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Standing Committee on Public Accounts: –Analysis of annual reports (2018/19) of SOEs for categorisation (October 2019)


Definitions and acronyms
Definitions
Accruals refers to a list of expenses that have been incurred and expensed but not paid or services rendered but not yet billed
Commitments refers to the cost of goods and services to be received in the next year in respect of which the entity or department has already entered into an agreement to purchase
Financially unqualified - the financial statements of the department or public entity are free of material errors or omissions.

Financially unqualified audit opinion with findings - the financial statements contain no material misstatement. Unless a clean audit outcome, findings have been raised on predetermined objectives and/ or compliance with laws and regulations.

Qualified audit opinion - the financial statements contain material misstatements in specific amounts or there is insufficient evidence for the auditor to conclude that specific amounts included in the financial statements are not materially overstated or understated.

Adverse audit opinion - the financial statements contain misstatements that are not confined to specific amounts or the misstatements represent a substantial portion of the financial statements.
Disclaimer of audit opinion - the department or entity provided insufficient evidence or documentation on which to form an audit opinion.
Unauthorised expenditure - is expenditure that was in excess of the amount budgeted or allocated by government to the entity, or that was incurred not in accordance with the purpose for which it was intended.

Irregular expenditure - is expenditure that was incurred without complying with applicable laws and regulations or actions required to be taken prior to incurring the expenditure.

Fruitless and wasteful expenditure - refers to the expenditure that was made in vain and could have been avoided had reasonable care been exercised

Voted funds
 to be surrendered refers to the unused budget at the end of the financial year which must be surrendered to the National Treasury
Acronyms
AFS- annual financial statements
PDO- predetermined objectives

PFMA- Public Finance Management Act
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1. Introduction
The performance of state owned companies (SOCs) is integral for the development needs of SA including economic growth as well as in achieving outcomes of the National Development Plan (NDP). The financial state of the SOCs has been deteriorating, shown by the bailouts on certain SOCs such as ESKOM and the SABC.
A number of interventions have been done including appointments of board members and new leadership to ESKOM, SAA, SABC, DENEL, TRANSNET in 2018. Instability at top management, governance issues and alleged corruption still plague the SOCs.

The audits of 2018/19 showed that the current state is dire. Most SOCs made huge losses and incurred huge amounts in irregular, fruitless and wasteful expenditure.
2. Overview of financial performance of major SOCs
Table 1 shows the audit outcomes of SOCs for three years: 2016/17, 2017/18 and 2018/19. Three major SOCs did not table the annual reports for 2018/19: SAA, ALEXKOR and SAA Express. SAA and SAA Express has not tabled for the past three years: 2016/17, 2017/18 and 2018/19. 
Table 1 also shows that the A-G raised material uncertainty relating to going concern for most entities except SAFCOL for those that tabled annual reports on 30 September 2019. This is a concern as it means SA has to give bail-outs to more entities for their continuity.
The 2018/19 audits also indicate that SOCs received two disclaimers and qualified audits in the current financial year. For most entities, there has been a regression. PRASA has many issues that led to a qualified audit.
Table 1: Audit outcomes of major SOCs for the past three years
	Entity
	Oversight Department
	2016/17
	2017/18
	2018/19
	Going concern

	1. SAA
	Public Enterprises
	Did not table
	Did not table
	Did not table
	

	2. ESKOM
	Public Enterprises
	Qualified
	Qualified
	Qualified
	yes

	3. SABC
	Communications
	Adverse
	disclaimer
	qualified
	yes

	4. DENEL
	Public Enterprises
	Unqualified with no findings
	Did not table
	Disclaimer
	yes

	5. ALEXKOR
	Public Enterprises
	Unqualified with findings
	Unqualified with findings
	Did not table
	

	6. TRANSNET
	Public Enterprises
	Unqualified with findings
	Qualified
	Qualified
	yes

	7. SAFCOL
	Public Enterprises
	Unqualified with findings
	Qualified
	qualified
	no

	8. SAA Express
	Public Enterprises
	Did not table
	Did not table
	Did not table
	

	9. Post Office
	Telecommunications
	Qualified
	Qualified
	Qualified
	yes

	10. ARMSCOR
	Defence
	Unqualified with findings
	Unqualified with findings
	Unqualified with findings
	no

	11. PRASA
	Transport
	Did not table
	Qualified
	Disclaimer
	no


3. ESKOM
ESKOM Holdings received a qualified audit opinion in 2017/18 and 2018/19. The basis of the opinion was irregular expenditure as well as fruitless and wasteful expenditure. The A-G noted that irregular expenditure of R25,7 billion (2018: R21 billion) was understated. Appropriate audit evidence did not exist for fruitless and wasteful expenditure of R641 million (2018: R603 million) did not exist. The A-G highlighted that ESKOM Holdings has material uncertainty relating to going concern as the group incurred a loss of R20,7 million (2018: R2,3 billion). The current liabilities exceed current assets by R44 billion (2018: R20,6 billion).
The A-G noted the following areas of concern and non-compliance with legislation:-

· Material losses through revenue losses of R1,7 billion due to meter tampering and bypasses, illegal connections and illegal vending of electricity;

· Effective and appropriate steps were not taken in all instances to collect revenue;
· Effective and appropriate steps were not taken to prevent irregular, fruitless and wasteful expenditure;

· No evidence to show that disciplinary steps were taken against officials who incurred irregular, fruitless and wasteful expenditure. Investigations were not initiated as well as failure to maintain proper records
· Sufficient evidence did not exist that allegations of financial misconduct committed by members of the accounting authority and officials were investigated;

· Sufficient evidence did not exist that allegations of theft, fraud, extortion, forgery or uttering a forged document which exceed R100,000 were reported to SARS; and
· The company secretary did not in all instances ensure that the minutes of all shareholders meetings, board meetings and the meetings of any committees of the directors or the company’s audit committee were properly recorded as required by Section 88 (2)(d) of the Companies Act.
Irregular, fruitless and wasteful expenditure

ESKOM has an accumulated figure of R25,7 billion in irregular expenditure at the end of the financial year 2018/19. R6,6 billion was incurred in the current financial year due to non-compliance with laws and regulations including improper use of the emergency procurement. R19,3 billion was incurred in 2018 showing that a bulk of irregular expenditure was incurred prior to 2018. 
Fruitless and wasteful expenditure of R552 million has an accumulated figure of R552 million at the end of the financial year 2018/19. R641 million was incurred in the current financial year due to R522 million paid to a coal supplier in terms of a take or pay agreement as ESKOM did not take delivery of coal as it did not have a contract in place for the transportation of the coal to Medupi power stations
. The Group experienced 215 incidents of fruitless and wasteful expenditure in 2019. 
Material losses through criminal conduct

Losses of R1,9 billion were reported in 2019 compared to R1,5 billion in 2018. A significant amount of the losses was due to non-technical revenue losses through meter tampering and bypasses, illegal connections to the electricity network and illegal vending of electricity.
4. SABC

The A-G mentioned Property, plant and equipment and irregular expenditure as the basis for the qualified audit. 
In respect of property, there was no sufficient appropriate audit evidence for capital work in progress for the current and the previous year due to absence of an asset register that could be reconciled to financial statements. Capital work in progress of R263,6 could not be verified. 
The SABC did not include particulars of all irregular expenditure as required by Section 55 of the PFMA. The entity did not implement adequate internal control systems to identify and record all instances of irregular expenditure for the current and prior years. As a result, irregular is understated and the misstatement could not be determined. Irregular expenditure of R5,2 billion (2018: R4,9 billion) could not verified.

Material uncertainty to the going concern

The SABC Group incurred a loss of R482 million (2018: R744 million) during the year ending in March 2019. The entity’s current liabilities exceeded its current assets by R875 million (2018: R456 million). 

The A-G also noted the following:-
· The entity has not recognised licence fees to the amount of R2,2 billion;

· Material impairments on trade and other receivables R96,8 million were incurred as a result of irrecoverable long outstanding receivables of which R69, 2 million relates to TV licence debtors;

· Findings on non- financial information;

· There were material misstatements on annual performance submitted for auditing;

· Non compliance with legislation relating to:-

· AFS not prepared in accordance with full and proper records;

· Failure to follow contract management legislation and policies;
· Effective steps were not taken to avoid incurring irregular expenditure as well as fruitless and wasteful expenditure;

· There were several internal control deficiencies due to failure by management to implement and review and monitor controls.

Irregular, fruitless and wasteful expenditure

Irregular expenditure for the current year is R336,3 million due to payments without contracts, deviations and procurement policies not followed. The SABC performed a detailed investigative process on all payments or expenditure incurred since 2012/13 financial period. 
R224,2 million was incurred in fruitless and wasteful expenditure. R141, 4 million related to expenditure incurred in prior periods but discovered in the current financial year. R136,2 million was due to impairment of foreign and sports content. The accumulated figure for fruitless and wasteful expenditure is R454, 2 million (2008: R230 million).

5. DENEL

The AG raised many issues resulting in the audit outcome that DENEL received. The issues include:-
· Proper accounting systems and documentation were not in place to support revenue recognised;

· Revenue of R3,8 billion could not be verified;
· Property, plant and equipment were not accessed for depreciation;
· Trade and other payables not recognised;

· Operating expenditure amounting to R288 million could not be confirmed;

· Other subsidiaries did not disclose all contingent liabilities;

· Risks were not properly disclosed;

· financial liabilities of R39 million not classified as a guarantee in AFS;
· Incorrect classification of gains and losses between DENEL and associate companies;

· Financial statements not submitted within two months after the end of financial year and material misstatements were identified;

· Steps not taken to collect all revenue due as required by section 51 of the PFMA; and
· disciplinary steps not taken against officials who incurred irregular expenditure.
Irregular, fruitless and wasteful expenditure

The DENEL group did not disclose all particulars of all irregular expenditure as required by Section 55 of the PFMA. The Group did not have adequate controls to maintain a complete record of all irregular expenditure. The Group has an accumulated value of R2,11 billion in irregular expenditure although R216,7 million was incurred in 2018/19. Irregular expenditure was incurred due to non-compliance with SCM policy and lack of record keeping
Fruitless and wasteful irregular of R136 million is awaiting resolution. R139 million was incurred in the current financial year due to penalties on late deliveries on contracts and interest and penalties on overdue accounts. In the annual report (page 208), DENEL disclosed that no one could be held liable for losses incurred therefore no employee will be disciplined and this will not be recovered. 
6. TRANSNET

The A-G highlighted irregular expenditure as the basis for the qualified opinion. As the entity started dealing with past irregular expenditure, more was uncovered which was not identified and reported in the past. The full extent of the irregular expenditure could not be verified due to inadequate internal controls to identify and quantify irregular expenditure.
The A-G also raised uncertainty relating to going concern. The Group has loans and facilities that when they become due and payable could have an impact on the Group’s availability to sufficient resources and facilities for the Group to meet its obligations. 
Areas that led to key audit matters include:-

· Revaluation of rail infrastructure assets;

· Completeness of revenue;
· Valuation, allocation and accuracy and disclosure of complex financial instruments; and

· Fair value of investment property at Transnet National Ports Authority.

In addition to the above the A-G highlighted issues on legal and regulatory requirements:-
· Material findings on non-financial information;

· Procurement and contract management;

Irregular, fruitless and wasteful expenditure

Effective steps not taken to prevent irregular expenditure as required by the PFMA the A-G noted that there is an improvement in the procurement control environment that prevents new incidence of non-compliance (Annual Report, p 121). Irregular expenditure of R41,5 billion was incurred on the locomotive contract the amount of irregular expenditure reported in the current year is significant due to the locomotives contract entered into in 2015 which was finalised in the current year. There are several matters which are under investigation relating to alleged irregularities, fraud and corruption within the procurement environment and other areas of the Group.
Effective steps were not taken to prevent fruitless and wasteful expenditure of R507 million (2018: R23,5 million). The majority of the fruitless and wasteful expenditure was caused by poor contract management, fines and penalties as well as redundant assets and stock. 
7. SAFCOL

SAFCOL was qualified based on the irregular expenditure. The entity and its subsidiaries made payments in contravention of supply chain management, resulting in irregular expenditure of R129,4 million due to inadequate systems in place to identify and report all irregular expenditure according to section 55 of the PFMA. 
The AG raised the following contraventions with legislation:-

· Material misstatements on annual financial statements;

· No consequence management on irregular expenditure;

· Effective oversight not exercised over financial reporting and compliance with legislation;

There was an investigation into allegations of possible financial misconduct and irregularities commissioned by the Board. It was finalised on 31 August 2018.

Irregular, fruitless and wasteful expenditure

Irregular expenditure incurred in the 2018/19 financial year is R129,4 million which is a reduction from R233,3 million incurred in the previous year 2017/18 due to non-compliance with SCM policies resulting in irregular expenditure of R447,9 million awaiting condonation. 
Fruitless and wasteful expenditure of R164 000 was incurred resulting in a closing balance of R443 000.
8. POST OFFICE

The South African Post Office (SAPO) received a qualified audit 2017/18 and cited five areas as the basis for the opinion. The five relates to :-
· Trade and other receivables- which were incomplete due to lack of internal controls to record and reconcile;
· Incompleteness of deposits and grants;

· Incompleteness of financial instruments and risk management due to limitations contained in receivables;
· Material uncertainty due to losses of R,2 billion incurred in the 2018/19 financial year;

In addition, to the above basis, the AG also raised the following:-

· Uncertainty regarding future litigations which have not been determined and contingent liabilities of R362 million;

· Irrecoverable trade impairment  of R82,3 million;
· Unreliability of non-financial information;

· Material misstatements were identified in the annual performance report submitted for auditing;

· Material misstatements of non-current assets, non-current liabilities, current assets, revenue, expenditure and disclosure items were identified in the AFS;

· Effective and appropriate steps were not taken to prevent irregular, fruitless and wasteful expenditure of R182,8 million and R56,6 million respectively;

· All outstanding revenue was not collected as required by the PFMA;

· Loans provided to subsidiaries without adoption of a special resolution by shareholders as required by the Companies Act; and

· There was lack of consequence management regarding irregular, fruitless and wasteful expenditure.

Irregular, fruitless and wasteful expenditure

Irregular expenditure of R182, 8 million was incurred in the 2018/9 financial year totalling to an accumulated figure of R1,2 billion. The current expenditure was due to non-compliance with SCM regulations and deviations regarding shortening of the tender period
. A bulk of the irregular expenditure was incurred prior to 2018. 
Fruitless and wasteful expenditure of R54 million incurred in the current year relates to interest, fines and legal fees due to creditors not being paid as a result of financial constraints. 
9. ARMSCOR
The A-G raised matters relating to predetermined objectives (PDO). The findings relates to Goal 6 where appropriate audit evidence was not available. 
The financial statements were also not prepared in accordance with the prescribed financial reporting framework and supported by full and proper records. Material misstatements of VAT payable, payables from non-exchange transactions, payables from exchange transactions, property, plant and equipment and other disclosure items were not corrected and or supporting documents were provided.
Irregular, fruitless and wasteful expenditure

ARMSCOR incurred irregular expenditure of R3,7 million in the 2018/19 financial year due to procurement that did not follow competitive bidding processes, resulting to an accumulated figure of R22,,2 million due to expenditure incurred in prior years.
An amount of R190,000 was incurred due to penalties and interest. The accumulate figure for fruitless and wasteful expenditure is R2,5 million.
10. PRASA

PRASA regressed from a qualified audit in 2017/18 to a disclaimer in 2018/19. The A-G raised the following issues as basis for the disclaimer:-
· Property, plant and equipment- not accounted for properly, some assets were not registered in the asset register;

· Adoption of GRAP- management did not account properly the change in accounting policies;

· Unspent conditional grants and revenue from non-exchange transactions- sufficient appropriate audit evidence was not obtained for proper accounting of unspent conditional grants of R44,8 billion;
· Receivables from non-exchange transactions, subsidy received in advance, revenue from non-exchange transactions;

· material misstatements of AFS;
· AFS not prepared according to the prescribed financial reporting framework;
· Irregular expenditure- no systems to identify and report irregular as well as fruitless expenditure of R26, 2 billion (2018: R24 billion) and R333 million (2018: R1 billion);

· Commitments of R20,4 billion could not be supported by documents;

· Cash flow statement not presented according to GRAP 2. It also had material inconsistencies. Cash flow from operating activities were understated by R114 million;
· Material impairments of R2 billion was incurred as a result of impairment to receivables relating to the locomotives contract;

· Lack of Governance records- minutes of meetings of the board, sub-committees and executive committee were not maintained;

· There are material findings relating to predetermined objectives; and
· No consequence management.

Material irregularities

Irregularities are as follows:-

Unfair procurement process

· A R3,5 billion contract for the purchase of locomotives were awarded in July 2012. Multiple non-compliance issues were identified including:-
· Bid specifications not drafted in accordance with requirements of the supply chain management policy

· Supplier contracted 100 per cent of the work to another supplier, although no agreement existed between the two parties;

· A prepayment of R2,6 billion was made to the supplier although PRASA did not receive any benefit as locomotives were not fit for purpose. The supplier applied for liquidation in December 2018. The contract was set aside in May 2019. Investigations are on-going;

· Directorate for Priority Crime Investigations (DPCI) has been investigating the matter since 2015. The second phase of the investigation is to be concluded;

· Competitive bidding process not followed in the appointment of general overhaul and upgrade of contract

· Competitive bids not followed. 

· Significant irregular expenditure continues to be disclosed from suppliers who registered before 2008. There was a transition from South African Rail Commuter Corporation to PRAS which took place in 2008; and

· Payments in respect of these are R1,8 billion per annum.

· 7 more contract are included including improper use of the emergency clause.

Irregular, fruitless and wasteful expenditure

An amount of R3 billion was incurred in irregular expenditure in the current year resulting to an accumulated figure of R27,3 billion. 216 cases are under investigation by NT. So far, no disciplinary steps were taken on irregular expenditure.
Fruitless and wasteful expenditure of R41,7 million was incurred in 2018/19 financial year. The accumulated figure is R383,5 million. An amount of R715 million
 was condoned as PRASA received 12 locomotives instead of 25 locomotives that were bought. 
Annexure A- Entities
	Entity
	Profits/ loss

2017/18
R
	Profits/ loss

2018/19
R
	Irregular Expenditure
	Fruitless and wasteful

	
	
	
	2018/19
	Total
	2018/19
	Total

	1. SAA
	Figures not available due to annual report

	2. ESKOM
	(2,337,000,000)
	(20,729,000,000)
	6,618,000,000
	25,659,000,000
	641,000,000
	552,000,000

	3. SABC
	(744,091,000)
	(482,359,000)
	336,285,000
	5,220,726,000
	224,170,000
	454,185,000

	4. DENEL
	(1,049,000,000)
	(1,749,000,000)
	216 700 000
	2 118 000
	139 000 000
	136 000 000

	5. ALEXKOR
	Figures not available due to annual report

	6. TRANSNET
Locomotive 1 064, 95 and 100
	12,228,000,000
	(11,974,000,000)
	49,922,000,000
*41,529,000,000
	58,045,000,000
	484,000,000
	484,000,000

	7. SAFCOL
	(87,056,000)
	(95,312,000)
	129 373 000
	447 922 000
	164 000
	443 000

	8. SAA Express
	Figures not available due to annual report

	9. Post Office
	(1 173 474 000)
	(1 171 564 000)
	182 761 000
	1 232 276 000
	53 979 000
	367 647 000

	10. ARMSCOR
	(10,086,000)
	235,311,000
	3,734,000
	22,161,000
	190,000
	2,515,000

	11. PRASA
	1,441,711,000
	(1,685,100,000)
	3,037,388,000
	27,285,984,000
	41,702,000
	383,490,000


*relates to the locomotives contract
Author: Gugu Shabalala
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� The portion of voted funds not spent by a department at the end of the financial year.


� ESKOM, Annual Report. 2019


� Annual Report, 2019. SAPO


� PRASA paid Swifambo an amount of R2,6 billion for the supply of locomotives
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