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1. Introduction 

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

The Auditor-General of South Africa has a constitutional mandate and, as the Supreme Audit 

Institution (SAI) of South Africa, it 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  

The purpose of this briefing document is for the Auditor-General of South Africa (AGSA) to 

brief SCOPA on the audit outcomes and other findings in respect of the annual financial 

statements, compliance with legislation and performance against predetermined objectives 

of the South African Broadcasting Corporation (SABC) for the 2019-20 financial year end. 

1.3. Organisational structure 
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1.4. Overview  

The SABC audit outcomes remained stagnant for the 2019-20 financial year as the entity 

obtained a qualified audit opinion, with findings on compliance with laws and regulations. 

However, there have been notable improvements as the entity was able to clear a prior year 

qualification on property, plant and equipment and improved their audit outcome on pre-

determined objectives, achieving no material findings after effecting material changes.  

There were still concerns on the area of Supply chain management as significant internal 

control weaknesses were noted in the area of procurement and contract management.  The 

entity reported R202 million of irregular expenditure incurred during the year, increasing the 

balance of total irregular expenditure incurred to R5.3 billion.   

This was mainly due to management not adequately addressing internal control deficiencies 

reported in prior periods to focus on implementing preventative controls to prevent 

incurrence of irregular expenditure for the year under review. Detection controls also did not 

allow management to revert back to the population to detect the all the instances of non-

compliance in order to ensure full disclosure. This resulted in a qualification on the 

completeness of irregular expenditure and in a material non-compliance being reported in 

the audit report.  

In addition, management did not fully develop and implement policies and procedures to 

facilitate an appropriate system of consequence management to address all the instances 

of irregular, fruitless and wasteful expenditure identified as required by the PFMA, resulting 

in material non-compliance in this regard. It is however acknowledged that management 

conducted a number of investigations into other relevant business related controls and 

operations. 

The entity encountered significant operational profitability challenges which adversely 

impacted its financial health position. To this effect, it received a bailout of R3.2 billion during 

the year under review, in order for it to: 

 fund the payment of long-outstanding creditors, and  

 for investment in content and infrastructure.  

Declining revenues and concerns on the limitations of costs containments measures 

however resulted in the group again reporting an operating loss amounting to R511m (2019: 

R482m).  

The SABC continues to project losses for the foreseeable future. Revenue was also 

projected to continue to decline due to the impact of COVID-19 and an inability to effectively 

implement the approved turn-around plan.  

As noted, despite cost containment measures in place, the entity has not been able to 

significantly reduce its expenses, all of which yield unfavourable financial health ratios. The 

assessment of these circumstances and the evaluation of the financial health position at the 

entity, resulted in an emphasis of matter paragraph being reported relating to going concern. 

This assessment may worsen if the operational effectiveness of the entity does not improve. 
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2. Audit opinion history 

 

SOUTH AFRICAN BROADCASTING CORPORATION (SABC) 

DESCRIPTION 2019-20 2018-19 2017-18 2016-17 2015-16 

A: Report on the audit of the consolidated and separate financial statements 

Audit opinions      

Areas of qualification :      

 Going concern   √ √  

 Non-current assets  √ √ √  

 Trade and other payables   √1 √  

 Fruitless and wasteful 
expenditure 

   
 √ 

 Irregular expenditure √ √ √ √ √ 

 Taxation   √ √  

 Deferred government grants    √  

 Accumulation of immaterial 
uncorrected misstatements 

  
 √  

Emphasis of matter :      

 Material uncertainty relating to 
going concern  

√ √ 
 

  

 Restatement of corresponding 
figures  

  
√  √ 

 Significant uncertainties and 
judgements 

√ √ √ √ √ 

 Material impairment √ √    

 

B: Report on predetermined objectives 

 Report on predetermined 
objectives 

 
√ √ √ √ 

 

C: Report on compliance with legislation 

 Financial statements, 
performance report and annual 
report  

√ √ √ √ √ 

 Procurement and contract 
management 

√ √ √ √ √ 

 Expenditure management √ √ √ √ √ 

 Strategic Planning √  √  √ 

 Consequence management √ √  √ √ 

 Asset management     √ 

 Revenue management  √    
 

 AUDIT OPINION INDEX 

√1 relates to the prior period only

  
CLEAN AUDIT OPINION: No findings on PDO and compliance 

  
UNQUALIFIED with findings on PDO and compliance 

  
QUALIFIED AUDIT OPINION (with/without findings) 

 
ADVERSE AUDIT OPINION 

  
DISCLAIMER AUDIT OPINION 
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3. Report on the audit of the Annual Financial Statements 

The following qualification paragraph was included in the audit report of the SABC on their annual financial statements for the 2019-20 financial year-

end. 

 

3.1 Irregular Expenditure 

Finding Root cause Recommendation 

The public entity did not include particulars of all 
irregular expenditure in the notes to the 
consolidated and separate financial statements, as 
required by section 55(2)(b)(i) of the PFMA. The 
irregular expenditure incurred was the result of 
payments made in contravention of supply chain 
management legislation and regulations.  

The public entity did not implement adequate 
internal control systems to identify and record all 
instances of irregular expenditure in both the 
current and prior years.  

The full extent of the misstatement identified could 
not be quantified and I was unable to confirm the 
amount of irregular expenditure to be disclosed by 
alternative means. Consequently, I was unable to 
determine whether any further adjustments were 
necessary to the irregular expenditure disclosure 
stated at R5 398 766 000 (2019: R5 220 726 000) 
in the consolidated and separate financial 
statements. 

 Action plans developed to address audit 
findings of the prior year were not effectively 
implemented and monitored.   

 Slow progress in investigating prior year 
irregular expenditure incurred and 
implementing consequence management, for 
the irregular expenditure incurred. 

 The majority of current year irregular 
expenditure resulted from not following 
adequate procurement competitive processes 
when awarding contracts (bids/ tenders) in 
contravention of legislation. Management (BEC 
and BAC) simply did not ensure that the awards 
made were in line SCM legislation. 

 The Head of Supply Chain Management (SCM) 
position was vacant during the year under 
review and contributed to the slow progress in 
strengthening the internal control environment. 

 

 Audit action plans should be actively driven 
by top management to ensure achievement 
of milestones and corrective action taken 
where milestones are not achieved. 

 Consequence management - Management 
should expedite its investigation of all 
irregular expenditure and ensure that 
responsible staff members are held 
accountable for non-compliance with laws 
and regulations and failing to adhere to 
internal policies and procedures 

 The population for the current and previous 
periods should be reviewed to ensure that 
instances of non-compliance are detected 
and reported and proper internal controls 
implemented to ensure that deficiencies in 
the controls are adequately dealt with. 

 The position of Head of SCM should be filled 
as soon as possible. 
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3.2 Emphasis of matter paragraphs  

The following emphasis of matter paragraphs were included in the audit report of the SABC on their annual financial statements for the 2019-20 

financial year-end. 

Finding Root causes Recommendation 

Going concern 

The public entity incurred a net loss of R511 million and net 
cash outflows from operations of R1,2 billion for the 
financial reporting period to 31 March 2020. As disclosed 
in notes to the financial statements, these conditions 
indicate that a material uncertainty exists that may cast 
significant doubt on the public entity’s ability to continue as 
a going concern. 

 

 
 

Declining revenues and a high cost base 
 
 
 

 
 
Effective implementation of the turn-
around plan with specific focus on 
generating revenue and reducing costs. 

Significant judgement: TV licences 

The public entity has recognised TV licence revenue of 
R791,2 million (2019: R968,2 million) of the total licence 
fees billed of R4,08 billion (2019: R3,137 billion). The public 
entity has not recognised licence fees to the amount of 
R3,2 billion (2019: R2,2 billion). In management’s 
judgement it is not probable that the economic benefits 
associated with these transactions will flow to the public 
entity to meet the recognition criteria. 

 

 
 
This matter is emphasised for the information of the 
reader and does not indicate a control deficiency. 

 
 
Not applicable 

Significant uncertainties 

The public entity is a defendant in a number of lawsuits. 
The ultimate outcome of these matters could not be 
determined currently, and no provision for any liability that 
may result was provided for in the financial statements. 

 

 
 
This matter is emphasised for the information of the 
reader and does not indicate a control deficiency. 

 
 
Not applicable 

Material impairment: trade and other receivables 

As disclosed in the statement of profit and loss, material 
impairment of R76,4 million was incurred as a result of long 
outstanding trade and other receivables. This was primarily 
related to TV licence debtors. 

 
 
Contracts of debt collectors expired during the year 
contributing to the slow progress in recovering debts. 

 
 
Debt collectors have been appointed in 
the next financial year. 
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4. Report on the audit of compliance with legislation 

Finding  Root cause Recommendation 

Annual Financial Statement 

The financial statements submitted for auditing were not 
prepared in accordance with the prescribed financial 
reporting framework, as required by section 55(1)(b) of the 
PFMA and section 29(1)(a) of the Companies Act. 

Material misstatements of the cash flow statement and 
disclosure items identified by the auditors in the submitted 
financial statements were corrected, but the uncorrected 
material misstatement of irregular expenditure resulted in 
the financial statements receiving a qualified opinion. 

Action plans developed to address audit findings of 

the prior year were not effectively implemented and 

monitored. 

 Top management must set an appropriate tone 
to ensure that all staff comply with established 
policies and procedures, as well as applicable 
accounting standards.   

 Audit action plans must be actively driven by top 
management to ensure achievement of 
milestones and corrective action taken where 
milestones are not achieved. 

 

Expenditure Management 

 Effective and appropriate steps were not taken to 
prevent irregular expenditure, as required by section 
51(1)(b)(ii) of the PFMA. As reported in the basis for the 
qualified opinion the value disclosed in note 41 of the 
financial statements does not reflect the full extent of 
the irregular expenditure. The majority of the irregular 
expenditure disclosed in the financial statements was 
caused by non-compliance with the requirements of the 
2017 Preferential Procurement Regulations.  
 

 Effective steps were not taken to prevent fruitless and 
wasteful expenditure amounting to R27 398 000, as 
disclosed in note 41 to the annual financial statements, 
as required by section 51(1)(b)(ii) of the PFMA. The 
majority of the fruitless and wasteful expenditure was 
caused by interest on late payment of supplier invoices. 

 

 

Refer to paragraph 3.1 for the root cause. 

 

 
Refer to paragraph 3.1 for the recommendation 

Consequence Management 

I was unable to obtain sufficient appropriate audit evidence 
that disciplinary steps were taken against officials who had 
incurred irregular, fruitless and wasteful expenditure as 
required by section 51(1)(e)(iii) of the PFMA. 

 
Policies and standard operating procedures were 
not designed and implemented to facilitate an 
effective process of consequence management. 

 
Top management must design policies and 
procedures to guide the implementation of 
consequence management. 
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Finding  Root cause Recommendation 

Procurement and contract Management 

 Tender requirements for a contract above R30 million 

did not include a condition for mandatory 

subcontracting to advance designated groups, as 

required by the 2017 Preferential Procurement 

Regulation 9(1).  

 Some of the contracts and quotations were awarded to 
bidders that did not score the highest points in the 
evaluation process, as required by section 2(1)(f) of 
Preferential Procurement Policy Framework Act 
(PPPFA) of South Africa, 2000 (Act No. 5 of 2000) and 
the Preferential Procurement Regulations. 

 
 
Refer to paragraph 3.1 for the root cause. 

 
 
Refer to paragraph 3.1 for the recommendation 

Strategic planning and performance management 

The corporate plan submitted to the director-general of the 
Department of Communications, designated by the 
executive authority, did not include the affairs of the SABC 
Foundation as required by section 52(b) of the PFMA. 

 

Inadequate compliance monitoring procedures to 

ensure compliance with relevant laws and 

regulations. 

 

Management must design and implement 

compliance monitoring controls to ensure 

compliance with all relevant laws and regulations. 
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5. Irregular expenditure  

 

SABC was qualified in the current and prior financial years due to the incomplete 

disclosure of irregular expenditure incurred. Systems and processes implemented by 

the SABC could not prevent the incurrence of irregular expenditure and the entity 

continued to incur irregular expenditure of R202 million in the current year, resulting in a 

cumulative balance of R5.3 billion at the end of the financial year. These systems and 

processes were also not effective in detecting all instances of irregular expenditure to 

facilitate complete and accurate disclosure.   

Due to the qualification in prior financial years, the public entity was required to evaluate 

the population of procurement process related transactions for similar instances of non-

compliance to ensure full quantification and disclosure of the irregular expenditure. 

During the 2019-20 financial year management could not provide sufficient and 

appropriate audit evidence indicating how the prior years’ procurement process related 

transactions were reviewed to identify all instances of irregular expenditure. This has 

resulted in the qualification on the opening balance of irregular expenditure. 

SABC continued to have repeat findings in the current year, indicating that the action 

plans developed by management were not adequately implemented to achieve the 

desired result. Some of the findings could have been avoided had management 

adequately addressed the root causes identified during the prior year audits. 

Irregular expenditure incurred during the current year in contravention of key legislation: 
 

 

Irregular expenditure  

M
o

v
e
m

e
n

t 

Amount 
R  

2019/20 

Amount 
R 

2018/19 Root cause 

Consequence 
management and 

status of 
investigations 

conducted 

Irregular 
expenditure 

 202m 336m 

Irregular expenditure incurred 
in both current and prior 
financial years was as a result 
of the contravention of SCM 
legislation and lack of effective 
application of the National 
Treasury regulations.  

Irregular expenditure 
incurred in prior years has 
not been investigated to 
determine if there is any 
official who has caused or 
permitted irregular 
expenditure. As a result, 
SABC has not 
implemented effective 
consequence 
management. 

 
The movement is assessed as follows: 

 Increase 

 Decrease 

 Unchanged 

 
The table above indicates a decrease in the amount of irregular expenditure incurred in the 

current year however it is a concern that the majority of the incidents that resulted in irregular 

expenditure related to matters which were flagged in prior years as well.  
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Top 5 incidents that resulted in IE are as per table below.  

 

2019/20 

Description Amount 

Incorrect evaluation criteria applied to bids 85 098 598 

Payments without contracts 52 921 640 

Variation order in excess of prescribed thresholds (15%) 21 179 036 

Schedule All - Procurement processes not followed 18 348 994 

Deviations 11 879 048 

 189 427 316 

 

2018/19 

Description Amount 

Payments without contracts 88 743 000 

Bids advertised for less than minimum number of days 85 378 000 

Incorrect evaluation criteria applied to bids 53 267 000 

Schedule All - Procurement processes not followed 28 215 000 

Minimum number of quotations not obtained 26 147 000 

 281 750 000 

 

The audit team identified the following key internal control deficiencies: 

 Bid evaluation Committees not paying enough attention to detail when evaluating bids. 

 Lack of adequate contract management controls within the entity, as the public entity 

continues to incur expenditure on expired contracts. In addition, some contracts are 

varied by more than the legislated threshold. 

 Motivation for deviations are not always in line with NT prescripts. 

 Inadequate review and monitoring procedures to prevent irregular expenditure 

 Inadequate training of staff in the supply chain environment to ensure correct 

interpretation and application of relevant legislation. 

 Inadequate implementation of consequence management to act as a deterrent to non-

compliance with legislation. 
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6. Material irregularity 

 

Definition 

A material irregularity is any non-compliance with, or contravention of, legislation, 

fraud, theft or a breach of a fiduciary duty identified during an audit performed under 

the PAA that resulted in or is likely to result in a material financial loss, the misuse 

or loss of a material public resource or substantial harm to a public sector 

institution or the general public. 

Nature of material irregularity identified 

 In August 2017, the public entity made an award of R185 million for the provision of 

security services to a bidder that did not score the highest preference points, in 

contravention of section 2(1)(f) of the PPPFA, without objective criteria to justify the 

decision.   

 The non-compliance is likely to result in a material financial loss as the price of the 

security service procured from the successful bidder was higher than the price submitted 

by the bidder that scored the highest preferential points. The likely loss results from the 

difference between these two bids incurred over the duration of the security contract 

awarded. 

  As at 31 March 2020, R112 million has been paid on the contract.  

 The public entity will not be able to recover the likely financial loss from the supplier as 

the supplier is delivering the service in line with the signed contract. 

Stage of material irregularity  

 The accounting officer was notified of the material irregularity. 

 In response the accounting officer intends to recover the loss incurred subject to the court 

ruling. 

 The matter is currently with the court and will be followed up in the next audit cycle 
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7. Going concern 

 

A financial bailout of R3.2bn received during this financial year improved the cash 

position of the entity. The financial bailout is earmarked for specific spending on capital 

projects, acquisition of content and settlement of other operational liabilities. 

Upon review of management’s assessment of the going concern assumption and related 

supporting cash flow forecasts, we identified various indicators of going concern 

challenges as follows: 

 Continuing operating losses are forecast over the next 3 years.  

 Negative operating cash flows are forecast until at least the 2022 financial year, 

being the period of the cash flow forecasts provided. The forecasted decreases 

in operating cash flows resulted in concerns that insufficient cash may be 

available to adequately cover the minimum forecasted operating expenses, 

including the salary costs. 

 The projected capex spending was significantly lower than the required 

investment per the capex plan. Management has indicated that funding will be 

approved based on the availability of cash. 

 

The graph below shows declining costs resulting from cost containment measures 

implemented by management over a 6-year period.  It also shows declining revenues and 

net losses since 2015. 
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The graph below shows declining cash reserves and increasing payables over a 6-year 

period. The spike in 2020 is due to the bailout funds received. 

 

 

The graph below shows a comparison between available cash and cash generated 

through operations 

 

 
The identified indicators of going concern challenges results in a significant uncertainty in 

respect of which management has made adequate disclosure in the financial statements. This 

has resulted in an emphasis of matter being included in the audit report. 
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8. Status of internal controls 

 

The following internal control deficiencies relate to the significant internal control 

deficiencies that resulted in the basis for a qualified opinion, and the findings on 

compliance with legislation.   

Leadership 

The accounting authority did not adequately oversee the efforts by management to 

implement measures to improve various short-comings in procurement and contract 

management, including the following: 

 Strengthening internal controls over the procurement of goods and services to 

prevent irregular expenditure. 

 Identifying and properly recording all irregular expenditure incurred by the entity 

in the current and prior financial year. 

 Effectively overseeing investigations of irregular, fruitless and wasteful 

expenditure incurred by the entity; and properly investigating irregular 

expenditure incurred with the objective of holding responsible officials 

accountable where necessary. 

 Inadequate implementation of consequence management as it relates to 

irregular and fruitless and wasteful expenditure incurred in prior years.  

Management had not designed and implemented an appropriate system, 

including appropriate policies and procedures, for consequence management. 

The entity developed an action plan to address internal and external audit findings.  An 

improvement was noted in the number of qualification areas affecting the financial 

statements. Audit action plans were however not effective in improving on the audit 

outcomes for procurement and irregular expenditure and compliance with legislation, 

especially as it relates to procurement. 

Financial and performance management 

Management did not adequately implement review and monitoring controls to prevent 

non-compliance with applicable laws and regulations relating to supply chain 

management.  In addition, the lack of related internal controls on certain of these items 

were also highlighted to management as potential fraud risk indicators. 

Where controls did not prevent non-compliance with supply chain management 

legislation, detection controls were also deficient as not all irregular expenditure was 

disclosed. 
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9. Assurance providers 

 

 

  

 

 

 

 

 

 

We assessed the level of assurance provided by these assurance providers based on the status 

of internal controls at the entity and the impact of the role players on these controls. 

 

Senior management: provides some assurance 

 Management resolved the audit qualification relating to property, plant and 

equipment. One qualification relating to irregular expenditure remained.  

 Management also improved the audit outcomes for the audit of pre-determined 

objectives.  

 Material non-compliance in the area of supply chain management remains a 

concern for the entity. 

Accounting authority provides some assurance 

 The accounting authority did not effectively strengthen and monitor the internal 

control systems and processes in the supply chain environment. A significant 

amount of irregular expenditure was incurred during the year under review. 

 The accounting authority did not develop and implement adequate processes 

and procedures for consequence management as required by the PFMA. 

Executive authority provides some assurance 

 The executive authority oversight processes did not effectively assist to resolve 

the qualification on irregular expenditure and to implement an effective system 

of consequence management.  

Internal audit provides assurance 

 The internal audit unit executed the majority of their plan for the year.  Internal 

audit reports were issued making recommendations to management.  The unit 

also performed several forensic investigations during the year, resulting in some 

disciplinary action being recommended and/ or actioned.  

 The SABC reduced its audit qualification areas for the current year and improved 

its audit outcomes for the audit of pre-determined objectives. 

Audit committee: provides assurance  

 The audit committee executed its duties in accordance with its mandate.  

 The SABC reduced its audit qualification areas for the current year and improved 

its audit outcomes for the audit of pre-determined objectives. 

Assurance levels First level of assurance Second level of assurance 

Accounting authority 

Executive authority 

Audit committee 

Internal audit 

Provides 
assurance 

Provides some assurance Provides limited/no 
assurance 

Senior management 
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10. Key recommendations to the Committee  

 

We request and recommend that the committee consider the following actions to be 

implemented as part of the role oversight can play in facilitating an improvement in the 

financial and performance management, as well as the status of compliance of the public 

entity to improve audit outcomes, thereby ensuring good governance and administration 

of public funds: 

 

 Follow up with management and the executive authority on the implementation 

of consequence management. Management should be clear on the processes 

they will follow to investigate these cases of irregular expenditure, especially the 

long outstanding cases. These investigations should be conducted in a proper 

manner that will facilitate appropriate action being taken to enforce consequence 

management. The accounting officer should report, through the executive on a 

quarterly basis to the oversight committees (PC and SCOPA), therefore 

oversight should insistently request feedback on these.  

 

 The committee should follow up with management on the timely and effective 

implementation of the audit action plan to address the audit findings related to 

supply chain management and the qualification of irregular expenditure.  

 

 The committee should also follow up on the effective implementation of the turn-

around plan as well as the liquidity position of the public entity, together with 

management’s actions to improve the financial stability of the entity. 


