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)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. 

Role of the AGSA in the reporting process 
[image: ]Our role as the AGSA 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 Budgetary review and recommendations report (BRRR). 
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The AGSA’s Public Audit Act 
Promise and Focus
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Our annual audit examines three areas 
[image: ]
1
FAIR PRESENTATION AND 	RELIABLE AND CREDIBLE 	COMPLIANCE WITH KEY  RELIABILITY OF FINANCIAL 2 PERFORMANCE INFORMATION 3 LEGISLATION ON FINANCIAL 
STATEMENTS 	FOR PREDETERMINED 	AND PERFORMANCE 
	OBJECTIVES 	MANAGEMENT 
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	Unqualified opinion with no findings 
(clean audit) 
	
	Financially unqualified opinion with findings 
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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) 
· complied with key legislation in conducting their day-to-day operations to achieve their mandate 
	
	[image: ]
Auditee produced financial statements without material misstatements or could correct the material misstatements, but struggled in one or more area 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 that they should comply with and implement the required policies, procedures and controls to ensure compliance 


Qualified opinion 
Auditee:  
· 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, which could not be corrected before the financial statements were published. 
Adverse opinion 
Auditee: 
· [image: ][image: ][image: ]had the same challenges as those with qualified opinions but, in addition, they had so many material misstatements in their financial statements that we disagreed with almost all the amounts and disclosures in the financial statements 
Disclaimed opinion 
Auditee: 
• had the same challenges as those with qualified opinions but, in addition, they  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 
 (
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-
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 audit outcomes and 
key messages
 
8
 
)

	9 


[image: ]
[image: ]
	11 


[image: ]
 (
 
…. 
compliance 
with 
 
To 
improve 
the 
overall
 
audit 
 
1
 
3
 
2
 
Four year trend 
–
 
 
Overall audit outcomes
 
…. 
performance planning and reporting  
must 
Three year trend 
–
 
 
Compliance with key legislation
 
% 
100
DSBD, 
(
Seda
)
 
% 
50
(1)
 
DSBD
 
% 
100
(1)
 
Seda
 
2016-17
2015-16
2014-15
50
% 
 
(1)
Seda
 
Three
-
year trend 
–
 
 
Quality of annual 
 
performance plans
 
Three year trend 
–
 
 
Quality of submitted 
 
annual performance reports
 
% 
50
DSBD
 
100
%
 
DSB, 
(
Seda
)
 
 
% 
50
Seda
 
% 
100
Seda
 
2016-17
2015-16
2014-15
% 
100
DSBD 
(
and 
Seda
)
 
50
% 
Seda
 
100
% 
(
Seda
)
 
2016-17
2015-16
2014-15
50
% 
DSBD
 
Unqualified 
 
with 
 
no findings
 
Unqualified 
 
with findings
 
Qualified 
 
with findings
 
Adverse 
 
with findings
 
Disclaimed 
 
with finding
 
Audits
 
 
outstanding
 
--------------------------------------------------
 
)
 
50
% 
(
Seda
)
 
% 
100
(
Seda
)
 
50
% 
(
DSBD
)
 
% 
100
(
Seda
)
 
% 
100
DSBD 
(
and 
Seda
)
 
2016-17
2015-16
2014-15
2013-14
) (
2016
-
1
 
 
PFMA
 
9
 
With no 
 
material findings
 
With 
 
material findings
 
Outstanding 
 
audits
 
No APR/
 
late submitted
 
9
 
)Regression in audit outcomes in the current year 
	outcomes, financial statements processes, 	key legislation and…. 	be improved by…. 
	· DSBD and SEDA was unqualified with material non – compliance. 
  
· Both the department and SEDA must enhance their oversight and monitoring responsibilities to strengthen the control environments. 
	
	· At DSBD we reported material non-compliance  on transfers (specifically the incentive schemes) due to inadequate monitoring and approval processes over these incentives. 
· At Seda we reported material non – compliance on supply chain management as payments exceeding R500 000 were made without following a competitive bidding process. 
 
 
	• The department made material adjustments to  the reported targets as not all evidence were initially provided for audit purposes which is attributable to a lack of detailed review of the schedules supporting the performance report. 
 


[image: ]Regression in audit outcomes in the current year - continued 
	 
· The incentive scheme guidelines need to be amended to ensure that there is extensive monitoring and evaluation of these transfers to prevent the possibility of fraudulent activities.  
· Lack of adequate review  of the performance reports which resulted in the material adustments of performance information.. 
· Effective steps were not taken  at SEDA to ensure compliance with SCM legislation for the appointment of a service provider 
	
	Basis for PC evaluation: 
· Oversight  role ito robust budget vote process, review of the annual report including the audit report, quarterly reporting; 
· Recommendations made in relation to key audit matters; and  
· Follow up on key matters reported in the committee’s prior year BRRR report. 
The Portfolio committee performed the legislative oversight requirements and it robustly engages the department on its role and mandate.   
Basis for Senior management and Accounting officer  evaluation: 
· Assurance needs to be improved  at the department as internal control processes for  performance reporting and  compliance  are in place but not fully effective. 
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Performance management linked to 
programmes/ objectives tested & key 
projects audited
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Quality of APP and analysis of expenditure per programme vs performance achievements 
	Programmes 
	Usefulness
	 Reliability 
	Material adjustments
	Budgeted amount  
 (R ‘000) 
	Spent amount 
 (R ‘000) 
	% 
Spending
	No. of  targets  planned 
	No. of targets 
achieved or 
overachieve d 
	% 
Achievemen
t 

	Programme 1- 
Administration 
	Not audited 
	Not audited 
	- 
	    R 111 025
	 	 R98 925
	 	89.1% 
	14 
	12 
	86% 
 

	Programme 2- SMME’s 
Cooperatives Policy and Research 
	No  material finding 
	No  material findings 
	X 
	 R 25 835
	 	R 13 848
	 	53.6% 
	11 
	6 
	55% 
 

	Programme 3- 
SMME’s and 
Cooperatives Programme Design and Support 
	No  material findings 
	No  material findings 
	X 
	R1 181 579
	    R1 084 267
	 	91.8% 
	13 
	9 
	69% 
 

	Totals 
	1 318 439
	  1 197 041
	 90.8% 
	38 
	27 
	71% 


Kindly refer to page 37 - 56 of the annual report for the detail of where management has reported on the their achievement of the above targets for each programme as included in the Annual Performance Report. 
12 
Key projects selected as part of the statutory audit (R1, 084 billion)  
  
	13 


The incentive schemes were audited in terms of all three audits i.e. test the correct financial accounting of these in terms of the MCS (financial statements), test the compliance of those beneficiaries who qualify to receive the incentives against the approved departmental guidelines for the incentives (compliance) as well as test the indicators and targets associated with the incentives under the audit of predetermined objectives.     
	Achievement of planned targets – projects 
	•
	Key findings 
DSBD (Black Business Supplier Development Programme  - BBSDP & 


 (
100
% 
(1)(
DSBD
)
 
)Cooperatives Incentives Schemes - CIS): 
· Monitoring and Approval Processes 
· Mandatory documentation not included in all files submitted for audit. 
· Site visits identified instance where supplier paid but no asset delivered. 
· Concerns with quotations submitted by beneficiary 
· Quoted amounts from suppliers (after contacting them) were lower than the amounts quoted to the grant applicant i.e. suppliers may have inflated prices when quoting. 
	 
 Targets not achieved/ not evaluated 
	•
	Unsuccessful suppliers indicated they do not supply the goods included on the quotations i.e. quotations may have been falsified to achieve the mandatory 3 quotations. Same preferred supplier has been used in some of these instances. 
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Material 
 
findings  / concerns noted 
 
No material 
 
findings  / concerns  noted
 
)Executive summary on Key Projects audited 
	# 
	Key Projects audited 
	Budget versus spending 
	Financial 
management 
(AFS) 
	Compliance 
	Predetermined objectives 
	Implementation  party 

	1 
	Programme 3 – SMMEs and Co-operatives design and support (BBSDP and CIS Incentives schemes) 
	
	
	
	
	Not applicable 
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Budget R 1 181 579 billion
 
Actual R 1 084 267 billion
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)1. Programme 3 – SMME’s and co-operatives design and support 
Progress report 
•	Based on the findings identified by the AGSA during the 16/17 year – the department has requested an investigation on the incentive schemes of the department. This investigation is awaiting approval from the AG. 
 (
% 
100
 
(2)
DSBD 
/
Seda
 
 
% 
100
 
(2)
DSBD
(
/
Seda
)
 
Figure 1: Findings on compliance with  
 
key legislation 
–
 
all auditees 
 
2016
-
17
 
2015
-
16
 
0
% 
 
 
Management of procurement and/
 
or contracts
 
Transfer of funds ( Monitoring)
 
50
% 
DSBD) 
(1)(
 
% 
50
(1)(
DSBD
)
 
 
% 
50
(1)(
DSBD 
 
)
 
 
 
Material misstatements in submitted 
 
annual financial statements
 
0
% 
 
 
Figure 2: Auditees who avoided qualifications  due to the correction of material misstatements 
during the audit
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)Improvement in compliance with legislation and poor quality of financial statements 

Unauthorised, irregular as well as fruitless and wasteful expenditure disclosed in the financial statements in DSBD and Seda 	2016-17 
		Definition 
	
	UIFW amounts incurred by entities in portfolio 
	
	Nature of UIFW expenditure R’million 


PFMA
Audit report impact 
	Expenditure not in 
accordance with the 
budget vote/ 
overspending of budget or programme  


	•
	No Unauthorised expenditure. 


	No Unauthorised expenditure was identified in the portfolio. 


	•	No fruitless and wasteful expenditure identified by the AGSA. The amount disclosed was identified by Seda which related to interest paid due to late receipt of statements. 
 
 


	No Fruitless and wasteful expenditure audit report matters. 


	Expenditure incurred in vain and 
could have 
been avoided 
if reasonable steps had 
been taken. 
No value for money! 


	Expenditure incurred in 
contravention of key 
legislation; goods 
delivered but prescribed 
processes not followed 


	· Payment to a service provider which exceeded R500 000 without any supply chain management documentation 
· Overspending of the approved budget 


	Material non – compliance  as 
competitive bid was not followed for payment above  
R500 000 


	2016-17 
	2015-16 
	2014-15 


 (
R  
32 333
 
R 
680 573
 
R23 
million
 
R  
92 508
 
No unauthorised
 
expenditure was
 
identified in the portfolio
 
R1.8 million
 
R nil
 
)Unauthorised expenditure
----------------------------------------------------------------------------------------------------------------------------------
Fruitless and wasteful expenditure
---------------------------------------------------------------------------------------------------------------------------------Irregular expenditure
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Fraud and consequence management 
  
· There were no material findings on consequence management. 
 (
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)Previous year unauthorised, irregular and fruitless and wasteful expenditure reported for investigation 
There four categories of investigations to be conducted. 
· Unauthorised expenditure 
· Fruitless and Wasteful Expenditure 
· Irregular Expenditure 
· Financial misconduct and other. 
  
There were no allegations that required investigation. It should however be noted that the concerns identified with the audit of the incentive schemes has resulted in a request for an investigation from the department. This is awaiting approval from the AG. 
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)Top two root causes, follow up on commitments and proposed recommendations 
… the following root causes must be  	2 … through honouring the following commitments made by the 	3 	… and implementation of the following  addressed … 	executive authority…… 	proposed commitments by the PC. 
			 2016-17 		2015-16 
	Status of key commitments by minister 
	
	1. PC must request management to provide feedback on the implementation and progress and  of the action plans  to address poor audit outcomes during quarterly reporting. 
 
2. PC must request management to provide quarterly feedback on status of key controls, especially around the monitoring of the incentives schemes at DSBD. 
 
3. List of action taken against transgressors must be  provided quarterly to PC for follow up for all irregular and fruitless and wasteful expenditure incurred. 
 

	Slow response by management (Accounting officer and senior management) 
	DSBD/ SEDA 
	 
	100% (2) 


(0)%  	 	[image: ]
	
	
	
	

	
	
	There are no Minister Commitments. 
	
	
	

	Instability or vacancies  in key positions 
	DSBD     50% (1) 


0%  	DWS WRC 	 	[image: ]
 
	
		In progress 
	
	Implemented 
	
	New 


Not implemented 
	
	
	

	DWS WTE DWS WTE 
	
	
	
	
	

	
	
	 
• No minister commitments. 
	
	

	Compliance with legislation should be reinforced by enforcing consequences for unsatisfactory performance  which exasperate the lack of sustained progress towards clean administration. 
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AGSA audit methodology  improvements 
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Feedback linked to Focus Areas
 
Identify matters that add value  in putting measures 
and action plans in place well in advance  to mitigate 
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)Engaging accounting officers in conversations that are insightful, relevant and have an impact  
[image: ][image: ][image: ]Status of  Pro-active Financial and non – financial information 
follow up 
records review procedures  (internal and external reports/documents & discussions with senior managers)  
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AGSA audit methodology  improvements (cont.)
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Source: Robert Klitgaard (academic anti
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Service Delivery
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)Correlation between low accountability, corruption and impact on service delivery 
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)Stay in touch with the AGSA 
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