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1.
Introduction

This document contains a brief summary of the audit outcomes for the department of National Treasury for the 2011/12 financial year. 

2.
Vote 10
2.1
Audit opinion history

	DESCRIPTION
	08/09
	09/10
	10/11
	11/12

	Audit opinions
	
	
	
	

	· Unqualified
	
	
	
	

	Emphasis of matters
	
	
	
	

	· Basis of accounting
	
	X
	
	

	· Restatement of corresponding figures
	
	X
	
	

	· Irregular expenditure
	
	X
	X
	

	· Material losses
	
	
	X
	

	· Material impairments
	
	
	
	X

	· Material under-spending of the vote
	
	
	
	X

	Compliance with laws and regulations
	
	
	
	

	· Non adherence to PSR (no HR plan in place for MTF 2008/10)
	
	X
	
	X

	· Strategic planning and performance management (Jobs Fund not included as a target / output / objective in the strategic plan)
	
	
	
	X

	· Annual financial statements, performance and annual report (annual performance report not submitted on time)
	
	
	X
	

	· Annual financial statements, performance and annual report (material misstatements)
	
	
	X
	X

	· Expenditure management (expenditure without approval of delegate official)
	
	
	X
	

	· Procurement and contract management (Special pensions paid in contravention of Special Pension Act)
	
	
	X
	

	· Procurement and contract management (Employees did remunerative work outside of their employment without permission)
	
	
	
	X

	· Procurement and contract management (sufficient audit evidence not obtained for specific tender process)
	
	
	
	X

	Predetermined objectives
	
	
	
	

	· Usefulness of information (42% of targets are not time bound)
	
	
	
	X

	· Strategic planning and performance management (no adequate quarterly reports prepared)
	
	
	X
	


Legend:

	 
	CLEAN AUDIT OPINION: No findings on PDO and Compliance

	 
	UNQUALIFIED with findings on PDO and Compliance

	 
	QUALIFIED AUDIT OPINION (with/without findings)

	 
	DISCLAIMER/ADVERSE AUDIT OPINION


2.2 Key focus areas
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2.2.1 Supply Chain Management

	Finding
	Root Cause
	Recommendation

	Five officials with an interest in suppliers to other state institutions did not obtain approval to perform or engage in remunerative work outside their employment.
	The requirement to comply with the applicable laws and regulations has not been emphasised enough for all employees to support and to understand the importance of compliance with the internal control objectives as well as the applicable laws and regulations.
	The executive authority should assess and take into account whether or not outside remunerative work could reasonably be expected to interfere with the effective or efficient performance of the employee's functions in the department or constitute a contravention of the code of conduct contemplated in section 41 (1)(b)(v) (PSA requirements). This should be done before the approval for remunerative work is granted.

Disciplinary action should be taken against employees doing business and never declared their interests.



	Seven awards to the total value of R234 157 were procured without inviting at least three written price quotations from prospective suppliers and the deviations were approved even though the procurement did not meet the criteria for deviations (Economic Forum held in May 2011).
	The reasons for the deviations were lack of planning, preference for a specific supplier and disregard of procurement processes. 


	We recommend that the National Treasury plans adequately for these types of transactions well ahead of time to avoid deviations of this nature in the future and adhere to the prescribed legislation.

	One deviation from competitive bidding to the total value of R2 229 006 was approved on the basis of it being an emergency, even though proper planning would have prevented such an emergency.
	The motivation provided for deviation was not in line with the provisions of the SCM legislation.
	NT must put controls in place to ensure that procurement through deviations complies with legislation.

	Three suppliers were paid based on an approved memorandum for payment with no finalised legal contract in place. Total value of these payments is R595 648.
	Management did not develop measures to track and monitor contracting processes in relation to suppliers that are given awards.
	Management should ensure that the controls are in place that will ensure that no expenditure is incurred before the conclusion of the contract.


2.2.2 Predetermined Objectives

	Finding
	Root Cause
	Recommendation

	According to Treasury Regulation 5.2.2:

(a) the strategic plan must cover a period of three years and be consistent with the institution’s published medium-term expenditure estimates. 

(b) the strategic plan must include the measurable objectives, expected outcomes, programme outputs, indicators (measures) and targets of the institution’s programmes.

Programme 8 had made an allocation of R2 billion of its total budget of R4.2 billion to the Employment Creation Facilitation Fund (i.e. jobs fund) for the 2011/12 financial year.

The National Treasury’s strategic plan did not include any relevant targets for this fund to ensure that the department be measured on the service delivery aspect for which this fund was created. 

In addition to the above we noted that the National Treasury has materially under-spent its total budget of R23.8 billion by R2.4 billion.

The delay in the implementation of the Employment Creation Facilitation Fund (ECFF) contributed towards the under-spending of R2.4 billion on the National Treasury allocation.


	Management did not incorporate all the inputs that were submitted by the respective programmes into the strategic plan.
	Management should perform reviews to ensure that all the budget estimates are aligned to the measures and targets as outlined in the strategic plan.

Standing Committee on Finance should pay particular attention to the targets of the NT when approving the budget to ensure that the targets do meet the “SMART” principles.



	The National Treasury Framework for managing programme performance information (FMPPI) requires that the time period or deadline for delivery be specified. A total of 42%  of the targets relevant to programmes 2 to 8 were not time bound in specifying a time period or deadline for delivery. This was due to the fact that management was aware of the requirements of the FMPPI but chose not to apply the principles contained in the FMPPI.

The strategic plan was approved by Parliament who has an oversight responsibility.

	The requirements and principles contained in the FMPPI were not completely applied by management in setting some of their pre-determined objectives.
	Management should review the targets set out in the strategic plan to ensure that they set a specific date for achieving the output or deliverable.

Standing Committee on Finance should pay particular attention to the targets of the NT when approving the budget to ensure that the targets do meet the “SMART” principles.




2.2.3 Human Resources

	Finding
	Root Cause
	Recommendation

	A human resource plan was not in place as required by Public Service Regulation 1/III/B.2(d).
	Inadequate follow ups were made with the Minister’s office to obtain the required approval. 
	Strict deadlines must be imposed on those responsible for providing strategic information to HR planning. Where delays are encountered this must be documented and action taken against delaying parties.

	Management of vacancies

· The senior management vacancy rate increased from 13% in the previous year to 15% in the current year.

· A position in the finance department was vacant for more than 12 months. 

· Positions in senior management were vacant for more than 12 months.

· Positions in the service delivery departments were vacant for more than 12 months.

· The internal audit executive position has been vacant for more than 12 months

· Vacant positions in the finance department were not advertised within six months.

· Vacant positions in senior management were not advertised within six months.

· Vacant positions in the service delivery departments were not advertised within six months

· The vacant internal audit executive position was not advertised within six months

Appointment processes 

· The verification process for new appointments did not always cover criminal record checks/ citizenship verifications/ financial record checks.

Acting positions

· Employees acted in positions for more than 12 months.

· Senior managers acted in positions for more than 6 months.

Performance management

· Senior managers did not sign performance agreements for the current performance period.
	Management did not comply with the specific regulation and did not compile and implement an action plan to address the above non-/late advertising and/or appointments.

Management did not comply with the specific regulations and did not ensure that all staff involved in the recruitment of employees was made aware of all the compliance requirements before an appointment can be made.

Appointments in acting positions are not limited to 6 months as required by the DPSA regulations.

The payroll system does not prevent the processing of an acting allowance for more than a period of 6 consecutive months, as it accepts payment based on the period of appointment captured.

There are no measures in place preventing the SMS from exceeding the 31st May deadline nor is there any evidence of any action being taken against those who fail to comply. The bonuses module does not validate the date of signing so as to flag late signings.
	Monthly update reports should be discussed at management level after which a plan of action should be compiled.  This action plan should include due dates for interviews and appointments.

A checklist that includes all Public Service Regulation requirements should be designed and used as a control for all appointments. This checklist can be attached to the applicant’s file as it will assist in identifying what control check has not yet been performed.  In instances where there are deviations from this checklist a proper motivation by the correct delegate should be put on file explaining why there is a deviation.

Acting appointments should be limited to a period of six months in order to comply with the DPSA regulations.  If the vacancy cannot be filled within the 6-month period, the extension of the acting period should be approved by the executive authority. The circumstances under which such reappointment is justified must be defined and documented in the event that they materialise. Acting allowance in excess of 6 months should not be paid unless prior approval by the executive authority is obtained.

As the system cannot detect that an acting allowance is about to be paid for a seventh consecutive month or more, manual controls should be implemented to ensure that employees acting for a period of 6 months be terminated from the system.  The reappointment process should then follow.  A register containing the details of employees acting in specific positions can be used for this control.

Weekly reminders should be sent to all the employees in the month of the deadline to make them aware of the deadline, in order to take action against those individuals who miss it.  Signing the contract may be made one of the performance criteria. Exceptions must only be made if they are motivated by acceptable justification, which must be documented.


2.2.4 Information Technology Controls

	Finding
	Root Cause
	Recommendation

	IT Security Management:

Violation reports not reviewed. 

IT User Access Control:

NT does not have a process in place to ensure that the system administrators’/ controllers’ activities are reviewed on the network

No dedicated firewall is implemented on the external network perimeter. The risk exists of increased susceptibility to viruses / worms, network attacks and no control over traffic to and from the internal network.

	The specific information technology security policies were being developed.

Management has not designed or implemented adequate controls to protect the National Treasury network environment against potential security breaches. 


	A formally documented and approved information security policy should be established to define the National Treasury’s attitude to information and to announce, both internally and externally, that information is an asset that is to be protected from unauthorised access, modification, disclosure and destruction.

The system logs should be reviewed in accordance with the information security policy as soon as is developed.

Due to the router on the external perimeter being controlled by the SITA, a dedicated firewall should be installed on the external network perimeter as a matter of urgency to strictly control all incoming and outgoing network traffic within the National Treasury environment.



2.2.5 Material Errors/Ommissions in AFS submitted for Audit

	Finding
	Root Cause
	Recommendation

	The accounting officer submitted financial statements for auditing that were not prepared in all material aspects in accordance with the modified cash basis as required by section 40(1)(a) and (b) of the PFMA. The material misstatements identified by AGSA with regard to the disclosure items were subsequently corrected.
	Lack of adequate review of AFS by those charged with governance (incl. Audit Committee)
	Management should prepare and review the AFS on a monthly basis. 

The AFS should be reviewed by the governance structures i.e. management, internal audit and audit committee prior to submission to the auditors.




2.2.6 Financial Health Status

	Finding
	Root Cause
	Recommendation

	The department has materially underspent the budget to the amount of R2, 477 billion.
	The delay in the implementation of the Employment Creation Facilitation Fund (ECFF) contributed towards the underspending of R2.4 billion on the National Treasury allocation.

 According to NT their role was meant to be an entity that facilitates and control spending relating to the jobs fund, however there was miscommunication between them and the executive authority.
	NT should, in consultation with the DBSA, set realistic targets for the jobs fund or alternatively reflect their facilitation role accordingly in their PDO’s.

a) 


3.
Other Matters of interest 

3.1 Unauthorised expenditure

There was no unauthorised expenditure incurred during the current financial year.

3.2 Fruitless and wasteful expenditure

The expenditure related to a building that was leased and partially utilised which needed to be refurbished in order to be fully occupied. After doing a cost benefit analysis and considering further refurbishment it was established that the costs are excessive and the lease contract was terminated and settled at an amount of R3, 9 million. This was later disclosed as fruitless and wasteful expenditure in the annual financial statements.

3.3 Irregular expenditure

There was no irregular expenditure incurred during the current financial year.

4.  Other AG Reports

4.1  Investigations

4.1.1
A forensic investigation was conducted by Internal Audit and an independent consulting firm on allegations received from the Public Service Commission (PSC). The investigation was initiated based on the allegations of procurement irregularities, use of public resources for private purposes and leave irregularities. The official was suspended and disciplinary processes were followed.   Disciplinary processes found against the official and the person was dismissed with effect from 20 February 2012.  A criminal case has been opened with the South African Police Services.

4.1.2 An investigation is being conducted by the PSC based on an allegation received by their office in terms of irregular appointment of service providers by the National Treasury. The National Treasury has supported the investigation which is still with the PSC. The investigation was still ongoing at the reporting date.
4.2  Performance Audits

During the year under review, a performance audit was conducted on the readiness of government to report on its performance.  The focus of the audit is on how government institutions are guided and assisted to report on their performance, as well as the systems and processes that they have put in place.  The audit is currently in the reporting phase and the findings will be reported in a separate report.[image: image2.png]
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