AUDIT COMMITTEE BRIEFING TO SCOPA FOR THE YEAR ENDED 31 MARCH 2018

DEPARTMENT: 
Vote 3 Provincial Treasury
AUDIT COMMITTEE:
Governance and Administration Cluster 
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	1. Introduction

Internal Audit provides management with an independent, objective assurance and consulting services designed to add value and to continuously improve the operations of the Department. It should assist the Department to accomplish its objectives by bringing a systematic, disciplined approach to evaluate and improve the effectiveness of Governance, Risk Management and Control processes. The following key activities are performed in this regard: 

· Assess and make appropriate recommendations for improving the governance processes in achieving the department’s objectives;

· Evaluate the adequacy and effectiveness and contribute to the improvement of the risk management process;

· Assist the Accounting Officer in maintaining efficient and effective controls by evaluating those controls to determine their effectiveness and efficiency and, by developing recommendations for enhancement or improvement.

Internal Audit work completed during the year under review for the Department included seven assurance engagements, two consulting engagements and, nine follow-ups. The details of these engagements are included in the Audit Committee report.

The Audit Committee is established as an oversight body, providing independent oversight over governance, risk management and, control processes in the Department, which include oversight and review as covered in the ensuing discussion below. 

	2. Summary of Audit Committee Report 2017/2018
From our review of the reports of the Internal Auditors, the Audit Report on the Annual Financial Statements and the Management Report of the Auditor-General of South Africa, the committee noted that there are no unresolved matters relating to operational and compliance controls. 
The Audit Committee has noted some aspects of the system of Internal Control within the Department that require improvement. These are expanded below. We acknowledge the corrective measures committed to and commenced by the Department subsequent to the year-end.



	3 Overview of Audit Committee Activities
	Action taken

	3.1 Compliance with our mandate
The Audit Committee reports that it has complied with its responsibilities arising from section 38(1) (a) (ii) of the PFMA and Treasury Regulation 3.1.13. The Audit Committee also reports that it has adopted appropriate formal terms of reference as its Audit Committee Charter, has regulated its affairs in compliance with this charter and, has discharged all its responsibilities as contained therein.  
	

	3.2. Evaluation of the Annual Financial Statements
The Audit Committee concurs and accepts the Auditor-General’s opinion regarding the Annual Financial Statements and proposes that the audited annual financial statements be accepted and read together with the report of the Auditor-General. 
The Audit Committee has obtained explanations for all significant variances as compared to the appropriated budget and the prior year.
No outstanding investigations were noted other than those reported by the Auditor-General, all of which have been handed over to the Forensic Investigations Unit.
3.3 Review of accounting policies
There were no changes to the accounting policies during the year under review.

3.4 Review of management report and audit report
The Audit Committee has discussed the Management report with the Auditor-General and the Management team. Management’s responses have been noted. 
3.5 Internal Control 

The Committee deliberated the findings on control areas for improvement highlighted by the Auditor-General.  The Audit Committee has noted that there were no unresolved matters and those that were reported in the management report will be followed up on a quarterly basis to ensure that they are timeously resolved. 

The Committee regularly receives reports on control areas for improvement from Internal Audit based on risks identified by management.

The following internal audit work was completed during the year under review:

•
Normative Financial Compliance (MFMA)
•
DPSA Directive on Public Administration and Management

           Delegations.
•
Internal Control: Follow-up Process
•
COSO Consulting Engagement 
•
Provincial Government Accounting
•
Local Government Accounting
•
Transfer Payments: Western Cape Financial Management Support

           Grant  
•          Transfer Payments: Western Cape Financial Management Capacity

            Building Grant

· Legal and Policy Development
The following enhancement of key control deficiencies were discovered by Internal Audit during the audit process:

· Normative Financial Compliance (MFMA) 

Governance improvement is required at infrastructure level: reporting and communication. Established mechanisms like MGRO Coordination Team not monitoring MFMA Units and, meetings not being held require attention. 
· DPSA Directive on Public Administration and Management Delegations
Governance improvement is required at infrastructure level: policies and procedures and, talent and culture level: performance management and incentives.  In this regard there was no evidence of review of the electronic registers contained on the Enterprise Content Management Tool and, an appointed DSA Official’s duties were not included in the performance contract.
· Internal Control Follow-Up
Governance improvement is at talent and culture level: leadership development and talent programmes and, oversight responsibilities level: management accountability and authority. The output of the consulting engagement i.e. the business process maps will assist PT with addressing the low achievement of corrective actions. 
· COSO Consulting Engagement
The outcome of the survey applied was overall positive with regard to the 17 Principles surveyed.  The report did however highlight principles that could be improved upon. The audit committee is satisfied that the required leadership, stability and alignment is overall being achieved regarding the best practice COSO control framework.    
· Provincial Government Accounting
               Governance improvement is required at infrastructure level:

               policies and procedures. These related to enhancing procedures at

               the PT Helpme Helpdesk and, capacitation of PT staff and

                Provincial Departments.
· Local Government Accounting
Governance improvement is at oversight responsibilities level: management accountability and authority. Areas for improvement is compliance to the Municipal Accounting Framework as control needs to be strengthened over the implementation of procedures, contract management and, support to municipalities to be through training of staff and Helpdesk’s ability to deal effectively with accounting issues. Internal Audit noted that all accounting queries as recorded in the register had been cleared.
· Transfer Payments: Western Cape Financial Management Support Grant
Governance improvement is at the talent and culture level: business and operating principles, infrastructure level: policies and procedures and, oversight responsibilities level: management accountability and authority. At the talent and culture level business plans’ cost estimates were unsupported by evidence like quotes and, deliverables and activities were ill defined to monitor performance. At the infrastructure level supporting documents were not attached to payment packs. At the oversight responsibilities level lapses in monitoring of key deliverables / measurements were reported by Internal Audit.

· Transfer Payments: Western Cape Financial Management Capacity Building Grant
Governance improvement is at oversight responsibilities level: management accountability and authority. In connection with this assessment of performance was not being achieved.

· Legal and Policy Development

Governance improvement is at the oversight responsibilities level: management accountability and authority and, Infrastructure level: policies and procedures. In connection with the latter a SOP is required to manage a changing environment effectively regarding financial management practices. In connection with the former, steering conformance to legal compliance i.e. reporting, assessments,  training issues and, monitoring to improve financial management.  

The Audit Committee will continue to monitor progress with the implementation of the action plans in response to Internal Audit findings on a quarterly basis. The implementation rate for the 2017/18 as reported by Internal Audit remained low at 28%.
3.6 Internal Audit Function

The Internal Audit function reports functionally to the audit committee, and the following activities were effectively performed:

· A risk based annual internal audit plan containing 54 risk areas with significant impact which required coverage of which 9 were covered by other assurance providers and 10 were included in the internal audit plan, approved by the Audit Committee. 35 Represented an assurance gap of which 20 were covered in the prior financial year; 

· The approved 10 risk areas contained in the annual internal audit plan were effectively completed. Management confirmed that the internal audit reports contributed to improvement of operations; and
· Management relied on their own internal controls for the remaining 15 risk areas.
The Audit Committee will continue to encourage increased assurance over all significant risk areas by overseeing the implementation of combined assurance principles.
3.7 In-year monitoring (IYM)

The Audit Committee is satisfied with the content and quality of quarterly reports prepared and issued by the Accounting Officer of the Department during the year under review.
3.8 Predetermined Objectives (reported in the quarterly performance report QPR)
The Audit Committee notes the lack of material findings by the Auditor General on predetermined objectives and will continue to monitor performance against agreed objectives on a quarterly basis.
3.9 Risk management

During the year further progress has been made with the roll-out of Enterprise Wide Risk Management (ERM). 34 action items were planned for and 34 action items were achieved. ERMCO deliberations were reviewed and the process found in order by the Audit Committee. The Audit committee will continue its vigilance over the process including 10 dated action items. These dated items’ deadlines fall within the period September 2015 to December 2017.  
	Actions contained in Management’s responses will be monitored on a quarterly basis.
These findings and Managements corrective steps will be monitored by the Audit Committee


	4. Enhancing the effectiveness of the Audit Committee

The Audit Committee continues to meet annually with the Executive Authority and quarterly with the Accounting Officer to discuss progress with the oversight role of the Audit Committee and to follow up agreed actions.
The Audit Committee recognizes the need to promote sound relationships between all the assurance providers and management.

The chairs of the Audit Committees have convened as a collective and regularly engage with Internal Audit, Auditor-General of South Africa, top management and any other key role players with a view to resolving any transversal issues that may arise, to encourage proactive problem resolution and to promote combined assurance in each of their Audit Committees.
	

	5. Emerging Risks

The Audit Committee notes the Emerging Risks as presented by the Auditor-General and will ensure that these risks are included in the risk profile of the Department and considered by the Internal Audit plan. In particular, attention will be paid to the following risks:
· Impact of applying the Modified Cash Standard reporting standards with respect to componentisation of assets and inventory; and
· Any impact resulting from the current review of Treasury Regulations.
In addition the Audit Committee identified the following transversal emerging risks:

· Macroeconomic risks: Impact of downgrades on the fiscus. 
· Policy and budget execution risk: Unplanned or emergency expenditure requests leading to pressures on the expenditure ceiling.
	Emerging Risks will be covered in the Internal Audit Plan 


	6.Conclusion

The Audit Committee compliments the Accounting Officer and his team on the achievement of an unqualified opinion without findings for the year. The Audit Committee will continue to support the Department to maintain and improve their audit outcomes through the Head of Department. 
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