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DD20-PS-0001
22V
IN THE COMMISSION OF INQUIRY INTO ALLEGATIONS OF STATE
CAPTURE, CORRUPTION AND FRAUD IN THE PUBLIC SECTOR

INCLUDING ORGANS OF STATE (“THE COMMISSION™)

SWORN AFFIDAVIT

I, the undersigned,

POLANI SOKOMBELA

Do hereby declare under oath as foliows:

1. 1 am an adult male and a citizen of the Republic of South Africa. | am currently
employed as a business executive at the Auditor-General South Africa (‘the
AGSA". | was formerly employed as a senior manager at the AGSA and

assigned the role of engagement manager for the audit of SAA for the 2016-17

financial year.
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The content of this affidavit falls within my personal knowledge, except where

otherwise stated or unless the contrary appears from the context, and is true

and correct,

| further confirm that | have been duly authorised by the Auditor-General,
Thembekile Makwetu, to depose of this affidavit. The said authorisation is

attached hereto as annexure “PS1”.

| depose to this affidavit in response to a written request from the Commission
made to Mr. Jan van Schalkwyk on 13 November 2019, and a verbal request
made by the Commission to adv. Marissa Bezuidenhout on 2 December 2019.
The request from the Commission was for an affidavit, deposed to by someone

with personal knowledge of the SAA audit and who will be able {o speak to the

following issues:

41 The role of external auditors, especially in light of the reliance that is

placed on the work that they do in the state owned enterprises (the

“SOEs”) space.

4,2 The duties of auditors when conducting audits of public entities, and
how, if at all, the duties and standards with which private audit firms

must comply differ from those applicable to the AGSA.

4.3 The process by which the AGSA determines whether to reject the
appointment of private auditors of public entities each year [in terms of
section 25(2) and (3) of the Public Audit Act, 2004 {(Act No. 25 of 2004)]

(the “PAA”), and the factors that it takes into account in making such

determination.
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4.5

4.6
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The view of the AGSA in respect of appointments of auditors for a
period of five (5) financial years while section 25(4) of the PAA limits
the appointment to no longer than one (1) financial year of the auditee.
The Commission sought specific clarity on what would constitute a
“proper” appointment where such appointment is made for one (1)

financial year, and how it would differ when an appointment is made for

five (5) financial years.

The purpose of the AGSA’s oversight over audits that the AGSA opted

not to perform, and what exactly this oversight role entails.

The process by which the AGSA decided to not reject the appointment,
each year, of PriceWaterhouseCoopers (“PWC”) and Nkonki Inc. as
joint auditors of SAA, and any issues that the AGSA identified and/or

raised regarding their appointment for each year of the joint audit.

The process by which the AGSA carried out the SAA audit (including,
for example, the fact that the AGSA personnel spent many months at

SAA getting to know the business).

A summary of the areas of concern identified by the AGSA in the 2016-

17 audit. The summary should include:

The issues identified by the AGSA personnel who spent time getting to
know SAA’s husiness (including, inter alfa, the absence of adequate
policies and procedures, the existence of numerous acting positions,

the lack of appropriate competencies, etc.); and

4.8.2 The issues of concern set out in the final audit report (including, in

particular, each qualification identified and each restatement issued).

3
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4.9 Any engagements between the AGSA and SAA regarding issues
identified by the AGSA (whether by way of management reports or

otherwise), and the responses provided by SAA to these issues.

5. The remainder of this affidavit provides sufficient context to understand the

mandate and work of the AGSA and addresses the focus areas listed in

paragraphs 4.1 to 4.9.

THE MANDATE OF THE AGSA

6. The AGSA is the supreme audit institution of the Republic of South Africa. Its
mandate stems from Chapter 9 of the Constitution of the Republic of South
Africa, 1996 (“the Constitution”), which means that it exists fo support
constitutional democracy. The AGSA is independent, subject only to the

Constitution and the law and must be impartial and exercise its functions

without fear, favour or prejudice.

7. The AGSA accounts to the National Assembly by tabling its annual report in

Parliament.
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8. The AGSA’s functions are described in section 188 of the Constitution. These
functions, together with the powers necessary to perform them, are further
regulated by chapters 2 and 3 of the PAA. By law, the AGSA audits and reports
on how the government spends the South African taxpayers’ money. Every
year, the institution conducts mandatory audits of national and provincial
government departments, certain public entities, municipalities and municipal

entities. The AGSA is also empowered to perform discretionary audits.

9. The AGSA not only audits and reports on financial management in the public
sector, but does so in a manner that enables the legislature to call the

executive to account for the management of public funds.

10. The annual audit reports on the auditees of the AGSA are included in their
respective annual reports, which they table in their relevant legislature

(Parliament and provincial legislatures).

THE MANDATE OF THE AGSA TO PERFORM THE AUDIT OF SAA

11. The AGSA performs mandatory and discretionary audits, as has already been
explained in paragraph 8 supra. In respect of discretionary audits, | respectfully

draw the attention of the Commission {o section 4(3) of the PAA which reads as

follows:

"\S w10
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(3) The Auditor-General may audit and report on the accounts, financial

statements and financial management of —
(a) any public entity listed in the Public Finance Management Act; and
(b) any other institution not mentioned in subsection (1) and which is —

(i) funded from the National Revenue Fund or a Provincial Revenue

Fund or by a municipality; or

(i) authorised in terms of any legislation to receive money for a public

purpose.

12. SAA is listed as a Schedule 2 Major Public Entity in the Public Finance
Management Act, 1999 (Act No. 1 of 1999) and therefore meets the description

of section 4(3)(a) of the PAA. The latter means that the AGSA has a discretion

to perform the external audit of SAA.

THE IMPORTANCE OF EXTERNAL AUDITORS IN THE CONTEXT OF SOEs

13. External auditors provide independent assurance to a variety of users, including
those charged with govemance, on financial statements, performance

information and compliance with applicable laws and regulations.

14 . These auditors provide assurance that the financial statements are free from
material misstatements, report on the usefulness and reliability of the

information in the annual performance report, report on material non-

6
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compliance with relevant, key legislation and identify key internal control

deficiencies that shouid be addressed.

The audit opinion does not provide absolute assurance, even if an audit was
carefully plannned and executed. External auditors do not audit to identify and
report on fraud and corruption, but the audit processes could identify possible
fraud and corruption which should then be reported to management and those

charged with governance for investigation in line with the auditing standards.

The reliance on audited annual financial statements, performance reports and
compliance is placed by those charged with governace [audit committees, the
accounting authority (usually this is a board), management of the entity and
shareholders]. Certain structures in Parliament, such as the standing committee
on public accounts (SCOPA) and responsible portfolio committees, place
reliance on the work of external auditors to enable effective oversight. Other
stakeholders such as investors, lenders, suppliers, employees and even the
general public rely on the reports produced by external auditors. Lastly, the
reliance placed by industry specific bodies and regulators such as the
Independent Regulatory Board for Auditors (IRBA), the Companies and
Intellectual Property Commission (CIPC) and the Johannesburg Stock

Exchange (JSE) (in the case of listed companies) should not be

underestimated.
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THE DUTIES OF AUDITORS IN RESPECT OF THE AUDIT OF PUBLIC ENTITIES

Applicable regulatory frameworks

17. The external audit of public entities is performed either by the AGSA or by a
private audit firm. Only when the AGSA opts not to perform the audit, the

auditee will appoint a private firm to conduct such audit.

18. In the event that the AGSA opts to perform the audit of a public entity, the audit
is performed in accordance with the provisions of the PAA, Where the AGSA
has opted not to perform the external audit of a public entity, the private audit
firm must perform such audit within the parameters of relevant sections of the

PAA and the provisions of the Auditing Profession Act, 2005 (Act No. 26 of

2005) (the “APA”).

19. The regulatory frameworks for audits conducted by the AGSA and those

conducted by private firms are therefore not identical.

20. The standards and codes under which these audits are conducted by both the
AGSA and the private audit firms are universal and the same. It should,
however, be noted that each firm will have its audit methodology and internal
policies and procedures on how to apply those codes and standards. This can
result in differences, for example in the risk assessment process, actual sample

of transactions tested to form a conclusion, materiality considerations and

confirming the actual materiality figure.

8
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Duties of and standards applicable to audifors of public entities where the

AGSA has opted nof to perform the audit

21.

When auditing in the public sector, the auditor must do so in accordance with
the requirements, duties and responsibilities as legislated and assigned to
him/her in part 2 of chapter 3 of the PAA, The auditor and auditee must take

cognisance of the content of the PAA and must adhere to the following

requirements:;

211 Appoiniment of auditors must be done in accordance with the process

prescribed in section 25 of the PAA.

21.2 Discharge of auditors must comply with the process prescribed in

section 26 of the PAA.

21.3  The auditor must comply with the duties ascribed and may use the

powers provided for in section 27 of the PAA.

214 The format and content of the auditor's report must adhere to the
requirements set by section 28(1) and (2) of the PAA, read with the
AGSA’s Reporting Guide (attached hereto as “P82”), auditor's report
template (attached hereto as “P83”) and any other guidance that the

AGSA may publish from time to time.

215 The auditor's report must be submitted to the auditee, the relevant

executive authority, if any, the AGSA and the National Treasury in

accordance with section 28(3) of the PAA,
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21.6  The auditor must comply with relevant sections of the AGSA’s Audit
Directive. The latest Audit Directive was published in Government
Gazette Number 41321 of 15 December 2017 and a copy is attached
hereto as Annexure “PS4{1)”. For reference purposes, | also attach a
copy of the Audit Directive that applied for the 2011-12 financial year
when PWC and Nkonki Inc. commenced the joint audit assignment of
SAA. The copy is attached as Annexure “PS4(2)”. The Audit Directive
stipulates the duties and responsibilities of external auditors auditing in
the public sector, both for the AGSA and auditors in private practice.
The Audit Directive contains a section specifically dedicated to the
audit of public entities and other institutions by auditors other than the
AGSA. In this respect, the Commission’s attention is drawn to the
section titled Audits of public entities and other institutions not
performed by the AGSA — section 4(3} of the PAA on page 50 of the

relevant Government Gazette.

22. The Independent Regulatory Board for Auditors (the “IRBA”) develops guidance
to assist auditors in conducting audits in the public sector. The most relevant

documents from a public sector perspective are:

22.1  Guide for registered auditors: auditing in the public sector (attached

hereto as Annexure “PS§”).

22.2  Guide for registered auditors: guidance on performing audits on behalf

of the AGSA (aitached hereto as Annexure “PS8S67),

10
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22.3  Guide for registered auditors: guidance on performing audits where the

AGSA has opted not to perform the audit (attached hereto as Annexure

“PS7").

22.4 South African Auditing Practice Statement (SAAPS) 2, Financial

reporting frameworks and the auditor's report (attached hereto as

Annexure “PS88”).

22.5 SAAPS 3, lllustrative reports (attached hereto as Annexure “PS9").

Further to the mandatory requirements listed in paragraph 21 supra and the
guidance referred to in paragraph 22 supra, the AGSA makes available all
information on the AGSA audit methodology to audit firms on the AGSA's

website (extract of the guidance attached hereto as Annexure “P$10”).

Once an auditee has appointed a private auditor in accordance with section
25(1)(b), the AGSA monitors the private auditor's compliance with the
provisions of the PAA and the Audit Directive. This monitoring is done by
means of the completion of a checklist annexed to the Audit Directive,
Annexure D: Monitoring Checkiist for Audits not conducted by the Auditor-

General of South Africa (refer to Annexure “P$4”).

(QS 11
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PROCESS FOLLOWED AND FACTORS TAKEN INTO ACCOUNT TO
DETERMINE WHETHER TO REJECT THE APPOINTMENT OF PRIVATE

AUDITORS

Process foliowed to determine whether to concur with or reject the

appointment of private auditors

25. Prior to the commencement of the PAA on 1 April 2004, the process for the
appointment of external auditors of public entities was regulated in sections 58
to 62 of the PFMA. With the introduction of the AGSA’s mandate to audit public
entities in the PAA, sections 58 to 62 of the PFMA had become redundant. For
this reason, section 53 of the PAA, read with the Schedule: Repeal of

Legislation, effectively repealed sections 58 to 62 of the PFMA.

26. The process for the appointment of external auditors for public entities where
the AGSA has opted not to perform such audit is now regulated by section 25

of the PAA. Section 25 reads as follows:

(1) If the Auditor-General has opted not to perform the audit of an auditee

referred to in section 4(3) —

(a) the Auditor-General must give notice of his or her decision to that
auditee before the start of the auditee’s financial year for which the

appointment is to be made; and

12
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(b)  the auditee must appoint as its auditor a person registered in terms of
the Public Accountants’ and Auditors’ Act [repealed and substituted in 2005
by the APA] as an accountant and auditor and engaged in public practice as
such.

(2)  Before appointing an auditor in terms of subsection (1), the auditee
must give notice of the suggested appointment to the Auditor-General,
including information on the extent fo which the auditor would provide other
services than audit services during the duration of the appointment, and any
other information required by the Auditor-General.

(3)  If the Auditor General, within 14 days of receiving a notice in terms of
subsection (2), or such longer period as may be agreed to, rejects the
audifee’s appointment, the audifee must in ferms of that subsection
recommence the process to appoint another person as its auditor.

(4)  Appointments in terms of this section may not be for a fonger period

than one financial year of the auditee.

27. Since the commencement of the PAA on 1 April 2004, the AGSA had followed

a process of engagement with the affected stakeholders. This process includes

the following procedural steps:

271 Prior to the commencement of the financial year of the auditee, the

AGSA consider whether to perform the audit of a public entity, or not.

27.2  In the event that the AGSA opts to perform the audit of a public entity

that it has not audited during the previous audit cycle, it notifies such
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auditee of its decision to perform that audit. The notification to the

auditee would be given prior the commencement of the financial year

of that auditee.

27.3 The affected auditee must, prior to the commencement of the next
audit, and before the commencement of its financial year, select an
external auditor after following a public procurement process in
accordance with that auditee’s supply chain management policy and
procedures. The financial year end of public entities is usually 31
March and the appointment of re-appointment of auditors ocours at the
entity’'s annual general meeting, approximately in June or July every

year. The selected auditor must be an auditor in private practice that is

registered with the IRBA.

274 Once the auditee has selected a suitable external auditor in
accordance with the public procurement process and its supply chain
management processes, and prior to the appointment of such auditor
by the responsible board or executive authority, the auditee must notify
the AGSA in writing of the name of the selected auditor and provide all

information required by the AGSA as provided for in the Audit Directive

(refer to Annexure “PS4”).

27.5 The AGSA must within 14 days of receiving the notification by the
auditee evaluate such notification and notify the auditee of its decision
to concur with or reject the proposed appointment, and of any

appropriate conditions that the AGSA may have determined.

14
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27.6 If the AGSA has no objection to the appointment of the auditor selected
by the auditee, the auditee must proceed with the appointment of such
auditor. Once appointed, the auditee must inform the auditor of such

appointment, as well as any conditions that the AGSA may have

determined.

27.7  Once the board or executive authority responsible for the auditee has
appointed the selected auditor, the auditee must notify the AGSA of

such appointment and acknowledge acceptance of the conditions set

by the AGSA.

The factors considered when determining to concur with or to reject to

appointment of private auditors

28. Since the commencement of the PAA on 1 April 2004, the factors considered
when determining to concur with or to request the appointment of a private

audit firm have fallen into the following main categories:;

28.1 Independence considerations - The AGSA assesses whether the
recommended audit firm is sufficiently independent to perform the audit
of the public entity. In this regard, the AGSA is guided by relevant
provisions of the Code of ethics for professional accountants issued by
the International Ethics Standards Board for Accountants (the “IESBA”)

of the International Federation of Accountants (the “IFAC”).

So1s
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Compliance with public procurement prescripts - At a high level, the
AGSA determines whether the auditee has sourced the services of the
private audit firm through public procurement processes and has

complied with its own supply chain management policy and

procedures.

Audit quality - The AGSA considers how the quality of the audit firm's
work had been assessed. In this regard, the assessment conducted by
the auditee’s audit and risk committee, as well as any firm and

engagement inspections performed by the IRBA are taken into

consideration.

Adherence to formal and procedural requirements — The AGSA verifies
the auditee’s adherence to the procedural requirements for the
appointment of its external auditors that are outlined in section 25 of

the PAA. Furthermore, the AGSA verifies that the firm is registered with

the IRBA.

Criteria additional to those listed in paragraph 27 supra have recently been

adopted. These additional criteria are listed in regulation 3(2)(a) to (f) of the

Regulations on Audits Conducted by Auditors in Private Practice, 2019. These

regulations commenced on 1 April 2019 and, moving forward, will be applied to

all considerations as to whether to concur with or reject the appointment of

audit firms by public entities.

(\"\ 16
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THE VIEWS OF THE AGSA ON THE PRACTICE TO APPOINT EXTERNAL

AUDITORS FOR A PERIOD OF FIVE (5) YEARS AS OPPOSED TO ONE (1)

YEAR AS REQUIRED BY SECTION 25(4) OF THE PAA

30. The maximum term of five (5) years for the appointment of external auditors

31 .

stems from relevant provisions in the Companies Act, 2008 (Act No. 71 of
2008) (the Companies Act). The appoiniment and rotation of external auditors
are regulated by sections 90 and 92 of the Companies Act, respectively. At this
juncture, the Commission should note that the five (5) year term applies to the
director of a firm that is responsible for the audit and not to the firm. This in
practice means that a firm may be appointiment for a term that exceeds five (5)

years, but the director responsible for the audit must be rotated after five (5)

years.

The Commission’s attention is further drawn to the fact that the independence
and the capability to deliver the audit is still evaluated on an annual basis. The
five (5) year appointment does not impact the annual considerations for re-
appointment, since considerations to retain the auditors are done each vear,
irespective of the procurement process that may have been followed. it follows
logically that the five (5) year appointment will contain different provisions than
an appointment made for one (1) year only. Ideally, a five {(5) year appointment
should contain a prohibition against re-appointment of the firm in the event that
one (1) or more conditions for re-appointment are not met. Often a clause of

this nature indicates the annual concurrence of the AGSA as one of the

conditions.
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THE AGSA’'S CONCURRENCE WITH THE APPOINTMENT OF PWC AND

NKONKI INC. AS JOINT AUDITORS OF SAA FOR THE FINANCIAL YEARS 2011-

12 TO 2015-16

The period 2011-12 to 2014-15

32.

33.

34 .

The AGSA opted not to perform the audit of SAA for the 2011-12 financial year.
On 5 September 2011, SAA consulted the AGSA on the appointment of PWC
and Nkonki Inc. as joint auditors, for a period of five (5) years. The AGSA
concurred in writing with such one (1) year appointment and notified the
chairperson of the accounting authority of SAA on 12 September 2011. No
issues of concern were identified. A copy of the AGSA’s concurrence lefter is

attached here to as Annexure “PS11”.

On 23 July 2012, SAA consulted the AGSA on the re-appointment of PWC and
Nkonki Inc. for the 2012-13 financial year. The AGSA concurred in writing with
such re-appointment and notified the chairperson of the accounting authority of
SAA on 29 July 2012. No issues of concern were identified. A copy of the

AGSA’s concurrence letter is attached here to as Annexure “PS12”.

On 20 August 2013, SAA consulted the AGSA on the re-appointment of PWC
and Nkonki Inc. for the 2013-14 financial year. The AGSA concurred in writing

with such re-appointment and nofified the chief executive officer of SAA on 23

18
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August 2013. No issues of concern were identified. A copy of the AGSA’s

concurrence letter is attached here to as Annexure “PS13”.

35. On 2 September 2014, SAA consulted the AGSA on the re-appointment of
PWC and Nkonki Inc. for the 2014-15 financial year. The AGSA concurred in
writing with such re-appointment and notified the chief executive officer of SAA
on 15 September 2014. No issues of concern were identified. A copy of the

AGSA’s concurrence letter is attached here to as Annexure “P$14”,

The 2015-16 financial year

36. On 24 July 2015, SAA consulted the AGSA on the appointment of Nkonki Inc.
as the sole external auditors of SAA for the 2015-16 financial year. On 11
August 2015, the AGSA requested further information from SAA to clarify the
recommendation to appoint Nkonki Inc. in this capacity. The e-mail from
Nicholas Mokwena is attached as Annexure “PS815”, The information

requested was:

36.1 The audit committee resolution to the board for the recommendation to

appoint Nkonki inc. as the sole external auditors for SAA.

36.2 The board’s resolution to the shareholder, recommending the

appointment of Nkonki Inc. as the sole external auditor of SAA.

36.3 SAA’s policy on the appointment of external auditors.

19
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37. On 12 August 2015, SAA responded to the AGSA’s request for the information

38.

referred to in 36.1 to 36.3 supra and submitted the following documents for the

AGSA’s consideration:

371 An undated letter by the company secretary, explaining the

appointment of Nkonki Inc. as the scle external auditors of SAA. A

copy of the letter is attached as Annexure “P$16”.

37.2  An excerpt from the draft minutes of the continuation of the SAA SOC
Ltd board of directors’ meeting No. 2015/04 held on Friday, 10 July

2015, A copy of the excerpt is attached as Annexure “PS17” .

37.3  The SAA supply chain management policy.

The AGSA evaluated the information referred to in paragraphs 37 1 to 37.3 and
could not confirm whether or not the appointment of Nkonki Inc. complied with
the supply chain management policy of SAA. The AGSA reguested SAA to
furnish it with evidence to confirm that the Nkonki Inc. appointment complied
with SAA’s supply chain management policy. In response, SAA furnished the

AGSA with the following documents:

38.1 The SAA board resolution number 2011/B24 of 22 November 2011 in

respect of the appointment of external auditors for the 2011-12

20
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financial year. A copy of the board resolution is attached as Annexure

‘PS18”.

SAA’s Bid Adjudication Council's report dated 22 August 2011,
recommending the appointment of PWC for the 2011-12 financial year.

The report is attached as Annexure “P$19”.

An extract from the in-commitiee minute of SAA’s audit and risk
committee meseting held on 24 August 2015 for the ratification of
Nkonki Inc. as the external auditors for SAA. A copy of the extract is

attached as Annexure “PS20".

39. The AGSA’s assessment of the documentation and company secretary letter

40.

revealed the foliowing:

39.1

39.2

SAA did not have a separate policy for the appointment of external
auditors. Therefore, the AGSA’s view was that the appointment of
external auditors had to be treated like any other service provider in

terms of its supply chain management policy.

In terms of the Bid Adjudication Council report of 22 August 2011,
PWC had been recommended, on condition that an SMME consortium

plan has to be incorporated into the contract between SAA and PWC.

Board resolution 2011/B24 of 22 November 2011 (Annexure “PS18”) confirmed

the resolution to appoint PWC and Nkonki Inc. as the extemal auditors of SAA

1
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for the 2011-12 financial year, jointly and on a 60/40 basis in favour of Nkonki

Inc.

The excerpt from the draft minutes of the board meeting of 10 July 2015
(“PS17”) confirmed the appointment of Nkonki Inc. as external auditors of SAA
for a period of five (5) years. However, there was no evidence that SAA applied
the principles in its supply chain management policy for this appointment.
Furthermore, the Bid Adjudication Council of 22 August 2011 recommended the
appointment of PWC, on condition that it formed an SMME consortium.
Subsequent to that PwC and Nkonki was appointed jointly for a period of five
(5) years, commencing from the 2011/12 financial year. The AGSA held the
view that the appointment of Nkonki Inc. as the sole provider of the SAA's

external audit services required a new procurement process.

The AGSA raised its concerns with regard to the appointment of Nkonki Inc. as
the sole external auditors without foliowing a procurement process with the
company secretary of SAA at a meeting held on 15 September 2015. Following
the meeting, | personally summarised the AGSA’s concerns in an e-mail and

made the following recommendations to address these concerns:

42.1  SAA should reconsider the process followed to appoint Nkonki Inc. as
the sole external auditors for SAA to ensure its compliance with the
SAA’s supply chain management policy. Once done, SAA could

resubmit its request to the AGSA to concur with the appointment.

42.2 SAA should consider the adoption of a policy specifically for the

appointment and re-appointment of external auditors for future use. A

RS

22



DD20-PS-0023

copy of my e-mail of 15 September 2015 is attached as Annexure

“PS21”.

43. On 14 December 2015, SAA submitted the following documents fo the AGSA.

43.1  An excerpt from the draft minutes of the continuation meeting of the
SAA board of directors (No. 2015/07) held on 9 December 2015,
confirming the re-appointment of PWC and Nkonki Inc. for the financial
year 2015-16. The appointment was made on the basis of a 50/50
workload split and subject to the concurrence of the AGSA in terms of
section 25(2) of the PAA. A copy of the excerpt from the draft minutes

is attached as Annexure “PS22”.

43.2 A letter signed by the company secretary and dated 11 December
2015 informed the AGSA of the board’s resolution to re-appoint PWC
and Nkonki nc. as joint auditors for the 2015-16 financial year and
requested the AGSA’s concurrence with such appointment. The letter
was accompanied by the prescribed consultation checkiist. A copy of

the letter is attached as Annexure “PS23”,

43.3 The AGSA evaluated the consultation checkiist and noted that the
board resoived to appoint PWC and Nkonki Inc. as joint auditors in
accordance with the open tender process of 2011 .0n 11 April 20186,
the AGSA informed the chairperson of the board of SAA that it had no
objection to the re-appointment of PWC and Nkonki Inc. for the

financial year 2015-16. A copy of the letter is attached as Annexure
“Psz4” )
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OVERSIGHT OVER THE PERFORMANCE OF SECTION 4(3) AUDITS WHERE

THE AGSA HAS OPTED NOT TO PERFORM THE AUDIT

44. Once the AGSA has opted in accordance with section 4(3) not to perform the
audit of a public entity, it retains a degree of involvement in that audit. However,
this involvement does not take away, or in any way dilutes, the responsibilities

of the auditors appointed by the public entity.

45. Prior to the 2016-17 financial year when the AGSA opted to perform the audit of
SAA, we stayed engaged during the performance of the external audit each

year. This involvement is in line with our established practice to not step away

from section 4(3) audits completely.

46. Although | have a good understanding of what the AGSA’s involvement in
section 4(3) audit entail, | was not personally involved in the audit oversight of
SAA the entire time. | only became involved in the audit oversight function in
2014-15. | therefore respectfully point out to the Commission that the content of
paragraphs 46.1 to 46.9 does not fall within my personal knowledge, but was
shared with me by Sybrand Struwig, a Senior Manager employed in the
business unit responsible for the audit of SAA. Mr. Struwig has been closely
involved with the oversight of the SAA audit, firstly in the capacity as Product
Champion {2009 fo 2011), and thereafter as Audit Senior Manager (2012 to

2015). Mr Struwig explained the nature of the AGSA’s involvement in the audit

as follows:
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46.1  During the period 2011 to 2015, Mr. Struwig was responsible to
annually facilitate the consultation of SAA with the AGSA on the
appointment and re-appointment of external auditors. He would firstly
receive the completed consultation checklist as per the Audit Directive
from the SAA office of the Chief Financial Officer (the “CFO”).

46.2  Thereafter, Mr Struwig would consider the information relevant to the
procurement process that SAA followed to select the preferred external
auditors. [f necessary, he would request further information for
purposes of a high level assessment. At this juncture, | must point out
to the Commission that the latter assessment did not constitute an
audit of the procurement process.

46.3  The next step would be to confirm the independence of the selected
audit firm and the registration status with the IRBA.

46.4  Once the confirmation of independence was completed, Mr Struwig
would make a submission for consideration of concurrence to his direct
line manager at the time, the Business Executive of the National E
business unit.

46,5 Once the AGSA had concurred with the appointment of the selected
auditors, and the appointment process had been completed, Mr
Struwig would attend the quarterly SAA group audit and risk committee
meetings. The reason for attending these meetings was to obtain
relevant information pertaining to the overall status of the audit and the
audit outcomes. This information was required to equip the AGSA to

fully comply with its statutory duties contained in section 28 of the PAA

and the Audit Directive.
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46.6  Mr Struwig informed me that the AGSA would request information from
SAA and its appointed exteral auditors at least twice per year. The
first request would relate to information needed for the AGSA’s annual
National Treasury consolidation audit. The second annual request
would be to source information during the general reporting cycle for
purposes of presenting the audit outcomes at engagements with the
responsible executive authority and Parliament’s portfolio committee on
public enterprises.

46.7 There were also two (2) instances where Mr Struwig assisted the
appointed external auditors to prepare and submit information to
SCOPA. These submissions had been done in preparation of SCOPA's
hearings on SAA.

46.8  Mr Struwig recalled two (2) very specific instances where he assisted
the appointed external auditors to execute their audit function. In the
first instance, he assisted the auditors to gain a solid understanding of
the audit effort that was required to assess the auditee’s internal
control environment, also known as the “dashboard” report. The
second instance was the guidance he gave during the audit of SAA’s
reported information on its performance against predetermined
objectives.

46.9 Lastly, Mr Struwig used to attend SAA’s annual general meetings in the

capacity as an AGSA representative as an observer.
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THE AGSA’S APPROACH TOWARDS THE SAA AUDIT

The decision to take over the audit of SAA

47. The AGSA did not initiate the takeover of the audit of SAA. It was a request in
2015 by the erstwhile Minister of Finance, Nhianhla Nene, that the audit of SAA

would be performed by the AGSA from the 2016-17 financial year onwards.

48. Foliowing the request by the Minister of Finance, the AGSA conducted a risk

assessment to consider;

48.1  The professional and legal requirements associated with the audit of

SAA

48.2  Skills and resources required to conduct the audit assignment

48.3  Quality assurance measures suitable for the extent and complexity of

the audit

48.4  Degree of access to PWC and Nkonki In., the predecessor auditors

48.5 Independence and ethical requirements

49. Once the AGSA completed the internal risk assessment, a formal decision was
taken in accordance with section 4(3) of the PAA to perform the audit of SAA

and its subsidiaries from the 2016-17 financial year onwards.
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Leadership

50. The Auditor-General (the “AG”), Thembekile Makwetu, officially took the
decision to audit the books and financial management of SAA. He led most of
the high level engagements prior to the decision to take over the audit,
including personally leading the AGSA delegation when the audit strategy was

presented to the audit and risk committee of SAA.

51. To date, the AG continues his leadership role in the audit of SAA and holds
regular engagements, not only with the AGSA engagement team on the audit,

but also with other key stakeholders and relevant oversight structures.

52. Cognisant of the complexity and the risk profile of the audit, the AG delegated
the sign-off on the SAA audit report to the level of National Leader: Audit
Services. This is the highest level at which any audit has been signed off in the

recent history of the AGSA,
Human resources allocated to the SAA audit

53. The AGSA’s preparation for the 2016-17 audit of SAA kicked off with the
selection of audit professionals to form the SAA audit engagement team. These
professionals had sufficient audit experience, technical knowledge and

performance drive to successfully deliver on the task. The core SAA regularity
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audit team that was responsible for the entire engagement consisted of the

following:

53.1  One (1) business executive

53.2  One (1) engagement manager on a senior manager level
53.3  One (1) support senior manager

53.4  Five (5) managers

53.5  Five (5) assistant managers

53.6 25 trainee auditors

A core information systems audit team was established to gain a deep

understanding of the information technology aspects of SAA's business model.

The core information systems audit team consisted of the following:

54.1

54.2

54.3

54.4

One (1) business executive
Four (4) senior managers
Four (4) managers

Four (4) assistant managers
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55. The core regularity and information systems teams had been supplemented
during the peak execution period by several audit staff members from the

provincial and national business units of the AGSA.

56. The AGSA’s Investigations business unit performed data analytics and

analysed complex SAA contracts.

57. The audit engagement team was also supported by the AGSA's Audit
Research and Development business unit. Our researchers interrogated SAA’s
prior year published audit report and formulated the overall risks at a financial
statement level that the engagement team needed to be aware of. Furthermore,

the Audit Research and Development team provided technical advice for the

duration of the audit.

58. The AGSA's Legal Services business unit advised on a number of SAA

contracts and specific matters relating to the audit.

Significant investment to understand the client’s business

59. The AGSA took the preparation for the SAA audit very seriously. It was a
conscious decision to invest sufficient time and resources to successfully
deliver on the assignment. Once the teams had been selected, the first
engagements with the client and its predecessor audits commenced. A series
of meetings and other interactions were conducted from December 2016

onwards and were aimed at understanding the client and its operating

environment.
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60. A focused, preparatory phase ensued in January 2017 and continued until the
end of May 2017. The team aimed to learn as much as they could of SAA’s
business and operating environment through stakeholder engagement, training

and consultation. The following investments are worth mentioning:

60.1  The engagement team attended training conducted by a private sector
audit firm that audits a network of airline clients. The training was
presented by an aviation expert from London. Numerous consultations

with aviation experts had been conducted throughout the audit.

80.2 The engagement team regularly interacted with PWC and Nkonki Inc.,
the predecessor auditors of SAA, to gain insights info the risk areas

that required attention. This is also a requirement of the auditing

standards.

60.3 The SAA executive leadership assisted the audit teams to form a solid
understanding of its business. The leadership team took the auditors
through introductory presentations that focused not only on the SAA's
history and past achievements, but also its strategy and role in the
South African aviation economy. These presentations further clarified
the responsibilities and contributions of the different divisions in the

SAA structure, as well as the SAA subsidiaries and their respective

roles in the group.

60.4 The engagement team conducted regular, integrated group
discussions and groups consistency meetings to ensure alignment of

the audit approach throughout the group.
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680.5 The AGSA appointed a private firm with significant experience in the
aviation industry to review high risk components in the audit. These
high risk components included, inter alia, the going concem
assumptions, airline revenue, maintenance services, property, aircraft

and equipment and provision for lease liabilities.

60.6  The AGSA’s internal Quality Control business unit performed proactive
quality control reviews after the completion of each stage of the audit.
The AGSA furthermore appointed a private audit firm partner with
aviation experience to conduct a pre-issuance review. This is a form of
an independent quality review that takes place after completion of the

audit, but prior to signing the audit report.

60.7 The AGSA furthermore appointed tax experts, actuaries and corporate

financiers to assist the engagement team with the auditing of complex

areas.

60.8 Throughout the audit, the AGSA kept SAA and its govemance
structures informed of the progress and challenges experienced during
the audit. Regular meetings were held with management (up to CEO
level) and the audit and risk committee. Regular meetings were also

held with the chairperson of the SAA board and, on occasion, with the
responsible Minister.
61. Learning the business and operating environment came with a significant

financial investment. The AGSA had budgeted more than 5 500 investment

hours which translated to an investment budget of more than R7 million. The
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actual number of investment hours were significantly more, amounting to more

than 14 000 hours. R14 million had been written off and not billed to SAA.

Completion of the 2016-17 SAA audit

62. The 2016-17 audit of SAA took significant time to finalise, mostly due to several
adjustments to the annual financial statements and sporadic delays in the
submission of requested information and responses to findings. The going
concern assumption was one of the main reasons for the delays in signing off

on the 2016-17 annual financial statements.

63. The audit was eventually concluded on 8 December 2017 .

Progress with the 2017-18 and 2018-19 audits of SAA

64. Due to the significant financial difficulty that SAA finds itself in, the annual
financial statements for the 2017-18 and 2018-19 financial years are still

outstanding and not available for auditing purposes.
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SUMMARY OF THE AREAS OF CONCERN IDENTIFIED DURING THE 2016-17

AUDIT OF SAA

65. As the Commission is aware, the 2016-17 financial year was the first time ever
that the AGSA audited SAA. The annual financial statements were oniy
received on 31 October 2017, whilst the annual statutory deadline for
submission of its financial statement is 31 May. The reason for the delay in
submission of the annual financial statements was SAA’s difficulty to confirm
the going concem assumption. SAA had fo obtain a formal commitment from
the shareholder (the South African Government) to inject further equity into the
entity and the banks had to confirm the extension of the expiry of loan
agreements in place at the time. The AGSA, nevertheless, completed the audit
within the two (2) months’ timeline set by the PFMA and issued the audit report

on these financial statements on 8 December 2017,

66. The overall audit outcorme of SAA regressed from_ an unqualified opinion with
no findings on performance information and/or compliance for the financial
years 2013-14, 2014-15 and 2015-16, to a qualified audit opinion in 2016-17
with significant findings in the areas of supply chain management, compliance

with legislation and the annual performance report.

67. The AGSA summarised the key areas of concern in an executive summary to
the 2016-17 management report. This summary was communicated to the SAA
board on 1 December 2017. The executive summary is attached as Annexure

“PS25”. | draw the attention of the Commission to the overall message on
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page 6 of the executive summary where the following key outcomes have been

listed:

67.1 At the time of reporting, SAA experienced serious instability in its
leadership structures. Vacancies on the executive committee, where
approximately 40% of the key positions were filled in an acting

capacity, coniributed to the weak control environment (refer to

paragraph 7 of “P825”).

67.2 The board had been appointed only six (6) months prior to the issuing
of the management report and audit report and had no aviation expert
on the board during the period under review. This might have had a
hegative impact, especially in key sub-committees such as the audit
and risk committee and the financial committee. At the time of issuing
the audit report, the board included an aviation expert, but the financiai

experience of the board was still inadequate (refer to paragraph 8 of

“P§25”).

87.3 Key officials responsible for the preparation of the annual financial
statements lacked appropriate skills and competencies for the task.
Lack of appropriate skills and competencies covered areas such as the
International Financial Reporting Standards (the “IFRS”), PFMA, supply
chain management, public sector reporting and reporting of
performance information as was particularly evident from the significant
findings arising from the draft financial statements (refer to paragraphs

6 and 12 of “PS25").
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67.4  Compliance with applicable legislation was a seticus challenge at SAA,
especially in areas of supply chain management, the prevention of
iregular, fruittess and wasteful expenditure, the Companies Act, and
consequence management. For example, for the year under review,
SAA incurred R125 922 818 (identified by management} in irregular
expenditure as a resulf of non-compliance with its procurement policy,
which was significantly higher than the previous year (refer to
paragraph 9 of “P825”). This figure was not complete and the audit
opinion was modified to include a qualification paragraph to express

the understatement of this figure.

67.5 The legal division and office of the company secretary were severely
under capacitated. The legal division did not have the capacily to
ensure that there were signed contracts for all contracts awarded. The
SAA used letters of award instead of formal contracts. This exposed
SAA to significant risk that suppliers would not deliver as expected.
Similarly, the office of the company secretary was unable to advise the
board on non-compliance with legislation, which exposed the board to

the risk of contravening legislation when making resolutions (refer to

paragraph 10 of “P$25”).

67.6 Record keeping was inadequate and officiais responded slowly to
requests for information. This resulted in a limitation of scope in areas

such as supply chain management and assets (refer to paragraph 11

of “P$25”),
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67.7 The status of key controls indicated that intervention was required in
the areas of leadership, financial and performance management and
govermance. Contributing factors included the lack of properly
documented policies and procedures and a slow response to
implementing action plans to address audit findings. A lack of
consequences for transgressions was also clearly visible (refer to

paragraph 14 of “P$§25”).

67.8 The quality of the annual performance report was poor, resulting in
significant findings on the usefulness and reliability of the performance
indicators and targets. This was partly due to the lack of a policy on
performance information that clarified standard operating procedures
on performance reporting. Management alsc lacked a sound
understanding of the National Treasury’'s Framework for Managing
Programme Performance Information and senior management failed to
oversee and monitor performance reporting (refer fo paragraph 15 of

“P§25”).

67.9 The auditors noted an ineffective information technology environment
and infrastructure. SAA did not have a coherent information technology
governance framework that would allow for effective alignment of
processes, projects and structures to support its business. The audit
and risk committee was mandated to implement information technology
govemance in the group, but did not have a technical representative on
the committee. The absence of a technical representative severely

hampered the ability of the audit and risk commitiee to provide
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direction and oversight in relation to information technology

governance (refer to paragraphs 17 and 18 of “P825”).

67.10 The risk management processes of SAA lacked maturity and the
delegations of authority in the entity did not function optimally, resuiting
in tardy decision making. The {ong tumaround, in practice, meant that
by the time a decision was made, the risk had already materialised in

some instances (refer to paragraph 19 of “P825™),

67.11 [nhadequate segregation of duties was identified, especially as far as
the maintenance reserves and provision for lease liabilities were
concermned. The auditors detected material differences betwsen the
annual financial statements and the calculations for both maintenance
reserves and lease liabilities. This led to material misstatements.
Changes made to the calculations were not reflected in the financial

statements submitted for audit (refer to paragraphs 20 to 22 of

“P825”).

ISSUES OF CONCERN SET OUT IN THE FINAL AUDIT REPORT

PARTICULARLY EACH QUALIFICATION IDENTIFIED AND EACH

RESTATEMENT ISSUED )

68.

The issues of concern as set out in the final audit report were reflected in the
executive summary of the signed management report (“PS25”). The section
titled “Key insights in audit report modification areas” on page 10 to 12 of

“P825” lists the following concerns:
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68.1  Property aircraft and equipment had been modified as a result of a
number of material audit findings raised in this line item in the annual

financial statements (refer to paragraphs 24 to 30 of “P$25”),

68.2 Maintenance costs were modified due to the findings which were not
individually material, but material when aggregated within the

maintenance component (refer to paragraphs 31 and 32 of “P$25”).

68.3 As far as inventory was concerned, sufficient internal controls and
processes were not developed and implemented by South Africa
Airways Technical (SAAT) to ensure a proper implementation of the
AMOS system and that all entity data regarding inventories was

transferred and accounted for appropriately (refer to paragraph 33 of

“PS25").

68.4  Irregular expenditure incurred by SAA and identified by the auditors (as
opposed to being identified by the entity} was predominantly as a result
of irregularities and/or non-compliance with the supply chain
management policy of SAA, the PFMA and the Preferential
Procurement Policy Framework Act, 2000 (Act No. 5 of 2000) (refer to

paragraphs 34 to 38 of “P$25”).

68.5 The audit coverage also included six (6) SAA foreign operations,
referred to as “outstations”, across different countries, namely the
Namibia office {at management's request), the Nigeria office, the
London coffice, the Brazil office, the Ghana office and the United states

of America office. The issues of concern emanating from the foreign

)
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operations visits were summarised in the Outstations executive
summary, refer to PS26 and the detailed findings were included in the
separate Qutstations management report refer to PS$27. The issues of

concem highiighted above were also prevalent at the outstations that
we visited.
69. The Commission is referred to Annexure A of the signed management report

for extensive detail on the areas of concern. The Commission is already in

possession of the signed 2016-17 management report.

ENGAGEMENTS BETWEEN THE AGSA AND SAA REGARDING ISSUES

IDENTIFIED DURING THE COURSE OF THE 2016-17 AUDIT, AND SAA’s

RESPONSES THERETO

70. There were various engagements between the AGSA and the SAA
management, the audit and risk committee and the chairperson of the board
during the audit process. These engagements were in the form of meetings and
communication of audit findings as and when issues were identified on the
audit. A summary of all the issues or audit findings and SAA responses to the
issues are included in the management report detailed audit findings and it is
attached as Annexures A, B and C to the executive summary of the

management report, which is annexed as "P$25”).

71 . As indicated above, all the issues or audit findings were included in the
management report of SAA and material audit findings that resulted in material

misstatements in the financial statements, predetermined objectives and
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compliance with legislation were reported in the audit report which formed basis

of the audit opinion. The management report and audit report of SAA were

discussed with management and tabled at the audit and risk committee of SAA

before it was signed.

Furthermore, these engagements happened throughout the audit from planning

the audit, discussions of the audit strategy and plan with management and the

audit committee, communication of audit findings, progress reports, formal

letters and meetings with management, audit committee and the chairperson of

the board. The following correspondence between AGSA and SAA have been

included:

72.1

72.2

72.3

72.4

72.5

Annexure A, B, C for the SAA company detailed audit findings and
detailed findings for the SAA Outstations. The structure of the findings
comprises of the factual finding, the management response and
auditor's conclusions. Management is expected to indicate their
agreement or disagreement to the factual findings, refer to “P$28”. |
also attach the minutes of the meeting where the draft management

report was discussed with the CFO as Annexure “P$29”.

The progress update ietters written to the audit and risk committee as

Annexure “P$30”
Correspondence with the board chairperson as Annexure “PS$31”

Correspondence between the SAA board chairperson and the SAA

audit and risk committee chair attached as Annexure “P$32”

Correspondence with the shareholder of SAA, the then Minister of

Finance which as attached as Annexure “PS33”
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72.6  After the 2016-17 audit was signed, a debrief meeting was heid with
the SAA management to reflect on the lessons leamt and particularly

on improvements that we required. The Commission is referred to

Annexure “PS834” in this regard.

DATED AND SIGNED at R&Toma on this 12" day of

Decemsea o9,

Diow

DEPONDENT

THUS SWORN and SIGNED before me at _Prta rig onthis _{ R th

dayof _December 2019. The Deponent having declared that

he is conversant with the contents of this affidavit, understands same and that the
contents are true, and that he has no objection to taking the prescribed oath, and

that he considers the prescribed oath as binding on his conscience,

Kaundata v

K E
COMMISSIONER L@joml-ls mwmm DIONG

FULL NAMES; o
ioner Of Qathg / M&;TA

ADDRESS: " Ex Officio
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AUDITOR-GENERAL
Audiiing to build public confidence SOUTH AFRICA

M E M Orandum

0| Polani Sokombela (Business Executive: National B)

T -  Kimi Makwetu (Auditor-General)

10 December 2019

Liact.| Delegation of authority — Commission of Inquiry into State
4| Capture for the Auditor-General of South Africa

Delegation of authority
1. By signing this memorandum, |, Kimi Makwetu, Auditor-General, delegate the authority to
Polani Sokombela, Business Executive -

1.1 to accede to the request from the Commission of Inquiry into State Capture for the
Auditor-General of South Africa (AGSA) to disclose and submit information in the form of an
affidavit addressing the issues set out in paragraph 1.2. The request is that the deponent to
the affidavit should be someone with personal knowledge of the South African Airways audit
and the issues set out in paragraph 1.2. The request includes attendance of the
aforementioned deponent as a witness 1o present oral evidence at the Commission’s hearings,
such attendance will be necessary should the Commission of Inquiry so insist where written

representations are deemed insufficient.

1.2 the particulars of the request that form part of the affidavit and presentation of oral evidence at
the hearings are limited to:

121 the duties of auditors when conducting audits of public entities, and how, if at all, the duties
and standards with which private audit firms must comply differ from those applicable to the
Auditor-General of South Africa.

1.2.2  the process by which the Auditor-General determines whether to reject the appointment of
private auditors of public entities each year (in terms of section 25(2) and (3) of the Public
Audit Act (PAA)), and the factors that it takes into account in making such a determination.
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1.2.3

1.2.4

1.2.5

1.2.5.1

1.2.5.2

1.2.6

1.2.7

1.2.8

1.2.9

1.2.10
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the process by which the Auditor-General decided not to reject the appointment, each
year, of PricewaterhouseCoopers and Nkonki Inc as joint auditors of SAA, and any
issues that the Auditor-General identified and/or raised regarding their appointment for

each year of the joint audit.

the process by which the Auditor-General carried out the SAA audit (including, for
example, the fact that Auditor-General personnel spent many months at SAA getting to

know the business).

a summary of the areas of concemn identified by the Auditor-General in the 2017 SAA
audit. This summary should inciude:

the issues identified by the Auditor-General personnel who spent time getting to know
the SAA business (which we understand to include, inter alia, the absence of adequate
policies and procedures, the existence of numerous acting positions, the lack of
appropriate competencies, and the like); and

the issues of concern set out in the final audit report (including, in particular, each
qualification identified and each restatement issued).

any engagements between the Auditor-General and SAA regarding issues identified by
the Auditor-General (whether by way of management reports or otherwise), and the
responses provided by SAA to these issues.

the role of external auditors, especially in light of the reliance that is placed on the work
that they do in the state owned enterprises (the “SOESs”) space.

the purpose of the AGSA’s oversight over audits that the AGSA opted not to perform,
and what exactly this oversight role entails.

the view of the AGSA in respect of appointments of auditors for a period of five (5)
financial years while section 25(4) of the PAA limits the appointment to no longer than
one (1) financial year of the auditee. The Commission sought specific clarity on what
would constitute a “proper” appointment where such appointment is made for one )]
financial year, and how it would differ when an appointment is made for five (5)

financial years.

the supporting documents referred to in the affidavit.
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1.2.11 if there are further requests to supplement the affidavit, such a request will be
responded to through a supplementary affidavit.

2.  The delegation of authority is subject to the following terms and conditions:

2.1 The delegated authority may not be re-delegated;
2.2 The delegated authority is only for the disclosing and submission of the information as per
the request from the Commission into State Capture;

2.3 The delegated authority will be revoked after the signing of the affidavit and the
aforementioned hearings

)y g
f ”/{‘/ /21/307?.

/%!;tor-General - Mr Kimi Makwetu Date

Acknowledge and agreed:

Q"l’& nliv jaotq

Business Exsecutive — Mr Polani Sokombela Date
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1. INTRODUCTION

A. Introduction

1. The reporting guide sets out the requirements for, and provides guidance on, reporting to the
auditee through the auditor’s report and management report. The templates for the auditor’s
and management reports are updated annually and provided to the audit engagement teams in
technical updates.

B. Auditor’s report

2. The auditor’s report template applies to all public sector auditees. A separate, specific auditor's
report template is provided for use at auditees not audited by the AGSA in accordance with
section 4(3) of the Public Audit Act, 2004 (Act no. 25 of 2004) (PAA).

3. The auditor’s report template promotes consistent reporting that enhances credibility, ease of
use and reports that are simple, clear and relevant.

4. Explanatory notes are included in the template to assist the auditor to prepare the auditor's
report.

C. Management report

5. The management report template applies to public sector auditees audited by the AGSA. The
report on the annual performance report section also applies to public sector auditees not
audited by the AGSA in accordance with section 4(3) of the PAA. We encourage the
application of the rest of the management report template for these auditees.

6. The management report template promotes timely communication of observations that arise
from the audit and are significant and relevant to management’s responsibilities for the
financial and performance management reporting process and compliance with legislation.

7. The management report is addressed and provided to the accounting officer/ accounting
authority. The report should also be shared with the executive authority, the audit committee
and the head of the internal audit unit. In addition, the report may be shared with legislatures,
municipal councils or their internal committees, if requested, in which case the separate
guidance on sharing of the management report should be followed. Any request for the
management report by other state institutions must be dealt with in terms of paragraph 5.6.10
of the “AGSA: Audit engagement performance policy”.

8. Explanatory notes are included in the template to assist the auditor to prepare the
management report.

D. Chapters in the reporting guide

9. Detailed guidance and examples on information to be included in the auditor’s report and
management report are provided in the chapters of this guide:

» Chapter 2 contains the requirements and examples for drafting a basis for modified opinion
paragraph on the financial statements.

+ Chapter 3 contains requirements and examples on:

o Emphasis of matter and going concern paragraphs included in the auditor’s report on
the financial statements

o Other matters and other information paragraph in the auditor's report on the financial
statements and annual performance reports

1-1
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» Chapter 4 contains the requirements and examples for drafting a basis for modified opinion
paragraph on the annual performance report. These paragraphs will be used for the
auditor's report and management report.

» Chapter 5 contains requirements and examples for drafting findings on compliance with
legislation to be included in the auditor’s report.
+ Chapter 6 contains guidance on specific focus areas relevant to the information included in
the management report and auditor’s report.
10. The requirements and guidance relating to forming the auditor's opinion/ conclusion are
described in the Public audit manual (PAM), chapters 18.1 to 18.4 - Concluding and forming
the audit opinion.
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2. FINANCIAL STATEMENTS — EXAMPLES OF BASIS FOR MODIFIED
OPINION PARAGRAPHS ON THE FINANCIAL STATEMENTS

A. Introduction

1. This chapter provides the required wording and examples of the basis for modified opinion
paragraphs for circumstances when the auditor cannot express an unmodified opinion on the
financial statements. The chapter promotes consistent reporting, which in turn strengthens the
credibility and the users’ understanding of the auditor's report.

2. This chapter applies to all public sector auditees including those not audited by the AGSA in
accordance with section 4(3) of the PAA.

3. Section C indicates what a basis for modified opinion paragraph should consist of and a table
of Do’s and Don'ts to assist auditors in drafting these paragraphs.

4. Section D includes examples of the basis for modified opinion paragraphs.

B. International Standards on Auditing
5. ISA 705, ISSAl 1705

C. Matters required fo be included in the Basis for modified opinion paragraph
6. The following illustrates what the basis for modified opinion paragraphs shouid consist of:
» Heading that describes the type of opinion expressed
Basis for [qualified/ adverse/ disclaimer of] opinion
+ Heading that describes the financial statement item/ disclosure note

Property, plant and equipment

For qualified/ adverse opinions
« Describe what the entity did not do which is required in accordance with the applicable
accounting standard or leagislation

The entity did not classify lease agreements as finance leases where substantially all the
risks and rewards incidental to ownership were transferred to the entity in accordance with
the Standards of Generally Recognised Accounting Practice (GRAP) 13, Leases.

» Describe the misstatement

The entity is party to a number of lease agreements that constitute finance leases, but
which have been accounted for as operating leases.

+ Quantify the misstatement, state its effect on all the other classes of transactions/ account

balances and state that there is an impact on the surplus/ deficit for the period. If it is not

possible to quantity, state that it is impracticable to do so.

Consequently, property, plant and equipment and long-term liabilities are understated by
R... (201x: R...} and R... (201x: R...) respectively, and the current portion of long-term
liabilities is understated by R... (201x: R...). This also has an impact on the surplus for the
period and on the accumulated surplus.
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For qualified/ disclaimer of opinions
» Describe the limitation

| was unable to obtain sufficient appropriate audit evidence for movable tangible assets, as

! was denied access to certain prentises.

« State that it was not possible to confirm the item by alternative means

| was unable to confirm the physical assets by alternative means.
» State that you are unable to determine whether any adjustments are required to the item

Consequently, | was unable to determine whether any adjustment relating to movable
tangible assets, stated at R... in the financial statements, was necessary.

The most important matters mentioned above are listed as do’s and don’ts in the table below:

Do’s

Don’ts

General

Include the paragraphs in order of most significant to
least significant.

Include excusss for the auditee's
misstatement or information not obtained.

Include a heading: Basis for qualified/ adverse/
disclaimer of opinion.

Include the assertions affected.

Include the heading of the specific financial statemeant
item with the material misstatement.

Include root causes (these are included
under internal control) or a progress
report on how the matter is being rectified
{reserved for management report).

Communication should be uncluttered (simple and
clear).

Include a basis for modification paragraph
on accumulated surpius, as this
misstatement is the consequence of a
misstatement in a class of transactions or
account balance.

When a misstatement relates to non-disclosure of
information, describe the nature of the omission,
provided that it is practicable to do s¢ and that the
auditor has obtained sufficient appropriate audit
evidence about the omitted information.

Include a basis for modification paragraph
on an item titled journal entries — it is the
respective class of transactions, account
balance ar disclosure that is misstated
because of the journal entry,

Include a basis for modification paragraph
on the cash flow statement when the
misstatement is the consequence of a
misstatement in a class of transactions or
account balance,

(If the cash flow statement was, for
example, force balanced; there could be a
basis for modification paragraph.
However, this paragraph cannot be at the
level of cash flow statement but at the
level of one of the items in the cash flow
that are incorrect or do not agree with the
underlying financial statements.)

Include a basis for modified opinion
paragraph on the statement of changes in
net assets when the misstatement is the
consequence of a misstatement in a class
of transactions or account balance,

Use the wording of the disagreement
misstatement to describe a limitation
misstatement and vice versa.

2-2
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Do’s Don’ts

Disagreements

Include the title of the standard of the financial |

reporting framewaork/ legislation that the auditee did not
comply with, where applicable.

Include & concise description of the misstatement.

Include the value of the misstatement (based on our
best estimate which is the projected misstatement,
anomalous misstatements and any misstatements
from items specifically selected) and state which
financial statement items are understated/ overstated
or state that it was impracticable to determine the
value of the misstaterment.

If consolidated financial statements are applicable and
the misstatement affects the consolidated and
separate financial statements:

¢ Where the value of the migstatement is the same in
the consclidated and separate financial statements:
include the value of the misstatement, the item
affected and state ‘in the consolidated and separate
financial statements’,

+ Where the value of the misstatement is not the
same in the consolidated and separate financial
statements (i.e. the same type of misstatement
occurred at the subsidiaries), include both values of
the misstatement and state ‘in the consolidated and
separate financial statements, respectively’.

include a statement that there is a consequential
impact on the surplus/ deficit for the period and
accumulated surplus/ deficit.

If the misstatement alse occurred in the previous year,
remains unresolved and is material, include the
correspanding amount for the previous year in

brackets.

Limitations
Include a statement that sufficient appropriate audit | Include the estimated value of the
evidence could not be obtained. limitation misstatement.

Include a brief description why it could not be obtained.

Include a statement that the financial statement item
could not be confirmed by aiternative means.

Include a staterent that you were unabie to determine
whether adjustments were necessary to the financial
statement item and include the value of the item in the
financial statements.

if consolidated financial statements are applicable and
the misstatement affects the consclidated and
separate financial statements, state that you are
unable to determine whether any adjustment to the
financial statement ifem is necessary and state the
values of the item in the consolidated and separate
financial statements,

If the limitation also occurred in the previous year,
remains unresolved and is material, include the
corresponding figure for the previous year in brackets.
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10.

For consolidated financial statements

Careful consideration must be given to the wording of both the ‘qualified/ adverse/ disclaimer
of opinion’ and the ‘basis for qualified/ adverse/ disclaimer of opinion’ paragraphs in the
auditor’'s report, when the auditor expresses a modified opinion on the consolidated financial
statements of an economic entity {group).

Consolidated financial statements are presented in four-column format and include:

* the separate financial figures of the controlling entity (parent)

¢ the consolidated financial figures of the group that comprise the consolidated financial
results of both:

o the controlling entity (parent)
o the controlled entity (subsidiary)

tn order to appropriately word the auditor’s report, it is important to understand both where the
misstatement/ limitation originates (i.e. in the financial results of the parent or in the financial
results of the subsidiary), as well as what the misstatement/ limitation impacts (i.e. the
separate financial figures, the consolidated financial figures or both):

*  If the misstatement/ limitation originates in the financial results of the subsidiary, the
misstatement/ limitation can only impact on the consolidated financial figures of the group,

This implies the following:

o The ‘qualified/ adverse/ disclaimer of opinion’ section of the auditor’s report includes
two separate opinions; a modified opinien on the consolidated financial figures of the
group and an unmodified opinion on the separate financial figures of the parent.

o The *basis for qualified/ adverse/ disclaimer of opinion’ paragraph of the auditor's
report is worded with reference to the misstatement/ limitation of the consolidated

financial statements (figures) of the group.
See example vii in section D.d below.

» If the misstatement/ limitation originates in the financial results of the parent, the
misstatement/ limitation can impact on either the separate financial results of the parent
only, or on both the separate financial results of the parent and on the consolidated
financial figures of the group. This implies the following:

o [fonly the separate financial results of the parent are impacted:

- The ‘qualified/ adverse/ disclaimer of opinion’ section of the auditor's report
includes two separate opinions; an unmodified opinion on the consolidated
financial figures of the group and a modified opinion on the separate financial
figures of the parent.

- The ‘basis for qualified/ adverse/ disclaimer of opinion’ paragraph of the auditor's
report is worded with reference to the misstatement/ limitation of the separate
financial statements (figures) of the parent.

See example viii in section D.d below.

o If both the separate financial results of the parent, as well as the consolidated financial
figures of the group, are impacted:

- The ‘qualified/ adverse/ disclaimer of opinion’ section of the auditor’s report only
one modified opinion.

- The ‘basis for qualified/ adverse/ disclaimer of opinion’ paragraph of the auditor’s
report is worded with reference to the both the misstatement/ limitation of the
consolidated financial statements (figures) of the group and the misstatement/
limitation of the separate financial statements (figures) of the parent. l.e. the R-
values for both the group and the parent are included in the ‘basis for qualified/
adverse/ disclaimer of opinion’ paragraph.

2-4
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.

12.

See example ix in section D.d below.

Refer to section D of this chapter and SAAPS 3, flustrative auditor’s reports on financial
statements for examples.

Examples — Basis for modification paragraphs

The following basis for modification paragraphs are examples only and illustrate the
requirements of [SA 705.

Disagreement misstatements that could result in a qualified or adverse opinion,
depending on the circumstances

i.
+ The auditee did not meet the requirements of the financial reporting framework as it
incorrectly classified leases.

+ The misstatement also occurred in the previous year, remains unresolved and is
material.

The [type of auditee] did not classify lease agreements as finance leases where substantially
all the risks and rewards incidental to ownership were transferred to the [type of auditee], in
accordance with GRAP 13, Leases. The [type of auditee) was party to a number of lease
agreements that constituted finance leases, which were accounted for as operating leases.
Consequently, property, plant and equipment and long-term liabilities were understated by R...
(201x: R...) and R... (201x: R...), respectively, and the current portion of long-term liabilities
was understated by R... (201x: R...). Additionally, there was an impact on the surplus for the
period and on the accumulated surplus.

* The auditee did not meet the requirements of the financial reporting framework to
review the residual value and useful life of a building.

e The misstaterment also occurred in the previous year, remains unresolved and is
materlal.

The [type of auditee]’s practice is to use its building for its entire economic life, however, the
[type of auditee] did not review the building's residual value and useful life at the reporting date
in accordance with GRAP 17, Property, plant and equipment. The building is depreciated over
a period of 20 years with the remaining useful life at [31 March 20XX/ 30 June 201XX]
assessed as four years. An independent valuer has assessed the remaining economic life of
the building at 50 years. Consequently, land and buildings included in note [XX] to the financial
statements is understated by R... {{201x: R...), while income tax, net income and
shareholders’ equity is understated by R... ((201x: R..), R... 201x: R...)and R... {201x: R...),
respectively. These required adjustments are considered material and pervasive to the
financial statements as a whole.

» The auditee did not meet the requirements of the financial reporting framework to
impair inventory.

The [type of auditee]'s inventories are carried in the statement of financial position at R....
Management did not state the inventories at the lower of cost and net reaiisable value but
stated them solely at cost, which constitutes a departure from GRAP 12, Inventories. The [type
of auditee]'s records indicate that, had management stated the inventories at the lower of cost

2-5
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and net realisable value, an amount of R... would have been required to write the inventories
down to their net realisable vailue. Accordingly, cost of sales would have been increased by
R..., and surplus for the period and accumulated surpluses would have been reduced by R...
and R..., respectively.

iv.

» The auditee did not meet the requirements of legislation, which had an effect on the
financial statements.

¢ The misstatement also occurred in the previous year, remains unresolved and is
material.

The [type of auditee] did not include the required information on irregular expenditure in the
notes to the financial statements, as required by section [40(3)(i)/ 55(2)(b)(i) of the PFMA/
section 125(2)(d) of the MFMA). The [type of auditee] made payments in contravention of the
supply chain management requirements, resulting in irregular expenditure of R... (201x: R...).

¢ The subsidiary did not meet the requirements of the financial reporting framework,
which had an effect on the consolidated financial statements. While the
consolidated and separate financial statements were presented together, the
separate financial statements of the controlling entity are unmodified.

+ The misstatement also occurred in the previous year, remains unresolved and is
material.

« This example requires separate opinions for the separate and the consolidated
financial statements,

Qualified opinion on the consolidated financial statements and unmodified opinion on
the separate financial statements

In my opinion, except for the effects of the matter described in the basis for qualified opinion
section of my report, the consolidated financial statements present fairly, in all material
respects, the consolidated financial position of [insert name of auditee] as at [insert date] and
its-consolidated financial performance and consolidated cash flows for the year then ended, in
accordance with the [insert applicable financial reporting framework] and the requirements of
the [insert applicable legislation].

in my opinion, the separate financial statements present fairly, in all matetial respects, the
financial position of [insert name of auditee] as at [insert date] and its separate financial
performance and separate cash flows for the year then ended, in accordance with the [insert
applicable financial reporting framework] and the requirements of the [insert applicable
legislation].

Basis for qualified opinion on the consolidated financial statements

Property, plant and equipment

The financial statements of XYZ subsidiary were materially misstated, as the subsidiary did not
depreciate property, plant and equipment, as required by IAS 16, Property, plant and
equipment. The effect on the consolidated financial statements was that property, plant and
equipment was overstated by R... (201x: R...) and depreciation was understated by R... (201x:
R...). Additionally, there was an impact on the surplus for the period and on the accumulated

surplus.

2-6
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vi,

» The controlling entity did not meet the requirements of the financial reporting
framework, which had an effect on the controlling entity’s financial statements.
While the consolidated and separate financial statements were presented together,
the consolidated financial statements are unmodified.

* This example requires separate opinions for the separate and the consolidated
financial statements.

-
Unmodified opinion on the consolidated financial statements and qualified opinion on
the separate financial statements

In my opinion, the consolidated financial statements present fairly, in all material respects, the
consolidated financial position of [insert name of auditee] as at [insert date] and its
consolidated financial performance and consolidated cash flows for the year then ended, in
accordance with the [insert applicable financial reporting framework] and the requirements of
the [insert applicable legislation).

In my opinion, except for the effects of the matter described in the basis for qualified opinion
section of this report, the financial statements present fairly, in all material respects, the
separate financial position of [insert name of auditee] as at [insert date] and its separate
financial performance and separate cash flows for the year then ended, in accordance with the
[insert applicable financial reporting framework] and the requirements of the [insert applicable
legisiation].

Basis for qualified opinion on the separate financial statements

Accruals

The [controlling entity] did not accrue for operating lease charges and municipal property rates
and taxes in arrears, as required by GRAP 19, Provisions, contingent liabilities and contingent
assets. The effect on the separate financial statements was that accruals was understated by
R.... Additionally, there was an impact on the surplus for the period and the accumulated
surplus. The effect of the matter was not considered material to the consolidated financial

statements.

vil,

+ The controliing entity did not meet the requirements of the financial reporting
framework, which had an effect on both the controlling entity and the consolidated

financial statements.

The [name of controlling entity) did not recognise all items of property, plant and equipment in
accordance with GRAP 17, Property, plant and equipment. Additions to property, plant and
equipment were incorrectly recognised as expenditure. Consequently, property, plant and
equipment was understated and the total expenditure was overstated by R... in the -
consolidated and separate financial statements. Additionally, there was an impact on the
surplus for the period and on the accumulated surplus in the consoiidated and separate
financial statements.

viii.

* The controlling entity and some subsidiaries did not meet the requirements of the
financial reporting framework, which had an effect on both the controlling entity and
the consolidated financial statements.

The [name of group of entities] did not recognise all property held to earn rental or for capital
appreciation as investment property in accordance with GRAP 16, Investment property.
Additions to investment property were incorrectly recognised as property, plant and equipment.
Consequently, investment property was understated by R... and property, plant and equipment

2-7
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was overstated by R... in the consolidated and separate financial statements. Additionally,
there was an on the surplus for the period and on the accumulated surplus in the consolidated
and separate financial statements.

ix.

¢ The auditee did not meet the disclosure requirements of the financial repotting
framework.

e The misstatement also occurred in the previous year, remains unresolved and is
material.

The [type of auditee] did not disclose the remuneration of key management personnel in
accordance with 1AS 24, Related-party disclosures. The remuneration of key management
personnel should be disclosed in total and for each of the following categories: short-term
employee benefits, post-employment benefits, other long-term benefits, termination benefits
and share-based payments. The remuneration should have been disclosed as follows:

Related-party disclosures
Key management personnel compensation 20XX
R R

Short-term employee benefits

Post-employment benefits

Other long-term benefits
Termination benefits

Share-based payments
Total

* The auditee did not meet the disclosure requirements of the financial reporting
framework.

+ The auditor does not identify those non-disclosures in the auditor’s report as i is
impracticable to do so due to the extent of the disclosures. (

The [type of auditee] is part of a large group of entities and has extensive related party
transactions with other companies in the group, as well as with other government entities on
non-standards terms and conditions. Contrary to the requirements of GRAP 20, Re/ated party
disclosures, management did not disclose the [type of auditee]'s related party relationships
with other entities, or the transactions and balances with these parties in the accompanying
financial statements. | have not included the omitted information in this auditor’s report as it
was impracticable to do so.

xi.

¢ The auditee did not meet the requirements of the financial reporting framework to
review the residual values and useful lives of specialised underground water-piping
infrastructure assets.

¢ Itis impracticable for the auditor to determine the appropriate amount of the
misstatement.

* The misstatement also occurred in the previous year, remains unresolved and is
material.

2-8
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The [type of auditee] did not review the residual values and useful lives of specialised
underground water-piping infrastructure assets at each reporting date in accordance with
GRAP 17, Property, plant and equipment. As a result, infrastructure assets with a gross
carrying amount of R... (201x: R...) had a zero net carrying amount while still being in use. |
was unable to determine the impact on the net carrying amount of infrastructure assets as it
was impracticable to do so.

xii.

* The auditee did not meet the requirements of the financial reporting framework to
recoghise all outstanding liabilities.

» Itis impracticable for the auditor to determine the appropriate amount of the
misstatement.

¢ The misstatement also occurred in the previous year, remains unresolved and is
matetial.

The [type of auditee] did not recognise all outstanding amounts meeting the definition of a
liability in accordance with GRAP 1, Presentation of financial statements. As the [type of
auditee] did not maintain adequate records of outstanding payments for goods and services
received but not yet paid at year-end, | was unable to determine the full extent of the
understatement of trade creditors and accruals as it was impracticable to do so.

‘ xiii.
¢ The consolidated financial statements were materially misstated due to the non-
consolidation of a subsidiary.

e The effects of the misstatement on the consolidated financia! statements have not
| been determined because it was not practicable to do so

As explained in note [XX], the [name of group of entities] has not consolidated subsidiary XYZ
that the it acquired during 20X1 because it has not yet been able to determine the fair values
of some of the subsidiary’s material assets and liabilities at the acquisition date. This
investment is therefore accounted for on a cost basis. Under IFRSs, the [name of group of
entities] should have consolidated this subsidiary and accounted for the acquisition based on
provisional amounts. Had subsidiary XYZ been consolidated, many elements in the
accompanying consolidated financial statements would have been materially affected. The
effects on the consolidated financial statements of the failure to consolidate have not been

determined,

More than one material and/or immaterial misstatements relating to one financial
statement item

¢+ The audltee did not meet the requirements of the financial reporting framework in
two instances relating to one financial statement item.

¢ The misstatement can be quantified.

¢ The misstatement also occurred in the previous year, remains unresolved and is
material.

The [type of auditee] did not recognise all items of property, plant and equipment in
accordance with GRAP 17, Property, plant and equipment. Additions to property, plant and
equipment were incorrectly recognised as expenditure. Consequently, property, plant and
equipment was understated and total expenditure was overstated by R... (201X: R...). There
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was an impact on the surplus for the period and on the accumulated surplus. Additionally, the
residual values and useful lives of property, plant and equipment were not reviewed at each
reporting date in accordance with GRAP 17. | was unable to determine the impact on the net
carrying amount of plant and equipment as it was impracticable to do so.

+ The auditee did not meet the requirements of the financial reporting framework in
two instances relating to one financial statement item.

¢ Itis impracticable for the auditor to determine the appropriate amount of the
misstatement.

¢ The misstatement also occurred in the previous year, remains unresolved and is
materiai.

The [type of auditee] did not recognise all items of property, plant and equipment in
accordance with GRAP 17, Property, plant and equipment. Additions to property, plant and
equipment were incorrectly recognised as expenditure. Some of these additions were further
recorded at incorrect amounts. Consequently, property, plant and equipment was understated
and total expenditure was overstated by R... (201X: R...). Additionally, there was an impact on
the surplus for the period and on the accumulated surplus.

Limitation misstatement

» The auditee denied the auditor access to certain premises and thus imposed a
limitation on the scope of the audit.

F was unable to obtain sufficient appropriate audit evidence for movable tangible assets, as |
was denied access to certain premises. | was unable to confirm these physical assets by
alternative means. Consequently, | was unable to determine whether any adjustments were
necessary to movable tangible assets stated at R... in note [XX] to the financial statements.

ii.
» The auditee was unable to provide supporting documents for recorded transactions.

| was unable to obtain sufficient appropriate audit evidence for the restatement of the
corresponding figure for accounts receivable. As described in note [XX] to the financial
statements, the restatement was made to rectify a previous year misstatement, but the
restatement could not be substantiated by supporting audit evidence. | was unable to confirm
the restatement by alternative means. Consequently, | was unable to determine whether any
adjustment was necessary to the accounts receivable corresponding figure stated at R... in the

financial statements.

« The auditor was unable to obtain sufficient appropriate audit evidence due to the
Introduction of a new system.

The introduction of a hew computerised accounts receivable system in September 20X1
resulted in numerous errors in accounts receivable. As of the date of this auditor's report,
management was still in the process of rectifying the system deficiencies and correcting the
errors. | was unable to confirm or verify by alternative means accounts receivable of R. ..
included in the statement of financial position at a total amount of R... as at [31 March 20XX/
30 June 20XX]. As a result, | was unable to determine whether any adjustments were
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necessary to recorded or unrecorded accounts receivable, and the related elements in the
statement of financial performance, statement of changes in net assets and cash flow

statement.

¢ The auditee was unable to provide sufficient appropriate evidence that all
transactions had been recorded.

* The misstatement also occurred in the previous year, remains unresolved and is
material.

{ was unable to obtain sufficient appropriate audit evidence that consumer deposits for the
current and previous year had been properly accounted for, due to the status of the accounting
records. | was unabie to confirm the consumer deposits by alternative means. Consequently, |
was unable to determine whether any adjustment was necessary to consumer deposits stated
at R... (201X: R...) in the financial statements.

V.

¢ The auditee did not implement controls over cash revenue receipts, which had an
effect on the completeness of revenue. ‘

| was unable to obtain sufficient appropriate audit evidence for cash donations received, as
internal controls had not been established for the coilection of cash donations before their
initial entry in the financial records. | could not confirm whether all cash donations had been
recorded by alternative means. Consequently, | was unable to determine whether any
adjustment was necessary to cash donations stated at R... in the financial statements.

vi.
¢ The auditor was unable to obtain sufficient appropriate audit evidence about a
significant aspect of the internal controls and to evaluate the possible effects on the

financial statements.

Included in accounts payable is R... for goods and services received but not yet paid. The
ftype of auditee] did not have adequate internal controls to maintain records of accounts
payable for goods and services received but not yet paid. | was unable to obtain sufficient
appropriate audit evidence to substantiate the accruals disclosed in note [XX] to the financial
statements. As a consequence, | was unable to determine whether any adjustments were
required to the financial statements arising from accounts payable and accruals not brought to

account or incorrectly stated.

vii. W

¢ The subsidiary was unable to provide supporting documents for recorded
transactions, which had an effect on the consolidated financial statements. While
the consolidated and separate financial statements are presented together, the
controlling entity’s financial statements are unmeodified.

¢ This example requires separate opinions for the separate and the consolidated
financial statements.

Unmodified opinion on the separate financial statements and qualified opinion on the
consolidated financial statements

In my opinion, the separate financial statements present fairly, in all material respects, the
separate financial position of [insert name of auditee] as at [insert date] and its separate
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financial performance and separate cash flows for the year then ended, in accordance with the
linsert applicable financial reporting framework] and the requirements of the [insert applicable
legislation].

In my opinion, except for the possible effects of the matter described in the basis for qualified
opinion section of this report, the consolidated financial statements present fairly, in all material
respects, the consolidated financial position of [insert name of auditee] as at [insert date] and
its consolidated financial performance and consolidated cash flows for the year then ended, in
accordance with the [insert applicable financial reporting framework] and the requirements of
the [insert applicable legislation].

Basis for qualified opinion on the consolidated financial statements
Accounts receivable — restatement in corresponding amounts

| was unable to obtain sufficient appropriate audit evidence for the restatement of the
corresponding amounts for accounts receivable in the consolidated financial statements. As
described in note [XX] to the financial statements, the restatement was made to rectify a
previous year misstatement, but it could not be substantiated by supporting audit evidence. |
was unable to confirm the restatement by alternative means. Consequently, | was unable to
determine whether any adjustment was necessary to the accounts receivable corresponding
amount stated at R... in the consolidated financial statements. The possible effect of the matter
was not considered material to the separate financial statements.

viii.

e The controlling entity was unable to provide supporting documents for recorded
transactions, which imposed a limitation of scope on the controlling entity’s
financial statements. While the consolidated and separate financial statements are
presented together, the consolidated financial statements are unqualified.

* This example requires separate opinions for the separate and the consolidated
| financial statements.

Unmodified opinion on the consolidated financial statements and qualified opinion on
the separate financial statements

In my opinion, the consolidated financial statements present fairly, in all material respects, the
consolidated financial position of [insert name of auditee] as at [insert date] and its
consolidated financial performance and consolidated cash flows for the year then ended, in
accordance with the [insert applicable financial reporting framework] and the requirements of

the [insert applicable legislation).

in my opinion, except for the possible effects of the matter described in the basis for qualified
opinion section of this report, the financial statements present fairly, in all material respects,
the separate financial position of [insert name of auditee] as at [insert date] and its separate
financial performance and separate cash flows for the year then ended, in accordance with the
[insert applicable financial reporting framework] and the requirements of the [insert applicable
legislation].

Basis for gqualified opinion on the separate financial statements

Accounts recelvable — restatement in corresponding amounts

| was unable to ebtain sufficient appropriate audit evidence for the restatement of the
corresponding amounts for accounts receivable in the separate financial statements. As
described in note [XX], the restatement was made to rectify a previous year misstatement, but
the restatement could not be substantiated by supporting audit evidence. | was unable to
confirm the restatement by alternative means. Consequently, | was unable to determine
whether any adjustment was necessary to the accounts receivable corresponding figure stated
at R... in the separate financial statements. The possible effect of the matter was not
considered material to the consolidated financial statements.
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iX.

¢ The controlling entity was unable to provide sufficient appropriate evidence that all
transactions had been recorded, which had an effect on both the controlling entity’s
and the consolidated financlal statements. The consolidated and separate flnancial
statements are presented together.

+ The misstatement also occurred in the previous year, remains unresolved and is
material.

I was unable to obtain sufficient appropriate audit evidence that [name of group of entities] had
properly charged and accounted for all consumer deposits for the current and previous year,
due to the status of the accounting records. | was unable to confirm the consumer deposits by
alternative means. Consequently, | was unable to determine whether any adjustment was
necessary to consumer deposits stated at R... (201X: R..)and R... (201X: R...) in the
consolidated and separate financial statements, respectively.

E 7

* The controlling entity and some subsidiaries did not implement controls over cash ‘
revenue receipts, which had an effect on the completeness of revenue for both the
controlling entity and the group. The consolidated and separate financial statements ‘

| are presented together.

| was unable fo obtain sufficient appropriate audit evidence for cash donations received by the
[name of group of entities], as internal controls had not been established for the collection of
cash donations before their initiai entry in the financial records. | could not confirm whether all
cash donations had been recorded by alternative means. Consequently, | was unable to
determine whether any adjustment was necessary to cash donations stated at R... and R... in
the consolidated and separate financial statements:

Xi.
[ ¢ The department could not provide audit evidence that all revenue received had been
recorded.
’ + The misstatement also occurred in the previous year, remains unresolved and is
material,

| was unable to obtain sufficient appropriate audit evidence for deparimental revenue due to
the status of the accounting records. The department did not have adequate systems of
internal control for the recording of all transactions and events and could not reconcile the
transactions and events to the financial statements. I could not confirm departmental revenue
by alternative means. Consequently, | was unable to determine whether any adjustment was
necessary to departmental revenue stated at R... (201X: R...) in the financial statements.

xii.
+ The department could not provide audlt evidence relating to movable tangible
capital assets.

¢ The misstatement also occurred in the previous year, remains unresolved and is
| material.

| was unable to obtain sufficient appropriate audit evidence that management had properly
accounted for movable tangible capital assets and minor assets, due to the status of the
accounting records and non-submission of information in support of these assets. | was unable
to confirm these assets by alternative means. Consequentiy, | was unable to determine
whether any adjustments were necessary to movable tangible capital assets stated at R. ..
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(201X: R...) and minor assets stated at R... (201X: R...} in note [XX] to the financial
statements.

xiii. )
| ¢ The department could not provide audit evidence relating to commitments. |

I was unable to obtain sufficient appropriate audit evidence for commitments, as the
department did not maintain accurate and complete records of the contractual information
used to determine commitments. ! could not confirm the amounts by alternative means.
Consequently, | was unable to determine whether any adjustment was necessary to
commitments stated at R... in the financial statements.

| xiv.

¢ The auditee was unable to provide supporting documents for transactions recorded ‘
during the previous year. ‘

| ¢ The matter remains unresolved and material but did not recur in the current year.

Qualified opinion

In my opinion, except for the possible effects on the corresponding amounts of the matter
described in the basis for qualified opinion section of this report, the financial statements
present fairly, in all material respects, the financial position of the [name of auditee] [and its
subsidiaries] as at [31 March 20XX/ 30 June 20XX] and {its/ their] financial performance and
cash flows for the year then ended, in accordance with the [applicable financial reporting
framework] and the requirements of the [insert applicable legislation].

Basis for qualified opinion

During 201X, | was unable to obtain sufficient appropriate audit evidence for operating
expenditure and to confirm the expenditure by alternative means. Consequently, | was unable
to determine whether any adjustment was necessary to operating expenditure stated at R....
My audit opinion on the financial statements for the period ended [insert date 201X] was
modified accordingly. My opinion on the current year financial statements was also modified
because of the possible effect of this matter on the comparability of the operating expenditure
for the current period.

XV.

e Management did not provide the written representations required by ISA 5380.10 and
A1,

 Disclaimer of opinion required. B

Preparation of the financial statements

I was unable to obtain sufficient appropriate audit evidence that the accounting [officer/
authority] [has/ have] fulfilled [his/ her/ its) responsibility for the preparation [and fair
presentation] of the financial statements in accordance with the [insert applicable financial
reporting framework], as written representations in this respect were not provided. | was also
unable to obtain written representations from the accounting [officer/ authority] that | had been
provided with all relevant information and access as agreed in terms of the audit engagement,
and that all transactions had been recorded and were reflected in the financial statements. |
could not determine the effect of the lack of such representations on the financial position of
the [type of auditee] at [insert date] or the financial performance and cash flows for the year

then ended.
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¢ The auditee submitted financial statements without complete and accurate
underlying records; for example, no trial balance or general ledger was provided.

+  The auditor could not continue with the audit.

e Disclaimer of opinion required.

Financial statements submitted without complete and accurate underlying records

I was unable to obtain sufficient appropriate audit evidence regarding the financial statements
as a whole, as the financial statements were presented for audit purposes without accurate
and complete underlying accounting records. | was unable to audit the financial statements by
alternative means. Consequently, | was unable to determine whether any adjustments were
necessary to the financial statements as a whole.

Disagreement and limitation misstatement relating to one financial statement item

When evaluating the results of the audit work performed, the auditor is concerned with whether
a particular class of transactions, account balance or disclosure (at the level of the individual
financial statement line item) is materially misstated, which requires the audit opinion to be
modified. This assessment is performed in the evaluation of uncorrected misstatements and

concluding working paper.

e For purposes of assessing whether a particular financial statement line item is quantitavely
materially misstated, the auditor compares the total misstatement amount for the individual
financial statement line item with the relevant materiality figure. The auditor's qualitative
evaluation of misstatements is informed by information about the nature, cause and
circumstances of the misstatements.

» For purposes of reporting in the auditor’s report and for wording the audit opinion
modification paragraph, the total misstatement amount is still distinguished between
disagreement and limitation misstatements in the evaluation of uncorrected misstatements
and concluding working paper. The modification paragraph in the auditor's report must
describe both the limitation and the disagreement that led to the modification, as well as
quantify the disagreement misstatement amount, which will not be possible if the total
misstatement amount is not distinguished between its disagreement and limitation

portions.

i.
¢ The auditee was unable to provide supporting documents for a disclosure item and
also did not record all the transactions that had occurred during the year.

The [type of auditee] did not have adequate systems to maintain records of accounts payable
for goods and services received but not yet paid for. This resulted in accruals being
understated by R.... In addition, | was unable to obtain sufficient appropriate audit evidence for
the amounts disclosed as accruals. | could not confirm accruals by alternative means.
Consequently, | was unable to determine whether any further adjustments were necessary to
accruals stated at R... in the financial statements.
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‘ .
+ The auditee was unable to provide supporting documents that all transactions had

been recorded, and evidence was obtained of transactions that should have been
recorded. _,

The [type of auditee] did not record all other goods and services received but not yet paid for,
which resulted in accruals of R.... disclosed in note [XX] to the financial statements being
understated by R.... In addition, | was unable to obtain sufficient appropriate audit evidence
that all accruals had been recorded, as the [type of auditee] did not have adequate systems
and | could not confirm this by alternative means. Consequently, | was unable to determine
whether any further adjustments were necessary to accruals stated at R... in financial
statements.

i |
¢ The auditee was unable to provide supporting documents for revenue from service ‘

charges and also did not comply with the financial reporting framework in this
regard.

| « The misstatement also occurred in the previous year, remains unresolved and is
material.

The municipality recognised items that did not meet the definition of revenue in accordance
with GRAP 9, Revenue from exchange transactions, and also did not measure revenue at the
fair value of the consideration received or receivable, as required by the standard.
Consequently, service charges revenue was overstated by R... (201X: R...) and other
receivables was overstated by R.... (201X: R...).

¢ The department could not provide audit evidence relating to immovable tangible
caplital assets and misstatements occurred due to inadequate systems in place.

* The misstatement also occurred in the previous year, remains unresolved and is J
material.

[

| was unable to obtain sufficient appropriate audit evidence for additions to immovable tangible
capital assets, as the department did not have adequate systems to record additions.
Furthermore, not all additions to buildings and other fixed structures were recorded resulting in
buildings and other fixed structures being understated by R.... (201X: R...). | was unable to
confirm the disclosure by alternative means. Consequently, [ was unable to determine whether
any further adjustments were necessary to the buildings and other fixed structures stated at
R... (201X: R...) in immovable tangible capital assets disclosed in note [XX] to the financial

statements.

» The auditee did not follow all the disclosure requirements of GRAP 3 relating to
previous period errors.

* The auditee could not provide audit evidence relating to the previous period errors
disclosed in the note.

The [type of auditee] did not disclose previous period errors in note [XX] to the financial
statements, as required by GRAP 3, Accounting policies, estimates and errors. The nature and
the amount of the correction for each financial statement item affected, and the amount of the
correction at the beginning of the earliest previous period were not disclosed. In addition, | was
unable to obtain sufficient appropriate audit evidence for the previous period errors disciosed,
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as the supporting information was not provided. | was unable to confirm these disclosures by
alternative means. Consequently, | was unable to determine whether any adjustments were
necessary to the previous period errors disclosed in the financial statements.

vi.
* The auditee did not meet the requirements of legislation, which had an effect on the
financial statements; however, the amounts disclosed cannot be substantiated.

* The misstatement also occurred in the previous year, remains unresolved and is
material.

The [type of auditee] did not include irregular expenditure in the notes to the financial
statements, as required by section [40(3)(i)/ 55(2)(b)(i) of the PFMA/ section 125(2){(d) of the
MFMA]. This was due to payments made in contravention of the supply chain management
requirements, which resuited in irregular expenditure of R... (201x: R...). In addition, | was
unable to obtain sufficient appropriate audit evidence to confirm the irregular expenditure
included in the notes to the financial statements as sufficient appropriate audit evidence was
not provided. | was unable to confirm this by alternative means. Consequently, | was unable to
determine whether any further adjustments were necessary to the irregular expenditure stated
at R... (201x: R...) in the financial statements.

| vii.
» The auditee disclosed unauthorised expenditure for the current year at incorrect

amounts (immaterial disagreement) and did not provide supporting documents for a
restatement in unauthorised expenditure.

¢ The misstatement also occurred in the previous year, remains unresolved and is
| material,

—

The municipality incorrectly calculated unauthorised expenditure in the current year by netting
off savings from different votes against each other, resulting in the current year unauthorised
expenditure being understated by R.... In addition, | was unable to obtain sufficient appropriate
audit evidence for the restated opening balance of unauthorised expenditure, as the supporting
information was not provided. | was unable to confirm the opening balance by alternative
means. Consequently, | was unable to determine whether any further adjustment was
necessary to the unauthorised expenditure stated at R... (201x: R...) in the financial
statements.

vili,

¢ Trade and other payables were materially misstated due to a limitation.

¢ In addition, there was an immaterial disagreement misstatement. The other side of
the journal was not mentioned, as it was not materially misstated.

L

| was unable to obtain sufficient appropriate audit evidence for trade and other payables due to
the poor status of the accounting records. | could not confirm the trade and other payables by
alternative means. In addition, interest on other financial liabilities was duplicated resulting in
frade and other payables from exchange transactions being overstated by R.... Consequently,
I was unable to determine whether any further adjustments were necessary to trade and other
payables from exchange transactions stated at R... in the financial statements.
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e. Aggregation/ accumulation of immaterial uncorrected misstatements

i.

+ Immaterial misstatements (due to disagreements) were identified, which are material
in aggregate.

s Depending on the circumstances, the information can be described in one
paragraph.

| * Misstatements that are clearly trivial should not be included.

[Total/ non-current/ current] assets

[In addition to the individually material uncorrected misstatement on (account balance e.g.
PPE}], [total/ non-current/ current] assets was materially misstated by R... due to the
cumulative effect of individually immaterial uncorrected misstatements in [non-current assets
and current assets)/ [the following items):

Non-current assets

+ [List the non-current assets with misstatements] stated at [insert R value] was [overstated/
understated] by [R value of misstatement] (insert previous year if applicable).

Current assets

» [Listthe current assets with misstatements] stated at [insert R value] was [overstated/
understated] by [R value of misstatement] (insert previous year if applicable).

| i
* Immaterial misstatements (due to both disagreement and limitation) were identified,
which are material in aggregate.

| * Misstatements that are clearly trivial should not be included. |

[Total/ non-current/ current] liabilities

[Total/ non-current/ current] liabilities was materially misstated by R... due to the cumulative
effect of individuaily immaterial uncorrected misstatements in [non-current liabilities and

current liabilities)/ [the following items]:

Non-current liabilities

» [List the non-current liabilities with misstatements] stated at [insert R value] was
[overstated/ understated] by [R value of misstatement] (insert previous year if applicable).

Current liabilities

» [List the current liabilities with misstatements] stated at [insert R value] was [overstated/
understated] by [R value of misstatement] (insert previous year if applicable).

In addition, | was unable to obtain sufficient appropriate audit evidence and to confirm [non-
current liabilities and current liabilities)/ [the following items] by alternative means:

Non-current liabilities

» [List the non-current liabilities for which evidence could not be obtained] of R... as included
in the disclosed balance of R...

Current liabilities

» [List the current liabiiities for which evidence could not be obtained] of R... as included in
the disclosed balance of R...

Consequently, | was unable to determine whether any further adjustment was necessary to
[total/ non-current/ current] liabilities.
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iiii.
« Immaterial misstatements (limitation only) were identified, which are material in
aggregate.

¢ Depending on the circumstances, the information can be described in one
paragraph.

| « Misstatements that are clearly trivial should not be included.

[Totall non-current/ current] assets

| was unable to obtain sufficient appropriate audit evidence regarding [non-current and current
assets)/ [the following items]), which had a material cumulative effect on [total/ non-current/

current] assets;
Non-current assets (only if total assets are misstated)

+ [List the non-current assets for which evidence could not be obtained] of R... as included in
the disclosed balance of R...

Current assets (only if total assets are misstated)

e [List the current assets for which evidence could not be obtained) of R... as included in the
disclosed balance of R...

I was unable to confirm [total/ non-current/ current] assets by alternative means. Consequently,
I was unable to determine whether any adjustment was necessary to [total/ non-current/
current] assets.

v,
¢ Immaterial misstatements (disagreement only) in the income statement were
identified, which are material in aggregate.

+ Depending on the circumstances, the information can be described in one
paragraph.

* WMisstatements that are clearly trivial should not be included.

Total [revenue/ expenditure]

Total [revenue/ expenditure) was materially misstated by R... due to the cumulative effect of
individually immaterial uncorrected misstatements in the following items:

* [List each revenue/ expenditure itern with misstatements] stated at [insert R value] was
[overstated/ understated] by [R value of misstatement] (insert previous year if applicable).

V. }
* Immaterial misstatements (both disagreement and limitations) in the income
statement were identified, which are material in aggregate.

+ Misstatements that are clearly trivial should not be included. |

Total [revenue/ expenditure]

Total [revenue/ expenditure] was materially misstated by R... due to the cumulative effect of
individually immaterial uncorrected misstatements in the following items:

¢ [List each revenue/ expenditure item with misstatements] stated at [insert R value] was
[overstated / understated] by [R value of misstatement] (insert previous year if applicable).

In addition, | was unable to obtain sufficient appropriate audit evidence and to confirm {total
revenue/ expenditure] by alternative means:
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[List each revenue/ expenditure item for which evidence could not be obtained) of R... as
included in the disclosed balance of R...

Consequently, | was unable to determine whether any further adjustment was necessary to
[total revenue/ expenditure].

| vi.

Immaterial misstatements (limitation only) in the income statement were identified,
which are material in aggregate.

Depending on the circumstances the information can be described in one
paragraph.
Misstatements that are clearly trlvial should not be included.

Total [revenue/ expenditure]

I was unable to obtain sufficient appropriate audit evidence regarding the following items,
which had a cumulative effect on total [revenue/ expenditure]:

[List each revenue/ expenditure item for which evidence could not be obtained] of R... as
included in the disclosed balance of R...

I was unable to confirm total [revenue/ expenditure] by alternative means. Consequently, | was
unabie to determine whether any adjustment was necessary to total [revenue/ expenditure].
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3. FINANCIAL STATEMENTS — EMPHASIS OF MATTER, OTHER
MATTER, OTHER INFORMATION AND GOING CONCERN

A. Introduction

1. This chapter applies to all public sector auditees including those auditees not audited by the
AGSA in accordance with section 4(3) of the PAA. It deals with the foliowing paragra