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Reputation promise

The Auditor-General of South Africa (AGSA) has a constitutional
mandate and, as the supreme audit institution (SAl) 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.
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The 2018-19 audit outcomes
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Our annual audit examines three areas

THE AG's
ANNUAL
AUDITS
EXAMINE

AREAS:

FAIR PRESENTATION AND RELIABLE AND CREDIBLE COMPLIANCE WITH AlL
ABSENCE OF SIGNIFICANT PERFORMANCE LAWS AND REGULATIONS
MISSTATEMENTS IN INFORMATION FOR GOVERNING FINANCIAL
FINANCIAL STATEMENTS PREDETERMINED OBJECTIVES MATTERS

PFMA

D 2018-19



The AGSA expresses the following different audit opinions

Unqualified opinion
with no findings

Financially unqualified
opinion with findings

Qualified opinion

Adverse opinion Disclaimed opinion

(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)

complied with key
legislation in conducting
their day-to-day
operations to achieve
their mandate

()
n'

g

Auditee produced
financial statements
without material
misstatements or could
correct the material
misstatements, but
stfruggled in one or more
areas to:

align performance reports
to the predetermined
objectives they committed
fo in APPs

set clear performance
indicators and targefs 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

Auditee:

had the same
challenges as those with
unqgualified 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.

Auditee:

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

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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Important to note

The percentages in this presentation are calculated based on the completed audits of
10 auditees, unless indicated otherwise.

Audit outcomes are indicated as follows:

. Unqualified Unqgualified . Qualified . Adverse . Disclaimed . Outstanding
with no findings with findings with findings with findings with findings audifs

Movement over the previous year is depicted as follows:

@ Improved Unchanged @ Regressed
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D 8 2018-19



ACCOUNTABILITY = PLAN + DO + CHECK + ACT

DO
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Department of Agriculture, Land Reform and Rural Development

." ’,
&,

Portfolio

Department of Agriculture, Forestry
and Fisheries (DAFF)

Agricultural Research Council (ARC)

Onderstepoort Biological Products
(OBP)

National Agricultural Marketing
Council (NAMC)

Perishable Products Export Control
Board (Section 4(3))

i Department of Rural Development
National and Land Reform (DRDLR)

Department Agricultural Land Holding Account
Agriculture, Land (ALHA)

Reform and Rural Deeds Registration Trading Account
(Deeds)

Office of the Valuer General (OVG)

Development

* Ingonyama Trust Board (ITB)

PFMA
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https://pmg.org.za/committee/37/

Audit outcomes of porifolio over five years

Movement
20% (2) @ 0
36% (4) 36% (4) 4
55% (8) (::>
6
Outstanding 0
50% (5) audits
83% (9)
46% (5)
27% (3) 56% (8)

20% (2)

18% (2)

10%(1)

2018-19 2017-18 2016-17 2015-16 2014-15

* We commend the PPECB and DEEDS for retaining the clean audit outcome.

* Financial statement preparation remains a concern as material adjustments were effected to annual financial statements
submitted for audit purposes at DAFF, ARC, NAMC, OBP, DRDLR, ALHA and ITB.

* The DAFF received a qualification on the accuracy of biological assets and ARC on property, plant and equipment,
inventories, receivables for exchange transactions and revenue from rendering of services.

* ITB received an adverse opinion with qualification on the following times: property plant and equipment, expenditure
management, iregular expenditure and contingent liabilities.

* Note that there was a reduction in auditees during the 2019 financial year as Ncera Farms was deregistered.
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Movement table (2018-19 over 2017-18)

MOVEMENT
O :
Improved Unchanged Regressed New auditee Outstanding audits

Unqvt;;::fled PPECE
no findings = 2 DEEDS

Unqualified ALHA

with findings = OVG

> NAMC

Qualified with
findings = 2 ARC

Adverse with ITB
findings = 1

Disclaimed
with findings =
(0]

Colour of the number indicates the audit opinion from which the auditee has moved.
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Credible financial reporting

nancial statements

Movement 2018-19 2017-18
Submission of financial statements by legislated
date (all auditees) @ 0% 100%
Financial statements submitted without errors @ 30% 59%
Quality of final submission after audit @ 70% 75%

40% achieved unqualified opinions only because they corrected all misstatements identified during the audit

Quallification areas

+ Biological assets (DAFF)

*  Property, plant and equipment (ARC and ITB)
* Receivables (ARC)

+ Payables from exchange transactions (ARC)
* Inventories (ARC)

* Revenue for services rendered (ARC)

+  Expenditure management (ITB)

« lIrregular expenditure (ITB)

+ Confingent liabilities (ITB)

PFMA
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=
o Credible performance reporting

S
e

% Performance report

Movement 2018-19
Quality of initial submission for audit purposes
(PPECB, OBP) @ 2%
Quality of final submission after audit @ 62.5%

(PPECB, OBP, ARC, DRDLR, ITB)

37,50% had no material findings only because they corrected all misstatements identified during the audit

Reliable reporting of achievements (ARC, NAMC, 759
OBP, DRDLR, ITB, PPECB, OVG) °

Usefulness of performance indicators and targets 87 5%
(ARC, OBP, DRDLR, ITB, PPECB, DAFF) e

Note: DEEDS and ALHA performance reporting is included in DRDLR performance report. OVG
‘gid not report on performance information because they were a newly listed entity. Ncera
@ns was deregistered and not reported during the 2019 year.

2017-18

44%

44%

75%

88%

PFMA
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Disregard for compliance with legislation

%
©
£

o . . Top five non-compliance areas
Findings on compliance with

key legislation

+ Financial statements, performance and annual
reports (DAFF, DRDLR, ALHA, ARC, NAMC, OBP,
ITB)

* Procurement and contract management (DAFF,
DRDLR, NAMC, OBP, ITB)

* Expenditure management (DAFF, DRDLR, ALHA,
ARC, OBP)

+  Revenue management (ARC)

+ Consequence management (DAFF)

2018-19 2017-18

| Withnofindings B} With findings
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Status of internal control

Leadership

Financial and
performance
management

Effective leadership

Proper record keeping

Daily and monthly controls

Review and
monitor compliance

Risk management

Good

70%(7)

(DRDLR, NAMC, OBP, PPECB,

ALHA, Deeds, ITB)

50% (5)
(PPECB, Deeds, ALHA, OVG,
ITB)

50% (5)
PPECB, Deeds, ALHA, OVG,
ITB)

30% (3)

(PPECB, Deeds, OVG)

50% (5)
(PPECB,NAMC,OBP,Deeds,
ALHA)

Of concern

30%(3)

(DAFF, ARC, OVG)

20% (2)
(NAMC, OBP)

30% (3)
(DRDLR, NAMC, OBP)

70% (7)
(DAFF, DRDLR, ARC, NAMC,
OBP, ALHA, ITB)

40% (4)
(DAFF, DRDLR, ARC,OVG)

Intervention required

30% (3)
(DAFF, DRDLR. ARC)

20% (2)
(DAFF, ARC)

10%
(ITB)
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Assurance provided

First
level

Second
level

Assurance

Senior 20%
management (peeds, PPECB)

. Accounting 20%
officer/authority (Deeds, PPECB)

Executive
authority

Internal
audit unit

Audit
committee

Provides Provides some
assurance assurance

80%
(DAFF, DRDLR, ARC,
NAMC, ALHA, OVG,
ITB, OBP)

80%
(DAFF, DRDLR, ARC,
NAMC, ALHA, OVG,
ITB, OBP)

100%

(DAFF, DRDLR, ARC,
NAMC, ALHA, OBP,
Deeds, PPECB)

(DAFF, DRDLR, ARC,
NAMC, ALHA, OBP,
Deeds, PPECB)

Provides limited/
no assurance

10% 10%
OVG  (ITB)

20%
(OVG, ITB)

Not
established



Financial health and financial management
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2018-19



Financial health

Material uncertainty exists whether @ of auditees can continue to operate in future

* Collection of debt — The debt collection period for the ARC is concerning as it
amounts to 137 days (2017-18: 155 days).

Revenue management

* ARC operates on a deficit, and this has been the case in the prior year as well.
A deficit of R22 million (2017-18: R38 million) was reported at the ARC. Measures
must be implemented to address this situation to ensure sustainable service
delivery and financial viability.

* Current liabilities exceeded current assets by R139 million (2017-18: R93 million).
The ARC might not be able to pay its creditors as payments become due.

* Negative operating cash flows — may result in questions about the auditee’s
financial viability and its ability fo continue operating optimally at its current
capacity as a going concern.

* ALHA accumulative receivables to the amount of Ré4 474 000.

Asset, liability and cash
management

Of concern Intervention required



Fruitless and wasteful expenditure increased over two years

" Expenditure incurred in vain and could have been avoided if reasonable steps had been
Definition

faken. No value for money!

Fruitless and wasteful expenditure incurred by entities in portfolio

DRDLR &

Fruitless ALHA = 71% R 7 million

and wasteful

5 : ;
expenditure 89% of the fruitless and wasteful expenditure

was incurred by DRDLR and Deeds. R 19 million

Previous year fruitless and wasteful

expenditure reported for investigation

Nature of the fruitless and wasteful expenditure

* DRDLR - As a result of: duplicate payments,
cancellation of confracts, as well as claims and
litigation.

* ALHA — Mostly as a result of interest and penalties.

« OBP - As a result of: interest and penalties being
charged for late payment of invoices.

« NAMC - As a result of: expenditure incurred in

respect of a project whereby the NAMC was acting (L?%)
as an agent for a project that was cancelled without
any deliverables being met. 2018-19 2017-18
B Investigated Not investigated
< PFMA

D ot 2018-19



Irregular expenditure increased over 2 years

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

Iregular expenditure incurred by entities in portfolio

* Ré1 million represents |E

DRDLR & ALHA contributed 61%

Iregular of total irregular expenditure R242 million Idenflflfci.ln ﬂ;)e ;I:qurrer?f
i year relaring 1o rne prior
DNCUGIVERE DRDLR, ARC & ALHA vear (DRDLR)

contributed 94% of IE JRREEAUIICY)

Previous year irregular expenditure reported for
investigation
Nature of irregular expenditure

* DRDLR - The majority is non-compliance with SCM process

* ALHA -t related to SRR grant non-compliance and non-
compliance with SCM

* DAFF — The majority of irregular expenditure incurred is in
respect of payment of overtime > 30% of basic salaries
during the 2017 and 2018 financial years, in confravention of
the PSR and PSA.

« NAMC -This was due fo payment of unauthorised
performance bonus and non-compliance with procurement
regulations for projects implemented. The latter was also 2018-19 2017-18
noted at the OBP.

20%
(DAFF,DRDLR)

B Investigated Not investigated

- PFMA
"D = 2018-19




Supply chain management

@ Regression in SCM compliance
(2018-19: 30% with no findings)

All SCM findings should be investigated

Most common findings on supply
chain management

*  Major projects were procured
without a proper needs assessment
being conducted in the form of a
project evaluation.

* Uncompetitive and unfair
procurement processes at 50% of
auditees

* False declarations of interest made
by three suppliers

'~ With no findings With findings

20%
(NAMC,
ALHA)

30%
(DAFF,
DRDLR,ARC

)

2018-19 2017-18

' With material findings 20
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Fraud and lack of consequences

&
X

Allegations of financial and/or fraud
and SCM misconduct (three auditees)

Allegations not

investigated 20% (DAFF.ARC)

Investigations
took longer than
three months

10% (DRDLR)

* DAFF, DRDLR and ARC — Reported irregular expenditure during the prior year was not investigated
as required in terms of the PFMA in order to determine the consequences management applicable.

PFMA
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Root causes

Slow or No
response
to improving
key controls and
addressing risk areas

Inadequate
consequences for
poor performance

and transgressions

Management (accounting officers/authorities and senior
management) does not respond with the required urgency
to our messages about addressing risks and improving
internal controls.

Management (accounting officers/ authorities and senior
management) must hold staff accountable for poor
performance. Consequence management should include
instances of non-implementation of action plans developed
to address AGSA findings reported.

PFMA
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Recommendations

« Senior management did not ensure adequate and complete financial and performance
reporting. Various misstatements were identified in the submitted financial statements, some
entities obtained the unqualified opinion due to correcting the misstatements identified
through the audit process. Compliance with legislation is not monitored adequately through
out the entities in the portfolio. Leadership must instill a culture of accountability.

« The auditees within the portfolio should develop responsive action plans and allocate
responsibilities to officials accordingly. These action plans should be monitored regularly to
ensure effective implementation. All assurance providers should be properly incorporated in
all processes. This will ensure that the reporting by the portfolio is credible, thereby an
environment that is conducive to service delivery.

« Performance management processes should be implemented and as such there should be
consequences for transgressions. Disciplinary action should be taken against employees
who are not performing at the required level, who have committed financial misconduct,
are responsible for fraud and corruption, improper conduct in supply chain management
as well as iregular and fruitless and wasteful expenditure within a reasonable time.

» The risks emanating from the merger of the two departments must be thoroughly analysed,
evaluated and mitigated to ensure reliable financial and performance reporting, as well as
compliance with laws and regulations.

PFMA
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Portfolio snapshot (2018-19)

L 8

5 .
= ®
_'LS:F ]
Nl
Clean audits: 20%
(2017-18: 50%) /
Financially No findings on performance No findings on compliance

unqualified financial
statements: 70%
(2017-18: 82%)

reports: 75%
(2017-18: 57%)

with legislation: 30%
(2017-18: 50%)

 ® )@
>

Irregular expenditure:
R242 million
(2017-18: R153 million)

24
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Additional efforts were introduced

ﬁ Regular key control

assessment — enhanced to

| N
Frequent oversight &

Status of records reviews engagements
Early warning system for
accounting officers and
6 authorities 6 6
Roadshows ?

Capacity building
Regular engagements To share audit outcomes and initiatives by CoGTA, the

with accounting officers/ recommendations after each treasuries and other

authorities and executive cycle

coordinating and supporting

authorities institutions also introduced

Media briefings

After every cycle




Stay in fouch with the AGSA

www.agsa.co.za

u @AvuditorGen_SA
m Auditor-General of South Africa

n Auditor-General of South Africo
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