
p a r t 7 A U D I T o r g e n e r a l ’ s R E P O R T

3. BACKGROUND

To afford the reader an opportunity to place in

context the effect of the errors detected by the audit

and some unresolved discrepancies revealed in disclosure,

the following summary of events preceding this report is

presented. This will provide the reader with the necessary

background to the qualifications and the fact that this report

was not submitted within the stipulated PFMA reporting

deadlines:

• The audit of the 2000/01 financial year was completed and

the audit report submitted to the accounting officer on

8 April 2002.

• Following a joint planning meeting between management

and the Office of the Auditor-General, the execution phase

of the audit for the year under review commenced

on 20 May 2002.

• The financial statements were presented by the department

on 31 May 2002 per the PFMA requirements.

• Material errors and discrepancies in disclosure were identified

in the financial statements and the department was

requested on 24 June 2002 to make the necessary changes.

• Draft management letters were issued on 22 July 2002 based

on the work finalised at that date.

• The audit field work proceeded until 27 July 2002.

• At an audit steering committee meeting held on 29 July

2002 a decision was made to draft the audit report based

on the financial statements submitted on 31 May 2002 but

amended with agreed upon audit adjustments. This was an

attempt to adhere to the PFMA reporting deadline of 31 July

2002.

• The final management letter and the draft audit report were

submitted to the department on 6 August 2002 based on

evidence available on 26 July 2002.

• On 13 August 2002 I made a decision, based on accounting

errors and disclosure weaknesses highlighted during the

audit up until 26 July 2002, to request amendments of the

financial statements in order to produce the revised set of financial

statements referred to in this report.

•  On 26 August 2002 the last information to be disclosed on the

remuneration of key management personnel and explanations of variances

as disclosed in the appropriation statement was received from the department.

REPORT OF THE AUDITOR-GENERAL TO PARLIAMENT ON THE FINANCIAL

STATEMENTS OF THE DEPARTMENT OF PUBLIC WORKS –

FOR THE YEAR ENDED 31 MARCH 2002

1. AUDIT ASSIGNMENT

The financial statements as set out on pages 57 to 73,

for the year ended 31 March 2002, have been audited in terms

of section 188 of the Constitution of the Republic of South

Africa, 1996 (Act No. 108 of 1996), read with sections 3 and

5 of the Auditor-General Act, 1995 (Act No. 12 of 1995).

These financial statements, the maintenance of effective

control measures and compliance with relevant laws and

regulations are the responsibility of the accounting officer.

 My responsibility is to express an opinion on these financial

statements,  based on the audit.

2. NATURE AND SCOPE

The audit was conducted in accordance with Statements

of South African Auditing Standards. Those standards require

that I plan and perform the audit to obtain reasonable

assurance that the financial statements are free of material

misstatement.

An audit includes:

• examining, on a test basis, evidence supporting the amounts

and disclosures in the financial statements,

• assessing the accounting principles used and significant

estimates made by management, and

•  evaluating the overall financial statement presentation.

Furthermore, an audit includes an examination, on a test

basis, of evidence supporting compliance in all material

respects with the relevant laws and regulations which

came to my attention and are applicable to financial

matters.

I believe that the audit provides a reasonable basis

for my opinion.
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The above expenditure is 11,6% of the total

property-related operating expenditure. At the

date of this report management was still busy following

up these transactions in an attempt to confirm their

validity. I acknowledge that management has already

identified a number of underlying reasons and intends to

quantify each during the above follow-up process.

As a result of the above, the ownership, validity and accuracy

of the state-owned property, as per the PMIS, could not always

be confirmed. The inadequate information technology control

environment created further uncertainty with regard to the

validity and accuracy of property-related operating expenditure,

which is included under professional and special services in the

income statement.

(b) Reconciliation between financial and business systems

The operating expenditure actually incurred on individual

properties is recorded in the Financial Management System

(FMS). This expenditure is supposed to be captured first in the

PMIS for control purposes before payment can be effected on

the FMS. However, during the year no adequate monthly

reconciliation was done between the two systems. The initial

electronic matching done by the audit team subsequent to year-

end revealed unmatched operating expenditure transactions

of R125.9 million in the FMS which did not appear in the PMIS

and R78.6 million in the PMIS which did not appear in the FMS.

Management had cleared some of these transactions at the date

of this report. However, the following transactions still needed to

be investigated, explained and possibly corrected:

4.3 Professional and special services – construction and

planned maintenance

The department did not perform an adequate reconciliation

between the FMS and the Works Control System (WCS) for the year

under review. The audit team performed alternative electronic matching

procedures that revealed a number of unmatched transactions.

Management had cleared the bulk of these transactions at the date of this

report.

4. QUALIFICATION

4.1 Unresolved matters from the prior year

Various issues (suspense accounts, missing documents and differences

between the reconciliation of transversal systems) that caused

me to qualify the audit report of the preceding year, had still

not been resolved and/or corrected by management. Those

unresolved matters affecting the opening balances create

uncertainty and are principally responsible for the disclaimer

of my opinion.

4.2 Professional and special services – property-related

operating expenditure

(a) Ownership and related expenses

The state-owned property register, which is managed on

the Property Management Information System (PMIS), consists

of approximately 357 000 line items, which can be grouped

into 82 133 land properties. The title deed information in

the state-owned property register was compared with the

database of the Deeds Office. The comparison revealed that

a number of the properties in the PMIS were either not

reflected as state-owned property in the Deeds Office database

or were reflected in the Deeds Office database as being

owned by parties other than the state.

During further analysis it was also established that property-

related operating expenditure (which included rates, municipal

services and unplanned maintenance) had been incurred

on 8 948 of these properties, as set out in the table below:

Number of properties Expenditure incurred

Properties owned by 638 R24.7 million
other parties

Properties with no link 4 145 R74.4 million
to the Deeds Office
Properties not yet 4 165 R70.3 million
registered

Total 8 948 R169.4 million

Transactions in FMS not in PMIS R43.0 million

Transactions in PMIS not in FMS R66.2 million
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4.5 Leases

The amount of R15,2 million disclosed in note 30 to

the financial statements is based on projections as the

register of lease contracts maintained on the PMIS was

not up to date. The department’s systems did not permit

the application of alternative procedures and the outstanding

lease liabilities could also not be realistically estimated.

4.6 Transactions with other departments

In terms of the National Treasury’s Guide for the Preparation

of Annual Reports of Departments, a department should

consolidate all general ledger accounts relating to transactions

with other departments.  Transactions to the amount of R76,8

million are in respect of contract payments on behalf of user

departments and are not included in note 22 to the financial

statements.

Paragraph 5.8.17 of the above-mentioned guide states that

certificates of confirmation of receipts and payments for the

fiscal year, and amounts owing by and to other departments

at the reporting date, are required for audit purposes for each

department with whom a department has transacted.  However,

the department did not obtain all these certificates. In the

absence of a reconciliation I could also not verify the completeness,

accuracy and validity of the balances relating to this aspect.

4.7 Suppliers’ bank details

Instances were noted where the bank account numbers in the

department’s computer system, which were used to effect

electronic fund transfers, differed from the bank account numbers

per the department’s source documentation. As a result I was

unable to satisfy myself that customer payments amounting

to at least R8,3 million had been made to valid suppliers.

4.8 Potential expenditure included in receivables

According to Treasury Regulation 17.1.2 all amounts in the suspense

accounts should be followed up and reconciled on a monthly basis.

 The recoverability of transactions included in receivables, amounting

to R91,6 million recoverable from other entities, and R79,9 million

consisting substantially of expenditure incurred, is uncertain due to the

age of the original transactions, supporting documentation that was not

available or supporting documentation that was incomplete.

However, the following transactions still needed to be investigated,

explained and possibly corrected:

4.4 Control over supporting documents

According to Treasury Regulation 17.1.1 all transactions

should be substantiated by authentic and verifiable supporting

documentation.  The following are examples of transactions

that could not be verified as supporting evidence was not

supplied:

• Supporting documents were not made available or, in

some cases, did not include all information deemed necessary

to confirm the accuracy, validity and authorisation of

transactions amounting to R 7,9 million included in various

main accounts of the vote.

• Receivables to the value of R 5,2 million had no supporting

documentation (or reference to the original transaction)

attached.

• Supporting documentation relating to fruitless expenditure

to the value of R0,5 million was not received.

• Sufficient supporting documentation for some journals’

debit entries amounting to R25,9 million and credit entries

amounting to R1,1 million could not be submitted for audit

purposes.

• Supporting documentation relating to payables (current)

to the value of R8 million was not received.

• Supporting documentation relating to subsequent

payments to the value of R2,7 million could not be submitted.

The department’s financial records did not permit the

application of adequate alternative procedures to

obtain reasonable audit assurance regarding the

above-mentioned limitation on scope.

Management could also not provide reasons

for the differences and the lack of

documentation.

Transactions in FMS not in WCS R 0.7 million

Transactions in WCS not in FMS R 6.3 million
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5. DISCLAIMER OF AUDIT OPINION

Because of the significance of the matters referred

to in paragraph 4, I do not express an opinion on the

financial statements of the Department of Public Works

for the financial year ended 31 March 2002.

6. EMPHASIS OF MATTER

Without further qualifying the audit opinion expressed above,

attention is drawn to the following matters:

6.1 Matters affecting the financial statements assets

According to section 13 of the PFMA and National Treasury

Regulation 15.1.1 all money received by a government department

should be deposited into the National Revenue Fund.  The deposit

of R1,9 million at the Corporation for Public Deposits was money

received in respect of the Oberholzer Dispossession Scheme.

This investment is included in other financial assets and a similar

amount is included in payables which has the effect of overstating

payables and understating revenue.

(b) Unauthorised, irregular and fruitless and wasteful

expenditure.

Details of disciplinary steps taken and criminal proceedings

instituted with regard to unauthorised, irregular and fruitless

and wasteful expenditure remain unresolved at the reporting

date.

6.2 Matters not affecting the financial statements

(a) Internal audit

There was no updated three-year strategic internal audit plan,

incorporating the inputs of executive and senior management,

to direct and guide the internal audit focus, as required in terms

of the Treasury Regulations, paragraph 3.2.7(a) and (b). Partly

due to this, but also due to a lack of capacity, very little internal

audit work was done at regional office level where the bulk of

the department's expenditure is incurred. As a result, I was not

in a position to place reliance on the work of the internal audit

function from an assurance perspective.

4.9 Uncleared transactions included in payables/receivables

There is an amount of R4,7 million residing in a suspense account made

up of approximately R3,4 million for unallocated rental deposits and

R0,9 million for recoverable revenue. It is not clear whether this

amount needs to be offset against a debtor or whether it has

been excluded from income. Should it be proven that it relates

to income, this will result in an understatement of income

and the consequent need to surrender certain funds.

At the reporting date the age analysis of debtors was also

not supported by evidence.

4.10 Contingent liabilities

The disclosure of contingent liabilities in note 26 excludes

any amounts paid for services in respect of properties that

were not identified and included in the state-owned fixed

asset register and for properties included in the state-owned

fixed asset register but for which no accounts had been

received.

The previous financial year’s closing balance in the financial

statements regarding housing loan guarantees does not

agree with the opening balance in the current year's financial

statements.  The reason for the difference of R4,8 million

is that the value of the opening balance was stated before

taking into account the redeemed guarantees on register,

which were not updated on PERSAL. There was also a

difference of R1,5 million between the PERSAL report and

the amount reflected in note 26.2 at year end.

4.11 Subsequent payments

Based on cut-off tests undertaken, the understatement of

subsequent payments could not be accurately quantified

or resolved at the reporting date.
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AUDITOR-GENERAL

31 August 2002

(b) Information technology control

In addition to the internal control weakness resulting in the qualification

of the financial statements, a  computer audit of the logical access

controls and security parameter settings within the information

technology (IT) environment at the department was completed

in July 2002 and identified the following significant weaknesses

within the IT environment:

• The department did not have a formalised and documented

service level agreement with SITA which was responsible

for maintaining and managing the operations of the

department’s three main systems, namely FMS, PMIS and

WCS. As a result of this, the responsibility for the reviewing

of logs for FMS, PMIS and WCS was also not clearly

defined.

• No logging was maintained on certain servers.

• No formalised or documented end user computing policies

had been implemented within the department.

• Weaknesses were identified in the password controls.

• Profiles defined on PMIS and WCS were inadequate for

certain business functions.

• There was insufficient restriction of access to the production

environment.

 (c) Financial management

As reported previously, explanations provided by management

did not comprehensively explain deviations between actual

and budgeted expenditure reported in the notes to the

appropriation statement. This was largely as a result of the

department’s attempt to monitor its budget by the use of

Excel worksheets instead of recording details on the FMS.

The budget for the 2001 - 2002 financial year was not

correctly allocated by standard item posting level.  This

had a direct effect on proper control and disclosure

in the appropriation and income statements and

notes thereto as well as on public accountability

as a whole.
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