ANNEXURE B

Report on the Audit Outcomes of National and Provincial Departments and Legislatures.

Overall trends

The overall improvement in the audit outcomes of provincial government for the 2010-11 financial year was only marginal due to the number of auditees with regressed audit outcomes (33), negating those with improved outcomes (37).Fifteen auditees were unable to retain their ’financially unqualified with no findings’ status of the previous year due to them attracting findings on either predetermined objectives and/or compliance.Provinces that recorded an overall net improvement are KwaZulu-Natal (five), Gauteng (four), Mpumalanga (three) and Eastern Cape (one), while Western Cape registered a net deterioration in the audit outcomes of seven (26%) auditees. Northern Cape and North West remained the only provinces that do not have any auditees whose financial statements were financially unqualified with no findings on either predetermined objectives or compliance with laws and regulations, i.e. there are no departments with clean audit outcomes in these two provinces.

The majority of departments (64%) did not address all of their prior year findings on predetermined objectives and/or compliance with laws and regulations. Accordingly, they did not progress to clean audit outcome status. Twenty-six (96%) of the “leading departments” (legislatures, provincial treasuries and offices of the premiers) were financially unqualified in 2010-11 (2009-10: 88%). The financial statements of 29% (2009-10: 26%) of departments remain financially qualified. The audits of only three (33%) provincial revenue funds had been finalised as at 30 September 2011 compared to seven in the previous year.
Notable improvements

One Department in Gauteng and two in KwaZulu-Natal improved from financially qualified in the previous financial year to financially unqualified in the current financial year. A 56% improvement was registered by the legislatures, resulting in all the nine legislatures being financially unqualified.The Northern Cape Roads and Public Works Department improved from a disclaimer in 2009-10 to financially unqualified with findings in the current year.

Disclaimer/Adverse and Qaulifications

Thirty-six auditees (15%) did not address all their 2009-10 qualification findings and were again financially qualified in 2010-11. Such auditees are found in all the provinces except the Western Cape.

Seventeen departments (2009-10: 17) have been receiving disclaimed/adverse/qualified audit opinions for three successive years. Twelve provincial departments of Education, Health and Public Works account for 71% of these.Of the 16 newly qualified auditees, four are in North West.

Progress in addressing prior year findings

The 62 auditees qualified in 2009-10 had 160 qualification findings, of which they addressed 71, while attracting 27 new qualification findings. Eighty of the 173 qualification findings (46%) raised in the current year are repeat findings. Of the 36 auditees that were again disclaimed, adverse or qualified, 18(50%) attracted further qualification findings. The highest increase in further qualification findings was in respect of capital assets, liabilities and unauthorised, irregular as well as fruitless and wasteful expenditure.
Outline of corrective action taken by management to address qualification findings
Actions taken by departments that were able to successfully address their financial statement qualification findings are indicated below with a view to highlighting good practices that should be replicated by others. Improvements in audit outcomes can be attributed to timely and fully implemented corrective steps taken by the leadership and management, which included the following specific actions:

· Active monitoring throughout the financial year of action plans to address prior year findings.

· Implementation of internal and external auditor recommendations relating to financial statement qualification findings.

· Improvement of record keeping/record management.

· Appointment of staff with the necessary skills and filling of critical positions at finance units.

· Improving controls over daily processing and reconciling of transactions to prevent and detect errors before the preparation of financial statements.

· Preparing reconciliations and supporting schedules and information for audit purposes.

· Effective interaction between audit teams, management and audit committees to obtain the required output from financial reporting systems, for example, trial balances/general ledger.

· Developing and implementing documented policies and procedures.

· Periodic review of annual financial statements by governance structures
Below is a summary of the nature and causes of the qualifications in the financial statements:

1. Capital Assets.

Capital assets refer mainly to property, infrastructure, plant and equipment, and qualifications arising from an inability to confirm the ownership, existence and value of these assets. Common matters attracting qualifications included the following:

· Asset registers used to support the amounts and disclosures in the financial statements did not include all assets.

· Poor record management, resulting in unavailability of supporting documentation to substantiate the values at which assets are reported in financial statements.
2. Current Assets
Current assets principally consist of inventory, cash and cash equivalents and receivables. Common matters attracting qualifications included the following:

· Receivables not properly accounted for.

· The existence and value of inventory could not be substantiated due to poor records maintained in respect of the location and value of such inventory. Some items of stock were excluded from physical inventory

counts and at some auditees no inventory counts were performed at yearend.

· Inadequate filing systems resulted in documentation not being available to substantiate amounts owing by debtors at year-end.
3.  Liabilities

Liabilities refer mainly to payables, accruals, borrowings, provisions and guarantees. Common matters attracting qualifications included the following:

· Post-employment benefit plan liabilities for retired and current employees were not reflected in the financial statements or were incorrectly valued.

· Inadequate management of conditional grants expenditure.

· Financial statements did not disclose all payments due to creditors at year-end i.e. accruals.
4. Disclosure notes

Qualifications on other disclosure items stemmed from, among others, a lack of supporting documentation for financial commitments, contingent liabilities, employee benefits and related-party disclosures at financial year-end.

Common matters attracting qualifications included the following:

· The lease commitments balances disclosed in the financial statements did not agree with lease balances.

· Lack of sufficient appropriate audit evidence such as project and contract registers for disclosure of financial commitments
5.  Expenditure
Expenditure principally consists of transfer payments, employment cost and the cost of goods and services procured by departments and public entities.

Common matters attracting qualifications included the following:

· Employee-related costs incorrectly reported or not substantiated by adequate documentation.

· No supporting documents for other expenditure reflected in the financial statements.
Procurement and Contract Management
The AGSA’s continued focus on the procurement and contract management processes resulted in material non-compliance with SCM-related legislation being reported in the auditor’s reports of 87 provincial departments where the procurement procedures were performed.

Unapproved deviations from prescribed procurement processes remain the most common finding. Many departments were unable to implement the fairly new instruction from National Treasury (Practice note 7 of 2009-10) for prospective suppliers to submit declarations of interest.
