualified opinion with no findings
clean audit

Auditee:

» produced credible and reliable financial
statements that are free of material
misstatements

 reported in a useful and reliable manner
on performance as measured against
predetermined objectives in the annual
performance plan (APP)

* observed/complied with key legislation in
conducting their day-to-day to achieve on
their mandate

Financially unqualified opinion with
findings

Auditee produced financial statements without
material misstatements but struggled, in one or
more areas, to:

« align their performance reports to the
predetermined objectives they committed to
in their APPs

 set clear performance indicators and targets
to measure their performance against their
predetermined objectives

* report reliably on whether they achieved their
performance targets

» Determine the legislation to which they should
comply and implement the required policies,
procedures and controls to ensure
compliance
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Auditee: PFMA
2015-16

Qualified opinion

» had the same challenges as those with unqualified opinions with findings but,
in addition, they could not produce credible and reliable financial statements

* had material misstatements on specific areas in their financial statements that
could not be corrected before the financial statements were published

Auditee:

 had so many material misstatements in their financial statements that we
- disagree with almost all the amounts and disclosures in the financial
statements

Z . was unableto provide sufficient supporting documentation for amounts in the
financial statements and achievements reported in the annual performance
report

« did not comply with key legislation

Disclaimed opinion

Auditee:

» could not provide us with evidence for most of the amounts and disclosures
reported in the financial statements, and we were unable to conclude or
express an opinion on the credibility of their financial statements

« was unable to provide sufficient supporting documentation for amounts in the
financial statements and achievements reported in the annual performance et Arrica
report

« did not comply with key legislation
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Audit outcomes over three years

Three year trend - Three year trend - Three-year trend - Three year trend -
Overall audit outcomes Compliance with key legislation Quality of annual Quality of submitted
performance plans annual performance reports

33%
(SDT,
MIINTEK)

Unqualified
with
no findings

2015-16 2014-15 2013-14 2015-16 2014-15 2013-14 2015-16 2014-15 2013-14' 2015-16 2014-15 2013-14

ATO improve/maintain the overall audit outcomes, A ... the financial statement processes, A ... performance planning and reporting
we must enhance ...

compliance with key legislation and ... by ...
» The portfolio sustained the same number of clean * The portfolio can improve on key controls that » Although 50% (3) of the entities submitted for auditing annual
audits (2) as the previous year impact the audit outcomes. The controls relating performance reports that contained material misstatements,
to the review of annual financial statements and they avoided material findings on their audit reports as they
* The audit opinions of three auditees in the portfolio compliance with legislation need to be improved corrected all the misstatements we identified during the audit
remained unchanged because of their failure to so that the entity can improve its audit outcomes
implement the designed controls that would ensure * Management should verify all the information included in the
compliance with legislation, and to prepare financial * However, the number of compliance findings annual performance report to ensure that all information is
statements that are free of material misstatements raised reduced when compared to the past two supported by valid evidence
years




Status of internal control and assurance providers

Status of key controls Assurance providers per level
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- e o committee
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® Improved  ®> Stagnant @ Regressed Good Of concern
A ...the key role players providing attention to the key controls ... A ... as part of their role in combined assurance
» Despite the portfolio receiving no modified financial audit outcomes, focused * The level of assurance was stagnant because compliance with legislation was
interventions and commitments are still required to improve the current status of the not adequately monitored and AFS were not adequately reviewed
overall audit outcomes. Entities within the portfolio still submit financial statements ) ‘ . .
with errors and rely on auditors to correct the errors, resulting in significant y Senllor managemeqt s efforts to develop and implement post-audit plans and
adjustments to the AFS audit recommendations are, however, commended
« Controls on the preparation and review of AFS need to be strengthened  The internal audit, the audit committee and the minister have provided
assurance and contributed to sustained key controls, particularly those relating
to financial and performance management. However, the focus of these
governance structures must be intensified in the area of compliance with
legislation
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Quality of submitted annual performance reports regressed slightly as three
had to be adjusted to result in no material findings as shown below

Outcomes of programmes/objectives selected for testing:

Auditee

-—
[
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()
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=

Programmes/
objectives

Usefulness

Reliability

MHSC

Delivery against MHSC mandate inclusive of
MHSC summit action plans on OHS to ensure
stakeholder satisfaction

Promote and communicate MHSC programme
to improve OHS awareness

No material findings reported

No material findings reported

DMR

Mineral policy and promotion

No material findings reported

No material findings reported

SDT

Increase the sale of rough diamonds to HDSA
beneficiators

contribute to the growth of the local diamond
beneficiation industry

contribute to youth skills development

No material findings reported

No material findings reported

CGS

To address stakeholder needs

To generate revenue

To attract and retain skilled workforce
To enhance present levels of excellence
To reflect and embrace RSA diversity

No material findings reported

No material findings reported

MINTEK

Research and develop efficient mineral
processing technologies and value added
products

Promote the mineral based economics of rural
marginalised communities

No material findings reported

No material findings reported

SADPMR

Diamond trade, regulatory compliance

No material findings reported

No material findings reported

PFMA

No material findings reported

2015-16




PFMA
2015-16

Financial management

SOUTH A FRICA

12




Slight improvement in compliance with legislation

Figure 1: Findings on compliance with
key legislation — all auditees

Material misstatements in submitted
annual financial statements

DMR, CGS, MHSC 50% (3) )
DMR, CGS, SADPMR 50% (3)
Prevention of unauthorised, irregular and/
or fruitless and wasteful expenditure
DMR, CGS, SDT, MINTEK 67% (4)

®)

DMR, CGS, MHSC, MINTEK

67% (4)

Management of procurement and/
or contracts

0% (0)
DMR, CGS, MHSC 50% (3)
Consequence management
79 @)
0% (0)

P oo

A
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Figure 2: Findings on compliance with key
SCM legislation — all auditees

33%
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procurement processes

17%
- 33%

0%
Awards to other state o
officials 0%
0%
0%
Inad t tract
nadequate contract | g,

management
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Figure 3: Auditees who avoided qualifications by
correcting material misstatements during the audit
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Unauthorised, irregular, and fruitless and wasteful expenditure
over three years

Expenditure
not in
accordance
with the
budget vote/
overspending

of budget or
programme

Expenditure in
vain; could
have been
avoided if
reasonable
steps had
been taken.
No value for

money!

Expenditure in
contravention
of key
legislation;
goods
delivered but

prescribed

processes not
followed

UIFW amounts incurred by entities in portfolio

Unauthorised
expenditure

Fruitless and wasteful
expenditure

Irregular expenditure

R million

R million

R million

R million

R million

R million

R1 million

DMR, CGS, MHSC,
MINTEK

DMR, MHSC,
MINTEK,CGS, SDT

R7 million

2013-14

201516 | Ll

Nature of UIFW expenditure R’million

BBBEE points awarded where
they are not supposed to — 2,32
(CGS) -

Goods not procured froma
designated sector (CGS) | 0.10

Deviation not in accordance
with Treasury Regulations
(CGS)
Company's tax certifcate
expired during the awarding
process (MINTEK) ’

2.57
1.43
0.12

0.61
5.28

Tender awarded to a company |
that did not meet minimum
criteria (MINTEK) ’

Contracts extended without “w .23
obtaining quotation/bid (SDT)
Request for quotation did not |

specify that functionality will be 0.08

used as evaluation criterion...

Services rendered before an — 1.57
order was issued (DMR) | -

Contracts evaluatedon 7. _0.26
functionality only (DMR) 1~ o048
Supplier paid more thatthe | (.04

contract amount (MHSC) 1 -

Interest not declared during
the evaluation of the tender J—_' 0.63
(MHSC)

o
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Follow-up action on unauthorised, irregular, and fruitless and
wasteful expenditure over three years

Investigations of UIFW expenditure

* 4 auditees (100%) [2014-15: 4 (100%)] lodged investigations to determine the root cause and consequences of UIFW incurred
* The investigations did not result in the dismissal of any official
+ An official who was involved in incurring irregular expenditure by MHSC in the 2014-15 financial year resigned from the entity

201516 2014-15 2013-14

. Investigated . Number of entities
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Root causes, commitments and recommendations

v The following root causes v by honouring the following commitments made by v ... implementing the following proposed commitments
must be addressed ... the executive authority and ... by the portfolio committee and management

Root causes Status of key commitments by minister Proposed commitments

Inadequate reviews of the annual financial
statements before submission for audit

Improve the quality of

50% information and daily
(3/6) o) disciplines of junior staff
DMR, CGS, SADPMR [T/} Relook at the structure of
(3/6) support provided to the
DG

The governance
structures (Internal audit)
67% to review the financial

4/6) information produced

DMR, CGS, MHSC, SDT (

S z o . Management should

DMR, CGS, MHSC, SADPMR ?47/3 > g «  PC to obtain feedback from management on

monitor compliance with _ o
legislation commitments made to address audit findings and

monitor progress quarterly on audit action plans

Slow response by management to findings Filling of key positions to implemented.

raised thus resulting in issues raised in the facilitate effective monthly
prior year recurring reporting

Insufficient review of compliance with
legislation

33%
s ) o | [T (]
LA Ll ME e ol 50% .) Not implemented | | In progress Implemented New

(3/6)
*  We met with the previous minister once in the past year
M 2015-16 W 2014-15 and this interaction had a significant impact on the audit
outcome of the DMR. We have noted a slight improvement
* The department’s vacancy at accounting in the minister implementing the previous year's
officer position and vacancies in key commitments. We are very encouraged by the commitment
positions, necessitates continuous and spirit of cooperation that the minister has displayed.
intervention to stabilise the internal control We recommend that the leadership strive towards fully
environment to ensure basic accounting implementing the remaining commitments by the end of

disciplines are enforced. the 2016-17 financial year
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