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FOREWORD

| am delighted to present the 2021-22 audit
outcomes of the national and provincial
departments including their public entities.
This is our first report after the covid-19
pandemic and | am pleased fo report that
we are now back to our normalised timelines.
This has taken a lot of hard work and
commitment from our auditors, for which

| am truly grateful.

As the supreme audit institution of the country, we have a constitutional
mandate to audit and report on the activities of government across all levels. As
a chapter 9 institution, we have a role to play in strengthening our constitutional
democracy, which aims to improve the qudlity of life of all South Africans. In
undertaking this critical work in line with the Public Audit Act, we audit financial
statements, compliance with relevant legislation, and performance information
against strategic and performance plans of auditees.

As an institution, we are implementing a new culture shift strategy which aspires to
influence all auditees towards improving audit outcomes, governance and financial
management. Through this strategy, we have committed to provide strategic and
informative insights that will enable government to take the right decisions and make
a meaningful impact in the lives of citizens.

In this report, while sfill reflecting on similar matters as in past reports, we also fake an
in-depth look at performance information and its impact on service delivery. The
insights in this report seek to demonstrate the impact that the government can make
on service delivery by focusing on certain critical areas.

National and provincial government are instrumental in delivering the basic services,
such as healthcare, education, housing, safety and security, water and sanitation,

@ AUDITOR-GENERAL OF SOUTH AFRICA



social security, and an environment that is not harmful
to the health and wellbeing of South Africans. The
country depends on departments and public entities
to provide essential infrastructure and deliver on
programmes that enable economic opportunities
and growth.

We have witnessed a slow upward trend in the ability
of these spheres of government to fransparently
report on their finances over the term of the
administration. While we are cautiously optimistic
about this, we have found that service delivery, good
performance and financial discipline are not yet
evident at those auditees with the greatest impact
on the lives of South Africans and on government
finances.

Through our culture shift strategy, we hope fo ignite
commitment and action from all roleplayers in the
accountability ecosystem. Action that will ensure

that everyone contributes fo resolving weaknesses

in our institutions and improving governance and
accountability, which will enable good financial

and performance management, compliance with
legislation, and service delivery. We confribute to
improvements in accountability and service delivery by
sharing our insights widely, making recommmendations,
and advocating for commitments by leadership at all
levels of government to play their part.

This report also highlights the progress we have

made in implementing our enhanced mandate,

by reporting on the material iregularities identified,
the progress made by leadership towards resolving
them, and the instances where we had to apply our
enforcement powers where there was inaction. At
this early stage, | am pleased with the impact we are
making through the implementation of this expanded

mandate — as demonstrated through the increased
attention given to our audit process and outcomes,
action being taken to address our findings, and the
prevention or recovery of financial losses in some
cases.

As an office, we are committed to playing our part
fo instil a culture of performance, accountability,
fransparency and integrity in national and provincial
government, which will result in a better life for

the people of South Africa. | firmly believe that
service delivery improvements will be enabled by
capable, cooperative, accountable and responsive
government institutions delivering on their mandates.
That is why the theme of this general report is A
culture of accountability willimprove service delivery.

| wish to thank the audit teams from my office and the
audit firms that performed the audits, on which the
insights of this report are based, for their diligent efforts
in helping us fulfil our constitutional mandate and

for the manner in which they continue to strengthen
cooperation with government leadership. | also wish
to thank the leadership of all deparfments and public
entities for working with us during the audit process.

I invite you to read the insights in this report and hope
that they will motivate you to be an active participant
in the accountability ecosystem.

= ludete az)nl2o=2=2

Tsakani Maluleke
Auditor-General
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In our previous general
report, we acknowledged
and celebrated the
improvement in audit
outcomes, but cautioned

that progress was slow at
those auditees that have the
greatest impact on the lives of
the people of South Africa.
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Widespread community protests and outlreaks of
violence show just how frustrated the public is with
the slow pace of service delivery in the country.
These circumstances highlight the need for a shift in
the culture of auditees to accelerate government’s
response to the needs of the public.

We encouraged leadership to pay careful attention
to the financial health of departments, especially the
key service delivery departments, as well as state-
owned enterprises. We shared our concerns about
the state of infrastructure and information technology
systems, and once again raised concerns about
performance management and reporting at key
service delivery departments, encouraging leadership
to apply the lessons learnt from our real-time audits

of government’s covid-19? initiatives. We called on

all roleplayers to play their part in the accountability
ecosystem — specifically in terms of support,
monitoring and oversight of the material iregularities
identified — and to accelerate improvements in
accountability.

This report includes information, stafistics, insights
and stories on the audit outcomes and state of
departments and public entities, with a particular
focus on key service delivery portfolios and state-
owned enterprises.



KEY MESSAGES

In the third year of the current administration, we continue to see a gradual upward frend in the audit
outcomes of national and provincial government. However, key service delivery portfolios and state-
owned enterprises continue to receive poor audit outcomes.

Through our expanded mandate, we have enriched our insights and strengthened our ability to
influence and enforce accountability and consequence management. There has been a shift af
deparfments and public entities from a slow response to our findings and recommendations over the
years to aftention now being paid to material iregularities. Auditees are taking action to resolve these
by recovering losses, preventing further losses and harm through strengthening internal controls, and
effecting consequences for fransgressions. However, greater impact will be achieved if accounting
officers and authorities resolve the material iregularities quicker. We continue to advocate for
investment in good preventative controls, as preventing material imregularities is more effective than
having to deal with the consequences thereof.

Poor overall performance leads to poor service delivery — to the detriment of the people of South
Africa. Much of this can be atftributed fo poor planning, insufficient infergovernmental coordination,
execution without oversight, and lack of accountability for effective reporting and the achievement
of planned service delivery.

Over the past few years, we have highlighted the internal control deficiencies that led to government
not deriving value from its spending because of inefficient and ineffective infrastructure delivery.
Infrastructure continues to deteriorate because it is not properly maintained and protected against
vandalism. This slows down service delivery and results in funds being wasted, which places further
pressure on the fiscus. Auditees have not heeded our call to address these deficiencies, and
infrastructure projects continue to face the same delivery challenges.

We have also seen littfle improvement in the area of financial management, despite consistently
reporting the same deficiencies. Non-compliance with legislation remains high, resulting in unfair and
uncompetitive procurement processes and payments for goods and services not received. These are
also the areas where the risk of fraud is highest, hence it is necessary for a culture of compliance and
respect for the law to be re-enforced.
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KEY MESSAGES (CONTINUED)

When government is not careful in its spending practices, it reduces the already limited funds available.
Claims against departments, overspending of budgets and poor financial health further deplete the
already stretched funds, while bailing out and signing guarantees to cover future obligations of ailing
institutions such as state-owned enterprises places additional pressure on the fiscus.

This situation is made worse by the prevailing weaknesses in governance and accountability atf
national and provincial auditees, coupled with the slow implementation of key reforms that aim to
strengthen the governance of state-owned enterprises. Coordinating institutions are key roleplayers in
the accountability ecosystem, yet their actions and initiatives have had a limited impact on improving
the state of government.

IMPACT

e Deficiencies in financial and performance management may prevent government from achieving
the ideals set out in the National Development Plan, such as alleviating poverty, providing access
fo clean water and sanitatfion, improving the life expectancy of the people of South Africa,
enhancing the quality of feaching and learning through providing education infrastructure,
enabling decent employment, and encouraging economic growth.

e  Government provided financial guarantees of over R420 billion, with several state-owned
enterprises at risk of defaulting on their debts, which would put additional strain on the fiscus.
Financial difficulties at these entities also disrupted the delivery of essential services to citizens, such
as the payment of social relief grants, rail infrastructure and water supplies.

* Infrastructure projects that are not effectively implemented lead to delays in project completion,
increases in project costs and financial losses, defects in building quality, and completed
infrastructure not being commissioned or being underused. This may lead fo the expected return
on investment not being realised, placing further pressure on the fiscus.

e Government launched multiple programmes and initiatives to improve the lived reality of
South Africans and address their concerns. These include the Economic Reconstruction and
Recovery Plan, the professionalisation of the public service, and commitments to implement the
recommendations to combat corruption and unethical behaviour included in the reports issued
by the Judicial Commission of Inquiry intfo Allegations of State Capture, Corruption and Fraud in the
Public Sector including Organs of State (Zondo Commission). However, plans only have an impact
if successfully implemented. If the current weaknesses in financial, performance and infrastructure
management are not addressed, it will also hamper the implementation of these programmes and
initiatives.
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WHAT SHOULD BE DONE?

Service delivery improvements and the responsible use of the limited funds available will only be
enabled by capable, cooperative, accountable and responsive institutions delivering on their
mandates.

A culture of accountability willimprove service delivery

We recommend the following fo leadership and oversight:

e Ensure that vacancies are filled by appointing capable officials and ensure stability in key positions
that will enable accountability.

¢ Refocus and energise performance planning processes to be comprehensive and aligned to
auditees’ mandates and the Medium-Term Strategic Framework to ensure that service delivery is
planned for and reported on.

e Enable and insist on in-year monitoring controls and project management disciplines fo achieve
planned service delivery on time, within budget and at the required quality.

* Maintain arobust financial management culture, which includes ensuring effective revenue
collection, prudent spending, and the prevention and swift recovery of financial loss and wastage.

¢ Lead by example and ensure that consequences for non-compliance with legislation and
accountability failures are implemented to enable improved performance and service delivery.

A culture of performance, accountability, fransparency and integrity should be a shared vision.
We urge all roleplayers in the accountability ecosystem to fulfil their designated roles and play their
part effectively and without fear or favour to ensure accountability for government spending and
improvement in the lives of all South Africans.

We remain committed to partnering with and supporting the public sector through our audits, the
Public Audit Act amendments, and the many initiatives we have implemented to assist and guide all
roleplayers. We trust that the insights and recommendations in this report will be of value in this pursuit.
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SECTION

INTRODUCTION

This report reflects on the
audit outcomes of national
and provincial government
and presents our observations
and insights from the audits
of the financial year ended

31 March 2022.

Auditees in the national and provincial spheres

of government play a key role in delivering
services, driving overall government programmes
(including those affecting local government),

and overseeing a significant portion of the public
purse. National and provincial departments are
also closely interconnected and play an important
role in achieving the vision outlined in the National
Development Plan of eliminating poverty and
reducing inequality by 2030 through, among others,
raising employment through faster economic growth;
improving the quality of education; and building
state capability in areas such as infrastructure,
environmental sustainability, health and
community safety.

In this report, we again reference the accountability
ecosystem that we infroduced in the previous general
report. The accountability ecosystem is made up of
all roleplayers in national and provincial government
that have a part to play in enabling a culture of
performance, accountability, transparency and
integrity. This includes the Auditor-General of South
Africa as the country’s supreme audit institution as
well as the people of South Africa.
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INTRODUCTION

Our role is to audit and report on what we have
found, and to share our insights to empower the
collective accountability ecosystem to address
weaknesses, strengthen transparency, and enable
accountability — ultimately improving governance
and service delivery. This is especially significant if we
consider that national and provincial auditees were
responsible for an estimated expenditure budget

of R2,58 trillion in 2021-22. It is not merely a matter of
compliance for us, but a genuine effort fo ensure
improvement and enforce accountability where it is
lacking.

As part of our reporting, we inform executive
authorities as well as Parliament and the provincial
legislatures of the quality of the financial statements
and annual performance reports, the status of
compliance with key legislation, and any material
iregularities we identified during our audits. We do
this as they are key roleplayers in providing oversight
and in-year monitoring. They also use the financial
statements and annual performance reports fo
determine whether auditees have used their budgets
as infended to achieve service delivery objectives
and to assess the impact on the lived experiences of
South Africans.

Ultimately, the accounting officers and authorities
are responsible and answerable for the finances

and performance of auditees for the benefit of

all South Africans. Audit committees and internall
audit units play an important role in providing an
independent view of the effectiveness of auditee
confrols and processes, while legislation requires
coordinating institutions to support auditees by
enforcing good financial management and
overseeing performance budgeting, planning and
monitoring. Active citizenry is also crucial for holding
national and provincial leadership accountable to
the people of South Africa.

The success of national and provincial government
rests on the ability of this whole accountability
ecosystem to work together: for all roleplayers to
not simply operate within their silos, but function
collaboratively with an awareness of how their
respective roles influence and affect each other.

This report is therefore directed at all of these
roleplayers, further summarising the insights and

recommendations we have already shared with them

for further action.

We remain encouraged by the commitments
roleplayers have made to improve the state

of national and provincial government, and

we will continue to monitor and report on the
implementation, effectiveness and impact of these
commitments over the term of the administration.

In this report, we reintroduce the plan-do-check-act process used in previous general reports.

Achieving the goals and objectives included in
government’s long-tferm National Development
Plan and medium-term strategic plans to
improve the lives of the people of South

Africa (IMPACT) requires a systematic and
well-coordinated process of planning (PLAN),
disciplined implementation (DO), effective
progress moniftoring and evaluation (CHECK), and
corrective action where delivery does not take
place as planned (ACT).

AUDITOR-GENERAL OF SOUTH AFRICA

IMPACT
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INTRODUCTION

This report summarises our key messages covering the following areas:

1. Statfe of national and provincial government over the first three years of the sixth administration’s
term, dealing with:

audit outcomes

material iregularities

service delivery — planning, reporting and oversight
infrastructure for service delivery

pressure on the fiscus

governance and accountability

2. A call to action for all roleplayers to activate the accountability ecosystem by reporting on our
recommendations and the commitments made in response

3. State of provincial government in each of the nine provinces

4. Information on the audits we performed and an explanation of the numbers used in this report

Detailed annexures that provide the key results per department and public entity are available on our
website (www.agsa.co.za).
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SECTION

STATE OF
NATIONAL AND
PROVINCIAL
GOVERNMENT

AUDIT OUTCOMES

Audit outcomes are based on our audits of the quality departments and public entities as obtained through
of financial statements and annual performance the audit process.

reports, as well as compliance with key legislation.
The audit outcomes have shown a gradual upward

In 2021-22, accounting officers and authorities frend since the previous administration’s term
managed an estimated expenditure budget ended. Overall, 114 auditees now have a better

of R2,58 trillion — the budget amount includes all audit outcome than in 2018-19, with 46 having a
operating and capital expenditure budgets of worse outcome — an overall net improvement in the

outcomes of 68 auditees (17%).

Audit outcomes

Qualified Adverse Disclaimed
with with with
jilglellaleN findings jilglellaleN

Unqualified
with no
jilgleligle
(clean)

zs>018-19
LAST YEAR
OF PREVIOUS 184 4 412
ADMINISTRATION
@ 172 . @ . "0 422
= () (o) () (D (D (@) (e
2021-22 .
EXPENDITURE BUDGET @
R2,58 TRILLION
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Overall, the audit outcomes of both departments
and public entities have improved from 2018-19.
Based on the completed audits of 160 departments,
47 departments had improved and 12 had
regressed — a net improvement of 35 (22%). Similarly,
of the 238 public enfities with completed audits,

67 had improved and 34 had regressed — a net
improvement of 33 (14%).

By 15 September 2022 (the cut-off date for audit
outcomes to be included in this report), we had not
yet completed the audits of 26 auditees. Fifteen of
these auditees (58%) — most of them state-owned
enterprises — had not yet submitted their financial
statements af this date. We elaborate on the worrying
frend of late submissions by state-owned enterprises
later in this report. Six of the auditees (23%) submitted
their financial statements late, which delayed

the completion of their audits. The remaining five
outstanding audits (19%) were also delayed by the
auditees for different reasons.

When an auditee receives a clean audit opinion,

it means that its financial statements and annual
performance report give a fransparent, honest

and credible account of its finances and itfs
performance against set targets. In other words, these
accountability reports present a reliable picture of
that auditee’s performance — whether good or bad.
This enables everyone with an interest in the auditee —
particularly those who need to oversee the auditee’s
performance and provide support for it o succeed —
to judge how the auditee is doing and to take

action where necessary. A clean audit opinion also
means that the auditee complied with the important
legislation that applies to it and, where fransgressions
did occur, they were rare or not material.

A clean audit is not always an indicator of good
service delivery. However, we have seen that auditees
that have the controls and systems in place to plan,
measure, monitor and account for their finances and
performance, and to stay within the rules, often also
have a solid foundation for service delivery that will
benefit the people of South Africa.

Movement in number of clean audits from previous administration

Improved to clean
audit status

55

Lost clean
audit status

25

Close to clean
audit status

30

The number of clean audits increases every year due to significant effort and commitment by the leadership,
officials and governance structures of these auditees. However, the 128 auditees (56 departments and 72 public
entities) with a clean audit status represent only 6% of the R2,58 frillion expenditure budget managed by national

and provincial government.
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STATE OF NATIONAL AND
PROVINCIAL GOVERNMENT

Itis often difficult for an auditee to sustain a clean
audit if it does not have financial and performance
management systems that operate consistently

and effectively and controls that are embedded
properly. We commend the 69 auditees (54%) that
have managed fo retain their clean audit status since
the last year of the previous administration. Some of
the common practices enabling them fo do so are
institutionalising and monitoring key confrols (including
preventative controls), as well as having all assurance
providers (including management and leadership)
committed to fulfilling their monitoring, governance
and oversight roles. To avoid regressions, these
auditees must continue to apply these best practices.

There are another 30 auditees that are very close to
obtaining a clean audit, and only need to address
one finding on the quality of their financial statements
(18 auditees) or performance reporting (12 auditees).
For instance, the Mpumalanga Department of
Economic Development and Tourism had only one
finding on material misstatements in the submitted
financial statements.

Some of these auditees have been working towards
this goal for many years and we encourage them
fo persevere in overcoming the last hurdle. If they

Audit outcomes of key service delivery portfolios

Unqualified
with no
jilgleligley
(clean)

Key service
delivery porifolios
(basic education,

health, human
settlements, public
works, fransport,
water and sanitafion)

AUDITOR-GENERAL OF SOUTH AFRICA

Qualified
with
jilgleligley

O @
©

manage to do so, we expect to see an increase in
the number of clean audits for 2022-23.

In our previous general reports, we consistently
highlighted the need to pay specific attention fo the
key service delivery departments and state-owned
enterprises, because they have the greatest impact
on service delivery and government’s financial
health. Their audit outcomes are a good indicator of
their ability to fully discharge their mandates.

This year, our messages also extend to national public
entities included in the key service delivery portfolios,
as well as additional portfolios, including basic
education, health, human setftlements, public works,
fransport, and water and sanitation.

Our reflections on the outcomes of state-owned
enterprises include the five (at group level) audited
by private sector auditors in accordance with
section 4(3) of the Public Audit Act, namely Air Traffic
and Navigation Services, Alexkor, Broadband Infraco,
Eskom, and the Industrial Development Corporation.

We report on all subsidiaries of the 15 state-owned
enterprises we audit.

Adverse Disclaimed Outstanding
with with audits
findings jilgleligle

()
©

71
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@ Basic education portfolio (10)

National Department of Basic Education
Education - Free State

Education - Gauteng

Education — KwaZulu-Natal

Education - Mpumalanga

Education — Northern Cape

Education - Western Cape

Education - Eastern Cape
Education - Limpopo

Education — North West

@ Health portfolio (12)

Health - Western Cape

Health - Gauteng

Health - Mpumalanga

Health — North West

South African Health Products Regulatory
Authority

National Department of Health
Health - Eastern Cape

Health - Free State

Health - KwaZulu-Natal

Health — Limpopo

Health — Northern Cape

National Health Laboratory Service

@ Human settlements porifolio (16)

Human Settlements — KwaZulu-Natal

National Department of Human Settlements
Human Settlements — Eastern Cape
Cooperative Governance, Human
Settlements and Traditional Affairs — Limpopo
Cooperative Governance, Human
Settlements and Traditional Affairs — Northern
Cape

Human Settlements — Western Cape
National Home Builders Registration Council
National Housing Finance Corporation
Community Schemes Ombud Service
Property Practitioners Fidelity Fund

Human Settlements — Free State

Human Settlements — Gauteng

Human Seftlements - Mpumalanga
Human Settlements — North West

Estate Agency Affairs Board

Property Practitioners Regulatory Authority

% Public works portfolio (12)

* National Department of Public Works and
Infrastructure

e Public Works — Eastern Cape

e Public Works and Infrastructure - Free State

e Infrastructure Development — Gauteng

e Public Works — KwaZulu-Natal

e Public Works, Roads and Infrastructure —
Limpopo

e Public Works, Roads and Transport —
Mpumalanga

e Roads and Public Works — Northern Cape

* Public Works and Roads — North West
e Construction Industry Development Board
¢ Independent Development Trust

. * Property Management Trading Enfity

@ Transport porifolio (18)

e Transport and Public Works — Western Cape
¢ Driving Licence Card Account

e Railway Safety Regulator

e South African Civil Aviation Authority

* National Department of Transport

e Police, Roads and Transport — Free State

e Transport and Community Safety — Limpopo

e Transport, Safety and Licison — Northern Cape
e Airports Company South Africa

e South African Maritime Safety Authority

* South African National Roads Agency

e Transnet

e Transport — Eastern Cape

* Roads and Transport — Gauteng

e Transport — KwaZulu-Natal

e Community Safety and Transport
Management — North West

e Passenger Rail Agency of South Africa
e Road Accident Fund

@ Water and sanitation portfolio (3)

¢ Department of Water and Sanitation
¢ Trans-Caledon Tunnel Authority
e Water Trading Entity

. Unqualified with no findings (clean)
Unqualified with findings

@ Quaiified with findings

@ Disclaimed with findings

. Outstanding audits

CONSOLIDATED GENERAL REPORT ON NATIONAL AND PROVINCIAL GOVERNMENT AUDIT OUTCOMES
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Audit outcomes of state-owned enterprises (excluding subsidiaries)

Unqualified Qualified
with no with
jilgleligtey ilglefigtely
(clean)

State-owned
enterprises
(we audit)

State-owned
enterprises
(audited by
private sector
auditors)

Adverse
with
jilgleligley

Disclaimed
\Wiial
jilglefigtey

Outstanding
audits

15

40%

O < 1O

We show the audit outcomes of state-owned enterprises and the subsidiaries we audit below:

State-owned enterprises we audit (15)

¢ Development Bank of Southern Africa
* Land and Agricultural Development Bank of
South Africa

e Airports Company South Africa

*  Armaments Corporation of South Africa
* Cenfral Energy Fund

e South African Forestry Company

e Trans-Caledon Tunnel Authority

e Transnet

¢ Independent Development Trust
e South African Broadcasting Corporation

e South African Post Office
e South African Nuclear Energy Corporation

* Denel
e South African Airways
e South African Express Airways

@ State-owned enterprises audited by private
sector auditors (5)

e AirTraffic and Navigation Services Company

*  Broadband Infraco

e Industrial Development Corporation of South
Africa

e Alexkor
e Eskom

AUDITOR-GENERAL OF SOUTH AFRICA

Subsidiaries to state-owned enterprises we
audit (17)

Land Bank Insurance
Land Bank Life Insurance

SA Agency for Promotion of Petroleum
Exploration and Exploitation

SFF Association

Petroleum Oil and Gas Corporation
Komatiland Forests

Gammatec NDT Supplies

NTP Radioisotopes

Pelchem

Denel Aerostructures
Denel Vehicles Systems
Densecure

LMT Holdings

LMT Products

Air Chefs

Mango Airlines

SAA Technical

. Unqualified with no findings (clean)

Unqualified with findings

@ <uaiified with findings

. Disclaimed with findings

. Outstanding audits
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The key service delivery portfolios and state-owned
enterprises are responsible for more than 30% of
the expenditure budget, but consistently have

the worst outcomes. Auditees from these groups
account for 58% of the outstanding audits and 31%
of the modified audit opinions (qualified, adverse

MATERIAL IRREGULARITIES

The audit outcomes and the insights from our audits
as detailed in this report reflect the concerning
state of financial and performance management
in national and provincial government. Our audits
have for many years highlighted that not only are

iregularities and their resulfant impact not prevented

from happening, such instances are also not
appropriately dealt with when they are identified.

Definition of material irregularity and expanded powers

Any non-compliance
with, or contravention
of, legislation, fraud,
theft or a breach

of a fiduciary duty
identified during an
audit performed
under the Public Audit
Act that resulted in
oris likely fo 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

Material
irregularity

and disclaimed). We unpack the results from our
audits of these important auditees later on in this
report, and also look at their planning, reporting, and
infrastructure and service delivery, as well as their
impact on government finances and the lives of the
people of South Africa.

This led fo amendments fo the Public Audit Act, which
came info effect on 1 April 2019 and gave us the
mandate to report material iregularities (MlIs) and to
take action if accounting officers and authorities do
not deal with them appropriately.

If the accounting officer/authority does not appropriately deal with

material iregularities, our expanded mandate allows us to:

Refer material irregularities to relevant
( public bodies for further investigations

Recommend actions in the audit report

to resolve the material irregularity
——1—o

Take binding remedial action for failure

fo implement recommendations

Issue certificate of debt for failure to
L implement remedial action if financial
loss was involved

CONSOLIDATED GENERAL REPORT ON NATIONAL AND PROVINCIAL GOVERNMENT AUDIT OUTCOMES

17



02

STATE OF NATIONAL AND
PROVINCIAL GOVERNMENT

The amendments established a complementary
enforcement mechanism to strengthen public sector
financial and performance management so that
iregularities such as non-compliance, fraud, theft
and breaches of fiduciary duties and its resultant
impact can be prevented, or can be dealf with
appropriately.

The overall aim of our expanded mandate is to:

e promote better accountability

* improve the protection of resources

e enhance public sector performance and
encourage an ethical culture

e ultimately, strengthen public sector institutions to
better serve the people of South Africa.

Roles and responsibilities in material irregularity process

We issue nofifications of Mls fo accounting

officers and authorities to allow them to correct
deficiencies, protect public finances and enhance
the performance of auditees. By safeguarding and
recovering resources, money saved or recovered
can be redirected towards delivering much-needed
services to South Africans.

Our expanded mandate did not change the role and
responsibilities of accounting officers and authorities
or the oversight and monitoring roles of executive
authorities and oversight structures fo prevent and
deal with irregularities. Through the Ml process, we
complement the role and efforts of other roleplayers
in the accountability ecosystem.

4 )

Accounting officers
and authorities

when they occur

AGSA

@ .

To strengthen

accountability .

mechanisms in the
public sector

delivery

legislation timeously

powers

Have legal obligation to prevent
all iregularities and take action

Identify irregularities that could
have significant impact on
auditee’s finances, resources and

Oversight and

executive authorities
Oversight and monitoring roles
remain unchanged

AGSA

By reporting material iregularities,
we highlight most material matters
and provide information to assist
oversight and monitoring roles

Notify accounting officer/
authority so they can take
appropriate steps in terms of

* Give space to accounting officer/
authority to take required actions
to deal with material iregularities
before using our additional

Success is: swift action by accounting officer/authority to

resolve material iregularities and prevent recurrence

In this fourth year of carrying out our enforcement mandate in national and provincial government, we
expanded our work significantly by implementing the process at 202 auditees — from 95 in 2020-21. We plan to

further increase this number to 430 in 2022-23.
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Impact of material
irregularity process

There has been a shift at departments and public
entities: from a slow response fo our findings and
recommendations over the years to attention now
being paid to what we report as Mls and actions
being taken to resolve these.

We found that until we issued notifications, no actions
were being faken fo address 82% of these matters.

An Ml is resolved if all steps have been taken to
recover financial losses or fo recover from substantial
harm, when further losses and harm are prevented
through strengthening internal controls, when there
are consequences for the fransgressions (which
include disciplinary processes) and, if applicable,

Actions taken to address financial loss

Prevented financial loss from taking place

Financial loss in process of recovery

Financial loss recovered

CONSOLIDATED GENERAL REPORT ON NATIONAL AND PROVINCIAL GOVERNMENT AUDIT OUTCOMES

the matter has been handed over to a law-
enforcement agency.

Where accounting officers and authorities respond
to our notifications with commitment and workable
plans to implement appropriate action fo resolve
the MI, the infended impact of the Public Audit Act
amendments is achieved - the objective was to
enable corrective action fo resolve MIs and prevent
similar ones in future.

Such impact is evident from the actions taken by the
accounting officers and authorities to resolve the Mls
that resulted in (or are likely to result in) financial loss.

Internal controls improved to prevent
recurrence

Responsible officials identified and disciplinary
process completed or in process

Fraud/criminal investigations insfituted

Stopped supplier contracts where money is
being lost
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What follows are examples of the impact achieved through the Mlis that have been fully resolved and those
that are in the process of being resolved. These actions were taken by the accounting officers and authorities in
response fo the MI notifications.

Examples of impact achieved

¢ Financial loss recovered: The KwaZulu-Natal Department of Health procured sanitiser detergent during
the covid-19 pandemic at prices significantly higher than prescribed by the National Treasury at that
time, resulting in a R1,3 million financial loss. The Special Investigating Unit investigated the matter and
an acknowledgement of debt was signed with the supplier, resulfing in RO,5 million of the loss already
having been recovered.

¢ Financial loss recovered: The Pietersburg Hospital leased radiology equipment which was not used,
resulting in an estimated loss of R3,7 million. The rooms in which the equipment had been installed
were not accessible due to environmental safety concerns. To recover from the financial loss, the
accounting officer of the Limpopo Department of Health renegotiated an extension of the contract,
which allowed the equipment to be used for a further 12 months at no additional cost.

¢ Financial loss recovered: The Property Management Trading Entity made payments to a landlord for
leasing properties in excess of the amount payable per the lease agreement, resulting in an estimated
R11 million in overpayments. By 31 March 2022, R?,7 million had been recovered from the landlord and
the remaining amount was in the process of being recovered.

¢ Financial loss in the process of recovery: The prices paid by the Department of Public Works and
Infrastructure for three state events were higher than what had been approved during the quotation
process. In response to the recommendations we made, the matter was handed over to the State
Attorney for recovery of the R0,83 million overpaid to the supplier.

¢ Prevented financial loss, supplier coniracts cancelled and disciplinary steps taken: The Eastern Cape
Department of Human Settlements awarded three confracts for housing units to bidders that did not
score the highest points in the evaluation process, resulting in higher prices being paid, as the cost of
units from the appointed bidders was higher than that of the bidders scoring the highest points. On an
application by the accounting officer, the High Court set aside two of the contracts, declaring them
to be invalid, which prevented an estimated financial loss of R6,45 million. The accounting officer also
took disciplinary steps against the officials found responsible for the non-compliance - the members
of the bid adjudication committee were given a written warning for their part and the chief financial
officer was dismissed (other charges were also taken into account for the dismissal).

¢ Prevented financial loss: The Gauteng Department of Human Settlements entered into a month-to-
month contract amounting to R1,46 million per month from April 2016 for the leasing of temporary
residential units instead of going with the cheaper option of purchasing them. The accounting officer
cancelled the lease agreement in January 2022 and purchased the temporary residential units in
June 2022.

* Prevented financial loss: The Department of Defence imported an unregistered drug (Heberon) at a
cost of approximately R260 million without approval from the South African Health Products Regulatory
Authority. The unused vials were repatriated to Cuba, preventing an estimated financial loss of
R227 million.
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Examples of impact achieved (continued)

Prevented financial loss: The North West Department of Health wrote off R65,64 million in pafient debt
without taking reasonable steps to recover the debt and first applying the requirements of its revenue
and debt management policy. The accounting officer reversed the write-off, allowing for a proper
process to be followed to collect the debt.

Disciplinary processes underway: Multiple instances of non-compliance in the

procurement process for locomotives in July 2012 by the Passenger Rail Agency of South Africa
resulted in the contract being unfairly awarded. In response to the remedial action we instituted
against the agency to implement consequence management, investigations were completed.
Seven officials were charged with procurement irregularities and they are being subjected to
disciplinary processes; so far, one official has been dismissed and another has resigned.

Fraud/criminal investigations instituted: The Department of Cooperative Governance made
payments to non-qualifying government employees as part of the Community Work Programme
due fo ineffective internal confrols for approving and processing payments. In response to the
recommendations we made and an internal investigation into the matter, the accounting officer
referred the matter to the Directorate for Priority Crime Investigation (the Hawks) for investigation.

Internal controls improved: The KwaZulu-Natal Department of Health awarded confracts for
radiology equipment fo suppliers that did not score the highest points in the evaluation process
without predefined, objective criteria for such deviation. To prevent a recurrence, the department
updated its standard operating procedures and bid documents for supply chain management to
address the application of objective criteria; and officials attended refresher training on supply chain
management prescripfs.

Internal controls improved: The Mpumalanga Economic Growth Agency impaired debts by

R292,21 million without following all the required actions provided for in its debt management policy.
The accounting authority capacitated the credit control unit to enable improved debt collection by
appointfing legal interns, a panel of legal practitioners and an external debft collector.

Internal controls improved: The Western Cape Department of Human Settlements did not correctly

apply the evaluation criteria in the National Housing Code, resulting in beneficiaries receiving subsidies
they were not entitled to and valid beneficiaries being overpaid. The accounting officer implemented
an additional review by the department’s internal control function before any subsidies are approved.

CONSOLIDATED GENERAL REPORT ON NATIONAL AND PROVINCIAL GOVERNMENT AUDIT OUTCOMES
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Nature and status of material irregularities

By 31 August 2022 (which was the cut-off date for Mls to be included in this report), we had identified 179 Mils.
We estimate the total financial loss of these MIs to be R12 billion.

Nature of material irregularities

Procurement /\
and payment 33 \U 66

Non-compliance in procurement Uneconomical procurement Payment for goods or services

processes resulting in overpricing resulting in overpricing of not received/of poor quality/

of goods and services procured or goods and services procured not in line with contract or to

appointed supplier not delivering ineligible beneficiaries
Resource
management 2 ‘| 8

Assets not safeguarded, Inefficient use of resources -
resulting in loss no/limited benefit derived
for money spent

Revenue
management

;
®

Revenue not billed Debt not recovered Receipts not recorded/
deposited

Interest and
penalties 22

;

Payment not paid in time Payroll and value-added tax returns not
resulting in interest, standing paid on time or incorrectly calculated
fime and penalties resulting in South African Revenue

Service interest and penalties

Fraud and
compliance

;
O

Suspected fraud, resulting in loss Non-compliance, resulting in penalties

Misuse of
a material
public
resource
Under-utilisation of a material
public resource
Harm to
public
institution

Non-submission of financial
statements
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We have highlighted all of these areas of vulnerability
for a number of years, including in previous general
reports and the special reports we tabled on the
management of government’s covid-19 and flood-
relief initiatives.

These are not complex matters, but the basic
disciplines and processes that should be in place
at auditees to:

e procure at the best price

e pay only for what was received

* make payments on fime to avoid unnecessary
interest or penalties

* recoverrevenue owed to the state

e safeguard assets

o effectively and efficiently use the resources
of the state to derive value from the money spent

e prevent fraud

e comply with legislation.

Financial losses mean that there is less money
available to deliver much-needed services to South
Africans and for government to achieve its strategic
priorities. In addition, some of the MIs had a direct
impact on the ability of auditees to deliver on
projects and services.

Throughout this report, we include
examples of the Mls identified to show
just how defrimental theirimpact can
be.

Thirteen of the identified 179 MIs were resolved in
prior years, bringing us to 166 active Mls. We only
recently notified accounting officers and authorities
of eight of these; and by 30 September 2022, their
responses were not yet due. At that date, we were
also still evaluating the responses to 34 of the newly
identified Mls. This means we have evaluated and
can report on the status of 124 Mls.

CONSOLIDATED GENERAL REPORT ON NATIONAL AND PROVINCIAL GOVERNMENT AUDIT OUTCOMES

Status of remaining 124 material irregularities

Resolved MI

Appropriate action being taken
to resolve MI

No appropriate action taken -
invoked our powers

We provided examples of the resolved MlIs earlier in
the section.

Appropriate action means that we have assessed
the steps being taken to resolve the Ml and are
comfortable that these, when fully implemented,
will result in the MI having been resolved.

Different MIs need different actions (and sometimes

a combination of actions) for them to be resolved.
Some require financial losses to be recovered while
others also require further financial losses to be
prevented. Some require consequences against
responsible officials and others also require fraud or
criminal investigations and reporting the outcome of
such investigations to the South African Police Service.

-
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Material irregularities requiring specific actions to resolve — status

Recovery of financial loss

Mostly

dependent on 1
court cases and (1%)
investigations

Disciplinary process against
responsible officials

Officials
resigned

. Completed . Partly completed

Some MlIs can be resolved within a short period, while
others require auditees to correct deep-rooted issues
or to quantify multiple years of financial loss — which
will necessarily take longer to address. For example,
we issued Mls on overpayments by the National
Student Financial Aid Scheme to students and tertiary
institutions. To identify and quantify the full extent of
the financial loss, requires the scheme to interrogate
hundreds of thousands of student records and o
reconcile data from 76 institutions for four academic
cycles.

AUDITOR-GENERAL OF SOUTH AFRICA

Prevention of further losses

Fraud/criminal investigation

Responsible officials identified
through investigation

2 Investigations
( 3%) not started

Reporting officials or other
parties to South African Police
Service in the case of fraud/
criminal activities

. In process

‘ Not done/started

The average ‘age’ of the 91 MIs where appropriate
action is being taken fo resolve the M, is 19 months
from date of notification. The ageing of Mls is
influenced by delays in implementing the necessary
action. Where we assessed such delays to be
reasonable, we did not invoke our powers. However,
the delayed resolution of Mls highlights challenges in
national and provincial government, some of which
we describe below.
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A common reason for delayed resolution is prolonged investigations or delays by public bodies, which hamper
fimeous financial loss recoveries, consequence management processes and criminal proceedings.

Examples of prolonged investigations and delays

The North West Department of Community Safety and Transport Management spent R203 million on a
confract fo infroduce scheduled flights to the Mahikeng and Pilansberg airports, without any services
being delivered by the suppliers. Two criminal cases were opened, one with the South African Police
Service in 2017 and one with the Hawks in May 2020. The Judicial Commission of Inquiry info Allegations
of State Capture, Corruption and Fraud in the Public Sector including Organs of State (Zondo
Commission) raised a concern during its hearings in 2019 about the lack of progress on these matters.
The MI was issued in February 2020. Four suspects have since been charged. The department also
approached the National Treasury in September 2019 to investigate the matter. The external forensic
investigation commissioned by the National Treasury in October 2019 is still ongoing.

The Gauteng Department of Health awarded a confract for information technology infrastructure in
March 2015 without inviting competitive bids, resulting in a financial loss of R148,9 million, as cheaper
alternatives were available. Based on the outcome of a departmental investigation, the accounting
officer referred the matterin July 2019 to the National Prosecuting Authority for possible criminal
charges and the State Attorney for civil claims against the implicated officials. Limited progress has
been made since then.

The Department of Basic Education distributed learner materials to volunteer educators for learners
who did not qualify for the Kha Ri Gude literacy programme. After a departmental investigation, the
matter was referred to the Hawks in May 2017 — the investigation is still ongoing.

The speedy recovery of lost funds is often hampered by suppliers being liquidated or the loss-recovery processes
of the State Attorney taking a long time to complete.

Examples of liquidation and loss-recovery delays

In 2014 and 2018, the South African Social Security Agency made payments to a service provider for
services not delivered. The service provider is currently under liquidation, making it unlikely that the
total financial loss of R321,2 million will be recovered. The slow finalisation of the liquidation process also
delays any processes of recovering the remaining losses from liable officials.

During the evaluation process for a confract to service, repair and maintain equipment at health
facilities, the North West Department of Health incorrectly disqualified a supplier, which resulted

in higher prices being paid for the services. The official identified through an investigation to be
responsible for the financial loss resigned. The accounting officer handed the matter over to the
State Attorney in August 2021 for civil recovery from the official. By July 2022, no progress had been
made and the accounting officer consequently withdrew the mandate from the State Attorney and
appoinfed a legal firm to commence with recovery on behalf of the deparfment.

CONSOLIDATED GENERAL REPORT ON NATIONAL AND PROVINCIAL GOVERNMENT AUDIT OUTCOMES
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Instability continues to have an impact on resolving Mls. After we have issued an Ml nofification, we often
have to re-issue the notification, or the progress of resolving the Ml comes to a hali, if the original accounting

officer or authority changes.

Example of instability

We notified the board of the Passenger Rail Agency of South Africa of nine Mls in 2019. The resolution of
these Mis has shown little progress over the past three years as the entity has been plagued with instability
at both board and key management level. After the board was disbanded, the High Court set aside the
appointment of an administrator. An accounting authority functionary was then appointed as well as a
new board in October 2020 to return some level of stability to the entity. The instability at chief executive
level contfinued throughout this period though, with the last appointee being removed from office and

the position currently being filled in an acting capacity.

The area in which we often see delays is in disciplining officials responsible for Mls. Either the investigation
to identify the responsible officials takes too long or the disciplinary processes against implicated officials are
delayed. We have also identified stumbling blocks in the disciplinary processes caused by complexities in

accountability arrangements as defined in legislation.

Examples of delays in disciplinary processes

* Four of the MIs at the Department of Defence are not being resolved as the Defence Act
does not provide for the defence secretary (who is the accounting officer of the department)
to take disciplinary steps against military officials, as they fall under the command of the chief of the
defence force. Based on the defence secretary’s investigations, she referred the matters to the chief
of the defence force to deal with, but the chief did not take any action or the military board of inquiry
found that the military officials should not be held accountable. For some of the Mls, the defence
secretary also did not take action against the civilian officials.

* After we issued two MiIs to the Property Management Trading Entity relating to the Beitbridge border
post infrastructure project, the accounting officer initiated disciplinary action against the implicated
officials. The Stafte Aftorney handled the case. The first hearing scheduled for April 2021 was postponed
due to the legal representative of one of the officials not attending, pending a court application for
reviewing the investigations report, the directive issued by the minister, and the disciplinary enquiry.

A second hearing for the senior official implicated was subsequently scheduled for May 2021, during
which the chairperson ruled that the court application had a bearing on the disciplinary action. The
disciplinary proceedings against the three senior managers were postponed indefinitely, pending the

outcome of the judicial review.

Using our expanded mandate

We are fully committed fo implementing the
enhanced powers given to our office — without

fear, favour or prejudice. If accounting officers and
authorities, supported by their political leadership, fulfil
their legislated responsibilities and commit to taking
swift action when we nofify them of an Ml, there is no
need for us to use our remedial and referral powers.
Yet, we do not hesitate to use these powers when
accounting officers or authorities do not deal with

Mils with the required seriousness.

AUDITOR-GENERAL OF SOUTH AFRICA

In 19 cases where accounting officers and authorities
did not appropriately address the Mls we reported to
them, we used our expanded mandate by including
recommendations in the audit reports or the auditor-
general invoked her additional powers of referral and
remedial action. The departments and public enfities
where we took further action (as depicted below),
are also where we typically experience a slow
response fo our findings and fo improving the control
environment.
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Further action taken

Recommendations in audit
report as accounting officer or

Remedial action issued as
our recommendations were not

Referred matter to
public bodies for further

authority took little or no action to implemented investigation
address Ml

* Human Settlements (FS) - 2 * Human Setftlements (FS)
* Health (EC) » Department of Defence * Health (NC)

¢ National Student Financial
Aid Scheme -3

¢ National Treasury

* Department of Defence

Remedial action issued and « South African Post Office
referred to public bodies

* Property Management

Trading Entity

e Umgeni Water Board - 2
* Department of Defence oen

e South African Social
Security Agency * Free State Development

» National Skills Fund Corporation

The circumstances of a referral we made in the past year are included as an example below.

Example of referral made

The National Treasury paid for software licences and annual technical support and maintenance for the
Integrated Financial Management System, which was not operational. Care was not taken to ensure that
the expenditure incurred was aligned to the implementation of the project.

The auditor-general approved the referral of the Ml to the Special Investigating Unit in January 2022 for
further investigation. The matter forms part of an investigation currently underway, in terms of
a proclamation issued by the President.

The recommendations we include in the audit reports ¢ Consequences: Steps to be taken to effect

are not the normal recommendations we provide as consequences for the fransgressions, including
part of our audits but instead deal with the actions disciplinary processes and, if applicable, handing
accounting officers and authorities should take over the matter to a law-enforcement agency.
to resolve a specific ML. If typically deals with the
following: We included recommendations on eight Mls

in the audit reports of six auditees. Examples of
recommendations included in the 2021-22 audit

reports, summarised for this report, follow.

e Recovery: Steps to be taken to recover financial
and public resource losses or to recover from
harm.

* Prevention: Steps to be taken to strengthen
internal controls to prevent further losses and
harm.

CONSOLIDATED GENERAL REPORT ON NATIONAL AND PROVINCIAL GOVERNMENT AUDIT OUTCOMES
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Examples of recommendations included in audit reports

The South African Social Security Agency paid covid-19 social relief of distress grants to ineligible
individuals due to inadequate internal controls to perform validations and prevent such payments.

Appropriate actions were not taken to resolve the MI. We notified the accounting officer of the following
recommendations, which should be implemented by January 2023:

¢ Implement internal controls to prevent and detect payments to ineligible beneficiaries.

* Recover payments made to ineligible beneficiaries who were working for the state at the fime of
applying for the grant.

*  Make an informed decision on the process, feasibility and cost effectiveness of recovering money paid
fo ineligible beneficiaries not employed by the state; and implement decision.

The Property Management Trading Entity did not appropriately safeguard boilers at Leeuwkop Prison
during construction, resulting in them being damaged due to exposure to severe weather conditions.

Appropriate actions were not taken to resolve the MI. We notified the accounting officer of the following
recommendations, which should be implemented by January 2023:

e Perform an investigation to determine if any official(s) should be held responsible and initiate
disciplinary steps against the official(s).

¢ Quantify the financial loss and determine if the responsible official(s) are liable by law for losses
suffered.

* Implement preventative mechanisms to eliminate further damage and losses as a result of inadequate
safeguarding of construction site assets.

If our recommendations are not implemented, we issue remedial actions that cover the same areas of recovery,
prevention and consequences. Remedial action is a binding instruction issued by the auditor-general. If the

MI caused a financial loss for the state, the remedial action also includes a directive for the financial loss to be
quantified and recovered.

The circumstances of one remedial action we issued are included as an example below.

Example of remedial action issued

The Free State Development Corporation appointed a service provider for electricity billing
and collection services, but then did not ensure that all revenue collected was paid over to the
corporation. The service provider was placed under voluntary liquidation from May 2020.

By March 2021, the service provider owed the corporation R109 million.

The matter was referred to the Hawks for investigation on 15 November 2021, and is still ongoing.

The accounting authority failed to make progress with the recommendations on consequences we
issued for implementation by January 2022, namely to determine whether any official(s) should be held
responsible and to take the necessary disciplinary steps. The auditor-general issued remedial action to
ensure that consequences are effected as recommended. We gave the accounting authority until

30 November 2022 to fully implement the remedial action.

AUDITOR-GENERAL OF SOUTH AFRICA
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If a directive was issued for the financial loss to be
quantified and recovered and it is not implemented
by the stipulated date, we can move towards

the certificate of debt stage. The MIs currently in

the remedial action stage do not qualify to be
considered for a certificate of debt.

A culture of responsiveness, consequence
management, good governance and accountability
should be a shared vision for all involved, including
executive authorities, Parliament and legislatures, and
coordinating institutions. We urge them to also play

their designated roles in the accountability ecosystem
by supporting, monitoring and overseeing the much-
needed improvement in — and resolution of — Mls.

When the auditor-general’s powers of referral and
remedial action (and the issuing of cerfificates of
debt in future) are invoked, it not only reflects poorly
on the accounting officer or authority, but also means
that other roleplayers in the accountability ecosystem
have failed to act in accordance with their given
responsibilities.

SERVICE DELIVERY — PLANNING, REPORTING AND OVERSIGHT

National and provincial government are responsible
for providing the basic services that the people

of South Africa are entitled to as enshrined in the
Constitution, such as healthcare, education, housing,
safety and security, water and sanitation, social
security, and an environment that is not harmful

to health and wellbeing. They must also provide
essential infrastructure and programmes that enable
economic opportunities and growth.

In 2012, the government launched the long-term
strategy for South Africa, known as the National
Development Plan. The plan focuses on government’s
long-term goals for systemically improving the
wellbeing of the country and its people, with the aim
of eliminating poverty and reducing inequality

by 2030.
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For government to successfully implement the
National Development Plan and deliver on its service
delivery mandate, requires multiple departments and
public entities to systematically and purposefully plan
and work together across the national and provincial
spheres. They then need to report transparently on
what they have achieved so that government can
monitor and oversee their performance and provide
opportunities for correction if they are not on track
and address any shorfcomings as early as possible.

Government’s planning, budgeting, monitoring
and reporting processes have been well designed
to support this basic plan-do-check-act process,
referred to in the introduction.
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Planning, budgeting, monitoring and reporting process

National
Development Plan 2030

2013

2030

Medium-Term Strategic
2019 2024
Framework (MTSF)

Oversight
(Parliament and provincial legislatures)

5-year
strategic
plan

Identify desired
impact

Strategic
planning

Institution Operational Annual
Annual year national department planning & O performance
report reporfing provincial budgeting t';";%’;:t

department

public entity

Implementation &
in-year reporting

Quarterly @
reports

National Development Plan (country-level plan) — overall long-term plan for South Africa

administration, setting out government’s planned actions and targets to be achieved over five years and reflecting outcomes
that administration plans to achieve in line with the electoral mandate and overall commitment to implement National
Development Plan

Five-year strategic plan (departments and public entities) [required] — plan defining strategic goals and objectives, actions to
achieve these, and performance indicators and targets to be measured and monitored; must reflect plans to deliver on core
functions (as derived from legislative and political mandate) and include, where applicable, contribution to achieving Medium-
Term Strategic Framework targets and specific government programmes and initiatives

@ Medium-Term Strategic Framework (administration-specific plan) — overall five-year strategic plan established at start of each

4 Annual performance plan (departments and public entities) — plan showing indicators and targets set to achieve multiyear
targets in five-year strategic plan; informs budget needed to deliver on objectives

Annual report (departments and public entities) [includes financial statements and performance report] - report on
5 auditee’s financial affairs, overall financial position (financial sustainability), and performance against planned objectives,
indicators and targets
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Auditees do not plan in isolation, as government was infended to work in a coordinated manner across the
national, provincial and local spheres. Planning is done within specific portfolios, across delivery value chains and
within sectors. Sectors are nafional and provincial departments that have the same (concurrent) functions, such
as education, health and human seftlements.

Key roleplayers in ensuring government coordination

EEEEEEE Lead institutions

Main institutions responsible for ensuring coordination, monitoring and reporting of efforts to achieve
Medium-Term Strategic Framework deliverables

EE Institutions

} Medium-Term Strategic Framework 2019-24

Contributing institutions

Supporting institutions working together fo support lead institution in achieving Medium-Term Strategic
Framework deliverables

} Medium-Term Strategic Framework 2019-24

National sector departments

National /
provincial
departments

Responsible for policy making and developing sector plans aligned with Medium-Term Strategic
Framework; must consult with respective provincial institutions to agree on sector priorities, including
standardising performance indicators to ensure relevant Medium-Term Strategic Framework indicators are
included in provincial departments’ short- and medium-term plans

Guidelines for the standardisation for sectors with concurrent functions
issued by the Department of Planning, Monitoring and Evaluation in 2020

Department of Planning, Monitoring and Evaluation

Mandated to plan, monitor and evaluate implementation of government priorities (e.g. National
Development Plan, Medium-Term Strategic Framework); supports and coordinates development of
standardised indicators in sectors

[ Section 85(2) of Constitution

National Treasury / provincial treasuries

* National Treasury — responsible for financial and fiscal matters across all spheres of government
* Provincial tfreasuries — responsible for managing provincial and municipal fiscal resources

} Chapter 2, section 5 of Public Finance Management Act

Presidency / premiers’ offices

* Presidency - plays key role in executive management, coordinating government on policy issues and
aligning sector priorities with national strategic policy frameworks and other government priorities

* Premiers’ offices — play pivotal role in providing strategic leadership and coordination in provincial policy
formulation and review, and in supporting, planning and overseeing service delivery planning and
implementation in support of provincial and national priorities and plans

} Section 85(2) of Constitution

XXXFXRY Parliament / provincial legislatures

Parliament/
provincial Constitutionally mandated to oversee executive action and ensure compliance with legislation through

committees established in line with their respective roles

legislatures
and porifolio
committees

[ sections 55(2)(a)-(b) & 114 of Constitution

Porifolio committees

Responsible for ultimately approving annual performance plan and recommending budget; and for
quarterly monitoring of progress on achievement of targets

} Rule Number 227 of National Assembly

Accounting officers and authorities

Accounting
officers/
avuthorities
and

Responsible for planning and budgeting, delivering on plans within allocated budgets, and accounting for
performance through quarterly and year-end reporting

executive
authorities

} Sections 39, 51, 52 & 55 of Public Finance Management Act

Responsible for approvals and quarterly performance monitoring to ensure accounting officers and
authorities are focusing on right areas and performance is measured and reported in a way that provides
for transparency and accountability and enables corrective action

} Section 63 of Public Finance Management Act
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Even though there are well-designed processes with
defined responsibilities for planning, achieving and
reporting on auditees’ delivery on their mandates
and on the Medium-Term Strategic Framework,
these processes are poorly implemented and the
public continues to experience a lack of delivery,
particularly in the key service delivery portfolios.

In the remainder of this section, we focus on different
maftters characterising this poor implementation,
namely inadequate annual planning; ineffective
reporting, oversight and accountability processes;
and underachievement on planned service delivery
improvement.

Inadequate annual planning

In our audits, we assess the completeness of the
performance indicators included in auditees’ annual
performance plans to determine if the auditees

are planning for delivering on their core mandated
functions and for their role in achieving the Medium-
Term Strategic Framework targets. We also audit
whether the performance indicators and related
targets are relevant and measurable. Our main
findings on planning are outlined below.

Incomplete annual performance plans

The key service delivery portfolios play a vital role in
achieving the Medium-Term Strategic Framework
2019-24 targets, but the annual performance plans
of some of the auditees within these portfolios did
not include indicators that measure their contribution
to the Medium-Term Strategic Framework, their core
functions, or the jobs they were created to perform.

We found that many auditees excluded Medium-
Term Strategic Framework deliverables and indicators
from their annual performance plans because the
national sector departments could not ensure that
the provinces follow a common and consistent
approach in planning delivery on the Medium-Term
Strategic Framework. We discuss this a little later in the
section.

Some auditees also did their planning and reporting
‘off the books'. Although they confinued fo work
towards delivery, they did not include this work in their
plans or report on their achievements in this areq;
thereby noft subjecting it fo executive and oversight
scrutiny as well as auditing. These auditees prefer

to show good achievements on easier targets. For
example, the Mpumalanga Department of Education
included Medium-Term Strategic Framework
indicators in its operational plan but not in the annuall
performance plan that it is required to report on.

e |f departments and public entities exclude indicators from their annual performance plans and reports,
they risk not being able to achieve the Medium-Term Strategic Framework targets. This means the
administration may not be able to deliver on its promised services and improve the lives of the people
of South Africa. A target that is not measured or accounted for, is unlikely to be delivered.

¢ Incomplete annual performance plans also mean auditees do not fransparently report on how they
perform their core functions and on their contributions to government programmes and initiatives. This
weakens the accountability process because those who need to monitor and make decisions about
government-wide deliverables, are not working with complete and reliable (audited) information.
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textbooks.

related fo the registration of title deeds.

N\

Examples of Medium-Term Strategic Framework deliverables not included in
annual performance plans

e The Department of Water and Sanitation did not include the Medium-Term Strategic Framework
deliverable on eradicating the bucket sanitation system in its annual performance plan.
¢ More than half of the auditees in the key sectors did not include indicators in their plans for the
following important Medium-Term Strategic Framework deliverables:
. Five of the nine auditees in the education sector did not include an indicator relating to grade
6 and 9 learners with access to required mathematics and English first additional language

. Eight of the 10 auditees in the public works sector did not include an indicator for government-
owned land parcels released towards spatial fransformation and spatial justice.
. Eight of the 10 auditees in the human sefflements sector did not include all four of the indicators

J

Examples of core functions not included in plans

¢ One of the core legislated functions of the Department of Basic Education is fo ensure
the continued innovation of the school curriculum, but the department did not include
indicators in its annual performance plan related to the revision of, and training in, the history

curriculum that are due by 2023.

programme.

N\

¢ The Eastern Cape Department of Health did not include the patient safety incident case closure rate
in its annual performance plan, which is a key prioritised function within the district health services

J

Indicators are activity based or not
relevant and annual targets are set too
low to achieve multiyear targets

The performance indicators that auditees include

in their plans should be relevant for enabling
accountability and assessing whether they will

achieve the outcomes for which they are responsible.

Achievement targets for these indicators should

be informed by the desired level of performance
and the allocated budget, and should be directed
towards achieving the five-year targefs.

Some auditees in the key service delivery portfolios,
or coordinating institutions, included indicators in
their annual performance plans that are mainly
activity based (input driven) with limited or no
focus on measuring output or outcomes that drive
impact. In some cases, despite the urgent need for
service delivery, the target was lower than required
fo achieve the Medium-Term Strategic Framework
target. We have found that this is done often to
create the perception that the auditee is performing
well and that service delivery is taking place.

Reported performance is therefore not an accurate barometer for monitoring progress towards achieving
Medium-Term Strategic Framework targets; and so, appropriate corrective action is not implemented in

fime.
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Examples of annual target set too low to enable achievement of multiyear
targets

The 31 March 2024 Medium-Term Strategic Framework target in the human settlements sector is the delivery
of 300 000 serviced sites. However, over the first three years of the five-year plan, the sector’s target was

141 278 sites and not the proportional 180 000 that would have been expected. This lower than anticipated
target creates a risk that the Medium-Term Strategic Framework target may not be achieved over the five-
year period.

. J

Examples of indicator not relevant °

The South African Police Service is responsible for improving the processing of forensic services. In

its annual performance plan, it measured the turnaround fime in days taken to finalise fingerprint,

ballistic and DNA samples received from the date of captfuring evidence on the Forensic Scientific
Laboratories System up to the final processing by the laboratory. However, laboratories only measured the
fime from when samples were sent for processing, and not immediately upon receipt. The turnaround fime
from when samples were collected from victims or suspects to when they were submitted for processing
was also not measured. This means that the auditee did not measure or report on the actual time taken to
finalise samples from the collection of these samples to the samples being processed and ready for court.

. J

Examples of activity-based indicators °

An important deliverable in the Medium-Term Strategic Framewaork is the creation of jobs through
Operation Phakisa. The Department of Planning, Monitoring and Evaluation annually measures
and reports on the number of infegrated Operation Phakisa reports produced instead of the number of jobs

created.
Limited consistency in planning and The Department of Planning, Monitoring and
reporﬂng across provinces for service Evaluation issued new guidelines in 2020 on
delivery standardising indicators across sectors with

concurrent functions to improve intergovernmental
coordination on what and how to measure. Despite
these guidelines, we found inconsistencies in how
sector departments standardise indicators across
provinces because of existing deficiencies and
disagreements in coordination that had still not
been addressed.

Because sector departments have to achieve similar
priorities and deliver similar services, indicators for
planning and reporting should be standardised across
the sector for consistency.

The lack of consistent planning and reporting within sectors makes it very difficult for national government
to compare the performance of sector departments across provinces and to monitor and report on
relevant government programmes and priorities.
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Examples of challenges and inconsistencies in planning and reporting
sector indicators across provinces

¢ The public works sector could not agree on standardised indicators and so key indicators such as the
maintenance of properties and completion of infrastructure projects on time and within budget were
not fracked consistently.

¢ The human settlements sector could not agree on standardised indicators and so some departments
did not include indicators such as the number of title deeds registered and the number of serviced
sites delivered.

N J

Ineffective reporting, oversight and accountability processes

Every year, we audit selected material programmes of departments and objectives of public entities to
determine whether the information in the annual performance reports is useful and reliable enough to enable
oversight bodies, the public and other users of the reports to assess the auditee’s performance. We select
programmes and objectives that align with the auditee’'s mandate and we report findings that are material
enough to be brought to the attention of these users in our audit reports.

When an auditee receives material findings on
its annual performance report, this means that it
generally struggled tfo:

Quality of annual performance reports before and
after audits — all auditees

e dlign its annual performance report to the
predetermined objectives to which it committed
in its annual performance plan

e sef clear performance indicators and targets
fo measure its performance against its
predetermined objectives

e report reliably on whether it has achieved its
performance targets.

Before audit After audit

It does not bode well for service delivery that

more than half of the 329 auditees that prepared
annual performance reports submitted poor-quality
performance reports for auditing.

. With no findings . With findings

Although there are performance management and reporting frameworks that clarify definitions and
standards for performance information, including the requirements for systems and processes to manage such
information, most departments and public enfities did not have adequate systems to collate and report on
their performance information. Performance management and reporting requirements were also not properly
applied.

The poorly prepared annual performance reports and significant activity to make corrections in response to
our audits also raise questions about the credibility of in-year reporting and the effectiveness of performance
reporting throughout the year. Poor monitoring and corrective action throughout the year contribute

to auditees being unable to achieve their performance targets or reliably report on their performance.
Accounting officers and authorities and oversight bodies (such as portfolio committees) also use in-year
reporting for monitoring purposes; without reliable information, their monitoring process will be ineffective.
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The most prevalent material findings on performance reports were that information was not reliable or
not useful.

¢ If information was not reliable, this means that either we had proof that the achievement as reported
was not correct, or we could not find evidence to support it. In other words, the achievements
reported may not have taken place at all or were fewer than those reported.

e If information was not useful, this means that what was reported had little relevance to the auditees’
original commitments in their planning documents, and anyone attempting to establish whether the
commitments had been honoured would struggle to get a credible answer from the report.

The auditees in the key service delivery portfolios in conftrols to prevent reporting on unreliable information

particular struggled to produce useful and reliable were inadequate and the misstatements remained

reports, with 45% receiving material findings on the undetected even though the annual performance

quality of their performance reporting, while 40% reports went through various levels of review.

included information that was not reliable and 25%

included information that was not useful. This not only has a detrimental effect on service
delivery, it also puts pressure on the auditors (and

While most auditees have adequate systems to consequently on the audit fees) to identify matters

collate and report on their performance information, that need to be corrected as part of the audit

officials did not properly apply the performance process.

management and reporting requirements. The

When auditees do not have credible data and information, or adequate performance information
systems, it affects their ability fo plan for service delivery, respond to any potential challenges and make
decisions. For example, if a department cannot reliably measure the number of schools that has access to
sanitation facilities, they cannot respond to the needs of learners.

Examples of unreliable reporting

Auditee Indicator Target Reported What we found
achievement

Not all evidence could be
obtained; and evidence that
was obtained, did not support
reported achievement

Number of learners
Education (KZN) benefitting from 60 000 67 163
learner transport

L Evidence could not be
Immunisation under

Health (GP) 920% 88% obtained for reported
one year coverage achievement

3
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The deficiencies we identified in performance reporting during our audits show that the accountability
value chain is not functioning as it should.

Problems with accountability value chain

Senior management, internal audit units and audit committees (responsible for designing and
implementing required performance management confrols):

e did notf prevent and detfect misstatements during the year due to the poor control environment
e did not prompfly correct identified misstatements.

Accounting officers and authorities (depend on senior management for designing and implementing the
required performance management confrols, but are responsible for creating an environment that helps
improve performance management controls):

e do not always create a conducive environment for performance management controls

e confinue fo sign off on annual performance reports that are not credible.

Those responsible for support, oversight, accountability and governance (executive authorities;
Department of Planning, Monitoring and Evaluation; offices of the premier; legislatures; and portfolio
committees):
¢ make decisions based on annual performance reports that are not credible because they:
— do not always pay sufficient attention or ask the right questions by interrogating information to
identify the issues
— do not follow up on identified issues.

There are two aspects fo accountability: firstly, those reporting, oversight and accountability processes
who fake actions or make decisions must answer are not effective, this inevitably leads to poor

for those actions or decisions; and secondly, those performance and thus deprives South Africans of
who do wrong (transgress), do nothing (fail to act) much-needed services.

or perform poorly should face consequences. If

Underachievement on planned service delivery improvement

To ensure that service delivery is on track, auditees all funds should have been spent and there should be
must regularly monitor and report on how they are savings. Therefore, questions should be asked about
performing against their expenditure plans and the correlation between what was achieved and the
targets. There could be valid reasons for fargets not budget used. Yet, we found that in some cases, all or
being achieved in a specific year. However, what almost all of the related budget had been spent even
was achieved should be compared against the though planned targets were not fully achieved.

budget because if not all targets were met, then not

If the reported performance is not as expected and does not correlate with the budget spent, it will
compromise the achievement of government’s priorities and erode future budgets meant for service
delivery.
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Examples of reported achievements not aligned to budget spent

Key service delivery porifolio/auditee % of budget % of targets
spent achieved
Health — average for district health services programme
. .. 100% 47%
across dll nine provincial departments
Department of Water and Sanitation — water services 8% 1%

management programme

There are some warning signs that key Medium-Term Strategic Framework targets may not be achieved, despite
the 2019-24 targets having been revised.

Examples of Medium-Term Strategic Framework targets at risk of not being achieved

Key service delivery What should Medium-Term Achievement

portfolio/auditee be achieved? Strategic after 3 years
Framework 5-year (31 March 2022)
target by

31 March 2024

Department of Water and

Rehabilitate dams 9 dams 1 dam (11%)

Sanitation
Trarjsport (South African Upgrade, refurbish and maintain road 7995 km 744k (9%)
National Roads Agency) network
Transport (Passenger Rail . . .
M f taf %
Agency of South Africa) odernise frain stations 33 0 (0%)
Human settlements porifolio  Register title deeds 1193222 80 938 (7%)
Deliver houses through breaking-new-
Human seftlements porffolio  ground initiative (construction of fully 300 000 (revised) 146 994 (49%)

subsidised houses by government)

Our recommendations to enable complete annual

and mulfiyear planning and reportfing, accountability reporting and to enable senior management to

for effective reporting, and achievement of planned hold staff accountable for their actions.

service delivery are as follows: e Accounting officers and authorities must enable
and insist on in-year monitoring controls and
project management disciplines so that planned
service delivery targets can be achieved on time,
within budget and at the required quality.

e Executive authorities must renew their

accessible and available to support performance

e Roleplayers responsible for government
coordination must ensure that key service delivery
targets are planned for by refocusing and
energising performance planning processes so
that they are comprehensive and include relevant

targets aligned to auditee mandates, national
strategic plans and sector priorities.

Relevant roleplayers must strengthen the
components of infergovernmental coordination
across concurrent functions to avoid
disagreements and inconsistencies in the planning
and reporting of sector indicators so that sector
priorities can be achieved.

Auditees must have policies, procedures and
monitoring mechanisms for proper record
keeping and good internal controls fo ensure that
complete, relevant and accurate information is

‘ 38 ) AUDITOR-GENERAL OF SOUTH AFRICA

commitment to accountability by enabling
consequence management — starting with the
performance agreements of accounting officers
and authorities.

Oversight structures must assess the strategic and
performance plans of departments and public
entities with the necessary vigour to effectively
fulfil their oversight role and interrogate quarterly
performance reports to ensure achievement

of performance plans, strategic plans and the
Medium-Term Strategic Framework.
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INFRASTRUCTURE FOR SERVICE
DELIVERY

The basic services that the people of South Africa are
entitled to receive — education, healthcare, housing,
fransport, water and other government services —
cannot be delivered without infrastructure. However,
the existing infrastructure cannot support the growing
demands in the country and there is a backlog in
providing the required infrastructure for basic services
such as water and sanitation. The country’s existing
infrastructure must also be properly maintained

to ensure that it remains in a workable and safe
condition throughout its lifespan.

Government has responded to these needs through
aggressive infrastructure investment programmes,
which are a critical catalyst for creating the mulfiplier
effect that drives economic activity (through

which government spending intended fo stimulate
the economy increases private spending that
additionally stimulates the economy). Infrastructure
investment is also a key component of the Economic
Reconstruction and Recovery Plan infroduced in 2020
fo improve economic growth. In 2021-22, government
budgeted R161,5 billion for infrastructure spending as
per the public sector infrastructure expenditure and
estimates issued by the National Treasury.

Every year, we audit infrastructure and report

fo accounting officers and authorities and their
executive authorities on the status of selected
projects as well as on deficiencies and inadequate
infrastructure maintenance. We focus on critical
infrastructure such as health facilities, schools,
housing, roads, railways, and water infrastructure, as
failure to deliver on the promised new infrastructure
in these areas directly affects the public and
deprives them of the basic services they are entitled
to. We also share our findings with Parliament and

provincial legislatures, and emphasise the money
being lost due to poor project management and
limited maintenance, report what we observe

to be causing the weaknesses, and make
recommendations for improvement. But despite this,
we see little improvement year on year. Everyone in
the accountability ecosystem should urgently play
their part to address these issues. Where weaknesses
in infrastructure management resulted in financial
loss, we issued material irregularities — examples are
included in the section on pressure on the fiscus.

In the remainder of this secfion, we share findings from
our audits of infrastructure projects and maintenance
in the key service delivery portfolios.

Infrastructure project delivery

There is consensus that the significant investment
being made in infrastructure development is needed
to supply basic services for the people of South Africa
and that there must be consistent and tangible
returns on this money spent.

Our audit work incorporates numerous site visits to
inspect progress and quality of projects. We have
found that all too often, infrastructure delivery projects
have been delayed, are costing more than planned
or are of poor quality. There are also delays in newly
consfructed infrastructure being put to use.

Delays in projects

Of the projects selected for auditing, 83% were
completed late or were still under construction after
the contfractual completion dates. The average delay
on these projects is 34 months.

Average delay in completion of projects in each sector (period between planned and actual completion date, or

project still ongoing)

Human settlements
projects

32 months

Public works
projects

46 months

Health
projects

29 months

Education
projects

27 months
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Examples of project delays °

New wing to administration building - KwaZulu-Natal Department of Public Works

The first contractor for this project was appointed in April 2007 to complete the project by
November 2007. The confract was terminated in 2010 due to poor performance.

The second contractor appointed also did not perform, and that contfract was consequently also
terminated in 2010. However, because the department did not give notice of its intent to terminate
the contract 14 days before the date of termination, the contractor exercised its right fo maintain
possession of the site and opted to take legal action against the department. The site was refurned to
the contractor, and the department could only successfully terminate the contract in June 2014. The
project was on hold for approximately five years.

In August 2019, the department appointed a third contractor, with a planned practical completion
date of April 2021.

Fifteen years after the project started, construction has still not been completed. The department is still
not able to use the building and consequently could not address the accommodation needs of ifs staff.

Obed housing development - Gauteng Department of Human Settlements

The department approved a project to construct 6 000 houses in November 2004, but the project only
commenced in 2010 and has since gone through nine different contractors. By 2019, the project had
only produced 1 069 serviced stands and 979 houses.

In 2019, the department appointed a developer to complete the outstanding houses at a cost of

R1,3 billion. The site was handed over in March 2019 with a projected completion date of February 2024.
Expenditure on this project is already at R0,93 billion and only 3 275 more houses have been delivered.
During our site inspection, we found that some of the houses were illegally occupied even though a
court order for eviction had been granted in 2019.

The community’s frustration with the lack of delivery on this project has resulted in a number of riots,
during which a municipal building and schools were set alight, shops were looted and lives were put in
danger.

Sekhing Community Health Centre — North West Department of Health

The project, which started in October 2012, was planned o take 22 months and be completed by

August 2014. At the time of our site visit in May 2022, the project had still not been completed. The

following conftributed fo the eight-year delay in finalisation:

¢ The site handover to the contractor was delayed.

¢ Nof all the construction information was made available to the contractor at the site handover and
shared timeously during the project.

e Variation orders fook a long fime to approve —in one instance, the order was approved nine months
after the meeting between the department and the contractor.

¢ The deparfment did not adequately monitor the work of the original project consultant and the project
team. The consultant was not performing in line with its scope of services and failed to attend to some
of the queries raised by the contractor. The department did not intervene sooner to address the non-
performance and did not terminate the contract with the consultant in time to ensure progress on the
project.

¢ Multiple extensions of time were granted to the contractor. Of the 284 days of extension, 216 were due
to confractual claims where the deparfment or the project manager was at fault.

e Construction work progressed slowly and then came to a standstill between February 2019 and
May 2022 (over three years).

The delay negatively affected the community, as they have to travel from their local area at great cost
to access healthcare services at other public healthcare facilities.

N
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In 2021-22, the public works portfolio reported that 342
of its projects are significantly delayed (i.e. delayed
by more than 50% of the planned project period).

The delays in construction and refurbishment

projects affect the ability of the departments that
require the infrastructure to deliver services and

Cost overruns

operate effectively. Because of late delivery, some
departments are opting to do their own construction
and building maintenance even though this is not
within their mandates. One example is the South
African Police Service, which opted to build police
stafions without involving the public works portfolio.

Delayed projects and poor project management offen result in increased costs.

Examples of cost overruns

Dr Pixley Ka Isaka Seme Memorial Hospital - KwaZulu-Natal Department of Health

Based on service delivery requirements, in 2005 the department made this its top-priority hospital. The
design was originally for a 450-bed district (level 1) hospital, but in 2010 this was changed to a 500-bed
regional (level 2) hospital, and a new design process had to commence.

The contractor was appointed in November 2014 at a cost of R1,9 billion with a contract period of
45 months. The practical completion date was subsequently revised to 10 January 2022.

When we visited the site in March 2022, construction was still in progress. By then, the completion of the
project had been delayed by approximately 42 months from the original planned completion date and
the contractor had already been paid R2,3 billion.

The delay in completion of the hospital was because construction began before important construction
information was ready to be issued to the contractor. Throughout the project, there were also
significant delays in providing information to the contractor. In addition, the department’s supply chain
management unit was unable to align the timing of procuring hospital equipment with the construction
of the hospital, which caused further delays.

We identified iregular expenditure of R304,5 million for acceleration costs, extension of time and
adjustment to the professional fees budget. Delayed payments to the contractor resulted in fruitless and
wasteful expenditure of R2 million in the form of interest payments.

The cost increases (R2,3 billion already paid compared fo the R1,9 billion contract value) were due to
inefficiencies and poor project planning and management, such as:

e delays in providing construction information and in the approval processes — the confractor was paid
standing time in these periods

e interest due to late payments to the contractor

e additional design costs

* purchasing additional equipment that was not originally required or planned for, such as a magnetic
resonance imaging machine at a cost of R11,8 million

e an additional Ré,4 million spent to strengthen a newly constructed service ramp.
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Examples of cost overruns (continued)

R287,9 million.

during the planning stages

e increased scope of work

-

Caleb Motshabi and Khotsong - Free State Department of Human Settlements

A project to deliver water and sewerage networks to 5 690 stands in Caleb Motshabi and Khotsong was
planned to be completed within 12 months, by April 2018. However, it was only completed in March
2022, more than three years later and the cost increased by 47% (R91,7 million) — from R196,2 million to

The project encountered many challenges that confributed to the delay and increased cost, including:
e late establishment and/or appointment of social structure, project steering committee, community
licison officers, and local labourers, as well as engagements and/or facilitation with ward counsel,

e termination of the contractor due to poor performance

e disruptions caused by community protest action and strikes.

J

Cost overruns and financial losses are commonplace
for projects in the public works sector, and projects
are also sometimes stopped after money has already
been spent.

Over the past five years, 44 projects with combined
confract values of R300 million have been cancelled
and impaired (their value diminished). Most of the
projects were cancelled at the design stage and the
spending relates to consultant fees. The reasons for
cancellations included budget constraints, the cost of
work being deemed too high, and projects that were
being investigated. This is an indication that needs
analyses were noft properly done at the design stage.

Examples of cost overruns and cancellation of
projects in the public works sector are included in the
section on pressure on the fiscus.

Poor build quality

Confractors are appointed to undertake their work

in accordance with quality standards, ensuring that
the building is safe, functional and can have along
lifespan. Departments do not always identify quality
defects during construction; or, if they are identified,
the confractors are not held accountable.

Examples of poor build quality

Concrete beams cast separately in parts, with
visible cracks and concrete overlap in attempt to
repair cracks

N\

Mmabatho Nurses College — North West Department of Health

During our site visit in May 2022, we observed instances of poor workmanship and substandard
construction work. The architect on the project also reported that extensive remedial work needs to be
done on a section of the building.

Inadequate load-bearing columns for span of
concrete floor slab above
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Douglas Primary School - Northern Cape Department of Education
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The project entailed building a new, full-service school that the department began using in
February 2021. When we visited the school in May 2022, we identified the following quality issues:

Top retaining wall blocks loose

Poor stormwater drainage resulted in water becoming stagnant and seeping under the doors info the
hall, causing water damage and eroding the west side of hall.

Retaining wall blocks were not properly secured and the top of the blocks were on the same level as
the ground level, allowing loose soil to fall info the combi courts (sports grounds) when it rained.

Leaks around the ventilation units in the hall, leading to water damage - when it rained, water seeped
through the joints around the ventilation units.

Artificial grass at the children’s playground was not properly laid and was liffing from the ground.
Sections of the walkways were disintegrating.

Leaks around ventilation units due to poor
waterproofing
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Commissioning

Commissioning is the final phase in completing a
project. The contractor commissions the completed
building fo the client department for occupation and
use.

There was a lack of coordination and collaboration
between roleplayers at different levels of

government, or even within the same institution.

They did not work together to synchronise project
completion, staff appointments and the availability
of completed infrastructure and municipal services to
ensure comprehensive infrastructure delivery.

Examples of poor commissioning of projects

Human Settlements

to a company that does fibre installation.

completed in October 2021.

N

[ ]

Nisongeni 130 and Lesseyton 752 housing projects — Eastern Cape Department of

We inspected 30 housing units during our site visit and found the following:

* Three housing units were handed over to beneficiaries in 2021 and early 2022 but were not being used.
¢ Two housing units were given to people who already had houses.

e Two housing units were rented out and there were tenants on the day of the visit; one was rented out

* Two housing units handed over fo beneficiaries in November 2021 did not have foilets.
The project is still ongoing 4,5 years after the original infended completion date.
Kidston Junior Primary School - Department of Basic Education

The construction of the new school in the Eastern Cape, designed to accommodate 974 learners, was

During our site visit in May 2022, we confirmed that only approximately 375 learners attend the school -
less than half its capacity. This is due to a lack of intergovernmental relationships to ensure that suitable
resources are acquired in time fo use the school fo ifs full capacity. The Eastern Cape Department of
Education is responsible for the use of the school facilities.

Causes

In short, these failures in infrastructure delivery are
due fo the following matters which we have raised
before and which need urgent attention:

* Inadequate needs assessment and project
planning.

e Contractors appointed that cannot perform
the work.

e Ineffective monitoring of project milestones
and quality of work done.

e Failure in infergovernmental coordination
and collaboration.

e Underperformance by contractors without
conseguences.

* Confractors not paid on time or overpaid.

AUDITOR-GENERAL OF SOUTH AFRICA

Maintenance of infrastructure

While it is important to invest significantly in
developing new infrastructure, it is equally important
fo maintain the existing infrastructure.

The general public experiences the impact of poor
maintenance when using provincial roads. The
Department of Transport assessed the overall

extent of the road maintenance backlog for

the sector during an indaba on provincial road
maintfenance in February 2022. It was reported that
an estimated R75 billion investment is needed over
the next five years to arrest the decline of the road
network, with approximately 80% of the road network
now being older than the 20-year design life. The total
paved and gravelled network at provincial level is
184 816 kilometres.
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The worsening condifion of roads is caused by

a backlog of maintenance that continues to

grow because provinces do not make sufficient
budget available for road mainfenance and
depend to a large extent on the grant received from
the Department of Transport.

Maintenance backlog for water infrastructure

6000 000
5000 000
4000 000
3 000 000

2 000 000

Rand amount

1.000 000

The poor maintenance of water infrastructure also
has a direct impact on people’s lives. The budgets
allocated for maintenance are not enough to catch
up on the maintenance backlog, with the gap
widening year after year.

-1 000 000

2014-15

2015-16
R

2016-17

e Bydget

” 976 650
required

1278 468 1218 264 1256 649

e Approved

budget 976 650

1285832 420 150 400 000

«O» Difference -7 364 798 114 856 649

Cumulative

backlog /364

790750 1647 399

The confinuing backlog resulted in dilapidated water
infrastructure that may not be able to meet the
demands of the population.

We will report in more detail on the state of water
infrastructure and maintenance in a comprehensive
water sector report planned for 2023.

2017-18  2018-19  2019-20  2020-21 2021-22
R R R R R
1057 524 860318 930 000 1746279 2048 874
316 613 284 000 717 571 961 587 653 232
740911 576318 212 429 784 692 1395 642
2388310 2964 628 3177057 3961749 5357 391

The public works sector is responsible for maintaining
government properties, including health facilities,
police stations and buildings to accommodate
departments. The poor condition of government
properties is caused by the sector’s reactive
approach to maintenance. Most maintenance
work is done in response to emergency requests by
departments and little fime or budget is spent on
preventative maintenance.
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Examples of poor maintenance of infrastructure

Police station — cracked column

-

Fishmeal factory - abandoned and stripped by
looters

Preventative maintenance can only be effective if
the condition of buildings is regularly assessed. The
Government Immovable Asset Management Act
requires conditional assessments to be conducted
every five years, but some properties were only
assessed after eight years, leaving these assets to
deteriorate without issues being rectified timeously.
For example, the Property Management Trading Entity
performed conditional assessments at 236 properties
in 2021-22 — only 5% of the 66 115 properties in its
portfolio.

Government officials and the public continue to use
properties that are in poor condition, which has a
negafive impact on the effectiveness of the working
environment and puts the safety of officials and the
public at risk. In 2021-22, there were 1 867 properties in
use that were classified by the Property Management
Trading Entity as being in poor condition based

on conditional assessments performed. There are
currently 12 claims against the Property Management
Trading Enfity for harm caused by these poor
condifions. One example of such harm is the death

AUDITOR-GENERAL OF SOUTH AFRICA

of a minor in a South African Police Service building
due to a non-functioning elevator.

There are currently 1 510 government properties that
are not being used. In most cases, these properties
are unoccupied because they have not been
mainfained and are in a bad state. Unoccupied
buildings are also often subject to vandalism, looting
and illegal occupation.

Even though these properties are not used, costs
such as property rates tax still need to be paid. When
there are not enough fit-for-use properties available
to departments, the Property Management Trading
Entity signs lease agreements at high costs — which
could have been avoided if properties had been
properly maintained.

Inadequate maintenance and poor delivery on
infrastructure projects not only affect government’s
ability to deliver services to the public, but also have a
significant cost implication, which puts further pressure
on the fiscus as detailed in the next section.
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PRESSURE ON THE FISCUS

There are many challenges on the road ahead for
South Africa to return to the necessary growth path.
While the country embarks on economic recovery
and fiscal sustainability measures following the effects
of the covid-19 pandemic, the July 2021 unrest and
the devastating April 2022 floods in KwaZulu-Natal
and the Eastern Cape, the path ahead is sfill riddled
with many obstacles, and balancing the fiscal
challenges is a daunting task. The pressure on the
fiscus is not making it easy to prompfly roll out the
vast planned economic reforms. Unless government
successfully manages these pressures by making
impactful decisions, South Africa will find itself in an
untenable fiscal position.

Accounting officers and authorities managed an
estimated expenditure budget of R2,58 frillion in
2021-22. At a time when departments and public
entities need to do more with less, and the public’s
demands for service delivery and accountability are
increasing, accounting officers and authorities should
do everything in their power to get the most value
from every rand spent and to manage every aspect
of their finances with diligence and care.

As detailed in the rest of this section, however,

we are seeing a lack of prudence in spending
and government practices that erode the limited
funds available. This is caused by inadequate
financial management and limited accountability
for financial performance.

Lack of prudence in spending
limited funds

Over the three-year term of the current
administration, auditees have disclosed fruitless
and wasteful expenditure totalling R5,83 billion.

Examples of interest paid due to late payments

¢ The Department of Basic Education did not pay a contractor within the required 30 days for

Since 2019, we have also identified non-compliance
and fraud resulting in an estimated R12 billion in
financial loss through our material iregularity process.
The main reasons that money is being lost include:

e poor payment practices to suppliers of goods
and services

¢ unfair or uncompetitive procurement practices
when procuring goods and services

¢ no orlimited benefits received for money
spent and properties owned

e infrastructure not maintained and secured

e uneconomical practices for leasing properties

¢ inadequate needs analysis and project
management.

Poor payment practices

Contracts that have been awarded to suppliers must
be actively managed o ensure that the suppliers
deliver atf the right time, price and quality before
any payments are made. Payments must also be
made on time to avoid inferest and penalties.

Such requirements are not only standard financial
management practices, they are also included in
the Public Finance Management Act, which makes
accounting officers and authorities responsible for
ensuring that the required processes and confrols are
implemented.

At some auditees, poor payment practices such as
late payments, overpayments and payments for
goods not received resulted in (or are likely to result in)
financial losses. It is common for government fo have
to pay interest incurred due to late payments, such
as when auditees do not pay their creditors within 30
days. We have notified the accounting officers and
authorities of these material irregularities.

[ ]

a construction project in the Eastern Cape, resulting in interest charges of R7 million.
e The Department of Correctional Services did not make payments to a supplier as instructed by a court

judgment, resulting in interest of R1,18 million.
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Examples of payments made for goods and services not received

¢ The National Skills Fund entered into a project-funding agreement with an academy for
a learnership programme. The fund approved and paid R3,19 million for three credits of
‘additional modules’ that had already been included in the original modules.

¢ The State Information Technology Agency entered into a contfract with a service provider for
assistance with a stakeholder engagement event. In April 2019, the agency made an advance
payment of R1,5 million to the supplier. No services were received for the money spent.

* In2018-19, the Department of Water and Sanitation paid a consulfing firm R17,9 million for financial
management services without evidence that work had been done.

¢ In 2020-21, the KwaZulu-Natal Department of Education did not prompftly remove ex-employees from
the human resource and payroll systems. As a result, the department approved and processed salary
payments of R142,49 million to people it no longer employed.

N J

Examples of overpayments °

¢ The North West Department of Human Settlements overpaid a supplier appointed
to provide project management services by R2,98 million because it did not have
appropriate internal controls.

¢ In November 2013, the Northern Cape Department of Health entered into a radiology services
contfract that was extended multiple times. The contract contained a mathematical error
that resulted in overpayments estimated at more than R4 million.

e Between May 2018 and December 2018, the Department of Public Works and Infrastructure spent
more than the confract amount on state funerals, and the services paid for differed from those
provided for in the contracts. We estimate the likely financial loss to be R?,1 million.

N J

Unfair or uncompetitive procurement

practices

Fair and competitive procurement processes At some auditees, unfair or uncompetitive

enable auditees to get the best value for the procurement practices resulted in (or are likely to
limited funds available and give suppliers fair and result in) financial losses, as goods and services could
equitable access to government business. Unfair have been obtained at a lower price. We notfified

or uncompetitive procurement processes result in the accounting officers and authorities of these
auditees paying higher prices or appointing suppliers material iregularities.

that do not deliver.

AUDITOR-GENERAL OF SOUTH AFRICA
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Examples of higher prices paid °

* InJuly 2019, Transnet advertised a tender for the leasing of equipment. The confract was
not awarded to bidders that scored the highest points, resulting in a likely loss of
R29,4 million.

e InJuly 2019, the Department of Defence awarded a confract for the supply and delivery of fuel to a
supplier using different evaluation criteria from those stipulated in the original request for quotations,
which specified that the contract would be awarded to the bidder with the lower price. The mode of
fransport was also changed after the award, causing a further price increase. The non-compliance
caused a material financial loss of R2,6 million due to the higher price being paid for fuel.

* The Property Management Trading Enfity did not follow competitive bidding processes o appoint
confractors and a consultant for the Beitbridge border post infrastructure project in March 2020. This is
likely to result in material financial losses, as the entity did not secure market-related prices.

N\ J

No or limited benefit received for money
spent and properties owned

For auditees to get the maximum benefit from to extend their leases for these properties due to the
confracts with suppliers, the decisions they make lack of preventative maintenance (as discussed in
must be economical and in their own best interest. the previous section).

The public works sector rents out properties that Some auditees received limited benefit for money

it owns and that it leases from landlords to client spent, which resulted in (or is likely to result in) financial
service departments and other lessees for office and losses because the goods and services were not
residential accommodation, respectively. At required and should not have been acquired. We

31 March 2022, the sector had 1 510 unused notified the accounting officers and authorifies of
properties because client departments opted not these material iregularities.

Example of lease payments on unoccupied government properties °

From 2015-16 to 2019-20, the Department of Defence made R108,3 million in lease payments for
unoccupied office buildings.

Example of unused government properties o

From 2008, the local municipality responsible for Bethulie, a small fown in the Free State, used a
property as a clinic before surrendering it to the Free State Department of Public Works and Infrastructure
due to alack of maintenance. The latter department concluded a lease agreement with the Free

State Department of Social Development, located in the same geographical area, for a property

from a private landlord at an annual cost of R392 050, increasing by 7.5% per year. If the public works
department had adequately maintained the Bethulie office, it could have been the preferred building
for the social development department, but the public works department had no budget available to
maintain the building.
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Example of software licences in excess °

The State Information Technology Agency paid a service provider for 31 898 software licences —
significantly more than the 2 500 licences deployed by the agency and ifs clients.

Auditees did not conclude contracts in their own software licences than required, contracting for

best interest, resulting in expenditure that could have professional licences instead of the cheaper limited
been avoided. Of the 125 software contracts we licences that would be sufficient for users to perform
reviewed at 102 auditees, we found that for close to their job functions, and making payments for software
20% of these contracts, the auditees did not derive licences that are not used due to delayed system

the intended value. Common weaknesses across implementation projects. This demonstrates

the selected contracts include contracting for more a lack of prudent spending.

Examples of information technology systems and software not used ®

¢ The modernisatfion programme of the Department of Home Affairs is significantly behind
schedule, with the biggest concern being the Automated Biometric Identification System project.
At 31 March 2022, phase 1 of the project was three years and four months behind schedule and
R294 million of the total budget of R475 million was disclosed as iregular expenditure, with
R12,8 million being disclosed as iregular expenditure for 2021-22.

e In February 2017, the Department of Employment and Labour entered info a R434,23 million contract
fo implement SAP S/4HANA enterprise resource planning soffware. Due to inadequate needs analysis
and project monitoring, the department paid for licences that are not being used. The system has sfill
not been implemented and the department has incurred fruitless and wasteful expenditure of
R23,03 million.

e The Integrated Financial Management System project was intended to replace ageing financial
fransversal systems, namely BAS, Persal and Logis. Cabinet approved the project, which was intended
tfo commence in 2005 with an estimated fimeline of seven years. Despite having an approved
programme plan, programme milestones were delayed because of challenges in the appointfment
of a suitable service provider to perform implementation of already procured licences, which may
lead to further delays in implementing the programme, currently scheduled for 31 March 2024.

In 2021-22, the National Treasury disclosed R68,23 million for technical support and maintenance.

There is, however, an ongoing dispute with the National Treasury regarding the non-disclosure of this
expenditure as fruitless and wasteful expenditure. The dispute had not yet been resolved at the time of
this report.

NS J

Infrastructure not maintained and secured

Government properties are not always safeguarded the vandalised properties located in the Northern
due to budget constraints. An estimated 51 properties Cape. The properties will now need to be extensively
in the public works sector were vandalised across alll refurbished at additional cost to be fit for future
provincial departments, with approximately half of occupancy.

50
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Examples of vandalism to government properties o

* Eleven schools in the Northern Cape were reported to have been set alight or vandalised
between 2014 and 2022, resulting in learners having to be accommodated at other schools.
e A property in Cape Town was previously leased to a global fishing company that terminated the
lease agreement and handed over the property to the Department of Public Works and Infrastructure
in March 2021 due to a fall in production. The property was vandalised because there was no asset
management or security in place, and its current poor condition represents not only a danger
to the community, but also a loss of potential revenue.

N

Uneconomical practices for leasing of
properties

Because of an overreliance on month-to-month
leases, the public works sector paid rental rates that
were higher than the average market rafe.

Although the number of month-to-month leases
across the sector has decreased due to short-term
contracts (one fo two years) being negofiated with
landlords, this did not result in savings. When landlords
refused to renegotiate rentals for month-to-month

Lease rates were already higher than the market
price and contract terms with landlords were not
concluded to the benefit of tenants, with high annual
increases. Converting from month-to-month leases

to contracts of between one to two years presented
an ideal opportunity to renegotiate the terms of

the lease to be in line with market prices. Instances

of savings were noted after renegotiating lease
terms, such as the Armscor building occupied by the

leases, the public works and infrastructure minister
decided to stop payment. However, this led to a
number of auditees being locked out of their offices
and a court order instructing payments to be made.

Department of Defence, which resulted in an annual
saving of R32 million and R182 million over the five-
year lease term.

Examples of overreliance on month-to-month leases and higher-than-market
rates paid

¢ The Department of Home Affairs leased and occupied the Hallmark building from November 2009 to
October 2017 at arate of R77 per square metre, with an annual increase of 10%. From November 2017
when the lease expired until February 2022, the department was on a month-to-month lease with the
same terms and conditions as the original lease agreement. In an attempft to reduce month-to-month
leases, in March 2022 the department extended the lease agreement by one year on the same lease
terms. On 1 March 2022, the rate per square metre had risen to R241, compared to the average
market rate of R60 per square metre for a similar building in the same area. This means the department
has paid (and lost) approximately R44,6 million above the market rate for the year.

e The Johannesburg regional office of the Property Management Trading Entity has occupied the
Mineralia building on a month-to-month lease for nine years. On 31 March 2022, the rate increased
to R206 per square metre with a 10% annual increase. The Department of Mineral Resources and
Energy, which is in the same building with similar lease terms, asked to move due to the high cost of
the lease. If then followed a competitive process to lease new office space within a 500-metre radius
and entered intfo a lease agreement at a rate of R95 per square metre with an annual increase of 6%,
resulting in a significant saving. The Property Management Trading Entity did not renegotiate its lease
term to be in line with market rates and continues to pay R11 million per year more than it should.

N J
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Inadequate needs analysis and project management resulting in escalating costs due to
delays and standing time

For projects to be delivered on time, within budget Poor planning and project management resulted in
and at the required quality, requires proper suppliers being paid for standing fime on projects, as
needs assessment, project planning and project well as increased completion costs due to delays and
management processes. projects being cancelled after substantial payments

had already been made.

Examples of standing-time payments to contractors and delays in project
completion with escalating costs

e The KwaZulu-Natal Department of Transport paid a contractor R2,35 million for standing time after
suspending a project that was due to start on 8 June 2019 because it did not have the required
approved environmental management programme at that date.

e The Free State Department of Human Settlements paid a supplier for standing time during the
covid-19 lockdown period, even though it had no contractual obligation to do so.

* Construction of a magistrate court project with an initial budget of R?4,74 million was delayed by
more than six years due to late site handover to contractors, delays in issuing working drawings, and
extension of fime due to civil unrest. This resulted in overspending of R23,72 million. To date,

12 extension-of-time claims amounting to R15,88 million (654 days) have been submitted to the Property
Management Trading Entity.

f
\—

Example of delays in project completion with escalating costs °

The Malebogo Primary School in the Free State was only partially completed by
31 March 2022, approximately five years after the planned practical completion. During our site visit on
21 June 2022, we noted that some deliverables, such as the hall, were still outstanding as the contractor
prioritised completing the learning and teaching facilities. These prolonged delays exposed the
Department of Basic Education to cost escalations and/or cost overruns as the project cost rose by
R23,97 million (54%) from the inifial cost of R67,97 million.

N

\
Examples of suppliers not delivering °

¢ The project management team at Dinizulu Senior Secondary School in the Eastern Cape
did not swiftly and effectively address project quality issues, enforce quality control, or address the
confractor’s poor workmanship. This project was also delayed by 40 months.

e At Baflharo Tlhaping Secondary School in the Northern Cape, the contractor’s work was certified as
being practically completed and fit for use even though there was no electrical connection to the
main supply. The value of the electrical installations was R2,38 million.

f
\—

For years we have highlighted these areas of vulnerability in terms of financial losses and prudent spending, but
the shortcomings indicated above clearly show that government is not getting a good return on the investments
made.
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Eroding of funds and
future obligations

The funds budgeted by government for service
delivery activities are eroded by claims made against
departments, and by departments overspending their
budgets and being in poor financial health. Ailing
institutions place further pressure on government
finances, such as failing state-owned enterprises
needing bailouts and through potential future
obligations as a result of guarantees.

Claims against departments

Claims are made against departments through
litigation for compensation as a result of a loss
caused by the department. The most common

type of claim is medico-legal claims (in other words,
medical negligence and malpractice claims) against
provincial health departments. Departments do not
normally budget for such claims; and those that

do, often do not budget enough. The measures
implemented by deparfments to manage and
defend medico-legal claims are also flawed. As a
result, all successful claims will be paid from funds
earmarked for service delivery, further eroding
departments’ ability to be financially sustainable and
to deliver on their service delivery commitments.

In 2021-22, the estimated settlement value of claims
against departments totalled R153,64 billion. This
amount represents claims that have not yet been
settled (by court order or mutually between the
parties). In accordance with the Modified Cash
Standard, departments report an estimated value of
the claim based on the most likely outcome of the
process. As in the previous year, the provincial health
departments accounted for the largest portion of this
amount (67%).

Sixty departments (40%) had claims against them with
an estimated settflement value that exceeded 10%

of their budget for the following year. If paid out in
2022-23, these claims would use up more than 10% of
these departments’ budgets meant for other strategic
priorities, including service delivery.

The financial health of the health sector has been
under immense pressure for years because of
limited budget and poor financial management.
This situation is made worse by medical negligence

and malpractice claims, with the sector having
paid R855,66 million in claims in 2021-22. Total claims
against the sector currently stand at R103,64 billion.

In our previous general reports, we consistently
highlighted the need for the health sector to pay
specific attention to medical record keeping,
because claims offen cannot be successfully
defended without these records — and then need to
be paid out. Departments are also ordered to pay
inferest on claims not paid out to beneficiaries by the
time ordered by the court. This interest is then a further
financial loss for departments.

In 2015, the health minister approved a strategy to
address the increasing medico-legal claims. We
audited the implementation of the strategy and
found the following:

¢ In 67% of healthcare facilities inspected,
administrative staff shortages affected medical
record keeping because vacant posts could not
be filled due to financial constraints. Insufficient
storage space increased the risk of being unable
fo access medical records when they were
required to defend against claims. The facilities
did not record patient safety incidents on registers,
which also contained errors, because staff did
not adhere to policies and procedures when
recording the incidents.

¢ The national litigation strategy required provincial
departments to fake early action upon receipt
of lefters of demand of medico-legal claims to
ensure prompt action and early resolution. Policies
and procedures were developed across all nine
provinces, but there were shortcomings in the
measures implemented by management for
medico-legal claims.

e The national litigation strategy required a uniform,
national reporting system of adverse events
related to patient safety and that district specialist
tfeams must be empowered to promote and
enforce patient safety. However, patient safety
incidents were not effectively managed and were
not always recorded on the monitoring system
in accordance with the relevant policies and
procedures.
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¢ The Department of Health entered into a three-
year contfract with a service provider to develop
a case management system to keep records of
medico-legal claims. The expected completion
date for the project was March 2020, but by
September 2022 the system had only been rolled
out to four of the eight provinces (excluding the
Western Cape) and was only being used in one
province. Those with access to the system were
seeing very litfle benefit because they were not
ready and wiling to use it and the system did not
support the objective of managing medico-legal
claims. The system needs further development
because no feasibility study was conducted
before it was implemented.

* A shortages of medico-legal officers in six
provinces (Eastern Cape, Free State, Gauteng,
Limpopo, Mpumalanga and Northern Cape) and
a lack of medical expertise in two provinces (Free
State and Mpumalanga) contributed to delays in
finalising medico-legal claims.

If the health sector challenges relating to record
keeping, staff shortages, and policies and legal
frameworks are not addressed, they will have a
detrimental long-term effect on the sector’s ability to
deliver swift, good-quality healthcare services.

Overspending of budgets and
poor financial health

When departments overspend their budgets,

they disclose this as unauthorised expenditure. In
2021-22, 9% of departments incurred unauthorised
expenditure totalling R2,3 billion, of which 97% was
incurred by key service delivery portfolios. Almost all
of the unauthorised expenditure related to budget

overspending. If this type of expenditure is condoned,

it means that the department needs to either
appropriate more money or absorb the overspent

amount, which erodes the budget for following years.

Departments have to submit their budget vote to
parliamentary committee hearings to be approved.
After the finance minister presents the budget, the
committee asks the department what it plans to
achieve with its budget. The committee can also
check whether the department kept the promises

it made for the previous year and whether it spent
taxpayers’ money properly. Unlike departments,
public entities do not have a separate vote and

AUDITOR-GENERAL OF SOUTH AFRICA

hence their overspending is disclosed as irregular
expenditure. Seven public entities disclosed irregular
expenditure incurred as a result of overspending.

Overspending of budget 2021-22

Departments (unauthorised

R2,29 billi
expenditure) 9 billion

Public e.nhhes (iregular R2.59 bilion
expenditure)
When an auditee has a deficit at year-end, it means
that it did not have sufficient revenue to cover all its
expenses — the auditee thus ended the financial year
in the red. This most offen means that the following
year's revenue is used to cover the shortfall. Overall,
public entities (including state-owned enterprises)
ended 2021-22 with deficits totalling R7,61 billion. Of
this amount, over 40% was incurred by state-owned
enterprises and schedule 3A public entities that are
funded through revenue such as levies and taxes and
will either need additional funding or will need to use
their reserves.

Deficit (expenditure exceeded 2021-22
revenue)
77 public entities had deficit R7,61 billion
20%
State-owned enterprises R] ,SIOZIIIion)
21%
Schedule 3A public entities (R1.63 Zillion)

The public entity with the highest deficit over the past
few years is the Road Accident Fund, but the audit of
the fund had not been completed by 15 September
2022 and thus its information is not included in this
report.

The major contributors to the deficit of R7,61 billion
were:

* Roads Agency Limpopo —R1,73 billion (23%)

e Gautrain Management Agency — R0,80 billion
(10%)

e Airports Company South Africa — R0,66 billion (9%)

e Petroleum Oil and Gas Corporation — R0,39 billion
(5%)

e Autopax - R0,37 billion (5%)
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Departments prepare their financial statements
based on the modified cash basis of accounting. This
means that the amounts disclosed in the financial
statements only include what was actually paid
during the year and do not include accruals (the
liabilities for unpaid expenses) at year-end. While this
is common for government accounting, it does not
give a complete view of a department’s year-end
financial position.

We believe it is important for management to
understand the state of a department’s finances,
which may not be easily seen from its financial
statements. This is why, every year, we reconstruct
the financial statements at year-end to take these
unpaid liabilities info account. This allows us to assess
and report to management whether the surpluses
reported are the true state of affairs and whether the
departments have technically been using the next
year's budget because of overcommitments in a
particular year.

Based on these reconstructed financial statements,
a picture emerges of deficits and cash shortfalls at
departments that could not operate within their
budgets.

Deficit (expenditure exceeded 2021-22

revenue)

53 departments had deficit R104,69 billion
Key service delivery 24%
departments (R25,56 billion)

More than 60% of departments did not have enough
funds to seftle all their liabilities at year-end —in other
words, they had cash shortfalls. This means that these
departments started the 2022-23 financial year with
part of their budget effectively pre-spent.

Cash shorifalls 2021-22

92 departments had cash

shorffalls R32,43 billion
35 key service delivery
departments had cash b
shortfalls (R10.88 billion)

More than 10% of operating

budget spent (excludin 16%
getsp g (R29,38 billion)

employee costs and fransfers)

Number of departments
that spent more than 10% of 24
operating budget

The departments that incurred the highest
percentages in this regard were:

* Department of Social Development (national)
3 539% (cash shortfall: R15,171 billion; following
year's operating budget: R428,70 million)

Reason: Some April 2020 grants were paid in
March 2020 following the announcement of the
covid-19 lockdown in March 2020, resulting in a
R15 billion overpayment in grants for the 2019-20
financial year as well as a bank overdraft of
R16,15 billion. The shortfall has not been funded
from the 2020-21 and 2021-22 allocation and will
need a resolution from the Standing Committee
on Public Accounts to regularise the unauthorised
expenditure.

¢ KwaZulu-Natal Department of Public Works
213% (cash shortfall: R582,46 million; following
year's operating budget: R273,01 million)

Reason: The department uses an overdraft facility
that was approved by the provincial freasury to
procure on behalf of other client departments,
and its cash reserves are thus always negative. The
client departments are taking a long time fo repay
some of their oufstanding debts, which is also a
conftributing factor.

CONSOLIDATED GENERAL REPORT ON NATIONAL AND PROVINCIAL GOVERNMENT AUDIT OUTCOMES
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¢ Free State Office of the Premier
163% (cash shortfall: R205,39 million; following
year's operating budget: R126,14 million)

Reason: Mainly attributable to insufficient
funds to repay voted funds that have to be
surrendered back to the provincial revenue
fund, largely due to underspending on goods
and services as a result of the covid-19
pandemic and unclaimed funds for the public
information platform.

Departments get most of their revenue through
budgeted funds from government. Some
departments also generate revenue, which they
need to collect. Any surpluses at year-end are
paid back intfo the National Revenue Fund or
into provincial revenue funds, which then fund
departments’ budgets in the following year.

Departments confinued to struggle to collect the
debt owed to them, such as patient fees owed to
health departments, as can be seen in long debt-
collection periods and the significant porfion of debt
that is deemed irrecoverable. If a department does
not collect the debt owed fo i, this affects not only
its operations, but also the funds available for future
government initiatives.

Debt collection — departments 2021-22
. . 28% (44
Debt-collect d>90d
ebt-collection perio ays departments|
More than 10% of debt 23% (37
irecoverable departments)

AUDITOR-GENERAL OF SOUTH AFRICA
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Most public entities are self-funded, which megns Debt collection — public entifies 2021-22
they need to ensure that all the goods or services

they sell or the levies and taxes they are responsible Average debt-collection period 110 days
for collecting, are billed and the debt is collected. More than 10% of debt 61% (138

However, public entities also struggled with debt

irecoverable public entities)

collection, as can be seen from their average debt-
collection period. Some of these entities also did not

bill the revenue.

Example of revenue not billed

According to the policy of the National Student Financial Aid Scheme, interest on student loans

is supposed to be charged one year after students graduate or leave the tertiary institution.

The scheme did not have up-to-date information on students’ status, resulting in loan recipients being
recognised as students for many years after they had stopped studying, without inferest being charged
on their loans. This non-compliance is likely to result in a material financial loss of just over R1 billion if the
inferest is not recovered.

N\

®
®
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The financial position of 23 public entities is so dire that there is significant doubt that they will be able to confinue
operating as a going concern in the near future. This effectively means that these public enfities do not have
enough revenue fo cover their expenditure and that they owe more money than they have. Many of these

public entities have been in this dire financial position multiple fimes over the past five years.

Public entities with serious financial health concerns

* Corridor Mining

e [thala Limited (KZN)

Disclosed for

e Land and Agricultural

* Eastern Cape

Resources (LP) « Northern Ca Bank of South Africa Development
pe Rural A
* Great North Transport TVET College * Independent Corporation 2f92t] -22 WOfS
(LP) . Development Trust » KwaZulu-Natal Nature irst year o
« South African Motheo TVET College Conservation Board disclosure

National Roads
Agency

* Pefroleum Oil and
Gas Corporation

* Autopax

 South African
Broadcasting
Corporation

¢ Pelchem

e North West
Development
Corporation

* Property
Management Trading
Entity

» South African Post
Office

» Golden Leopard
Resorts (NW)

* GL Resorts (subsidiary
of Golden Leopard
Resorts) (NW)

 South African Nuclear
Energy Corporation

* Ingonyama Trust
Board

* Mpumalanga
Regional Training Trust

* Postbank
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State-owned enterprises

Government has made it clear that it infends fo
reduce the continual demands of state-owned
enterprises on South Africa’s limited public

resources. Most state-owned enterprises are sfill
bafttling with going concern challenges, with three
having disclosed material uncertainties about
whether they would be able to continue operating
(Independent Development Trust, Land and
Agricultural Development Bank of South Africa, and
South African Broadcasting Corporation) while two
(South African Post Office and South African Nuclear
Energy Corporation) received modified audit opinions
because they did not have sufficient evidence to
show that they would be able to continue operating.
The South African Post Office, the South African
Nuclear Energy Corporation and the South African
Broadcasting Corporation need their respective
accounting authorities to intervene, with the support
of the shareholders. Their continued going concern
challenges, coupled with successive losses, indicate
that their turnaround plans either are not effective or
have not been fully implemented.

State-owned enterprises should not rely on
government bailouts as they are expected to
implement sustainable turnaround plans that will
ensure the creation of public value. Government
provided financial guarantees of over R420 billion
over several years to these entities. The total
government exposure relating fo these guarantees
is over R328 billion (exposure means that the entities
have used the guarantees to obtain loans from
lenders). Eskom is the single biggest fiscal risk to the
National Revenue Fund, accounting for over 80% of
government guarantees to state-owned enterprises.

When the state grants a guarantee, it essentially
takes responsibility for repaying a loan if the
state-owned enterprise defaults. If these entities

do default on their loans, the guarantees can be

a direct charge to the National Revenue Fund.

The fund keeps record of all guarantees issued

and government’s total exposure. In certain
circumstances, guarantees are required, but the
entity should ensure that it honours the conditions of

AUDITOR-GENERAL OF SOUTH AFRICA

the guarantee and that it becomes sustainable so
that further guarantees will not be necessary.

Slow progress has been made in the
implementation of key reforms announced by
government, such as the Shareholder Management
Bill and the funding criteria for state-owned
enterprises. There is an urgent need to finalise

these reforms to ensure policy certainty and
empowerment of state-owned enterprises to
deliver on their developmental mandates.

Financial management

Credible financial statements are crucial for
enabling accountability and transparency, but
many auditees are failing in this area. Auditees
are required by legislation fo submit their financial
statements on tfime. The goal of this requirement is
to ensure that auditees account for their financial
affairs when this information is sfill relevant to
stakeholders for decision making and oversight.

Parliamentary committees and legislatures use
financial statements to hold accounting officers and
authorities accountable and to make decisions on,
for example, the allocation of the budget. For some
public entities, creditors, banks and rating agencies
also use the financial statfements o determine the
level of risk in lending money to the entity. Members
of the public can further use the financial statements
to see how well the departments and public entities
are using the taxes they pay to provide services.

A total of 92% of auditees submitted their financial
statements by the legislated date — a slight
regression from 93% in the last year of the previous
administration.

The table below shows the 15 public entities that had
not submitted their financial statements for auditing
by 15 September 2022, which was the cut-off date for
inclusion in this report. Most of these public entities are
state-owned enterprises.
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Auditee

State-owned enterprises

Denel and subsidiaries

¢ Denel Aerostructures

* Densecure

¢ Denel Vehicles Systems

* LMT Holdings

e LMT Products (subsidiary of LMT Holdings)

Mango Airlines

South African Express Airways

Other national public entities

Compensation Fund

Government Printing Works

Unemployment Insurance Fund

Coastal TVET College

North West provincial public entities

¢ North West Transport Investments
e Afteridgeville Bus Services
e North West Star

Reason for non-submission

The group did not submit its financial statements for
the past two years due to financial and operational
challenges. It committed to submit the 2020-21
financial statements by 30 November 2022.

The auditee has not submitted financial statements
for the past four financial years as it is currently in
business rescue.

The auditee has not been submitting financial
statements for the past three financial years and has
been liquidated.

The auditee did not submit financial statements due
to an inadequate control environment.

Due to aloss of data during the past two financial
years, the auditee submitted financial statements for
2020-21 late and did not submit financial statements
for 2021-22.

The auditee did not submit financial statements as it
was still addressing prior year qualifications.

An administrator was appointed to oversee the
college’s operations in December 2020. The audit
report for the 2020 financial year was only finalised

in April 2022 because the financial statements were
submitted lafe. The college committed to submit the
2021 financial statements by 31 August 2022, but the
administrator was recalled by the higher education
minister on 17 August 2021, leaving the college
without a principal and chief financial officer. There
was no proper handover from the administrative
feam and current chief financial officer, which
affected the preparation of the financial statements.

The group has not submitted financial statements for
the 2019-20, 2020-21 and 2021-22 financial years. On
20 July 2022, the group adopted a resolution in ferms
of the Companies Act and started voluntarily business
rescue proceedings and appointed a business
rescue practitioner.

CONSOLIDATED GENERAL REPORT ON NATIONAL AND PROVINCIAL GOVERNMENT AUDIT OUTCOMES
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For the past three years we have reported that the
three North West provincial public entities have not
submitted their financial statements. We have also
informed the provincial leadership, treasury and
legislature. Our audit leadership has repeatedly
engaged with the boards, chief executive officers
and chief financial officers of these public entities to
encourage them to submit their financial statements.
When all of this failed, we invoked our powers to
hold the accounting authorities of these three public
entities, as well of those of six others, accountable
by noftifying them that not submitting financial
statements constitutes a material iregularity, as the
delays in the accountability processes are causing
substantial harm to these public entities. This lack of
fransparency in the use of funds and the financial
position should not be tolerated.

IMPACT

When departments and public entities do not

submit their financial statements, this negatively
affects the accountability chain because the
various stakeholders cannot evaluate the state
of these auditees.

Credible financial statements are crucial for enabling
accountability and transparency, but more than

half of the auditees continue to submit poor-quality
financial statements for auditing. This means that

if we had not identified misstatements in these
financial statements and given the auditees the
chance to correct them, only 48% of auditees with
completed audits would have received unqualified
audit opinions, compared to the 78% that ultimately
received this outcome.

‘ 60 ’ AUDITOR-GENERAL OF SOUTH AFRICA

Quality of financial statements before and after audits —
all auditees

After audit

Before audit

. With no findings . With findings

A quadlified audit opinion means that there were
areas in the financial statements that we found fo be
materially misstated (meaning that there are material
errors or omissions that are so significant that they
affect the credibility and reliability of the financial
statements). In our audit reports, we point out which
areas of the financial statements cannoft be frusted.
In total, 76 auditees (31 departments and 45 public
entities) received qualified audit opinions.

Adverse and disclaimed audit opinions are the
worst opinions an auditee can receive. An adverse
opinion means that the financial statements included
so many material misstatements that we disagree
with virtually all the amounts and disclosures. A
disclaimed opinion means that those auditees could
not provide us with evidence for most of the amounts
and disclosures in the financial statements. Effectively,
the information in financial statements with adverse
or disclaimed opinions can be discarded because it
is not credible. In our audit reports, we tell oversight
structures and other users of the financial statements
that the information cannot be trusted. In 2021-22,
only the North West Development Corporation
received an adverse opinion.
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Over the years, we have called on national and
provincial leadership and oversight to direct their
efforts fowards auditees that continue o receive
disclaimed opinions. In 2021-22, nine public entities
received disclaimed opinions. Seven of these public
entities had also received disclaimed opinions in
2020-21 and six had also received this type of opinion
in 2019-20. No department received a disclaimed
audit opinion in 2021-22.

Basic financial management processes do not always
function as they should. These include institutionalising
a culfure of compliance and controls, such as
implementing standardised, effective accounting
processes for daily and monthly accounting
disciplines; ensuring proper record keeping and
document control; performing independent

reviews and reconciliations of account records;

and ensuring that in-year reporting and monitoring
(including proper project management) take place.
Dealing with the consequences of poor financial
management is costly and fime-consuming and

the resulfs often cannot be reversed. If auditees do
not implement these basic processes, it can lead fo

a lack of prudence and eroding of funds, placing
government’s economic recovery inifiafives af risk.

Economic recovery

In pursuit of the National Development Plan goals
and amidst the deepening economic crisis following
the covid-19 pandemic, government infroduced
the Economic Reconstruction and Recovery Plan
for the South African economy in 2020 with the aim
of stimulating equitable and inclusive growth. The
plan includes a number of priority interventions such
as aggressive infrastructure investment, which is a
critical catalyst for creating the multiplier effect that
drives economic activity. As detailed in the section
on infrastructure, the success of the infrastructure
programme will depend on government’s ability to
urgently address the weaknesses in infrastructure
delivery so that value for money is received for every
rand spent.

Another key intervention includes employment
initiatives such as Presidential Employment Stimulus
programmes, which aim to protect jobs and

livelihoods and to support meaningful work while the
labour market recovers from the covid-19 pandemic.
We have identified risks of funding being received
late, which affected the implementation of some
projects, resulting in the planned targets for job
creation not being achieved for some initiafives. Work
opportunities were also mostly short term and related
to unskilled labour, which does noft resultf in sustainable
job opportunities. Going forward, our audits will

have an increased focus on these initiatives so that
we can provide insights on how they have been
implemented.

It is increasingly important that the identified

risks are addressed through good financial
management practices and improved
governance. Auditees should be intfentional about
the implementation of set programmes; hence,
these reforms should be implemented with a sense
of urgency to ensure value for money and return on
investment. The more pressure there is on the fiscus,
the less money is available for service delivery
which negatively affects the lives of the people of
South Africa.

GOVERNANCE AND
ACCOUNTABILITY

The continued increase in the irregular expenditure
balance that is not being dealt with, coupled with
the lack of action on potential fraud and corruption
and the continued disregard for our findings and
recommendations at some auditees, clearly show
weakness in governance and accountability at
national and provincial auditees — further hampering
their ability o deliver services. As highlighted in the
preceding sections, we used the material iregularity
process where accounting officers and authorities
did not take action fo deal appropriately with
iregularities identified.

Earlier in this report, we also highlighted the
roleplayers in the accountability ecosystem
responsible for governance. Over the past few
years, we have called for a more responsive system
of governance and made continued calls for
accountability.

CONSOLIDATED GENERAL REPORT ON NATIONAL AND PROVINCIAL GOVERNMENT AUDIT OUTCOMES
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Accountability is two-fold:

e Firstly, those who take actions or make decisions
must take responsibility for these actions and
decisions.

¢ Secondly, those who do wrong (fransgress), do
nothing (fail to act) or perform poorly should face
consequences.

In this section, we examine:

e the status of non-compliance with procurement
legislation and resultant iregular expenditure,
and the lack of consequences that leads to an
environment in which further non-compliance
is likely

e the vulnerability of government systems to
cybersecurity attacks because of weak
information fechnology governance and security
controls

¢ the need to pay specific attention to governance
and oversight of state-owned enterprises because
of the impact they have on government’s
financial health.

Procurement - consequence
management

Fair and competitive procurement processes enable
government to get the best value for the limited funds
available and give suppliers fair and equitable access
to government business. Such requirements are not
only standard financial management practices,

they are also included in the legislation that makes
accounting officers and authorities responsible for
ensuring that the required processes and confrols are
implemented.

The procurement process is also where the risk of
fraud is highest, which is why we pay particular
attention to procurement and contract management
during our audits.

AUDITOR-GENERAL OF SOUTH AFRICA

Status of compliance with supply chain
management legislation

MOVEMENT
FROM PREVIOUS
ADMINISTRATION

. With findings . With material findings

. With no findings

We continued to identify and report findings on
compliance with procurement and contract
management legislation at auditees. We identified
findings across all key service delivery portfolios and
16 state-owned enterprises.

The iregular expenditure disclosed in 2021-22

was R51,22 billion. It is significantly less than the
R136,67 billion disclosed in the previous year, but the
R77,49 billion irregular expenditure incurred by the
National Student Financial Aid Scheme in that year
was an anomaly.

In total, R40,16 billion of the R51,22 bilion was
expenditure incurred in 2021-22 (representing

2% of the R2,58 trillion expenditure budget) and
R11,06 billion was prior year expenditure that was only
identified and disclosed in 2021-22.

The total iregular expenditure could be even

higher, as 25% of auditees did not report all iregular
expenditure that should have been reported in their
financial statements. In some cases, the amount of
iregular expenditure reported was incorrect. We also
could not audit contracts worth R2,53 billion because
of missing or incomplete information.

As part of our audits, and to assist oversight and
portfolio committees with areas on which to focus
their attention, we assessed the impact of iregular
expenditure. We identified that R38,68 billion

arose from breaches of legislation, which requires
that procurement be fair, equitable, fransparent,
competitive and cost-effective. This resulted in
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goods and services being acquired at unreasonable
prices because auditees either did not adequately
test market prices or did not choose the most cost-
effective options. Government's socioeconomic
objectives, such as advancing previously
disadvantaged individuals and small businesses, were
also not achieved. This could lead to exposure to
litigation arising from breaches of procurement and,
as aresult, funds infended for service delivery might
be shifted to pay legal fees.

Instituting consequences against officials responsible
for non-compliance helps auditees to recover the
losses that those officials incurred and to deter other
officials from contravening legislation. In this way,
auditees demonstrate their commitment to prudent
financial management practices.

However, 44% of auditees did not comply with
legislation on implementing consequences. At 35%
of auditees, this non-compliance was material.

As aresult, the year-end balances of these types

of unwanted expenditure confinue to grow. A
culture of consequence management has not
materialised because the right tone has not been set
to encourage a behavioural change at the highest
levels.

The balances of unauthorised, irregular, and

fruitless and wasteful expenditure remain high at
R461,05 billion due to the slow pace of investigations.
Taking irregular expenditure as an example, by the
end of the 2021-22 financial year very little had been
done about the previous year's closing balance of
R408,52 billion.

Closing balances of irregular expenditure and dealing with prior year irregular expenditure

R423,63 bn

2021-22

R408,52 bn
2020-21

R308,69 bn

2019-20

R277,27 bn
2018-19

Closing balance
of iregular
expenditure
still high

Money recovered orin
process of recovery

Condoned

How has leadership dealt with previous year irregular expenditure

<1% 1%

Written off

R380,38 bn

93%

Not dealt with
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The first step that auditees must take is o investigate
the non-compliance — why did it happen; who is
responsible; was money lost; and, if it was, can that
money be recovered? Almost a third of auditees did
not perform these investigations, and where action
was taken, it was mostly to condone or write off the
iregular expenditure.

Where there have been allegations of financial and
supply chain misconduct and fraud, accountability
should also come into play. We audited 99 auditees
at which allegations of fraud and misconduct were
flagged to management to see if this was the case,
and found the following:

of auditees took longer than three
months to complete investigations

49%

of auditees did not investigate
allegations

of auditees did not impose sanctions or did
not implement recommendations based on
completed investigations

Instances of alleged fraud or improper conduct in
supply chain management processes

In the previous year, we reported such indicators at
146 auditees for accounting officers and authorities
to follow up and take action.

auditees investigated all the findings
we reported

auditees investigated some of the
findings we reported

auditees investigated none of the
findings we reported

Of the 96 auditees that investigated some or all
findings, 59 (61%) had satisfactory resolutions to
these investigations, while 39% did not (for example,
the investigation recommended that contracts in
which employees failed to declare their interest be
cancelled, but the auditee did not do so).

Every year, we also report indicators of possible fraud or improper conduct in supply chain management
processes and recommend that management further investigate these matters.

Status of auditees’ investigations into fraud or improper conduct of supply chain management processes

Supplier submitted false
declaration of interest
(72)

33 (46%)

Employee failed to

disclose inferest in 19 (34%)
supplier (56)
Other supply chain
management related 26 (34%)

allegations (77)

34 (47%)
5 (7%)
7 (13%) 30 (53%)
TEA 41 (53%)

Payment in spite
of poor delivery by 2 (22%) 7 (78%)

supplier (9)

Payment to
possible fictitious

. 4 (80%)
supplier (5)

@ Aiinvestigated

AUDITOR-GENERAL OF SOUTH AFRICA

. Some investigated

1 (20%)

. None investigated
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Cybersecurity

Government departments and entities use
information systems to process critical business
fransactions and reports on operational and
financial performance. Information security
measures are therefore critical fo ensure that
government information systems are not
vulnerable to cyberattacks and to prevent
people from performing system activities that
are unauthorised so as fo limit fraud incidents.

Status of information security controls

2021-22
212 auditees

2019-20
203 auditees

. Good

We identified that 80% of auditees had ineffective
security conftrols. This area has shown a negligible
movement over the past year and since the end of
the previous administration’s term.

The National Cybersecurity Policy Framework was
gazetted in 2015 and outlines policy guidelines
related to cybersecurity in South Africa, requiring
government to develop detailed cybersecurity
policies and strategies. Neither the State Security
Agency, nor any other security and justice related
departments, have made much progress in achieving
the objectives contained in the framework. This

was due to limited oversight of the framework, its
complexity and a lack of consequence management
because there were no implementation fimelines.

This has impaired government’s ability to coordinate

. Concerning

Our role is to assess the control environment
supporting these systems to determine if there are
any risks of unauthorised access to the systems and
data, whether we can rely on the controls for audit
purposes, and whether government is deriving value
from its investment in information technology.

2020-21
201 auditees

29
(14%)

2018-19
201 auditees

. Intervention required

cybersecurity efforts and inherently affected its
cybersecurity spend.

Departments and entities had no choice but fo
use the State Information Technology Agency'’s
unsupported and vulnerable infrastructure to
access their financial systems, which exposed the
government to cyberthreats.

There has been an increased trend of high-profile
cybersecurity failures. Hackers have successfully
exploited the security weaknesses at some of the
auditees that we rated as weak in this area. This
resulfed in some key government services not being
available for a prolonged period and, in some
cases, hackers demanding ransom or significant
fraud being perpetuated. Among the auditees most
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recently affected are the Department of Justice and
Constitutional Development, Transnet and Postbank.

The prevailing root cause of information

technology security weaknesses is poor information
technology governance processes. We identified that
144 auditees (68%) had ineffective information
technology governance processes, and noted

the following deficiencies at many auditees:

e Although auditees had adequate, and in some
cases well-defined, information technology
governance frameworks, these were not
implemented or operating effectively.

¢ Where information technology steering
committees had been established, they were not
operating effectively. Either these committees
did not have the required level of representation
or they did not meet regularly to discharge their
oversight responsibilities.

¢ Information technology budgets and plans were
not well defined or monitored to ensure that they
delivered the expected value and benefits.

* Service level agreements with third parties were
lacking or, where they existed, services were not
monitored.

e Information technology risks were not well
articulated in risk registers and management did
not monitor action plans to mitigate the risk. In
some cases, internal auditors did not perform
required information technology risk assessments,
especially around key processes and significant
projects.

The cybersecurity and information technology
environment at government departments and public
entities is weak because accounting officers and
authorities have not discharged their responsibility

to effectively manage and implement these
governance processes over a number of years.

A cybersecurity culture shift is required to mitigate risks
and improve controls as system automation continues
to increase. We will continue to focus and report on
cybersecurity risk in future.

Governance and oversight of
state-owned enterprises

The performance by state-owned enterprises is key to
the economy but most state-owned enterprises are

in a dire state, receive poor audit outcomes and are
struggling to deliver against their legislated mandates.
Many are in financial distress with collapsing
infrastructure that weakens their ability to deliver key

AUDITOR-GENERAL OF SOUTH AFRICA

services. All of this has a significant impact on the
day-to-day experiences of businesses and the lived
reality of the people of South Africa.

The overall control environment within state-owned
enterprises also remains weak in the areas of
financial reporting, performance reporting, and
compliance with legislation. The key contributors

to the unfavourable audit outcomes include

poor governance processes, instability at senior
management and executive levels, lack of
consequence management, ineffective strategic
planning and monitoring, and lack of regular
reconciliation, review and reporting.

There is slow progress in implementing the key reforms
aimed at stfrengthening governance aft state-owned
enterprises, such as finalising the Shareholder
Management Bill and clarifying the as yet unfinalised
funding criteria for state-owned enterprises, creating
policy uncertainty in the state-owned enterprise
environment.

In June 2021, the state announced that it plans

to sell 51% of South African Airways fo a private
consortium and retain a minority stake, while
Eskom permitted independent power producers
to increase self-generation from 1 MW fo 100 MW
without needing a licence. However, the persistent
financial and operational challenges confronting
state-owned enterprises cast doubt on their ability
to survive without continued financial support from
government —when they should be paying dividends
fo government.

To improve the governance of state-owned
enterprises, we made detfailed recommendations
in their management reports, which can only
succeed if:

e key reforms are implemented and the entfities
have sound internal confrol environments and
effective governance structures and processes in
place

e competent people of integrity are appointed to
boards and executive positions via transparent
and robust processes

e lessons are learnt from the various
investigative commissions of enquiry and their
recommendations are implemented.
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ACCOUNTABILITY
ECOSYSTEM -
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While we are encouraged
by the upward trend in audit
outcomes, focused attention
needs fo be directed urgently
towards the key service
delivery portfolios and state-
owned enterprises to relieve
pressure on the fiscus and to
improve the lived experience
of the people of South Africa.

AUDITOR-GENERAL OF SOUTH AFRICA

As stated in the Reconstruction and Development
Programme and reiterated in the National
Development Plan, afttacking poverty and
deprivation must be the first priority of a democratic
government. We call on all our stakeholders that
play a pivotal role in the accountability ecosystem

fo stimulate and promote a culture of accountability
that willimprove service delivery and create tangible
prospects for a better life for our people.

Where audit outcomes remain poor and service
delivery failures persist, we assessed the key reasons
underpinning this state, and found the following:

e Poor planning and budgeting, as well as a
lack of setting quality indicators and targets
that are measurable and aligned fto auditees’
mandates, hampers sustainable improvements in
performance management and service delivery.

e Compromised control environments and a failure
to embed preventative controls and implement
basic financial management disciplines hinder
auditees’ ability fo properly manage their finances
and performance, leading fo poor service
delivery.

e Pre-existing system and process deficiencies,
including poor project management and
capacity constraints, weaken service delivery
even with the best action plans.

¢ Intergovernmental fragmentation and lack of
coordination further hamper service delivery.

e Limited commitment from assurance providers,
including management and leadership, to fulfil
their monitoring, governance and oversight
roles creates a culture of no accountability and
consequence management leading to poor
performance.
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While a clean audit is not always an indicator of
good service delivery, a well-functioning confrol
environment and good systems form a solid
foundation that will enable auditees to move one
step closer to improving performance and service
delivery. Some auditees are making a concerted
effort fo improve their audit outcomes, but the pace
at which deficiencies in financial and performance
management and compliance with legislation are
addressed needs to be accelerated.

Accounting officers and authorities know what must
be done - they have received our messages and
recommendations for many years. We gave them
reports, notified them of material iregularities and
regularly engaged with them to share risks that need
to be addressed and good controls that need o be
implemented. Yet, a slow — or even no —response

by accounting officers and authorities and senior
management to our recommendations on improving
confrols and addressing risk areas was the most
common root cause for poor audit outcomes during
the term of the administration.

If the root causes of deficiencies identified remain
unaddressed, it could mean that those responsible
for addressing them do not understand these root
causes well enough to correct them; that they

do understand the root causes but do not know
how to deal with them; or that they are not willing
to deal with them at all. We therefore encourage
all roleplayers in the accountability ecosystem to
interrogate the deficiencies we have identified at
auditees to fully understand what sits at the heart of
the problem. There are many auditees that are on

-
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the cusp of achieving a clean audit and improved
service delivery but that struggle to bridge the gap
simply because the real root causes of the identified
deficiencies are not properly dealt with.

We have particularly emphasised that the direction,
supervision and review role of senior management
must be strengthened. Although many auditees
have improved in this area over the term of the
administration, in our assessment, only 20% of
auditees had a senior management feam that was
fully effective.

Vacancies and instability at senior management
level had an impact on the effectiveness of
management functions. Instability at accounting
officer and authority level was also common, which
affected decision making; the completion of action
plans, projects and initiatives; and consequence
management.

Internal audit units should provide independent
assurance to the accounting officers and authorities
on the implementation of controls and the mitigation
of risks. The units work under the oversight of the
audit committee, which is made up of independent
experts who can advise the accounting officers and
authorities. In our assessment, internal audit units

and audit committees had been established and
were operational, and the vast majority performed
all the functions required by legislation, including
evaluating the reliability of financial and performance
information and compliance with legislation.
However, the audit outcomes showed that the work
of these governance structures did not always have
an impact, as the quality of the financial statements
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and annual performance reports we received for
auditing remained poor. The value that can be
derived from their independent assurance has not
materialised at all auditees, most often because
management was just not implementing their
recommendations. The infernal auditors experienced
the same frustrations we have as external auditors in
this regard.

Intfernal audit units and audit committees are a big
investment for auditees — the professionals employed
as infernal auditors or who serve as members of

the committees usually come at a premium. In our
experience, the vast majority of these professionals
are competent and committed to serving auditees
well with their skill sefts. It is regreftable that the

value they can bring to financial and performance
management is not fully realised, as their influence will
always depend on the internal control environment
created by the accounting officers and authorities
and senior management.

Executive authorities and national and provincial
leadership are responsible for monitoring and
overseeing portfolios. Through these specific
responsibilities, they must continue to bring about
improvements in the audit outcomes of their
portfolios by becoming more actively involved in
key governance matters, particularly those faced
by state-owned enterprises and key service delivery
portfolios.

Coordinating institutions remain an integral part of
the accountability ecosystem and we confinue to
advocate for fullimplementation of their mandates
and legal obligations. We also engaged on the
effectiveness of their initiatives across national and
provincial government and reported our findings and
recommendations in this regard. As reported in the
sections on service delivery and on governance and
accountability, infergovernmental relationships must
be strengthened to ensure appropriate, swift and
impactful interventions and support.

Parliament and provincial legislatures have a
constitutional mandate to oversee executive action
and ensure compliance with legislation, which they
do through committees established in line with their
respective roles. Portfolio committees are required to
assess the strategic and annual performance plans
of departments and public entities to effectively fulfil
their oversight role. These oversight structures should

AUDITOR-GENERAL OF SOUTH AFRICA

strengthen their monitoring processes to hold auditees
accountable forimplementing audit action plans
and oversight resolutfions to enable improved audit
outcomes and service delivery.

Informed by our constitutional mandate, we enable
oversight, accountability and governance in the
public sector through our regular engagements

with Parliament and the provincial legislatures.
Through these oversight and portfolio committee
engagements, we presented and discussed key
controls and compliance findings arising from the
audit process, as well as the related root causes. The
discussions included our recommendations for focus
areas that require oversight intervention.

We made specific recommendations fo the
accounting officers and authorities of auditees

and we are encouraged by their responsiveness to
our findings and their commitments to take action.
These commitments are important to ensure that
steady progress is made towards improving auditees’
performance. We will continue to frack and monitor
these commitments closely as part of the audit
process.

If the findings and risks we reported are not
addressed, we will continue to issue nofifications of
material iregularities. If the matters that can lead

to financial losses and/or substantial harm to the
public are not resolved, we will use our enforcement
mandate.

We also obtained the following commitments from
government leaders that operate at the centre of
government in response to the insights on material
iregularities and the achievement of service delivery
targets:

¢ The Presidency: The director-general committed to
fast-track the review, approval and publication of
Special Investigating Unit investigations to reduce
the current longstanding backlog of investigation
reports finalised by the unit. In order to improve
service delivery, planning and reporting, the
director-general further committed to developing
a performance management system for ministers
and directors-general to be readily available for
evaluation by the President, as these are currently
communicated fo The Presidency in the form of a
report.
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¢ Department of Planning, Monitoring and Call to action
Evaluation: The director-general committed to
escalate a recommendation to the minister that We assert that when national and provincial leaders
all performance agreements of directors-general fully commit to transforming government into the
and acting directors-general be completed capable, efficient, ethical and development-oriented
and their assessments conducted to enable institutions envisaged by the Constitution, a culture
accountability and consequence management of accountability will flourish, leading to significant
in relation to the implementation of Medium-Term improvements in service delivery.
Strategic Framework and other targets set by the
President.

Improved service delivery enabled by capable, cooperative, accountable and responsive institutions delivering on their

mandates

aligned to auditees’ mandate and the Medium-Term Strategic Framework to ensure

@ Refocus and energise performance planning processes to be comprehensive and
that service delivery is planned for and reported on

* Ensure that vacancies are filled by appointing capable officials and ensure

stability in key positions that will enable accountability
% * Maintain a robust financial management culture, which includes ensuring effective

revenue collection, prudent spending, and the prevention and swift recovery of
financial loss and wastage

Enable and insist on in-year monitoring controls and project management disciplines to
achieve planned service delivery on time, within budget and af the required quality

Lead by example and ensure that consequences for non-compliance with
legislation and accountability failures are implemented to enable improved
performance and service delivery
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The improvements we seek do not only reside within
the domain and responsibility of the accounting
officer or authority and of the auditors — they depend
on the entire accountability ecosystem.

To enable the implementation of these actionsin a
focused manner and to build a capable, effective
and visionary leadership that is aligned across alll
three spheres of government, national and provincial
leadership should:

e prioritise professionalising the public service by
implementing the National Implementation
Framework, as approved by Cabinet in
October 2022

e strengthen the components of oversight
coordination, including the role of the Department
of Planning, Monitoring and Evaluation

e commit fo consequences, starting with the
performance agreements of accounting officers

¢ prevent the eroding of funds budgeted for
service delivery through medico-legal claims,
by implementing policies and procedures to
prevent further claims against departments;
and implement proper record keeping so that
information is accessible to defend existing claims.

Active citizenry is crucial to ensure that the needs of
the public are heard and acted on. We call on the
public to use the available channels to report any
indicators of abuse, mismanagement, fraud and
service delivery failures.

We call on government to create opportunities fo
listen and react to feedback from the public on
whether their initiatives and efforts are succeeding

in meeting their needs. Civil society organisations
and the voices of the people on the ground are
powerful tools to prompt much-needed action.
Where poor performance and service delivery failures
persist, Parliament and the provincial legislatures, as
representatives of the public, should call government
leaders to account for the matters we have raised in
this report and for their subsequent actions.

A culture of performance, accountability,
fransparency and integrity should be a shared vision
for all involved and we urge all roleplayers to fulfil their
designated roles in the accountability ecosystem and
to play their part effectively, without fear or favour, to
ensure accountability for government spending and
improvement in the lives of all South Africans.

We remain committed to partnering with and
supporting the public sector through our audits,
the Public Audit Act amendments, and the many
initiatives we have implemented to assist and
guide all roleplayers. We frust that the insights and
recommendations included in this report will be of
value in this pursuit.

South Africa remains a highly unequal society where

too many people live in poverty and too few work. These
immense challenges can only be addressed through a step
change in the country’s performance. To accelerate progress,
deepen democracy and build a more cohesive society,

South Africa must translate political emancipation into
economic wellbeing for all. It is up to all South Africans

to fix the future, starting today.

AUDITOR-GENERAL OF SOUTH AFRICA

National Development Plan 2030
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Every province has a unique
story and the provincial
outcomes often reflect the
experiences of the people in
that province.

AUDITOR-GENERAL OF SOUTH AFRICA

We begin this section with the key results from our
audits in the provinces, followed by an overview of
the state of provincial government in each of the
nine provinces. The overviews summarise our main
insights on financial, performance and infrastructure
management, and how we have used our enhanced
mandate. We also reflect on what should be done

to improve the situation, and by whom; and the
commitments made by those with whom we engage.

Provincial government is responsible for approximately
28% (or R711,41 billion) of the total national and
provincial budget and plays a significant role in
implementing government’s service delivery priorities.

The provincial audit outcomes have shown a
gradual upward frend since the end of the previous
administration’s term — 47 auditees have improved
and 11 auditees have regressed over this period,
with the Eastern Cape and KwaZulu-Natal showing
significant improvement.
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Provincial audit outcomes and percentage of provincial budget
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The provinces continued to struggle with the preparation of credible financial statements and annual
performance reports, thus reducing the effectiveness of monitoring and oversight processes and compromising
service delivery. In total, 58% of provincial auditees submitted poor-quality financial statements and

54% submitted poor-quality performance reports for auditing.

Quality of financial statements and annual performance reports before and after auditing in the provinces

Financial statements Performance reports
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69% Mpumalanga 63% 18% 81%

83% Northern Cape 58% 25% 83%

so7 507
95% Westen Cope 7% 147 IR

. Quality before audit . Quality improvement after audit
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Some provinces showed signs of significant financial difficulty, with 22 auditees being in such a dire position that
there is significant doubt as to whether they will be able to continue operating as a going concern in the near
future. This, and other indicators of poor financial health such as deficits, cash shortfalls and unpaid claims,
would have affected their ability fo deliver services.

Financial health indicators in the provinces

22 auditees with
going concern issues
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Putting further strain on the provincial purse, was the R30,84 billion in irregular expenditure disclosed by provincial
auditees in 2021-22. The closing balance of all provincial iregular expenditure stood at R192,99 billion.

Irregular expenditure in the provinces

Irregular
% of total expenditure
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provincial provincial
expenditure budget
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Decisive action is still required by leadership to meaningfully improve

service delivery

In our previous general report, we urged provincial
leadership fo instil a greater sense of urgency when it
comes to improving the audit outcomes of the three
departments that received qualified audit opinions
and for those that had stagnated on unqualified
opinions with findings. Leadership committed to
improve audit outcomes and accountability and
there has been some progress in responding to

our message. Four auditees improved to clean

audit opinions and there were no regressions.

As aresult, the current ferm of administration has
seen a contfinuous increase in the number of clean
audits. Currently, there are 11 clean audits (52%),
which is the highest number of clean audits in the
history of the province.

The provincial legislature; provincial departments

of rural development and agrarian reform, and of
economic development, environmental affairs and
tourism; and the Eastern Cape Government Fleet
Management Services improved fo clean audits by
addressing findings on material compliance with
legislation and performance reporting. The common
frend at auditees that obtained or sustained a clean
audit was:

e astrong leadership tone at the top

e promptimprovement of controls where
weaknesses were identified

¢ timeous implementation and monitoring of audit
action plans and prior year recommendations

e commitment to ensuring that critical positions
are filled promptly

e qaudit committee follow-up on internal audit
findings.

Two of the public enfities in the province — Coega
and the East London Industrial Development Zone
—maintained their clean audits and exceeded their
targets for the number of new investors, signing a
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combined 19 new investors with an investment value
of over R1,5 billion. The provincial rural development
and agricultural reform department also spent

99,7% of its budget and achieved 85% of its planned
targets relating to agricultural producer support and
development, assisting with drought-relief initiatives
that included providing boreholes to farmers, and
supporting red meat and citrus farmers. However,
some departments did not deliver on all of their
performance targets, which put the province at risk
of falling behind on its plans to meet the objectives of
the Medium-Term Strategic Framework.

The provincial education department had

substantial misstatements and omissions in the
financial statements it submitted for auditing. The
department’s finance unit had a high vacancy rate
(48%), but positions could not be filled because of
budgetary restrictions. The department also had
material misstatements in its submitted performance
information and could not submit supporting
evidence for some of the information reported in

its annual performance report. The right to quality
education includes access to textbooks and a safe
and adequate learning environment, but this is not
the reality for many learners in the province, and in
2021-22 the department achieved only 15% of its
planned targets relating to public ordinary school
education. In its annual performance report, the
department reported that 22% of schools did not
receive learner material for maths and languages,
and this percentage could be even higher, as it could
not provide evidence for most of the schools reported
as having received the material. The department was
also slow to finalise the constfruction and upgrading
of schools as most of its infrastructure projects were
still in progress at year-end, with some projects having
been cancelled or halted because confractors
suspended work due to non-payment. This slow



progress resulted in the National Treasury stopping
education infrastructure grant funding of

R205,1 million to the Eastern Cape Department

of Education, and reallocating the money to the
KwaZulu-Natal Deparfment of Education. We

also notified the accounting officer of a material
iregularity resulting from an extension-of-time claim
made by a contfractor due to late payment.

We again reported findings on financial and
performance reporting as well as non-compliance
with legislation at the provincial health department
due to the department’s reliance on manual record
keeping. This resulted in the department receiving

a qualified opinion because it could not provide
evidence to support what was reported in the
annual performance report. The department was
also unable o offer a defence against increasing
medical negligence and malpractice claims due to a
lack of records. This confributed to the department's
dismal record when it comes to defending against
such claims, with 75% of cases leading to judgments
against the department. The department’s budget
was significantly reduced even before the start of
the financial year because of these claims and
commitments on other projects. At the beginning

of 2021-22, only Ré billion of its R28 billion allocated
budget was uncommitted and thus available for
service delivery. These financial challenges directly
resulted in the poor state of the primary healthcare
system, as there were inadequate funds for

building and maintaining healthcare facilities and
providing adequate staff and medical supplies. The
department reported, for instance, that only 178 of its
775 clinics (23%) met the ideal clinic standard.

The provincial fransport department received

a qualified opinion because of overpayments

to scholar transport service providers based on
inaccurate data for the distances claimed due

to inadequate monitoring controls. Transportatfion

is a key enabler for economic growth, and the
province's inability to maintain and improve its road
networks is a serious problem that will hinder efforts
to stimulate the economy, reduce spatial disparities
and promote rural development. The department
achieved only 50% of its planned targefts relating to
fransport infrastructure despite spending 100% of its
approved budget. The disproportionate relationship
between programme expenditure and performance
(with services being budgeted for and budgets being
spent but services not being delivered) is a cause for
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concern and affects the daily lives of people in the
province. There were significant delays in certain road
infrastructure projects due to poor performance by
contractors. For instance, one contractor abandoned
a project due to financial challenges and went

info business rescue because of a lack of technical
and financial capacity to carry out the project. An
overpayment to another contractor for work not
done on upgrading a road resulted in us notifying the
accounting officer of a material iregularity in

this regard.

The provincial human settflements department

had a capital budget of R2,2 billion and transferred
R870 million (40%) of this amount to implementing
agents to fast-frack service delivery. The department
had planned to upgrade 115 informal settflements,
but due o inadequate planning and coordination
between the implementing agents, affected
municipalities and the department, it reported zero
upgrades at year-end.

The premier’s office started its broadband project in
2019 and the plan at inception was to have

2 700 active sites by March 2021, with the contract
being structured so that the province would pay
monthly rental fees per active site for access to
broadband services until 2029. However, only 258 sites
were indicated as active and being paid for at year-
end due to project delays. New milestones have now
been defined and all sites are projected to be active
by June 2024. These delays slow down the goal of
having a connected province in which all the people
in the province are connected to each other and to
services and opportunities via broadband internet.

The province's imregular expenditure incurred
decreased from R3,03 billion in the previous year

to R1,35 billion in 2021-22, largely because of the
provincial transport department’s prior period
adjustment of R2,1 billion in the previous year due
to non-compliance in procuring bus services. This
department was the highest contributor to irregular
expenditure in 2021-22 at R415,4 million, mainly due
fo an ongoing bus confract awarded irregularly in
prior years. Most (79%) of the irregular expenditure in
2021-22 related to non-compliance with the supply
chain management requirements of competitiveness
and transparency. The irregular expenditure closing
balance increased from Ré,5 billion in the previous
year to R7,5 billion in 2021-22. Investigations into
iregular expenditure also took longer to conclude,
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which affected accountability processes — an issue
that we have repeatedly highlighted over the last
few years.

Since we began implementing the material
iregularity process in 2018-19, we have notified
accounting officers and authorities of 17 material
iregularities in provincial government with an
estimated financial loss totalling R167 million. These
material iregularities include payments for goods

not received, non-compliance with procurement
processes leading to incorrect suppliers being
appointed, interest and standing-time payments due
to late payments, and suspected fraud. The material
iregularity process has resulted in accounting officers
and authorities taking action against wrongdoing

by applying to the court to set aside contracts
incorrectly awarded, taking disciplinary action
against responsible officials, and laying criminal
charges against employees suspected of fraud and
who approved payments when goods were not
received. In most cases, accounting officers and
authorities took action to address the root causes and
limit further losses. Where this did not happen, we did
not shy away from using our expanded powers by, for
example, including a recommendation in the audit
report of the provincial health department because
the accounting officer did not adequately address

a material iregularity arising from late payments to

a supplier.

The provincial freasury and cooperative governance
and traditional affairs department implemented
initiatives to improve municipalities’ audit

outcomes, but these did noft yield the desired results

AUDITOR-GENERAL OF SOUTH AFRICA
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because municipalities did not implement the
recommendations. The challenges faced included
resistance at certain municipalities or unwillingness
to implement corrective action. Some municipalities
even took legal action against the department.

The performance indicators for the treasury and the
department were mostly based on activity rather
than service delivery output, which raised questions
as to how the actual implementation of initiatives
reported on in the annual performance reports would
positively affect the lives of the people in

the province.

To sustain and further improve audit outcomes and
make progress in delivering on the objectives of the
Medium-Term Strategic Framework, all roleplayers
must first and foremost have service delivery

in mind when performing their daily activities.
Leakages from the fiscus must be prevented to
ensure that funds are available to deliver on the
priorifies of the province, with adequate planning
and implementation of provincial service delivery
objectives. We encourage provincial leadership fo
focus on monitoring preventative controls, ensuring
that transgressions are addressed through timely
investigations and consequence management,
and filing vacant critical posts. Accounting officers
and senior management must carry out their duties
as prescribed by legislation, and members of the
executive council and audit committees must play
their oversight role to ensure that administrative
leadership is held accountable. The audit outcomes
of the three departments that received qualified
audit opinions need to be urgently improved.



FREE STATE

04

PROVINCIAL
OVERVIEWS

Effective oversight and consequence management is needed to
improve accountability for a sustainable impact on service delivery

In our previous general report, we urged leadership
to ensure sound financial management to improve
audit outcomes and enhance the lives of the
people in the province through firm commitments
from political leadership, supported by decisive
action from the administration and monitoring by
portfolio committees. We indicated that sustainable
improvements in audit outcomes would only be
achieved when all roleplayers in the accountability
ecosystem did what they needed to do. The lived
experience of the people in the province has not
significantly changed as the provincial executive
leadership’'s commitments are all still in progress.
Financial management improved slightly due to the
administrative leadership’s action, but at

a very slow pace.

Over the past three years, the number of auditees
that received clean audits increased from none in
2019-20 to three in 2021-22. The highlight of 2021-22
was the provincial cooperative governance and
fraditional affairs department achieving ifs first

clean audit, the Fleet Management Trading Entity
sustaining its clean outcome for a second year, and
the provincial treasury reclaiming its clean audit
status after a regression in the previous year. The
achievements of the Fleet Management Trading
Entity and the provincial freasury were driven by staff
commitment and effective leadership in monitoring
compliance with laws and regulations and action
plans throughout the year — practices that should be
replicated across the province. To sustain ifs outcome,
the cooperative governance and traditional affairs
department should now prioritise the daily disciplines
relating to record keeping, review and monitor
performance information, and fill critical positions
that are vacant.

The provincial social development department
improved to an unqualified opinion with findings due
to the administrative leadership’'s determination to
address the previous year's qualification. To sustain
this improvement, the department will have to
implement preventative controls to address internal
confrol weaknesses relating to performance reporting
as well as compliance with laws and regulations.

Most auditees were not able to reach the desired
clean audit status and stagnated on either financially
unqualified opinions with findings (27%) or qualified
opinions (40%). The quality of financial statements
remains a concern as material adjustments were
required to 53% of the financial statements submitted
for auditing. Political and administrative leadership
did not institutionalise internal controls to ensure

that they created an environment conducive to
credible financial reporting, as not all misstatements
could be corrected, which was an indication that
action plans developed to improve audit outcomes
were not effective. This was atfributable to a lack of
effective oversight and consequence management
to improve accountability for a sustainable impact
on service delivery and contributed to the poor
quality of the financial statements, continued irregular
expenditure, and poor financial health at most
auditees.

Performance information also did not receive the
required attention over the past three years as only
eight auditees (62%) were able to credibly report
on their performance in 2021-22. The Free State
Development Corporation did not submit its annual
performance report due to the delayed submission
of its financial statements. The annual performance
reports of seven auditees (54%) required material
corrections so as not to have a negative impact on
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their audit outcomes. This points to an overreliance
on the audit process to identify the errors that need
to be corrected for auditees to publish credible
performance reports. The achievement of planned
performance indicators also remained a challenge
due to poor financial and project planning and
management, which slowed down service delivery
and had a negative impact on the lived experience
of the people in the province. For example, the
provincial human settlements department spent
most of the housing grants received but delivered
significantly fewer houses than the target, while
some of the completed housing units did not

have running water or a functioning sewer system.
Overall, poor project planning and management
hampered auditees’ ability to successfully deliver
projects on time and within budget, as there were
no consequences for their poor performance. They
also did not hold contractors accountable for poor
performance as they did not levy penalties and
terminate contracts fimeously.

The provincial education department did not
achieve its targets for the National School Nutrition
Programme, as learners at 90% of the schools

we visited did not receive meals on the days

they were required to attend school during the
covid-19 pandemic. At 50% of the schools we
visited, learners did not receive meals that met their
daily recommended nutritional requirements. The
provincial health department also underspent on
medicine and health services due to inadequate
procurement planning and contract management,
facilities being under resourced, and a backlog

in procuring and supplying medical prosthetics,
which resulted in people in the province not
receiving essential medication on time or af all.
Departments’ reported achievements confradicted
the lived experience of people in the province. For
instance, the poor condition of provincial roads

led to continuing community protests, but the
provincial police, roads and transport department
overachieved on its road maintenance fargets in
2021-22 and has spent 95% of the grant funding
received for road maintenance since 2019-20. The
cumulative impact of poor procurement decisions
and the incorrect use of panels of suppliers over a
number of years resulted in the department being
unable to make up road maintenance backlogs.
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We have notified accounting officers and authorities
in the province of 14 material iregularities since we
began implementing our expanded powers in
2018-19. Six of these material iregularities were
resolved as the accounting officers took appropriate
action. The unresolved matters related to debts

not recovered, payments for goods or services not
received, and standing-time extensions not in ferms of
the confract. Most accounting officers and authorities
took the material iregularity process seriously and
were responsive in addressing the reported instances.
Some were proactive and referred irregularities, which
have not yet been confirmed as material iregularities,
to public bodies for further investigation.

The accounting officer of the provincial health
department is taking appropriate action to address
the two material iregularities raised on infrastructure
projects for payments made on work not done, by
implementing controls to prevent similar instances.
These include appointing building professionals in the
infrastructure unit to ensure that each staff member
oversees a manageable number of projects. The
accounting officer also ferminated the confract

of the implementing agent responsible for the
projects and reported the two material iregularities
to the South African Police Service and the Special
Investigating Unit for investigation. The contractors
were back on site to complete the project and
correct the discrepancies between the work done
and the payments made, which should ultimately
result in the prevention of losses on these projects.

The accounting officer of the provincial human
seftflements deparfment and the accounting
authority of the Free State Development Corporation
were slow fo address the material iregularities we
raised, which resulted in one material iregularity
being referred to a public body for further
investigation, two being issued with remedial action,
and one being referred and having remedial action
issued. We engaged the executive authorities
responsible for these two auditees to urge them to
infervene and to oversee the material irregularities
for which remedial actions were issued. Failure to
implement the remedial actions will trigger further
mechanisms in ferms of our expanded mandate.



There was an overall improvement in compliance
with legislation, attributable mostly to the auditees
that improved to a clean audit status. Irregular
expenditure has fluctuated over the three-year term,
decreasing from 2019-20 to 2020-21 but increasing
again from R2,22 billion to R2,42 billion in 2021-22

due fo irregular expenditure incurred in prior years
reported and identified in 2021-22 af the provincial
public works and infrastructure department

(RO,44 billion).

Over the past three years, the provincial departments
of human settlements and of police, roads and
fransport repeatedly incurred some of the highest
iregular expenditure in the province. These two
departments did not address their continued supply
chain management weaknesses nor hold officials
accountable fo prevent iregular expenditure

from being incurred. Implementing consequences
remained a challenge for most auditees as
investigations were often not performed, making it
more difficult for auditees to identify losses incurred,
and negatively affecting service delivery. The lack of
consequences over a number of years has ingrained
a culture of impunity and a complete disregard for
the rule of law aft all levels of staff.

Urgent intervention is required to improve the
province's financial health, with most departments
exhibiting negative indicators in this regard,
creating significant uncertainty about their ability
to deliver services in future. The province'’s financial
health continued fto deteriorate due to a lack of
accountability for government spending. Therefore,
a significant portion of departments’ 2022-23 budget
will be required to seftle their current obligations,
reducing their ability to effectively deliver on their
mandate. Departments had a cash shortfall of

RS billion, including funds to be surrendered
exceeding cash on hand by R2,64 billion. The
combined bank overdraft balances of the provincial
departments of education and health, which
increased from R1,13 billion in 2019-20 fo

R1,26 billion in 2021-22, put further pressure on the
entire province's financial wellbeing. Outstanding
claims against the provincial health department
amounted to R4,58 billion, increasing from

R3,43 billion in 2019-20, with R551,47 million that had
not been budgeted for being paid out in 2021-22,
compared to R200,54 million in 2019-20. The total
claims represented more than 100% of the next
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year's budget, excluding employee costs. If these
claims materialise, it could further derail service
delivery. The provincial freasury, in particular, should
promote effective financial management at all
auditees to direct the already shrinking public

purse to key service delivery imperatives. Without
improved fiscal discipline, the departments’ financial
health will contfinue to deteriorate.

The provincial treasury supported some departments
fo address the previous year's audit findings,

which contributed to improved audit outfcomes.
However, the support provided to prevent and
investigate unauthorised, irregular, and fruitless and
wasteful expenditure was not successful, as limited
investigations were conducted, consequence
management was not applied, and high amounts of
such expenditure were incurred again. The provincial
freasury has committed to implement action

plans to clear the backlog of iregular expenditure
investigations by 2024-25, to reduce unwanted
expenditure by at least 30%, and fo pay focused
aftention to procurement practices to reduce
iregular expenditure.

Support provided to municipalities by the provincial
freasury and cooperative governance and
fraditional affairs department also did not achieve
the desired effect as unfavourable audit outcomes
persisted. These two ministries committed to support
municipalities to develop and adhere to basic
disciplines, safeguard information, and submit
financial statements within legislated deadlines. The
provincial treasury also committed to capacitate
disciplinary boards at municipalities to enable
conseguence management.

The premier’s office contfinued to emphasise
consolidating the department’s leadership and
oversight role by strengthening provincial decision-
making capabilities at various stakeholder levels,
such as the president’s coordinating council, heads
of department forum and provincial clusters, as well
as holding frequent provincial and local government
inferactions. The quality and relevance of the
performance indicators set as targets hampered
these efforts, as the focus was on measuring, for
example, the number of reports issued instead of the
quality of content and the successful implementation
of proposed actions. The provincial legislature

should also improve its follow-up procedures to
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ensure that resolutions and recommendations

are implemented. The premier has committed to

a continued improvement in all audit outcomes
(qualified auditees to move fo unqualified opinions
with findings); sustained clean audit outcomes at the
provincial freasury, the Fleet Management Trading
Entity and the provincial cooperative governance
and traditional affairs department; and increasing
the number of clean audits to an additional four,
including at the provincial legislature. In addition, to
ensure accountability, all auditees will be required to
submit their financial statements by 31 May 2023 and
their annual reports will be tabled in the legislature
within the legislated timeframe.
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At the heart of achieving sustained clean audit
outcomes is a leadership tone that promotes
ethical behaviour and embeds the discipline of
monitoring preventative controls, such as keeping
frack of the initiatives developed in action plans.
Political and administrative leadership should
promote accountability by prioritising consequence
management, improve financial health, and focus
on service delivery to better the lives of all people
in the province. Coordinating ministries should
continue to strengthen their interventions and
support to sustain the improving trends and address
the lack of consequences.
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Lack of discipline in sustaining a culture that drives accountability and
consequence management resulting in stagnant outcomes

In 2018-19, the last year of the previous
administration, we reported on an overall regression
in audit outcomes, with a nofed emerging frend

of disclaimed opinions returning and clean audits
disappearing. We urged provincial leadership

and oversight fo effectively monitor preventative
controls and positively influence a culture of
accountability, improving financial governance and
reducing irregular expenditure. Over the term of the
administration, we have noted a stagnation in the
audit outcomes mainly due to a slow response and
lack of effective monitoring and accountability. We
urge leadership and oversight fo further promote
accountability at the right level to strengthen

the province so as to better serve its citizens. We
continue to encourage leadership to create a

tone at the top that shifts the culture towards a
preventative and proactive response.

Notably, the provincial premier’s office, legislature,
freasury and cooperative governance and
fraditional affairs department continued to lead
by example by embedding a culture of good
governance practices and effective control
environments to sustain their clean audit outcomes
over the term of the administration. However,

we remain concerned about the provincial

roads and transport and human seftlements
departments, as key service delivery departments
that received negative audit outcomes primarily
because of a lack of proper record keeping and
senior management reviews of the financial and
performance reports submitted for auditing that
should form part of the basic confrol disciplines in
financial and performance reporting.

We find it encouraging that 65% of the financial
statements submitted for auditing were free from
material misstatements, compared to 48% in

2018-19. This improvement can mainly be attributed
fo improved review and monitoring processes

and controls implemented by management

and governance structures. However, we remain
concerned about the diligence in dealing with
findings relating to supply chain management

and performance reporting, which then results in
the stagnation in the overall audit outcomes. The
accounting officers have to drive a culture that
further embeds good financial reporting disciplines
that will enable good decision making, transparency
and accountability.

Performance planning and reporting aim to achieve
the objectives of the Medium-Term Strategic
Framework, but unreliable performance reporting

is adding to the challenge of poor service delivery.
Five departments and one public entity (27% of
auditees) continued to struggle with performance
management and reporting, as can be seen

from the material findings we identified, such as
reported indicators not agreeing to supporting
evidence. This has remained unchanged over the
past three years because accounting officers and
senior management have been slow to implement
action plans and effectively address significant
infernal control deficiencies. The lack of reliable
performance reporting hinders the accounting
officers’ ability to make informed decisions about
resources to deliver the required services to people
in the province. Although auditees set planned
indicators and targets to improve the lives of citizens,
with approved budgets allocated for this purpose,
some of the key service delivery departments did
not achieve these targets despite spending most

of the allocated budgets. This shows that there is
misalignment between budget spending and actual
service delivery, as well as budget inefficiencies. In
particular, the provincial health department shiffed

CONSOLIDATED GENERAL REPORT ON NATIONAL AND PROVINCIAL GOVERNMENT AUDIT OUTCOMES 87



funds intended for goods and services to pay
medical negligence and malpractice claims, which
reduced the amount of money it had available to
freat patients.

Notably, the strategic plans and annual
performance plans of all of the key service delivery
departments in the province were aligned to the
approved Medium-Term Strategic Framework,
except for the human settlements and education
departments, which did not include some of the
Medium-Term Strategic Framework output indicators
in their annual performance plans. However, this
alignment did not always result in services being
delivered. The provincial health department spent
more than 90% of its budget for the district health
services programme but its overall achievement on
planned performance targets was below 50%. This
had a negative effect on the people in the province
because the department struggled to provide
quality public health services, as can be seen from
long queues at healthcare facilities, inadequate
infrastructure, insufficient equipment and a number
of security incidents. Insufficient storage space and
storage practices of medical records also remained
a challenge. The department should consider
improving the maintenance of health infrastructure,
filing vacancies at health institutions and improving
the related safety conditions to ensure that citizens
of the province have access to quality public health
services.

The provincial human settlements department

is another example of where the planned
performance targets set were not always achieved
while budget allocations were spent, as evident with
the human settflements development grant. Despite
the department progressing with the Gauteng
Spatial Master Plan, the province continued to face
an increasing housing backlog and demand. We
urge the department to continue to monitor the
implementation protocols between the various
stakeholders so that it can fast-frack service delivery
fo address the backlog in housing and have a
positive impact on citizens.

Encouragingly, the provincial education department
has demonstrated good practice in delivering
quality education services by planning performance
indicators and targets intended for positive impact,
and achieving most of the targets set. However,
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during infrastructure project visits, we noted that
some projects did not aftain confractual completion
and the department did not impose penalfies

on contractors at the correct values. Delays in
building projects were also still evident, which

further contributed to the overall challenge of
overcrowding in schools.

The provincial infrastructure development
department acts as a procurement agent for the
province's infrastructure needs. However, we were
concerned to note that the related performance
targets were not achieved, which resulted in
infrastructure projects being significantly delayed,
particularly on education and healthcare projects,
due to delays by both suppliers and service
departments. This caused service delivery delays,
which conftribute to the challenges faced by the
health and education sectors.

The provincial economic development department
is positioned to ensure that unemployment is
reduced, jobs are created, economic growth

is attained and investment in the province is
increased. However, the department achieved less
than 50% of its key performance indicators. Because
the targets for capital infrastructure projects were
not achieved, jobs were not created and fewer
local contractors benefitted from small business
development than the planned targets. The slow
implementation of plans and lack of adequate job
creation had a negative impact on citizens in the
province, as unemployment remains high.

The province has kept its financial health viable by
continuing to reflect good principles and disciplines
of effective budgeting and spending, with 65%

of auditees (representing 55% of the province’s
allocated budget) maintaining good financial
health, although this is down from 70% in 2018-19. The
financial health of the provincial health department
remains strained due to the seftlement of legacy
accruals and an increasing accrual-adjusted deficit
of R8,13 billion. Legal claims continue to pose a risk
to the department’s financial sustainability, with
increasing confingent liabilities arising from medical
negligence and malpractice claims. Due to poor
management of medical records, the department

is offen unable to defend itself in cases, which leads
fo cases being settled and unbudgeted expenditure
being incurred.



Although irregular expenditure incurred in the
province decreased from R?,73 billion in the previous
year to R7,03 billion, the province continued to
struggle with non-compliance with supply chain
management regulations. We call on provincial
leadership fo focus on preventing such iregular
expenditure rather than detecting it. Identified
instances of non-compliance should also be
investigated swiftly to ensure that the closing
balance of iregular expendifure, which amounts
to R41,09 billion, is dealt with through consequence
management and condonation processes.

Since we began implementing our expanded
powers, we have issued 10 material irregularities
linked to non-compliance. Eight of the material
iregularities, with an estimated financial loss of
R793 million, have not been fully resolved. We have
begun to see the impact of the material iregularity
process, as most accounting officers responsible
for these material irregularities are in the process of
implementing corrective steps, taking disciplinary
action against officials who were found to be
responsible, and are busy recovering the financial
losses. The provincial leadership has since referred
some of these matters to the Special Investigating
Unit and subsequently to the Competition
Commission. One material iregularity at the
provincial human settlements department relating to
the excessive rental period of temporary residential
units has been fully resolved. The department
cancelled the leasing confract and bought
temporary residential units, thereby preventing
further financial losses.

We find it encouraging that the provincial premier’s
office, legislature, freasury and cooperative
governance and traditional affairs department
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sustained their good audit outcomes and had
limited irregular expenditure. This serves as a good
example for sefting the correct culture. Although
these departments had plans and processes in
place to implement their mandate, the initiatives
and interventions they implemented can be further
strengthened to improve audit outcomes and

the impact on service delivery for the province

as a whole, and to have a greater impact on
local government. The agreed-upon service

level agreements between the premier and the
members of the executive council also create an
opportunity for the premier to monitor and track
the performance of each member and hold them
accountable.

Although provincial leadership should continue

to respond to our call for action by implementing
preventative controls for producing quality financial
reporting, we remain concerned about the area

of supply chain management and performance
reporting. In response, the premier’s office has
established both a warroom, with a key focus area
being on improving audit outcomes, and an integrity
unit to address irregularities and corruption, focusing
on accountability and transparency. Accounting
officers should promote an effective monitoring
and accountability culture that will ensure senior
management is consistent in implementing the
basics in financial and performance reporting

and compliance monitoring. Oversight, executive
authorities and governance structures need to
direct accountability at the right level for fimely
implementation of audit action plans, timely service
delivery, effective consequence management and
improved reportfing, fo ultimately strengthen the
province's ability fo better serve its people.
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Encouraging trend of improvements in audit outcomes, yet lack of
impactful actions to shift outcomes of key service delivery departments

Overall, audit outcomes in the province reflect a net
improvement since the previous administration. Nine
auditees improved to clean audits, three of which
were qualified in 2018-19. Effective oversight, good
governance and diligence by all roleplayers in the
accountability ecosystem, combined with stability in
key management positions, were instrumental in this
improvement.

In our previous general report, we urged provincial
leadership fo enforce a culture of accountability

and consequence management to realise further
improvements, and we appealed to them to make

a concerted effort fo improve outcomes and the
service delivery experience of people in the province.
Leadership responded positively to our call to action,
as evident in the 13 auditees (which account for

11% of the provincial budget) that obtained a clean
audit in 2021-22. However, the larger service delivery
departments of health and transport remained
qualified and, together with the provincial education
department, although it received an unqualified
opinion, confinued to struggle with performance
reporting and compliance. As these departments
account for 83% of the provincial budget, there
must be commitment and greater attention by
leadership and management to proactively
address their challenges.

Two of the provincial coordinating departments,
namely treasury and cooperative governance and
traditional affairs, maintained their clean audit status,
while the premier’s office improved to a clean audit.
The provincial legislature also maintained its clean
audit. The diligent implementation and monitoring of
action plans, regular reviews and reconciliations to
produce credible financial statements and annual
performance reports, as well as robust oversight
throughout the year, contributed to the clean
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administration at these departments. We find it
reassuring that all coordinating departments led by
example and reported a clean bill of health. These
departments should now work together to effectively
support ailing departments and municipalities to
improve their control environments.

The clean audits at the provincial agriculture and
human settlements departments can be attributed

to leadership creating a strong internal control
environment, ensuring that previously reported key risk
areas were addressed, and filling key vacancies.

The improvement in the audit outcomes is also
reflected in the quality of the published annual
performance reports over the three-year period.
However, the departments with the highest
spending in the province (namely education

and health) confinued to struggle with credible
performance reporting. Poor record keeping and
highly manual processes with large data volumes
(lack of automation), as well as the inadequate
application of standard operating procedures,
continued to plague these departments and resulted
in reported achievements not being supported by
reliable evidence. The unreliability of performance
information atf these departments affected service
delivery to communities, as decisions about targefts
and budgets were made based on information
that was not credible. The provincial education
department also did not include key performance
indicators for its core functions in terms of the
Medium-Term Strategic Framework, specifically those
relating to priorities for education, skills and health,
social wages, and cohesion and safer communities.

Providing sufficient, affordable and good-quality
basic services in the areas of health, education and
infrastructure should be at the centre of service



delivery to people in the province, yet we continue
to raise concerns around confrol weaknesses in
project management. For instance, during site visits
to clinics run by the provincial health department,
we noted that patients had to wait a long time

to access healthcare services. In addition, poor
project management arising from inefficient supply
chain management processes due to a lack of
coordination between departmental officials and the
contractors resulted in delays in the construction of
a hospital. These delays further limited the access of
people in the province to much-needed healthcare.
At the provincial education department, poor
project management — together with quality defects
at schools under construction — also resulted in
delays in project completion. This affected learning
and teaching, as classrooms were overcrowded,
especially for learners with special needs.

Despite the provincial human settlements
department’s clean audit, there was slow progress
and significant delays in the construction and
completion of community residential units. This
resulted in community protests, ilegal occupation
and prospective beneficiaries residing in informal
settlements prone to flooding and disasters. The
department achieved only 45% of the targets of the
housing development programme. This can partly
be atfributed to a shortage in construction material
stfemming from the July 2021 unrest, which affected
project progress and ulfimately service delivery. The
provincial fransport department did not achieve
some of the targets relatfing fo transport infrastructure
due to delays in procurement processes as well as the
cancellation of some contracts. Poorly maintained
roads pose a danger fo road users and the lack

of road development affects communities’ safe
access to schools and hospitals, as well as the overall
economy.

Departments should effectively manage their
budgets and adhere to sound financial principles
to ensure that they meet their service delivery
objectives. However, the deteriorating state of
financial health in the province over the three-year
period hindered service delivery, as evidenced

by poor cash flow management and budgeting
along with other negative financial health indicators
at some departments. The provincial education
department relied on a bank overdraft fo fund
expenditure and sustain its cash flow, which would
make it difficult to meet future commitments and
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deliver on promises to people in the province. The
provincial health department did not implement
adequate steps to prevent medical negligence and
malpractice claims, which continued to escalate,
placing further pressure on the department’s
finances when these claims became payable. The
department should promptly investigate and address
these cases and institute consequence management
to reduce further claims — the money spent on paying
out claims could instead be channelled fowards
improving service delivery.

The province improved its monitoring and review

of compliance with legislation over the three-year
period, mainly because it institutionalised key
preventative confrols in the form of well-established,
effective and standardised processes, and upskilled
officials. The number of auditees with material findings
on the quality of submitted financial statements
decreased from 48% to 22% over the three-year
period due to stability in key positions and adequately
resourced finance units, together with diligent and
robust review processes. The number of auditees
with material findings on procurement and confract
management also showed significant improvement,
dropping from 61% to 17% over the same period,

as compliance with supply chain management
regulations was strictly monitored. Leadership and
senior management led by example and set the
correct fone at the fop, holding management
accountable and implementing consequences
where necessary. At auditees where we noted
improvements, management was receptive to
external audit recommendations, implemented
preventative controls, and ensured that officials
involved in supply chain management processes
were properly frained.

Although there has been some improvement in the
compliance related to unauthorised, irregular, and
fruitless and wasteful expenditure since 2018-19,

we confinued tfo raise findings in this area at 35% of
auditees. Consequence management failures and
the non-prevention of such expenditure remained the
top contributors to material non-compliance.

Iregular expenditure has decreased since the
previous administration. This was mainly due to
iregular expenditure on housing contracts that

was incorrectly recorded at the provincial human
settlements department instead of at municipalities,
and due to the provincial education department
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finalising the procurement processes for the National
School Nutrition Programme panel and no longer
using month-to-month contracts. In total, R?,446 billion
(99%) of the irregular expenditure was caused by
non-compliance with supply chain management
legislation, mostly relating to prior year fransgressions.
This shows that deparfments are making strides in
implementing and monitoring controls over new
confracts and quotations. The highest confributors
to irregular expenditure were the provincial fransport
and health departments, at R4,3 billion and

R4,6 billion, respectively. The iregular expenditure

at the transport department was mainly due to prior
year non-compliance relating to panel contracts
and expired confracts, while the main cause at the
health department was the continued use of expired
confracts largely relating to security services.

We assessed whether value for money was derived
from the irregular expenditure incurred. The provincial
fransport department purchased goods and services
of R505,16 million at prices higher than market values
—we raised a material iregularity in this regard. The
department also made payments of R1,61 million for
goods and services not received.

The province continued with its poor track record

in dealing with iregular expenditure and enforcing
accountability at some auditees. The cumulative
balance of iregular expenditure continued o

grow without being resolved: at year-end, 93% of
the prior year closing balance of R48,46 bilion had
not been dealt with. The provincial transport and
health departments were responsible for 83% of

the 2021-22 closing balance not having been dealt
with. The provincial freasury could not condone
most of the prior year irregular expendifture, primarily
because the departments did not submit supporting
documentation. We found that investigations info
iregular expenditure were slow and corrective
actions were not taken where required. Departments
also did not take effective and appropriate
disciplinary action against responsible officials (or
could not provide evidence that such actions had
been taken).

We have seen a positive response to the material
iregularity nofifications issued, and accounting
officers are committed to investigating and
implementing actions to address these irregularities.
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In most instances, we concluded that accounting
officers are taking appropriate action to resolve
maftters. We urge accounting officers to promptly
investigate, recover and prevent financial losses and
to implement effective consequence management
against those responsible to create a culture of zero
tolerance and deter future transgressions and losses.

As part of building the accountability ecosystem and
improving the lived reality of people in the province,
coordinating and oversight departments must set
the tone for accountability and good governance.
Central to coordination are strategic oversight,
governance and monitoring of planned support
initiatives, and impact assessments to sustainably
improve outcomes in all spheres of government,
especially at local government level. Coordinating
departments should strengthen their support to the
provincial health and transport departments and
hold executives accountable for non-performance.
The premier committed to bolstering efforts to

work collectively with the provincial freasury and
cooperative governance and traditional affairs
department to support all spheres of government.
The committees of the legislature must also continue
to strengthen their oversight processes in holding
departments, entities and municipalities accountable.

All roleplayers in the accountability ecosystem

must proactively respond to the root causes of
unfavourable outcomes that hamper service
delivery, as well as set a tone of zero tolerance for
fransgressions. Political and administrative leadership
must clearly communicate the importance of
preventative confrols and proactively address key
risk areas to strengthen the control environment.
Leadership must implement and monitor audit
action plans to address the root causes of poor
financial and performance management, as well

as non-compliance with legislation. Consequence
management and accountability must also be
enforced at all levels to further improve audit
outcomes. Coordinating departments must
collaborate and work in an integrated manner to
develop risk-based support initiatives and share
good practices to create a culture of accountability,
fransparency and good governance. This, in turn, will
confribute fo institutions delivering on their mandates
and improving the lived experience of people in

the province.
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Decisive leadership must be sustained to further reduce irregular
expenditure and eliminate repeat findings to improve audit outcomes

The province improved its overall audit outcomes

over the three years since the previous administration.

However, the 2021-22 audit outcomes regressed from
the previous year because the provincial fransport
and community safety department could not
sustain ifs clean audit status due to material findings
on performance reporting and compliance with
legislation. Our general report messages consistently
emphasise the need to implement a stfrong and
sustainable control environment. Although auditees
develop action plans to address internal control
weaknesses that lead to repeat findings, accounting
officers, internal audit units and audit committees
do not consistently monitor the implementation of
these plans. Oversight structures must play a more
prominent role in ensuring that accounting officers
take responsibility for implementing sound financial
management disciplines.

The provincial treasury; the premier’s office; the
provincial economic development, environment
and fourism department; and the Limpopo
Gambling Board were able to sustain their clean
audit outcomes because they had embedded

a culture of basic accounting disciplines. We
commend the provincial treasury for maintaining
its clean audit status over the three years since the
previous administration. We remain concerned that
the provincial health and education departments,
which share the bulk of the provincial budget, are
still receiving qualified audit opinions.

The province improved its compliance with laws
and regulations over the administration period, with
12 auditees (71%) having material non-compliance
findings in 2021-22, compared to 16 auditees (94%)
in 2018-19. We find it encouraging that improved
compliance franslated into a notable reduction in
iregular expenditure incurred. However, we urge

leadership to develop a culture of zero tolerance
fowards non-compliance with legislation by
consistently implementing consequences. Although
the audit outcomes improved over the current
administration period, the quality of financial
statements submitted for auditing remained poor, with
only six auditees (35%) submitting financial statements
that did not require material adjustments (although
this is an improvement from the two (12%) in 2018-19).
This is an indication that auditees are not adequately
dealing with the root causes of poor internal controls,
but are rather relying on the audit process to identify
misstatements.

Auditees are required fo plan according fo the
Medium-Term Strategic Framework and the provincial
development plan to track the progress made
tfowards achieving their medium-term objectives

and long-term goals. The outcomes on annual
performance reporting improved during the
administration period, but only five auditees (29%)
submitted quality performance reports that did

not require material adjustments; compared to six
auditees (35%) in 2018-19, which further indicates their
overreliance on the audit process to identify errors.
The general lack of credible performance reporting
resulted in poor-quality information being submitted
fo portfolio committees, which hampered their ability
to make sound decisions to improve on key service
delivery matters in the province.

Infrastructure is a critical element of effective service
delivery and is crucial for supporting and intensifying
the productive capacity of the province. Some of

the infrastructure projects at the provincial health
department were not completed in time due to
inadequate contfract and project management, such
as the upgrading of Letaba Hospital that has been
delayed by more than two years from the planned
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completion date. The delays were primarily because,
on more than one occasion, the service provider did
not obtain materials on fime. Providing good-quality
basic healthcare services is essential; and the lack of
adequate infrastructure has a direct impact on the
lived reality of people in the province, as it limits their
access to basic and urgent medical care.

Overall, the financial health status of the province
improved slightly but some auditees still require
intervention. The financial health of Great North
Transport and Corridor Mining Resources did not
improve over the past three years. However, the
Roads Agency Limpopo managed to resolve its
cash flow challenges by implementing processes to
ensure the opfimal use of cash resources and the
payment of creditors.

The provincial health department, which is one of
the key service delivery departments, faces medical
negligence and malpractice claims amounting fo
R14,29 billion. If these claims translate into actual
liabilities, funds earmarked for strategic and service
delivery objectives will need to be used to settle
them. The premier must enforce the implementation
of robust strategies to generate revenue and curb
expenditure to prevent much-needed resources from
being wasted and to ensure their efficient use. This
will place the province in a better position to achieve
its service delivery objectives and have a positive
impact on the lived redlities of the province's people.

In a province where agriculture is one of the key
economic drivers, we find it concerning that the
provincial agriculture and rural development
department underspent R90,63 million (10%)

of the funds aimed at agricultural support and
development (and these funds will thus have to

be returned to freasury). The funds were intended
to provide assistance to upcoming farmers, and its
underspending negatively affects the livelihoods of
people who depend on this sector. Leadership should
focus on proper project management, including
monitoring processes to detect project failures and
targets not being achieved so that they can take
corrective action as early as possible.

As highlighted above, it is commendable that
iregular expenditure in the province decreased
over the administration term. Over the previous

two years, the irregular expenditure incurred
averaged R3,38 billion. In 2021-22, this decreased by
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almost R1,26 billion to R2,12 billion. The decrease is
largely due to non-complying contracts that came

to an end in the previous year at the provincial
departments of public works, roads and infrastructure,
and of cooperative governance, human settlements
and traditional affairs; as well as the Roads Agency
Limpopo managing to reduce the approval of
standing-time variation orders relating fo delayed
projects. The culfure of non-compliance with supply
chain management regulations is still prevalent at
some auditees, and measures must be put in place fo
ensure consistent compliance with these regulations.
Decisive leadership must be sustained to further
reduce irregular expenditure and eliminate repeat
findings to improve audit outcomes. Auditees must
also develop processes to ensure that implementing
agents are held accountable as per their service level
agreements and must promptly impose sanctions

for non-justifiable deviations. The provincial treasury
must ensure that proper and timely investigations are
conducted and that disciplinary actions are taken
against officials before it approves any requests to
condone irregular expenditure.

Since the implementation of our expanded mandate
in 2018-19, we have issued nofifications for five
material iregularities, with an estimated financial loss
of R120,35 million; of which two have been resolved.
The material iregularity issued in 2021-22 relates fo the
provincial education department failing to calculate
and withhold employees’ tax for leave gratuities paid
when officials retired. This resulted in the South African
Revenue Service imposing penalties and interest

of R21,82 million on the department. While the best
course of action would be to prevent these material
iregularities from occurring, we are encouraged

that accounting officers and authorities are taking
appropriate actions to resolve the irregularities once
notified. The Roads Agency Limpopo prevented

a potential financial loss of R1,30 million while the
provincial health department managed to recover
financial losses of R3,71 million.

The premier is committed to ensuring a culture

of accountable and transparent leadership in

the province, by entering into service delivery
agreements with the members of the executive
council. This includes the agreed-upon service
delivery initiatives and projects to be implemented
over the Medium-Term Strategic Framework
period. Provincial leadership must implement — and
continuously monitor the implementation of — their



commitment for improved service delivery and must
apply consequences for service delivery failures.

We once again urge provincial and administrative
leadership fo implement measures to strengthen
preventative controls, focusing on auditees that
received qudlified opinions and on the key service
delivery departments. We commend the legislature
for holding members of the executive to account
by adopting a recommendation of the Standing
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Committee on Public Accounts to report on the status
of implementation of resolutions to the house on a
quarterly basis. The repeated qualification areas at
the provincial health and education departments are
not insurmountable, and we are confident that these
departments can move out of the qualified space in
the next audit cycle if they implement basic financial
management disciplines.
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A lack of leadership commitment to establish a strong control
environment and enforce accountability

For the last three years, our message to the current
administration has been that fo change the status
quo and achieve the desired accountability and
service delivery in the province, it needs to focus
on four key areas, namely:

¢ implementing effective preventative confrols

¢ strengthening the state of financial health

» effective project planning and management

* compliance with legislation, especially as it relates
fo procurement and consequences.

While provincial leadership committed to work on
these critical areas in the previous year, the slow
response to honouring these commitments led

to stagnant audit outcomes and gaps in service
delivery. A culture of not doing things right persisted
due to a lack of leadership commitment to
establish a strong control environment and enforce
accountability.

Audit outcomes in the province have continued

to fluctuate, while remaining stagnant overall over
the current administration term. This was largely
because provincial leadership failed to ensure that
management and other parties in the accountability
ecosystem, such as internal auditors and audit
committees, effectively addressed the warning signals
that we reported in prior years and that auditees
institutionalised strong financial management

and reporting internal controls. Consequently,
auditees continue to produce poor-quality financial
statements, with only six auditees (38%) submitting
credible financial statements for auditing. Auditees
also continue to rely on the audit process to identify
and correct misstatements, with five auditees (31%)
receiving unqualified audit opinions only because we
allowed them fo correct misstatements we identified
in their submitted financial statements. Three of these
auditees were key service delivery departments
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(health, education, and public works, roads and
fransport) that, together, are responsible for
80% (R45 billion) of the provincial budget.

We would like to commend both the Mpumalanga
Tourism and Parks Agency, which improved from an
unqualified opinion with findings to a clean audit, and
the Mpumalanga Economic Growth Agency, which
received an unqudlified opinion with findings after
having received a modified opinion since ifs inception
in 2010-11. Both these auditees were able to address
significant deficiencies in their internal conftrols. At the
Mpumalanga Tourism and Parks Agency, the newly
appointed chief financial officer implemented strong
monitoring controls over financial, performance and
compliance areas, while the improvement at the
Mpumalanga Economic Growth Agency was mainly
due fo beftter record keeping for loan agreements.
The provincial freasury was unable to maintain ifs
clean audit status and regressed to an unqualified
opinion with findings due to material non-compliance
findings relating to supply chain management.

The Mpumalanga Regional Training Trust regressed
from an unqualified to a qualified opinion because
management did not design and implement a
credible action plan as well as instability in the
position of the chief executive officer.

Persistent weak financial management and
budgeting controls led to the financial health
status of auditees in the province deteriorating,
which negatively affected their ability to deliver
services. Departments and entities continued to
spend money that they did not have, and seven
auditees had a combined R1,5 billion deficit. The
departments also disclosed a total of R11,6 billion in
legal action against the state. The provincial health
department was responsible for R10,2 billion of this
amount (88%), mainly due to medical negligence



claims. This is not surprising given the surge in nursing,
medical and clinical vacancies, made worse by
the budget cuts. When these claims are settled,

it is with funds earmarked for service delivery. The
provincial education department is struggling with
good financial management, as can be seen from
negative financial indicators such as an overdraft
of R90 million, an accrual-adjusted net deficit of
R129 million and unauthorised expenditure of
R130,2 million. This department is expected to use
25% of its 2022-23 budget to fund the 2021-22 cash
shortfall, which negatively affects its ability to meet
future service delivery needs. The Mpumalanga
Regional Training Trust experienced serious liquidity
and cash flow challenges, which caused it to use
funding that was earmarked for strategic objectives
such as establishing the Mpumalanga Innovation
and Skills Hub to fund its own operations. As a result,
the public entity reported financial sustainability
issues in its financial statements. These financial
woes are typical examples of service delivery being
compromised due to accountability failures.

Revenue-generating departments, such as the
provincial community safety, security and liaison
department, and public entities, such as the
Mpumalanga Economic Growth Agency and the
Mpumalanga Tourism and Parks Agency, are not
optimising their role to increase revenue for the
province. The department struggled to properly
account for generated revenue and thus continues
to be qualified on this aspect year after year, while
the entities operated at a deficit. These auditees
continue to rely on grants from the state when they
could be self-sufficient.

Weaknesses in financial and project management
controls continue to negatively affect the delivery of
infrastructure projects in the province. The provincial
public works, roads and transport department

is responsible for procuring and implementing
infrastructure projects, and is thus central o the
province's project management failures. The
department struggled to ensure that its project
management unit was capable of monitoring and
overseeing infrastructure projects and continued to
rely heavily on consultants to perform this function
without scrutinising their work. The department’s
failures continued to cause glaring project
management deficiencies and non-compliance
with supply chain management legislation, which
resulted in irregular expenditure. Consequently, the
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department ranked as the highest confributor fo
iregular expenditure, incurring R1,02 billion (38%) of
the total iregular expenditure in the province in
2021-22. We remain concerned about this
department overpaying contractors for work that is
not done, as this takes away funds that could have
been used for other service delivery initiatives, and we
have issued two material irregularities in this regard.
Ultimately, these failures negatively affect the timely
and cost-effective delivery of the infrastructure that
is needed for service delivery. Provincial government
urgently needs to build infernal capacity and not rely
SO much on consultants.

Although the overall quality of performance
reporting improved, with only three of the province'’s
16 auditees having material findings compared

to six in the previous year, this does not tell the full
story. Auditees do not always have indicators for

all of the critical needs (lived redlities) of people in
the province, and in some cases did not include
mandatory Medium-Term Strategic Framework
indicators in their annual performance plans,
meaning that resources are not planned for these
needs. And while some auditees did include all
relevant key indicators in their annual performance
plans, they underperformed substantially on the
targets set. For example, the provincial health
department did not include indicators relafing fo
human resource needs and filling critical posts despite
its struggle with staffing issues, which causes long
queues and deprives people in the province of the
best possible patient care. It also only achieved 37%
of its planned targets. This level of performance could
actually be lower due to the material findings raised
on the district health services programme, which is
one of the department’s core mandates as it relates
to comprehensive primary healthcare services. The
provincial education department excluded some
mandatory Medium-Term Strategic Framework
indicators from its annual performance plan; when
such critical priorities are not fracked, the quality of
education is negatively affected. It also achieved
only 73% of its targets relating to the public ordinary
schools programme, despite overspending on the
programme budget. This affected critical priorities
such as placing teachers, which left some schools
operating with skeleton staff and overcrowded
classes. At the Mpumalanga Tourism and Parks
Agency, one of the indicators that plays a key role
in biodiversity is the Management Effectiveness
Tracking Tool score. The target for 2021-22 was for
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40% of the sites to receive a score of at least 67%;
however, not one nature reserve achieved this score.
One of the aspects that affects the score is road
infrastructure, and the bad stafe of roads leading fo
key tourist attractions negatively affected the tourism
and fourism-related businesses in the province. The
provincial human settlements deparfment had an
indicator relating to the enrolment of houses with

the Nafional Home Builders Registration Council
targeted at 3 266, but only enrolled 1 697. This
underachievement created a backlog in service
delivery.

Some indicators are also not output driven and
therefore not aimed at driving service delivery, or

do not focus on the right priorities. For example, the
provincial public works department reported that

it had achieved the indicator for scholar tfransport,
which focused on the number of routes monitored
and not on the safety of the learners. During our
audit, we found buses that were operating with
expired licences and drivers who did not have driver’s
licences, which endangers the safety of learners. The
department is not implementing any consequences
for such transgressions. The departments and entities
in the province need to enhance their planning
process and focus on identifying priorities to ensure
credible, good-quality annual performance plans.

Information technology confrols in provincial
departments regressed in 2021-22 and there were

still challenges in ensuring effective conftrols for
information technology governance, user access
management and security management. This
compromised the financial and performance
management systems used to produce financial

and performance information and to meet service
delivery objectives. The provincial health department
decided to invest in a queue management system
at five hospital facilities — a good initiative that

is meant to respond to the long patient waiting
fimes. However, due to deficiencies in information
technology governance controls (lack of oversight by
the information fechnology steering committee) and
project management failures (no feasibility analysis
study and no clear project owner), only two hospitals
ended up partially using the system.

Weak control environments and a lack of
consequences have created a culture of impunity
and a blatant disregard for the rule of law, especially
when it comes to procurement. As a result, nearly
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all (98%) of the province’s R2,7 billion in iregular
expenditure related to supply chain management.
Auditees also have a poor frack record when it
comes to dealing with irregular expenditure swiftly
and ensuring accountability, with a total of R7 billion
in prior year iregular expenditure not yet having been
dealt with.

Since phasing in our expanded powers four

years ago, we have implemented the material
iregularity process at 10 auditees in the province. By
31 August 2022, we had notified accounting officers
and authorities of 10 material irregularities with

a combined estimated financial loss of

R458 million. In 2021-22, we notified the accounting
officers or authorities of four auditees (provincial
departments of education, and public works, roads
and transport; Mpumalanga Regional Training Trust;
Mpumalanga Economic Growth Agency) of a fotal
of seven material iregularities with a combined
estimated financial loss of R348 million. These material
iregularities were due fo weaknesses in financial
management controls, such as reconciliations of
source information, reviews of payments to suppliers,
and strict implementation of debt management
policies. Accounting officers and authorities are
taking appropriate action (such as implementing
confrols to prevent further losses and reporting the
matters to relevant authorities for investigation) to
address three of the 10 material iregularities, and
we find the response of the Mpumalanga Economic
Growth Agency particularly encouraging. Through
diligent and decisive actions, the agency was able
to resolve a material iregularity on non-adherence
fo its debt management policy. Leadership within
the province is responsive to the matters raised as
material iregularities; however, this responsiveness

is not always adequate or sufficiently supported by
credible information o allow for the swift conclusion
of the actions taken or planned.

Overall, we found that the various roleplayers

in the accountability ecosystem, including the
coordinating ministries, were not effective in their
roles. The coordinating ministries set input-based
indicators rather than impact-based ones for

their interventions and support roles. And, in some
instances, the ministries did not include indicators
that measure the interventions and support in

their annual performance plans. We engaged the
leadership of the coordinating ministries on the quality
and completeness of indicators with the sole aim of



influencing them to play their role effectively to bring
tangible improvements in provincial administration.

In response to the 2021-22 audit outcomes, members
of the executive councils of various departments,
the premier and the speaker of the legislature

made commitments to improve audit outcomes

by developing and implementing effective action
plans, and by implementing our recommendations.
Accounting officers made specific commitments to
the premier, including the following:

¢ Increase clean audits to six provincial departments
(social development; economic development
and ftourism; human settlements; sports, arts and
culture; health; and the premier’s office).

e Build internal capacity as a permanent solution to
address project management issues affecting the
quality and fimeliness of service delivery.

e Closely monitor performance against targets,
especially at the provincial departments of
education and health.

e Ensure that audit action plans are developed
and shared with the premier’s office so that the
office can monitor how these action plans are
implemented.

Furthermore, the speaker committed to the
following:

¢ Departments and public entities (assisted by the
provincial freasury) will be requested to draft
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internal control furnaround strategies, including
plans to improve the state of financial health, and
to submit quarterly progress reports to the portfolio
committees.

e Portfolio committees will increase the number of
planned oversight visits to projects (in progress and
completed) to check the amount paid against
the stages of completion and the quality of
workmanship on these projects.

e Departments and entities will be expected to
submit progress reports to the legislature on the
implementation of house resolutions emanating
from annual reports (audit outcomes) with
appropriate evidence.

e Portfolio committees will develop a mechanism
to ensure that the non-implementation of house
resolutions is addressed.

We will follow up on the province’s progress in
implementing these commitments in the next
audit cycle.

We call upon all roleplayers in the accountability
ecosystem to play their roles effectively and work
tfogether fo implement sustainable solutions that

will address the four critical areas highlighted in our
yearly messages. Only then will we see a public
sector culfure shiff fowards increased accountability
for government spending and improved lived
experiences for the people in the province.

\
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Enhanced culture of accountability for the improvement of people’s

lives

Our message in the previous general report focused
on accountability, leadership responsiveness to
infernal and external audit findings, and strengthening
confrols around preventing and detecting irregular
expenditure. We urged provincial and administrative
leadership to focus on those auditees that received
qualified audit opinions and on the key service
delivery departments to ensure that a culfure of
consequence management is embedded, and we
recommended that best practices be exiracted and
replicated throughout to ensure improved

audit outcomes and better service delivery.

The highlights of 2021-22 were the provincial sport,
arts and culture department achieving its first clean
audit and the premier’s office, provincial treasury
and provincial social development department all
maintaining their clean audit status. The provincial
fransport, safety and licison department managed
to improve from a qualified to an unqualified

audit opinion with findings. Over the term of the
administration, the number of auditees receiving
clean audits improved from three in 2019-20 to
four in 2021-22, while the provincial education and
economic development and tourism departments
managed to improve from qualified fo unqualified
audit opinions.

The operation clean audit committee established by
the premier focused on improving audit outcomes.
The provincial treasury provided support to selected
departments by assisting with the development of
audit action plans and attending audit steering
meetings. These initiatives are commendable and
should be continued, but with increased focus by
oversight structures on service delivery matters.

While most key service delivery departments
(education; roads and public works; and cooperative
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governance, human settlements and fraditional
affairs) remained unqualified with findings in the area
of compliance, the state of the provincial health
department remains a key concern. There was no
consequence management at the department
because of alack of a clear and consistent fone from
the top, combined with instability in key positions. The
accounting officer’s position was vacant for more
than two years and senior management positions

(all at chief director level) were vacant during
2021-22, resulting in a lack of accountability and
proper segregation of duties.

The quality of financial statements remained
concerning, as only half of the departments could
submit quality financial statements, while a third
obtained an unquadalified opinion only by correcting
all the material misstatements we identified during
our audit. This confirms that leadership continued fo
be reactive, placed too much reliance on the audit
process (which is neither prudent nor sustainable),
and had not yet instilled a culture of financial
discipline (including reconciliations and key conftrols)
and accountability at all departments. Going
forward, accounting officers should strengthen the
infernal confrol environment around reliable financial
reporting and prepare interim financial statements.

Although departments’ published annual
performance reports showed improvement, this

did not necessarily translate into improved service
delivery and increased quality of life for the people
in the province. Most departments gotf record
keeping and reporting right, but the service delivery
departments underachieved their targets by 27%
on average and underspent their budgets by 5%
on average, raising questions about their ability to
properly manage budgets and projects. Furthermore,
the four key service delivery departments included



only 48% of the Medium-Term Strategic Framework
indicators in their annual performance plans,
meaning that most of these core indicators were not
measured. The provincial education department
included only 16% of the framework’s indicators in ifs
annual performance plan, raising doubt about the
completeness of its performance plan. In addition,
some departments did not compile key performance
indicators in a manner that measured the actual
impact, but instead focused on secondary or
administrative tasks (such as the number of meetings
held or reports issued) rather than on basic service
delivery results. Departments focused on the inputs
that were mostly within their conftrol, rather than

on the eventual outcomes that are more difficult

to achieve, less predictable, and require good
leadership and oversight.

Adequate and well-maintained infrastructure assets
are key to delivering quality services to the province’s
people. Yet, during our site visits to key service
delivery departments, we observed project delays,
poor-quality work, weak project management, and
the non-delivery of infrastructure already paid for.

For example, construction of the Boegoeberg Clinic
near Groblershoop started in September 2017 with
an estimated project duration of 12 months and a
budgeted project cost of R26,20 million. By April 2022,
work on the project was still continuing, with

R18,83 million already having been spent. This

meant that the community sfill did not have access
to primary healthcare services. The delays were
caused by a hold-up in processing payments to

the contractor, the department not providing the
contractor with the correct set of drawings, a lack of
a construction programme of works on site, electrical
works such as lights not being installed according to
the design, and paved areas sloping fowards the
clinic with a resultant risk of flooding. Consequences
need to follow where projects are delayed to avoid
potential overspending and losses due to interest on
late payments to contfractors.

We also visited the constfruction site of 458 community
residential units in Lerato Park, Kimberley. This contract
was originally awarded in 2014, but when the owner
of the contracting company passed away in 2017,
the project was abandoned for two years while the
company went through liquidation, which had to

be concluded before the department could take
back the site. During this period, the partly built units
deteriorated due to theft, vandalism and weathering
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because the site was not adequately protected. A
second contractor, appointed in 2019, identified that
the original confractor had done substandard work,
resulting in major structural defects, vertical joints that
had not been prepared for sealer, and various cracks
in the plaster of inside and outside walls.

We nofified the accounting officer of the provincial
cooperative governance, human settlements and
fraditional affairs department of a material iregularity
arising from losses identified on the Lerato Park project
because of poor workmanship, amounting to

R26,56 million. Although the department had controls
in place to ensure that officials signed off on the
quality of work before payment was made, the
supplier was paid even though there were indications
of poor workmanship, pointing fo project managers
not carrying out their duties with due diligence. The
accounting officer needs to investigate the matter
and take appropriate remedial action.

Delays in project completion due to appointing
contractors that did not have the required skills,
poor planning and a lack of project management
also resulted in increased project-related costs,
eroding the financial health of departments.
Although the overall financial health status of the
province improved, some departments continued
fo inadequately manage their cash flow. One

such department is health, which faced financial
sustainability issues largely arising from spending
pressures due to service delivery demands and
budget constraints, which could make it difficult for
the department to meet its foreseeable payment
and service delivery obligations. The department
owed suppliers R397,23 million at year-end, which
represented 17% of its budget for the following
year (excluding transfers and subsidies as well as
compensation of employees). This situation was
made even worse by medical negligence and
malpractice claims against the department, which
totalled R1,56 billion in 2021-22. The department’s
leadership, together with the operation clean
audit committee, should undertake a diligent risk
assessment of such claims lodged and paid out, and
formulate preventative controls using medical, legal
and financial expertise to reduce avoidable losses.

The province's compliance with legislation improved
over the term of the administration, with fewer supply
chain management findings, but deficiencies in
procurement processes persisted, including a lack
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of required quotation or tender processes, proper
contract extension processes, and valid contracts. As
a result, iregular expenditure incurred increased over
the term of the administration, from R1,43 billion in
2019-20 to R1,63 billion in 2021-22. The 2021-22 amount
might be even higher because the provincial health
department was qualified on the completeness of ifs
iregular expenditure disclosure.

Accounting officers were still reactive when it came
to the material iregularities we issued. We therefore
urge political leadership and provincial oversight to
become more involved in ensuring that these matters
receive urgent attention to strengthen the integrity

of public institutions, recover and prevent losses,
implement consequences for misconduct, and drive
a change in behaviour to prevent similar matters from
recurring. Since 2018-19, we have notified accounting
officers of 12 material irregularities, two of which

have been closed as the accounting officers took
appropriate action (including performing internall
investigations; consulting with the State Attorney;

and referring the matter for specialist investigation,
recovery and possible litigation). Two of the remaining
10 material iregularities were reported in the 2019-20
general report and eight were issued in 2021-22.
These material iregularities have a combined
estimated financial loss of R88,17 million and relate

to payments for goods and services not received,
payments not made or not made in time resulting in
interest, payments for substandard work, and non-
compliance in procurement processes resulfing in the
overpricing of goods and services. In two instances,
the accounting officer did not take appropriate
action and we are busy assessing the way forward.

The coordinating departments in the province
continued to lead by example, with the premier’s
office and provincial freasury obtaining clean

audits and the provincial legislature and provincial
cooperative governance, human settlements

and fraditional affairs department receiving
financially unqualified audit opinions with no
findings on performance information. The achieved
performance reported by these departments against
their mandates largely related to administrative
targets. If departments are to drive real change and
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accountability, indicators should rather focus on
outcomes. The fact that a quarter of departments
corrected the material misstatements we identified in
their annual performance reports to avoid material
findings, highlights the fact that the premier’s office
stil needs to do more to ensure proper oversight by
improving its monitoring and evaluation in this key
areaq.

The provincial legislature did not assist departments
by tracking the implementation of resolutions or
creating capacity to support the portfolio committees
and public accounts committee. The provincial
cooperative governance, human settlements and
fraditional affairs department did not achieve
targets linked to supporting municipalities to maintain
functional municipal public accounts committees,
which might compromise municipalities’ ability fo
appropriately deal with unauthorised, irregular, and
fruitless and wasteful expenditure.

In the previous year, provincial oversight and the
speaker committed fo achieving clean audits at
10 municipalities, ensuring that financial statements
were submitted on time and working closely with
us to ensure that audit recommendations were
implemented. These commitments are either sfill

in progress or have not yet started. We therefore
encourage these roleplayers in the accountability
ecosystem to ensure that mechanisms are put in
place to properly frack the progress on commitments
and respond swiftly fo any shortcomings.

Although the province has showed an overall
improvement over the past three years, we cannot
overlook the concerns highlighted above, which
reaffirm the need for an enhanced culture of
accountability for the improvement of people’s
lives. The province should continue to improve its
audit outcomes, but with greater accountability
and discipline in managing public funds. Provincial
leadership should focus its efforts on instilling a
culture of financial and performance reporting
disciplines and corrective measures, and on insisting
on preventative confrols. This should translate into
improved control environments, consistently improved
audit outcomes, and proper service delivery to the
people of the province.

~
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Intensify the role of coordinating and oversight structures to improve
the lived experiences of people in the province

In previous general reports, we reiterated the need
for provincial leadership to be deliberate in its efforts
to build skills and capacity within financial and
performance reporting directorates and to hold all
relevant roleplayers accountable for implementing
corrective action in response to weak control
environments, transgressions and poor performance.
Over the three-year period, there were some gains
and fraction, as evident in improvements in the audit
outcomes of four departments and two entities.
However, a sustainable control environment to
improve service delivery will require extra effort by all
roleplayers in the accountability ecosystem.

The audit outcomes for 2021-22 reflect one clean
audit and eight unqualified opinions with findings, as
well as six qualified, one adverse and two disclaimed
opinions. The sustainability of the improvements over
the past three years is yet to be seen, however, as
accounting officers had not yet instilled a culture of
producing quality financial statements, officials did
not attend to recurring findings, and key roleplayers
did noft diligently and regularly monitor post-audit
action plans. Senior managers and officials also did
not attend to basic control activities such as proper
record keeping, processing and reconciling controls
as well as performing timely reviews because there
were no consequences for them not doing so.
Executive leadership should be concerned that the
provincial freasury remains the only department with
a sustained clean audit outcome over the three years
of the current administration.

To address the above concerns, accounting officers
should capacitate finance units with skilled individuals
who will carefully and consistently implement
day-to-day financial and compliance disciplines.
Accounting officers should also strive for maximum
benefit from governance structures by insisting on

the fimely submission of quarterly reports for review

by internal audit units and audit committees. To
enhance accountability, executive authorities should
hold accounting officers answerable for not adhering
to their basic responsibilities as contained in the Public
Finance Management Act.

The annual performance plans of the key service
delivery departments were aligned to the approved
Medium-Term Strategic Framework, except for the
provincial education department, which had not
included all output indicators. Nine auditees were
able to report accurately on their performance
information with no findings, an improvement from
only five in 2018-19. However, reporting accurately
does not necessarily mean that services were
delivered. For example, the provincial public works
and roads department reported accurately on

its performance, but did not achieve most of its
planned targets. The roads within the province and
some government buildings under its management
are in a poor state. Despite this, the department
underspent its budget on transport infrastructure

by R466 million, mostly relating to road construction
and maintenance, due to a lack of proper planning
in the procurement process to ensure that a panel
of prequalified contractors with the required
Construction Industry Development Board grading
was available.

Conversely, at the provincial health department, we
could not audit a number of indicators relating to
HIV/Aids and tuberculosis surveillance and
freatment due to differences between the reported
achievement and the patient information in primary
healthcare facility registers. This lack of credible
performance data made it difficult to measure

how the department delivered on its mandate and
the overall primary healthcare in the province. The
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accounting officer should hold facility and sub-district
managers accountable for the lack of corrective
action for such poor-quality performance reporting.

As part of our work, we audited the management of
infrastructure projects at various departments and
found that poor project management continued

to be a significant contributor to delayed projects.
The provincial human seftlements department had
still not completed the Geluksoord housing project
in Lekwa-Teemane or the Matlosana extension

5 project, both of which were supposed to have
been completed in 2019. The department also
underspent its budget for housing development by
R271,3 million, most of which related to the human
settflements development grant, because it did not
have adequate capacity in ifs project management
unit to monitor and fimeously inspect projects.

This meant that people continued to live in poor
conditions while waiting for proper housing.

We found similar project management shortcomings
at the provincial health department. For example, the
Excelsius Nursing College project had been delayed
by 46 months, during which fime the department
spent more than R50 million on renting office and
teaching space as an alternative arrangement.
Likewise, the provincial education department had
not completed Loretiweng Primary School and
Tlotlang Thuto Secondary School four years after
their planned completion dates. Learners thus had
to aftend neighbouring schools, which became
overcrowded and did not provide a conducive
learning environment.

Ordinarily, the provincial public works and roads
deparfment should manage these infrastructure
projects, but due to its failure to execute its mandate
in the past, user departments started taking over their
own projects. Unfortunately, user departments did not
have the required project management capabilities,
such as determining the skilled workforce required on
each project. Provincial leadership should capacitate
the responsible department to deliver on its mandate
or, altfernatively, formally decentralise the responsibility
to user departments and equip them with the
necessary project management skills.

The financial health of the province remains a
concern, more so at public entities, as evident
from the North West Transport Investment group
being placed under business rescue and the
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Golden Leopard Resorts group of subsidiaries being
dependent on government bailouts and loans to run
its daily operations and seftle ifs financial obligatfions.
The poor performance of these entities hampers

the delivery of bus services fo communities and the
recovery of the fourism-driven economy. Provincial
leadership should reassess whether these entities

are sfill an effective instrument to address economic
development and job creation in the province.

At departmental level, the provincial health
department also showed indicators of financial
sustainability concerns. The department overspent

its budget by R389 million despite having received
additional funding during the year to deal with ifs
growing accrual balance, which increased fo

R1,3 bilion despite the additional funds. Even though
it overspent on employee costs, the department did
not have enough personnel to address the health
needs of the people in the province, specifically

atf primary healthcare and district hospitals. For
example, at Sunrise Park Clinic, professional nurses
were overworked as each nurse had to provide
clinical services to over 35 patients a day, which is not
sustainable. The department, taking info account the
current budget constraints, needs to reorganise its
organisational structure to ensure that all facilities are
sufficiently staffed with the right balance of medical
and administrative staff.

The province’s annual iregular expenditure
decreased slightly over the three-year period, but
remained high with R3,75 billion being incurred in
2021-22. This was mainly due to non-compliance,
specifically alack of transparency or competitiveness
in procurement processes, such as the extension of
expired contracts or deviations not being properly
approved. While not all iregular expenditure results

in financial losses, it heightens the risk of corruption
and process weaknesses. This makes it even more
important for departments to investigate irregular
expenditure. Yet, departments lacked the capacity
fo do so and the initiative of the premier’s office to
assist with investigations and disciplinary processes did
not yield positive results due to a lack of sufficient and
skilled resources.

Since our mandate was expanded in 2018-19, we
have issued 29 material iregularities to accounting
officers. Through these material iregularities, we
have managed to influence accountability and
enforce corrective action. At the provincial health



department, for instance, this included the prevention
of a possible loss of R65,6 million; disciplinary action
against responsible officials; recovery of R9,4 million
from a contractor; and recovery of further losses
totalling R15 million being initiated. However, some
accounting officers are reactive and only start
corrective action once we have nofified them of a
material irregularity. Executive authorities need to
insist on progress updates to ensure that accounting
officers are diligently and effectively implementing
the committed actions.

Coordinating departments and oversight structures
should aim to monitor, support and strengthen
governance within the province. The legislature
reviewed departments’ strategic plans and

raised recommendations, but departments’ lack
of implementation of resolutions hindered the
impact of legislature committees. The speaker
should support committee chairpersons by getting
members of the executive council to buy into, and
agree to fully implement, these resolutions. The
provincial freasury actively supported departments
in line with its legislated mandate. The freasury’s
initiatives can be enhanced by customising them to
address entity-specific root causes with a focus on
financial difficulties. Although the premier’s office
identified non-performing departments (despite
no agreements being in place between the
premier and some of the members of the executive
council), no corrective action was enforced. The
premier should thus enhance the process aimed

at holding responsible executives accountable for
implementing corrective action.
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Coordinating deparfments and oversight structures
should focus on key service delivery departments to
ensure that their inifiatives, projects and spending
are aligned to their allocated budgets and that any
deviations are addressed immediately to ensure a
positive impact on service delivery.

It is now more than four years since the national
infervention in terms of section 100(1)(a)

and (b) of the Constitution at 10 departments.

Since then, the premier’s office; provincial health,
social development, and agriculture and rural
development departments; Mmabana Arts, Culture
and Sports Foundation; and North West Development
Corporation have allimproved their audit outcomes,
with the provincial education department regressing
over the period. Provincial leadership should assess
and build on the gains driving these improvements.

We urge provincial leadership fo focus on improving
financial and performance reporting disciplines to
enable the preparation and submission of credible
financial statements and annual performance
reports. As coordinating departments and oversight
structures form the cornerstone for better outcomes
and improved service delivery, we continue our calll
for all key roleplayers to support and intensify the
role of the coordinating departments and oversight
structures to improve the lived experiences of
people in the province. A culture of responsiveness,
consequence management, good governance
and accountability should be a shared vision for all,
including executive authorities, the legislature and the
coordinating departments.

\
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Leverage the stable control environment and financial governance
practices to have a greater impact on service delivery to the people of

the province

In 2021-22, the consistent positive pattern of prior
years continued, reflecting an overall ‘robust control
environment, with a solid and consistent pattern of
good financial governance’. This positive reflection
highlighted the tone set by the accounting officers
and authorities, instilling a culture of doing the right
thing, being accountable, and improving confrols
as key elements in achieving and sustaining clean
audit outcomes.

This year, 17 auditees obtained clean audits, with

15 maintaining this status over the three-year

period. The province sustained this level of maturity
by institutionalising daily and monthly controls,
appointing competent staff, maintaining stability

in key positions and ensuring that action plans
effectively addressed any confrol weaknesses
identified. These good practices supported the
fimeous submission of quality financial statements by
all auditees, except for Wesgro, which was qualified
due to asset management issues. This also resulted
in material non-compliance relating to financial
statement preparation. The remaining 20 auditees all
achieved financially unqualified audit outcomes.

The province's overall financial health was good,
demonstrating its ability fo manage financial
resources in a manner that maintains favourable
financial ratfios as a result of their best practices. Every
year, each department submits its first and second
draft budget to the provincial freasury to determine
whether the budget is in line with the regulatory
framework and allocation letters, based on previous
expenditure trends and capacity to spend. The
province has also not incurred any unauthorised
expenditure for the past three years.

AUDITOR-GENERAL OF SOUTH AFRICA

Seven auditees submitted annual performance
reports containing material errors in 2021-22, an
improvement from 10 in 2018-19. Misstatements
were mainly due fo management not adequately
reviewing the reported performance against
supporting documentation. When performance
information is unreliable, it may negatively affect
the decisions made by users who rely on this
information. Of these seven auditees, three were able
to re-perform the verification process and resubmit
accurate information, effectively correcting the
misstatements. The provincial education and human
settlements departments (two of the four key service
delivery departments), Casidra and Wesgro were
unable fo correct all these errors, which resulted

in reported achievements not being supported

by appropriate evidence, as well as indicators not
being well defined. For example, the provincial
education department again struggled to collate
information for reporting on the percentage of
learners with fextbooks, and the provincial human
settlements deparfment could not report accurately
on the number of title deeds registered for new
developments. The audit opinions for these two
departments thus remained financially unqualified
with findings.

The remaining two key service delivery departments
- health, and transport and public works — maintained
their clean audit outcomes and submitted annual
performance reports that were free from material
errors. The service departments’ mandates were
generally aligned to the Medium-Term Strategic
Framework, and indicators and targets were aligned
to sector indicators. Such alignment has the benefit
of positively affecting the use of public resources and
promoting improved service delivery outcomes for all
people in the province.



Two of the key service delivery departments
(education and human seftlements) experienced
significant delays on infrastructure projects, which
franslated into delayed service delivery to people

in the province. We performed audit work on three
schools and two housing projects. Housing units were
not allocated to beneficiaries as planned because
poor contfract management atf the provincial
human settlements department resulted in the
confractor’s access to the site being delayed due
to another confractor’s poor performance and
constfruction drawings being submitted late. The
provincial education department also experienced
delays in the construction of schools, mainly due to a
combination of events outside of the department’s
confrol, such as the continued impact of covid-19
lockdowns on multiyear projects and poor
performance by contractors. Where poor contractor
performance caused the delays, departments and
implementing agents exercised effective project and
confract management in response.

In addition fo the work we conducted on service
delivery, we visited some health facilities fo determine
the efficiency of services provided to people in the
province. On a positive note, we found that inpatient
areas were clean, there were sufficient nurses to take
care of patients, patients were treated in a friendly
manner, and the number of patients waiting in line
decreased significantly during the course of the day
as patients were afttended to. Shortcomings included
relaxed security in rural areas, limited services due

to staff shortages or broken machinery, substandard
ablution facilities, and inadequate signage to guide
patients to the correct services. We also looked at

the extent of medical negligence and malpractice
claims against the provincial health department, as
such claims have the potential to divert money away
from critically needed healthcare for people in the
province. We found that the department is managing
this exposure through a competent team assessing
the merits of each claim, with the settflement of claims
amounting to R47,6 million for 2021-22 and the total
provided at year-end amounting to R426,5 million.

Our visits to schools identified shortcomings in the
implementation of the National School Nuftrition
Programme, such as complete and accurate
monthly stock registers not being kept, expired stock
in storerooms, and food not being suitably stored. In
some cases, this led to wastage, a lack of a balanced
meal and learners not always receiving meals as
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infended. This greatly affected the programme’s
purpose of serving a balanced meal to boost the
concentration of learners and ensuring that feachers
get the maximum out of the available teaching time.

In the area of compliance with legislation,

the province's robust contfrol environment has
decreased the number of matters identified at
departments. We raised material findings at only
three auditees, mainly relating to the prevention
of iregular expenditure, fransfers and conditional
grants, and strategic planning.

The province incurred irregular expendifture of

R330 million in 2021-22 (with R156 million being
identified by auditees and R174 milion through the
audit process), which is relatively unchanged from the
previous year's R329 million. Of the total, R20 million
related to prior year iregular expenditure identified
in 2021-22. The provincial human settlements
department was again the highest contributor to
the total iregular expenditure, accounting for

R222 million. The bulk of this amount (R180 million)
related to prior year contracts that were still active in
2021-22, while R22 million related to non-compliance
with the National Housing Code. The department
should implement monitoring controls to ensure that
all procurement regulations are complied with to
reduce iregular expenditure, as this could have an
impact on future audit outcomes.

In November 2021, we notified the accounting officer
of the provincial human seftlements department

of a material iregularity relating to incorrect

housing subsidy payments. The accounting officer
implemented actions based on the issued material
iregularity, and quantified the overpayments to
beneficiaries fo have resulted in a financial loss of

R22 million. We assessed the accounting officer’s
response to address the material iregularity and
found it to be adequate to prevent any further losses.

The coordinating departments of the premier,
freasury and local government continued with their
oversight and support by promoting a culture of good
governance through the corporate governance and
review outlook processes implemented in the past,

as well as assisting with skills shortages at outlying
municipalities. These ongoing support interventions
played a crucial role in sustaining the audit outcomes
through institutionalising budgetary control,
monitoring monthly reports, and enforcing financial
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and performance management principles, including
compliance with legislation. The provincial premier’s
department also implemented additional controls
through its monitoring and evaluation component,
which included evaluating performance indicators
of departments and entities against usefulness criteria
and verifying the quarterly reported information
against supporting schedules after auditees had
validated it against their supporting evidence. In

light of the performance reporting outcomes, the
premier’s department should consider enhancing the
support intervention to improve systems so that it is
clear exactly what information needs to be collected
and collated, with an emphasis on auditees where
we raised material findings on usefulness and
reliability. This would also result in more credible
annual performance reports being provided to the
legislature for oversight purposes.

We again engaged with portfolio committees,

during which they focused on all critical areas within
departments and public entities and followed up alll
resolutions taken during the annual report hearings,
which significantly contributed to the good audit
outcomes. The public accounts committee holds
hearings every year, shortly after the tabling of annual
reports. Resolutions are taken during the hearings and
tabled in the house by the end of December each
year. All resolutions are subsequently followed up and
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departments and entities are called on to further
account to the committee.

We encourage the province to implement actions
based on the recommendations provided in the
areas where challenges were experienced, while
confinuing to promote — and where necessary,
improve on — the culfure of good governance and
maintaining controls. The good foundation laid by the
mature control environment is commendable, but
should be leveraged further to enhance the impact
on service delivery to people in the province.

The provincial leadership has committed to:

¢ intensify the reviews of the annual performance
plans and report in line with the requirements of
the performance management and reporting
framework to ensure that the processes of
information gathering for predetermined
objectives are aligned to the technical indicator
descriptions

e use the skills and best practices already in place af
departments to assist those that have matters on
confract and procurement management

e confinue fo support and engage the chairperson
of the accounting authority and chief executive
officer of Wesgro to address the qualification and
compliance root causes and aim to achieve a
clean audit.
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