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Our mission and vision

‘ We have a constitutional mandate and, as the supreme
audit institution of South Africa, exist to strengthen our
country’s democracy by enabling oversight,
accountability and governance in the public sector
through auditing, thereby building public confidence.

‘ To be recognised by all our stakeholders as a

relevant supreme audit institution that
enhances public sector accountability
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Role of the AGSA in the reporting process
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What we understand as the role of oversight

Use information in audiit report on material iregularities for Obtain reports on investigations conducted info
accountability and oversight purposes, insisting on fimeous fransgressions and imregularities and effecting entity
implementation of recommendation

Use reports tabled on progress with material
iregularities fo oversee and influence progress
made by public bodies with investigations and
executive authorities (for recovery of debt).

Follow up annually on previous commitments
é } made by accounting officers

Hold executive authorities accountable for

@ Determine if comective steps are faken fo address
failures in control environment.

= shortcomings in intemal confrol environment

Enquire what fraining and support is given to officials fo
enable them to comrectly execute their responsibiliifies

Follow up on actions taken against
official(s) responsible for fransgressions.

2020- 21 PERFORMANCE BRIEFING



AGSA audit outcomes

NB: Percentages in this presentation are calculated based on completed audits of 13 auditees, unless indicated

otherwise.

Unquadlified opinion with

no findings (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

Financially unqualified
opinion with findings

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

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

set clear performance
indicators and targets fo
measure their performance
against their predetermined
objectives

report reliably on whether they
achieved their performance
fargets

determine the legislation that
they should comply with and
implement the required
policies, procedures and
controls to ensure compliance

Qualified opinion

Auditee:

had the same challenges as
those with unqualified 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.

Adverse opinion

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

Disclaimed opinion

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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The AG’s annual audits

examine:

1. Fair presentation and
absence of significant
misstatements in financial
statements

2. Reliable and credible
performance information
for predetermined
objectives

3. Compliance with laws
and regulations
governing financial
maftters

Movement over the
previous year is depicted
as follows:

Improved

Unchanged

Regressed



Porffolio ou@e




Audit outcomes of the Trade, Industry and Competition porifolio over 2 years

100% « The overall outcomes in the portfolio have slightly
90% regressed when compared to the prior year, with most
43% (3) N S) audits on unqgualified with findings.
s0% = 0
cc * The number of entities with audit outcomes that are

70% 1 financially unqualified with NO findings on performance
reporting and compliance with legislation has reduced

60% 5 . )
from the prior year. NCR regressed from a clean audit

50% outcome in the prior year to an unqualified audit with
compliance findings.

40%

30%

. * The reason for the qualification on NRCS, revenue was not
Ou’rstqr]dmg recorded in the correct financial period
20% 14%(1) audits

Hkes 1 (Nati | Lott
ational Lottery

0 14% (1) o

10% 14%(1) NLC NRCS Commission)

0%

2020-21 2019-20

Audit outcomes
are depicted as
follows:

Unqualified Unqualified . Qualified . Adverse . Disclaimed . Outstanding
with no findings with findings with findings with findings with findings audits
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Portfolio overall message

The objective of this document is to brief the Trade, Industry and Competition portfolio committee on the audit
outcomes of the Trade, Industry and Competition Portfolio for the period ended 31 March 2021. This presentation
highlights recommendations to improve audit outcomes for the portfolio.

The overall outcomes in the portfolio have slightly regressed when compared to the prior year, with one auditee
receiving unqualified audit opinions with findings on compliance with legislation compared to a clean audit opinion
in prior year ( NCR)

Three auditees (DTIC, CIPC, and CC), representing 50% of the audits in the portfolio, have achieved an unqualified
audit opinion with no findings (clean). This is a slight regression from 66% (4 audits) in the prior year. NCR regressed
from clean to an to unqualified audit opinion with findings on compliance.

Two auditees (SABS and NCR), representing 33% of the portfolio, received financially unqualified audit opinions with
findings on compliance with legislation. NRCS remained stagnant with a qualified audit opinion with findings on
compliance.

There were instances of non-compliance are in the areas of expenditure management, and material misstatements
identified in the financial statements submitted for auditing.

In most instances, findings raised are reoccurring, indicating that audit action plans and a culture of consequence
management are not exercised effectively.
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Portfolio overall message (cont.)

We commend management and the executive
authority for the auditees that achieved and
confinue to maintain clean audit outcomes. These
institutions have ensured that they maintain the
positive audit outcomes from the prior year.

The entities that managed to maintain their clean
audit outcomes have a strong leadership culture,
good financial and performance management,
and effective governance.

These entities have effective governance structures
and stable leadership that ensures that actions are
taken to address audit findings.

As these entities have been able to achieve clean
audit outcomes, it is important that they focus on
ensuring that this also translates into service delivery
to citizens.
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The remaining entities within the portfolio should look
at the good practices implemented by these entities,
such as:

« aleadership culture that is committed to taking action to
address any findings identified, supported by adequately
resourced and skilled staff

» leadership oversight that is entrenched in the organisation

« confinuously implementing and monitoring internal conftrols
over financial and performance reporting

« aninternal audit function that effectively executes its
mandate with the thorough follow-up of audit action plans

* aboard, through the audit committee, that plays an active
oversight role in monitoring the implementation of action
plans to address prior year audit findings.

The portfolio committee should enhance in-year
monitoring processes to ensure that the good practices
as indicated above are implemented and maintained
by all entities in the portfolio.




Portfolio overall message (cont.)

Key root causes in internal control environment

* Inadequate controls to prevent non-compliance with
procurement legislation.

« Management did not implement adequate review
and monitoring controls over preparation of financial
statements

* Management did not effectively develop and
monitor implementation of action plans
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Recommendations:

Accounting officers/ authorities should strengthen
preventative controls to identify non-compliance

Accounting officers/authorities must continue to do
their work through audit committees to ensure
management implements and enhances review
processes for financial statements

Effective monitoring and oversight by audit
committee to prevent errors in financial statements

Accounting officers/ authorities must thoroughly
review developed action plans to ensure they
address root cause







First focus area: credible financial reporting

Financial statements Movement 2020-21 2019-20
Submission of financial statements by legislated date 100% (7) 100% (7)
Financial statements submitted without errors 42% (3) 71% (5)
Quality of final submission after audit 83% (5) 83% (5)

Root cause analysis Recommendations

* Material misstatements to disclosure notes was due to

inadequate review of financial statements by the accounting * Internal audit should scope in the review of the disclosure
authority, and material misstatement on revenue is due to lack notes of the financial statements as well as submitted
of conftrols in place to collect all revenue due to the entity performance information.
concerned.
» Accounting officers/ authorities must thoroughly review the
« The findings raised are recurring for SABS and NRCS and this is implementation of developed actions plans on prior year
despite discussions held with the auditees on the audit findings

implementation of preventive control measures.

< Effective moniforing and oversight by The audit commitifee 1S
crifical to ensure that repeat findings are prevented in the next
financial year
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Second focus area: credible performance reporting

Performance report

Performance report submitted without errors

Performance report adjusted for material misstatements

fo improve reliability

Reliable reporting of achievements

Usefulness of performance indicators and targets

Root cause analysis

» There were recurring challenges identified with performance
reports of the NRCS, SABS, NCR this resulted in these entities
having to make material adjustments on performance
information reported.

Movement 2020-21 2019-20
33% (1) 66% (4)
66% (4) 15% (2)
6 3
6 3

Recommendations

» Standard operating procedure/policies should be designed
that contain processes to record information and store
supporting evidence for measuring whether the planned
indicator was clearly defined

+ Management should develop an action plan to address
findings raised, and internal audit should monitor the action
plan developed by management

 Intfernal audit should adequately review both AFS and
performance information prior to submission to AGSA.
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Third focus area: compliance with legislation

« In the current year there has been a stagnation in Findings on compliance with key legislation
compliance with legislation.

* NRCS received a quadlified audit opinion with findings
on compliance and SABS and NCR received an
unqualified audit opinion with findings on

compliance. 50*;;“(3)
: : e e 66% (4
* The non-compliance identified is similar to that CC'ZC DTI( )

reported in the prior year. These auditees (NRCS and CIPC
SABS ) did not implement effective action plans to R

o . L . cc
address significant internal control deficiencies
relating compliance with legislation
* We will further unpack the challenges of compliance 50% (3
in three sections, i.e. expenditure management, et
procurement and contract management SABS 33% (2)
NCR NRCS
SABS
2020-21 2019-20
With no findings With findings
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Irregular, unauthorised, fruitless and wasteful expenditure

Irregular, fruitless and wasteful expenditure 2020-21

12 000 000
S 10 000 000
(@)
v 8 000 000
T 6000 000
2
O 4 000 000
g 2 000 000

. . ]
DTIC CIPC CC NRCS NCR SABS

m [rregular - current year 0 207 000 10 190 000 11187 759 1290 386 8 386 000,00
| Fruitless - current year 0 0 0 35 940 0 649000
m Columnl

Nature of irregular, fruitless and wasteful expenditure

Irregular expenditure
« Total iregular expenditure identified — R31 million.
» R30 million (96% of total) was incurred by Com Com, NRCS and SABS

Fruitless and wasteful expenditure
« Total fruitless and wasteful expenditure identified — R685 000.
» R649 000 (94% of total) was incurred by NRCS and SABS mainly due to Interest/penalties charges on late payments .
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Irregular expenditure over 2 years

Definition Expenditure incurred in contravention of key legislation; goods may have been delivered but prescribed processes not followed |

Irregular expenditure incurred by entities in portfolio

* R31 million — non-compliance in 2020-21
R31million ° R30milion—non-compliance in 2019-20

Irregular * Irregular expenditure has remained at the same proportion compared to prior year
expenditure R 30 million

mm Previous year irregular expenditure

Nature of irregular expenditure reported for investigation

Highest contributors to irregular expenditure in the portfolio:

* Accounting authority did not implement controls to ensure that contract extensions are duly
approved (R1.2 million )Jat NCR.
* Accounting authority did not implement adequate contract management controls to ensure that
no payments are made on expired contfracts and that tenders are advertised for 21 days ( R? 100%
million) at NRCS. 100% 4)
+ Accounting officer did not implement controls to prevent non-compliance with SCM prescripfts
and to prevent payments on open ended confracts ( R6 million) at SABS.
*Accounting authority did not implement confrols to prevent non-compliance with SCM prescripts
a5 entify did not follow competifive bidding process in awarding coniracis mifiion] Competition
Commission.

2020-21 2019-20
== Investigated == Underinvestigation
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Fruitless and wasteful expenditure over 2 years

Expenditure incurred in vain and that could have been avoided if reasonable steps had been taken — no value for money!

Fruitless and wasteful expenditure incurred by entities in portfolio

R684 000 — non-compliance in 2020-21 financial year

: - * R296 000 — non-compliance in 2019-20 financial year
Fruitless and . . : .
! R1million 8 Previous year — CC contributed to 80% of total fruitless and wasteful expenditure
wasteful - Current SABS contributed to 94% of total fruitl d wasteful dit
expenditure R million urrent year — contributed to 94% of total fruitless and wasteful expenditure

mm Previous year fruitless and wasteful
Nature of fruitless and wasteful expenditure expenditure reported for

: : : . ) investigation
» Total fruitless and wasteful expenditure identified amounts to R684 000 , an increased from
the reported prior year value of R296 000.

* R649 000 (94%) of the fruitless and wasteful expenditure relates to SABS, mainly a for
interest/penalties paid to SABS on late payments.

2020-21 2019-20
== Investigated == Underinvestigation
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Portfolio snapshot 2020-21

Clean audits: 3
(2019 - 20: 4)

Financially unqualified
financial statements: 5
(2019-20: 5)

No findings on performance
reports: 6
(2019-20: 6)

No findings on compliance
with legislation: 3
(2019-20: 2)
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Irregular expenditure:
R31Tm
(2019-20: R30m)







Assurance provided

Assurance level

Senior

management !

First

level

. Accounting
officer/ authority

Executive
authority

Internal
audit unit

Second
level

Audit
committee

Provides

Provides some
assurance

assurance
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7% (1)

83% (5)
cc DTIC,CIPC,NCR,SABS,NRCS
50%(3) 50% (2)
DTIC,SABS,CC; CIPC ,NCR,NCRS

83% (6)
DTIC,CIPC,NCR,CC,NRCS; SABS

100% (6)
DTIC,CIPC,NCR,CC,NRCS,SABS

100% (6)
DTIC,CIPC,NCR,CC,NRCS,SABS

Provides limited/
no assurance




Status of internal control

100% (6)

Risk management DTIC,CIPC,NCR CC.NRCS,SABS

Governance

2
c |
(4 | -
(7] |
T
] . . 100% (6)
S Effective leadership DTIC,CIPC,NCR,CC,NRCS,SABS
........... s
|
| . 33% (2)
| Proper record keeping 67% (4)
| DTIC,CIPC,NCR,CC LA
ToE | i
5eg |
526 !
g g g’ } Daily and monthly controls 67% (4) 33% (2)
O "5 g : DTIC,SABS,CC; CIPIC NRCS; NCR
[ =
c Qg i -
| Review and 17%(1) 83% (5)
: mon"‘or Compliance CC DTIC,CIPC,NCR,SABS,NRCS
_____________ S
l
|
|
|
|
|
|
|
|
|

Good Of concern Intervention required
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Status of information technology (IT) environment

« IT governance - there to ensure IT is effectively and efficiently used to enable entity to achieve its mandate by
specifying decision rights and accountability framework to encourage desirable behavior in using IT

« IT system controls — there to ensure entity’s IT operates as infended to achieve its mandate

« Effective IT governance and system controls will help ensure entities are not vulnerable to cyberattacks and
business continuity concerns

g
5 g IT governance 50%(3) DTIC,CC,NRCS 50%(3) NCR,SABS,CIPC
2
O w
= 3 17% (1)... 837(5)
8 IT system controls M DTIC,CIPC,SABS,NRCS,NCR
Good Of concern Intervention required
Areas Root cause Recommendations
IT governance Instability in key ICT positions, and lack of governance policies Management should fill in key ICT posmons.o'nd
. ensure that adequate ICT governance policies
in place. . .
are designed and duly implemented.
The weaknesses surrounding the user access management,
security management, network security review and physical Management should ensure monitor
IT system control and environmental controls focus area could be attributed by | compliance with user access and security
the lack of compliance to the policies, management management policies.




Summary of 3 key root causes

N\

Management did not put in place adequate controls to prevent non-
compliance with procurement legislation

Management did not implement adequate review and monitoring
controls over preparation of financial statements

Management was not effective in developing and monitoring
Implementation of action plans
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Recomme




Recommendations for entities within the Trade, Indusiry and Competition
porifolio

Develop and implement effective action plans
to address audit findings

* Internal audit should adequately review both AFS
and performance information prior to submission to
AGSA.
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Progress on the

special @




Loans through the Industrial Development Corporation

Purpose of initiative and status = 31 March 2021 |mp|emenfqﬁon of SR 2 recommendations

Support to companies in distress due to covid-19 ) )
Industrial Development Corporation

14 loans amounting to R419 million were approved by 31 March 2021

Budget (million)* R1 100

Expenditure (million) I R56
*R1 400 million of original R2 500 million budget repurposed
to support businesses affected by recent unrests in GP and
KZN. ;

Status Ongoing

Key observations and findings — SR2

» Initially we reported that IDC's processes were not being performed with sufficient urgency and efficiency to approve loans in time to
alleviate the financial distress of businesses that were negatively impacted by Covid-19. Inresponse, the IDC approved amendments
to original funding criteria to increase accessibility to Covid-19 distress funding.

New observations and findings

* Up until 31 March 2021 14 loans amounting to R419 million was approved, and a further 12 loans amounting to R228 million was being
considered for approval, out of a total of 78 applications received amounting fo R1 805 million. Disbursements on these approved
loans amounted to R56 million. This is compared to zero being approved as at 15 July 2020 and only 4 as at 30 September 2020 to the
value of R160 million

+ Some of the funds (R1 400 million) have been repurposed from the Covid-19 fund for a tailored recovery package of R1 500 million to
provide funding support to businesses and communities affected by the July unrest in GP and KZN.

*  Approved loans until year-end constitutes 38% of revised budget of R1 100 million and actual disbursements only 5% thereof.

Implemented In progress Behind schedule/ not implemented Not applicable
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Loans through the Industrial Development Corporation (continued)

Impact achieved

IDC subsequently updated the criteria for the
fund to make it more accessible to clientsin
response to our recommendations, however
this did not have the desired impact of
making the funding more accessible with
applications being approved.

Remaining risks and consequence processes

There remains a risk that the initiative will not
have the desired impact due to low number of
loans approved. No matters were identified
which indicated a need for further
investigation.

No indications of financial loss were identified.

Key message

The IDC Covid-19 distressed funding has had limited impact, evidenced by only 5% of the revised
budget of RT 100 million having been disbursed by 31 March 2021. The IDC has now shifted focus
away from Covid-19 relief to other initiatives and — whilst the Covid-19 initiative is ongoing - it is
unlikely that the initial objective for the fund having been created will be achieved.
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AUDITING TO
BUILD PUBLIC CONFIDENCE
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