SECOND
SPECIAL
REPORT







CONTENTS

ACRONYMS AND ABBREATIONS..........ccooeeeeeeeee et eeeeee 2
MESSAGE FROM THE AUDR GENERAL ...t 4..
EXECUTIVE SUMMARY. ... ettt et eeeesanaeeees 5.
INTRODUCTION TO TREPORT AND SUMMAR¥ BINDINGS...........c..coveeeeeeeeee Z.
TABLE ON FUNDING ANEXPENDITURE .........ccooeeeeeeeeeeee ettt 149.
SUPPORT TO VULNERABIHOUSEHOLDS.............ooeeeeeeee e 23
WAGE PROTECTION. ... ettt ettt eeenam e e et e e e ensee e s 39
E V_ 8V ZFr MEBZME.E. ... et 57
SPORT, ARTS AND CUURRE SOCIAL RELIEF PUD.............ccoeeeeeee e 69
TOURISM RELIEF FUND.. ...t ettt meee e asanaaeees 79
HEALTHCARE SERVICES..........oo oottt e ettt mmeae e e e e 85
DEFENCE FRONTLINE BBICES..........oo oottt eaeeeeees 123
BASIC EDUCATION INIREENTIONS. ...ttt e e 137
QUARANTINE SITES.........o oot ettt ettt ettt e e eaenteaeeeaasnaeeenaa e 191
EXPANDED PUBLIC WOBKPROGRAMME. ...t 201
EMERGENCY SUPPLY QRATER TO TARGETEDMMIUNITIES...........ccovveeeeeeeeeeaeaa 209
OTHER INITIATIVES @UUDED IN PREVIOUSERORT. ..o 221

o SecondEeé UT i Au EUeCEg CA geéuU aeiAAATiAQinitjatA(ésAgUVU&g Cae ¢Ci



- S ——

ACRONYMS AND ABBREATIONS

Asidi Accelerated School Infrastructure Delivery Initiative
BAC bid adjudication committee

B- BBEE broad- based black economic empowerment
BEC bid evaluation committee

CAATs computer - assisted audit techniques

Casp comprehensive agricultural support programme
CCTV closed- circuit television

CbC Centers for Disease Control and Prevention
CiDB Construction Industry Development Board

CIPC Companies and Intellectual Property Commission
Combud computerised budget

CsSD central supplier database

csv comma- separated values

DBE national Department of Basic Education

DBSA Development Bank of Souttern Africa

DCs Department of Correctional Services

DPW Department of Public Works

DPWI Department of Public Works and Infrastructure
DSAC Department of Sport, Arts and Culture

DTIC Department of Trade, Industry and Competition
EPWP expanded public works programme

Fedhasa Federated Hospitality Association of South Africa
FFP filtering face piece

GBV gender-based violence

GIS Geographic Information System

GPS global positioning system

GRC governance, risk and compliance

IDC Industrial Development Corporation

IDT Independent Development Trust

MCS Modified Cash Standard

MinMec committee of the minister and the members of the executive council
MoA memorandum of agreement

NCC National Command Centre

NCGCMC National Command Centre* Change Managjement Centre
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NDoH / DoH (national) Department of Health

NEIMS National Education Infrastructure Management System
NGO non-governmental organisation

NHBRC National Home Builders Registration Council
NHLS National Health Laboratory Service

NICD National Institute for Communicable Diseases
NPO non- profit organisation

NSFAS national student financial aid scheme

PAYE pay as you earn

Persal Personnel and Salary System

PMTE Property Management Trading Entity

PPE personal protective equipment

PSU project support unit

RFQ request for quotation

Safe Sanitation Appropriate for Education

Sahpra South African Health Products Regulatory Authority
Samhs South African Military Health Service

SANDF South African National Defence Force

Sars South African Revenue Service

Sassa South African Social Security Agency

SBD standard bidding document

SCM supply chain management

Sefa Small Enterprise Finance Agency

SLA service-level agreement

SMMEs small, medium and micro enterprises

Socpen Social Pension Sysem

SOP standard operating procedure

SRD social relief of distress

SRD grant special covid- 19 social relief of distress grant of R350
Ters temporary employee/employer relief scheme
TRU temporary residential unit

UAT user acceptance testing

UIF Unemployment Insurance Fund

VAT value-added tax

WHO World Health Organization
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MESSAGE FROM THE AUDR GENERAL

tEven in the midst of a crisis, transparency and accountability for government spending to
the benefit of citizens cannot take a backseat.

These were the words of the late auditor- general, Kimi Makwetu, when he presented the first special reporton the financial
JAAACUYyUAg Cea ¢ CurtiatyediA §eptEmbér020. O

And while the response to our first special report was positive andthe actions taken in response to our findings and
observations were commendable, more could havebeenachieved if the funds and related initiatives had beetbetter

managed.

The follow- up information and insights presented in this report are intended to enpower oversight structures and enable
executive leaders to focus on implementing and strengthening controls thatsupport his call for transparency and
accountability.

We dedicate this report to the late auditor general, Kimi Makwelu.

Were it not for his intimely passing on 11 Novemberthis second special report on the financial management of
NEXT ¢ C1 UEAY UA-§9irfiative€ wouldhave been the last audit reportreleased under his tenure, before he leftthe

In releasing this report today, we have become
Auditor-GUAUEAUG _A+=WDUGHr E yChgé
conveying the final wisdom and patriotic counse/

he left for our country.

Rtutele

Tsakani Maluleke
Auditor - General
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EXECUTIVE SUMMARY

The multibillion-rand relief package for the covid 19 response enabled the provision of additional hospital beds, medical
equipment, medicines and quarantine sites, as wll as community screening, testing and awareness programmes. It also
paid for personal protective equipment for health facilities, schools and frontline workers, and for the emergency supply of
water to communities and schools. Millions of vulnerable households were supported through grants, and unemployed
people and businesses that struggled to continue during the lockdown period received funding to keep them afloalt is
commendable that such outcomes were achieved in a period of uncertainty when quiclecisions had to be made based on
the best available information and when officials were working under difficult circumstances.

The intention behind the covid19 audit is to report any audit findings and observationsen the payments, procurement and
delivery of the relief package to the accounting officer or authority to enable them to respond to shortcomings immediately.
These lessons learned will empower them to tighten controls to prevent a recurrence in future transactions. The response
to our first special report was very positive and it is commendable that most accounting officers and executive authorities
took action to address our audit observations and findings, implement the recommendations and, in some cases, even took
disciplinary steps. The impact of these actions will not be fully apparent in this report, as most of the transactions we are
reporting on took place before they were implemented. We recognise that some of the fixes will take time to address the
underlying root causes of what we reported on.

As reported in the first special report, the relief package was introduced into an already compromised control

environment. We have been reporting for many years on poor control environments where the basics of financial NEXT
management and record kegping are not in place. We have highlighted the impact of instability in leadership, a lack of >
consequences for transgressions and the non-compliance with legislation, and opportunities for abuse in, the supply chain
management processes. We have reported a projects and programmes that have failed because of poor planning,
execution without oversight and a lack of coordination across government, fuelled by poor intergovernmental relations.

In this report, we, once again highlight the significant deficienaés in the procurement and contract management —
processes, and report on the inadequate controls meant to ensure that payments are only made for goods and services

that are delivered at the right time, price and quality. During a pandemic, the consequences a supplier not delivering PREV
items such as PPE is severe. We are concerned about unfairness in the awarding of government business and that <
sufficient care is not taken to protect against overpricing, financial loss, fraud and abuse of the system.

In the first special report, we reported that the information technology systems, processes and controls used in
government were not agile enough to respond to the changes required. In this report, we again identify that the lack of
validation, integration and sharing of data across government platforms resulted in people (including government officials)
receiving benefits and grants to which they were not entitled. Although entities such as the South African Social Security
Agency and the Unemployment Insurance Fod took definitive steps to improve their processes and address the invalid
payments already made, this issue cannot be solved at auditee level alone. Government will need to take a well
considered, coordinated and centralised approach to address the legag issues in the public sector information and
communication technology environment.

Some of the initiatives did not achieve the desired results and were even abandoned because of failed coordination,
monitoring and relationships across the three spheres of government. Where implementing agents were involved,we
found weaknesses in coordination and monitoring which compromiseddelivery, transparency and accountability. Even
though command centres and other oversight structure were put in place, we often foud that the information provided to
them and to executive authorities on the performance of the initiatives was flawed.

The first special report highlighted irregularities, poor controls and systems, and indicators of potential fraud. This repott
does the same. We undertook to share our findings, risk indicators and data analyses with the fusion centre, which has the
investigative and law- enforcement abilities needed to dig deeper. We have already shared the information from the first
report with the centre and will also provide them with the information they need from this report.
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For any endeavour to succeed, everyone involved should share a common goal and understand and embrace the role they
play in achieving that goal. All these roleplayers should diligently execute their responsibilities, abide by the applicable
rules and take full accountability for their part.

We found the affected ministers and members of the executive councils to be committed and ready to do what is necessary
for the covid- 19 initigives to succeed and to support the accounting officers and authorities to address the shortcomings

we identified. We did not have an opportunity to brief all the portfolio and public accounts committees in Parliament and the
provincial legislatures. We have, however, taken note of the actions these oversight structures have taken to call
accounting officers and executive authorities to account for the management of the funds entrusted to them. As an
example, the Department of Defence has already commissiord a more detailed investigation into the procurement of
medicines that is described in this report. The feedback from the Department of Planning, Monitoring and Evaluation,
OUAGi Ag igeée WCAgUE QgUEYy Al gi CAE EhI &, rébétingandcodidinatichdietiortd) A1 A¢ C
was similarly constructive.

In delivering the covid- 19 initiatives, we have observedhat where officials, leaders, sectors, implementing agents and
institutions do their part and actively partner to strengthen the delivery value chain, the effectiveness of thenitiative is
enhancedandthe risk of losses and abuseis reduced.

The public sector requires longer term, more effective solutions to deal with the underlying causes of people, systems and

processes not delivering optimally. The report provides an opportunity to learn from what played out and use it to

strengthenc C1 UEAYyUAQg+ E EUEI i1 U CeaxUEi A¢cE ¢ C tpéause rhoreciukl hblefbeeG e gé U 1
achieved if the funds and initiatives tad been better managed

We will continue to audit the covid 19 funding and follow up on the progress made in addressing theudit findings and

observations from this report as part of our normal annual audit.In the course of the normal annual audit, wewill also

identify material irregularities from this process and commence with the processes required to deal with these

irregularities.

Our third special report will have a local government focus and is planned for mie2021.
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INTRODUCTON TO THEEPORRAND SUMMARY OF FINRGES

Government responded to the outbreak of the novel coronavirus, commonly known asovid- 19 by redirecting resources to
fund a R500billion package for the health response and the relief of social and economic distress caused by thérastic
measures that had to be taken to contain the spread of the virus.

In May2020, we begana real-time audit of 16 of the kegovid- 19 initiatives introduced by government anaf the
management ofR148,0&villion of the funds made available as detailed in the table of funding at the end of this section

This audit is unique in its approachWe are auditing payments, procurement and delivery as they occur and are reporting
any audit findings and observations to the accounting officer or authority toenable them to deal with any shortcomings
immediately and tighten controls to prevent a recurrence. Audit findings are what we report when we identified nor
compliance with legislation, financial losses, misstatements of information, overpayments, incorrect payments, payments
made for goods and services not received, etc. Through our audit, we also identify weaknesses in controls and processes,
which creates a risk of fraud, abuse or error, or that the initiative will not deliver as intended® we term these audit
observations.

The audit is performed by multidisciplinary teams* made up of fraud, information technology and sector specific experts *
thatEhee CEg géuU e« AAATi Au AhOi gCEE ¢gC Oi¢ OUUeEUE AAO eECiIi OU E
The reporting approach is also uniqueWe are reporting regularly on the outcome of our reattime audit to the oversight

structures through special reports . NEXT

¢ceU @ EEg EeUliAG EUsCEg CA ¢ é Govik LoAnkidivebwAsitablpdioh ASeptembaig20.C & ¢ ¢ U
RESPONSE TO THE FIRSFECIAL REPORT MENU

Thefirst special report dealt with the implementation and funding of16key initiatives implemented by government to
provide both social and economic relief anda health response to the pandemic. The report included detail on the significant
risks created by introducing a multibillion - rand relief package and rapidy implementing initiatives into a compromised
control environment . Processes, criteria, needs and controls were not well consideredand, in the haste of implementation, <
mistakes were made and opportunities created for abuse.The reportalso included our recommendations to accounting

officers and authorities on addressing our audit findings and observations, as well asthe responses wereceived to these
recommendations.

We called on oversight structures to use thefirst special report to direct their oversight actions * to call accounting officers
and authorities and executive authorities to account for how theyimplement ed the covid- 19initiatives and managed the
funds entrusted to them.We undertook to collaborate with the newly established fusion centre that deals with
investigations into fraud and corruption relating to covid- 19 by sharing our findings, riskindicators and data analyses with
them. The centre includes, among others, the Special Investigating Unit, the Directorate for Priority Crime Investigation
(Hawks) and the Financial Intelligence Centre.

We also urged all roleplayers to shift their thinking towards prevention, which is afar better approach than having to deal
with lengthy and costly investigations and a loss of resources and public confidenceShortly after the tabling of our report,
we launched a preventative control guide to help oversight and accounting offices in this regard.

The response to the first special report was very positive. The realtime audit approach we followed and our ability to
report comprehensively on the use of covid 19 funds within four months after the fiscal relief package was announced
were commented on and appreciated inside and outside of government.

The majority of accounting officers and authorities of auditees where we reported shortcomings in controls and processes
or matters that required investigation resolved to take action. In btal, 37% of these auditees implemented all the actions
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they committed to in the first special report, with the remainder at least partially implementing the commitments since we
engaged them in August2020. However, the impact of these actions will not yebefully apparent in this report, as most of
the transactions we are reporting on took place before the committed actions were implemented.

We engaged with all the affected ministers and members of the executive council on the findings and observations the
first report to which they should pay attention. We found them to be committed and ready to do what is necessary for the
covid- 19 initiatives to succeed and to support the accounting officers and authorities to address the identified
shortcomings.

Wedid not have an opportunity to brief all the portfolio and public accounts committees in Parliament and provincial
legislature s. We have, however, taken note of the actions these oversight structures have taken to call accounting officers
and executive auhorities to account for the management of the funds entrusted to them.

On 23July 2020, President Cyril Ramaphosa announced the establishment athe fusion centre aimed at collaborating and
coordinating the efforts of state law enforcement institutions to prevent, detect and respond to allegations of corruption or
related activities in respect of the covid- 19 pandemic.

The fusion centre includes the Financial Intelligence Centre, Independent Police Investigative Directorate, National
Prosecuting Authority , South African Police Services® Crime Investigation division and Detective services, Directorate of
Priority Crime investigations, South African Revenue Service, Special Investigating Unit, State Security Agency and
National Intelligence Coordinating Conmmittee.

We briefed the fusion centre within a week of tabling thdirst special report, providing findings, information and data We
also held workshops to support the centre's process of identifying exceptions and irregularities highlighted through the
covid- 19audit that warrant criminal investigation and law - enforcement interventions .

SCOPE OF THE SECORBPORT ON THEDVID 19 AUDIT

As detailed in our first special report ,we are using a real- time audit approach toaudit the scoped in covid- 19 initiatives and
spending asthey occur. This means thatwe continued our audit after the first report was tabled by integrating forensic
auditors, information system auditors, data analysts, performance auditors and financial auditors in a coordinated effort.

Duringlockdown, access to documentation, systems and government officials was limited, which caused delays in thérst
few months of theaudit. By the time we released the first report, we still had significant work to do on some of the initiatives
that had been slow to get off the ground or where our effortshad been hindered by limitations.For this second report, we
focused oncompleting the outstanding work and following up on the progress male by all roleplayers inimplementing the
actions to which they had committed.

Over the same periodwe were balancing the completion of the annual regularity audit of national and provincial
government. We thereforedecided to focus this second report on the initiatives executed in these spheres of government
and have only recently commenced with the audit of the covidl9 funds made available to local government. We also
focused our effort on those initiatives where there had been significant progress inimplementation . This means thatwe
performed limited audit work on the following initiatives and this report only includes an update on the expenditure and the
actions taken in response to the first special report:

A Support to municipalities
A Loans through the Industrial Development Corporation
A Compensation for occupationally incurred covid- 19
A Temporary residential units
A Support to small businesses.
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We will continue to audit the covid- 19funding and follow up on the progress made in addressinghe auditfindings and
observations from this report as part of our normal annual audit. We will also identify material irregularities from this
process and commence with the processesrequired to deal with these irregularities .

Our third special report will have a local government focus and is planned for mig2021.

WHAT WE HAVE FOUN

Overall, R95,84billion (65%)of the R148,06billion we are auditing had been spentby 30 September 2020, according tothe
accounting records of the auditees Most initiatives had beencompleted or were close to completion, while some had been
abandonedor redirected .

Thegraphic on the following pages provides an overview of the initiatives included in the covid 19 audit, the expenditure to
datei A AT1T CEOAAT U Wige ¢éuU dnl oroagly wHathashdeh deliveékegl frofnghe ihitiativests O E
reported by the auditees.

Thereafter,we summarise our view on the progress made by the different roleplayers in addressing the matters raised in
the first special report and the audit findings and observations based on the further audit work to datewhich are described
in more detail in the specific initiative sections of the report.

NOTES

< Secondspecial reporton the finandi At §y AAA¢ Uy UAQg Gvid-1giditiativés A y U 1& goE 1



- S ——

Status of initiatives included in scope of covid-19 audit

Social and economic relief

Support to vulnerable households

Payment of new social relief grants and top-up grants, as well as
distribution of food parcels

8

South African Social Security Agency

An average of 5,26 million people receiveda special relief grantand
13,81 million receivedtop-up grants. 146 936 food parcelswere delivered

R41 068

R19 757 R11413

Total expenditure: R31 170

Farmers’ relief

Support to qualifying financially distressed small-scale farmers

Department of Agriculture, Land Reform and Rural Development
Agricultural Land Holding Account

15 513 small-scale farmers received vouchers

R700
R61 R299

Total expenditure: R360

Tourism relief fund

Support to qualifying small, medium and micro enterprises in
the tourism and hospitality sectors

@,]

Department of Tourism
South African Tourism

Reliefwas provided to 4 000 enterprises - initiative was concluded on
11 August 2020

R200

R199,7
Total expenditure: R200

Loans through the Industrial Development

R) cCorporation

Support to companies in distress due to covid-19

Industrial Development Corporation
4 loans amountingto R160 million were approved by 30 September 2020

R2 500

—_—

[hg 67

Total expenditure: R46,7

. Budget (R million) . Expenditure up to 31 July (R million)

RO,35

Wage protection

Payment of covid-19 temporary employee/employer relief
scheme benefits to employees and employers who have closed
operations, or part of operations, due to covid-19

=

Unemployment Insurance Fund
11,65 million claims were paid by 20 October 2020

R40 000

R37132 R6 400

Total expenditure: R43 532

Sport, arts and culture social relief fund

Support to qualifying artists, athletes and technical persons in
the sports, arts and culture sectors

Department of Sport, Arts and Culture

Reliefwas providedto 4 169 artists, athletes and technical supportpersons

R52,7 R27,4

Total expenditure: R80,1

o/v) Support to small businesses
x

Support to qualifying small, medium and micro enterprises
affected by covid-19

Department of Small Business Development
Small Enterprise Finance Agency
Small Enterprise Development Agency

Debt reliefprovided to 1 112 businesses and cardsto 5 011 spaza shops

R1764
R271,8 |RELELR]

Total expenditure: R308,7

Compensation for occupationally

-[lljl incurred covid-19
1

Compensation for disability, illness and death resulting from
occupational injuries and diseases incurred due to covid-19
Compensation Fund

251 claims were paid by 30 September 2020

RO

R1,09

Total expenditure: R1,49

Expenditure from 1 August to 30 September (R million)
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Support and treatment of those affected by covid-19 plus
efforts to manage the spread of the virus

7, Healthcare services

National and provincial departments of health
National Health Laboratory Services

Provide PPE to health facilities, NHLS laboratories conducted 1 657 557 covid-19
tests, 5 field hospitals were completed and commissioned across 8 provinces

R22 420

R6 473 R6 110

Total expenditure: R12 583

Defence frontline services

Deployment of soldiers, procurement of personal protective
equipment, repatriation efforts, enforcement and
implementation of health measures

Department of Defence
Deployedsoldiers to help enforce law and order, repatriated SA citizens from

Wuhan, procured PPE for frontline workers and medical equipment for health
facilities, refurbished 1 Military hospital

R4 297

R1 107 R949

Total expenditure: R2 056

Quarantine sites

Identification and provision of properties that can be used as
quarantine sites and self-isolation sites by the public works
sector

b

National and provincial departments of public works
Property Management Trading Entity

192 quarantine sites activatedfor use

R3 122

R258

Total expenditure: R839

Emergency supply of water to targeted
communities

Bk

Provision of water tanks and water tankering services to
communities

Department of Water and Sanitation
Rand Water
Other water boards

8 125tanks were installed by 30 September2020

R237,48 R105,61

Total expenditure: R343,09

. Budget (R million) . Expenditure up to 31 July (R million)

Support to municipalities

Funding to municipalities for emergency water supply,
sanitation, food and shelter for the homeless, basic services for
indigents and community services

Local government (metros, district municipalities
and local municipalities)

Achievement of initiative objectives to be determined
R23937
!— R258
R1 936

Basic education interventions

Total expenditure: R2 194

Provision of personal protective equipment to learners,
educators and support staff as well as emergency supply of
water and sanitation to selected publicschools

National and provincial departments of education
Rand Water

R1 815 million was used to provide PPE to schoolsand R 160 million spent
on emergency supply of water and sanitation services— watertanks
deliveredto 2 624 schools

R5 666

R1 389 R586
Total expenditure: R1975

Expanded public works programme

Provision of job opportunities through utilising programme
participants for screening, testing and educational campaigns

Department of Public Works and Infrastructure
Independent Development Trust

19 587 participants recruited by 30 September 2020

R771

! __—Re2
R35 Total expenditure: R97

@ Temporary residential units

Provision of temporary residential units for resettlement of
overcrowded settlements

National and provincial departments of human seftlements
Local government (metros and local municipalities)
Housing Development Agency

Discontinued as part of covid-19 response— implementation of 85 re-blocking
projects to continue as part of sector’s normal upgrading of informal
settlements programme

R872
_~R16

Total expenditure: R59

Expenditure from 1 August to 30 September (R million)
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PAYMENT OF TEMPORARMPLOYEE/EMPLOYERERIEF SCHEME BENEFRST

In the first special report, we reported on various incorrect temporary employee/employer payments made and flagged a
high number of payments that required further investigation. These payments included payouts to people who are below
the legal age of employment, deceased, working in government, receiving social grants, or receiving other Unemployment
Insurance Fund benefts. TheUnemployment Insurance Fundis using our first report as one of the critical tools to reflect on
their overall control environment to identify areas for improvement. It is encouraging to note that, asof October 2020, the
fund has recovered aboutR3,4billion that had been paid out incorrectly.

The fund has made noticeable progress in implementing commitments made from our first report and continues to attend
to the remaining deficiencies. Since most of these enhancements were made during Septembe, we still identified
payments that will need to be investigated put there are far fewer.

As we reported in the first special report, the Unemployment Insurance Fund depends on the accuracy of the declarations
and information submitted by the claimants (argaining councils or employers), which exposes the fund to the risk of
paying fraudulent claims. This risk was increased by thecoverage of the temporary employee/employer relief scheme
benefit being expanded to include employees who were not registeredvith the fund prior to the covid 19 pandemic. To
respond to this exposure, the fund designed postvalidation processes to verify the claims paid out. However, as at théme
of auditing, this process, which includes the verification of employer and employe employment information, had not yet
started.

We noted that the fund continued to process payments for national student financial aid scheme beneficiaries, individuals
receiving grants from the South African Social Security Agency and nonSouth African dtizens who were not previously
registered with the fund. Our concern in this regard is not about legislative compliance, but rather about the elevated riskf
fraudulent claims. We recommended that these claims be investigated as part of the posvalidation processes.

PAYMENT OFHE R350 SOCIAL REEF OF DISTRESS GRAAIND TOPUP GRANT

In the first special report, we reported that the South African Social Security Agency's outdated, limited databases and
inadequate verification controls resulted in people who were not in distress receiving the social relief of distress grant,
while those who were in distress were sometimes unfairly rejected. In response to the report, the agency stopped the
payment of grants to the individuals we flagged who could also beeceiving income from other sources until they can prove
they are entitled to the grant.

The agency is also taking a conservative approach when evaluating applications for the grantif a discrepancy is identified,
the application is rejected and only ifthe applicant queries the rejection and provides proof of eligibility will the grant be
activated or reinstated. On average, one third of the applications are rejected each month. We confied that by end of
August, 0,92million of the 2,95million rejecti ons had been approved and the beneficiaries had received the grants,
backdated to the date fromwhich they had been entitled thereta

Although the agency embarked on a project to improve beneficiary validation, this has not yet borne fruit and we continued
to identify beneficiaries that are potentially also receiving income from other sources. These sources include government
pensions, social grants, Unemployment Insurance Fund payments, national student financial aid scheme bursaries and
benefits from other covid- 19 relief funds. By 3August 2020, we had identified 67770 beneficiaries who were potentially
receiving income from these sources, which represents 0,32% of the approved applications. We also reportecb13
beneficiaries who are directors of companies that have government contracts. According to the agency, all the flagged
beneficiaries are currently being investigated and planning for an appropriate debt recovery processis underway.

The manual tasks for the top up grants have been automated, andhe change control procedures and guidelines have been
amended to incorporate emergency processes. The implementation of these controls prevented the recurrence of the
over- and underpayments made in May020.
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RELIEF OF ECONOMIQIA SOCIAL DISTRESS
FarmeEEr EUUT Ue

TheDepartment of Agriculture, Land Reform and Rural Developmenprovided relief for 15513financially distressed small -
scale farmers in the form of vouchers for production input, with the last date to redeem the vouchers beingxtended to
31December 2020.

In the first special report, we raised a number of concerns about the fairness of the application process and the selectionfo
the suppliers used to redeem the vouchers, as well asnadequate record keeping andvoucher reconciliation .

We find it encouraging that the department is re evaluating all rejected applications based on the report. However, in some
instances the commitments made to address the weaknesses we identified were not adequately and timeously
implemented.

By comparing the keneficiary information against the databases of the agriculture portfolio and other public sector
institutions, we flagged beneficiaries whose eligibility for the relief should be investigated. These include government
employees, farmers who receive support from other agricultural support programmes and those who received other relief
such as the temporary employee/employer relief scheme benefits and social grants payments. We were not able to obtain
sufficient evidence that all the applications were received before the closing date and we identified some instances of
beneficiaries not being scored correctly during the evaluation process, which we also reported in the first special report.

The provinces were inconsistent in how they determined the value othe vouchers, as the department did not provide clear
guidelines. Through site visits in five of the provinces, we identified that officials did not perform the required inspectios at
some of the farms to verify the information provided by the farmers anchow the vouchers were used. We also identified
various control deficiencies in the payment, recording and reconciliation processes, and our audit efforts were delayed by
information and documentation that was not provided on time.

Tourism relief fund

By ILAugust 2020, the relief fund to support small, medium and micro enterprises in the tourism and hospitality industry
had been paid out in full to ©00 of the 7291 applicants. In the first special report, we reported on the risks created by the
amendments to the original criteria and process for determining which applicants qualify for relief, the inadequate review
processes and the potential for human error. In auditing the application, approval and payment processes, we determined
that these risks had materialised.

The original criteria comprised a scoring system, but this was changed to a first come, first served basis based on the order
in which the applications were received. In the end, the applicants were approved based on the supporting documentsey
submitted, but, due to poor record keeping, the Department of Tourism could not provide us with the supporting documents
for some of the approved applications. We also identified weaknesses in the verification of the validity of the supporting
documents and in the review processes, as evidenced by expired tax certificates, some beneficiaries not being in business
as per the Companies and Intellectual Property Commission, changes in banking information and a duplicate payment
made to a beneficiary. Thalirectors of some of the businesses that were beneficiaries of the fund are also state employees.
However, the department maintained that such relationships would not disqualify an applicant from receiving funds.

Sport, arts and culture relief fund

Distri bution from the relief fund remained slow, with only R80,1 million paid out (34% of the budgeted funds)

to 4 16%eneficiaries by the end of Septembe2020. The payments went to assist artists, athletes and technical personnel
affected by cancellation andpostponement of sport and arts events, and to fund digital solutions that would allow artists
and athletes to continue working during the lockdown.
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In the first special report, we reported that the criteria used to evaluate applications were not specific @ough to prevent
payments to people with other sources of income, including relief from other funds. The criteria were subsequently
clarified, but there were no mechanisms in place to prevent such payments being made. We identified 286 beneficiaries of
the fund who potentially also benefitted from the temporary employee/employer relief scheme benefits, the social relief of
distress grant and government pensions, or who were government employees.

Design deficiencies in the system used to capture applicatios resulted in duplicate payments being made to 72
beneficiaries and applications being processed with key information not being captured. Inadequate system validations
and a lack of reconciliations further increased the likelihood of invalid or inaccuratepayments being made.

In addition, we identified weaknesses in the procurement process for digital solution services and in the appointment and
management of the payment agencies that support the implementation of the initiative.

Food parcels distributed by the South African Social Security Agency

The further audit work we performed amplified the concerns we raised in the first special report regarding the distribution
of food parcels by the South African Social Security Agency. Inadequate planning, recdikeeping and guidelines resulted in
inconsistencies in the delivery of food parcels, including people receiving food parcels multiple times, grant recipients al®
receiving food parcels and approved beneficiaries not receiving food parcels. The lack of @nmentation and

reconciliations also exposed the scheme to the risk of abuse.

In the first special report, we reported that thedistribution process could have been significantly cheaperif the agency had
used the non profit organisations used by the Depatment of Social Development instead of appointing service providers.
Our audit of the procurement process to appoint these service providers identified a number of weaknesses, as well as
indicators of collusive bidding, which the South African Social Secuty Agency undertook to investigate. The agency has
since cancelled the appointment process and this method of relief will not continue in future.

PERSONAL PROTECTIVEBIPMENT (PPE)

The bulk of the government's procurement of PPE is taking place in theglalth and education sectors. A multidisciplinary
team of financial auditors, forensic auditors, information technology auditors and health experts across all provinces and

at our national office audited the entire PPE process from determining the need for PPE to the procurement and payment
process, as well as the recording, storage and distribution of PPE. We also paid attention to the quality of the PPE delivére
We did not audit all the PPE procured or visit all the sites where PPE was stored and dedied. Instead, we selected a
sample of contracts and transactions, focusing on those that displayed certain risk indicators, and visited a representative
selection of sites.

In the first special report, we shared the difficulties we faced in obtainingall the information we needed to audit PPE and
that the audithad been plagued by delaysDespite this, wewere already able to report on theworrying picture emerging on
overpricing, unfair processes, potential fraud and sidestepping ofsupply chain managemert legislation. We also reported
ondelays in the delivery ofPPE andon quality concerns that could have been avoided through better planning and
management of suppliers.

Accounting officers across the country responded positively toour first report and have either already implemented the
actions to which they committed or are in the process of doing so. It will also take time to correct the systemic and deeply
rooted problems we have been reporting on for many years. Thus the impact of the improvements ade will not yet be
evident. For this report, we audited the procurement and payment process, which was completed before ouirst special
report, and provinces and sites on which we did not previously report.

Although we were given more access to the inbrmation we required during this audit we still experienced difficulties in
obtaining sufficient and appropriate documents to audit some of the procurement processes in the health sector as
management prioritised the work in response to the pandemic and tlerefore did not respond in good time.
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Our key findings and observations on PPE, which apply to both the health and education sectors, are as follows:
Procurement process

A competitive, fair and transparent procurement process is intended to enable governmat to obtain the best quality goods
and services at the lowest prices and to give service providers equal access to government business. Although emergency
procurement processes were allowed for procuring PPE, they were only intended to be applied in spefic circumstances
and did not provide a blanket deviation for all legislated requirements for a competitive and fair procurement process. In
both sectors, we continued to find instances where competitive processes were not followed, resulting in contractsbeing
awarded to a specific supplier or group of suppliers without the necessary motivation or approval for such deviations.

Through the National Treasury instruction notes, it was made clear that the standing requirement to favour local producers
must be applied. We did not see this requirement applied consistently in all PPE procurement processes. The importance of
ensuring that the tax affairs of suppliers are in order also fell by the wayside for many of the PPE contracts awarded,
reducing the incentive for government suppliers to pay their dues.

Businesses that provide PPE across the country were not treated in a fair and equal manner, as some were disqualified
because they did not comply with the requirements, such as tax clearance certificates, declations of interest,
registrations as companies and small businesses, and their status as local producers, while others were not. For some
procurement processes, we could not obtain sufficient evidence to justify the decisions made to disqualify some bidds or
to favour specific bidders.

Quality, price and delivery of PPE

The National Treasury determined the specifications and marketrelated prices for PPE items. Through instruction notes,
the National Treasury made it a requirement for public sector insttutions to purchase the specified PPE at or below these
prices and provided for approval processes if there is no choice but to procure at a higher price.

In the first special report, we reported on instances of PPE being procured at prices that were higlr than these market-
related rates. Based on work we have done since the report, it is becoming apparent that such higher prices are prevalent
in both the health and education sectors. Not only did the sectors potentially suffer financial losses as a restilthis also
demonstrates unfairness in the procurement processes as some suppliers that quoted at high prices were given contracts
while others were not.

Some suppliers delivered PPE that did not meet the required specifications or was not what they hadeken contracted to
deliver, or they under-delivered or delivered late. Despite this, most of the departments still paid the suppliers. Poor
contract management and significant deficiencies in the order, delivery, receipt and payment processes further exposd
the health and education sectors to financial loss and resulted in health workers and schools not always receiving the PPE
they required.

Storage and distribution

In the health sector, PPE was stored at bulk storage facilities, such as medical depots, dmat health facilities. In the
education sector, it was mostly stored in district offices and schools. We identified ineffective stock management
processes, inadequate storage facilities and poor storage practices in both sectors.

We acknowledge that theemergency procurement of PPE in bulk placed pressure on all aspects of storage and
distribution, but the sectors' inability to respond to the challenges impacted the effectiveness of PPE distribution in some
provinces and exposed the PPE to loss.
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EMERGENY SUPPLY OF WATER

The Department of Water and Sanitation and the Department &asic Education identified the need for emergency water
supplies to communities where there is unreliable or nowater supply and to schools without water and sanitation faciliies.
The departments provided the fundingdetermined where emergency water was required and appointedRand Water as an
implementing agent.

We visited a selection of communities and schools to determine whether the water tanks and tankering services paitbr
were in place and to inspect the quality of the installations. We also considered the needs analyses performed and audited
the procurement and payment processes for the suppliers of the water tanks and water tankering services.

Emergency water supply to communities

We could not reconcile some of the information on the registers of the water tanks with what we found at the sites. We also
could not match the information on the registers of the water tanks to the original needs analyses performedSome
registers included information that was incomplete or inaccurate, or tanks that were not funded by the covid19 initiative.
The poor record keeping also affected the quality of the information reported to the National Water Disaster Command
Centre.

We couldnot find some of the tanks at the locations specified in the registers and there are unconfirmed claims that the
tanks were moved by the municipalities. At some of the sites we found tanks that were emptynal tanks with poor- quality
installations.

The shoitcomings that we have often observed in the coordination, monitoring and overght between the different role
players in the water services sector * departments, water boards as implementing agents and municipalities* were again
apparent.

Emergency water supply to schools

The analyses performed to determine which schools needed water tanks and the required capacity of the tanks were
incorrect because the provincial departments provided unreliable data. As a result, a large proportion of the schools that
received water tanks did not need them and some schools that received water tanks were not on the original project list.
For the delivery of water to schools, Rand Water's registers of the water tanks were inadequate and inconsistent with what
we observed on site visits. We also observed similar poor installations of water tanks to what we found in the communities.

We identified instances of hon compliance with legislation in the procurement processes followed by Rand Water, as well
as indications of unfairness in the appointment processes. In addition, the payments made for some of the water tankering
services were questionable because supporting documentation was inadequate, calculation errors were made and
payments were made for water supplies to schoolsand other sites that were not part of this programme.

FRONTLINE BRVICES AND HEALTHEBPONSE TO@VID 19

Field hospitals

The provincialhealth departments were responsible for analysing the existing hospital capacity and establishing the
additional number of beds needed. In Limpopo, North West arthe Western Cape the provincial health departments
implemented the field hospital projects, while in Gauteng, KwaZuluNatal, the Eastern Cape, Mpumalanga andhe Free
State, this was done bythe provincial public works departments. As the numbers of positive cases stabilised, the projects
that were in the procurement, planning or design phases were halted.
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We identified non compliance with legislation in the appointment process of some of the contractors and supfiers. This
non-compliance included competitive procurement processes not being followed and all required declarations and bidding
documentation not being requested and evaluated. The contracts were not always concluded and approved in the manner
required and we raised concerns about how some of the contracts were managed and enforced. Sufficient control was not
always exercised over the payment process, which resulted in instances of overpayment and payment for goods and
services not received or outside the contract.

We visited eight of thefield hospital sites and reported delays in the completion and commissioning of two sites (Free State
and KwaZulu- Natal).

Quarantine sites

Theoriginal target of 6 123 quarantine sites was not pursued as the demand fauch facilities has been relatively low - only
the 192 sites already activated by the end of July continued to bsed when the need arose. As almost all the sites are still
active,the decommissioning phase will be a key focus of our ongoing auditt is vital that the public works sector has a
decommissioning plan or strategy in place to ensure thatgovernment assets will be transferred to other organs of state
once quarantine sites are closed down.

Although an effort was made to develop appropriate contols to prevent the weaknesses reported in the first special
report, these controls were not fully implemented and effective. This resulted in repeat findings on matters such as hotels
charging rates above the allowable limits, overpayments and the use of #es that had not been approved by the
Department of Health. The lack of coordination between, and accountability in, the public works and health sectors
remained evident during our site visits. We were also unable to obtain the necessary evidence of appvals and to support
payments made for the use of some quarantine sites.

Expanded public works programme

Theexpanded public works programme was announced in March2020to provide both frontline services and much- needed
job opportunities. A targeted 25000 workers were to be sourcedto assist the Department of Health with screening, testing
and educational campaigns The scope of the project was recently amended to exclude the screening and testing initiatives
and to provide for the redeployment of 58 participants to focus on initiatives in response to gender based violence. As
reported in the first special report, there were delays in deploying the participants. However, by the end of Septembe2020,
the programme was operational across the country and 1%87 participants (78% of the targeted 2900) had been recruited.

In response to the concerns raised in the first special report, a number of actions were taken, including the strengthening
of the agreements between the Department of Public Works and Infistructure, the Independent Development Trustand
the non- profit organisations responsible for implementation. However, because of the limited timeframe for the effective
implementation of these improved controls, we again identified that the participantsdid not receive adequate monitoring
and training from the non- profit organisations, and that not all participants were provided with the PPE they required. We
also identified delays in the payment of wages to participants by someon- profit organisations . For the programme to
achieve its ultimate objective, leadership will need to commit to providing the oversight necessary to successfully
implement all enhanced controls and eradicate the remainingidentified shortcomings.

Defence frontline services
The Deprtment of Defence repatriated South African citizens from China's Wuhan province in MarcR020and deployed

soldiers to support the enforcement of law and order. As part of its covid19 responses, the department also procured
medical equipment, PPE and médicines, and refurbished One Military Hospital.
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We identified a number of shortcomings in the planning, procurement, transportation, warehousing and recording of
medicines - in particular the procurement and import of an unregistered medical drug from Cwba. Approximately 40% of
the vials were exposed to temperature variations that could have compromised the integrity of the drug, which may result
in these drugs not being useable and the money spent being wasted@he department has already commissioned an
investigation into this matter. We also observed inadequate planning for the procurement of medical equipment and PPE.

The department's procurement processes for PPE displayed similar nonr compliance and weaknesses to those observed in
the health and educdion sectors, namely procurement at higher than market- related prices and attention not being paid to
the tax status of bidders or to the need to give preference to local suppliers. The manual process used to manage the
receipt, accounting and distribution of PPE exposed the department to losses and a case of theft of PPE from a main depot is
currently being investigated.

CONTENT OF THE REMBIER OF THE REPORT

The section that follows includes a table on the funding provided for the covidl9 initiatives ard the expenditure to date, as
well as detail on which parts of the funding we are auditing.

The rest of this report provides an overviewof the status of implementation of the initiatives, the status of our audit and the
progress made in addressing thematters reported in the first special report. For those initiatives we audited, we also
include the key audit findingsand observations reported to the accounting officers and authorities, together with the
actions they have committed totake in response thereto. A combined chapter on all the initiatives on which we are not
reporting in detail is also provided at the end of the report.
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TABLE ON FUNDING ANEXPENDITURE

Allocation

Purpose of allocation

R500billion fiscal relief package

Support to
vulnerable
households

Payment of temporary
grants to relieve social
distress through top - up
grants for existing
beneficiaries and a new
special covid- 19 grant of
R350

Budget

(R million)

40891

Included in
audit

(Rmillion)

40 891
(100%)

Funds
expensed
as at
31July

(R million)

19580
(48%)

Fund expensed
as at
30 September

(Rmillion)

30993
(76%)

Remaining
funds

(R million)

9898
(24%)

Wage
protection

Payment of covid 19
temporary employee/
employer relief scheme
benefits to employees and
employers who have dosed
operations, or part of
operations, due to covid 19

40000

40000
(100%)

37132
(93%)

43532

(109%)

-3532
(-9%)

Healthcare
services

Support and treatment of
those affected by covid 19
plus efforts to manage the
spread of the virus

21544

21544
(100%)

6473
(30%)

12579,8
(58%)

8964
(42%)

Support to
municipalities

Funding to municipalities for
emergency water supply,
sanitation, food and shelter
for the homeless, basic
services for indigents, and
community services

20034

20034
(100%)

(0%)

156
(1%)

19878
(99%)

Defence
frontline
services

Deployment of soldiers,
procurement of personal
protective equipment,
repatriation efforts,
enforcement and
implementation of health
measures

4297

4297
(100%)

1108
(26%)

2056
(48%)

2241
(52%)

Quarantine
sites

Identification and provision
of properties that can be
used as quarantine and self
isolation sites by the public
works sector

829

829
(100%)

48
(6%)

158

(19%)

671
(81%)

Basic education
interventions

Provision of personal
protective equipment to
learners, educators and
support staff, and
emergency supply of water
and sanitation to selected
public schools

5862

5666
(97%)

1389
(25%)

1975
(34%)

3691
(65%)

Support to
small
businesses

Support to qualifying small,
medium and micro
enterprises affected by
covid-19

1404

1404
(100%)

91
(6%)

107

(8%)

1297
(92%)
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Funds
. Fund expensed -
Included in | expensed Remaining
Budget . as at
audit as at 30 September funds
Allocation Purpose of allocation 31July P
(Rmillion) | (Rmillion) (Rmillion) (Rmillion) (R million)
Support to qualifying 360
EAEY UEE+ financially distressed small - (51%)
scale farmers
Provision of job 771 771 35 97 674
Expanded opportunities thr ough using (100%) (5%) (13%) (87%)
public works programme participants for
programme screening, testing and
educational campaigns
Support to qualifying artists, 235 235 52,7 80,1 154,9
Sport, ansand o6 and technical (100%) (22%) (34%) (66%)
culture social ;
. persons in the sport, arts and
relief fund
culture sectors
Other 3123,4 Notincluded
allocations for
support, job Allocations to various
creation and departments to fund support
protection of to small businesses and job
small and creation
medium
enterprises
Allocations to public entities 5964 Not included
where revenue has been
affected by covid- 19 (e.g.
Support to South African National
public entities Roads Agency, Passenger
Rail Agency of South Africa
and South African National
Parks)
Allocations to various 16707 Not included
Other covid- 19 departments for other
interventions covid- 19 related
interventions
Land Bank An equity investment for the 3000 Notincluded
investment Land Bank
A provisional general 19575 Not included
Provisional allocation for covid- 19
allocation related fiscal relief * specific
allocations still to be made
Provision of temporary tax 70000 Not included
relief such as tax deferrals
Measures of
. and postponement of some
income support h h
(tax relief) payments to the Sout _
African Revenue Service
(e.g. employee tax)
. A scheme to provide private 200000 Not included
Credit
bank loans, guaranteed by
guarantee -
scheme govgrnment, to eligible
businesses
Not Funds that have not yet been 45000 Not included
appropriated appropriated
S 136371 65970 92094 44277
Total R500billion fiscal package 500000 27%) (48%) (68%) (32%)
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Funds

Fund expensed
expensed

Included in
as at

audit

Remaining

Budget g e
Allocation Purpose of allocation 30 September

31July

(Rmillion) | (Rmillion) (Rmillion) (Rmillion) (R million)

Other funds subject to auditing

Healthcare Disaster grants (personal 876 876 0 2,7 873,3

services * protective equipment (100%) (0%) (<1%) (100%)

additional specifically) and US

funding government donations

Food parcels Distribution of food parcels 177 177 177 177 0
by the South African Social (100%) (100%) (100%) (0%)
Security Agency

Repurposed Grants to municipalities 3903 3903 1936 2038 1865

grants to prioritised for various (100%) (50%) (52%) (48%)

municipalitie s covid- 19 related initiatives

Compensation Compensation for disability, No specific budget for covid 19 claims; R0,40nillion had been

for illness and death resulting paid out as part of normal budget by 31uly 2020. The expenditure

occupationally from occupational injuries incurred from 1August to 30September 2020amounted to

incurred covid-  and diseases incurred due to R1,09million. The year to date expenditure as at 30 September is

19 covid-19 therefore R1,49million.

Tourism relief Support to qualifying small, 200 200 199,7 200 0

fund medium and micro (100%) (99,9%) (100%) (0%)

enterprises in the tourism
and hospitality sector

Identification and provision 2293 2293 533 681 1612
i 0, 0, 0, 0,
Quarantine of properties tha_t can be (100%) (23%) (30%) (70%)
S x used as quarantine and self
sites . . . .
- isolation sites by the public
additional K ded
funding wor ssector,_fun ed
through additional funding
from the sector departments
Support to small, medium 360 360 181 202 158
and micro enterprises (100%) (50%) (56%) (44%)
affected by covid 19, funded
Additional by the Department of.'.l'rade,
Industry and Competition
support to h hth f .
small through the manufacturing
p competitiveness
businesses
enhancement programme as
well as savings and
reprioritisation across the
small business portfolio
Loans through Support to companies in 2500 2500 0 46,7 2453
the Industrial distress due to covid-19 (100%) (0%) (2%) (98%)
Development
Corporation
Emergency Provision of water tanks and 506,53 506,53 237,48 343,09 163
supply of water water tankering services to (100%) (47%) (68%) (32%)
to targeted o
- communities
communities
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Funds
Included in | expensed
audit as at

31July

Budget

as at
Allocation Purpose of allocation

(Rmillion)

Fund expensed

Remaining
funds

30 September

(Rmillion) (Rmillion) (Rmillion) (R million)

148059 69277 95843
Overall total 511688
(29%) (47%) (65%)

Housing development grant 872 43 59 813
Temporary used for provision of (100%) (5%) (7%) (93%)
residential temporary residential units
units* as part of the resettlement of
informal settlements
" 11688 1688 3307 3749 7938
Total Additional funds (100%) (100%) (28%) (32%) (68%)

52215

(35%)

* Excludes funding ofR554million from urban settlement development grant which is included inrepurposed grants to municipalities.

Reconciliation between expenditure as indicated in first special report and 31 Julgxpenditure is as follows

Expenditure asper special report one

Add expenditure (where expenditure only reported until June )*

* Breakdown of increase in expenditurefrom what was reported inspecial report one is represented as follows:

Small business

Expanded public works programme
Sport, arts and culture social relief fund
Repurposed grants to municipalities

Additional support to small businesses

Expenditure

(Rmillion)

68872

405

Expenditure as 31July 2020 69277

41

14

261

80

22
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@ Purpose of initiative @ Auditees

Payment of new social relief grant and *  South African Social Security Agency
top-up grants as well as distribution of * Department of Social Development
food parcels to support households

most vulnerable to the impact of the

pandemic

SUPPORT TO VULNERABIHOUSEHOLDS

Focus of our audit

Payment of R350 social relief grant to distressed adults who are unemployed and not
receiving any other form of income

Payment of an additional R500 child grant and other top-up grants to elderly, war
veterans, foster care and people with disabilities

Distribution of food parcels

NEXT
JIrny 2
Budget (R million) R41068
MENU
Expenditure (R million) SEEEErAYANR 11413 Total expenditureR31170 [
. . PREV
m Expenditure as at 31 July Expenditure from 1 August to 30 September
<

STATUS OF IMPLEMENTION OF INITIATIVE

The relief forsocial distress initiative covers the use of funds made available for social and economigelief by the national
Department of Social Development through the South Afican Social Security Agency (Sassa).

SPECIAL COVIEd9 SOMAL RELIEF OF DISTRES GRANT OR350

The special covid 19 social reliefof distress grant of R350 (SRD grant) is still being validated against other databases. By
30 September 2020, Sassa had made ayments for many of the approved applicants for May, June, July and Augusthe
payment delays are due to Sassa's ongoing monthly validations against other databases and because some applicants
have not yet provided correct banking details. On 18ctober 2020, the president announced that the SRD grant would be
extended for another three months, ending in January 2021. As per the mediuterm budget policy statement and the

af AAAT U yi Af Eg UR68EDmilidnAvashreliitetted Erdmjthe public employment programme allocation to the
SRD grant. The available budget will be sufficient to cover the grants for the remaining months.
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Rejections

Sassa has a conservative approach for dealing with rejections. Once a discrepancy is identified through verificain against
databases or based on our findings, the applicant is declined going forward and no further payments are made. Sassa only
revisits the rejection to verify its validity after the applicant queries it.

We followed up on thegrant applicants that were rejected to determine whether these rejections were valid. Based on our
evaluation, we identified that applications were mainly rejected because of inaccurate and outdated databases or because
the personal information provided by the applicants did notmatch their identification documentation. The average rejection
rate is approximately 33% per month. Based on analysis we received from Sassa, the reasons for grant applications being
rejected are: alternative income sources (24%), existing Sassa grantsZ3%), identity verification failures (16%), IRP 5
registered (20%), national student financial aid scheme (NSFAS) registered (5%), Unemployment Insurance Fund (UIF)
registered (8%) and other databases (4%). From owanalysis of the data as at 3August 2020, we confirmed that out of the
2.95million rejections, 0.92 million applicants have since beenapproved and have received the payments due to them. We
also confirmed that applicants that had now been approved had received their grants from the date frorwhich they were
entitled to the grant. Sassacontinues to evaluate the objections and/or rejections as and when new information is received
because each applicant is verified on a monthly basis and could be approved one month and rejected in subsequent rttw
if they are determined to be receiving income.

Status of application and payments made

The status of applications received and grant applicatiors and payments made as aB0 September 2020is indicated in the
table below. The information is based on datobtained from the SRD grant system

Status of applications

May 20 6,61 4,42 2,17 0,02 0,11 | 2,57 | 1,70 | 0,01 | 0,04 | 4,42 1547
20

Jun 20 7,52 5,06 2,45 0,01 - - 3,96 | 063 | 0,15 | 4,74 1659
20

Jul 20 8,35 5,57 2,77 0,01 - - 3,96 | 0,74 | 0,15 | 4,84 11782 1694
20

Aug20 8,96 5,98 2,95 0,03 - - - - 2,83 | 2,83 991
20

Sep20 9,15 - - 9,15 - - - - - B, }
20

TOTAL 11782 5891 5891
SPENT

By 30September 2020, 100% of approved applications for Mdad been paid, as well as 94% of approved applications for
June, 87% for July and 47% for Augusthere were delays in payment of the August and September approved applicants as
the monthly validation process against other databases and banking accounts verifications was only completed by end of
September and paymens for those approved applicants not paid by end of Septembexvere madein October2020.
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TORUP GRANTS

The top up grant consists of the child support grant for existing beneficiaries that was increased by R300 perlald for
May20200nly and R500 per cargiver from June to October2020. Old age, war veterans, disability, care dependency and
foster child grants were increased by R250 per month from May to Octobe2020. There are approximately 7,Inillion
caregivers taking care ofabout 13million children. This is the main reason for the reduction in the number of beneficiaries
paid per month from May taJune 2020and thereafter.

Number of top- up grant beneficiaries and related payments.

Total beneficiaries Total amount paid = Totalbudget for six = Total expenditure Available

paid per month per month months until 30 September  balance

(million) (Rmillion) (R million) (Rmillion) (Rmillion)
May2020 1857 5293
June 2020 1274 4973

29109 25103 4006

July 2020 1281 4996
August 2020 1244 4911
September 2020 1250 4929

For October2020, approximately R4953million is expected to be paid to about 12/&illion beneficiaries, which could result
in a shortfall of R946million.

DISTRIBUTION OF FO@ARCELS

The distribution of food parcels was a temporary initiative that wasin place until the SRDgrant was implemented. All new
applications for social relief after 1IMay2020were channelled to the SRDgrant.

Food parcels were distributed after manual application forms had been completed and approved, as per the ministerial
directions signed on 30March 2020. Sassa has completed thalistribution of food parcels as part of covid 19 relief
response and is in the process of capturing all required information on the social pensiorsystem (Socpen) and resolving
any anomalies identified. Once this has been completed, Sassa will reconcile the applications, orders and distributions.
This reconciliation is necessary because a manual process was followed for the application for and distbution of food
parcels during the pandemic.

The following table gives a summary of food parcels distributed according to the informatiorwe received from Sassa,
which we are currently auditing.

Number and value of food parcels delivered

Number of food parcels distributed Amount paid

(Rmillion)
Sassa 146936* 177
* This is subject to the reconciliation of Socpen information

R
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AUDIT STATUS

SRD GRANT

Sassa implemented anSRD system in May020to cater for the SRDgrant. Our review focused on testhg whether the
successful applicants were entitled to the grant, meaning that they were indeed unemployed, did not receive any other
form of income or support from government sources, andwere in distress. We performed our verifications up to
31August 2020 against various databasesavailable to us. However, there may be additional applications that are not
eligible for the grant as we cannot verify against all government databases.

Wealso reviewed the control environment and system- enabled controls. Basedon our analysis of the data obtained from
the SRDsystem, we confirmed the number of approved applicationsand that no applicants were paid a grant amount that is
higher than R3500r were paid for more months thanwere approved, showing that payments madewere in line with the
regulations . At the date of this report,we are continuing with ouraudit and conductingdetailed testing on applications
against the qualifying criteria and the payments made.

As part of our risk assessment process, we actively scanned the mediaand whistle - blowing reports and obtained an
understanding of the processes and control environment associated with theSRD grantto identify possible fraud risks.

Inthe first special report, we reported on possible fraud risks to which management should pay attention. Subsequently
we focused our efforts onidentifying the control weaknesses that could give rise to these reported fraud risksand
communicated these control weaknesses to management. We identified control weaknesses in the regstration and
payment processes and inthe limited use of proactive measures to prevent collusion, which increases the risk of fraud in
the payment of beneficiaries if it is not addressedWealso assessed whether management has improved the identified
control weaknesses to mitigate the reported fraud risks.

Management committed to address the control weaknesses anchas started to improve the control environment by
implementing additional controls. Some of the control weaknesses have notet been fully addressed.

TORUP GRANTS

Our review focused on verifying the validity and accuracyof the top- up grants. We have audited the topup payments up to
30 September 2020. We did not identify any findings on the topup grants during this period. We will continue toverify the
validity and accuracy of the top up grants for October 2020and will also ensure that the November grant payments exclude
the top- up portion for each grant type.

In the first special report, we followed a similar risk assessment process for the top- up grants and reported on the
possible fraud risks. We subsequently focused on identifing control weaknesses that could give rise to the fraud risksand
communicated these control weaknesses to management. We identifiedcontrol weaknesses predominantly in the
registration and payment processes. Wealso followed up on whether management has improved the control weaknesses
identified to mitigate the reported fraud risks.

Management has not yet addressedte identified control weaknesses relating to the application and payment processes
and to thelimited use of proactive measures to prevent collusion, which increases the risk of fraud or abuse in the payment
of beneficiaries if it is not addressed.

DISTRIBUTION OF FO@RRCELS

As part of our audit process, we completed the audit work on the monitoring and reportingon the food parcel distribution by
all nine Sassa regional officesand did a detailed document reviewFor the capturing of manual information on Socpen, we
were unable to complete the audit o the reconciliation of food parcels procured, delivered and distributed because Sassa
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was still finalising its reconciliation of the information. The food parcel distribution was completed and Sassa needs to
prioritise finalis ing the Socpen capturing to ke able to reconcile all applications, orders and distributions. We will continue
to audit oncethe Socpen information has beencaptured and Sassahas completed its reconciliations.

As part of our fraud risk identification processes, we reported inthe first special report on potential fraud risks to which
management should pay attention. We subsequently focused on identfing control weaknesses that could give rise to
these fraud risks and communicatedthese control weaknesses to management.

We identifiedcontrol weaknesses in the procurement processes relating to the planning and extension of expired
contracts and to theadequate bid evaluation processes. Other processes affected by the identified control weaknesses
relate to the monitoring controls for determining the quantity of food parcels to be procured as well as the distribution and
reconciliation of food parcels to the beneficiaries receiving the food parcels. The impact of these control weaknesses is
covered under the key audit findingsand observations section in the distribution of food parcels section of this report.

ACTION TAKEN IRESPONSE TO PREVIOB&EPORT

Sassa has implemented the commitments made by the chief executive officer (CEO) in response to the first special report.
The social devdopment minister, the director - general of the Department of Social Development and the Sassa CEO
indicated their appreciation of the first special report. They also committed to take all necessary actions to ensure that th
recommendations highlighted in the first report are implemented and that payments are only made to beneficiaries who
are entitled to the grants. The portfolio committee has not taken any specific actions as there have not been any
engagements with the portfolio committee on the first special report.

SRDGRANT

Sassa has adopted astandard approach to applyall findings we report on validations for the SRD grants a standard

matter going forward and to consider all applicants for possible exclusion for payments in subsequent monthsHowever,
since Sassa expects the risk of including applicants not entitled to the grant to be greater than the risk of excluding them,
the agency has decided to exclude those applicants identified in the previous month (exclusion testing) until they can prove
they are entitled to the grant.The applicants must then lodge an objectiorand, depending on the applicant f€edback,

Sassa will perform further validations through areconsideration process before rectif ying the payments for successful
applicants. Sassais evaluating and validating all applications against updated databases on a monthly basis. This includes
evaluating applications that were previously approved or rejected to determine whether or not they are either entitled to

the grant for that month.

In August 2020, Sassa implemented ameans testwith the assistance ofvarious banks specifically for the reconsideration

of applicants. Subsequent to this on 28 Septembe2020, the social development minister and the department issued an
instruction to suspend means testing because the process tracks funds going into bank accounts but cannot distinguish
between income and donations from family members or other concerned citizens. Sassa could also only engage with six of
the 24 registered banks to conduct themeans test, whichmade the process inherently unfair as applicants who bank with
any of the other banks would not be subject to the same rulesThe cancellation of the means testing was gazetted in
Government Gazettenumber 43777.SA E E 8EOkhas indicatedhat the agency has puiprocesses in place to recover
payments made to individuals not entitled to the grantand has committedto recovering these payments.

Management indicated that some of the potential fraud risksve communicated in our previous special report were already
included in the Sassa risk register and thatthe agencywill continue to implement adequate controls, especially
preventative controls for fraud risks,to improve the SRDgrant process. In line with this commitment, management has
beenregularly implementing and improving controls for the relatively new automated system that underpins the SRD
grant. Some of these efforts relate to the negotiations to extend the number of available and updated databases uséal
verify beneficiaries andto improve the controls for the various payment options available to beneficiaries.
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TORUP GRANTS

Sassa has implemented preventive controls to ensure that no overpayments or underpayments occur.The manual tasks
that resulted in duplicate payments being madein May2020for the top-up grants have been automated and the change
control procedures and guidelines have been amended to incorporate emergency processesBy July 2020, Sassa hadalso
developed a process to ensure additional segregation of dutiess implemented where management needs to apply manual
changes.

To further strengthen the control environment and to mitigate the fraud risks reported, Sassa committed to implement

biometric authentication system s for both staff and beneficiaries. The systenfor Sassa staff will be implemented by

31March 2021 while the agency will begin implementing thesystem for beneficiaries on 1April 2021.For the original grant

and the additional top up grant, Sassa also committed to implement manual controls to ensue that South African citizens

who could not provide legitimate identification documents at registration and refugees who did not have a valid refugee

EgJAghE Oi O ACg EUI Ui I U yCEU géeAA Eiij yCAgéeE+r NCEgée Ce eAJyUA

We will test the effectiveness of the cortrols and initiatives once they have beenimplemented.

DISTRIBUTION OF FOPARCELS

Management indicated thatit will not further improve the control weaknesses for the provisioning of food parcels, asmore
efficient and cost- effective ways of providing support must be found and implemented without delay. Consequently, the
recently issued tender to supply and issue SRD relief parcels for a threeyear period in all nine provinces was cancelled.
The cancellation of the tender wasdue, in part toour proactive covid- 19audit, whichidentified possible fraud risks and
associated control weaknesses, excessive administration costs and challenges in managing the distribution of food
parcels,as well as Sassa's concern for the dignity of the beneficiariesTheNational Treasury supported thetender
cancellation.

Sassa is also finalising thespecifications for the appointment of service provider/s to produce and issue SRD e vouchers.
Sassa hasmade progress in capturing the food parcel information on Socpenbut the capturing is notyet complete and the
resultant reconciliation has not yet beendone. Sassa has also not yet performed the dta analytics procedures it
committed to on the Socpen datao determine whether beneficiaries benefitted from the SRD food parcel while receiving
other forms of grant.

SRD GRANT

KEY AUDIFINDINGSAND OBSERVATIONS

1. Non- qualifying applicants approved and paid SRD grant

Sassa has embarked ora project to validate beneficiaries. Anumber of the beneficiaries we highlighted in the first special
report have subsequently beendeclined andthe agencyfollow ed up on the others to ensure that only valid beneficiaries
are receiving the grant. We continued to provide information on beneficiaries who were potentially not eligible to receive
the grant becausethey had other sources of income, includingother social grants, a government pension, UIF payments,
NSFAS bursaries and benefits from other relief funds such as the spaza shop support programmaend the relief fund for
small - scale farmers. By 31August 2020, we had identified 67 770approved applicants who hadreceived the grant and were
not entitled to it, including the 32642 we reported previously. The 67770 payments to applicantswho are not entitled to the
grant and that areunder consideration by Sassa account for approximately 0,32% of all approved applications until the end
of August2020. Sassa should investigate and follow up on these 6770 applications as this could result in a payment of
R23.72million to individuals who do not qualify for the grant.
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We also checked thedentity numbers of approved applicants against the directors of companies that do business with the
state. We identified 1513 approved applicants who are directors of companieshat had received income from governmert
contracts and there is a possibility that these directors are not in distress and should not have received the grant

Recommendations

We recommend thatevery month, management validate the identity numbers of applicants against the mostecent
monthly data obtained from the Department ofHome Affairs, UIF, NSFAShe South African Revenue Serviceand other
government institutions to strengthen the controls and prevent payments to invalid beneficiaries. Sassa should investigate
and follow up on these exc@tions andremove all confirmed non- eligible individuals from the beneficiary system before
making payments for the next month This willavoid further potential losses if the payments cannot be recovered.Sassa
should also implement aprocess to recover funds from non- qualifying individuals.

Sassa should stop payment to directors of companies that received income from government and should investigate these
to ensure that they are eligible to receive the grant.

Auditeesrresponse

Sassaappreciates our efforts to help to identify possible citizens who should be irtluded in, or excluded from, receiving the
grant. Sassaalso reconsiders beneficiaries on a monthly basis, andit is therefore possible that the difference between our
Ahyi UEE AAO z AistheAimeatwhithithe thfaliaseswere accessed andconsidered. Where Sasséhas
databases, or has obtained information from organisations ,orlJé UA gé U 1 UAUai 1 i AEi UE+ yUAAE
will differ from ours .

The Sassa head office grants team slit the list with beneficiary contact details into provincial lists that were then provided
to the respective Sassa provincial fraud managers for further investigation. The investigations are currently underway. In
the meantime, Sassa has terminated payment to all beneficiaries who we identified as company directors.

Sassahas started planning for a debt recovery processthat will be refined and then implemented for caseswhere double-
dipping occurred. Theidentified cases will be split according toregions per category of finding (UIFENSFAS the Companies
and Intellectual Property Commission, etc.). A sample of cases in theregions will be investigated to establish the validity of
the findings. These details will be determined once the reconsideratiorhas been completed asthis may shed some light on
the process. Although the debt will be raised in accordance with the debt management policysassa will follow a shorter
process using SMS notification as it is not practicabr cost- efficient to follow the personal contact process for an amount of
R350 for a onetime client. The process will be considered in more detail and final decisions taken once&sais aware of
the full extent of the debt to be recovered

2. IT general controls: dJ 1 U i Cacdess Forproduction environment and overreliance on service
provider

We found that @tvelopers had been granted excessive access on the SRD system that allowed theta perform operational
functions and payment job scheduling. They also hadnrestricted access to the SRDdatabase, which may result in
unauthorised changes to the system or unauthorised access to the system data. Consequently, segregation of duties was
not enforced. Service providers that are contracted to support the system have unrestricted access, which tky require to
perform their duties. However, this access was not monitored, which could result in unauthorised activities not being
detected timeously. This access also allowsaudit trails to be deleted, eliminatingany trace of activities carried out

Recommendations

Sassa should restrict developers from having administrative access to production environment. If this is not possible,
management should ensure thatthe activities performed by developers are adequately monitoredand reviewed.
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h O gespsise
Management disagreedwith the finding. According to the access rights provided, the developers on the list provided only
have access tothe development environment and not to the poduction environment. Thee is only one developer with
access to theproduction environment, and that is view- only access.|f the access rights for the poduction environment are

extended to processing,the individual with accesswill automatic ally form part of the list of users with production
processing rights , which is monitored on a monthly basis as peithe user account managementprocess.

hoi gCEE+r EUEe CAEU
Although Sassadisagreed with the finding, Sassa also confirmed that there is one developer with access to the production
environment and this user is a service provder, which supports the finding. In addition, during our testing we confirmed
that service provider user had access to the backend which allows direct access to the productionTherefore, we advise
Sassa to have a proactive measure in place to monitor desloper access to the SRD environment, irrespective of the type of

access granted. We further advise Sassa to follow formal risk acceptance procedures until the monitoring or termination
of developer access is implemented.

3. IT general controls:disaster recovery plan (DRP)

Thedisaster recovery (DR) site is operational and backups are being performed effectively in compliance with the
approved backuppolicy. However, thecovid- 19 SRD system failover capability at the DR site has not been testeahd there
is thus no evidence that the failover capability will be effectiveif a major incident occurs at the main centre.

Recommendations

Sassa should revise theDisaster Recovery Plan (DRP)and ensure thatit meets the requirements of a hightimpact
availability system that is based onaformal business impact analysis. A schedule for testing the updated DR should be
developed, including all critical phases of the plan in accordane with the requirements for a high-impact system. The
EJEgUyY:+ E @Al 0Ci1 UE | tdstedal thelalietate DR &ite $ass@ shAuld Erclealolr to commit the
necessary resources to test the system to ensurethat the recovery can be accomplished sviftly and efficiently with
minimal service disruption.

h Oi gedporse
Sassa will revise the DRP and test the plarover the December period when the agency has some downtime due to fewer
users logging onto the network during this time.

hoOi gCprise EUEe
Sassa managementcomments are noted.We advise Sassé&o follow formal risk acceptance procedures until it can testthe

DRP andsystem failover capability . In future, Sassa should put controls in place tomprove the DRenvironment for the
covid- 19 SRBystem. This willminimise the risk ofthe system being unavailable due tooutages.

4. IT general controls:network security

We identified a number of network security related control weaknesses that could compromise the integrity of its systems
and data.

Recommendations

Due to the confidentialityand nature of the findings, we provideda detailed network security report to Sassa. Management
should ensure that the recommendations provided on thedetailed report ar e implemented.
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h Oi gesporse
Sassahas agreed to address the reported observations and is working to implement the agreed actions by their respective
due dates.

DISTRIBUTION OF FO®BRCELS

KEY AUDIFINDINGSAND OBSERVATIONS

5. Inadequate planning, guidance and record keeping

Inadequate planning, guidance and inadequate record keeping gave rise to the following deficiencies during the use of the
manual process by the different regional offices:

Inadequate control over applications and distributions

The shortened application form was not designedo include a date of application and approval of the application. As a
result, application dates were not recorded on the application form to enable review of the May 2020 cut- off to provide
covid- 19 food support. Inadequate segregation of duties waslso evident in instances as approvers were not all designated
to approve the applications, or the same person both completed and approved the application.

More than one food parcel was ordered and/or distributed to the same beneficiary due to inadequate oerd keeping in the
approval and distribution of food parcels.

More than 4000 approved beneficiaries in the Northern Cape region did not receive their food parcels because the regional
budget was depleted and the process was not sufficiently controlled o limit the number of applications to the budget
available. Sassa also did not make a timely request for additional budget to provide food support to these approved
beneficiaries, despite budget being available in the programme.

Inadequate control over replacements

Some initially approved beneficiaries were replaced because they could not be traced, they were deceased, etc. However,
in most instances the reasons for the replacements were not documented and there was thus no audit trail available to
support the change in beneficiaries.

Inadequate control over approval and rejections

Regions provided food parcels inconsistentlybecause the standard operating procedure (SOP) did not specify the number
of food parcels that could be distributed to a single begficiary. This resulted in some beneficiaries only receiving one food
parcel during the pandemic while others received more than one. The regions also interpreted the criteria included in the
SOP differently when considering applications for approval. As sich, some beneficiaries receiving a caregiver grant, child
support grant and foster care grant also received a food parcel while others had their applications rejected.

Some beneficiaries received an old age or disability grant in ApriR020as well as afood parcel as part of covid 19 relief.
This was not in agreement with the categories of clients to be assisted according to the SOP.

Applications were rejected without the reason for rejection being recorded on the application form, as required by the SP.
Recommendations
The accounting authority should:

A provide sufficient and appropriate guidance and instructions, including an updated SORp facilitate consistent
distribution of food parcels between regional offices
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A infuture, assess the risk associatedwith following a specific process before implement so thatproper record keeping
can be donen a timely manner to support complete relevant and accurate available information for the planning and
management of the SRD foodlistribution

A review applications to ensure theycomply with the criteria and guidance beforethey are approved

A assess the needfor eachregional office and district before setting the budget to ensureconsistent food parcel support
is being provided

A implement control over daily processes to ensure that districts remain within their budget allocations

A prioritise finalising the Socpen capturing so that all applications, orders and distributions can be reconciled.

h Oi gegporse

ZAEEA+ E -8f AGEUUO Wi gé gateplarmingAad théhagdhcydid daf hatkaime tapforithd AOU & h

pandemic. She further indicated that Sassahas learnt from this pandemic, which was the biggestthe agency has ever faced

and which affected boththose providing support andthose being assisted. Sassa notedthe lessons learnt and will improve
the legislation, policies, procedures, guidelines and systems so thatt is better prepared to respond to a pandemic of this
magnitude. The agency will also take the following additional corrective actionsn future:

A Management has agreed thatSassa will usevouchers and cash transfers in future rather than providing food parcels
to reducethe risks and close the gaps identified.

A Management will ensure that similar findings are avoided in future by reducingmanual interventions as much as
possible and implementing systemsto track applicants to prevent duplicate assistance, which is not legislatively
supported.

A The regions willreceive assistanceto further investigate the specific officials linked to identified anomalies andto
institute consequence management, where indicated.

hOi gCEE+ EUEe CAEU
Although the CEO disagreed that planning was inadequate, she also indicated that Sassa did not have time to plan, which

supports the finding. As some elements of ganning were found but not always documented, we concluded that the
planning was inadequate.

6. Inadequate monitoring and reporting on food parcel distribution

We identified that monitoring activities were deficient in most regions as adequate information wa not available to track
the distribution of food parcels from request to distribution. We also found differences between the detail register and the
information reported to the relevant structures as the reported information was not reviewed to ensure that it was
accurate, valid and complete This was because Sassaolicy and guidance did not includedefined monitoring processes to
be undertaken specifically during the covid- 19 food parceHistribution. By 27May 2020, Sassa had not reported on
approximate ly 50% of the food parcels that had already been distributed. Rejections were also not accurately reported, as
some approved applications were reported as rejected.

This could have been prevented if managementad implemented monitoring controls and reconciliations between
approved beneficiaries, food parcels distributed and uncollected food parcels.

Recommendations

The accounting authority should piovide sufficient and appropriate guidance and instructions to facilitate adequate
monitoring and accurate reporting . Sassa should also institute poper and timely record keeping to support complete,
relevant and accurate available information and reporting.
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h Oi gesporse
Sassa agreed with the findings and indicated that it did the best it could under vedjfficult circumstances, using a manual
system and having a limited staff complement available The agency committed to revise thepolicy to include pandemics as

big ascovid- 19 Sassaalso indicated that itwill prioritise capturing and reconciling Socpen and manual databy the end of
October 2020.

7. SROD relief parcels ordered not supported by detailed beneficiary lists

We identifiedeeECYy géU zZiyecCeC EUci CArE Gfi Eg Ceae 25XBRErgiefpdicElaid)Ag géAg
total cost of R351million by 1IMay2020.
SRD relief parcels for the Limpopo regionwere ordered in round quantities, without exception.Because SRD relief parcels

have to be ordered based on an approved list of beneficiariesye requested supporting documentation for asample of
payments to service providers. However, no beneficiary lists were provided to supportthe requisitions.

From the supporting documentation provided, it appears thatthe Limpopo region ordered SRD relief parcels when the
previous stock had been deleted. This practice contradicts the requirements of the SORwhich states that SRD relief
parcels should only be ordered based on an approved list of beneficiaries.

Not ordering the SRD relief parcels based on an approved list of beneficiariegaised arisk of fraud becausethe need for
the SRD relief parcels could have been inflatedThis could have been prevented if managemertiad enforced the existing
controls to procure food parcels based on approved beneficiary lists.

By enforcing the existing controls set out inthe SOP, management could have prevented food parcels from being procured
in bulk instead of being orderedbased on the approved list of beneficiaries.

Recommendations

Sassa should introduce strict measures to ensure compliance with the SROSOP ando monitor this compliance.
h Oi gegporse

Sassaagreed with the audit finding.

The region operated with minimal staff because of théockdown announced bythe president in March2020. The region also
received applications for SRD froma number of different platforms , including the Department of Social Development
municipalities, non-governmental organisations , faith- based organisations, telephone, etc. Based on the high volume of
applications received at that time, management opted not to wai until everyone on the listhad beenscreened and verified,
but to rather order 1000 parcels based onthe weekly applications from the districts that had beenreceived at the time.

The reason for this decisionwas to:

A efficiently provide SRD food parces to qualifying beneficiaries

A ensure that undue hardshipwas addressed as soon as possible

A avoid large volumes of food parcelsbeing delivered to offices at once (storage and security of goods)
A address staff shortages in administration, transportation and distribution of food parcels.

The region managed prchases so that all foods purchased were distributed to eligible beneficiaries once their
applications had been approved andarranged deliveries so that food parcels were distributed immediately and notstored.
Proper acknowledgement of receipt from beneficiaries was retained as and whenfood parcels were delivered.

Sincethe introduction of the SRD gant, the region is no longer issuing food parcels
Sassais currently using the normal SRD procedure for gualifying beneficiaries.

Sassa did, however, commit to investigate the anomalies we identified in the food parcel distribution process
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8. Other forms of SRD procured

The North West region procured other forms of SRD(vanity packs)and not only food parcelsas was stipulated in the SOP.
The total value of such procurement was R13300.

This practice contradicts the requirements of the SORwhich states that SRD assistancemust be limited to food parcels.

By procuring vanity packs instead of food parcels, theegion did not use theSRD budget allocated for thecovid- 19 period
for its intended purpose. By implementing effective monitoring controls , management would have been able to detect that
the SOP requirement touse the allocated budgeted funds for their intended purpose was not adhere to.

Recommendations
Sassashould introduce strict measures to ensure compliance with the SRD SOP antb monitor this compliance.

h Oi gesporise
Sassaagreed with the finding as it reflects non- compliance with the SOP issuel for the response to the disaster. However,
particularly in the initial stages of lockdown, there was confusion about the role of the Department of Social Development
(both nationally and provincially) in supporting emergency shelters ,which had been setup to house the homeless in an
effort to limit the spread of the virus. Sassadid procure some items other than food parcels to assist with basics, which was

out of the SOP for theSassaintervention. This wasbecausethe sector was trying to respond to the abnormal situation and
providing this assistance was in line with the SRD policyhat applies under normal circumstances.

Purchasing other items did not cause he regionto run short of funds or prevent it from distributing food parcels.

Sassa indicatedthat district staff will be trained on related SRD policies, including all deviations as directedso that it will
remain compliant at all times.

9. Procurement of food parcels: poor planning of the procurement process

The bid process for the supply and isging of SRD relief parcels in six regions was initiatel in 2019 as the previous three

year contracts were due to expire. The bid process was subsequently cancelled due to challenges experienced. This led to a
late request for the bid validity period to beextended. Following approval fromthe National Treasury on 3Uanuary 2020to
deviate from the competitive bidding process in the interim, on 18larch 2020 Sassa entered into a quotation process and
requested quotations from the suppliers that passed functionality during evaluation of the cancelled bid to ensure

continuity of services. Suppliers were subsequently appointed between 30March 2020and 6April 2020to supply and issue
SRD relief parcels in six regions until 30June 2020.

We identified severalindicators of poor planning in the initial competitive bidding process:

A Bid 08/19/GA closed o5 July 2019. Theid evaluation committee (BEC) only begantheir evaluation on 5August 2019,
which resulted in a one-month delay in evaluating the bids. Since 2 708 bids had to be evaluatedSassashould
reasonably have foreseen thatdelaying the evaluation process by a monttmay have resulted in the bid validity period
needing to be extended

A From the SRD project plan indicating the planned activities between th closing date of the bid and date the BE@gan
their evaluation, we noted activities that could have been finalisedbefore the closing of the bid.

A According to the SRD project plan, it was envisaged that the BEC would have presented their evaluation re®to the
bid adjudication committee (BAC) a week before the bid validity period expired. The SRD project plan therefore did not
provide adequate time for the BEC to address potential issues that could have been raised by the BAC.

A Sassa did not correctlycalculate the bid validity period of 90 days. By the time the bidders were requested to extend
their bid validity period, this period had already expired.

34 SecondEeé UT i Au EUeCEg CA géuU ael’AAﬁc&vid-A%init&ti&e&AgUP'ZUqé'sg' Cae c¢Ci



A Bidders were only given a day to extend their bid validity periodsThe request was also sent on a Fiday after 18:00, and
bidders were expected to respond on the Saturday. Only 825 bidders responded time, which should have been
expected as bidders were not givenenoughtime to respond.

Based on the indicators mentioned above, it is evident that mnagement did not take into account the period required for
the bids to beevaluated. Thispoor planning led to the bid validity periocheeding to be extendedand, ultimately , to the bid
being cancelled. This, in turn, resulted in Sassa having to enter into auqtation process to ensure continuity of services.

The deviation, or quotation process, that wasollowed for the appointment of service providers to supply and issue SRD
parcels for the Eastern Cape Gauteng, Mpumalanga, Limpopo, the Western Capeand KwaZulu- Natal was aresult of the
poor planning of the competitive bidding process.

The poor planning of the procurement process led to the supply chain management (SCM) system being exploited and is in
contravention of procurement prescripts.

This could havebeen prevented if controls had beenimplemented to support proper planning for the tender process, taking
into account the required timelines to complete the procurement process.

Recommendations

The accounting authority should ensure that proper planningis done for competitive bidding processes and that BEC
evaluations start as soon as possible after the closing date of the bidso that bid can besvaluated well before the end ofthe
90- day validity period.
Theaccounting authority should take all reasonable steps toprevent the SCM system beingexploited.
h Oi gegporse
Sassadisagreedwith the factual findings.¢ € U A¢ UAT J+ E E UE é CA E Thei[SRD]was®ah®f thip 20390 C 4 4 C1J |
demand plan, Sassa did not start with a request for deviationA due SCM process was undertaken and a bid for this service
was advertised twice but later cancelled based on legitimate circumstances. The evaluation was undertaken and
completed during the validity period however the management of extension of bid vatlity period was a result of

misunderstanding around roles and responsibilities between [BEC] and other staff within Supply Chain Management
department, a matter management is correcting. This cannot be classified as poor planning

Auditorsrresponse

Wemaintain that, based on the various issues identified abovethe competitive bidding process undertaken bySassawas
poorly planned, which exploited the SCM system and necessitated a deviation.

10. Procurement of food parcels: possible collusive bidding

As indicated above, Sassa entered into a quotation process and requested quotations from those suppliers that had passed
functionality during evaluation of the cancelled bid. We identified fivgpossible restrictive horizontal relationships between
bidders that had already tendered for the competitive bidding process. Seven suppliers participating in four of these
identified horizontal relationships were subsequently invited to also submit a quotation as they had passed functionality
during evaluation of the compditive bidding process.

It appears that the bidders madea misrepresentation on the SBD9 form submitted for the competitive bidding process, as
they declared that they arrived at their accompanying bid independently and without consultation, communication
agreement or arrangement with any competitor regarding the quality, quantity, specifications, and conditions or delivery
particulars of the products or services to which the bid invitation relates.

Two of the bidders that appeared to have been in the saarestrictive horizontal relationship went on to be appointed in the
same region when the quotation process was finalised. Furthermore, three bidders that possibly participated in such a
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restrictive practice, but that were not necessarily in a horizontal relationship with one another, were also appointed in
various other regions.

This could have been prevented if controldhad beenimplemented to identify possible collusive bidding practices during the
bid evaluation process.

Recommendations
The BEC membershould be aware of the risk irdicators for collusive bidding.
Theaccounting authority should take all reasonable steps to prevent abuse of the SCM system.
Sassa should investigate thepotential collusive bidding and report it to the Competition Commissia.

h Oi gegporse
SCM is a highly regulated environmenthat requires all parties to guard against conflicts of interest. As the aistodian of the
laws regulating this environment (Public Finance Management ActPreferential Procurement Policy Framework Act, their
regulations and implementation guides;instruction notes), TheNational Treasury has put in place controls to prevent such
challenges. These controls includeSBD4 (declaration of interest to determine conflict of interest), SBD6.1(disclosure of

subcontracting ), SBD8 (history of the service provider) and SBD9 (collusion detection). These forms are compulsory
forms that must be completed in full and submittedbefore any award of the bid.

Sassa noted thefinding andwill investigate all findings relating to possible collusion andtake action, including reporting to
the Competition Commission and blacklisting companies.

11. Procurement of food parcels: unfair evaluation during quotation process

We noted oneinstance where abidder was unfairly invited to quote for he supply and issue of SRD, on@stance where a
bidder was unfairly excluded from the invite to quotefor the supply and issue of SRD, and oriastance where a bidder was
not appointedbecause price and preference were unfairly evaluated. This could have been prevented if the existing
controls within the SCM environment regarding bid invitation and evaluation were applied in a fair and consistent manner.

Recommendations
The BEC should ensure that evaluations and scoring are accurate, faand consistent.

The BAC should adjudicate iols to ensure that the evaluation and scoring is fair, consistent and correctly calculated and
applied.

h Oi gedporse
Managementdisagreed with the finding that Sassaunfairly invited a bidderto quote forthe supply and issue of SRD. The
bidder's capacity and capability wereevaluated and confirmed duringevaluation of the competitive bidding process, which

was not awarded but cancelled The procurement strategy option selected was to consider service provders whose
capacity and capabilityhad already been established.

Sassadisagreed with the finding thata bidder was unfairly excluded from the invitation to quote for the supply and issue of
SRD fora period of six months. Sucha period will allow the open bidding process to be initiated and finalisedThe quest was

to have a database from which quotes could be sourced. The numband allocatonCese EUE1 i T U éECiI i OUEE
decision. Therefore, not requesting a quote froma particular bidder cannot be regarded as a noncompliance. Sassa could

have used fewer or more suppliers per region as long as the service providers invited to quote were included in the list of
service providers reflected in the BEC reportfor the competitive bidding process andhad passed functionality.

Sassadisagreed with the finding that a bidder missed out on being appointed because price and preference were unfairly
evaluated. The service provider should havebeen disqualified for not quotingaccording to specification (note that the
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implication of this is irregularity as well) and cannot changethe total offer at the time of confirming if the priceis still valid.
The service provideralso cannot revise the quotation in its favour at the time of conluding the evaluation process.

Auditorsresponse

Because the procurement process for sourcing quotations piggy- backed on the evaluation process of the cancelled bid,
the quotation process cannot be seen as independent from the bid process. By not complying with paragraph 17.2hef
terms of reference, the specific bidder should not have been considered for functionality evaluation, as bidders were
disqualified for not meeting this special condition. The bidder was therefore unfairly evaluated for functionality and should
not have been invited to submit a quotation.

Sassatook an inconsistent approachto inviting all bidders that passed functionality on the bid to quote, and there is no valid
reason for excluding one bidderfrom the invitation, as the bidder passed functionality.

TheBEC sent therequests for clarification of prices by bidders to all bidders when clarity was required. There was an
inconsistent approach to the prices used during the evaluation of different bidders' quotations, and it appears that
paragraph 4.10 ofhe SCMguide for accounting officers/ authorities was not applied in a fair and consistent manner.

OVERALLCONCLUSION

The SRD grant is being paid to approved applicants, taking into account the challenges of finalising the monthly validations
in a timely manner for each approved applicant every month. Some payments to approved applicants were delayed
because the applicants did not provide accurate banking details. Once Sassa has completed all its validation processed, it
should ensure that payments are madeto all approved beneficiaries that have not yet been paid for the months for which
they have been approved as well as for forthcoming months. Sassa should also determine the full extent of the applicants
who were paid but were not entitled to the grant andghould start the process to recover these payments. Sassa is
continuously considering the objections received from rejected applications and will only pay the applicant once they have
provided sufficient evidence that they are entitled to the grant. Sassahould follow formal risk a cceptance procedures

until the monitoring or termination of developer accessto the SRD system ismplemented.

Management successfully implemented the payment of the topup grants and resolved the finding we identified irthe first
special report on overpayments and underpayment.

Sassa has completed the food parcels distribution and must now prioritise finalising the Socpen capturing so that it can
reconcile all applications, orders and distribution. The agency will investigate @ssible collusion in the food parcel tender
processes andtake appropriate action.
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CRE WAGE PROTECTION

@ Purpose of initiative @

Payment of covid-19 temporary
employee/employer relief scheme
benefits for relief to employees and
employers who have closed their
operations, or part thereof, as a result
of covid-19

Focus of our audit

e Temporary employee/employer relief scheme benefit expenditure

- Procurement and contract management

Unemployment Insurance Fund

Budget and expenditure

NEXT
Budget (R million) R40000 >
Expenditure (R million) R37132 R6400 Total expenditureR43532 VENU

m Expenditure as at 31 July Expenditure from 1 August to 30 September

STATUS OF IMPLEMENTATIGDF INITIATIVE

The covid 19 temporary employee/employer relief scheme (Ters) benefit is an intervention by the Department of
Employment and Labour through the Unemployment Insurance Fund (UIF) to compensate employees who find themselves
temporarily unemployed during the lockdown period due to the national disaster caused by covi€l9. Employers that have
had to close their operations, or part thereof,because of the pandemic qualify for the covid 19 temporary relief benefit.

The fund coninued to process and pay claims during the period under review, as the demands from the beneficiaries

continued to put pressure on the fund. The intervention has been extended toclude all claims submitted by

150ctober 2020, although payments will continue until December2020.

Thefund is using our first report as acritical tool to reflect on its overall control environment to identify areas for

improvement. The fund has made noticeable progress in implementing commitments made from our first report and

continues to attend to the remaining deficiencies.One of the key riskshat remains is the possibility of misrepresentation
by employers, which should bemitigate d by the post validation processes, which hadyet to commenceas at the time of

auditing.
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UIF TERS RECOVERED

It is encouraging to note that, as at Octobe2020, the fund has recovered about R3,4illion of the funds that may have been
disbursed incorrectly. The reasons for these incorrect payments vary and in many instances resemble the defi@ncies we

reported in the first special report. These include:

A

Do o Do e Do Do I D>

paid for more days than the period of inactivity

claimed for incorrect period

company indicated incorrect salaries on the application

employee(s) received partial salaries during lockdown

employee(s) received full salaries during lockdown

employee(s) received maternity or sick benefits

employee has a passport and was paid twice

claimed for employees who are no longer employed by the company
duplicate payments for the same period.

Summary of recoveries (as reflected by UIF records)

May2020 159406 374,61
June 2020 426230452,14
July 2020 293606026,33
August 2020 110302960,52
September 2020 1423186487,93
October 2020 88899715,61
Total 3492832017,14
ANALYSE OF REJECTIONS

We performed an analysis of the claim rejections for the Ters benefit applications and identified a total of 7684 rejections

based on reasons that include:

A
A
A
A

employees that received afull salary during the lockdown period

no identity number on application

incorrect identity format on application

applicant has an active claim withthe UIF, deceased employee, invalid branch code.

The majority of the rejections (302644, or 42%) were for employees who applied for the Ters benefit despite reseng full
remuneration from their employers during the lockdown period. There were also 11863 rejections for applications that did
not include identity numbers and 81325 rejections for applications with identity numbers that were incorrectly formatted.
The remainder of the rejected applications were mainly those with fraud risks indicators, such as deceased individuals and

inmates. We audited selected rejections to confirm their validity and identified no unjustified rejections. On further

engagements with management, we noted that the onus is on the applicant to check the status of their application on the

system. Where the claim has been rejected, the applicant is expected to respond to the matters raised. We noted the delay

in the call centre responserate, which resulted in a delayed resolution of queries.
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AGING OF CLAIMS (BTARCH2020* 20 OCTOBER0Z20)

WU AAAGIEUO géU =hAOrE &AJyUAg OAgA gC OUGUEYI AU géU gREAAEC

which the claim is submitted. The table below shows an analysis of the number of claims at different application stages, as
well as the corresponding amounts paid. The application date refers to the date on which the application was captured on
the claims system and the payment ate refers to the date on which the claim was finalised and paid to the claimant.

Number of claims by application stage and amounts paid

Application within 30 days 1B20296 49355332771,42
Application 30* 60 days old 46977 197269950,33
Application 60* 90 days old 21 92011,15
Application date after payment date* 2433 431217,79
Application date same as payment date 275275 1194470324,38
Total 11645002 50751476275,07

*We identified from analysis of the payment data thatas at 200ctober 2020, there were 2433 claims for which the application date was
after the date of payment to the claimant.

At the date of this report, the investigations relating to the findings raised in the first speial report were still in progress.

AUDIT STATUS

AUDIT PROGRESS

The UIF had to suspend payment of the Ters benefit to improve the operating systems. Our audit had to take this process
into account and was therefore delayed. The UIF had developed an actiplan to facilitate the required improvements
relating to the Ters payments and we have considered the progress made against this action plan. For the audit for this
report, we focused mainly on following up on the commitments made by the UIF in response the deficiencies we
identified and reported in the first special report.

The fund submitted on its progress on the audit action plan on 23 Septemb&020and we once again reviewed the
adequacy of the control environment and system enabled controls. We dso used computer- assisted audit techniques
(CAATS) on payments made froni0July 2020up to 200ctober2020. However, we know that some of these transactions
would have been processed before management implemented the control activities or planned actionsnd we identified
similar findings to those we reported in the first report. We continued to perform employer verifications at selected
companies across the country and our key observations from the visits are contained in this report.

As we reported in te first special report, in making payments, the UIF depends on the accuracy of the declarations and
information submitted by the claimants (bargaining councils or employers), which exposes the fund to the risk of paying

fraudulent claims. This risk was increased by the coverage of the Ters benefit being expanded to include employees who

were not registered with the UIF prior to the covid 19 pandemic. To respond to this exposure, the fund designed pest

validation processes to verify the claims paid out. Hovever, as at the date of this report, this process, which includes the
verification of employer and employee employment information, had not yet started. We will follow up on the progress

yAOU i A iyeuUyUAgi A¢c YAAAcUYyUAgr EitT CyyigyUAg i A geu ACEYyAU
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AUDIT OBSERVATIONS

1. Inadequate verification of employer details
Progress on previous commitment as indicated by management

We reported in the first special report that the fund used only the UIF reference number to verify the registration status of

employers, which posed a high risk of manipulation of the application process and exposed the UIF to financial loss. We

EUT CYyJyUAOUO géeAg géeU =hAO AUEC hEU CgeéUE hAi &hU OUgAiGE' EhRI
Commission (CIPC) numbertelephone number and email address, to authenticate the employer.

The fund indicated that it had improved the controls for the covidl9 Ters benefit and that the verification process now

includes validation of the following key elements:

A Enterprise number

A CK or CIPC number

A Identity number (non- profit organisations)
A Trade name.

The fund also indicated that bank verifications are conducted daily and the results are posted on the application portal,
which was implemented on 27July 2020.

Audit observations on follow up

The system development was tested and launched on the live system on 6 Septemb2020. The fund strengthened the
control environment by implementing a functionality that requires employers or bargaining councils to capture additional
informatio n (i.e. enterprise number, CK or CIPC number, identity or passport number for neprofit organisations or trade
name). This additional information is used to verify employers and banking details. Although this enhancement is effective
for employers that are registered with CIPC, this control was not sufficient for bargaining councils or employers that were
not registered with CIPC, as there was no validation performed against other external sources, such as the Department of
Social Development for non profit organisations, to confirm the existence and validity of these entities. Therefore, the risk
that remains relates to those employers that are not registered with CIPC.

Response by management

For bargaining councils, and for employers with no CIPC numbersthe fund conducted manual bank confirmations with all
the banks. For trade names, specifically, the fund will pursue an automated process with the Department of Social
Development and will conclude this process by 30November 2020.

hoi gCEE+ EUEe CAEU
Manac Uy UAg+ E éECEeCEUO ECuhgi CA Wiau EUEeCAO gC geéeUlU EiE+ Ca UYyE
Development, However, management should investigate further solutions that will cover the employers that are not

registered with the department. In relation to the process of verification for bargaining councils, we recommend that the
fund integrate its information with the database held by the Department of Labour and Employment.

2. Lack of verification of applicant representing employers
Progress on previous commitment as indicated by management

We reported in the first special report that the application system did not prohibit a single applicant from representing and
submitting claims on behalf of multiple employers or bargaining councils. The fund ale did not corroborate whether these
representatives were duly authorised to represent the employers or bargaining councils they purport to represent.
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The fund indicated that in instances where a claim was made by the representative, the system only alloviisr the identity
number of the representative to be captured and an authorisation letter to be uploaded for the number of claims lodged by
the representative. Payment of the Ters claims is also only released to the employer, employee or bargaining couneil E
banking details after bank verification using the following controls:

A CK number

A Identity number

A Foreign national * passport number
A Tradename.

Therefore, no payments will be processed to company representatives. The solution went live on Ily 2020.
Audit observations on follow up

At the time of testing on 26 and 2@ctober 2020, weidentified that the system for uploading applications for the Ters benefit
did not have the functionality that allows an authorisation letter to be uploaded. Therefore, th enhanced functionality that
management referred to does not address the weakness reported and the control deficiency remains.

Response by management

On 4November 2020, the fund deployed a functionality that allows applicants to capture personal detailsand upload signed
letters of authority. The fund planned to send bulk email letters to employers on 8lovember 2020to inform them that they
needed to attach the letter of authority on the online platform.

hoOi gCEE+ EUEe CAEU

pU ACguUO y AAAc Ug ahadgill aSsess theimpldnidtion of the corrective actions as part of the normal
annual audit.

3. Inadequate system functionality for bank confirmation of uploaded documents
Progress on previous commitment as indicated by management

We reported in the frst special report that the system used to receive Ters benefit applications did not check the banking
details of employers or bargaining councils against the bank confirmations that applicants submit upon registration.

The fund indicated that it had autmated the bank verification process for employers and employees and that the
verification process is conducted daily and the results posted on the application portal.

Audit observations on follow up

We identified that the system functionality to verify upbaded bank confirmation letters had not been implemented.
However, the fund introduced a secondary control in the form of bank verification. We tested the secondary control and
found that while it was sufficient for verifying bank account numbers for employers registered with CIPC, it was not
adequate for verifying the account numbers for bargaining councils and employers not registered with CIPC.

Response by management

For bargaining councils, the fund conducted manual bank confirmations with all the bank$or employers with no CIPC
numbers. For trade names, specifically, an automated process will be pursued with the Department of Social Department
and the fund will conclude this process by 30November 2020.

It is not feasible for the fund to implementAdobe at this point in time, but its mitigating control is the bank verification
process with Absa.
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hoi gCEE+ EUEeCAEU
Without an adequate process to verify all employers (not just limited to those that are registered with CIPC) and bargaining

councils, itis critical that the fund implement a functionality to validate the bank confirmation letter against the details of
the employers and bargaining councils.

4. Lack of verification of employee salaries submitted during benefit claims

Progress on previous commitment as indicated by management

pU EUBCEgUO i A géeU e«i EEg EeUI i Au EUeCEg geéAg geU EJEgUy hEUO
EAGAE] AYyChAgE OUI UAEUO CA géU CUEE Aéeeéeui | Agthe@i pridtddieAEg ¢ é U
covid- 19 pandemic.

The fund indicated that it had completed and implemented the change request for salary verification for lockdown level 4.
The solution was tested and went live during the application process for lockdown levels 4nd 5.

Audit observations on follow up

We confirmed that management has implemented the functionality to verify the salaries for the employees registered with
the fund prior to the covid 19 pandemic. However, management should further enhance the preventate controls relating
to employees who were not previously registered with the fund.

Response by management

Consideration was only given to employee salaries that were already declared with the fund, since salaries declared with
the South African Revenue ®rvice (Sars) are not considered as contributory salary as per Sars guideline document.
Further checks and balances will be performed through the follow-the- money process. Sars verifies all salaries declared
by the employers registered for PAYE.

h Oi geépbrise
Follow up audit work will be performed on the outcome of the verification to be conducted by the fund as part of the follew

the- money process. However, it $1ould be noted that the fund hadhot provided the commencement date for this processat
the time of auditing.

5. Lack of consideration of salary portion paid by employer in the calculation of payout for initial
lockdown period

Progress on previous commitment as indicated by management

We reported in the first special report that the Ters system ¢ not consider the salary portion paid by employers to
employees for the initial lockdown period, (27March 2020to 30April 2020) when calculating the benefit due to the claimant.

Management indicated that the change implementation date for the controenhancement was 22August 2020.
Audit observations on follow up

Based on the work we performed on application controls on 26 and 2@ctober 2020, we confirmed that the system has
been improved to deduct the portion of salary paid by an employer to an empfee during the initial lockdown period when
TAGT haAgi Ac A TUuAiyAAgrE 8AJChg:
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6. Incorrect system calculations of the Ters benefit payment for the initial lockdown period

Progress on previous commitment as indicated by management

We reported in the first special report that, for payments made between 2March and 30April 2020, the system used a
EGAAOAEO ucCi +OCWUA @UEiCO Ceae w' OAJE gC TAuWIhuAguU géU 1 UAUei g
inactivity was less than 35 days.

The fund indicated that it developed a process to identify discrepancies between the amounts due and paid to claimants to
verify the salary and the lockdown period declared by the applicant on the system.

Audit observations on follow up

We tested the system configurationfor calculating the claimant lockdown period and confirmed that it worked correctly.
We also noted that the fund is in the process of recovering overpayments from employers.

7. Applicants that are below the legal age of employment
Progress on previous commitment as indicated by management:

In the first special report, we identified individuals who were paid the Ters benefit but were below the legal employment age
of 15 years.

Management indicated that the matter was reported to the departmental inspectorate the UIF reference numbers for the
affected employers were blocked on the application system and a formal letter requesting confirmation of the minors was
sent to the South African Social Security Agency (Sassa). Management also indicated that the matteidentified would be

i AlUEgi ¢cAgUO geéEChgé geU =hAO+E (1 AgUEAAGU éECI UEEUE:
Audit observations on follow up

Weidentified that a functionality had been introduced to block all employees identified in relation to claims for individuals
below the legal employment age of 15. We also noted that the enhanced functionality detects and prevent persons younger
than 15 years from claiming or receiving Ters benefits. The system generates an error for transactions relating to those
below employment age and prevents suchusers from proceeding with their applications.

Management indicated that the change implementation date for this control was 2August 2020.

We identified 30 claims amounting to R10¥60 that were paicdetween 10July 2020and prior to the control implementation
date and no exceptions after the control was implemented.

Response by management

The claims referenced were all paid prior to the implementation of system controls on21August 2020, showing that
adequate controls were implemented. These cases wil be referred to the Inspection and Enforcement Serviceunit at the
Department of Labour and Employmentfor further investigation.

hoi gCEE+ EUEe CAEU
TT1TCEOi Ag gC yAAAgUYyUAgr E EUEECAEU" ¢géuU «hAO0 iyewdigdAguo geuU
below the legal employment age on 1August 2020. However, the manual log register of system enhancements shows the

implementation date as 21August 2020. The fund should investigate the claims paid prior to the control implementation
date of 21August 2020.
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8. Deceased individuals were paid Ters benefits
Progress on previous commitment as indicated by management

We reported in the first special report that individuals who were indicated as deceased in the home affairs database were
paid the Ters lenefit.

In response, the fund indicated that it had submitted a copy of the coviil9 Ters database to home affairs to verify and
update the dates for deceased individuals and to validate identity numbers. The feedback received from home affairs
indicates that a script was run on the covid 19 Ters database to identify any applications for employees who were deceased
prior to and during the lockdown period. The fund also submitted the results to the Risk and Fraud Management unit for
further investigation an d for the profiles to be blocked on the system.

Audit observations on follow up

Weidentified that a change request was also implemented and all affected employees were blocked on the cowd9 Ters
system until all investigations have been finalised by theRisk and Fraud Management unit. The investigation is in progress
and a case has been opened with the South African Police Service. All claim processing and payments for all the lockdown
periods were put on hold until the recommended system controls were mplemented. The system functionality has been
enhanced to detect and prevent claims for Ters benefitbeing submitted for deceased individuals.

Management indicated that the change implementation date for this control was 2August 2020. We identified 1%54 claims
amounting to R65331997 that were paid prior tothe implementation date.

In addition, we identified 87 claims amounting to R34882 that were paidafter the implementation date.
Response by management

The fund blocked all affected identity numlers on the Ters system while it investigates these exceptions. On
21September 2020, the fund also implemented controls to prevent this from recurring in future.

The payment dates of the deceased identity numbers were before the implementation date of theystem controls and the
fund has not paid any Ters benefits to deceased individuals after 21 Septemb2d20.

hoOi gCEE+ EUEe CAEU
pU ACguUO yAAAgUYyUAg+r E EUEEeCAEUE: KCHUI UE® ATTCEOi Ag gC geéuU
the fund corfirmed that this control was implemented on 21August 2020and we identified exceptions both before and after
the control implementation date. The fund should therefore investigate the effectiveness of the control to prevent this from
recurring in future.

9. Individuals with invalid identity numbers
Progress on previous commitment as indicated by management:

We reported n the first special report that individuals who had invalid identity numbers when checked against the home
affairs database were paid the Tes benefit.

In response, the fund indicated that it had submitted a copy of the covi@l9 Ters database to the Department of Home Affairs

for verification purposes. As a long-term solution, the fund will develop a direct/live link with home affairs for immediate

| UEi @i TAgi CA Cae Aeeuiil AAGEr i OUAgi g ARyl UEE AAO BAEE&CE(
claims processing and payments for all the lockdown periods were put on hold until the recommended system controls

have been effeced.
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Audit observations on follow up

Weidentified that the identity number field is a mandatory field and certain reasonability tests are configured on the field to
check that, for example, thefield has exactly 13 characters that are digits. The fund saalso implemented validation against
the home affairs database before payments are made to test the validity of identity numbers, whether identity numbers
belong to deceased individuals, etc. The home affairs database is updated daily. The system functidity has been
enhanced to detect and prevent individuals with invalid identity numbers from claiming Ters benefits. Management did not
provide the change implementation date for this control. The CAATSs testing we performebetween 10July 2020and

22 October 2020identified that 1607 claims amounting to RB04 021 were paid to individuals with invalid identity numbers.

Response by management

The fund blocked all affected identity numbers on the Ters system while investigating these exceptions. On
21September 2020, the fund also implemented controls to prevent this from recurring in future. Of the total exceptions we
identified, we found 102 of the employees who were paigere in the funds citizen table, which means that ther identity
numbers had been vdidated by the Department of Home Affairs. These employees have been declared by their employers
and have declarations to validate them. A further two employees who were paid have been verified by Sars/filing and are
also in the citizen table. From our aalysis, we identified no identity numbers for employees who had been paid but were not
in the citizen table.

hoi gCEE+ EUEe CAEU

E 6UE JAAAGUYUAg:rE EUEECAEU" geéeU ah 200 Hyweveriwedngildd geU 1 CAgE
exceptions both before and after the control implementation date. The fund should investigate the effectiveness of the
control to prevent this from recurring in future.

10. Individuals who are imprisoned were paid Ters benefit
Progress on previous commitment as indicated by nranagement

We reported in the first special report that individuals who were indicated as being in prison according to the Department of
Correctional Services (DCS) database were paid the Ters benefit.

In response, the fund indicated that it had submittedhe covid- 19 Ters data to DCS for verification and received feedback

1 CAzi Eyi Ag i Ay Ag UEL9 Teksgldiapdsd The Rediipek WeceivédifromCDCS indicates that a script was run
to identify applicants who were active during and prior to the peiods, using the admission and release dates. Those
applicants that were found to be active were referred to the Risk and Fraud Management unit for further investigation.

Audit observations on follow up

Weidentified that the fund had implemented a changeequest and all affected identity numbers were blocked on the covid

19 Ters system until all investigations have been finalised by the Risk and Fraud Management unit. The fund also

implemented a functionality on the covid 19 Ters admin portal to verifyideg i g 3 Ahy1 UEE AAO 1 e&Ul + geU ¢
date. No application is considered prior to the release date.

The fund put all claim processing and payments for all the lockdown periods on hold until the recommended system
controls were implemented. The fund has sourced data from DCS (inmate data up to &ptember 2020) and has
implemented a new control to validate claims against the database before payments are made. Matched applicants are
rejected and blocked from receiving further payment.

Management indicated that the change implementation date for this control was 1&eptember 2020. However, the CAATs
testing we performed identified 18 exceptions amounting to R8303 that were paid prior to the enhanced control
implementation date

We also identified that 11 claims amounting to R3@92 were paid after the implementation date.
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Response by management

Management had searched for the highlighted identity numbers in the data set received from DCS and was unable to find
them. A screenshot was provided to supprt that none of these identity numbers formed part of the list received from DCS
on 15September 2020. As the payments only went up to 15 Septemb@020, these inmates were not yet incarcerated or not
yet on the DCS database. It is possible that these iddty numbers belong to individuals who were detained after the fund
received the file. The fund is dependent on the integrity of the data received from DCS.

hoi gCEE+ EUEe CAEU
The fund has implemented a control to detect individuals who were incarceratediuring the lockdown period to prevent
payments being made to such individuals. However, as per the work we performed on application controls and the results

of the CAATSs testing, the control was not effective. The fund should investigate the lack of effaatness of the control to
prevent this from recurring in future.

11. Identity number same as that of a UIF employee
Progress on previous commitment as indicated by management

We reported in the first special report that a claim was paid to an individual whodd the same identity number as a UIF
employee.

In response, the fund indicated that the matter was being investigated.
Audit observations on follow up

We noted that the fund had investigated the matter and the company had confirmed that the employee haiviously

worked there but had resigned on 1®ecember 2019. The fund employee did not receive the money. The employer refunded
an amount of R4027 that was paid for the employee to the UIF. The fund also developed a business rule to block all UIF
employee identity numbers from applying for the Ters benefit. The system generates an error for transactions relating to
fund employees and prevents the user from proceeding with the application. Management indicated that the change
implementation date for this control was 18September 2020. The CAATS testing we performed identified that six claims
amounting to R48504 were paid prior to the enhanced control implementation date However, ro exceptions were

identified after the control implementation date.

12. Banking details same as those of UIF employees

Progress on previous commitment as indicated by management

We reported in the first special report that four applicants who had the same banking details as UIF employees were paid
the Ters benefit.

In response, thefund indicated that it had conducted a postverification process on these UIF officials and confirmed that
they are registered as domestic employers. The fund also conducted a compliance check of the affected reference
numbers and all UIF employees compliel with the Unemployment Insurance Contributions Act.

Audit observations on follow up

We noted that the fund did not implement any automated controls on the Ters system as UIF employees can apply on behalf
of their employees in their capacity as domestic enployers. Claims are verified manually before payments are made. The
CAATSs testing we performed identified that two claims amounting to R%94 were paid to an individual with the same

banking details as those of a UIF employee.
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Response by management

Thefund implemented a business rule to block all UIF employees. The matter will be referred for internal investigation.
hoi gCEE+r EUEe CAEU

We tested the application control and noted that the system functionality has been enhanced to detect and prevent UIF

employees from claiming the Ters benefit. However, the functionality was not adequate as it did not detect payments to

some applicants that share banking details with UIF employees. The fund should investigate the lack of effectiveness of the
control to prevent this from recurring in future.

13. Double- dipping within UIF
Action taken in response to previous report
We reported in the first special report that there were individuals who were paid both normal and Ters benefits by the fund.

In response, the fund irdicated that it had implemented a functionality to block doubledipping of UIF benefits and will raise
overpayments to all applicants found to have been doubleOi e éi A¢c: ¢éU a&hAOr E 2EARO i AI UEgi ¢/
data analytics for the investigation and the process was at the execution stage.

Audit observations on follow up

LU ACgUO geAg geU =hAO A0 iyeuUyUAgUO 1 Aui OAgi CA T CAgECUE A
are tested against the claims system before paymentsare made and matched applicants are rejected and blocked for

further payment with an error message that the employee is already receiving another UIF benefit. Management indicated

that the change implementation date for this control was 26August 2020andthe CAATS testing we performed did not
identify any exceptions.

14. Individuals sharing banking details
Progress on previous commitment as indicated by management
We reported n the first special report that 12 individuals who shared the same banking detalwere paid the Ters benefit.

In response, the fund indicated that it had automated the bank verification process for employers and employees. The bank
verifications are conducted daily and the results are posted on the application portal.

Audit observations on follow up

We noted that the system generates an error message for instances where individuals are sharing banking details and
withhold the application. A message is sent to the applicant to indicate that the claimant has been blocked on the system.
The applicant can lodge a dispute with the fund to confirm and provide further details, for example, spouses who are
married in community of property and share bank accounts. A compensating control exists in that bank accounts are
validated against owners through the banks. Management indicated that the change implementation date for this control
was 21August 2020. However, the CAATS testing we performed identified that 15 claims amounting to R666 were paid
prior to the implementation date.

We also ideriified that four claims amounting to R13L59 were paid after the implementation date.
Response by management

The system rule blocks all payments to employees made into the same bank account if all employees with same account
information are part of same bach payment. All the highlighted identity numbers are paid into same account, but the
batches are different. A global restriction was not put in place due to employers changing their preferred mode of
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payments as and when required. A solution to proactivey block all duplicate payments will be implemented by
14November 2020to take care of all such occurrences.

hoi gCEE+r EUEe CAEU
Based on the outcome of the work we performed on application controls and the results of the CAATS testing, we
recommend that the fund investigate the lack of effectiveness of the control to prevent this from recurring in future.

15. Calculation- related observations (above maximum threshold and over-/underpayments)

Progress on previous commitment as indicated by management

We reported in the first special report that the fund had paid out incorrect amounts for reasons including payments above
the maximum threshold, overpayments and underpayments.

In response, the fund indicated that it had started conducting a data analytics exercisen the system. The debt collection
process is also in place and the fund is in the process of collecting excess payments made as from 1 SeptemB2620
through the UIF debt collection process.

Audit observations on follow up

We noted that the fund is in th process of collecting the excess payments made and has already collected more than
R3,4billion, as indicated earlier in the report. We also analysed the payments made to identify any excess payments during
the period under review and identified a furthe 842 claims amounting to R&61051 where payments were made above the
maximum threshold.

Response by management

The fund placed all cases on hold from Augus2020and raised the overpayment to all affected employers. It has already
started with the recovery process.

hoi gCEE+ EUEe CAEU
Based on the work we completed on application controls and the results of the CAATS testing we performed, no application
control was implemented to prevent payments above the maximum threshold being made.

16. Unsubstantiated transactions

Progress on previous commitment as indicated by management

We reported in the first special report that some transactions paid could not be reconciled back to the applications on the
Ters system. We also identified transactions on the applicabn system with no invoices.

In response, the fund indicated that the reconciliation between the application and payment systems is performed daily. The
testing is at a point in time and has confirmed that each transaction must have a date stamp. Managentendicated during
our meeting that this was not necessarily the case during the initial phase of the system roflout.

Audit observations on follow up

We could not identify implemented controls to prevent unsubstantiated transactions. The CAATSs testing weerformed
identified eight claims amounting to R495655 that had been paid and could not be reconciled to the applications system. We
also identified two claims amounting to R1749 that were paid without invoices.

In addition, we identified 519 transations amounting to R265760332 that had different amounts on Computron and the
Ters system, which resulted in over and underpayments. Lastly, we identified 1556 transactions amounting to
R825892638 that were indicated as paid but were subsequently ancelled.

50 SecondEeé UT i Au EUeCEg CA géuU ael’AAﬁc&vid-A%init&ti&e&AgUP'ZUqé'sg' Cae c¢Ci



Response by management

The missing invoices in the Ters system are due to unknown connectivity issues with the writer process. The error was
corrected and all eight missing transactions are now traceable on the Ters system. Management indicatechiit the controls
were implemented as from 21 Septembef020.

For the two claims that were paid without invoices, we reviewed the transactions in the system and identified the invoice
numbers for these transactions in the tables. The reconciliation processdoes match and pick up any payment information
not in the payment table from Computron.

For the unreconciled transactions between Computron and the Ters system, we noted that, for the620 total exceptions,
there were 1582 distinct invoice numbers. Thedifference arises from the vouchers that were sent for payment after the

bank cut- off time and were subsequently voided and reissued the following day. There were no duplicate payments and this
is a normal process followed by the fund.

Lastly, cancelled transactions represent payments that failed to upload on the banking system or were rejected by the bank

as the bank accounts failed bank validation rules. The transactions had already been recorded as paid in the cashbook, but

the cashbook paymenthadtobe Ci OUO | Ul AhEU Ceae géU |1 AA=+ E EUBUI gi CA:
hoi gCEE+ EUEe CAEU

Based on the work we completed on application controls and the results of the CAATSs testing we performed, the fund has

not implemented a control to prevent unsubstantiated transactions. The fund ould also not provide us with a reconciliation
between Computron and the Ters system or explain how such transactions are dealt with.

17. Claims with an application date after payment date
Progress on previous commitment as indicated by management
We reportedin the first special report that there were claims that had application dates that were after the payment date.

In response, management indicated that it has introduced a process to track applications and users, including dates of
activity. Identified cases will be referred to the Risk and Faud Managementunit within the UIF for further investigation.

Audit observations on follow up

We completed testing at a point in time and confirmed that each transaction is required to have a date stamp. The fund
indicated that this requirement did not exist during the initial phase of the system roH out. The CAATSs testing we performed
identified 746 claims amounting to R1.99106 that were paid before the application date. All 746 cases occurred before the
control was implemented.

Response by management

The fund has blocked all the identity numbers on the Ters system. The control was implemented onS¥ptember 2020.

18. SCM related findings

Progress on previous commitment as indicated by management

We reported in the frst special report various non - compliances with supply chain management legislation in the awarding
of contracts within the UIF.

In response, the fund indicated that it introduced a probity review process as part of the supply chain management
processes to ensure compliance with the procurement prescripts and that the Special Investigating Unit officials started
the investigation on 7September 2020. The fund also plans to revise its supply chain management policy to include details
of the probity process, which would then be approved for implementation. In addition, a checklist of posaward activities
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will be developed to ensure compliance with the prescripts of the law. Lastly, the matters will be referred to theSpecial
Investigating Unit for further i nvestigation.

Audit observations on follow up

We noted that the fund has initiated a probity review process whereby all procurement is subjected to a comprehensive
review on compliance with all supply chain management prescripts. The supply chain managemetpolicy is still in the draft
phase and has not yet been approved by the relevant authority. However, we found no reference to the probity review
process in the draft supply chain management policy. The investigation is currently underway.

ADDITIONAL ADIT OBSERVATIONS

19. Employer site visits

We reported in the first special report that we had started a process to visit the premises of employers and bargaining
councils to obtain reassurance about the existence and validity of employees and related payments ieived from the UIF
for the covid- 19 Ters benefit. Our audit entailed verifying whether Ters benefits were paid to legitimate beneficiaries.

In response, the fund indicated that the employer will be prioritised during the follow the- money process and thatthe
matter was subject to investigation.

Our observations are as follows:

A For several of the employers, we could not verify (telephonically or in person) employees who were paid the Ters
benefit. Some employers werealso unable to provide employee contrads or appointment letters, payslips, identity
documents, IRP5s, bank statements, etc.

A In some instances, employers could not provide us with evidence that the Ters benefits had been paid to the employees
or that they had refunded the UIF for the overpaymnts.

A We noted differences between the recalculated Ters benefit and the benefit paid out by the fund, and between the
benefit paid by UIF to the employer and the benefit paid by the employer to the employees. In some instances,
employees were paid Ters lenefits below the R3500 minimum wage threshold.

A We noted that some employers made employee deductions on the Ters benefit payments, including maintenance,
transport, UIF contributions and medical aid. As a result, the employees were paid a reduced amount.

However, we noted that the fund hadhot yet commenced with the postvalidation process at the time of auditingto verify
the accuracy of the salary information submitted by the employers or bargaining councils as well as the existence of the
affected employees. The risk relating to the validity of the claims made by the employers, especially those not previously
registered with the fund, remains significant until the post- verification exercise has been performed.

Response by management

Management indicatedthat it will prioritise the selected employers during the follow - the- employer post- verification
EECI UEE" ¢UBgGUOAWIRCHGICAIU =hAO 6AE AeeCi AguO Uigéeg EUEIiTU eE

20. Double-dipping

We reported in the first special report that the fund paid applicants who also received benefits from other state institutions,
namely the national student financial aid scheme (NSFAS), the South African National Defence Force (SANDF), the
Personnel and Salary System (Persal) and Sassa. Were specifically highlighting these payments as they are risk
indicators and must therefore be followed up by the fund to validate the information submitted as part of these specific
claims. This is particularly important given that the fund has not yet $arted the detailed validation processes.
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20.1. NSFAS
Progress on previous commitment as indicated by management

The fund sent a letter to NSFAS to confirm the status of the identity numbers and beneficiary information. In the response
received from NSFAS on Beptember 2020, the scheme indicated that itvas not aware of any restrictions that prohibit a
NSFAS funded student from claiming the Ters benefit. The fund will therefore proceed with the payments in spite of the
claimants receiving student funding.

Audit observations on follow up

The fund continued processing and paying claims from NSFAS beneficiaries. We analysed the Ters payment data and
identified that 1632 NSFAS students who received stipends were paid Ters benefit claims totalling R8 204. The isks
relating to these claims remain significant until the post- verification processes have been performed to confirm the
validity of the information submitted by the employers.

Response by management

Management disagreedwith the finding. NSFAS formally ©nfirmed that there is no requirement for NSFAS funded
students not to receive the Ters benefit and that supporting evidence was submitted for the audit.

hoi gCEE+ EUEe CAEU
LU ACgUO VyAAAGUYVUAgrE EUEECAEU: KCENUI Udghificantubtil tieipdst- E EUGAG T Ac
verification processes have been performed to confirm the validity of the information submitted by the employers.
Therefore, the finding remains.

20.2. Persal & SANDF
Progress on previous commitment as indicated by management

The fundalso sent a letter to the SANDF to confirm the status of the identity numbers and beneficiary information, and
requested a business rule and requirement for SANDF beneficiaries. The fund submitted covid9 Ters data to the
Department of Public Service andAdministration for verification so that it could avoid double- dipping by blocking
applicants and employers who were/are active during the lockdown period (27March 2020to date).

Audit observations on follow up

We identified that the fund had sourced dat&rom the Department of Public Service and Administration (Persal data up to 15
September 2020) for public sector employees (including UIF). The fund implemented a new control to validate claims
against the database before payments are made; matched applants are rejected and blocked for further payment.
However, we identified that the functionality introduced was not adequate as it still does not detect or prevent Persal
(including SANDF) employees from claiming for Ters benefits. Management indicated thahe change implementation date
for this control was 21September 2020. However, the CAATS testing we performed identified that 113 claims amounting to
R602983 for SANDF and 253 claims amounting to R869228 for Persal were paid after the implementaton date.

We also identified 392 claims amounting to R821444 for SANDF and 246 claims amounting to R42655 239 for Persal that
were paid prior to the enhanced control implementation date.

Response by management

Despite numerous communications from the fund to the secretary of defence, the SANDF was only willing to validate the
UIF data of already identified SANDF members as it is of the view that validating the entire UIF data set would breach
national security. The fund thus decided that it would acggt the risk of paying SANDF members and recover the money
once they are identified as such during the forensic audits.

For the 1324 identity numbers identified, management ran the data against theTers rule and foundfour identity numbers
that had payments made after 21September 2020.
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The rule failed to stop these paymentdbecause each of the four identity numbers has twostatuses:

A Resigned
A Active

This meansthat an employee resigned atone department to cash out their pension and wasthen appointed inanother
department as a new employeeThe Ters systemholds the old status and therefore considered the employee tohave
resigned. The integrity of the data is the responsibility of the DPSA and tlfend has no control that it can implement to
ensure that the data provided is correct.

hoi gCEE+ EUEe CAEU
Based on the work we performed on applications controls and the results of the CAATS testing, the fund has not
implemented a control to prevent SANDF members from claiming for Ters benefits. We also identéd that the current
control to detect employees paid via Persal was not effective as it did not detect all Persal employees.

20.3. Sassa
Progress on previous commitment as indicated by management

The UIF sent a letter to Sassa to confirm the status of identityumbers. Sassa confirmed that an individual can work
receiving Sassa grants. The fund will therefore continue with payments of the Ters benefits and provide Sassa with the
extract of the covid- 19 Ters database to determine further eligibility for the gran

Audit observations on follow up

Management indicated that the change implementation date for the control on the old age grant was $&ptember 2020. We
tested the control on 20ctober 2020and confirmed that the system functionality had been enhancedd detect and flag
individuals of pensionable age. The system generated an error for transactions relating to individuals of pensionable age
and prevented the user from proceeding with the application.

We analysed the Ters payment data anidientified 43 668 disability grant recipients who were paid Ters benefit claims
amounting to R15801116.

Response by management

The Department of Social Development indicated that it does not restrict grant beneficiaries from employment, which
qualifies them for UIF berefits. According to the rules ofSassagrants, a recipient of any grant should pass theSassa
means test to qualify for a grant.Sassahas requested, and was provided with, the UIF database to manage this process.
Since South Africa has no legislated retiement age, according to the rules, any person who is part of an employer
employee relationship can access the Ters benefit.

hoOoi gCEEr EUEe CAEU
The risks relating to these claims remain significant until the post verification processes have been performed to confirm
the validity of the information submitted by the employers.

21. Payments to non South African citizens

Progress on previous commitment as indicated by management

We reported in the first special report that payments were made to nonSouth African dtizens whose employers had not
paid contributions for them for the past 12 months. The fund did not confirm whether these neSouth African citizens were
possibly refugees or had valid work permits.
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In response, the fund indicated that the directive issed on 25May2020defined who qualified as a worker and the initiative
was implemented based on this definition. These payments were made in line with the directive, which was also
retrospective.

Audit observations on follow up

We could not identify implenented controls to verify the status of non South African citizens applying for the Ters benefit.
The CAATS testing we performed also identified 29811 claims amounting to RI67827 225 that were paid. The risks relating
to these claims remain significant until the post- verification processes have been performed to confirm the validity of the
information submitted by the employers.

Response by management

In terms of the directive dated 25May2020 Uy é 0 CJUUE E&éChu O ACg 1 U pob-AaknplianEel O
Thus payment was authorised and the compliance unit is dealing with these cases. Payments to noBouth African citizens
have also been placed on hold since 2@ctober 2020, pending confirmation from home affairs.

hoi gCEE+ EUEe CAEU
Based onthe work we completed on application controls, the fund had not implemented any control to verify the status of
non- South African citizens who have been paid the Ters benefit and have not contributed to UIF for the past 12 months.

Therefore, as indicatedabove, the risks relating to these claims remain significant until the post verification processes
have been performed to confirm the validity of the information submitted by the employers.

22. General control environment

22.1. Weaknesses pertaining to the Ters geeral control environment

We found the general control environment hosting the Ters system to be inadequate due to the following control
weaknesses:

A The process followed to manage changes to the system was ineffective, which may result in unauthorised chaeg
being effected in the production environment.

A Segregation of duties for IT users was not enforced, which may lead to users who perform unauthorised activities on
the system not being detected.

A User authentication was not adequate, which makes it easydr unauthorised people to gain access to the system.

Response by management

Management agreedwith the findings and indicated that the time constraints made it impossible for the fund to adhere to
defined and/or adopted practices. Management further indicaed that the fund's database environment was in the process
of being upgraded, which will include an upgrade of the Ters system environment.

Audit observations on follow up

pMU ACgUO yAAAGUYyUAgrE TCyyUAGE AAO hEgUO gdgedidtdrmibjdefmel ¢ C
processes as these procedures do cater for emergencies. We will perform an assessment of corrective actions during the
normal annual audit.

22.2. Weaknesses pertaining to the Ters system implementation

The controls applied during Ters sgtem implementation were inadequate as they did not follow a defined system
development process. Specifically, we identified the following control weaknesses:

A Project governance structures were not appropriate to ensure proper oversight of the project deliverable
A Changes to the system were not managed effectively to ensure that the system is designed in accordance with the
defined business requirements
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A System testing was not effective to ensure thatthe system is functioning as intended, without defects orerrors.
Response by management

Management agreed with the findings and indicated that the time constraints made it impossible for the fund to adhere to
defined and/or adopted practices.

Audit observations on follow up
pU ACguUO y AAAc Uy UA ggedmahagejngntitdensure A ystémis are managed in terms of defined
processes as these procedures do cater for emergencies.

OVERALLCONCLUSION

UIF management has made progress in addressing the weaknesses identified during the audit of automated contrelas
some of the enhancements were found to be adequate. Most of these enhancements were performed during September
and, in most instances, limited claims were processed after the implementation of the enhanced control. Therefore, we
urge management to cortinue to monitor the effectiveness of the enhanced controls and to implement corrective actions
where further weaknesses are identified.

The overall results of our CAATS testing revealed that, in most instances, fewer exceptions were identified after convls
were implemented. This supports our overall assessment of the application controls as having improved.

We urge management and oversight to focus on the following going forward:

A Continuously strengthen the systems by implementing preventative controls to prevent errors and possible fraud

A Intensify monitoring and supervision of the enhanced controls to ensure effectiveness throughout the payment period

A Fast-track the investigation of the observations noted in the special reports to ensure that, where appicable,
appropriate steps are taken to recover the funds due to the UIF.

A Implement the post-verification processes as initially committed to, as this will go a long way to responding to the
significant risks relating to the claims made by the employers,especially where the employees or employers were
previously not registered with the fund.
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@ Purpose of initiative @ Auditees

Support to qualifying financially * Department of Agriculture, Land
distressed small-scale farmers Reform and Rural Development
* Agricultural Land Holding Account

Focus of our audit

Application process to access relief funds

Distribution, redemption and settlement of vouchers

Procurement and contract management for appointing service providers to redeem
vouchers and distribute hygiene products to farmers

Budget and expenditure

Qo
NEXT
Budget (R million) R700 >
Expenditure (R miIIion)E R299 Total expenditureR360
MENU

m Expenditure as at 31 July” Expenditure from 1 August to 30 September —

STATUS OF IMPLEMENTFON OF INITIATIVE

The Department of Agriculture, Land Reform and Rural Development implemented a relief scheme for finanally

distressed small - scale farmers in the form of vouchers for production input. By 22July 2020, the department had approved
14589 voucher applications worth R517million and distributed 13662vouchers. We identified inadequate record keeping
and reconciliations for vouchers approved, distributed and redeemed, which increased the risk of unreliable reporting by
the department andpossible undetected fraud or error. We raised @ncerns with the department about the inadequate
process followed to select the suppliers used to redeem thevouchers and about beneficiaries who might not be eligible for
the vouchers. The department is investigating these concerns.

R68OMILLION ALLOCATEDO SMALLE SCALEAND COMMUNAL FARMER

Thegoal of the initiative is to providerelief of up to R50000 perapplicant for small - scale and communal farmers in the
form of vouchers for production inputs in farming activities. The department is still busy implementing this initiative. In the
first special report, we highlighted some control weakness in the initiative's approval and distribution process. This was
one of the factors that prompted thedepartment to revisit all disqualified and incorrectly omitted applications to validate
whether they were appropriately disqualified and to consider them for approval should it be necessary.
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One of the key prioritised areas was farmers who produce winter field cropsBecause of he delay in distributing the
vouchers, the beneficiaries could not redeemthe vouchers meant for winter crops in time.

Most of the approved applicants only redeemed their vouchers after winter,and likely used themfor summer crops.
However, some applicants were not considered because theyproduce summer crops and therefore would not have applied
for these vouchers. Thedepartment should assess the best way to ensurethe process is comprehensive so that it catersto
all small - scale and communal farmers as the covid 19 pandemic continues to impacBouth Africa's economy.

Theminister initially extended the validity period for vouchers to be redeemedto 30 September 2020 andsubsequently
further extended the deadline to 3IDecember 2020.

By 31July 2020, the department had already paicuppliers R41,16énillion for redeemed vouchers. A further R299million had
been redeemedand paidby 30September 2020.

R20MILLION ALLOCATE FORHYGIENE PRODUCTS

Thedepartment procured, paid for, received and distributed 400000 face masks,200000 cloth face masks, and 400000
soaps to farm workers across the country at a total cost of R1,8 million. According to the department's report, this initiative
has been completed.

AUDIT STATUS

This report focuses on following up on the progress made in implementing thections to address previously reported
findings, as well as auditing the vouches redeemed by farmers and the payments made to suppliers. Our audit plan also
included conducting site visits to selected farmers across the country. However, we were unable to visit all the selected
sites because the department could not provide us withinformation for four of the provinces and so we only visited sites in
the Western Capethe Free State, North West, Limpopo and KwaZuhNatal.

We followed up on the delivery of the hygiene products to confirm if the intended beneficiaries had received the products
as indicated in thefirst special report.

We will continuetesting the transactions relating to voucher redemption and payments to suppliers, and to performsite
visits. The audit team included a team data analytics expertas well asfraud specialists, which enabled us to detect
anomalies and analyse trends in the data the department provided.

As part of our risk assessment process, we obtained an understanding of the processes and control environment to
identify possible fraud risks that could materialise. We identified control weaknesses in the application, allocation,
distribution, redemption, and settlement processes. Management agreed to these control weaknesses and is currently
considering and developing response plans to address them.

ACTION TAKEN IRESPONSE TO PREVIOBEPORT

In response to the findingswe reported in the first special report, the accounting officer madecommitments to implement
actions to address the findings and prevent them from recurr ing. One othe key commitments the accounting officer made
was to prepare and reconcileaccurate and complete records of approved, distributed,redeemed and paidvouchers. The
department is still addressing this commitment as it revisit s all the applications that were either approved a rejected.

We find it encouraging that after we reported that a significant number of applicants had been incorrectly rejected for
reasons that included errors in the evaluation process, the department decided to revisit and reevaluate all rejected
applications. This will ensure that qualifying applicants are not unduly disadvantaged and prevented from receiving the
relief. By 13August 2020the department had approved an additional924 applications valued at R39million . This increased
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the number of approved applications from the initial 14589, valued at R51illion , to15513 valued at R556million.
However, management confirmed that the departmenthas notyet finalised this process.

In instances where the department had approved applicants who had imalid identity numbers or who did not meet the
criteria, the department resubmitted updated listings of approved beneficiaries. However, these listings were not reliable
as we identified discrepancies during the follow - up audit and some vouchers had alreagt been redeemed and paid farThe
department indicated thatit is still verifying identity numbers against the databases of the Department of Home Affairs, the
South African Revenue Serviceand the Department of PublicService and Administration.

The department also committed to investigate why and howan inadequate supplier selection process was followed for
redeeming the vouchers. The investigationdetermined that a process had been initiated to evaluate potential suppliershut
this process, or the results thereof, was not adequatelyimplemented because of inadequate integration and oversight
between the national and provincial offices.The departmenthas since tasked the provincial offices with assessing
suppliers for any non-compliance.

Management is dso still standardising the price lists for commodities. Once these lists have been finalised, they will be
disseminated to all provinces, beneficiaries and suppliers and used to identify anomalous prices charged by suppliers. This
process is unlikely to succeed as vouchers are still being redeemed and settled despite the process not being finalised.

The deviation that was previously not reported to the National Treasury for the procurement of personal protective
equipment has since been reported.

We haveengaged the executive authority on the findings in both the first special report and this report. We have also
provided the executive authority with updates on the progress on the implementation of matters reported in the first
special report.

APPLICATIONPROCESS TO ACCESSIRE FUNDS

The initiative includes an application process through which applicants had to apply for relief by 22pril 2020. This process,
which involved evaluating all the received applications against the criteria published by the exeutive authority, was
evaluated by various committees at district and provincial level and approved at national level. After we reported findings
on approved and rejected applicationsin the first special report, management provided updated approval and rgction
information. We usedcomputer - assisted audit techniques (CAATSs)to compare the updated approved beneficiary listings to
different databases to assess any anomalies, exceptions and indicators of fraud. Any matters that we noted are reported
below as part of our key audit findingsand observations.

KEY AUDIFINDINGSAND OBSERVATIONS

1. Approved applicants also employed by an organ of state

According to thedepartment's advert for the relief, qualifying applicants should not begovernment employees. The
application form for farmers' relief also require s all applicants to declare that they arenot employed by any organ of state
We identified113pplicants who were approved for the farmers' relief but are employed by an organ ofhe state.

Recommendations

The department should investigate all approvedapplicants who are employed byan organ of state and ensure thathey
qualify for the relief provided. If they do not qualify, the department shouldancel or withdraw any vouchers that have
already beenissued and recoverany monies for vouchers that have already been redeemed, taking into account the legal
implications .
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Auditeesrresponse

Management has accepted the findingand indicated that this deficiency was due to a manual process and limited
timefra me. Management has also started following up on these exceptions. In instances where publicesvants have
already redeemed the vouchers,the department is in the process ofcreating debt accounts and facilitat ing collection from
the affected public servants through the accountng officers of those departments or organs of state.

2. Approved applicants also receiving support from other government programmes

We identified 1832 applicants who were approved for the farmers' relief but were also receiving support through other
government programmes despite the department's own circular stating that applicants receiving support through other
government programmes may not participate in the initiative. We are specifically highlighting these beneficiaries as they
are risk indicators and therefore need to be followed up to ensure that they are not doubledipping.

The type of support these beneficiaries are receiving in addition to farmers' relief is as follows:

A 10 beneficiaries received support from the Department oSmall Business Development'sspaza shop support
programme

A 5 beneficiaries received support from the Small Enterprise Finance Agency's debt relief finance scheme

A 668 beneficiaries received support from the Unemployment Insurance Fund temporary employee/employer relief
scheme (Ters)

A 1149 beneficiaries received support from the South African Social Security Agency's R350 social relief of distress
grant.

Recommendations

The department should investigate all approved beneficiaries also receiving support thraigh other government
programmes and ensure that they comply with departmental Circular No. 30 0f2020. The departmentshould implement
measures to recover the value of the support provided from applicantswho have already redeemed their vouchers andto
withdraw vouchers that have already beenissued, taking into account the legal implications.

h Oi gedporse
Management disagreed with the audit observation on the basis that Qrcular no .30 0f2020excluded applicants who are
currently receiving comprehen sive agricultural support through programmes run by the government and its entities,
which in this case refers tothe department and its related entities.

hoi gCEE+ EUEe CAEU
We noted management's response. However, the results of our testing show thatthese beneficiaries of the farmers' relief
programme are receiving support from other government programmes that are not within the department. Circular 30
of 2020 is specific in addressing the issue of applicantseceiving support from other government entities and therefore

management's comment contradicts this. Management mustfollow up on these specific beneficiaries and ensure the risk
of double- dipping is adequately responded to

3. Approved applicants also receiving support from other departmental program mes

Weidentified that beneficiaries approved for farmers'relief were also receiving support through other programmes within
the department and entities within its portfolio as follows:

A 132farmers received support from the department's programme 3: foodsecurity, land reform and restitution
A 16farmers received support from the department's comprehensive agricultural support programme (Casp) projects.
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Recommendations

Werecommend that management ensures compliance with departmental Grcular no . 30 0f2020, which states that
applicants who are currently receiving support through other government programmes , which includes programmes by
the department and its entities,are excluded.

The departmentshould implement measures to recover the value of the suppat provided from beneficiaries who have
already redeemed their vouchers andto withdraw vouchers that havealready beenissued.

h Oi gegporse
Management partially agreed with the finding. The department has indicated that it does not have a system thais linked to
other departments within its portfolio and does not have access to provincial departments thatwill detect whether
applicants receive other farming support from other departments. Some provinces only excluded farmers receiving

support from Land Development Support,while farmers receiving support from Casp projectsand other initiatives were
not excluded. The department has committed to conduct further investigation into valid cases of duble- dipping.

hoi gCEE+ EUEe CAEU
Although the department highlights the lack of linked databases, we believe that because these databases are within the
same portfolio, management should have implemented a control measure to circumvent the doubledipping to comply with

its own circular. The department shouldset clear timelines for when the investigation into valid cases of double dipping
will be performed and finalised.

4. No evidence thatapplications were received before closing dates

The department did not implement clear cutoff dates by which potential beneficiaries had to submit their applications and
the forms we inspecteddid notindicate on which date they were submitted As a result, we cannot confirm if the
applications were submitted on or before theclosing date of22 April 2020.

Recommendations

When evaluating applications, the department should consider whether the application was submitted before the
stipulated closing date and reject any applications received after the closing date. Where a late application was approved
and voucher issued, the @partment should consider investigating the approval and taking appropriate steps.

h Oi gedporse
Managementdisagreed with the finding. Although the dates were not indicated on the actual applications, the applications

were received before the closingdate. The department maintained nanual registers to record the date on which the
applications were received, or the application forms indicated the dateon which the applications were received.

hoi gCEE+ EUEe CAEU
Because we did not receive all of the maual registers from management, we cannot conclude that the control was
implemented throughout the department's offices where applications were received.

5. Incorrect applicant scoring (repeat finding)

In addition to the beneficiaries we reported inthe first special report who were approved but did not meet the criteria, ve
identified another 82 applicants who were scaed incorrectly. The applicants did not obtain the minimum scorebut were
approved and included as beneficiaries to receive the relief.
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Recommendations

Werecommend that management review all applications and ensure that they comply with the set criteriaThe department
should investigate payments that were made to applicants who do not qualify for the grantand explore the possibility of
recovering the money paid, taking into account the legal implications.

h Oi gesgorse
The department patially disagreed with the finding because some of the documents to support the applied scoring were
provided. However, a &ck of clear guidelines meant that the provinces did not always apply the criteria consistently. The
Western Cape automatically provided a score for the proof of access to land criteria without thefarmer providing the
necessary proof. The provincealso used thecomputerised budget system to calculate annual turnover anddid not obtain
financial records from the farmer. Other provinces did not scorefarmers for the proof of access to land or proof of turnover

criteria , whichresulted in some farmers not being approved.The department also acceptedinadequate evidence such as
affidavits , for proof of access to land and proof ofinnual turnover.

Auditors rresponse

We evaluated the supporting documents provided to support the scoring and found them to be inadequatManagement E
response does not indicate whatcorrective action will be taken to address the identified deficiencies. We recommend that
the department develop andimplement clear corrective action plans with timelines.

6. Inconsistent method or process used to calculate assistance to farmers

On 6May 2020, he department issued the National Covid19 Intervention Plan Standard Operating Procedureso provide
an overview of the step- by- step activities to be followed. This document did not include guidelines to calculate the
assistance to farmers and as a result, the assistanceprovided was not applied consistently between the different
provinces. Provinces used thecomputerised budget (Combud)system differently to calculate the support for specific
production inputs for the key agricultural commodities. We received information that could be used for the comparison for
the Eastern Cape, the Free State, the Western Capad the Northern CapeBased on the discussions held and information
obtained, we noted the following inconsistencies :

6.1. Period for which support was provided

Provinces provided support for different lengths of time. The table belowshows examples ofsupport periods ranging from
three to 12 months.

Inconsistent periods used to calculate support

Eastern Cape 3
Free State 6
Western Cape 6
Northern Cape 12

6.2. Method for calculating support

Provinces used different methods to calculate the support provided. Althoughall provinces used the Combudsystem, they
made different assumptions and included or excluded certain factors from the calculation. The examples belovghow
different assumptions used to calculate assistance for livestock farmers in the Western Cape and Northern Cape:

A TheWestern Cape calculatedthe cost per dayto feed different types of animals (for example, cattle = R20 peday for
180 days = R800 for sixmonths)

62 SecondEeé UT i Au EUeCEg CA géuU ael’AAﬁc&vid-A%init&ti&e&AgUP'ZUqé'sg' Cae c¢Ci



A TheNorthern Cape calculated the cost to feedbne large stock unit for a year (365 days) to be RDO.

With this example, a farmer in the Western Cape would receive R800 for six monthswhile a farmer in the Northern Cape
would receive R600 for the same period.

6.3. Calculations used for purchasing mediane

The department was not always abk to provide the calculation used for purchasing medicine for a beneficiaryThe audit
team was not in a position to recalculate the financial assistance and determindnow consistent the calculations were
between provinces for the same type of farming activity.

The different provinces determined different maximums that would be paid for medicinefor farming activity related to
livestock. The table below reflectsthe inconsistent support for purchasing medicine, rangingfrom a high of R1®00 to a low
of R3000.

Examples of maximum amounts of support per province

Free State 6350 13
KwaZulu- Natal 7000 14
Norther n Cape 13500 27
Western Cape* 3000 6

Western Capef# 15000 30

*West Coast, Cape Metro, Overberg and Cape Winelandstricts
#Garden route (Eden) and Central Karod@stricts

We are awarethat the environment, climate, and circumstances differ between provinces and regions. However, the
department should have decided ora consistent approachfor calculating farmer support at the start of the process to
ensure consistency and fairness.

Recommendations

The department should communicate clear guidelines toall provinces in a timely mannerto ensure calculations are
consistently appliedfor assistance to small- scale and communal farmers when similar support program mes are
implemented in future.

The department should investigate the method of calculations andhe assumptions each province usedto ensure that a fair
and consistent approach was used for the support provided to smalscale and communal farmers throughout the country.
If some farmers were disadvantaged by the process, the department should followup and rectify this.

h Oi gedporse
The department agreedwith the finding that calculations for assistance to small - scale and communal farmers were not

standardised to ensure that they were consistently applied. Theprovinces had used Combud systemsdifferently and
applied inconsistent methods.

Auditorsrresponse

Management &mment does not indicate thecorrective action to be implemented to address the inconsistencies
identified. We recommendthat the department develop and implementclear correcti ve action plans with timelines.
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VOUCHER DISTRIBUTIOREDEMPTION AND SHIEMENT

Once applicants have been approved to receive the relief through the voucher programme, the vouchers are printed and
distributed. The beneficiaries then redeem the vouchers vith the relevant suppliers, who present invoices for settlement.

KEY AUDIT FINDING&ND OBSERVATIONS

7. Payments not verified at national office

TheAgricultural Land Holding Account national finance office is required, as per paragraph 5.5.5.1 of Circularm 30 0f2020,
to verify vouchers and invoices submitted by provincial offices for payment against approved application registers,
specimen signatures and goods received notes, amongt others.

We could not confirm that the nationaffinance office performe d this verification before payments were madebecausethe
payment batches and supporting checklists were only signed off by provincial officials as evidence that the checks were
performed.

Recommendations

We recommend thatnational finance officials verify and sign ppyment batches from provincial offices before payments are
released to prevent invalid or fraudulent payments from being made The department should implement arecord
management and reconciliation process that would enable adequate tracking andcontrol of the payments in the system.
Without an adequate record management system and reconciliation processthere is arisk that invalid, fraudulent or
duplicate payments might be made.

h Oi gesporise
Managementdisagreed with the finding. Payment are reviewed against the commitment register that records all

approvals and for compliance before payment is madeProvincial offices complete a checklistthat is verified against the
documents inside the payment parcels.

hoi gCEE+ EUEe CAEU
We requestedthe commitment register so thatwe couldt At i OAgU yAAA¢UYyUAg:r E EUEeCAEU géAg
first reviewed against the commitment register . However, management indicated that the registers are still being
reviewed and could not be submitted in tne for us to verify this comment.

We inspected the final checklists, which were completed by the provincial office, but we could not verify the key control
relating to the validations that head office should perform.

8. Paid transactions not recorded in acounting system

We identified that vouchers and invoices paid up to 3duly 2020were not recorded in the relevant accounting system, thus
the general ledger of theAgricultural Land Holding Account was not updated withcovid- 19 paid invoices. Paymentsre
made based on manual payment batchs and released through the bank accountHowever, the batches were not
separately recorded in the accounting records.

The bank reconciliations were also not performed because the accounting records were not updated. Th&gricultural Land
Holding Accountwill not be able to determine the amount that still has to be paid for a beneficiary or supplier at any given
time. This could lead to duplicate payments being made, or to payment delays. The completeness of covifl expaditure as
reported by the department andAgricultural Land Holding Account is unreliable.
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Recommendations

TheAgricultural Land Holding Account should record transactions in the accounting systemin a timely mannerand update
the general ledger accordingly. This will allow for timely reconciliation of the paid-for transactions with the bank
statement. Any reconciling items, whether errors or potential fraud , can then be followed up and attended to.

h Oi gesgorse
Managementdisagreed with the finding. TheAgricultural Land Holding Account does all covid- 19reconciliations on the

commitment register and checks the payments against the register, keeping adetailed schedule of all the invoices for
uploading on Acac.

hOoi gCEE+r EUEe CAEU
TheAgricultura | Land Holding Accountshould record the transactions on Accpacwhen payment is processed and not at a
later stage. Management could not provide evidence that the transactions were recorded on the accounting system
Managementalso cannot show how the payables and ageing are monitored to enable accurate financial reporting.
Werequested8 U T Cyyi gyUAg EUci EQUE g¢gC 1 ButitivasAdg availiblk i dne tbyourAudit. E EUE & C/
Management indicated that the registers are still being reviewed so we could not confirmthat all reconciliations have been
performed and are readily available and being reviewed

9. Payments made to suppliers without detailed invoices

Suppliers presented invoices for payment that were not adequately supported.The invoies provided only indicated the
redemption of vouchers with the total voucher amountand did not include adetailed breakdown ofthe items the farmer
redeemed and their unit price per item.

Management could therefore not haveassessed the reasonability ofthe prices charged by the suppliers when processing
the invoices for payment. Taking into account that there was an inadequate supplier selection process, this further
increases the risk that suppliers might be charging exorbitant prices on redemption of he vouchers.

Thesuppliers submitted goods received notes thatdid not have adequate details and prices of items procureddithout a
detailed goods received note and supporting invoice issued to the farmer, we were unable to confirm the reasonability of
the prices paid for the items.

Recommendations

TheAgricultural Land Holding Account should review the invoices received to ensure that they provide the details of the
commodities redeemed by the farmers and should be asess the prices charged for reasonability. For all the invoices
where payment has already been madethe department should asksuppliers to provide detailed invoices or receipts that
include the relevant commaodity descriptions and prices.

h Oi gegporse
Managementdisagreed with the finding. The first point of entry of the transaction is for the farmer to sign the voucher if they
have agreed on the items to be delivered. Thiarmers sign the vouchers to indicate that they have receivedthe items and

delivery notes are attached as proof that the deliverywas made as agreed TheAgricultural Land Holding Account has also
agreed to bulk invoicing, not individual invoicing.

hoi gCEE+ EUEe CAEU
Without the detailed invoices, theAgricultural Land Holding Account cannot confirm which items the farmer redeemedand

whether they are in line with what was approved.

Without the prices per item, the Agricultural Land Holding Account cannot assess the reasonability of the prices charged
per item. A signed voucher anddelivery note are not adequate toconfirm the details of the items redeemed by the farmer.
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10. Inadequate oversight by department officials

We had planned to visit all nine provincesbut we only receivednformation for five provinces, namely theWestern Cape,
the Free State, North West, Linpopo and KwaZulu Natal. We conductedsite visits in these five provincesto verify that;

A the farm and the farming activityexisted
A the voucher had beenredeemed and commodities werebeing used in the farming process.

Thesite visits had thefollowing outco me:

A The department did not provide #e visit reports as evidence that departmental officials had visited the farms to verify
the farming activities, the size of the land and/orthe number of animals before granting and approving assistance for
four of the five provinces, i.e. North West, Limpopo, KwaZuliNatal andthe Western Cape.

A Attwo of thefour farms the audit teamvisited in the Western Cape and two farms in the North West, departmental
officials did not visit the farms after the commodities or goods were received. The department could therefore not
ensure that the vouchers were redeemedand verify that the inputs or commodities were received and used in the
approved farming activities.

A Atone of the farmsthe audit teamvisited in the Western Cape the application form for assistance indicatedhalf a
hectare of land for vegetable farming and half a hectare for winter crops. The department approvedR36150 as
assistance to the farmer for seeds (R1%00), seedlings (R18.50) and fertilser (R6000). Weobserved that the farm
area used for vegetable farming consisted ofthree pieces of land measuring approximately 1100square metres. This
was approximately 8 900square metrest UEE gé AA i AOi 1 AgUuO CA geU =AEyUE: E
assistance was therefore based on the incorrect land size which could have resulted in the farmer receivingmore
assistance than he would have qualified for had the correct size been used.

Recommendations

The department should perform adequate site visits b verify the accuracy of information on the application form such as
the type of farming activities, the size of the land, the number of livestock, etd@his will ensure that the commodities were
received and used for approved farming activities, which wil result in the objectives of this initiative being achieved.

h Oi gegporse
Management has indicated that thedepartment assisted with verif ying applications through the producer farmer register.
Where farmers were not on the register, the department followed up to formalise their detail s on the register. The district

agreed that farms were not visited as the country was under lockdown level 5 at the time. Under normal circumstances the
department conducts site visits prior to funding.

Auditorsrresponse

While we noted management: f€sponses, asite visit to the farmis the only way to verify the farming activity and other
factors that impact the value of the assistance provided As indicated above, we identified that the information on the size of
the land available for farming was not accurately reflected on the application form. The level 5 lockdown was lifted in

May 2020 and there was sufficient opportunity for the department to visit the farming sites. Weecommend that the
department develop and mplement clear corrective action plans with timelines to perform the necessary site visits.

11. Commodities bought unrelated to farming activities approved

In the Free Statewe visited two farmers who indicated that they owned cattle, goats and sheep and didot mention pigs. In
both site visits the farmers did not receive all the items that were purchased. The delivery notes for their goods stated tha
each beneficiary had received 20 bags afnolasses; however, only 25 bags V2neal for pigs were delivered tobe shared
among four farmers. The beneficiaries accepted the V2 meal for pigdespite not having pigs because they said thatother
members of the community had pigsand they would give the meal to themThisshows that farmers were able to redeem
the vouchers for commodities that are not related to their farming activities.
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Recommendations

Management should perform oversight to ensure that the necessary farm visits are conducted to verifythe information
indicated on the application form, such asthe type of farming activities and the size of the land.

hOf geSporse
Management agreed with the finding and thabversight was not performed to ensure that farm visits wer e conductedto
verify the information indicated on the application form.

hoOi gCpise EUEe
Management E EUE& CAEU O C UtiEorrécti/g aciioAVdli bk tAkiprito dddrels deficiencies identified We
recommend that clear corrective action plans with timelines be developed and implementedto verify the site visits.

12. Supplier E tax compliance status not confirmed

Weidentified thattheOU & AEgy UAg Ofi O AC(g tak complidnée gtatus Betbre brdlugliggihiervts the
database.

Recommendations

Management should develop a compliance checklist to be @ampleted for every procurement. The department should not be
doing business with suppliers that are not in good standing with theSouth African Revenue Service

h Oi gegporse
Management has specified that when the expression of interest was advertisedthecentral supplier database printouts to
verify tax compliance status was not part of the requirements. The suppliers haveall been advised to attend to their tax
matters in line with National Treasury guidelines. The department has stressed that { must be noted that tax compliarce
status is not static and changes frequently based on supplier conduct The lockdown also affected the process. The

department submitted printouts of the central supplier database indicating the tax status for some of the suppliers for
inspection.

AuditocEE+ EUE& CAEU
We evaluated the portfolio of evidenceprovided for some of the suppliers and verified that some of the service providers

are tax compliant. However, because not all provinces submitted the supporting documents and we were unable to verify
the tax standing of all suppliers,the finding remains. Some suppliers who were not tax compliant were paid.

13. Limitation of scope

We requested information from managementon the farmer register as required by the Circular no. 30 eligibility criteria for
the relief fund. Management did not provide the information and we were thus unable to confirm whether the approved
applicants were registered on the farmer register as per the qualifying criteria.

We requested information on payment batchesand related application forms for August 2020, but we have not received
most of the requested documents. It is concerning that supporting documents are not readily available for payment
batches that have already been made.

Recommendations

Management should ensure that there are adequate controls in place to collect, track and provide¢he information
requested; keep open communication where information is not available and commit to a reasonable date to provide the
information
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h Oi gegporse
Management agreedthat information was not submitted. Management committed to improve record keeping in a timely

manner to ensure that complete, relevant and accurate information is accessible and available to support financial and
performance reporting . All provinces are currently busy scanningin all the documents.

DISTRIBUTION OF HEBIE PRODUCTS TO FARRS

The400 000 face masks,including 200000 cloth face masks, and 400000 soapsthat were procured needed to be
distributed to rural farmers.

KEY AUDIT FINDING&ND OBSERVATICS/

14. Inadequate distribution of cloth face masks and hygiene soaps

We could not verifythat all the soaps and cloth face masks procuredvere received or delivered to the intended
beneficiaries. Management provided hformation in the form of registers, letters and spreadsheets for all the provinces
detailing the personal protective equipment items that were issued to the beneficiaries.However, based on the information
we received, the registers, letters and spreadsheets did not record all of the items issued b the beneficiaries. We also note
that there was no consistency or uniformity inhow the information was collated for each province.

Recommendations

Management should follow up to ensure that all goods and services paid for are received and provided to tftended
beneficiaries.

Management should also mplement a document management system for each directorate to ensure that informationand
documents are filed in an easily retrievable manner and can be submitted for audit without significant delays.

AuditU U iésponse

Management agreedthat information was not submitted on time, Management committed to improve record keeping in a
timely manner to ensure that complete, relevant and accurate information is accessible and available to support financial
and performance reporting . All provinces are currently busy scanningin all the documents.

OVERALLCONCLUSION

The department has not appropriately implemented the commitments made irthe first special report. The department
experienced challenges around the dataintegrity of the approved and rejected applications. This process is manually
driven and without adequate controls. Asaresult, the department has not been able to maintain accurate and complete
records of vouchers approved, distributed, redeemed and pail for.

Themain objective of the initiative was to offer relief to small-scale and communal farmers who rely onagricultural
produce as an economic activitylt is vital that the department further performs a comprehensive analysis of the process
followed while reflecting on the objectives of this initiative to ensure that all deficiencies identified are fully responded to.
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Purpose of initiative @ Auditee

Support to qualifying artists, athletes Department of Sport, Arts and Culture
and technical persons in the sport,
arts and culture sectors

Focus of our audit

* Assessment of applications received:
o Adjudication process and payments made against departmental framework for
sport, arts and culture relief fund for cancelled and postponed events
= Adjudication process and payments made for digital solution proposals
* Review of supply chain management process followed for appointing payment agencies
and digital solution providers

Budget and expenditure NEXT
>
Budget (R million) R235
. - . MENU
Expenditure (R million) YAl R27 4 Total expenditureR80,1

m Expenditure as at 31 July” Expenditure from 1 August to 30 September

STATUS OF IMPLEMENTFON OF INITIATIVE

The Department of Sport, Arts and Culture opeed applications for the sport, arts and culture relief fund to the public on
29March 2020, with a closing date of 6April 2020. The purpose of the fund was to provide relief funding andssist artists,
athletes, andtechnical people within the sport, arts and culture sector. Funds were also earmarked for digital proposals to
allow artists and athletes to continue working during the national lockdown using various digital platforms to display their
talents.

The department appointed four agencies to disbuse these funds to the beneficiaries andset a maximum amount payable of
R20000 per applicant for arts and sport relief funding and R73000 for digital solution proposals.

The status of applicationsis detailed in the table belowbased onmanagement records. However, the figures reported by
management did not agreewith the underlying records for arts relief funding and digital proposals. The root causes of the
deficiencies identified in this regard are included in the ley audit findingsand observations section of this report.
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Status of ALL applications as per management records (unaudited figures)

Applications
Description (A) ((2)) (9] D= A(B+C) Paid to date Amount paid
Received Recommended for Rejected Unreconciled (30 September 2020) (Rmillion)
payment records

Arts relief 4509* 4034* 1330 -855 3567 57,94
Digital 638 417 164 57 283 15,78
proposals

Sport relief 513 314 199 0 319 6,38
Total 5 660 4765 1737 -798 4169 80, 10

* Includes duplicated applications captured

The total number of applications received according to the department's records did not reconcile with the numbersit
presented for audit purposes. We identified duplicate applications in their records and were therefore unable to fully rely
on the information management provided. The duplicates are also reflected in the total number of recommended and
rejected applications because of the deficiencies identified in sections of our key audit findingand observations. Some of
the numbers presented were not supported by adequate ®gidence, i.e. listings of the applications.

More payments were made for sport relief than was recommended. We provide more detail in the key audit findingsd
observations section on overpayments. We identified similar duplications for the arts and digial proposals applications,
details of which are included under the key audit findingsand observations.

Detailed breakdown ofappealedapplications per management records, as at 30September 2020 (unaudited figures)

Number of appeals applications Amount paid

Description Appeals Recommended for . Unreconciled Paid to date (Gl

reviewed payment 1 records (30 September 2020)
Arts relief 1039* 923* 72* 44 2145 42,90
appeals (2 145beneficiaries)
Sport relief 16 9 7 0 9 0,18
appeals
Total 1055 932 79 14 2154 43,08

* No listings supporting the figure

Some of the applications that were approved during the appeals process included those for companies or businesses that

applied on behalf of their employees. As a result, 901 appeals were reteed but 2145 beneficiaries were paid an estimated

R42,9million.

In the first special report, the number of appeals we reported for the sport relief funding was greater than what has been
reported based on the tableabove. This was because some applicatins were referred back to the adjudication committee

for further evaluation.

The initial adjudication panel had a high rejection rate for applications, as reported in the first special report, because ost
of the applicants had submitted supporting evidene for events that had been postponed and not cancelled, which did not
meet the communicated criteria. As we reported in the first special report, postponed events were not part of the initial
criteria but were subsequently considered, which resulted in these applications being considered and approved through
the appeal process.

Another reason for the high initial rejection rate was that applicants did provide adequate evidence to support loss of
income, proof of contracts or proof of cancellations.
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AUDIT SATUS

At the time of the first special report, our audit work was still in progress, specifically as it related to the verificationof the
application processes, but has since been completed. We completed the following audit work for payments made by the
sector as at 30September 2020:

A Assessment of key controls and systems implementation in disbursing funds

A Review of the validity of applications and rejected applications by performing computerassisted audit techniques
(CAATS) analysis on beneficiary data

A Procurement testing of service providers for digital solutions and appointment process of payment agencies.

When requesting information from the department, we experienced similar challenges to those we reported in the first
special report, which was mainly due to the extensive manual process that management had been using to receive
applications and pay beneficiaries. From our audit, we observed that most of the information was captured through
spreadsheets that required many manual reconciliations, which exposed the information to quality and integrity risks. The
department performed additional work to attempt to mitigate these risks, which resulted in significant delays in the
submission of requested information.

There were, therefore, no effective reconcliation controls between the department and its appointed payment agencies
throughout the period of in which the funds were paid out. This increased the risk of inaccurate reporting by management.

We still have to test payments made after 3Geptember 2020, which will include the occurrence of digital solution
proposals and payment of the last portion of the relief fund. Testing of applications and disbursement of the sport relief
fund at the provinces has not commenced. By 38eptember 2020, no payments ha yet been made to the suppliers
appointed to assist in implementing digital solution proposals and, therefore, they were not tested for this report.

ACTION TAKEN IN RESINSE TO PREVIOUS RBRT

The accounting officer committed to clarify the criteria for eligibility for the relief fund. On 3August 2020, the minister
announced a second round of new applications and the issues raised with the criteria were clarified. The portfolio
committee on sport, arts and culture continues to receive updates from the deartment on the progress of disbursing the
sport, arts and culture relief fund.

In the first special report, management agreed to provide evidence that written assurance was obtained from the payment
agencies to confirm that these entities had implementedeffective, efficient and transparent financial management and
internal control systems prior to the department transferring funds to them.We have since confirmed that the department
did obtain written assurance from the four payment agencies, as these cofirmations were subsequently provided by the
department.

Management also agreed to amend the nclear criteria: relief fund payments could be made to invalid beneficiaries and the
criteria were not clear to specifically exclude applicants who benefitted from other social relief funds and had other
sources of income.Changes were also made to the criteria, which were not communicated to the public andcould

therefore unfairly ex clude other eligible applicants. The department subsequently made payments to no- South African
citizens because they metthe criteria initially set . Further payments were made to applicants approved duringthe appeals
process. Theminister clarified that preference will be given to South African citizens when disbursing the funds.
Management indicated thatit does not have mechanisms to detect applicants who are benefting from funds received from
other state institutions; however, the criteria for the next round of applications have been amended to clarifyand explicitly
state that the initiative excludes those who are benefitting from other relief funds.
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KEY AUDIFINDINGSAND OBSERVATIONS

1. Deficiencies identified on the application system app) used to capture and adjudicate
applications
Mandatory and/or required fields on the app not enforced
Certain fields relating to the capturingCeae Aééui 1 AAg [ AxCEy AQis®A E&8OO ladd WA OEA igWu WAE h.
completeness oftheAe e ui 1 AAg+ E | A sewWdderifipd tialthe agp &lltingd agfications to be submitted for
adjudication and further processing without capturingtheAe e a i T AAgr E OUgAi UE 1A géeU EU&hi EUC
App not configured to detect duplicate applications
The system should have beerconfigured to detect and/or flag any duplicate transactions. However, we identified that the
appallows the capturing of previously captured applications (i.e. does not detect duplicates, hence allowduplicate
processing). Instead, duplicate applications were detected at different stages of the application procesdy the respective

officials , such as at data captuing (by data capturers), adjudication (by theadjudication team) and response py the
response team). This manual process resulted in significant time delays and undue exposure to duplicate payments.

No audiit trail on the app

The audit trail is notenabled, i.e.the admin user can add and delete a user from thepp without this being logged or
captured bythe app. An end user canalso delete an application from theapp without leaving an audittrail of the deletion.

Recommendations
Management should engagewith the developer of theappto ensure that:

A the mandatory fields are enforced, i.e. the application should not be submitted to the next process if the mandatory
fields are not populated

A duplicate applications are flagged at capturing andany further processing is denied

A the cut- off date for the submission of applications is configured on theapp

A an audit trail is enabled tolog or capture the applications and/or transactions deleted from the app.

AuditeUr E EUEe CAEU
Management agreed with all the findings The department will consider all the issues experienced with the app during the

first wave of applications, and improve them when the second wave of applications, which commenced in Septemb&020,
is received and assessed.

Auditors' response

The risk as identified in the finding materialised, as reported in the finding below. The inability to report accurate numberof
beneficiaries paid, as highlighted in the tables above, is the result of these defiencies.

2. Inaccurate applications captured incorrectly in the portal, resulting in duplications and
incomplete information
Applications were received through a designated email address. The department had created a portal where applications

for the arts relief fund and digital solution proposals would be captured and adjudicated. Due to inadequate system design,
we identified the following deficiencies that had affected the process:

A Atotal of 144 applications were duplicated, which resulted in duplicate payents. This resulted in overpayments of
R1,5million to beneficiaries.
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A Inaccurate identity numbers were captured on the system, which could lead to invalid applications being approved and
paid out. We identified 50 duplicate applications of individuals, 48f which had already been recommended for
payment. We further identified that 23 companies applied on behalf of individuals with inaccurate identity numbers.

A Not all information submitted by the applicants was captured; therefore, there was a risk that@pplications were
processed without complete information. We identified the following missing information:

Information missing for applications

59 recommended No citizenship stated 2,88 0,015
273 recommended No identity numbers 13,6 0,27
1543 recommended No bank confirmation 48 54
214 recommended No proposals documents 16,3 0,006

received(digital proposals)

We could not confirm what the approvals vere based on because, from our assessment, it was clear that the minimum
information that was required in the call to apply was not submitted.

Recommendations

We recommend that a detailed review and reconciliation be performed to ensure that accurate andalid information is
captured on the system. Any gaps should be followed up by management and potential losses as a result of these
deficiencies should be quantified for proper recording and disclosure.

Responses to finding

Management agreed that there werepossible overpayments to 72 individuals. Management is investigating these
overpayments and instituting a process to recover the funds, if applicable.

Management partially agreed with the findings relating to inaccurate data on the app as there were proleims in capturing
and processing information on the app. Management stated that even though there were inaccuracies, the app/portal was
mainly used for the adjudication process and not to verify the information submitted by the applicants. Before the paymén
is processed, the management team had to do bank confirmations and verify copies of identity cards/books submitted.

Auditors' response

The criteria set in the call for applications required applicants to submit mandatory documents, including confirmationof
bank details and copies of identity cards/books. We could not verify if all these documents had been received on time and
considered when evaluating the applications. Therefore, we disagree with management that the adjudicators were not
required to evaluate the information submitted by the applicants.

3. Regular reconciliations not performed by the department
Email andapp reconciliations not performed

The initial call to the public requested allpotential applications to be submitted to the department via adesignated email
address. The departmentsubsequently created an app/portal to capture these applications to ensure progression of the
adjudication process, which occurred during the initial lockdown period.

Management could not providethe reconcili ation performed between the applications retrieved from the designated email
address and theapplications captured on theapp, when requested
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This posed the risk that nformation captured on the app/portal could be incomplete or inaccurate, and that theapp/portal
could containinvalid applications when compared to information captured on theemail system.

Reconciliations between approved applications, instruction to pay and confirmed paid applicationsiot performed
Management did not perform the following checks and balances during the disbursement of the relief funds:

A The department did notmaintain a reconciliation between which applications had beenrecommended for payment and
which had been paid to date

A We requested areconciliation between the applications submitted to the payment agercies for payment by the
department and the applicationspaid by the payment agencies to actual beneficiariesand found thatthere is no
proper and complete reconciliation indicating what had been paidby payment agences. Information submitted for
auditing was captured in one documentand did not contain sufficient detail to determine whether this step had been
properly performed .

A Ithas proven to be impossible to obtain statisticson the status of the implementation ofthe relief fund at any given
point in time.

Recommendations

Management should perform detailed reconciliations at least weekly to ensure the accuracy, validity and completeness of
payments. This will also help management to identify any discrepancies orrors, and implement corrective action, in a
timely manner.

hOi gUU+ E EUEe CAEU
For email and app reconciliations, he audit team was taken through the processwhich showed how the applications were
retrie ved and then captured on the appleams were constituted and apportionedaccording to theapplications

downloaded, and divided according to relief and digital applications. This information can be seen on the system.
Management assigned an official to takeus through the process and no further request wasreported.

Managementdisagreed with the findings asfinance has beenperforming regular reconciliation s between the batches
submitted to the entities for paymentand the proof of payment toensure that all beneficiaries were paid as perthe request
or instruction sent.

Auditors' response

We agree that the audit team was taken through the process of capturing on the app, but management did not maintain a
record and a reconciliation from the time the department started the process. This resulted in invalidduplicate and
inaccurate information being captured on the app.

The reconciliations that management subsequently performed on the financial information and statistics were not
effective, as indicated by inaccurate numbers and figures management submittedaluring the audit. The audit team had to
undergo a vigorous process to verify management figures and amounts due to this.

4. Beneficiaries who benefitted from the relief fund and other government relief funds (double
dipping)

In the first special report, we reported that the criteria set by the department were not clear to exclude applicants who
benefitted from other social relief funds implemented by government.

We identified 286 applicants who were recommended to benefit from the sport, arts and culture rigef fund who also
benefitted from other social relief funding and received other salaries from the government. The department had paid a
total of R4,57million to those beneficiaries.
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The CAATs we performed identified the following:
A The departmentpaidR3,40y i Gt i CA gC s+ w ] UAUeai 1i AEi UE WeC eéAO AuWEC

temporary employee/employer relief scheme.

A The department paid R0,3illion to 24 beneficiaries who were also receiving salaries and pension from other
government departments.

A The department paid R0,80nillion to 49 beneficiaries who also received the R350 social relief of distress grant from
the South African Social Security Agency.

Recommendations

The department has already clarified the criteria for the second wae of applications, which commenced in
September 2020 for new applications. The department should also implement a mechanism where verifications could be
done with other organs of state to identify individuals who are doubledipping.

hOi guU+ E EUEe CAEU
Management agreed with the finding and indicated that it does not have a system in place to identify these individuals. The

accounting officer will communicate with other heads of departments to try find a solution for the problem of systems or
information th at is not shared between these organisations.

5. A competitive bidding process was not followed for the appointment of payment agencies
(proper deviation process was not followed to appoint payment agencies)

Thedepartment appointed non- profit organisations (NPOs) as payment agencies to facilitate the payment afovid- 19 relief
funds to the depatment's approved beneficiaries.

Apart from the National Treasury letters requesting to increase the transfer amount to the payment agenciesye could not
obtain anyevidence thata competitive bidding process was followed during the appointment process of twoof the payment
agencies, and we were not provided with any evidence that adeviation process had been followedin line with the Treasury
Regulations.

This will result in irregular expenditure on payments related to service fees to agents and we recommend that the
department further reviews this matter and follows the steps outlined by the National Treasury framework on irregular
expenditure in this regard.

Recommendations

The appointment of payment agencies should benade through a competitive bidding process or through a deviation in
accordance with the requirements of treasury regulation 16A6.4 to ensure compliance with the TreasuriRegulations.

hoi gUUs& EUEe CA
Management disagreed with the finding, stating that the amounts to be paid by the payment agencies are transfers and
therefore a fair procurement process is not required. For example, the normal transfers that thedepartment administer s
contain a management fee component and do not require the department to follow gprocurement process. Management

further stated that becausethe four payment agencies also receive annual grants from the department, fotheir
appointment, management only requestedan increase intheir transfers from the National Treasury.

Auditors' response

Although the payment agencies are NPOs that work with the departmenthe payment of covid 19 relief funds was an
additional service they provided. It was also not clear why these specit entities had been selected as these services could
have been povided by any other entity or NPO.
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The department also indicated in thememorandum of agreement (MoA)that it would be paying management fees to the
agencies, thereby reinforcing the princip le that acompetitive bidding process or deviation from a competitive process

should have been followed to appoint them. The management fee component is classified as goods and services because a
service is rendered by these agencies on behalf of the depament.

The department has many other NPOs on its database who perform functions similar to those of the four selected to
disburse the funds. A fair and competitive selection process should have been followed to afford the other organisations
the opportunity to indicate if they could provide the service.

6. Department did not differentiate between management fee payable to the payment agency and
amount of transfer payment to beneficiaries

There is no evidence that the department made a distinction between trasfers, normal transfers to the companies to fund
geU 1 CEyeAAi UE:r Ca UEA g ard Adnsfelsia fek ® Bidtribueeitd benefisidiasioh kipkalf of the
department.

This additional transfer to beneficiaries on behalf of the departmentwas a service the agenciesrendered for a service fee,

asindicated in the MbA clauses.Payment as per the general ledger dated 3@eptember 2020 reflected transfer amounts
as follows:

A National Film and Video Foundation: R1illion
A National Arts Council: R20million

A Business Arts South Africa: R27million

A Sports Trust: R9,4million.

To date, no payment agencies have submitted any invoices or evidence of the management fee claimed from the
arrangement; therefore, these fees could not be verified.

Recommendations

Management should ensure that there areclear specifications and proper allocation for the amounts to be paid for the
services rendered by any agency it appoints, and that these are included in the servicdevel agreements.

hoi gUU+ E EUEe CAEU
Managementdisagreed with the finding and stated the following:

A The payment was classified as a transfer in line wittthe Standard Chart of Accounts The department cannot split the
transfer amount into different line items to be incurred by the entities. The depariment was not charged management
fees for disbursing the covid- 19 relief funds to the beneficiaries, but the agencies would recover their operational
costs, such as bank chargesand overtime worked by officials who were dealing with the project.

A The department has not made a separate transfer payment for the management fees tthe National Film and Video
Foundation, Business Arts South Africa, the Sport Trust andthe National Arts Council. The practiceis that the transfer
payment made to the agency will al® cover these operational costs/management fees, as stated in the MA;there will
not be a separate payment specifically for the 10¥hanagement fee.

Auditors' response

The MA for one of the payment agenciespecifically states that the agency is entitledto a management fee of 10%f the
total transfer ; therefore , this fee cannot be regarded as a transfer.

TheMoAs of the other paymentagencies state that theywill claim staff costs relating to payment of the funds and bank
charges. These payments do notmeet the definition of transfers and cannot be classified assuch.
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7. Documents on the procurement process were not available when awarding a contract for the
appointment of companies to provide services relating to the digital solutions social relief fund

We could not confirm if the correct calculation of preferential points was applied.

We were not provided with some of the information orthe appointment of companies to provide various services relating to
the digital solutions social relief fund. Details of the information that was not submitted andits impact are as follows:

A Points were awarded for the B-BBEE certificate of the winning bidder, but there is no proof that the department had the
certificate when awarding the points.

A The winning bidder indicaed that it would subcontract 39% of the work, where preferential procurement regulation
(6)(5) requires that where a bidder will be subcontracting, points should not be awarded to the bidder if the
subcontractor is a B-BBEE level contributor that is lowerthan the main bidder. TheB- BBEE certificate of the
subcontractor was not presented when the points were awarded and, therefore, awarding was based on incorrectly
calculated points, which will result in irregular expenditure, estimated at R1,9million.

Recommendations

Management should ensure that the supporting information for bids is reviewed in detail and that it considers any
outstanding information in terms of the impact this information has on the fairness, transparency and validity of the
process followed.

Management should ensure that it implements checklists that will prompt it to ensure that it has all the required
documents during its evaluation and awarding processes, so that it complies with the supply chain management
prescripts.

hOi gUrsE EUEE®
Management disagreed with the finding and stated that the BBBEE certificate of the winning bidder will be submitted for
assessment.

O géeAg” Ag ¢geéeU ¢ i-BBEE cedificalelivAsm@infe Cea
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Auditors' response

¢&U i AAi A-BBHEcedificht&hadstilknot been submitted at the time of our audit and therefore we concluded
that the finding is factually correct.

pnéeUA WU AEEUEEUO yAAAGUYyUAgr E i AGUEEEUgAgi CA Cae géU EUchuaAgi

was therefore correct and will be reported as non-compliance that will result in irregular expenditu re of R1,9nillion.
Management has not demonstrated how the bidder was still the correct one to be awarded the contract.

8. Declined applications did not have evidence supporting the outcome

From our sample of 20 rejected applications tested, we could fincho evidence to substantiate the reason for declining three
of these applications (5% of the sample tested).

These applications were declined on the basis that applicants have other sources of income, but no evidence could be
provided that these applicantsdid have other sources of income. It is therefore not clear from the documentation provided
how the department confirmed that these applicants have other sources of income.

This resulted in the applicants being unfairly rejected.
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Recommendations

Management should review and monitor the performance of the adjudication panel membersto ensure all decisions made
during the evaluation of applications were substantiated.

hOi guUU+ E EUEe CAEU
Management agreed with the finding and indicated that the department dinot have the means or mechanism to determine
whether an applicant has other sources of income.

Auditors' response

Management agreed that it does not have a mechanism to identify whether beneficiaries received other funding. Therefore,
we cannot validatethat management had such evidence when rejecting the applications.

OVERALLCONCLUSION

Although management followed through on its committed to adjust the criteria for the second wave of applications, which
commenced on 1 SeptembeR020, the criteria relating to eligibility of non- South- African applicants was clarified for this
round of applications.

The R80, million, which constitutes 34% of the R235nillion budget as per management records, was paid to beneficiaries
who applied for the sport, arts and alture relief fund disbursed by the department. A further R58million (25%) earmarked
for the sport relief fund for the provinces was transferred by the national department. No accurate and complete records
were submitted by the provinces on the progress d disbursing the allocated amount to the beneficiaries. The department
has initiated a second application process, which will assist in disbursing further committed funds to beneficiaries.

Overall, from our audit observation, the deficiencies we identified in the manual and automated processes used to record
and adjudicate applications and make payments to the beneficiaries still posed a significant risk to the success of the
initiative. The disbursement of the relief fund to its intended beneficiaries haslso not been done timeously, and we
therefore question its relevance and intended impact.
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TOURISM RELIEF FUND

@ Purpose of initiative @ Auditees

Support to qualifying small, medium ¢ Department of Tourism
and micro enterprises in the tourism *  South African Tourism
and hospitality sectors

Focus of our audit

* Assessment of qualifying criteria applied by department

* Adherence of applications to qualifying criteria for relief funding and payments to
approved and valid beneficiaries

Budget and expenditure

Budget (R million) R200 NEXT
: . , >
Expenditure (R million) R199,7 Total expenditureR200 -
~—

RO,35 MENU

m Expenditure as at 31 July" Expenditure from 1 August to 30 September |'
PREV
STATUS OF IMPLEMENTION OF INITIATIVE <

Support through the tourism relief fund came to a conclusion on 1August 2020when South African Tourism made the last
payment to a beneficiary. A total of 291 applications were received by the closing date of 31ay 2020and R200,05million
was paid to 4000 approved beneficiaries. The tourism minister published the list of beneficiaries on the webite of the
Department of Tourismon 4August 2020.

AUDIT STATUS

Our audit of the fund that started in Mag020has now been completed, with all findings having been reported and
management comments received. We will still follow up and evaluate the implenentation of the commitments made by the
accounting officer to address the findings in this report.

Our risk- assessment process includes actively scanning the media and whistle blowing reports and obtaining an
understanding of the processes and control environment associated with the fund to identify possible fraud risks. We
identified control weaknesses in the application, evaluation, approval and payment processes, as well as the limited use of
proactive measures to prevent collusion. If not addressed, tlese could increase the risk of fraud and abuse in the payments
to beneficiaries. We communicated these control weaknesses to management.
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As the initiative was a one off, management responses to the control weaknesses were received after the applications lad
been approved and payments to beneficiaries finalised. The impact of these control weaknesses is covered under the key
audit findings and observations below.

ACTION TAKEN IN RESINSE TO PREVIOUS RERT

In response to the findings raised during the audiand reported in the first special report, the leadership of the department
and the tourism minister met to identify controls that would mitigate the risks relating to the amendment of criteria, human
error and lack of comprehensive review. Subsequently @ntrols were implemented, including segregation of duties, quality
assurance and adequate capacity to process applications.

The risks relating to the amendment of the evaluation criteria to qualify for relief funding and internal control deficiencies
reported in the first special report materialised during our detailed testing of the fund. We report key audit findingsind
observations in this regard under Assessment of qualifying criteria. The risk of human error and lack of comprehensive
review processes also materialised and key audit findingsand observations in this regard are reported under Adherence
to qualifying criteria.

We indicated in the first special report that we would still test the recruitment of the graduate interns who were brought in
to assist in evaluating applications. We did not identify any material audit findings during our testing in this regard.

ASSESSMENT OF QUAYING CRITERIA

We assessed the qualifying criteria to determine if it was adequate and consistently applied for the puigses of disbursing
the relief fund to distressed small, medium and micro enterprises in the tourism and hospitality industry.

KEY AUDIT FINDING®&ND OBSERVATIONS

1. Amendment of qualifying criteria

We indicated in the first special report that the criteria b evaluate beneficiaries were changed due to inefficiencies in the
automated system used by the department, which resulted in the slow turnaround of fund payments. The amended criteria
were approved by the accounting officer and the minister.

The score matix that the department used before the change was based on points allocated per criterion, with a maximum
of 100 points. The criteria included whether the applicants submitted a valid company registration, tax clearance certificate
proof of minimum wage, Unemployment Insurance Fund details, industry operating certificate, broad based black
economic empowerment certificate, information on job creation and financial viability as well as proof that the relief is
required as a result of the impact of covid 19

The department changed the score matrix to a compliance checklist and prioritised applications that complied with the
checklist on a first come, first served basis. The department used the unique fund number allocated by the system in
sequence to each aplicant who had completed an electronic application. In addition, the department checked if the
applicant had a completed application form, supported by a Companies and Intellectual Property Commission (CIPC)
registration certificate, certified copiesofdi EUT g CEE+ i OUA g i-linsed iackietosiothis gntbowermeénC A O
certificate or affidavit as well as whether they had an annual turnover of less than R®illion and were tax compliant.

We identified that the fund sequence was not used to determine wbh applicants would be assessed first to mitigate the
risk of preferential treatment when evaluating the applicants; instead applicants were assessed based on the completed
supporting documents submitted. This change in process was contrary to the approve@mended criteria. Applicants were
informed of outstanding documents through system- generated and official emails, and were afforded 72 hours to provide
supporting documents in order for them to be processed.

T
D

(e
—
>
[N

80 Second

EUeCEg CA geéuU ael’AAﬁc&vid-A%init&ti&e&AgL‘JP"/L‘J-;Z'Q_-g Cae c¢Ci



Due to the poor status of records, we were unhble to test the follow- up to applicants to provide outstanding supporting
documents. This was regarded as a change in evaluation process.

Poor record management also resulted in supporting documents such as tax clearance certificates, bank statements and
CIPC registration certificates of some applicants who received payments not being available for audit, as detailed under
Adherence to qualifying criteria below. We were thus unable to determine that the criteria used to evaluate all applications
were consistently applied and that no preferential treatment of applications occurred.

Furthermore, some applicants who were classified as meeting the criteria were rejected due to depleted funds. However,
we identified that some of these either did not meet the cteria becausethey did not provide all supporting documents or
did not meet the set criteria upon evaluation of the submitted informationThis could have been prevented had
management implemented a fund serial number system for processing applications ona first come, first served basis and
restricted verifiers and quality assurance staff from proceeding applications through the various stages of approval if all
the required information from the previous stage had not been submitted.

Recommendations

Management should investigate whether evaluation criteria and processes were applied consistently and determine if
instances of preferential treatment of applicants occurred. Where such instances are identified, the necessary steps
should be taken to recover tre funding.

h Oi gegporse
Management indicated that the amendments applied uniformly to all the businesses that had applied and already had a fund
number allocated. All the businesses were contacted if they did not have a complete set of relevant infaration to duly
submit such. No applicant with a fund number was disadvantaged or advantaged by the changes and this was by design. The
amendments dealt with challenges such as the fact that there are various forms of businesses in the country, such as sole
proprietorship that does not require CIPC registration. The key principles of the scheme remained unchanged. Applications
were processed in accordance with the criteria to prevent preferential treatment. Management also identified that most of
the applications did not have a complete set of documents as required. An assistive rather than a punitive approach was
followed, thereby requesting each of the businesses to provide the outstanding documents. Those whose documents came
through were processed through the evaluation and approval processes. Those with continued outstanding documents
could not be allowed to prevent those with a complete set of documents to go through to the next stages. Thus management
identified and mitigated this risk.

Management indicated that the 72 hours' rule was introduced when the system received information and identified that
some information was outstanding. All the applications that were rejected by the system due to insufficient documentation
were given equal opportunity to submit the documents and to benefit from the fund if they qualified. No one was rejected
completely on the basis of the 72 hours if they subsequently submitted their documents.

hoi gCEE+ EUEe CAEU
Management's response regarding how the implementation of the process was applied was considered. However, there
were findings relating to the consistency of applications where some beneficiaries were approved without the complete
set of supporting documents. We also considered management's confirmation that the faod sequence number was not
used as a determining factor for ranking applicants but rather that companies that provided complete documents were
given preference. We could not determine if all applicants, including those rejected, were afforded the same opptunity to
provide supporting documentation. The poor status of records did not enable us to check if all these applicants did indeed
receive follow - up communication.
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ADHERENCE TO QUALIRG CRITERIA

We tested adherence to the qualifying criteria to detemine if beneficiaries met these by providing all the required
supporting documents.

KEY AUDIT FINDING&ND OBSERVATIONS

2. Beneficiaries did not meet set criteria
2.1. Beneficiaries did not submit all supporting documents

The department developed criteria for the fund and each applicant who received the funding should have submitted the

required documents. However, some beneficiaries did not submit all of the required supporting documents, such as a valid

gAij TUWUAEAAT U 1T UEgi i 1 Ag U oindjcat&theld finsin€idl gositlon, antl thelbank acgoAnjitty UAg E ¢
which payment should be made. These beneficiaries therefore did not meet the criteria. Additionally, some beneficiaries

received payment even though their tax clearance certificates had expired which the review process did not pick up

2.2. Beneficiaries not in business as per CIPC website

We carried out third- party confirmations on a sample of beneficiaries to determine if the business was registered with the

CIPC and was still operating at the tire of the applications being evaluatedz Cy U 1 UAUei 1 i AEi UE INUEU 1T aAl
I hEi AUEEr Al T CEOi Ag gC géU -Ms-: ¢eUEU IJAE AC Ui i OUAT U geAg
operating before covid- 19 and at the time of the fund andauld still be in existence for the next 12 months. Management did

not cross- reference businesses to other information sources (e.g. South African Revenue Service information to confirm

tax compliance, or CIPC information to ensure that the company existsra is still active); and also did not restrict verifiers

and quality assurance staff from proceeding applications through the various stages of approval if all the required

information from the previous stage had not been submitted.

Recommendations

Management should recover the payments made to beneficiaries who did not meet the criteriaManagementshould also
re-evaluate the entire populationrather than a selected sample, determine the full extent of the norr adherence, and take
appropriate action based an the outcome of the investigation.

h Oi gegporse
2.1. Beneficiaries did notsubmit all supporting documents

Management indicated that the relevant supporting documents for the identified payments were not available, due to the
verifiers and quality assurers working from home and not uploading the information, but confirmed that all documentation
had been received. The migration from one system to another necessitated more time to ensure proper record
management of such additional documents received throughmultiple emails. All documents are contained on various
storage computers that still have to be fully reconciled.

Management stated that these applicants had submitted tax clearance certificates However, managementsuspects that
such submissions were emailed to the verification officers and would now be difficult to locate due to the manual allocation
of files.

Management further indicated that due to the impact of the national lockdown, applicants whose tax certificate had expired
between January 2020and March2020were not penalised. Management accepted the expired documents as proof of
compliance.
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2.2. Beneficiaries not in business as per CIPC website

Management stated that the verification officers worked from home with limited online access and did nohave the
capacity to do online checks with the CIPC. Documents were thus verified based on the validity of submitted physical copies
at the time of verification.

hoi gCEE+r EUEe CAEU
Due to the poor recordmanagement system, we could not verify managemens responses. As our audit was conducted in
real time, the information should have been readily available. We could not perform alternative procedures, as the nature
of the criteria was documentation- driven where applicants had to submit the required documents for them to meet the
TEi gUEi A: ¢éU a0Al+ Ce Ehiyi EEi CA Ce iAxCEyAgi CA AAO @ge U
conclusion that some beneficiaries did not meet the set criteria.

VALIDITY OF PAYMENT® APPROVED ANVALID BENEFICIARIES

We assessed payments to beneficiaries by testing their details against thirdparty data such as that of the CIPC and a
database of companies whose directors or members are employed by the state as well as testing whether the beneficiags
are in the tourism sector.

KEY AUDIT FINDINGE&ND OBSERVATIONS

3. Beneficiaries incorrectly approved
3.1. Employees in the service of the state

The department did not have preventative controls to ensure that beneficiaries declared if they are in the servicefdhe
EgAgU CE i@ ECYyUCAU A geU EUEI(TU Cae geU EgAgU eAE AA
employees in national and provincial departments with an interest in beneficiaries that received relief funding. This could
have been prevented had management introduced a system interface between the online application process details, the
Personnel and Salary System and CIPC systems to identify employees in the service of the state with an interest in
companies that received the find benefit.

3.2. Bank account ddail on supporting documents does not correspond with account number where payment was made

To ensure that the assistance reached qualifying beneficiaries, we compared the bank account details on the electronic
document management system to the bank statements / confirmations submitted by beneficiaries. We identified certain
instances where bank details on the system and the supporting bank statements on the systerdiffered. No further
evidence that payments had been made to theorrect bank accounts was submitted and we were unable to conclude that
those payments did in fact reach the intended beneficiaries. Management did not implement an independent review
process of the work performed by the verifiers who captured and approvel banking details, as well as to verify the
accuracy of the bank account details submitted as part of a claim.

3.3. Duplicate payment to beneficiary

A duplicate payment was made to a beneficiary, as the department allocated two different fund numbers to the beficiary
and this was not picked up during the payment process. This resulted in tHend exceeding itsallocated budget by R50000.
This could have been prevented had controls been implemented to detect multiple pagents to the same bank account.

Recommendations

Management shouldinvestigate the above instances and take appropriate action. Management should alsonprove the
control environment to detect whether persons in the service of the state are related to applicants or have in interest in
businesses that claimed from the fund. Management should recover the overpayment from the beneficiary.
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h Oi gegporse
3.1. Employees in the service of the state

Management stated that the fund guidelines are silent on this issue and that it is not the case that thesempanies are

doing business with government as per procurement guidelines. The current requirements are that state employees may
not do business with government, which means that the state may not buy goods or services from such employees or their
businesses, which was not the case in this regard. This is a relief grant and the conditions are not the same as that of
procurement with regard to declarations required. The processing of applications only looked at the legal standing of the
business and not therelationship of the directors with the state. This may have been an oversight by the department but the
department was not in contravention of the fund guidelines.

3.2. Bank account detail on supporting @cuments does not correspond with account number wherepayment was made

Management indicated that some beneficiaries had their bank accounts closed as a result of inactivity during lockdown and
thus had to provide alternative bank account details.

3.3. Duplicate payment to beneficiary

Management indicated that thecause of the duplicate payment was not the difference in fund number but a human error.
The name of the business was the same and the account number was the same. The controls were adequate to prevent
system duplication, but human decisions led to the duptate payment. The matter has been followed up to enable
consequence management and the recovery of the overpayment.

hoOi gCEE+ EUEe CAEU
The preventative control relating to declarations of interest by employees in the service of the state should have been
implemented. As substantiating evidence of the correct banking details was not provided, we could not establish the

payment to valid bank accounts of qualifying beneficiaries. We will follow up with management if recovery and
consequence management did t&e place.

OVERALL CONCLUSION

The fund met its objective of timeous payments to beneficiaries in the tourism industry which were negatively affected by
the lockdown due to inactivity. However, we identified areas of concern during the audit such as the amdment of the
criteria. The change in criteria to a compliance checklist to determine if the applicant submitted all the required supportig
documents was found to be inadequate. The criteria did not make use of a ranking system either by the score applitan
received or by virtue of when they applied, and we could not determine if the assessment of applicants was fair, equitable
and transparent. Additionally, the criteria were not applied consistently, as some applications were approved even though
there were no supporting documents to prove that all evaluation criteria had been met. We could not perform alternative
procedures when supporting documents were not available. This made it difficult to conclude whether all rejections were
justifiable and whetheré AJ y UAGE gC AeeECI UO Aeeuil AAgE WUEU 1 Aai © OhU
poor record management.

Although a declaration of interest was not a prerequisite for application for assistance, the lack of this preventative contol
resulted in employees in the service of the state receiving relief funding.

The accounting officer should investigate the noradherence to the qualifying criteria as well as the lack of supporting
documentation. The accounting officer should also follow up on the mployees of the state who received relief funding.
Lastly, South African Tourism and the department should take the necessary steps to recover the duplicate payment from
the beneficiary concerned.
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@ Purpose of initiative @ Auditees

Support to and treatment of those * National and provincial departments
affected by covid-19 as well as efforts of health
to manage the spread of the virus * National Health Laboratory Services

Focus of our audit

Purchase and distribution of personal protective equipment

Community screening and testing (purchase of test machines and kits, and case
management solution)

Capacitation of hospital beds through erection of field hospitals / temporary structures

U [TLA
Jral

- NEXT

Budget (R million) R22420
>
Expenditure (R million) I { 4] R6110 Total expenditureR12583

MENU

m Expenditure as at 31 July" Expenditure from 1 August to 30 September [_

The expenditure above includes he expenditure incurred at the National Health Laboratory Services PREV

<

STATUS OF IMPLEMENTFON OF INITIATIVE

This report includes three focus areas, which were mainly implemented at the provincial departments of healthDoHs) and
the National Health Laboratory Services (NHLS). These focus areas are the purchasing and distribution of personal
protective equipment (PPE), community testing (purchasing of test machines and kits as well as case management
solution), and increasing hospital beds through the erecton of field hospitals / temporary structures. The status of these
initiatives is as follows:

The sector continued to purchase and distribute PPE to ensure that healthcare workers did not experience significant
shortages. PPE was mainly managed and storedhi bulk at the existing medical depots in the Eastern Cape, Free State,
Gauteng, Limpopo, Mpumalanga and North West, while in KwaZutlatal, the Northern Cape and the Western Cape, it was
centrally managed and stored at temporary bulk storage facilities. Asthe demand for PPE increased, some provincial DoHs
required additional storage capacity to carry the increased volumes of PPE. Some district offices, a call centre, an old
hospital and other available storage facilities in the provinces were then also usel to temporarily store PPE in bulk. PPE
was distributed from the bulk storage facilities to the healthcare facilities where it was subsequently provided to

healthcare workers.

Based on a projected demand for covidl9 testing over the 202021 period, the IMLS needed to rapidly increase its capacity
to perform the required diagnostic tests for SARS Co\- 2 (the virus that causes the disease). A detailed planning process
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was undertaken by the NHLS, which involved a review of the available testing methodologieand an analysis of existing
resources within the entity, to determine the additional resources that would be required to meet the demand. The required
additional resources included human resources, vehicles (functioning as mobile screening and testing unis), equipment,
sampling kits (swabs), laboratory reagents and the necessary PPE for staff members.

In obtaining the required resources for covid- 19 testing, the NHLS moved away from its normally decentralised
procurement approach for goods and services ard decided to manage all transactions related to covid19 testing from the
central corporate office. As the demand for testing increased with the progression of the pandemic, the NHLS purchased
goods and services through emergency procurement processes.

Toensure effective warehousing and distribution of the large volumes of diagnostic supplies and PPE required for
community screening and laboratory testing, the NHLS acquired the services of a private logistics service provider, who
assisted with the management of stock and the distribution thereof to the relevant laboratories. The number of NHLS
laboratories that performed covid - 19 tests increased from six in March2020 to 28 located across all nine provinces by
30 September 2020.

The number of NHLS labor#ories that performed covid- 19 tests increasedirom six in March 2020 to 28 located across all
nine provinces by 30September 2020. The NHLS made use of more than eight different equipment platforms in an effort to
limit the impact of global shortages of laboratory reagents on the testing capability of its laboratories. The National Institute
for Communicable Diseases (NICD) reported that these public sedr laboratories conducted 1657557 covid 19 tests from 1
March 2020 to 265eptember 2020, with 16,3%fdhe samples testing positive . The peak demand for testing occurred during
July 2020when the number of tests performed per week ranged between 74000 and 10800 in public sector laboratories
and the overall turnaround time reached 7,2 days. As at 26eptember 2020, the mean turnaround time reported for the
public sector laboratories had decreased to 1,7 days.

The NHLS continued planning for and obtaining the required resources to conduct the diagnostic cowid9 tests in public
health facilities. As at 30 September 2020, the NHLS had spent R271,00million on acquiring mostly testing kits, equipment,
mobile units, PPE, and consumables. From 9une 2020, the NHLS commenced invoicing all the provincial DoHs for the
tests performed on their behalf, and hadinvoiced R648,20million as at 150ctober 2020.

The sector initially continued to erect temporary structures and rent buildings for field hospitals to increase hospital bed
capacity; however, as the number of positive cases decreased, the focus shifted t@furbishing or upgrading existing
hospitals to increase bed capacity. The provincial DoHs were responsible for conducting an analysis of the existing capacity
and establishing the number of beds needed in addition to the existing capacity. The provinciabHs and the provincial

public works departments (DPW) had to identify centres and existing hospitals that could be converted to field hospitals
through refurbishing or renovating, or by building temporary structures. In certain provinces, the provincial DPWs
implemented the field hospital projects on behalf of the provincial DoHs, while in other provinces, the provincial DoHs
implemented the projects in- house. A few temporary structures that had already been erected have been

decommissioned.

In response tothe covid- 19 pandemic, the national Department of Health (NDoH) embarked on a project to make use of
technology in an effort to strengthen covid 19 laboratory- and hospital- based reporting. This solution consisted of the
following systems:

A Surveillance and case management system intended to collate laboratory results from all private and public
laboratories in the country, and to format and give the data to the NDoH for a period of six months from Ap2i020 at a
cost of R18,9nillion , with approximately R15million paid to date.

A TheNDoH also sourced a service provider to assist with the mobile contact tracing once the laboratory information
had been received, at a cost of RO,%4illion per month for the duration of the declared pandemic.

A TheNICDdeveloped a system that tracked covid 19 cases in hospitals and enhanced its systems to collate and format
nationwide laboratory results.
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AUDIT STATUS

The first special report included four focus areas, namely purchase and distribution of PPE, purchase and disbution of
ventilation devices, community screening and testing, and capacitation of hospital beds through erection of field hospitals /
temporary structures.

Our previous focus regarding PPE was mainly on obtaining PPE items from suppliers. The auditdias for this report was to
determine whether the PPE procured was accounted for, stored and distributed in an efficient and effective manner in line
with good stock management practices.

The executive council in the Free State had taken a resolution to ogralise the procurement of PPE for all departments in
the province through the provincial treasury. The outcomes of the audit work performed at the provincial treasury have
been included in this report.

The Limpopo DoH had procured on behalf of, or supgldl PPE to, other departments only in exceptional cases. This resulted
in slightly higher quantities of PPE being procured by the department than normal.

We also conducted work on the needs analysis performed at the NHLS, the acquisition of resources andetlulistribution of
these resources to capacitate laboratories for efficient covid- 19 testing.

We did not report many findings for field hospitals in the first special report as the audit was still in progress. The indl plan
was to erect temporary structures and lease buildings for field hospitals to increase hospital bed capacity; however, as the
numbers of positive cases stabilised, all work on field hospitals that were in the planning, design and procurement phases
was halted. With the resurgence of thepandemic, the government may decide to continue with the construction of field
hospitals. We recommend that a decommissioning strategy be developed to ensure that all resources are adequately
accounted for. This decommissioning strategy will assist the dgartments when the field hospitals are eventually
decommissioned.

The audit of this focus area progressed well even though we experienced some challenges with the submission of
information. We reviewed the planning, implementation and commissioning processs followed by the relevant
departments and also performed site visits for the selected sites below.

Site visits performed for field hospitals

Gauteng Nasrec Completed and commissioned

Western Cape Brackengate Completed and commissioned

KwaZulu- Natal Clairwood Temporary Field Hospital Still under construction

Eastern Cape VW Completed and commissioned

Northern Cape West End Hospital Construction not started

Free State Bloemfontein Show Grounds Completed but not commissioned;
resourcing of facility not yet done

North West Maseve Field Hospital Completed and commissioned

Mpumalanga Tonga Field Hospital upgraded facility for covid- 19 Completed and commissioned

We continued to review the case managemensolution, which focused on general computer controls hosting the systems,

automated controls that ensure the integrity of information and data processed by the system, information technology (IT)

project and system implementation controls, and dataanalyy i 1 E: pU AGEC «CuuClNUO he CA yAAAg
raised in the first special report based on the initial work performed on these systems.

The work highlighted above was conducted at seven medical depots, 10 temporary bulk storage facilities6 $iealthcare
facilities and eight field hospitals. We also tested 523 awards at the national and provincial departments and the NHLS, with
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a total award value of R4403,19million . The findings in the sections below reflect the internal control deficiencies identified
when conducting the audits on the implementation of the initiatives. The testing of the awards and related expenditure will
continue as the sector continues to procure goods and services.

As part of our risk assessment process, we actively scaaned, among others, the media and whistleblowing reports to
identify fraud risks. For this, we obtained an understanding of the processes and control environment of the NDoH and the
Gauteng, Limpopo, KwaZuluNatal and Eastern Cape DoHs. In the first speal report, we reported on the possible fraud
risks that management should pay attention to at these provincial departments. Subsequently, we focused our efforts on
identifying the control weaknesses that could give rise to these reported fraud risks.

Thecontrol weaknesses identified and communicated to management are primarily associated with supply chain
management (SCM) processes for covid19 procurement in respect of needs analysis, emergency procurement
procedures, pricing of PPE in line with NationalTreasury instruction notes, bid evaluation in respect of conflict of interest
prior to awarding contracts, the experience of suppliers appointed, tax compliance and sourcing sufficient quotations, and
maintenance of updated policies and standard operatingorocedures. Other processes in which control weaknesses were
identified are payments for goods received, record keeping of inventory and assets, allocation of expenditure, access to /
security of data, and appointment of staff.

Despite various follow- up actions on outstanding management responses, we only received management responses to
some of the control weaknesses communicated to the Limpopo DoH. The accounting officer of the NDoH also indicated that
management responses to the potential fraud risks ard control weaknesses will only be provided after they had been
discussed between theauditors and the NDoH, but due to the unavailability of the accounting officer for the requested
meeting we have not yet received any management responses. In the absenad the said management responses, we

could not follow up on whether management had improved the control weaknesses identified to mitigate the possible fraud
risks.

We did not audit the purchase and distribution of ventilation devices as planned due to d@sls in the delivery of the ordered
ventilators. Healthcare facilities opted for alternative ways to provide the service to patients. Therefore, we do not cover
this focus area in this special report. The community screening focus area was also postponed tihe 2020-21 normal
annual audit and has therefore not been included either.

The impact of these control weaknesses is further documented under the key audit findings under PPE, community testing
and field hospitals later on in this section.

ACTION TAKENMNIRESPONSE TO PREWS REPORT

The accounting officers were in the process of implementing most of their committed actions to address the findings
reported in the first special report. The members of the executive council and the minister committed to suppu the
accounting officers during the implementation of these corrective actions. Some corrective actions were not yet fully
implemented because there was not enough time between the release of the first report and the continued audit work that
was perform ed, which resulted in repeat findings. The following details are highlighted per province, in terms of the
implementation:

STATUS OF COMMITMENIMPLEMENTED

A The Eastern CapéDoH established a provincial contract specifically for covid- 19 PPE to ensure thaPPE was ordered
at prices regarded by the National Treasury as market related. Longoutstanding orders with suppliers were
cancelled and more recent orders were followed up frequently to ensure timely delivery. A provincial pharmaceutical
procurement unit was being established to, among others, centrally manage the procurement of PPE. The department
did not agree with all the identified control weaknesses in relation to the possible fraud risks, but has started
improving some controls. In some instances, he control weaknesses led to actual transactions; therefore, the chief
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financial officer instructed that manual orders may no longer be used. The completeness and accuracy of the asset
register, as well as the appropriate classification of covid- 19 expendiure, will be audited as part of the normal 202021
annual audit.

The Free StateDoH followed up on outstanding PPE orders on a weekly basis. If the delivery had been outstanding for
more than 60 days, the orders placed with the suppliers were cancelled.

The GautengDoH charged the procurement committees with ensuring compliance with the National Treasury
instruction notes. The supplier appointment letters were updated to reflect the agreed delivery dates. The accounting
officer committed to institute disci plinary actions against implicated officials, which resulted in the suspension of the
chief director: SCM and the acting chief director: SCM shortly afterwards. The accounting officer also subsequently
tendered his resignation after being suspended by thgremier of the province. The disciplinary cases against the
implicated officials are ongoing, pending the finalisation of the investigations report by the Special Investigating Unit.
The acting head of department requested anxdension to the end of Novemler 2020 to provide commitments in
addressing the issues noted. The accounting officer indicated that the department agreed with the control weaknesses
identified in relation to the possible fraud risks reported, and is in the process of developing a respose plan to

address the control weaknesses. The plan will be made available to thauditors by the end of Novembei2020, after
which the adequacy and effectiveness of the control improvements can be evaluated.

The KwaZulu Natal DoH ordered PPE from supplies with existing contracts as far as possible, to ensure that PPE was
ordered at prices regarded by the National Treasury as market related. To avoid extended lead times, the department
also made it mandatory for suppliers to confirm that they had PPE stockn hand when they submitted quotations. The
ATTCAAgi Ag Ceail UE (AOGITAGgUO geAg eCgUAgi Al ®=EARO Ei E-E
that detailed improvement plans will be developed by the end Novembe2020, after which the adequacy and
effectiveness of the control improvements can be evaluated.

We did not raise any findingsn the first special report for the Limpopo DoH in terms of the pricing of PPE. Where a
supplier could not deliver the required PPE within the agreed ¢ad time, the order was automatically cancelled unless
extension of the delivery period was specifically granted.

The Mpumalanga and Western CapBoHs continued to ensure compliance with the National Treasury instruction

notes and also continued to followup on long outstanding orders with suppliers.

The Northern Cape DoH committed to ensure compliance with the National Treasury instruction notes and its system
relating to the management of PPE orders was strengthened.

The North WestDoH ordered PPE, asdr as possible, by using existing contracts to ensure that PPE was ordered at
prices regarded by the National Treasury as market related. The department also reported suppliers that charged
inflated prices and those who were defaulting in terms of lead tines to the provincial treasury. The department further
followed up on long- outstanding orders and classified some suppliers as dormant once they did not supply PPE on

gC
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were still not monitored. This, coupled with the late payment of suppliers, resulted in some repeat findings in a number

of areas, as reported later on in this section. Therefore, we assessed the commitments received as being paatly
implemented.

The first special report did not include management commitments from the NDoH. The findings from the review of the
service- level agreement were followed up, which revealed that the cost associated with software licences beyond

30 September 2020was not clearly defined. Communication between the department and the service provider

TCAzi EYUO geAg AGgeChce geU EUEI i1 U Seftanbdr 20208hisivasiithEat i T UE
no extra cost to the department and did thus nbresult in any additional system implementation costs.

Secondspecial reporton the finandi At §y AAA¢ Uy UAQg Gvid-1giditiativés A y U 1& ggde 1

JU



PERSONAL PROTECTINAQUIPMENT

Summary ofkey audiitfindings and observations for PPE

Procurement and contract management

1.1. Reasons for deviation not recorded and approved as per approved Yes Eastern Cape, Gauteng,
delegation of authority Limpopo, Northern
Cape, North West
1.2. Non- declaration of interest by winning bidders No Gauteng, KwaZulu Natal
1.3. Goods procured at prices higher han prescribed by National Treasury Yes Gauteng, KwaZulu
instruction notes Natal, North West,
Western Cape
1.4. Non- compliance with local content requirements No KwaZulu- Natal,
Mpumalanga, Northern
Cape
1.5. Specifications not indicated on quotations arl submissions Yes Eastern Cape, Gauteng,
KwaZulu- Natal
1.6. Discrepancies in the RFQs sent to suppliers resulting in unfair procurement | No Limpopo, KwaZulu-
practices Natal
1.7. Items procured notin accordance with required NDoH andWHO No KwaZulu- Natal
specifications
1.8. Transactions entered into with suppliers who are not tax compliant at Yes Eastern Cape, KwaZulu
award date Natal
1.9. Limitation of scope* Procurement information requested not submitted for No Free State, Gauteng,
audit KwaZulu- Natal,
Mpumalanga
Other observations related to procurement
2.1. Award granted to a supplier who had to be part of a joint venture, supplier No Northern Cape
not bona fide PPE supplier and CIPC returns not up to date
2.2. Award granted to a supplier whowas in the process of being deregistered No Northern Cape
with the CIPC
Internal control deficiencies
3.1. Award made to supplier who did not submit tender documents No Free state PT
3.2. Insufficient controls over recei pt of goods and services Yes Free State PT, Limpopo
Recording, storage and/or distribution of PPE
4.1. Systems and/or controls to account for PPE not in place or not effectively No Eastern Cape, KwaZulu
used at bulk storage and healthcare facilities Natal, Mpumalanga,
Northern Cape, North
West
4.2. PPE not distributed in complete and/or timely manner to healthcare No Eastern Cape, Free
facilities State, Gauteng,
KwaZulu- Natal,
Limpopo, North West
4.3. Poor storage practices at bulk storage and healthcare facilities No Eastern Cape Free
State, Gauteng,
KwaZulu- Natal,
Limpopo, Mpumalanga,
Northern Cape, North
West
4.4, Limited security controls at bulk storage facilities No Eastern Cape, Free
State, Northern Cape,
North West
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4.5. Ineffective quality assurances over PPE during recépt No Eastern Cape, Free
State, Gauteng,
KwaZulu- Natal,
Mpumalanga, Northern
Cape, North West

Payment processes

5. Payments made for goods and services with no evidence of delivery and/or | No Gauteng
contract arrangement

During the pandemic, the DoHs mcured PPE from suppliers to ensure that enough PPE was continuously available at
healthcare facilities and provided to healthcare workers to protect them against the virus while treating patients. The
National Treasury prescribed the minimum SCM procesdgo be followed by the departments when procuring items of PPE.

KEY AUDIT FINDINGE&ND OBSERVATIONS

Key audit findings are presented according to the process flow of transactions:

1. Procurement and contract management

1.1. Reasons for deviation not recordedand approved as per approved delegation of authority (repeat finding) (EC, GP, LP,
NC, NW)

In 25 instances in Gauteng and one in the Eastern Cape, the reasons for deviations were not recorded and/or approved by
the accounting officer, as required by treasury regulation 16A6.4. The total value of the awards was R48,41million in
Gauteng and RO,5%nillion in the Eastern Cape.

On 1A pril 2020, the accounting officer in Limpopo approved a request to appoint service providers, on an emergency
procurement basis, for the supply and delivery of 10000 units of 350 ml hand sanitiser rubs at R29,90 per unit. However,
the department awarded the contract to a supplier for the supply and delivery of 30000 units; 200000 above the quantity
approved by the accountng officer, resulting in a difference of R5,98nillion .

Furthermore, in the North West and Northern Cape, the departments deviated from normal procurement procedures
(emergency) for 13 payments amounting to R9,4illion in North West and one transaction ® procure goods to the value of
R8,04million in the Northern Cape. We could not obtain evidence that these deviations had been approved by the
accounting officer. The Northern Cape department had made a payment of R18illion to the supplier on 15une 2020.

Also in the Northern Cape, the accounting officer had signed off a generic deviation on B4arch 2020that did not specify
any time period and was not considered per specific transactionas required. The deviation therefore did not justify the
matter of emergency for the four suppliers to the value of R60,7illion .

By implementing effective monitoring controls, management would have been able to detect that deviations were not
approved in line with the approved delegation of authority, the relevahprocurement policies and the National Treasury
instruction notes.

Recommendations

Management should implement controls to ensure compliance with the instruction notes and relevant SCM prescripts to
prevent the misuse/exploitation of emergency procurement legislation.

<% Secondspecial reporton the finandi At §y AAA¢ Uy UAQg Gvid-1giditiativés A y U 1& goE 1



Management should implement a review process and improve the effectiveness of controls in place over the process of
approving deviations to ensure that a properly delegated official approves the deviation as per the SCM delegation of
authority policy and enable compliance with section 44(1) of the Public Finance Management Act.

Management should implement consequence management processes against officials contravening laws and regulations.
hoi gUUE+ EUEe CAEU
The Eastern Cape management disagred with the finding.

The North West DoH agreed with the finding. The department committed to enforce compliance with all National Treasury
instruction notes through regular reporting by programme managers and indicated that it has reverted back to the nomal
procurement processes. The action date is 3@ctober 2020.

The Northern Cape management disagreed with the finding. This procurement transaction was made in line with the
deviation approved by the accounting officer.

The Gauteng management agreed witlthe finding and committed to improve the effectiveness of controls in place over the
process of approving deviations to ensure that a properly delegated official approves the deviation as per the SCM
delegation of authority policy. The implementation datehas been set at 3Dctober 2020.

The Limpopo management agreed with the audit finding, and the department intended to award the 350 ml sanitiser hand
rubs from the outset. The error was not identified by management when concluding the process.

The Northem Cape management indicated that the deviation did not contain a time period because the situation was of such
a nature that the department was unsure how long the shortage of PPE would prevail. The lockdown situation also did not
allow for the normal procurement process of inviting bids, was highlighted in National Treasury Instruction Note No. 8 of
2019 20.

Suppliers from the transversal contracts were engaged and had orders issued to them. Management will provide proof
that when the suppliers failed todeliver, the orders were cancelled.

hoi gCEE+ EUEe CAEU
The approved deviation in the Northern Cape that was attached to the payment batches submitted to the auditors was not
specific to each transaction and each supplier, it was generic and, therefore, wilnot be accepted for goods procured from
these suppliers. National treasury Instruction Note No. 8 indicated that the covid19 pandemic will be regarded as an
emergency and, therefore, the approved deviation should be specific to a supplier and a singleansaction of procuring
covid- 19 goods from the supplier at hand. The response from management also does not cover the definition of an

emergency as defined perNational Treasury Instruction Note No. 5 of 2020/21. No proof for the cancelled orders with
suppliers from the transversal contracts was provided at the date of this report.

In the Eastern Cape, the internal memorandum that was submitted to advertise the bid for five days was not approved by
the accounting officer, but by the general manager. Theredre, the finding will remain and all payments made on this bid will
be regarded as irregular expenditure.

The approved deviation was not attached to the payment batch submitted to the auditofer the Northern Cape.
Additionally, the approved deviation bythe accounting officer used for other suppliers was a generic approval and did not
specifically mention the suppliers and will thus not be accepted for goods procured from this service provider. Therefore,
the finding on non compliance remains.

1.2. Non-declaration of interest by winning bidders (GP, KZN)

In Gauteng, we identified 27 instances where the winning bidders did not declare their interests as there were no signed
SBD4 forms, as required byNational Treasury Practice Note No. 7 of 2009.0. The total &lue of these awards was
R1049,21million .
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In KwaZulu- Natal, there were two instances where the winning bidders did not declare their interests on the completed
SBD4 forms. The total value of these awards wa&13,1tillion .

Therefore, adequate controlshad not been implemented to verify that information and business interests declared by
suppliers are accurate, complete and do not pose a conflict of interest between suppliers and departmental employees
before a contract is awarded to the supplier.

Recommendations

Management should improve the effectiveness of internal controls over the SCM process to ensure that winning bidders
declare their interests and ensure compliance with SCM prescripts and applicable legislation.

Management should disclose expendiure relating to these contracts as irregular expenditure in the financial statements.

Management should also introduce procedures to enable the SCM unit to identify false, incorrect or incomplete
declarations in SBD documents. Where improper conduct of supliers is noted, suppliers should be registered on the
default list at the National Treasury.

hOi gUUE+ EUEeCAEU
The Gauteng management agreed with the finding and committed to improve the effectiveness of internal controls over the

SCM process to ensurethat winning bidders declare their interests, and ensure compliance with SCM prescripts and
applicable legislation. The implementation date has been set at 3Blovember 2020.

The KwaZulu Natal management advised that it does not have access to any systemdh permits the vetting of suppliers

and matching them to any other company that does business with the department. The process to register suppliers on the
tender- defaulters register requires an investigation to be conducted and the suppliers be given an pportunity to respond

to any accusations levelled against them. The department will thus seek the assistance of the provincial treasury with
these processes.

1.3. Good’s procured at prices higher than prescribed by National Treasury instruction notes (repeat fiming) (GP, KZN,
NW, WC)

As also reported in the first special report, departments did not always adhere to the instruction notes issued by the
National Treasury, as they continued to order PPE items at prices in excess of the maximum prices prescribed kye
National Treasury.

We identified 18 instances in Gauteng, three in KwaZuliatal, eight in North West and two in the Western Cape where the
departments had entered into transactions at prices in excess of those determined for the specific items in anneure A to
National Treasury Instruction Notes No. 8 of 201220 and No. 5 of 202®1.

The total estimated possible losses were R231,2#illion in Gauteng, R10,28llion in KwaZulu- Natal, R2,79million in North
West and RO,04million in the Western Cape.r the Western Cape, the initial order for 1,&illion units was cancelled as the
supplier could only deliver 63000 units.

We also identified eight instances where Gauteng procured PPE from other suppliers at higher prices, instead of utilising
existing transversal contracts with agreed prices to procure PPE, as required by the National Treasury instruction notes.
The total estimated possible loss was R90, 1illion .

Based on the above instances, it is clear that insufficient controls were in place to enswg that prices of PPE procured were
within the price range stipulated in the National Treasury instruction notes.

Recommendations

Management should implement a formal process to monitor compliance with the instruction notes issued by the National
Treasury before the orders for PPE items are placed with suppliers and payment is made.
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For all amounts paid in excess of the prices stipulated in annexure A, management should investigate and report the losses
incurred accordingly.

In cases where departments order PPE items at prices in excess of 10% of the prices in the instruction notes, the
department should obtain the required approvals from the accounting officer prior to finalising the orders.

In instances where management has evidence of excessive pricing ad stockpiling by suppliers, especially suppliers on
transversal contracts, relevant public bodies such as the Competition Commission should be notified to enable further
investigation.

Excess prices paid should be disclosed as irregular expenditure.

Theaccounting officer should investigate the discrepancies that resulted in the potential material lossesto identify the
circumstances that led to the inconsistencies. The results of the investigation should be made available to thauditors.

hoOi gUbMse EUEe
The Gauteng management agreed with the findings and committed to stop emergency procurement and resume normal
procurement processes for PPE. The implementation date has been set atQctober 2020. Managementalso agreed to
strengthen its current proc esses to ensure that goods are adequately specified and recorded as required in terms of the

National Treasury instruction notes. It was decided that the lower of the quoted price or the price per National Treasury
Instruction Note No. 8 of 20120 will be paid going forward.

The KwaZulu Natal, North West and Western Cape management agreed with the finding. North West committed to enforce
National Treasury instruction notes from 210ctober 2020through regular reporting by programme managers and to revert
back to normal procurement practices. The Western Cape committed to obtain approval for future deviations where
emergency situations exist for the safety of healthcare workers.

Furthermore, in KwaZulu- Natal management disagreed as the contracted supplier othe product had written to the
department to inform them that due to the exceptional circumstances of the pandemic, prices had increased exponentially
for these items and therefore they would not be able to supply these products. They requested the depanent to grant
them a market- related price increase only for the duration of the pandemic, ast had distorted the pricing in the market.

The department considered this request and given that the last published price for this item by the National Treasuig
National Treasury Instruction Note No. 3 of 2020/21 was listed at R278,00 per box in annexure A, it was decided that the
requested price revision to R178,00 was well within this range. It was on this basis that the marketelated temporary
increase request was granted to the supplier.

The department firmly believes that this was done within the parameters of the emergency situation and that no financial
loss was incurred, as the prices were market related and within the last National Treasury approved price listings.

hoi gCEE+ EUEeCAEU
The KwaZulu Natal department did not comply with the prescripts of National Treasury Instruction Note No. 5 of 2021,

and procured the above products at prices higher than the allowable contracted value and regulated taffs, resulting in a
loss being incurred.

The matter remains and will be reported accordingly. In addition, the potential loss will be followed up to ensure that
consequence management and recovery take place.

1.4. Non-compliance with local content requirements (KZN, MP, NC)

We assessed that for four awards in KwaZuldNatal amounting to R4,28million and one award in the Northern Cape
amounting to R0,35million , the advert did not explicitly indicate the minimum threshold for local content as required. The
winning service providers also did not submit a declaration on local content.
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Similarly, in Mpumalanga, we identified that 41 suppliers with procurement valued at R84, I6illion did not provide the
required SBD 6.2 documents. In addition, it could not be coimmed whether the percentage of local content was complied
with by 27 suppliers with procurement valued at R56,2@nillion .

Paying these service providers will result in irregular expenditure.
Recommendations

The SCM unit should strengthen controls over capliance with legislation for local content provisions to ensure that
sufficient declarations are submitted and processes performed to ensure that goods for designated sectors adhere to the
minimum threshold requirements for local content procurement.

Theaccounting officer should ensure proper record keeping to support financial and performance reporting.

hOi gUUE+ EUEeCAEU
The management of KwaZulaNatal and Mpumalanga agreed with the finding. The Mpumalanga management further
committed to ensure that all requests for quotation (RFQs) for designated goods and services will include the stipulated

minimum threshold percentage for local production and content as required in terms of the amendments to National
Treasury Instruction Note No. 5 of 202021.

1.5. Specifications not indicated on quotations and submissions(repeat finding) (EC, GP, KZN)

Our assessment of quotations and delivery notes imelation to goods delivered relating to 28 awards amounting to
R92,90million in KwaZulu- Natal, identified that no menton was made of the actual specifications of the goods that are to be
delivered, as required byvarious National Treasury instruction notes. Similar instances were noted in Gauteng and the
Eastern Cape, with the awards valued at RO,2&illion and R6,10nill ion, respectively.

The absence of the explicit inclusion of specifications in the RFQs and controls over the receiving of goods to ensure that
goods received comply with the required specifications, could result in departments receiving and paying for goos that
are of inferior quality. By implementing effective monitoring controls, management would have been able to detect that all
RFQs did not clearly indicate the specifications of the PPE/goods required.

Recommendations

The SCM unit should improve proceses for the requesting of goods and services relating to covid19 to ensure that all
RFQs are accompanied by suitable specifications that have been confirmed to be in line with the required standards
established by the NDoH and the World Health Organizatio(WHO).

Controls over the receiving of goods should also be improved to include a specific and explicit requirement for testing the
goods to ensure that they are in line with the required quality standards.

hoi gUUE+ EUEe&CAEU
The finding was accepted i the KwaZulu- Natal management. Since the beginning ofJune 2020, the KwaZulu Natal
department has included the detailed specifications in all RFQs.

The Gauteng management agreed with the finding and will continue to strengthen its current processes to ense that the
specifications of goods are adequately specified and recorded as required in terms of the National Treasury instruction
notes. Suppliers were invited to the war room where samples were quality checked before a commitment letter or
purchase order was issued; unfortunately, it was informally done and no minutes are available. It was decided that the
lower of the quoted price or the price per National Treasury Instruction Note No. 8 of 20120 will be paid going forward.

The Eastern Cape managemendisagreed with the finding, stating that there was no control deficiency on the side of the
department. The hierarchy of procurement for covid 19 started with available contracts (RT or provincial). Procurement
was done through existing contract SCMU31819- 0184 HO, which was awarded through a competitive bidding process.
The full details of the specifications (as per the awarded contract and indicated on the bid document submitted) and an
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extract of the specification of the awarded bid were provided tohe auditors . The referenced isolation gowns (R113,40 each)
and surgical gowns (R135 each) reflected in annexure A are disposable and the specifications are different.

hoi gCEE+ EUEe CAEU
Taking into account the item specification list subsequently providedby the Eastern Cape department, we were unable to
UEgAIl 4i Eé e geU eEilUE T&AE¢cUO WNUEU 1 CAEi EgUAg i gé geu gUA
contain prices and certain items procured could not be matched per item.

1.6. Discrepancies in the RFQs sent to suppliers resulting in afair procurement practices (KZN, LP)

In Limpopo, as per the table below, suppliers 1, 3 and 4 did not quote for manual dispensers; however, they were evaluated
on that product. Furthermore, the submission indicated that suppliers 3 and 4 were disqualified as they failed to bid
according to specifications.

Suppliers evaluated for compliance with specifications

Supplier 1 No Yes 70% Complied
Supplier 2 Yes Yes 70% Complied
Supplier 3 No Yes 60% Not complied
Supplier 4 No Yes 70% Not complied

Supplier 3 was disqualified for providing a quote for 60% alcohol instead of 70% alcohol, and supplier 4 wdisqualified for
providing a quote for 800 ml hand sanitiser instead of 1 litre.

In that regard, the criteria used to evaluate and ultimately disqualify the suppliers were not indicated in the bid document
(i.e. manual dispensers and litres required for hand- sanitiser liquid). Therefore, the evaluation was not conducted fairly,
competitively and with transparency as only supplier 2 was requested to quote for the manual dispensers.

The procurement of sanitisers from suppliers 1 and 2 is potentially irregula and so is the total expenditure amounting to
R71,64million (R63,60million for supplier 1 and R8,04 for supplier 2).

In addition, the department also issued two suppliers with different RFQs via email. Amendments to the specifications were
made without issuing an addendum or revised RFQ to the suppliers. The details are as follows:

Details of suppliers issued with different RFQs

16March 2020 at 10:34 Supplier 1 The department indicated thatit required a quote for the supply, delivery,
installation and maintenance of 5000 automated hand sanitisers

16March 2020 at 21:37 Supplier 2 The department indicated thatit require d a quote for the supply, delivery,
installation and maintenance of:

1  3000automated hand sanitiser dispensers
T 30000x 1 litre sanitisers
1 7 nonautomated hand- sanitiser dispensers

Paragraph 4 of the RFQs completed by the suppliers indicated the scope of work as follows:

A Alcohol-based hand disinfectant (chlorexhidine gluconate 0.5% mAand alcohol 70% v/v) with emollient for the
automated touchless dispenser
A Automated touchless dispenser for alcohol based-hand disinfectant
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The award letter issued to one supplier, dated 1Blarch 2020, differed from the RFQ. This is contrary to the RFQ
specifications and the scope of work as per the bid document, which provided for automatic dispensers.etters of award to
the two suppliers were signed by the accounting officer on 17 and March 2020 to the value of R8,04nillion and
R63,60million , respectively.

In KwaZulu- Natal, the contract for one supplier appeared to have been awarded before the date of advertisement of the
RFQ. The amount of this award was R5,iflllion .

Recommendations

The accounting officer should maintain a system of procurementhat is fair, equitable, transparent, competitive and cost
effective by ensuring the following:

The sameRFQ is issued to suppliers during the procurement of the same goods or services.

Specifications of the RFQ are not amended without informing all suppéirs who had quoted.

Suppliers are evaluated based on criteria that are clearly stipulated in the RFQ document.

The internal controls established for the procurement and provisioning systems are adhered to.

An investigation is conducted into the cause of tk irregular expenditure amounting to R71,64million and effective and
appropriate corrective action is taken against any official who caused the potentially irregular expenditure.

o Do o o Do

hoi gUUE+ EUEe CAEU
The Limpopo managementisagreed with the audit finding for the following reasons:

A In responding to the finding above, it is worthwhile to provide a background to the issue raised by trauditors (at the
onset of the announcement of covid 19 as a pandemic by the WHO, the department already had shortages of hand
sanitisers stemming from a previous short supply by the RT contractor). It was then decided that an emergency
procurement process was the only route to satisfy the need.

A Due to the volatile market at the time of this procurement, the department sourced had sanitisers and dispensers on
a per unit basis and according to the units the suppliers could provide. Furthermore, the department received requests
to source PPE for other departments, which necessitated the increase in quantities and the change of spéications
from automated dispensers to manual (which was more cost effective according to the department).

A In this regard, the needs analysis pointed out that 90000 litres of hand sanitiser would be required to satisfy the need.
Reputable service providers were requested to submit quotations on a per item basis. When sourcing quotations,
especially in emergency situations, the normal process is that you make a call to service providers asking them
various questions related to the need (e.g. quantities agilable). Based on shortages of stock on the market, service
providers indicated what was available at the time of a call. It is worth mentioning that this was a very frustrating time
for the buyers; for example, many service providers visited the department with samples of their sanitisers but the
ingredients or specifications were not correct.

A A decision was taken that service providers should quote on a rate basis, despite the indicated available quantities. The
indicated numbers in the emails were forimmediate delivery as per the confirmation of the service provider.

In conclusion, the specifications sent out to all service providers were never changed or amended.

Regarding the issue of nonautomated dispensers, the pandemic was a scare to everyone,ra the idea was to have a
touchless dispenser within the department. However, these items were not available on the market, and when available,
the price would be unaffordable. The department negotiated with the two remaining successful bidders for sanitisrs to
also supply the manual dispensers fitting the 1 litre sanitiser bottle being offered.

Management disagreed with the audit finding.
Supplier 4 did not comply with the specifications and was disqualified due to the following:

A Quoting for a 5 litre seri-spray for sanitiser instead of chlorexhidine gluconate 0.5% m/v and alcohol 70% v/v with
emollient.
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A The steri- spray ingredients are benzyndamine topical and chlorhexidine gluconate topical, as opposed to
chlorexhidine gluconate 0.5% m/v and alcohol 7@ v/v with emollient.
A Hand-sanitiser refill is 800 ml instead of 1 litre.

All bidders quoted on the same specification as follows:

A Alcohol-based hand disinfectant (chlorexhidine gluconate 0.5% m/v and alcohol 70% v/v) with emollient for the
automated touchless dispenser.
A Automated touchless dispenser for alcohol-based hand disinfectant.

The RFQ (bid document containing the above specification) sent to all invited bidders was never amended, which is why all
bidders quoted the same. No bidder quoted for the anual dispensers; even supplier 1 did not quote for the manual
dispensers despite the body of the email sent to them referring to automated and manual dispersers.

The issue of manual dispensers was raised during negotiations with the two remaining supplies to minimise costs and
achieve more with the available budget. If the department had not negotiated with the suppliers, it could have spent more
on automated dispensers.

hOi gCEE+ EUEe CAEU
Management asserted that no supplier had submitted a quote for maual dispensers. However, we identified on the

evaluation report compiled by the department that supplier 2 did submit a quote for manual dispensers even though they
were required to quote for automated dispensers only.

Management further asserted that the issue of manual dispensers arose during negotiations; however, the RFQ issued to

Eheeui UE s (AT GhOUO 1 Cge AhgCyAguo AAO yAAhRAG Oi EEBUAEUEE

both automated and manual dispensers, but only supplierl was requested to submit a quote for both.

On both the RFQ and the bid documents, the description of the items requested from the suppliers did not indicate the size in
terms of litres the suppliers were supposed to quote for. Therefore, supplier 4 shoud not have been disqualified on the
basis of quoting for 800 ml instead of 1 litre.

Based on the above, the finding has not been resolved and will be reported.

Management asserted that the service providers were contacted telephonically and that the RFQsubsequently issued to
them were based on available quantities. Such communication with the service providers is not recorded anywhere on the
trail of communication with the suppliers and, therefore, cannot be verified. Furthermore, management did not exfain why
the suppliers were then evaluated on goods they were not required to quote for (i.e. manual dispensers), as they would
have indicated the stock available in the alleged telephonic conversations.

Management further asserted that a needs assessmentwas conducted; however, none was provided to thauditors
despite requesting it on numerous occasions.

Although management asserted thatit had made use of the emergency procurement process to satisfy the needs, we were
unable to follow the audit trail tocome to the same conclusion.

¢ é
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emails that serve as RFQs do not indicate this.
1.7. Items procured not in accordance with required NDoH and WHEpecifications (KZN)

National Treasury Instruction Note No. 8 of 20E20 indicates in paragraph 3.7.6 that institutions may approach any
supplier, other than suppliers noted in annexure A, to obtain quotes on condition that the items are to the specificatns as
determined by the NDoH.

The department procured 1000 units of filtering face piece grade 1 masks at a cost of R4 per mask and a total cost of
R4 million . According to the WHO, these masks may not meet the minimum filtration requirements, resultig in less
protection against airborne particles. This exposed the department to the risk of infections due to pocrquality PPE used.
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Recommendations

The SCM unit should strengthen controls over the processes implemented to ensure that all procurement is dee in
accordance with the standards required by the NDoH and the WHO.

The accounting officer should investigate the procurement of the filtering face piece grade 1 masks and whether these were
suitable for the use for which they were procured. Consequencenanagement should be implemented depending on the
outcome of the investigation. The results of the investigation should also be made available to the auditors.

hoi gUUE+ EUEe CAEU
Management agreed with and noted the finding. In the absence of (or lack ofailability of) FFP2 masks, staff who were
operating in non-clinical settings could use the FFP1 masks in the executing their duties. Cloth face masks would not be

suitable in such an environment as these staff members cannot be expected to take masks honte wash* even though
they are not in a clinical environment, they are exposed to risky clinical substances and need disposabface masks.

1.8. Transactions entered into with suppliers who are not tax compliant at award datqrepeat finding) (EC, KZN)

By checking the supplier compliance history for suppliers on the central supplier database (CSD), we identified that, as at
the date of the order, some suppliers had a norcompliant tax status, indicating that their tax affairs were not in order.

This was the @se for nine orders totalling R29,37million in KwaZulu- Natal and resulted in irregular expenditure.

Similarly, we identified one instance in the Eastern Cape where an award was made to a supplier whose tax certificate had
expired at the date of the award The contract was awarded on a rate base.

This could have been prevented had management implemented controls to ensure that only suppliers that are tax
compliant at the time of the award are appointed.

Recommendations

The SCM unit should strengthen all ppcesses over compliance checks to ensure that assessments are performed on
compliance affairs of suppliers at all relevant stages of the procurement process.

A comprehensive checklist should be implemented, which should be attached to all procurement anghould cover all of
the required checks to be performed on covid 19 transactions.

hoi gUUE+ EUEe CAEU
The Eastern Cape and KwaZuhNatal management agreed with the finding. KwaZulu Natal further committed to make

appropriate disclosures. The Eastern Capestated that supplier details were not resolved within the timeline provided. No
purchase order has been issued and therefore no irregular expenditure will be incurred.

1.9. Limitation of scope™ information not submitted for audit (FS, GPKZN, MP)

We could na perform, or could only partially perform, the audit of the procurement of PPE for four awards to the value of
R3,6million in the Free State, six awards to the value of R169 mlllion in Gauteng, and 15 awards to the value of
R32,26million in Mpumalanga. This was due to limitations placed on the scope of the audit, as management was unable to
provide sufficient and appropriate documentation.

On assessment of the quotation processes in KwaZuluNatal for the covid- 19 PPE awards, the processes followed to
advertise the required goods in a manner that ensures fairness and transparencywere not evident. The following were not
evident, which would allow for the verification of processes followed in requesting quotations:

A Evidence of actual adverts placed on tk KwaZulu- Natal health portal or requests sent to service providers requesting
them to submit quotations.

A Evidence of receipt of quotations, together with applicable quotation opening registers, on the closing date of adverts,
indicating all suppliers that submitted quotations. This affected 45 quotations amounting to R184,4@illion and
resulted in non- compliance with SCM prescripts. It could also result in possible irregular expenditure.
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Recommendations

Management should provide corroborating evidence sothat these transactions can be audited. In addition, the cause of this
internal failure should be investigated and remedial steps taken to prevent a repeat thereof.

hoi gUUE+ EUEe CAEU
The Free State management agreed with the finding and reported that ¢htwo documents might have been misplaced. At

the date of this report, management was still searching for them.

The Gauteng management agreed with the finding and committed to provide all the information requested@he
implementation date has been set at 3 October 2021.

The Mpumalanga management indicated that the information had subsequently been submitted to and reconciled with the

auditors.

The KwaZulu> AgAU Y AAAcUyUAg Oi EAGEUUO Wigeé ¢géeu @i AOi Agcow ¢é&U 1 UEJ
ACEYyAG0 z-_ @eECIUEEUE: AGuCNUO géeu OUeAEgYyUAgQGE ¢gC AOU&hAgUGJ
is captured in section 3.7.6 of the very first instruction note (No. 80f 2049 ~° Jéi T & AuuClUO OUeAEgYy UA(

approach anyother supplier to obtain quotes and may place orders on condition that the specifications meet the

EUhi EUYyUAgE Ce pKf-. eEilUE AEU UéhAG CE UCHNUE géAA éeEil UE i
hoOi gCEE+ EUEe CAEU

The supporting evicence was not subsequently submitted for the outstanding information requested.

The KwaZulu Natal management should note that without adequate inclusion of adverts or other evidence such as emails

sent to suppliers requesting quotations, it cannot be conclued from the audit that a fair, transparent, cost effective and

competitive process had been followed. The ability of the department to directly approach suppliers does not preclude
them from demonstrating this; therefore, the finding remains.

2. Otherprocurement- related matters

2.1. Award granted to supplier who had to be part of joint venture, who was not bona fide PPE supplier and whose CIPC
returns were not up to date (NC)

The department ordered PPE from a joint venture on dune 2020. The invoice addressedd the department was in the name
of an individual company, not that of the joint venture. A payment of R139#lion was made into the account of the

individual company and not that of the joint venture. The supplier was also not a bona fide supplier dPE as they specialise
in accommodation and food services. Furthermore, according to the CIPC certificate of the supplier, its annual CIPC returns
were not up to date as at 16ctober 2019.

No evidence was attached to the supporting documentation that thelepartment had accepted the quote of the joint venture.
Recommendations

Management should ensure that laws and regulations are complied with when procuring goods and services to prevent an
increase in irregular expenditure.

hoi gUUE+ EUEe CAEU
The department raised some non-compliance issues with the joint venture setup, including its registration status. It was

then agreed that the order will be issued only to one party of the joint venture. Theh O ¢ecbmBendation was noted and
will be implemented.
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2.2. Award granted to a supplier who was in the process of being deregistered with the CIPC (NC)

The department made an award to two suppliers to the value of R43,8illion . However, we identified through a CIPC
search that the suppliers were in the process d being deregistered as they had not submitted annual returns for the
previous years. This indicates that the department granted awards to suppliers who were not actively in business.

Recommendations

Management should ensure that laws and regulations are omplied with when procuring goods and services to prevent an
increase in irregular expenditure.

hOi gUUE+ EUEeCAEU
Management agreed with the finding. The department relied on the CSD when engaging the services of the service
providers.

3. Internal control deficiencies
3.1. Award made to supplier who did not submit tender documents (FS provincial treasury)

The provincial treasury awarded a tender to the value of R1,57illion to a supplier without a procurement process having
been initiated.

Recommendations
Thes = hAig EeChuO EgEUAcgéUA T CAQECUE Ci UE géuU éeECI hEUYyUAg
process are fair, equitable, transparent, cost- effective and economical.
hOi gUUE+ EUEeCAEU
The Free State management agreed with the finding. Ehcommitment letter was erroneously issued to the supplier on
6July 2020 and was subsequently withdrawn and cancelled through a letter issued on 1®ctober 2020.
3.2. Insufficient controls over recei pt of goods and services (repeat finding) (FS provincial treaury, LP)

3.2.1. Control deficiencies in ordering and receiving goods (FS provincial treasury)

In addition, the department received more items (to the value of R2,3&illion ) than it had ordered, and no information was
provided to indicate what the nature of the® items was. No payments have yet been made, but if any payments are made for
this stock, the payment would be irregular.

No evidence could be obtained that the PPE procured had been inspected by the official of the provincial treasury to confirm
whether the quantity of the goods delivered was in line with the orders or specifications. Surgical gowns were incorrectly
packaged and not marked as norsterilised or sterilised. The value was R35,52million .

3.2.2. Inventory invoice from depot did not agree with goods eceived note from institution (LP)

PPE delivered to a health institution did not agree with the goods received note and evidence could not be provided to
confirm whether the institution had communicated with the medical depot on the differences between thegoods received
note and the invoice.

In some instances, the quantity on the invoice was more than the quantity on the goods received note, or vice versa.
Recommendations

The SCM unit should reassess all controls over the receiving of goods to confirm thasufficient processes are in place and
are correctly implemented to ensure that all goods received are in line with goods ordered and that all documentation
required to accompany the goods purchased has been submittedlhis will ensure that payments are nade for only valid
goods ordered, delivered and received.
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hOoi gUUE+ EUEe CAEU
The Free State provincial treasury management disagreed with the finding and stated that it had experienced challenges
with delivery notes not being consistently submitted by supliers on delivery. The first mitigating effort was to utilise the

previous delivery notes where goods were partially delivered, add the quantities delivered on the day onto this delivery
note, and sign off with the correct date next to the relevant quanties.

The Limpopo management agreed with the finding and committed to reconcile the recordst further indicated that systems
were put in place to manage the receiving, warehousing and distribution of large volumes of PPE; however, due to the
extent of the disaster and the pressure it placed on an already overstrained health system, quantities distributed versus
sizes must be reconciled.

AOI gCEE, EUE&CAEU

The Free State delivery notes were altered or prepopulated and signed before the receipt of the aatal goods.

4. Recording, storage and/or distribution of PPE

4.1. Systems and/or controls to account for PPE not in place or not effectivelyised at bulk storage and healthcare facilities
(EC, KZN, MP, NC, NW)

We identified that, at nine bulk storage facilities @d nine healthcare facilities in five of the nine provinces, systems and/or
controls to account for PPE were not in place or, where they were in place, were not used effectively based on the
requirements of the respective departments. The table below showsthe number of bulk storage and healthcare facilities
selected for audit per province as well as the number of facilities where audit findings were raised:

Number of facilities selected for audit and number of facilities where audit findings were raised,per province

Eastern Cape 2 1 4 0
Free State 1 0 4 0
Gauteng 2 0 4 0
KwaZulu- Natal 3 2 4 3
Limpopo 1 0 4 0
Mpumalanga 2 1 4 1
Northern Cape 4 4 4 3
North West 1 1 4 2
Western Cape 1 0 4 0
Total 17 9 36 9

Systems and/or controls to account for PPE were not in place at some of the bulk stoge and healthcare facilities. At
others, electronic stock management systems or stock cards were used to account for PPE, but these were not updated
timeously to ensure that the stock items on the system and the actual PPE on hand agreed.
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We noted the 6llowing with regard to the lack, or ineffective use, of systems and/or controls to account for PPE:

A At the Mpumalanga and North West medical depots, electronic stock management systems were in place but these
were not always updatedtimeously with the receipts of PPE from the suppliers and the distribution of the PPE to the
healthcare facilities. Therefore, differences existed between the actual stock items on hand and the quantities
captured on the electronic systems.

A Atseven of the temporary bulk storage facilities in the Eastern Cape, KwaZuluNatal and the Northern Cape neither
electronic stock management systems nor stock cards were used to account for PPE. Spreadsheets were compiled
indicating the PPE items received from the suppliers or other bulk sorage facilities , and the distribution of PPE items
to healthcare facilities. However, these spreadsheets were not always updated timeously, reconciled with the actual

stock on han

d and/or reviewed for accuracy and completeness.

A Atnine healthcare facilities, mainly primary healthcare facilities in KwaZulu- Natal, Mpumalanga, the Northern Cape

and North Wi

est, stock cards were not used to account for stock or stock cards were used but not updatéicheously.

As some of the PPE items did not have stock cardand as the information on the stock cards for others was not
accurate and complete at all times, staff were not aware of the type of PPE and/or the exact quantities on hand to

inform the re

-ordering of PPE to avoid stockouts or low stock levels.

Recommendations

To improve record keeping, the departments should institute measures to ensure that staff at the bulk storage and
healthcare facilities comply with the prescripts relating to good stock management practices. If required, staff members

should also betrained in good stock management practices.

hoi gUUE+ EUEe CAEU

The accounting o

A The Eastern

fficers indicated that the following corrective actions will be implemented:

CapédoH will continue to use the spreadsheets for the receiving and distribution of ®ck and will also

report the stock on hand on the stock visibility system on a weekly basis to strengthen the stock management system.
A The KwaZulu Natal DoH will ensure that the stock cards at the healthcare facilities are updated when PPE stock is
received from the temporary bulk storage facilities and issued to staff. Also, random spot checks will be done on the
accuracy and completeness of these stock cards.
A The MpumalangaDoH will advertise some of the pharmacy assistant posts to assist with stock maagement at the
healthcare facilities. The department will also consider the possibility of upgrading the current electronic stock

management system at the medical depot.

A The Northern Cape and North WesboHs will implement the prescripts that relate to good stock management
practices at the temporary bulk storage facilities and/or healthcare facilities and, where required, train staff in the use
thereof. Stock cards will be used to account for stock and will be updated timeously.

4.2. PPE not distributed in compete and/or timely manner to healthcare facilities (EC, FS, GP, KZN, LRW)

Ten of the bulk storage facilities in eight of the nine provinces (excluding the Western Cape) fulfilled some of the requests

for PPE from the
geu Ai AU

healthcare facilities in reduced quantities or not at all. In addition, at 17 of the healthcare facilities in six of

GECI i AT UE" geU &UAGgel AEU mATiaigiUEr EUSARUEGE a&CE

The table below shows the number of bulk storageand healthcare facilities selected for audit per province as well as the

number of facilities where audit findings were raised:
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Number of facilities selected for audit and number of facilities where audit findings were raised, per province

Eastern Cape 2 1 4 4
Free State 1 1 4 3
Gauteng 2 2 4 3
KwaZulu- Natal 3 1 4 2
Limpopo 1 1 4 3
Mpumalanga 2 1 4 0
Northern Cape 1 1 4 2
North West 4 2 4 0
Western Cape 1 0 4 0
Total 17 10 36 17

The bulk storage facilities could not always provide the requested PPE in a complete and/or timely manner to ¢h

healthcare facilities because of stock-Ch g E CE G4ClJ EgCl + aGUI UGE: ¢éiE INAE yAiAGJ
deliver during the pandemic. As a result, the bulk storage facilities had to ration the quantities issued to the healthcare

faciliti es based on the amount of PPE on hand. This was to ensure that all healthcare facilities had some PPE.

As PPE was not always distributed in a complete and/or timely manner, some healthcare facilities experienced stockouts

or low stock levels of certain PPE items at times. To ensure continuous service delivery, the healthcare facilities had to
borrow, share or exchange PPE among themselves. In some instances, alternative PPE was used by healthcare workers or
PPE was purchased directly from the suppliers.

Recommendations

Departments should regularly follow up on long- outstanding orders. Where suppliers repeatedly fail to deliver orders
within a reasonable time and without justifiable reasons, departments should consider not placing orders with these
suppliers in future.

hOi gUUE+ EUEe&CAEU
The accounting officers indicated that the following corrective actions will be implemented:
A The Eastern CapédoH will assign staff at the medical depot to regularly follow up on longoutstanding orders and
monitor the suppli UEE+ & UEe&CEYyAAT U:
A The healthcare facilities in Gauteng will continue to use the available PPE stock andf necessary, order additional PPE

directly from suppliers.
A The KwaZulu Natal DoH will continue to follow a fair distribution process, whereby PPE vill be prioritised for

sUAGgel AEU Al iaigiUE (A L6Cg EeCgEr AAO geU EUyAI AOUE Wi

also be monitored.

A The Limpopo medical depot distributed PPE to healthcare facilities based oits own demandcalculations as an
emergency intervention during the pandemic, but the distribution of PPE is in the process of returning back to the
practice whereby healthcare facilities request PPE from the medical depot based on their need.
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A

The Free State, Mpumalangand North West medical depots will continue to followup on long outstanding orders

with suppliers. Furthermore, communication between the medical depots and the healthcare facilities regarding their
PPE needs will be strengthened. The North West DoH praled approval to the hedthcare facilities in September 2020
to procure PPE directly from suppliers if the medical depot cannot supply the required PPE in time.

The Northern CapeDoH strengthened its processes relating to the management of PPE orders.

4.3. Poor storage practices at bulk storage and healthcare facilities (EC, FS, GP, KZN, LP, MP, NZ)

ss 8

Eg il =

WAE ACg

AGWAJE EgCEUO AT1T CEOI Ag

gC géuU EUEeUT gi1 U

storage. We found poor storage practicesat 12 bulk storage facilities and 23 healthcare facilities in eight of the nine
provinces. The table below shows the number of bulk storage and healthcare facilities selected for audit per province as

well as the number of facilities where audit findings were raised:

Number of facilities selected for audit and number of facilities where audiit findings were raised, per province

Eastern Cape 2 2 4 3
Free State 1 1 4 3
Gauteng 2 0 4 4
KwaZulu- Natal 3 3 4 3
Limpopo 1 1 4 3
Mpumalanga 2 1 4 1
Northern Cape 1 1 4 3
North West 4 3 4 3
Western Cape 1 0 4 0
Total 17 12 36 23

The following practices hampered the optimal storage of PPE at some of these bulk storage and healthcare facilities:

A

Facilities did not have enough space and/or shelving to store the PPE stock on hand. The PPE was then storethe
walkways, passages, against the walls on top of each other, in open areas, on the floor, outside the boxes and/or

stacked to the ceilings. At some of the medical depots, there was limited or no room for forklifts to upload and move the
PPE stock in the medical depots and the staff responsible for picking, packing and/or issuing the PPE items had
restricted access to such stock. At the healthcare facilities, some PPE was stored in offices, boardrooms, kitchens, an
electrical switch room and/or cleaning material rooms. Storage practices like this made it difficult for staff to record

and account for all the PPE stock on hand. Picture 1 shows an example of poor storage practices at a facility.
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Poorly stored and damaged PPE
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Picture 1.PPE stored in the walkways, Picture 2:PPE damaged by water Picture 3: Sanitisers stored outside

outside the boxes and on top of each andexposed tosun and rain
other in a disorderly manner.

A PPE stock was storedat a temporary bulk storage facility and some healthcare facilities where the infrastructure was
not well maintained and therefore in a poor condition. Instances were identified where the ceilings were not in a good
condition due to water damage. Some ofite PPE was damaged by water as indicated in picture 2.

A Some PPE stock was stored outside a temporary bulk storage facility. Pictur® shows sanitisers that were stored
outside the facility that were exposed to the sun and rain. As some of these items weirdamaged due to exposure to
direct sunlight, its integrity/quality was compromised.

The following contributed to the poor storage practices of PPE at the bulk storage and healthcare facilities:

A The facilities or the areas within the facilities used to stse PPEwere not always sufficient and/or suitable for the
storage of PPE. During the pandemic, some of these facilities had to accommodate high volumes of PPE stock in
addition to their normal pharmaceutical stock. In some provinces, PPE for a number of g@rnment institutions in the
BECI i ATU IAE EgCEUO Ag géU 2CK+E @Al iGigi UE:

A Even though the workload in terms of stock management increased, the workforce did not increase accordingly. The
staff responsible for stock management at the facilities or administrative duties at some of the temporary bulk storage
facilities were now also responsible for managing the high levels of PPE stock.

A Even though prescripts in the form of policies and procedures that include the minimum requirements for good
storage practices were in place at thedepartments, the implementation thereof by staff was not always enforced.

Recommendations

To improve the storage practices, departments should institute measures to ensure that the staff responsible for stock
management at the bulkstorage and healthcare facilities, as far as possible under the circumstances, comply with the
prescripts relating to good storage practices. Compliance with these prescripts should be monitored regularly and any
non-adherence addressed.

Departments should consider assessing the bulk storage and healthcare facilities to determine the best areas in these
facilities where PPE can be stored, thereby using the available space in an optimal manner. If the existing facilities areikst
not suitable, the departments should consider increasing their storage capacity by identifying alternative but suitable
facilities for the storage of PPE during the pandemic.

hoéi gUUE: EUEe CAEU
The accounting officers indicated that thefollowing corrective actions will be impleme nted:
A The Eastern CapeoH is in the process of rearranging the stock at the existing medical depots to allow for the proper
storage of PPE. The PPE stock stored at the temporary bulk storage facility is being transferred to the Port Elizabeth
medical depat. The department will also identify an alternative, more suitable space to store PPE.

A The Free StateDoH is in the process of rearranging the consumables in the medical depot to allow for the more orderly
storage. The PPE of other government institutionswill be removed from the medical depot. Dedicated staff have been
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identified to be responsible for the control of PPE stock and monitoring adherence to the prescripts of good storage
practices. Additional staff will also be sourced to assist with the handing of PPE.

A The GautengdoH will repack the PPE stored at the healthcare facilities as per the prescripts. If required, other suitable
spaces will be identified within the healthcare facilities to store the PPE.

A The KwaZulu Natal DoH commenced with a refubishment project at the temporary bulk storage facility prior to the

eAAOUYiT: 2hEiA¢ géuU uCi+OCINUA° AA UyUEGUATJ eEC6UI g WNAE UuA
associated work for the storage of the PPE. At some of the healthcaretilities, alternative suitable spaces will be

identified within the facilities; PPE will then be sorted and stored in accordance with the prescripts. A formal

submission will also be made, requesting the reassessment of the staff establishment to supportthe creation of

additional posts.

A The LimpopoDoH issued a tender to source an additional bulk storage facility. At the healthcare facilities, alternative
suitable spaces will be identified within the facilities to store PPE in line with the prescripts.

A The MpumalangaDoH will ensure adherence to the prescripts of good storage practices and will identify alternative
suitable storage areas/facilities to relieve the pressure on some healthcare facilities.

A The medical depot in North Wesis in the process ofclearing the passages and packing PPE in the correct bin locations.
The North West DoH will also train staff in the prescripts of good storage practices and a pharmacist will be allocated
to regularly monitor adherence thereto.

A The Northern CapeDoH will dlocate staff with the requisite knowledge of stock management practices and skills to
manage the PPE stock stored in the temporary bulk storage facilities. Furthermore, measures will be put in place to
ensure adherence to the prescripts of good storage pactices.

4.4. Limited security controls at bulk storage facilities (EC, FSNW, NC)

At seven of the bulk storage facilities in four of the nine provinces, PPE stock was not always stored securely.

The following practices hampered the secure storage of PPE at sme of the facilities:

A At a medical depot in the Eastern Cape, CCTV cameras were functional but the access control systems were not yet
activated.

A Atthe Free State and North West medical depots, CCTV cameras were installed but were not functional throught the
pandemic. However, guards were deployed at both medical depots to secure the premises.

A At four of the temporary bulk storage facilities in the Eastern Cape and Northern Cape, security measures were not put
in place to safeguard the PPE stock. Thiwas mainly because the intertion was to only temporarily use these facilities.

This exposes the departments to potential financial loss as a result of the potential loss of PPE.

Recommendations

The CCTV cameras that were not working should be repaired arplit into operation to mitigate the risk of theft at the bulk

storage facilities. Once the cameras have been repaired, security officials should monitor these closely.

Departments should put security measures, such as CCTV cameras, security gates, fencingé/or security guards, in

place to safeguard the PPE stock stored in the temporary bulk storage facilities.

hOi gUUE+ EUEe&CAEU

The accounting officers indicated that the following corrective actions will be implemented:

A The Eastern CapéDoH has a contractwith a service provider to ensure that the access control system at the medical
depot is activated. In terms of the temporary storage facility, the PPE stock is in the process of being transferred to the
Port Elizabeth medical depot as the centre will ndonger be used as a bulk storage facility.

A TheFreeState CK i E 1 AhEJ AéeCiAgiAg A EUEI{TU @ECI i OUE g¢ RecEAOL

A The Northern CapeDoH will conduct a security risk analysis and based on the outcomes thereof, security measures
will be put in place to safeguard the PPE stock stored in the temporary bulk storage facilities.
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A TheNorthWes2 CK AEEUEEUO ¢géuU EUThEigd i AEgAGGAgi CA Ag ¢géu yUOil
engage with the security services directorate in the DoH to repair the CCTV cameras.

4.5. Ineffective quality assurance over PPE during receip{EC, FS, GP, KZN, MP, NC, NW)

Some items of PPE received by the healthcare facilities in seven of the nine provinces did not meet the minimum required
standards and/or specifications. Even though the departments in all these provinces, except the Northern Cape, had
processes in place at the bulk storage facilities to conduct quality spot checks and identify substandard PPE before
distributing it to the healthcare facilities, the following complaints were raised by the healthcare workers:

A Some coveralls and overshoes were made of poorquality material as it fell apart when putting them on (Free State,
Northern Cape and North West).

A Some surgical masks did not hare two ear loops, while the ear loops of others detached easily. Some of the masks also
retained moisture while others had excessive fluff that resulted in the healthcare workers coughing and sneezing
(Free State, KwaZulu Natal and Mpumalanga).

A Even thouch N95 masks were requested from the bulk storage facilities, KN95 masks were provided. Some of these
masks did not fit properly due to earloop design flaws. These masks also did not seal over the face and air leakages
were experienced from the top and sices of the masks.

A Some masks did not have nose bars and the ear loops detached easil@éuteng, Mpumalanga, Northern Cape and
North West).

A Some isolation gowns/aprons were too short, tore easily or had a bad odourHEastern Cape, Northern Cape and North
West).

A The sponge part of some face shields/visors separated from the plastic and the elastic bands detached easily. The
plastic was also not cut straight at the bottom to offer healthcare workers the required protection (Free State and
Mpumalanga).

Recommendations

The quality assurance processes at the bulk storage facilities should be enhanced to identify PPE items that do not meet the
required specifications and/or standards in a timely manner. The suppliers of the PPE should be notified immediately and
the PPE returned to them. Going forward, the departments should also consider not procuring from suppliers who provided
substandard PPE.

hoi gUUE+ EUEe& CAEU
The accounting officers indicated that the following corrective actions will be implemented:

A The Easern CapeDoH will ensure that the PPE specifications are included in the RFQs. The bulk storage facilities will
also continue to engage with the healthcare workers to obtain feedback on the quality of the PPE they receive.

A The Free StateDoH will encourage the healthcare workers to check the quality of the PPE and report substandard PPE
to the Free State medical depot.

A The GautengdoH will deploy staff at the medical depots to check whether the PPE delivered is in line with the
specifications on the orders placed with the suppliers.

A The KwaZulu Natal DoH established a technical evalugion committee in June 2020. This committee will evaluate
samples of PPE before procurement. The department will also continue to use the formal PPE complaints process in
place.

A The Mpumalanga medical depot will strengthenits existing quality assurance process.

A The Northern CapeDoH established a quality control committee. The committee will be responsible for evaluating the
quality of PPE before orders are placed with supplies. A formal PPE complaints process has also been implemented.
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5. Payments made for goods and services with no evidence of delivery and/ or contract
arrangement (GP)

We identified 11 instances where payments were made for PPE but no evidence was providedndicate that these goods
had been delivered. Furthermore, there was no contractual agreement for such arrangement with the supplier The total
value of the potential prepayments wasR140,99illion .

Recommendations

All controls in place over the receiving of goods should be reevaluated to ensure that sufficient processes have been
implemented to make sure that the goods received are what had been ordered and that all documentation required to
accompany the goods purchased has been submitted.

Managementshould strengthen controls over the payment and receipt of goods to ensure that goods paid for have been
delivered and that any prepayments are in line with a contract.

hOi gUUE+ EUEeCAEU
The Gauteng management disagreed with finding 5.1 and indicateltt the goods received notes were removed from the
department by another state investigative body and not yet returned to the department.

With this particular batch, the under- payment was noticed even before authorisation* at 14:10, while the provincial
treasury made the payment at 14:30. However, to the supplier had already made numerous enquiries and one invoice had
already been rejected by the bank. Therefore, the batch was authorised to allow at least some payment to be made to the
supplier. The batchwas then rectified after disbursement and another batch compiled to pay the difference of Riillion
attaching the previous batch as reference of the amount paid.

CONCLUSION

The audit, which focused on the procurement, recording, storage and distributiorof PPE, progressed well despite the
challenges encountered regarding delays in the submission of information as well as responses to the findings issued.

The accounting officers across the sector indicated that they implemented most of the actions theydd committed to in the
first special report. Since that report, the DoHs have also strengthened their controls in an attempt to ensure compliance
with the National Treasury instruction notes, as well as the timely delivery of PPE by suppliers. It should beoted that the
newly registered suppliers on the CSD in 2020 increased the risk of possible preferential treatment as, in many instances,
management was not able to demonstrate how these suppliers had been specifically identified.

Despite the implementation of these internal controls, the sector had a number of repeat findings as well as new findings in
the area of procurement and expenditure management. This continued to expose departments to incurring significant
amounts of irregular expenditure. While we appreciate that management may have been focusing on managing the
pandemic, this was unfortunately an indication that the implementation of the internal controls was not effective. The
sector should also continue to investigate the transgressions to ensure that consequence management is enforced and
that processes are instituted to recover the funds where money was lost.

We further identified that PPE was not always procured in terms of the Treasury Regulations and accounted for, stored and
distributed in an efficient and effective manner in line with good stock management practices. The accounting officers
provided us with corrective actions and made commitments to improve the stock management systems at bulk storage

and healthcare facilities, where possible. In all the provinces, the departments had already started implementing their
corrective actions.

<% Secondspecial reporton the finandi At §y AAA¢ Uy UAQg Gvid-1giditiativés A y U 1& gado 1



COMMUNITY TESTING

TESTING AT LABORAT(ES

The audit focused on determining whether the scopedin testing kits, equipment and PPE items were obtained aharket -
related prices during the covid- 19 pandemic and delivered by the suppliers within the required lead times, to ensure
continuous service delivery.

Key audit findingsand observations

6. PPE procured at prices higher thanprescribed by National Treasuryinstruction notes

The NHLS procured some PPE items at prices in excess of the prices regarded by the National Treasury as market related
(examples of these are included in the table below). This was mainly due to local and global demand and supply chaties.
The NHLS took a decision that the safety of staff was paramount and therefore the delivery times of PPE would take
preference over the prices. The NHLS did obtain the required approval from the chief executive officer to exceed the
maximum allowable prices for PPE.

Examples of PPE items procured by NHLS at prices above those prescribed by National Treasury

1488548 Hand sanitisers (500ml) 2000 159,00 103,50 11000 54
1493203 Hand sanitisers (500ml) 50000 163,88 103,50 3019000 58
1493191 Disposable plastic aprons 500000 1,61 0,32 645000 403
1503297 Examination gloves (latex, non sterile) | 1000000 2,40 0,46 1940000 422
1506922 (& @ | Examination gloves (latex, non sterile) | 2000000 2,90 0,90 4000000 222

G National Treasury Instruction Note No. 8 of 201920 is applicable for this order
& National Treasury Instruction Note No. 5 of 202621 is applicable for this order
& Amendment to National Treasury Instruction Note No. 5 of 202621 is applicable for thisorder

Recommendations

Management should implement a formal process to monitor compliance with the instruction notes issued by the National
Treasury before the orders for PPE items are placed with suppliers and payment is made.

Management should investigate all amounts paid in excess of the prices stipulated in annexure A, and report any losses

incurred accordingly.
hoi gUUE+ EUEe&CAEU

In instances where the price paid for PPE was regarded by the NHLS as excessive, the NHLS had initiated its own

investigations and had also reported the relevant companies to the Competition Commission.

CASE MANAGEMENT SOIION

The primary objectives of the review of the case management solution were to assess whether the systems implemented
operated as intended and to deermine the effectiveness of system controls in ensuring the completeness and accuracy of
covid- 19 data transferred through the various application systems.
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Based on the work performed, control environments hosting the various applications varied with regard to the
implementation of IT controls, with control deficiencies noted around system implementation, the system used to capture

GAl CEAGCE] EUERGGE Ag g&U " KzZz' géU “2CK+E OAgAI AEU" AAO"

systems.
Keyaudit findings and observations

7. Lack of IT project management governance and system implementation controls deficiencies
resulted in incomplete and inaccurate data

We identified control deficiencies in the processes followed to implement covid 19 &boratory surveillance solutions,
resulting in it being likely that the solution had not been implemented and was not operating as intended. Some of the key
control deficiencies include the following:

A Systems were implemented without clearly defined business and functional requirements.
A We were not provided with any evidence that some form of systemeesting was performed before systems went live.
A Project governance was not adequatefor overall oversight and monitoring, including managing risks as they arose.

We could not confirm the completeness and accuracy of data due to the following control deficiencies identified:

A Changes were not logged, reviewedand documented; and therefore did not prohibit the implementation of
unauthorised changes that may have a adverse impact on system functionality and data integrity.

A Access to data was not adequately restricted for example, there were weak password controls and inadequate
I CAGECUE &CE c¢EAAgi Ac" AYyUAOi A¢c AAO ¢ UEagceshanddhanges tb dataE E +
were not prohibited.

A Data transferred from the laboratories to the contact-tracing functionality through the various platforms was
incomplete for the purposes of contact tracing and therefore required numerous follow- ups and marual
interventions.

A As backup controls were not clearly defined and backup tapes were not tested, the availability of data in the event of a
major incident could not be confirmed.

Recommendations

Management should ensure that with any system implementationwithin the department, accountability of the system is
established by determining different roles within the project team, including those of project sponsor, project
owner/leader and project manager. These should ensure that user requirements are definedand documented, and that
systems are tested before going live to ensure that such systems operate as intended.

When systems are implemented, preventative controls should be implemented to prevent unauthorised changes and
access to the systems.

Management should ensure that backups and recovery are tested on a regular basis.

Management should ensure that data is complete and accurate from point of capture by implementing the necessary
automated controls.

hoi gUUE+ EUEe&CAEU
Management agreed with the findngs. Corrective actions taking into consideration the recommendations above will be
implemented going forward.
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CONCLUSION

The first special report focused on the general computer control environment hosting the solution and the IT project and
system implementation for some of the application systems. Findings were raised but management actions were not
received. Subsequently, management actions for the work performed in the first special report have been received.
Management agreed with the findings anctorrective action will be implemented going forward.

We performed further work on the remainder of the application systems, focusing on the general computer control
environment hosting the solution, automated controls testing, project and system implementation, and data analytics.

The implementation of controls was inconsistent across the various systems involved in the overall implementation of the
case management solution, with some systems having better controls than others. The lack of controls over sstem
implementation, access to data, changes to systems and information captured, rendered the systems unreliable. This
resulted in management relying on manual interventions, which compensated for the system deficiencies.

Management should ensure thatit implements proper governance processes over systems procured and implemented.
These governance processes should also ensure that the systems procured meet the business requirements, are properly
tested and are adequately monitored.

FIELD HOSPITALS

Summary of key auditfindings reported for field hospitals

Finding Description of finding Repeat Province

finding

Procurement and contract management

8.1. Standard bid documentation was not included in procurement documents provided | No DoH: KwaZulu
Natal
DPW: @uteng,
KwaZulu- Natal
8.2. Unfair procurement processes as bids were not invited, bid committee system not No DoH: KwaZulu
applied and/ or no evidence provided for bid committee system in the approval of Natal, Limpopo
deviations DPW:Gauteng
8.3. Total payments made under the contract exceeded the contract price No DoH: KwaZulu
Natal

Implementation and commissioning

9.1. Free State: Bloemfontein Show Grounds-ield Hospital No Free State

9.2. KwaZulu- Natal: Clairwood Temporary Field Hospital No KwaZulu- Natal

KEY AUDIT FINDING®ND OBSERVATIONS

Key audit findings are presented according to the process flow of transactions:

Procurement process
(including receiving of Eamrd
goods)

Implementation and S

commissioning
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8. Procurement and contract management
8.1. Standard bid documentation was not included in procurement documents provided KZN DdH, KZN DPW, GP DPW)

Treasury regulation 16A6.3(a) requires the accounting officer to ensure that all bid documentation and general contract
conditions are adhered to. Various documents were not provided for the following awards:

A Nine awards for nine projects for the KwaZulu- Natal DoH, amounting to R472,54nillion
A Five contracts totalling R244,20 million for the KwaZulu- Natal DPW.

The following bid documents were not included in the standard bidding packs:

A The required declarations of interest (SBD4).

A Documentation to support that the awarded suppliers had not failed to perform in any previous contracts (SBB).

A Documents indicating whether the awarded suppliers committed corruption or fraud in competing for any previous
awards (SBD9).

Similarly, in the DPWin Gauteng, emergency procurement awards totalling R584,14nillion were made to suppliers who did
not submit declaration of interest forms when submitting quotations, contrary to treasury regulation 16A6.3(a)(i).

The use of emergency deviations does notneclude departments from obtaining the required declarations and further
information on the performance of suppliers.

Recommendations

The accounting officer and the SCM unit should strengthen controls over document maintenance and inclusion in the
procurem ent files to ensure that all the necessary supporting evidence for the procurement processes is maintained.

Stringent reviews by senior SCM personnel should be implemented over the checklist used and all procurement files to
ensure that all the necessarydocumentation relating to the procurement is maintained.

Management should ensure that the awards are made to suppliers who submitted completed and signed declarations of
interest before an award is made.

hoi gUUE+ EUEe CAEU
The KwaZulu Natal DoH managemery A¢ EUUO AAO Al +ACHGUOcUO géAg geéeuU spUT tAEAgI
was not used to determine that all reasonable steps had been taken to combat the abuse of the SCM system by the
respective service providers/suppliers.

The department uses thestandardised documentation for the invitation of all bids and quotations. In this regard, the SBB
was omitted due to quotations being requested as only the standard documentation for quotations was used. Consequently,
the SCM documentation pack did notontain the SBD8 document as reported by theauditors .

Controls over document management and the maintenance thereof have been implemented within the SCM unit.

teU OUeAEgYUAg+rE z-_ hAig e€AE AOOEUEEUO ¢ éntaingd A thgmdeurdmént UAER E i
files to verify that the department has complied with the Treasury Regulations when procuring goods and services,
including the inclusion of all of the required declarations. In this regard, all subsequent RFQs now contain the $84, SBD8

and SBDO documents that prospective bidders are requested to complete as part of their offer.

Further to the above, a checklist that validates the submission of all required documents was developed and implemented
in 2019. This control measurés being used to confirm and certify that all necessary information has been submitted.

The Kwazulu Natal DPW agreed with the findingThe contractors appointed by the department on these projects were
already on sites with contracts for which the SBD4 and SBD8 forms had previously been completed, but such forms were
resubmitted. TheA h O @eEbmmBendations were noted and will be implemented.
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The Gauteng DPW managememtisagreed with the finding. SBD forms are part of departmental tender documents and
bidders are required to complete and sign declarations before awards. Management acknowledged that the declaration of
interest was completed and signed during the contracting stage due to the nature of procurement, which was an
emergency procurement.

AudtCEE+ EUEe CAEU
We inspected the declaration of interest forms for the Gauteng DPW and identified that declarations were made after
awards, which constitutes non- compliance with the Treasury Regulations. For a certain supplier, the declaration of

interest wa s not submitted and for another two suppliers, the declaration was damaged. As a result, the finding is valid and
will be reported.

8.2. Unfair procurement processes as bids were not invited, bid committee system not applied anad/ or no evidence
provided for bid committee system in the approval of deviations (KZN DoHzP DPW, LP DPW)

In KwaZulu- Natal, on assessment of the procurement documents for nine infrastructure projects, valued at
R472,54million , no evidence was provided to indicate that the bid committesystem had been applied in making the
awards, as required by National Treasury Instruction Note No. 8 of 20190. The norapproval of the awards by the relevant
committee resulted in non- compliance with legislative requirements and in irregular expenditure .

No evidence was provided that the Gauteng DPW had invited as many suppliers as possible to bid and then selected the
preferred suppliers using the competitive bid committee system, as required by paragraph 8.4 of National Treasury
Instruction Note No. 3of 201617. The total value of the awards amounted to R809,&fillion .

The Gauteng DPW failed to comply with SCM processes when it procured Nasrec as a field hospital because as many
suppliers as possible were not invited to bid and there was no prior appoval from the relevant treasury for the emergency
procurement, as required by treasury regulation 16A6.4 and paragraphs 8.4 and 8.5 of National Treasury Instruction Note
No. 3 of 2016L7.

The lease agreement entered into between the supplier and the depament, which was based on a ratebased payment
system of R770 per patient per day, was thus irregular. The tal amount paid up to September2020 was R138,0nillion .

The Limpopo DPW did not give contractors within the same panel an equal opportunity to gigoas only one supplier was
afforded the opportunity to do so. This therefore did not adhere to the requirements of fair, equitable, transparent,
competitive and cost effective procurement, and resulted in irregular expenditure of R38,37million .

Recommendations

The accounting officer and the SCM unit should strengthen controls over the approval of awards to ensure that all the
required legislative prescripts are adhered to and that sufficient documents are included in the procurement files to
indicate this.

Management should ensure that emergency procurementcomplies with instruction notes to prevent and combat the
abuse of the SCM system.

Management should also ensure that, even when procurement is done through a deviation, as many suppliers as possible
are invited to bid, that the selection of the winning bidder is done through the competitive bid committee system, and that
the award is made to a supplier with experience and proficiency relating to the goods or services required to avoid
suppliers not producing high- quality work.

hoi gUUE+ EUEe CAEU
The Kwazulu Natal DoH disagreed with the finding. On I@arch 2020, the National Treasury issued Instruction Note No8 of
2019 20, which referred to the declaration of the state of disaster and then spelt outhe conditions under which
procurement for essential emergency items is to be conducted. The instruction note provided a clear instruction to avoid all

physical interactions during procurement (section 4 of the instruction note), which would include the cmvening of bid
committees, which are multi- disciplined in nature and include members from various sections across the department.
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The lockdown regulations also prescribed that only 30% of the workforce could be at the workplace at any given time. This
situation prevented bid committees from meeting during this period. It was against this backdrop that the head of health
delegated the authority to award bids to the chief director: SCM, specifically for covidl9 related procurement.

Furthermore, all covid- 19procurement, except for the few items bought on contract, forms part of the weekly mandatory
covid- 19 deviation list that is submitted to the provincial treasury.

The Gauteng DPW management disagreed with the finding, and felt that the auditors misintergted the requirement of
National Treasury Instruction Note No. 3 of 2028.7. Management therefore believed that the deviation was valid as the
situation constituted an emergency (declared national state disaster), was life threatening and time restricted.Permission
to deviate was also granted by the accounting officer in the form of requests through a submission to deviate from the
normal procurement process.

The Gauteng DPW management also disagreed with the finding on the . Management argued that theatépent had
complied with the requirements of the Treasury Regulations as it procured the services of the Nasrec Field Hospital as the
sole supplier through a negotiation procedure. In this regard, management argued that all relevant Treasury Regulations
had been complied with.

Managementdisagreed with the finding, as theauditors failed to recognise part 2 of how the panel of contractors is utilised.

This was explained to the auditors as follows:

A L¢céeU OUeBAEgYyUAg OUI Ua Ce UO orall khowd Works applieable t€ a acEredlietl speeialtied, g i C A E
e.g. general building; electrical engineering, civil engineering, etc. department. A closed bidding process was done, and
the rates were then established. After the rates were established, the dpartment then allocated sites to all panellists.

A It should be stressed that the rates were standardized (meaning same rates per category of works and Construction
Industry Development Board¢ EAOi A¢”: ¢éi E yUAAE g¢géAg JévkAprayideddiddatdd 1JCE =~ E
gC EhRT & A EiguU iE Uijeulguod gC Ehiyig geu hCcgu =CE geéuU WCE

hoi gCEE+ EUEe CAEU
We acknowledge that covid 19 disrupted what was considered to be normal procedures for conducting processes.
However, procurement for infrastructure projects falls within the ambit of normal emergency procedures and the nature

of the procurement does not preclude the department from following a bid committee system as required, together with
inviting as many supplers as possible* neither of which was evident.

Section 4 of National Treasury Instruction Note No. 8 of 20120 relates to tender briefings and also recommends the use of
teleconferencing, Microsoft Teams, Zoom and similar enablers for such briefings, wich the department could have used to
avoid physical interactions.

It is evident that management did not take appropriate measures to ensure that the bid committee system was utilised and,
therefore, transparency and fairness in the processes applied cannd be demonstrated. The noncompliance raised is thus
valid and the irregular expenditure in respect of the above contracts is required to be disclosed.

In the Gauteng DPW, we acknowledge that the procurement was due to an emergency, hence no finding wassed for not
complying with paragraph 8.2 of National Treasury Instruction Note No. 3 of 20467. However, management did not obtain
as many quotations as possible and selected the preferred supplier using the competitive committee bid system, as
required by paragraph 8.4 of National Treasury Instruction Note No. 3 of 20467. As a result, the finding is valid and will be
reported.

The evidence provided by Gauteng DPW management was not sufficient to indicate compliance with the relevant treasury
regulatio n prescripts for SCM. The department failed to comply with National Treasury Instruction Note No. 3 of 2016, as
it did not indicate what factors had been taken into account to determine that Nasrec was the sole supplier.
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We perused the memorandum provded the Limpopo DPW management and noted the following:

A Paragraph 2 indicates the type of service to be provided by the service provider; however, it does not allocate a specific
service provider to a specific institution, as was not the case in evaluatio and adjudication

A sAEAgEAéée w: . +"1” EQAQUE geéAg geuU iAEgighgi CArE z-_ hAig ¥yh
on capacity and Construction Industry Development Boardegistration and grading.
A Onthe last page, itis statedthat Atu 1 i OOUEE Wi géi A UAT & T AgUcCEJ yhEg 1 U Ae

8.3. Total payments made under contract exceeded contract price (KZN)

The department entered into a contract with a service provider at a price that exceeded the price quoted by tkervice
provider. The contract value was R10,3gillion but payments of R24,28nillion had already been made by

30 September 2020 without any evidence provided to justify the overpayment. This resulted in possible irregular
expenditure.

Recommendations

The SCM unit should implement sufficient processes to ensure effective contract and expenditure management to enable
management to track the expenditure incurred under a contract.

The accounting officer should investigate the reasons for payments above theantracted price without a suitable
amendment/variation against the price and should make sure that the department did not suffer any losses due to the
overpayment. The results of the investigation and supporting documents should be provided to thauditors.

hOi gUUE+ EUEeCAEU
The department indicated that cognisance must be taken of the fact that the adjudication for the project was concluded on
geU yAE:he eUETUAgAcU" L eEUGI VI AAEI UE AAO cUAUEAG: twaE NUGG A
not used to evaluate the tender.
In addition, upon receipt of the tender estimated quoted amounts, it was discovered to be far lower than the estimated
AyChAg: ¢éU TéiUae 8hAAgi g EREI UJCE AOI i EUO ygheRegdog e U OUe AEGY
department) should be used for the order to avoid the need for unnecessary variation orders that could have delayed the
execution of the works.
The NEC3ECCisacestt hE T CAGEAT g AAO géUEU&aCEU ¢géU makipperdentap€and E T Cy & |
hoOi gCEE+ EUEe CAEU
Based on inspection of the submission approved by the head of department on 2bril 2020 and the purchase order dated

14April 2020, it was noted that the budgeted estimate of the prect was R28959984,27 and the purchase order was issued
on this amount.

On inspection of the submission, it was noted that the head of department was requested to approve the offer of
R10363885,67 to Siyaxhasana, which agrees to the quotation and the ntract, signed by the head of department, entered
into with the contractor.

No evidence was attached to confirm that the quotation of the contractor and construction work to be done had been
revised and approved accordingly. The noncompliance raised is therefore valid.
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9. Implementation and commissioning
9.1. Free State: Bloemfontein Show Grounds-ield Hospital
9.1.1. Delay in completion of field hospital

During our site visit on 31uly 2020, the Bloemfontein Show Grounds Field Hospital was still in the early constiction
stages, although it should have been ready the previous day (3uly 2020). The work on the site only commenced on
27 July 2020 with an anticipated completion date of 3August 2020.

Progress on Bloemfontein Show Grounds Field Hospital as at luly 2020

Drywall installation in progress Hall preparation still in early stages

When we revisited the field hospital on 15eptember 2020, it was still under construction. The progress onsite was

estimated to be 95% complete. All the infrastructure components were complete except for the heating, ventilation and air

coAOi gi CAi A¢ EJEgUy AAO AC yCi UAIl uU AEEUgE A0 1 UUA eECihEUO:
would probably be used for the second wave of covid * i AaeUl gi CAE UijeUl guO i A AeeECiiyAgl
date. The DoH corfmed that it had incurred no expenditure up to 1&eptember 2020. The provincial DPW indicated that

R27,53million was now payable, which formed part of claims of R68,6hkillion received. Refer to the pictures below for

progress as at 155eptember 2020.

Progress on Bloemfontein Show Grounds Field Hospital as at 1September 2020

—

Bathroom basins

Progress on hall preparation

The hospital was originally expected to be completed and commissioned onAugust 2020. However, on 15eptember 2020
when the auditors visited the site, the hospital wasstill not completed and commissioned.

9.1.2. Lease agreement
¢éU eECIiAliAu ¢Ci UEAyUAg UAQUEUO i AgC A WUAEU AGEUUyUAg Wi g
payable was RO,53million . The lease stipulated that the monthly rental and administratiorfee for August 2020would be

payable before occupation of the premises on 13uly 2020. Monthly rental of R1,0énillion was incurred for August and
September 2020, while the facility was not yet operational and ready for use.
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Recommendations

The deparment should re- negotiate the terms of the contract with the management of the show grounds to avoid
expenditure being incurred in vain.

For future projects, the department should ensure improved coordination and project management for the timeous
commencement of projects and completion in time to address the identified needs.

The department should re perform a needs analysis on the number of beds needed as the cases of covit® have declined
around the province.

A decommissioning plan should be compiled, idicating how the facility will be decommissioned and where components
will be stored or re- used.

hOi gUUE+ EUEeCAEU
9.1.1. Delay in completion of field hospital
The Free State DoH responded as follows:

A Atapproval of the project, he projected and planned dateof readiness/commissioning of the Bloemfontein Show
Grounds Field Hospital, as a specific surge site, was set at Zugust 2020and not 30June 2020.

A The reasoning for the acceptability of a later commissioning date for this specific surge facilityfield hospital) was
linked to the expected dynamic surge peaks for the province.

A Thefield hospital consists of six functional covid- 19 wards.

A Four of the six wards are 100% complete in terms of total infrastructure readiness.

A The overall site completion (of allsick wards and support structures) currently stands at 98%.

9.1.2. Lease agreement
The Free State DoH responded as follows:

A The monthly rental payment legitimises handover and occupation of the site, in any form, which includes occupation by
contractors and consultants, as well as continued construction and storage for that specific month. The rental
eAJYyUAg i E ACg A 1CyyiEEi CAUO AEU: =2UU:

A The decision to fully decommission and vacate the site/facility (rendering further monthly rental payment
unnecessary) is the prerogative of the highest decision making body in theprovince (i.e. provincial exco) or the
national government.

hOi gCEE+ EUEe CAEU
The letter issued by the head of department clearly specified that the Free State should haved®0 hospital beds readyand

available by JAugust 2020for admission of covid- 19 patients. These 800 beds included 1 993 at the field hospital.

The hospital was expected to be completed and commissioned onAugust 2020, but was still not complete on

15September 2020 when theauditors visited the site.

The rental amount is setforafoury CAgé éeUEi CO Wi gé géu Cegi CA Cae guUC yCAgeéE:
the expenditure in the form of rentals and the hospital has never been commissioned.

9.2. KwaZulu- Natal: Qairwood Temporary Field Hospital

On 22April 2020, the KwaZulu Natal DoH requested the KwaZuluNatal DPW to urgently facilitate the leasing of temporary
accommodation to be used as an isolation/field hospital on the Clairwood Hospital site, providing 22Beds to cater for the
covid- 19 pandemic. A service provider started on 18ine 2020and the site was handed over on the same day. The service
provider had to design, build, deliver and install the temporary structure, with the purpose of leasing 228 bedsserected
on the site adjacent to the Clairwood Hospital for a period of six months at a total cost of R47,&20llion (including VAT).
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9.2.1. No evidence provided of approval and breakdown of project costs

Neither department could provide the detailed scope ofwork, including drawings and detailed breakdown, to support the
estimated project cost of R41,54nillion . Only a quote (10une 2020) was provided by the service provider of the rental of
R41,04million (R47,20million including VAT) for a period of six moths. There was no evidence of the KwaZukNatal DoH
formally approving the quote, or of the amount available for the project and we were thus unable to determine the
reasonability of the costs.

Recommendations

Management should develop clear guidelines toenforce efficient and effective project management.It should also source
as many proposals as possible to inform decisions based on cost benefits and ensure that contractual arrangements are
complete and clear.

The existing service- level agreement should be revised/replaced as it has been in place since 2 August 2010 and extended
thereatfter. It should also include the aforementioned recommendations.

hOi gUUE+ EUEeCAEU
This is a leased facility where the cost was determined in terms of the emergency pragement guidelines where three

quotations were sourced. The department does not approve estimates to the DPW for leased facilities but makes the budget
available once the tender is awarded.

hoi gCEE+ EUEe CAEU
The department should demonstrate through itsmonitoring and approval processes, substantiated with documentation,
that the rental was affordable and within its budget allocation. The department making the budget available once the tender

is awarded, does advocate for the legislative principles menticed, but does not allow the department the flexibility to
assess its options in using its scarce resources.

9.2.2. Request forproposals invited from limited number of suppliers

The proposal to lease temporary field hospitals was sourced by the KwaZuluNatal DPWfrom three service providers for
three hospitals (including Clairwood), which is contrary to National Treasury Instruction Note No. 3 of 20287 as used by
the department, requiring that the accounting officer must invite as many suppliers as possible. Ta SCM directorate of the
KwaZulu- Natal DPW could not substantially justify, with documentary proof, the basis for obtaining proposals from only
three service providers, as well as setting the monthly rental at RD0O0 per bed per night (equating to R34 50per bed per
month).

The contract concluded included other additional cost implications, namely a site establishment cost of 10% of the rental
and earthworks of 12% markup on cost. These claims had been received but were sent back for review. The said doents
and approvals must be submitted for audit once they have been finalised for payment by both departments.

Recommendations

Management should ensure that as many proposals as possible are sourced for projects to inform decisions based on cost
benefits.

hoi gUUE+ EUEe CAEU
The Kwazulu Natal DoH requested theauditors to refer the finding to the DPW.

The KwaZulu Natal DPW responded that there was no time to invite as many service providers as possible, as
advertisements could not be placed to do so. The dyservice providers invited were the ones known to the department at
the time. It must further be noted that this was an emergency and therefore urgent action needed to be taken. As far as the
rental costs are concerned, negotiations had to be undertakerwith the service providers as their rates were high and the
department had to find a strategy to lower them, hence it was decided that a rental amount of R300 should be laid down
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across the board. In so far as the earthworks are concerned, these were nbknown and therefore it was agreed that they
would be on a costplus- basis method over and above the rental.

hoi gCEE+r EUEe CAEU
The KwaZulu Natal DoH should be in a position to substantiate a lease arrangement and other financial implications for its
budget. Furthermore, National Treasury Instruction Note No. 3 of 20187 requires the invitation of proposals from many

suppliers, with there being no requirement of advertising, thus allowing for many quotes to be sourced to enable a proper
cost- benefit analysis to inform decisions.

Apart from the rental estimate, there was no mention of the site establishment and earthwork cost implications. The
earthworks were known at the date on which the contract was signed29 July 2020), as approximately 30% of the
installation had been erected by 13uly 2020, at which time the costs would already have been incurred and therefore
known.

9.2.3. Project delay

The construction period of the temporary hospital was initially three weeks from 18 June to 1Bily 2020. On our second ge
visit on 1September 2020, a further three weeks were still required to upgrade the air conditioning. The delay thus equated
to at least 10 weeks.

The KwaZulu Natal DoH was informed that minimum ventilation air flow requirements would be required and a

JUI 6AAi T AG UAci AUUEi A¢ EUBCEg MNAE EUAg gC g&U OUEAEgyUAg: E §

KwaZulu- Natal DoH approximately six weeks to approve an upgrade to the aiconditioning requirement for a project
planned for completion within three weeks (13July 2020being the completion date). The upgrade as approved by the
KwaZulu- Natal DoH contributed to part of the project delay of approximately 10 weeks.

¢éU giyuai AUE eUE géU EUE:I i1 U eEC: thagreemént, @getaigy By pfthe nddutEy A Cg

EUAgAG eéUE OAJ EéChuO 1 U OUOhT guUO &=CE UAT & OAJ Ce OUUWAJ"
actual performance. The project leader advised that no penalties were applicable yegs the three extensions of time are
currently being assessed. These related to a freight strike delay, a change in the scope of works, and the delay due to the
signing of the lease. As the approvals of the extensions of time had not been finalised at thaté of the audit, the issue of
penalties should be tracked and periods not covered by the approved extensions of time should be investigated.

Recommendations

To effectively meet the desired infrastructure objectives and to ensure the realisation of projeced value outcomes,
management should ensure that clear internal guidelines are developed on project management methods and approaches
to assist in project implementation. Management should also ensure the effective monitoring and efficient correction of
any deviations.

Documents on penalties raised, if any, should still be submitted to the auditors.

hoi gUUE+ EUEeCAEU
The management of the KwaZuluNatal DoH agreed with the finding and stated that the DPW indicated that the lease
agreement was delayed becaise it had attempted to ensure that there were no other fixed costs that would be encountered
due to this being a lease agreement; therefore, the contractor had to raneasure to ensure that all fixed costs and
expenses were included.

The KwaZulu Natal DoHdisagreed with the finding. In this regard, the following should be noted:

A natural ventilation option was considered but not chosen because the internal partitioning layout of the field hospital did

not allow for natural air circulation. At the inception of the pandemic, the department established the covidl9 air

conditioning specification, which was used on all covid 19 infrastructure projects. The design principles and layout for this
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from the established air- conditioning specification; hence the upgraded requirement (mechanical ventilation option) was
specified for the field hospital.

The DPW forwarded the communication to the epartment requesting confirmation of the specification to be used for
payment in an email dated 22une 2020. A response specifying the upgraded specification was given on 2Rine 2020by the
OUeAEgYyUAg+E 1T6éiUae yUI eAAiT Aa UAci AUUE:

Considering the above, i is not true that it took the KwaZulu Natal DoH approximately six weeks to approve an upgrade to
the air- conditioning requirement, which contributed to part of the project delay of approximately 10 weeks.

It was only on 30July 2020that the DPW communicaed the cost implication of the upgrade. The head of health approved the
funding on 4August 2020. Thus, there was never a delay from the department on the approval of the changes.

¢C 1 U 1TCAEi EgQUAg WNigée geU OUe AE g ytakamte pfoculeithe entiré av-Aanditiéning Ca i 1 J° ¢
system (instead of leasing it) with the view to re using it as part of the replacement programme (60% of the upgrade cost
recoverable, i.e. R2,53nillion of R4,24million ). These materials are cost reimbursable

hoi gCEE+ EUEe CAEU
The substance of our finding is that there was a delay in commissioning the site, which is still not in use. It is clear tlihe
KwaZulu- Natal DPW was still seeking confirmation in raising the issue of the high cost of the change artlde suggested
reconsideration of the specification indicated by the KwaZulu Natal DoH. The approval of the scope change is inextricably

linked to the funding, and both could only be approved by the head of department, which was only done ofiugust 2020
(six weeks later) and contributed to the delay in the project timeline.

As the change in scope was initiated by departmental official/s, their conduct in managing this process should be
evaluated, as this was an urgent project that required the requisitecontrol measures and urgent actions to avoid delays.
Delays by the KwaZulu Natal DPW, if any, should be addressed in terms of the servieevel agreement.

The approval of the KwaZuluNatal DoH for the upgrade in the ventilation requirements is required fo the audit, together

Dige geU OUeAEgYyUAgr E EgEAgUcJ c¢Ci Ac eCEMbAtE@ntract) gsAvBll@saAc gée U h
cost-l UAUzi g AAAGIEI E AAO A 1CEg 1CyEAEIECA Ca ge&l jGtEI i1 U EC
incurring additional costs of approximately R4,5million for a temporary facility with a six- month lease period.

9.2.4. Project snags/ poor project quality

In addition to the air conditioning upgrade still to be done, there were additional snags, such akaks, that required the
attention of the contractor. Furthermore, the following were identified during inspection:

A Bed trolleys were flimsy/unstable and would present a hazard to the users.
Therewas no hot water in the facility.
The nurse call devicesdid not work.

o o e

The walls neeced to be raised in the medical equipment room, sluice room, medical waste storage room and dirty linen
rooms.

A Therewere no ablution facilities accessible to people with disabilities.

A Therewere no floodlights around the perimeter fence to improve the safety and security of the facility.

Recommendations

To effectively meet the desired infrastructure objectives, as well as to ensure the realisation of projected value outcomes,
management should ensure that all snags are addressed imeously.

hOi gUUE+ EUEe&CAEU
The KwaZulu Natal DoH indicated that the snags had been brought to the attention of the contractor. Practical completion
on the project has not been taken and will not be taken until all snags have been attended to succesdfuby the contractor.
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Furthermore, the following should be noted:

A The bed trolleys are not part of the revised specification or the lease agreement. The service provider intends to donate
the bed trolleys; however, the intention to donate has not beenaceived.

A The hot water system has not yet been commissioned.

A The nurse call devices form part of the snadist.

A The walls are currently being raised in the entire facility.

A Thelack of ablution facilities accessible to people with disabilities will be addressed between the DPW and the service
provider.

A There are no floodights as this is a temporary facility, but the perimeter lighting for the entire hospital forms part of a
separate security upgrade project.

CONCLUSION

We did not report many findingson this focus area in the first special report as the audit was still in progress. The audit
progressed well even though some challenges were experienced with the submission of information. Management was
committed to maintaining the controls with regard to complying with the National Treasury instruction notes relating to
procuring the relevant goods and services.

The provincial departments of health and public works had failed to ensure that field hospitals were initiated and
commissioned on time in theFree State and KwaZulu Natal. In KwaZulu Natal, officials of neither department kept
stringent oversight of key deliverables and timelines of an emergency project. Although management disagreements are
noted, the findings still remain valid. This requiresoversight structures to ensure that corrective actions are implemented.

OVERALL CONCLUSION

Overall, the audit of the initiative progressed well, despite the continued challenges relating to the availability of key sff
due to lockdown regulations and thedeployment of staff to deal with the pandemic.

We identified several control weaknesses and related findings throughout the health sector that materially affected the
quality and value for money of the services or products delivered, and communicated th&e to management. These raised
questions regarding whether the funds allocated had actually been spent for the intended purpose by the institutions
involved.

Of concern is that a number of these findings had also been reported in the first special reporthese repeat findings were
as a result of the slow response by management to implement the recommendations and commitments previously made.
The new findings further add to this concern most of these stem from audit work that had been in progress at théime of
tabling the first report.

The accounting officers committed to implement a number of internal controls to address the significant deficiencies
identified, with most accounting officers committing to suspending emergency procurement and reverting back to normal
procurement processes, as well as ensuring that matters reported are followed up. These follow up actions would include
investigations and consequence management, where applicable, for transgressions.
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DEFENCE FRONTLINE &&%ICES

@ Purpose of initiative @} Auditee

Deployment of soldiers, procurement Department of Defence
of personal protective equipment,

repatriation efforts, enforcement and

implementation of health measures

Focus of our audit

Deployment of soldiers to various provinces to assist with enforcing law and order
Implementation of additional health measures, including establishing quarantine sites,
laboratories and field hospitals with necessary equipment

Procurement of personal protective equipment
Repatriation of South African citizens from Wuhan

NEXT
Qe
>
Budget (R million) R4297
. - . MENU
Expenditure (R million) [=&kiey R949 Total expenditureR2056

m Expenditure as at 31 July' Expenditure from 1 August to 30 September

STATUSOF IMPLEMENTATION OMHTIATIVE

TheDepartment of Defence begardeploying soldiers in March 2020to help enforce law and order during the lockdown that
was declared in response to the covid 19 pandemic The deploymentwhichwas approved in line withsection 1&1)(a) of the
Defence Act andsection 201(2) of the Constitutionended on30 September 2020. As part of enforcing law and order, the
deployed soldiers conducted road blocks and patrols and guared theborders. They alsoprovided health and humanitarian
assistance in the form ofcovid- 19 awareness education, scanning and screenig, distribution of food parcels andwater
purificat ion.

With Operation Notlela (the department's response to the covid 19 pandemic)the department prioritised procur ing
medicine for frontline workers * health workers, VIPs, vulnerable groups with comorbidities, and dependants* to support
other government departments in the fight againstcovid- 19 The department compiled aovid- 19 management protocol,
which includes a formal list of medicine for covid- 19 treatment. The protocol also deliberated on candidate drugs
undergoing investigation, including the unregistered medical drug Heberon® Alfa R (Heberon)which contains the active
ingredient interferon alpha 2b. The departmentprocured 970895 vials of Heberon(three million international units per vial)
from a Cuban supplier at a cost of U$15048 872,50 (approximately R26059 million ), as per theinvoices andimportation
packing lists up to 1August 2020. Of this amount, ony R34,86million has been paid to the supplier as at

30 September 2020.
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The department determined there was a needor medical equipmentand estimated what equipment would be needed. The
estimate was based on theexpected number of patients to betreated over a 90 day period in the defence communityvia the
various military hospitals, sickbays, isolation facilitie s, field hospital and response andracer teams. The department
planned to procure 22686 medical equipment items ata budgeted cost of R41rilli on,and iscurrently sourcing these
items. The decision to source the medicaequipment was approved on 268Varch 2020and the process is expected to be
completed by 3IMarch 2021.

The initial plan also included establishing field hospitals and quarantinesites as part of the efforts to fight the virus within
the department and the broader community. However, this plan was later changed and the procurement of these facilities
was stopped because of budget constraints and a change in needsh& department opted to refurbish OneMilitary Hospital
to provide capacity for quarantine and isolation facilities, andappointed a service provider to plan, build and deliver 40 ICU
beds and 60 isolation beds at a total cost of R1&illlion . The entire project, which beg@n on 18August 2020, was planned to
be completedin five weeks, by23 September2020. We noted that the project has been completed, with the clinical
readiness completion and handover of the project taking place on 1@ctober2020.

In its efforts to protect frontline workers and general staff, the department procured various medical and non medical
personal protective equipment (PPE) items, including three ply surgical masks, gloves, sanitisers and gowns. Most of
these PPE items were procuredby two procur ement service centres and distributed from the warehouses and regional
depots tovarious military facilities .

The department also successfully repatriated South African citizens from China's Wuhan province in MarcR020, at the
beginning of the lockdown.

Funding and expenditureas at30 September 2020 (according to department expenditure records)

Deployment- related expenditure

Wages and allowances 763,42 700,58 62,84
Expenditure * other related costs (including rations, 521,47 112,34 408,94
fuel and fleet services)

Subtotal 1284,90 813,92 471,78
Support facilities, medical equipment, PPE and other expenditure

PPE 1018,14 849,73 168,41
Medicine 65,90 4,61* 61,29
Facilities and medical equipment 1313,45 181,50 1131,96
Other related frontline services 614,61 207,33 407,29
Subtotal 3012,10 1243,16 1768,94
Total 4297,00 2056,28 2240,72

* As indicated inaudit finding 2.4, this amount is not complete becaise of a misclassification of R34,86million that hadnot yetbeen

corrected at the date ofcompiling this report.
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AUDIT STATUS

This auditwas performed by a multidisciplinar y team consisting of financial auditors, performance auditors and fraud
experts. The status of the audit for each focus area is provided below. We will continue to report on the outcome of the work
that is still to be performed as well as the progress made by the accounting officer in implementing the commitments made
in this report.

DEPLOYMENT OF SOLIRE TO ENFORCE LAW BIORDER

The audit focused on verifying the allowances paid to the deployed forces (regular and reserve members) as well as the
salaries of reserve force members for the period 1April to 31July 2020. Our purpose wa to confirm whether the
department complied with the Defence Act and its regulations, as well as with internal human resource policies for the
recruitment and payment of salaries and allowances to deployed members. We did not identify any discrepancies this
regard for the period under review.

We will further test the deployment of soldiers for the period JAugust 2020to 30 September 2020and report on our
findings.

ADDITIONAL HEALTH MSURES

Covid- 19 related medicine

The audit oncovid- 19 related medicine covered the planning to procure medicine for the period from 23iarch to
30 September 2020and focused on the procurement, transportation, warehousing and recording related to the medical
drug Heberon.

Medical equipment and support facilities

The audt focused on reviewing demand management for covid19 related medical equipment, as the procurement process
was not yet completed. We are still busy with our audit of the procurement process, the use of medical equipment and the
refurbishment of One Military Hospital.

During the audit, we became aware of a procurement process for the supply and delivery of mass isolation and quarantine
sites that was cancelled at an advanced stage. Although this tender was cancelled, we reviewed it and identified
weaknesses in preventive controls during key procurement stages of the tender. We communicated these weaknesses
with the accounting officer and they are included in this report.

PERSONAL PROTECTIEDUIPMENT

The audit of PPE focused on the planning, procurementyarehousing and recording of expenditure and stock for the period
from 1April to 31August 2020. Although we focused on expenditure recording for PPE, we also confirmed the accuracy and
classification of other expenditure items that were procured as part of frontline services in the fight against covid- 19. These
items include medical drugs, as well as quarantine costs for medical specialists and their salaries. We have finalised our
audit in this area and our findings are included in this report. We are 8t busy with our audit of PPE stock ranagement and
the use thereof.
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WUHAN REPATRIATIOMS&S/ION

The audit of the Wuhan repatriation mission focused on reviewing the procurement process for the flight and the recording
of the related costs in the departnent's books. We have completed our review and identified no significant findings.

ADDITIONAL HEALTH MSURES

COVID19 RELATED MEDICINE

The audit revealed a number of weaknesses and nortompliance with relevant legislation in the process of planning,
procuring, transporting, warehousing and recording certain medicines.Ourfindings are listed in the section below.

Key audiit findingsand observations

1. Inadequate needs analysis to support required levels of covid19 related medicine

Thedepartment did not submit the planning parameters, including the rationale and assumptions used to estimate the
number of covid- 19 patients and medicine requiredfor audit purposes. It was also not clearfrom the medicine planning
documentation provided how thedepartment determined therequired quantities of medicine for the treatment of, and
clinical trials for , covid- 19.

Recommendations

The accounting officershould ensure that medicine is procure d based ona defined needs assessment to limit the over
procurement and excessive stockpiling of medicine. The need should also be continuously updated as the pandemic
unfolds to reflect the changes in the initial assumptions.

hOi guUU+ E EUEe CAEU
The accounting officer noted the auditors' observation and explained that the department dgded to protect its soldiers by

boosting their immune system during their deployment. The accounting officer also stated that the high demand for
Heberon worldwide informed the department's decision to procure as much Heberon as was practically available.

Auditors' response

The department did not submit any supporting evidence to refute the finding or to support the accounting officer's claim of
high demand worldwide. The World Health Organization also did not recommend the use of Interferon, the activegiredient
of Heberon, in the clinical management of covid19.

2. Deficiencies with procurement of, and accounting for, Heberon
2.1. Approval process not followed prior to the procurement of Heberon

The department did not provide evidence thatt had adhered to theimport regulations for unregistered medicine by

obtaining authorisation from the South African Health Products Regulatory Authority (Sahpra) before importing the

Heberon.

On 50ctober2020, SahpraE UAh g e CEi EUO gé U OUe AE gy Uuaglo Hals AfiHebaronloAd@singleA g C | y e
patient. The @iginal application that should have accompanied thereauthori sation letter was not submitted for audit

purposes. As at 4ANovember 2020, the department had approvalto use 10 vials only as Sahprarejected the departmentis

bulk stock application on 210ctober2020and no further clinical trial application was submitted. The 10 vials equate to

0,001% of the 97895 vialsthe department hadalready imported by 17August 2020.
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2.2. Shortcomings in the procurement process

The department has an overarching international contract with a Cuban supplieto provide technical services, which
provides for further supplements to the contract. An additional supplement wasentered into to allow for the procurement
of Heberon. However, this supplement was signed on 28April 2020, while the first consignment of Heberon was received at
the warehouse on 27April 2020. In addition, thesupplement did not stipulate the total quantities or value of Heberon to be
procured.

The department did not submitall evidence supporting the international procurement transactions, i.e. orders, airway bills,
customs tax clearance certificates, packing lists and commercial invoices, for audit purposes. As such wecould not
inspect and conclude on theprocurement transactions, including the possible incurrence of penalties for delayed
payments.

2.3. Insufficient record keeping for the transportation and warehousing of Heberon

Wecould not determine whether the shipments of Heberonwere safely and appropriately transported from the port of
entry to the warehouse, as the department did not submitsupporting evidence for audit purposes.

None of the 9795 vials of Heberonwas accounted for on theO U & A E ¢ inkédtary s§stem and bin numbers were not
allocated for the shelved stock. This, together with the nonaccounting of the stock, contributed to the staff being unable to
corroborate precise delivery dates.

2.4. Incorrect classification of expenditure

The department did not correctly classify poyments for some o the covid- 19 expenditure items in accordance with the
accounting rules (Standard Chart of Accounts) for recording transactions and accounting classification Medication worth
R34,86million was classified as agency and outsourced servicesinstead of inventory: medicine in the department's books.

Recommendations
The accounting officer should:

A ensure that all requested information is readily available and submitted for audit purposes when requested

A institute a formal process to monitor compliance with legislation before and during medicine procurement

A put measures in place to ensure that accounting transactions are classified in accordancewith their nature and
characteristics

A implement a monitoring control to assess the correct classification of covid- 19 related transactions and apply the
classification principles as detailed in the Standard Chart of Accounts guidance.

hoi gUU+ E EUEe CAEU
The accounting officer indicated that:

A all requested information is not readily available and everything practical is behg done to locate the required
information

A the department has not been charged possible penalties for not paying the supplier on time

A the department isin the process of improving the inventory recording system

A she agreed with the finding on the misclassification of covid- 19 related transactions. A new financial authority of
R34859500,00 will be captured under the correct classification to correct the error.

3. Post-importation testing procedures for Heberon not performed as required

The department did na perform post-importation testing procedures to confirm the integrity of the product upon arrival
and prior to release into the country. The testing would have includeahecking whether the drug was transported and
stored at the required temperature (2* 8 °Q as per the product specifications. The department also did not apply t&ahpra
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for an exemption. As such Sahpra did not confirmthe safety, effectiveness and quality of the drudefore it was released
for use into the country, which may pose a risko patients receiving the drug.

The department did not monitor and evaluate the transportation of the shipments according te A & & RoAtr iriportation
guidelines despite an internationally recognised temperature monitoring device being attached to batchesof the
medication shipped from Cuba to South AfricaThe department also did not submit stability data orthe integrity of the
product to Sahpra, as required by the postimportation guidelines.

As aresult, approximately 387 000 (39,8%) of the 97895 viads were exposed to temperatures outside of the required range
(temperature as well as duration) during transportation and/or warehousing. The department did not detect and
investigate this breach in the cold chainto determine the effect on the O E h integfity and whether the shipment should
have been accepted where the cold chain was compromisetiefore the department receivedthe Heberon.

The audit revealed that where breaches occurred,the drugs were, in most instances, exposed to temperatures above 8°C
for more than 20 hours. Device measurements showed that some vials were exposed for up to 94 hours and 23 minutes.

Recommendations
The accounting officer should:

A institute a formal process to monitor compliance with legislation before, during and aftermedicine is procured

A monitor and measure temperature- related events relating to the cold chain transportation and storage of Heberon
be investigated and documented

A institute consequence management in instances where officials have not adequately safeguarded medicine.

hOoi guUU+ E EUEe CAEU

The accounting officer's response did not include a response on this finding.
Conclusion

Theaccounting officer took note of the shortcomings and committed to locate the outstanding information and improve the
inventory recording system. However, she did not indicate any timelines for the implementation of remedial actions or
possible consequence management Because of the unavailability of some of the key information relating to theSahpra
approval and procurement of this unregistered medicine, we wereunable to conclude on whether the department adhered
to the required processes. Furthermore, the accounting officer did not provide a response to the noncompliance with
Sahpra requirements in relation to post-importation testing procedures. This is concerningbecausethe effect of the

T CyeECYi EUO 1 CuO 1 é&AIndustBeAnvestialed iz it carthe Usell in the diriicgl thanagement of
covid- 19 Ultimately, this may result in a large portion of the drugs not being used and the money spent being wasted.
The minister has since decidedto appoint an external task team to investigate amongother matters, the findings included
in this report to ensure that any wrongdoing uncovered, whether of a criminal or disciplinary nature, would be addressed.
According to the draft terms of reference for the establishment and functioning of the task team the investigation will run
from 4 January 2021 to @April 2021.
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MEDICAL EQUIPMEMND SUPPORT FACILE®

The audit revealed shortcomings in the planning process to procure medical equipment. These shortcomings are listed
below.

Key audiitfindings and observations

4. Inadequate planningto justify required levels of medical equipment

The department's planning did not include a situation analysis of precovid- 19 equipment levels that indicated current
quantities and whether the equipment wasstill usable. This analysis wauld reflect current equipment shortages and
inform the procurement need to treat the expected number ofcovid- 19 pdients based on treatment statistics at medical
facilities. The planningalso did not consider whether the medical facilities would be able ® accommodate anduse the
proposed additional equipment.

Recommendations

The accounting officer should ensure that medical equipment igprocured according to planned hospitalisation numbers
that are frequently updated with historical information and insights to limit the risk of possible over- procurement of
medical equipmentfor covid- 19 treatment

hoi guU+ E EUEe CAEU
The accounting officer indicated that the department considered the current functionality and quantities of medical
equipment in a situation analysis while compiling the required list of equipment, but this was not documented.

The department is currently conducting an after action review to execute the debrief and forecasting of the first wave of
covid- 19, which includes assessing the initial fanning parameters. The quantities of required medical equipment are being
adjusted as the process unfolds.

5. Internal control weaknesses on procurement process

As part of this review, we analysedthe procurement process for the supply and delivery of massisolation and quarantine
sites with an estimated cost of R7380 million ,which was cancelled at an advanced stage. Our review identified the
following internal control weaknesses:

A The department did not do a proper demand and needs assessment to determiris exact requirements before moving
to the next stage of the process. The submissions show that the specifications were only improved and completed
after a briefing session was held with one of the prospective service providers on 2April 2020.

A The bidders had 48 hours to respond for a requirement relating to the supply and delivery of mass isolation and
guarantine sites, which does not seem to be a reasonable amount of time for a requirement of this magnitude. This also
favoured the supplier that presented the specification to management and put the three other suppliers that were
invited to bid at a disadvantage.

A We identified that the supplier that presented the specification document to management was the same supplier that
submitted bid documents within 48 hours. The company was formed within the two months prior to the suppliers being
invited to bid.

A The department did not record or approve the reasons for the emergency procurement for the supply and delivery of
mass isolation and quarantine sites. here was also no evidence on file in the form of a memorandum or submission to
the accounting officer to approve the emergency procurement, as required by National Treasury Instruction Noté&o.5
of 2020- 21 and treasury regulation 16A6.4.
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Recommendations
The departmentshould:

A document the reasons for emergency procurement, which must be approved by the accounting officer, to ensure
compliance with legislation

A have the Departmental Commercial Procurement Board approve the specifications and evaluation citeria before the
requirements are advertised and must ensure that the suppliers that are evaluated were not involved in drafting the
specification document

A put measures in place to ensure that the timeframes for submitting bids are reasonable so that the mcess is fair to all
prospective bidders

A investigate the reasons for the control weaknesses, particularly the unfair advantage given to one supplier, in terms of
treasury regulation 16A9.1(b) and take action against the officials involved in terms of tresary regulation 16.A9.1(b)(i)

A take appropriate action to manage the fraud risk.

hoi guU+ E EUEe CAEU
The accounting officer indicated that all the matters addressed in the correspondence were receiving due attention from an
oversight point of view. The bid vas cancelled once it became evident that this requirement was not processed according to
the procedures, practices and control parameters set out for emergency procurement. The requirement was subsequently

re-advertised with the consent of the then accouning officer, but was not awarded. The department has noted our
recommendations for measures to improve its preventative controls.

The department is in the process of improving all facets of the procurement process to ensure that adequate checklists
have been completed to ensure consistency in progressing qualifying companies, which are further evaluated in terms of
procurement prescripts, before the contract is awarded.

The recommendations will be discussed with the chief of the South African National Defee Force (SANDF) and the chief of
logistics to agree on an integrated approach and determine the way forward, including:

A assessing the current preventative controls to determine the gaps to be addressed and ways to optimise the effective
controls

A ensuring a culture of integrity, adherence to ethical values and dedicated competence
A improving capacity and skills as well as process standardisation for procurement

A ensuring that optimal measures to guard against conflicts of interest are implemented
A implementing enhanced consequence management system to deter noncompliance.
Conclusion

The department has acknowledged the shortcomings in the demand forecast for medical equipment and is currently
reassessing the demand forecast with available covid 19 information kefore it procures the required medical equipment.

The accounting officer has committed to assess the current preventative controls to determine gaps to be addressed and
ways of optimising the effective controls. Although the tender was subsequently canceled, the fraud risks and internal
control deficiencies needed to be brought to the attention of the accounting officer for further action. We will follow up on
the actions taken in this regard during our next audit.
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PERSONAL PROTECTINAQUIPMENT

The auditrevealed a number of weaknesses and noncompliance with relevant legislation in the process of planning and
procuring PPE. The findings are listed in the section below:

KEY AUDIFINDINGSAND OBSERVATIONS

6. Inadequate planning and subsequent procurement notaligned to planning
6.1. Planning did not include all relevant members for the forecasted period

Thedepartment: férecast plan for face masks for March 2020to June 2020did not include all SANDFand department staff
members. In June2020, the department adoged a more integrated approachand the forecast for July2020to
31January 2021 included the need for all SANDF and department staff.

6.2. More surgical masks procured than required according to adjusted demand forecast

We calculated the adjusted demand foreast for surgical masks over the period from March2020to January 2021 using the
same assumptions applied by the department to compare the actual procurement to the adjusted needs for surgical
masks. By 3JAugust 2020the department had procured approximately 6,707million more surgical masks than the adjusted
forecast for the period March2020to January 2021, at arstimated cost of R76million.

Recommendations

The accounting officershould ensure that PPE isprocured based on a definecheeds assessmentto limit the over-
procurement and excessive stockpiling of PPE. The need should also be continuously updated as the pandemic unfolds to
reflect the current PPE demand requirements.

hoi gUU+ E EUEe CAEU
Management agreedwith the finding and indicated that & the start of the pandemicthe South African Military Health
Service (Samhs)had planned for medical practitioners, other Samhs staff members and patients, but not forthe entire
SANDFand department staff complement. In June2020the department adopteda more integrated approach andthe

logistics division had to procure PPEfor the entire department, including Samhs. The department halted PPE procurement
until it can confirm the updated demand forecast for PPE.

7. PPE not always procured at market related prices

From March until July 2020, the department procured PPE items from various suppliers at prices that were above the
specified prices as determined bythe National Treasury through various instruction notes. The accounting officer was also
required to approve the deviation of prices tha were more than 10% higher thathe stipulated prices if there was no choice
but to procure at higher prices. However, such approval was not in place. This resulted in the department paying Rbdlion
more than the threshold set by the National Treasury.

Recommendations
The accounting officershould:

A put measures in place to ensure that PPE items are procured at prices as prescribed ithe National Treasury
instruction notes and obtain prior approval from the accounting officer for any variation that is more than 10% higher
than the stipulated prices

A monitor the payments for the related awards to ensure that payments are disclosed as irregular expenditure

A take effective and appropriate steps against officials who permtted the irregular expenditure, as required by the
Public Finance Management Act and Treasury Regulations.
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The department agreedwith the finding that PPE was not procured amarket - related prices. The high demand for, and

scarcity of, PPE at the time of procurement led to a volatile market with higher baseline prices for PPE than what was
prescribed by the National Treasury.

8. Local content and production threshold requirements not applied when procuring three- ply
surgical masks

On 2July 2020, the department procured surgical masks worth R235,60émillion from various suppliers without stipulating
the local content and production threshold requirements, as required by annexures tothe National Treasury instruction
notes. We could not obtai evidence that the department had stipulated a minimum threshold percentage (100%) for local
content and production, as required bythe National Treasury.

Recommendations
The accounting officer should:

A put measures in place to ensure that PPE items speéied in annexure C of the amended National Treasury Instruction
Note No.5 0f2020-21 are only procured from suppliers or manufacturers that meet the stipulated minimum threshold
percentage for local production and content

A monitor the related payments for inclusion in the register for irregular expenditure

A take effective and appropriate steps against officials who permitted the irregular expenditure, as required by the
Public Finance Management Act and Treasury &julations.

hOi gUU+ E EUEe CAEU

Management dsagreed with the finding and indicated thajparagraph 3.20f the National Treasury instruction note dated

16June 2012only stated the subsectors as Standard Industry Classification (SIC) code and description. The actual listing of

the subsectors was not issued as part of this instruction note. The classification for PPE commodities was not listed as per
the Department of Trade and Industry othe National Treasury. Whatthe National Treasury prescribed is produced in China
and imported to South Africa. Amexdments to annexure C(1) othe National Treasury Instruction Note No.5 0f2020-21,
dated 20May 2020, which designated that PPE commodities had to adhere to the local content and production threshold,
thus contradicts the® Agi CAAG ¢ E U A Etfudiidhatiput cldsdificafioA éf dubsechoEs. The directorate for
procurement management will forward a dispute to the National Treasury and require a resolution for the contradicting
instructions issued.

The central procurement service centre will invite quotations with local content for all mask-related requirements.
hoi gCEE+ EUEe CAEU
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advertised and procured surgical masks from supplier s or manufacturer on condition that the items meet the stipulated
minimum threshold percentage for local production and content for the textiles, clothing, leather and footwear sector, in
line with the amended instruction notes. The relevant thresholds were not specified in the bidding documents to show that

the department had attempted to comply with the requirements but could not find suppliers with the required local
production and content.

9. Transactions with tax-related deficiencies

The department awarded PPE contracts worthR2,25million to various suppliers whose tax matters were not in order at
the time of the award, in contravention of the prescripts and the standard operating procedures (SOPs) on emergency
procurement.
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We also identified that VADf R202500 was paid to a supplier who is not a registered VAT vendor.
Recommendations
The accounting officer should:

A put measures in place to ensure that awards are only made to suppliers or bidders whose tax matters are in order at
the time of the awardand that VAT is only paid to suppliers that are VAT vendors

A monitor payments for the related awards to ensure that the irregular expenditure register is correctly updated and
disclosed in the2020- 21 annual financial statements

A take effective and appropriate steps against officials who permitted the irregular expenditure, as required by the
Public Finance Management Act and Treasury Regulations.

hOi guUU+ E EUEeCAEU
Management initially disagreed with the finding, indicatingthat suppliers were given seven days to fix their tax matters
which was doneprior to the supplier delivery of consignment and printing of the government orders. However, according to
the letters provided by management, we noted that two of the suppliers were given up to 14 days insteadsefven days to fix

their tax matters and therefore the finding remains valid as it relates to those suppliers. During subsequent engagements
on the matter, management did acknowledge the noncompliance for the two suppliers mentioned above.

10. Inadequate cortrols in manual stock control process at main and regional depots

The department used a manual stock management systenmstead of the implemented automated systemat most of their
main and regional depots duringcovid- 19 to receive, accountor and distribute PPE.The department did not submitwritten
approval for this manual process for audit purposes. The department also did not compile dditional guidance focusing on
the preventative controls to be instituted for the manual process to receive, accounfor, distribute , store and safeguard
PPE at these depots.

We identified thefollowing control deficiencies with the accounting of PPE stock at warehouses and regional depots:

A Selected regional depots received fewerPPEitems than were issued by the main depé. The department did not
investigate these stock discrepancies to determine the reasons for the short delivery of PPEandto identify possible
fraud and theftas a result of the losses In addition,we identified excessive delays of up to one monttin the distribution
process, which increases the risk of stock losses and theft

A Selectedregional depots did not have a systenio record and safeguard thedocumentation for PPE items received
from the main depot, and the department did not do any reconciliatins to ensure the records were complete. Because
of incomplete recordkeeping, we could notconfirm whether the selected regional depots received all the PPE stock
issued by the main depot.

A Thedepartment did not account for theinitial receipt of PPE itemsfrom a donor on aninventory system, and did not
declare the donation so that it could be monitored and reported onThese items were subsequently moved to another
regional depot without any documentation.

A Some regional depots did not perform any stock t&es or inventory checks to confirm the availability of PPE and detect
possible losses. One of theregional depots also did not have a inventory system in place forcovid- 19PPE stock.

A The regional depots dichot adequately store and safeguardPPEitems, which were placed together with other stock,
such aspharmaceuticals, making themsusceptible to possible loss. The PPE items was also stored on the floor
instead of being shelved with appropriate bin allocations. Boxes of surgical masks and gloves were noseparated
from sanitisers to prevent losses from possible spillage or leakage.

The control weaknesses in the stock control environment may have had a direct impact on a case where it was reported
that a department official was found withPPE in his pos®ssion under suspicious circumstances. PPE appears to have
been stolen from the main depot and resold to suppliers who, in turn, sold it to unsuspecting buyers, including the
department. The alleged theft is currently an active case with the Military Polie and evidence of thé®PE in question is in the
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care of relevant authorities. The extent of the theft is not yet known; however, the suspect was found in possession PPE
worth approximately R478 000. The matter was referred to the Pretoria Regional Courbn 3August 2020, and has been
postponed for further investigation. We will continue to follow up and report on the status of the investigation.

Recommendations
Theaccounting officer should:

A ensure that officials in the department are responsible for the effective, efficient, economical and transparent use of
financial and other resources within their areas of responsibility

A institute measures to ensure that current PPE stock items are adequately accounted foin a timely mannerto allow
PPE items to bemanaged and controlled

A ensure that PPE isstored and safeguarded against possible losses including implementing appropriate measures to
prevent and detect fraud and theft and urgently investigate dentified potential PPE stock losses

A establish SOFRs for the accounting, receiving, distribution and safekeeping ofcovid- 19 related PPE items on the
manual system

A institute plans and guidelines to directregular stocktakes of PPE.

hoi guU+ E EUEe CAEU
The accounting officer agreed with the finding that the manual ®ck accounting process was not adequately executed.

Although the department did perform inventory checks, supporting documents was not maintained. Incidents oPPE stock
discrepancies were identified andreported to the Military Police who are busy with & ongoing investigation.

The department has separated and stored stock in selected rows and bins at the main depot and will update manual stock
receipt and issuance records by 30November 2020to correct stock discrepancies. The department is in the procss of
accounting for the stock in the automated stock management system, which will be used for all future stock procurement.

The department will compile an SOP for managin@PE during disasters by 18\November 2020. The SOP will also address
manual accounting processes and stock control of PPE during a disaster.

The accounting officer disagreedwith the finding thatreceipt of PPE items from adonor was notaccounted for because the
donation was for the Department of Health and was only stored at the regical depot.

hoOi gCEE+ EUEe CAEU
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items forming part of the donated stock had already been moved to another location for distribution withinhe department,
the finding remains valid.

CONCLUSION

We have identified several noncompliances and control weaknesses relating to the planning, procurement and
warehousing of PPE. We have also provided recommendations to the accounting officer on actiorts take to prevent
irregular expenditure and on implementing consequence management for officials who were responsible for the non
compliance. The procurement of PPE items at prices that are higher thathose prescribed could lead to financial losses.
Theaccounting officer disagreed with the non- compliance finding relating to local content, but could not provideevidence
to dispute this finding. We therefore concluded that the department did not comply with the relevant legislation.
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OVERALLCONCLUSION

For the second special report, our audit focused on four main areas: the deployment of soldiers to help enforce law and
order; the implementation of additional health measures, including procuring covid- 19 related medicine and medical
equipment; the procurement of PPE; and the repatriation of South African citizens from Wuhan.

The department helped to enforce law and order by deploying SANDF members. The deployed members also assisted with
various activities needed to fight the pandemic, includinghealth and humanitarian assistance in the form of covid- 19
awareness education, scanning and screenirg, distribution of food parcels andwater purification .

The department was still procuring support facilities and medical equipment during our audit. We identifiedome
shortcomings related to the planning for procuring medical equipment as well deficiencies in the procurement process for
facilities. The accounting officer has committed to address these deficiencies going forward by investigatingnstances of
non- compliance and holdng responsible officials accountable to support consequence management

MostCee gélU OUeAEgyUAgr E EeUAOi Ac INUAg ¢ Cmeabefsshppot staffand ss8 AUUOL
medical personnel who were providing essential services. We identified deficiencies and compliance matters during our

review of PPE spending and planning. The department indicated that it wilhplement the necessary preventative control

measures to ensure that, in future, PPE will beprocured and stock will be managed aseconomically and efficiently as

possible.

The department successfully carried out the mission to repatriate South African citizenseeECYy - éi AA+ E pheéAA @& E(

We will do further work and report on the progress made for all commitmentsmade bythe accounting officer.
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m BASIC EDUCATION INRKYENTIONS

@ Purpose of initiative Q@ Auditees

Provision of personal protective ¢ National and provincial departments
equipment to learners, educators and of basic education

support staff as well as emergency * Rand Water (implementing agent)
supply of water and sanitation to * Development Bank of Southern
selected public schools Africa (implementing agent)

* Mpumalanga Regional Training Trust
(implementing agent)

Focus of our audit

*  Provision of personal protective equipment
* Emergency supply of water and sanitation services to selected public schools

Budget (R million) R5666

Expenditure (R million) I R586 Total expenditureR1975

m Expenditure as at 31 July" Expenditure from 1 August to 30 September -

STATUS OF IMPLEMENTION OF INITIATIVE

PROVISIONDF PERSONAL PROTECHWQUIPMENT (PPE)

Provincial education departments are required to ensure the safety of learners, educators and nonteaching officials at
public schools by ensuring thatlearners, school officials (teachers and administrative staff) and volunteers (school
governing body and parents)use appropriate PPE This includesgloves, facemasks, face shields, sanitisers and
disinfectants. Now that all grades have returned to school, he provincial education departments, through their suppliers ,
will continue to deliver PPE stock such as sanitsers, soaps and disinfectant toschools and education districts .
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PPE budget and expenditure

Thenational Department of Basic Education (DBEjnade available a R4356 million relief package from the conditional
education infrastructure grant and equitable share to supply schools with PPE.

PPE budget and expenditure

Budget (R million) R4356

Expenditure (R million) R1348 R467 Total expenditureR1815

m Expenditure as at 31 July = Expenditure from 1 August to 30 September

EMERGENCY SUPPLY @QIATER AND SANITATICBERVICES

As we reported inthe first special report, the DBEappointed Rand Water as the implementingagent to implement this
initiative. TheDBE transferred the first payment of R200million to Rand Water on 26/ay2020and the second portion of
R22,275million on 21July 2020for a total amountof R222,275nillion against the budget of R61illion.

In response to the basic education minister + &nouncementthat schools would reopen on 1June 2020for grades 7 and12,
it was agreed thattemporary installations of at least one water tank per school would besupplied anddelivered to 2624
schools as phase one of the initiative. At the date of this report, phase two, which involves installing permanenitands for
the water tanks, had not yet commenced

On 3JAugust 2020, Rand Watedemobilised all tankering services in line with the resolutions of the meeting held between
the DBE(led bythe director - general) and Rand Water (led byhe chief executive) on 16July 2020. This meant that the
provincial education departments needed to take over supplying potable water to public schools in their provinces.

RandWater is still making payments for goods andservices received. Onceall service providers have beenpaid in full,a
complete reconciliation of all project-related expenses will be done andall savings will be declared back tothe DBE.The
process of reconciling andconsolidating the project expenditure is still underway.

As we reported inthe first special report, on 4 June 2020, theNational Treasury supported the expansion ofthe contracts
with the Development Bank of South Africa DBSA) and the Mvula Trust to include covid- 19 emegency sanitation for the
Limpopo and Eastern Cape provincesOn 5July 2020, the DBE reported that the emergency sanitation roll out had been
completed and that toilets are being regularly serviced.All the mobile toilets are rented on a month to- month basis from
the nearest available local suppliers. These suppliers were sourced through an emergency request for quotation(RFQ)
process, which compared the number of units the supplier had available on short notice to the number aihits the districts
required.

In addition to the above national department initiatives, various provincial departments also implemented separate water
and sanitation initiatives to respond to the pandemic. fie KwaZulu- Natal education department, together with the district
offices, initiated the programme to provide water tanks. This measure wasnstituted to curb the spread ofcovid- 19 at
schools by creating a constant supply of water forfrequent handwashing. The needs identification methodology involved
the district offices identifying schools within their district s that urgently needto have water provided. The list of identified
schools was then submitted to the infrastructure unit to provide water storage tanks. The department thus provided3 400
water tanks at 1611 school$n addition tothe 1125 tanks that the DBE providetb 1125 schoolsin the province, andappointed
three implementing agents to implement this initiative.
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The KwaZulu Natal education department also receivedarequest for mechanisms to improve hygiene conditionsand curb
the spread of covid 19at schools through frequent handwashing. This prompted the departrent to provide and install
handwashing stations at the schools based on the following methodology:

A Quintiles 1* 3:all schools
A Quintiles 4* 5:schools benefitting from the feed programme.

This resulted in theKwaZulu- Natal department providing and installing a total of 23282 handwashing stations at5278
schools across the @ E C 1 i 1&distiietsE Our audit approach was to veify the existence and quality of the water tanks and
handwashing stations at schools, focusing specifically on the Pinetown anduMgungundlovu districts as hot spots for
covid- 19 infection in KwaZuluNatal. The audit covers the period 2¥ay2020to 14September 2020and excludes supply
chain management(SCM)processes.

The Mpumalanga education department appointed the Mpumalanga Regional Training Trust (MRTT) as an implementing
agentto provide handwashing basins and water fountains to 124 selected schoolsind to providebiodegradable chemicals
to 249 schools.Theprogramme budget of R17,6nillion is paid to MRTTthrough a grant. Since all the workwas completed
before the children returned to school, the department transferred the full amount due to MRTTwhich used the full budget.
The departmentalso appointed the provincial public works department as an inplementing agent for the repairand
maintenance of sanitation facilities and toupgrade pit toilets at 366 schools.

The Gauteng education department fhowed a quotation process to appoint regional service providers.The department
appointed four companies (one per region)to provide water to schools, whichwere authorised to order water if their tanks
fell below 50% capacity or as and when needed. Thatiative beganbefore phase one of theschool reopening to ensure the
infrastructure was in place and service providers were available to service the identified schools. The department has
reprioritised R377 million from it s own funds through an adjustment budget to fund theidentified water and sanitation
needs. Water supply to 67 schools started on dune 2020, and bythe end of August2020, the department hadalready paid
some of the services providers.

Emergency water and basic sanitation services budget and expenditure

The DBE made available 86D million relief package from the conditional schools+backlog infrastructure grant to provide
emergency water supply to selected public schools in six provinces (KwaZuld Natal, Eastern Cape, Mpumalanga, Limpopo,
North West and Free State) ané R50million relief package from the conditional education infrastructure grant to provide
emergency sanitation to selected public schools.

Seven provinces (Gauteng, Free State, Mpumalanga, Northern Cape, Eastern Cap@yaZulu- Natal and North West)also
reprioritised a total of R650,032million from the conditional education infrastructure grant and equitable share.

Emergency water and basic sanitation services budget and expenditure

Budget (R million) R1310

Expenditure (R miIIion)I R119 Total expenditureR160

\— R41
m Expenditure as at 31 July = Expenditure from 1 August to 30 September
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AUDIT STATUS

PROVISIONDF PPE

The purpose of the currentcovid- 19 special audit was to determine whether provincial education departments have
ensured that learners and educators are provided timeously withgood quality PPE. This required the education districts
and school management b implement effective PPE stock management. The process of stock management ensures that
where defective and damaged PPE stocks delivered, education districts, schools or provincial storage facility officials can
identify such stock and that the affectedsupplier replace s or refunds the cost of the damaged or defective PPE items.

We conducted the audit at all nine provincial education departments, complementing the work we reported in the first
special report. We also carried out site inspections at seleted schools, education districts and the PPE storage facilities
for provincial education departments.

We have evaluated the procurement and contract management for PPE as well as the payment processes for the period
ended 31August 2020. We had also comfeted all site visits to the selected schools, education districts and storage
facilities by 30 September 2020.

EMERGENCSBUPPLY OF WATER AMIANITATION SERVICES

After the first special report, we finalised the testing of selected procurement awards and myment transactions for the
emergency supply of water and sanitation services. We also completed our assessment of the needs analysis and visited
all locations selected for audit purposes across the country, includingselected locations where mobile toilets have been
rolled out.

For the KwaZulu- Natal education department, ouraudit approach was to verify the existence and quality of the water tanks
at schools, focusing specifically on the Pinetown and uMyungundlovu districts as hot spots for covid- 19 infecton in
KwaZulu- Natal. The audit covers the period 2May2020to 14 September2020and excluded SCMprocesses.

At the Mpumalanga education department, ve performed procedures on the expenditure related to providing emergency
water and sanitation to ensure that it is accurate, that the department had received the goods andervices, andthat the
correct vote was used to finance the transactions.

At the Gauteng education department, we finalisedhe audit of the procurement and contract maragement processes and
performed school site visits to verify the support provided to schools that required waterto be provided

ACTION TAKEN IRESPONSE TO PREMUS REPORT

In response to the findingscaptured in thefirst special report, the DBE leadershipcommitted to implement actions to
address the identified deficiencies. The portfolio committee engaged with the provincial education departments on the
impact of covid- 19 lockdown on schooling, including the key findings from oufirst special report. The minister noted the
findings and committed to support the accounting officers to address the identified deficiencies.

Overall, we noted that the department was still in the process of implementing our recommendations to improve the
internal control environment, as pertheal T ChAgi A¢ Ceai 1 UEE+ 1 Cyyi gy UAQE:
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Status of commitments implemented

National / province Director - general / head of department

Partially implemented

Department of Basic Education

Eastern Cape

Free State Partially implemented
KwaZulu- Natal Partially implemented
Mpumalanga Partially implemented
North West Partially implemented
Northern Cape Not applicable*
Western Cape Not applicable*
Gauteng Not applicable*
Limpopo Not applicable*

*No significant matters reported in first special report

PROVISIONOF PPE

Use of available systems to determinePPEdemand and need that informed procurement
and supply

Both the Free State and Mpumalanga education departmesthavestarted using information from the South African School
Administration and Management Systemto inform the PPEneeds analysisand procure the correct quantities of PPEfor
learners and educators in the provinces. The departments have also usedthe Personnel and Salary System (Persal) to
determine the needsfor non-teaching staff. To address inconsistent and insufficient supply the Mpumalanga education
department has conducted a review of distribution inconsistencies and used the updated database (by usinthe South
African School Administration and Management Systen) to determine procurement and distribution of PPE to schook. The
department is still in the process of procuring and distributing the additional PPE.

The North West education departmentinstituted an internal investigation to determine the frequency of stock shortagesat
district and school level and to lookinto stock record- keeping procedures. By 3September 2020, thisinvestigation had not
yetbeenfinalised. The department indicated that this was because dhe volume of data, certificates and site visitsthat had
to be investigated before logical conclusions could bedrawn.

Substandard quality of PPE supplied to schools

The Free State education departmentreported the matter of substandard PPEquality to the Free State provincial treasury,
which was responsible for procuring the initial consignment of PPEThe departmenthas issued atender for the
procurement of PPE, which isexpected tohave been finalised by the end of Octobe2020.

The Mpumalanga education departmenindicated that it will issue a circular for PPE needs analysis to ensure that
education districts and schools do not experience PPE shortageThe department also indicated that it plans testablish a
system to ensure that PPE consignments are checked agast the agreed specification on receipt andthat non- compliant
PPE stockis rejected. However,since we could not confirm whether the circular had been issued and the systems
implemented, we identified a repeat finding duringour site visits.

R
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The North West education departmenindicated that it wil | investigate the quality of theface masks received from
suppliers. The Institutional Governance Management Support unit has been assigned to verify the quality of the PPE
provided. The department has also consulted the DBE regarding norms and standardef PPE, but these norms and
standards have not yet been rolled out toall schools.

Procurement and contract management:non- compliance with general SCMlegisiation

The Mpunalanga education department isin the process of identifying all the products that were procured outside the SCM
processes. Once this has beendone, the results will be recorded in the irregular expenditure register and will then be
investigated. We also identified arepeat finding on this non-compliance in the second reporting phase, wheh is included in
the key audit findingsand observations section of this report.

For the KwaZulu- Natal education department, we reportedvarious non- compliances on emergency procurement and
quotation processes. The status of implementing commitments madeis as follows:

A On9May2020the department changed its procurement model froman open bidding processto aquotation- based
process for all future PPE tems required by the department.

A Thedepartment made bidders' registration with the central supplier database (CSD) a compulsory part of the bid
evaluation criteria on the emergency procurement process undertaken from 9May2020onwards. We identified no
recurrence of similar findings during the audit for this report.

A We foundno verifiable evidence to confrm that the internal controls had been strengthenedto prevent arecurrence of
the finding for awards made to suppliersthat were not tax compliant. We identified gmilar incidences during the audit
for this report.

A The accounting officer has institutedan internal enquiry into possible cover quoting. Senior SCM officials have been
suspended and the enquiry is in progressWe did not identify anyimilar incidence during the auditfor this report .

A Thedepartment has ensured that the legislative prescripts for the submission of B-BBEE certification or sworn
affidavits are more stringently applied as for future emergency procurement. We did not identify anyimilar incidence
during the auditfor this report .

For the North West education department, the invesgations relating to the non declaration of interest s and norn-

compliance with supply chain laws and regulations, includingthe National Treasurydisaster management instruction note,

are ongoing. The department indicated that it wilkake the necessary steps against those responsible for non-compliance

with supply chain laws and regulations. The department wasin the process of establishing a supplier databasefor each

Of EgEITg gC iyeECI U Ehéeeui UEE+r EUEeé CAE fatallpletkhtaivelddntrols WereA 0 0 C1Ji Ag
adhered to.

Non- compliance with National Treasury disaster management instruction notes

TheDBE negotiated with theprivate party to the public- private partnership agreement on the pricing of PPEandthe party
has indicated its willingness to procure, where possible, within the current pricing thresholds. Where it is not possible to
keep within the pricing threshold, the National Treasury will be notifiedto determine a way forward. Based on a request
from the accounting officer, the internal audit function also reviewed PPEprocured through the private party andissued a
report recommending that control s beimproved.

The Mpumalanga education department notified the service provider of the overpayment and instructed them teepay the
excess paid, and a receivable was recognised. All prices have subsequently been confirmed with the National Treasury
price list based on the commitment to review the order process before an order is processed aneve have not identified a
recurren ce during theaudit for this report. The departmenthas not yettaken action to ensure that local suppliers register
with the Department of Small Business Development and to include, for future procurements, the local content in the bid
specifications, including attaching the local content declaration, whenit procure s items that fall within the list of
designated sectors.
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The KwaZulu Natal education departmentindicated that its SCM unit had an internatlebriefing session with all members
of the bid commitee on 9May20200n National Treasury Instruction Notes No.3 and 5 02020- 21 to ensure that set pricing
limits are understood and applied during the evaluation processfor the next batch of PPEtems. However, we could not
verify this against the quotations evaluation committee meeting minutes provided. We also identified a snilar i nstance
during the auditfor this report .

Internal control weakness in the ordering, delivery, invoicing and payment processes

Both commitments made by the Eastern Cape eduwation department in relation to overpayment of suppliers due to invoice
quantities not agreeing to delivery notes and short supply have beeipartially implemented. The department only contacted
suppliers that had submittedincorrect invoice s to request the corrected invoice s and suppliers that had undersupplied to
request that they supply the shortfall, as it has only followed up on the suppliers identified through theaudit process. The
department was still in the process of following up onall the suppliers.

The KwaZulu- Natal education departmentfollowed up on the shortfall of ordered items from the service provider and the
service provider delivered the required items on 17August 2020at no additional cost.

EMERGENCY SUPPLY @QRATER AND SANITATICBERWCES

In the first special report, we reported aweakness in that the implementation of the protocol agreementrequired Rand
Water to provide the DBE with formal weekly progress reports, together with an analysis of expenses andpending, and

that this did not consistently take place. This matter has since been resolved and the reports have been provided weekly, as
required by the protocol agreement.

SUPPLY OF PPE
PPEMANAGEMENT AT EDUCIIIN FACILITIES

Key auditfindings and observations

1. Ineffective stock management processes resulting in shortages of PPE items at education
districts and schools (FS, GPLP,MP, NC, NW, WC

Effective stock management processes are required at provincial education departments, education districts and school
storage facilities to ensure that the education facilities account for whatthey havereceived and distributed. This also helps
to prevent theft and ensure that when damaged PPE stock is identified at any level, the supplier is identifisd that they can
replace the damagedstock or refund the provincial education departments.

We identified he following deficiencies during our site inspections at education districts and schools:

A Shortages of certain PPE stock at selected education districts in North Westhe Free State ard Mpumalanga. Thee
shortages affected schools that were expecting to receive the items as grades were phasedn, and someschools had
to spendtheir budget to buy PPE for theirstaff and learners .
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Examples of PPE items that were out of stock at the ediation districts

Dr Kenneth Kaunda (North West) Handsoap (bottles) 30 x25L
Cloth face masks 35370

Thabo Mofutsanyana(Free State) Hand sanitiser (bottles) 20x 25L

Nkangala (Mpumalanga) Liquid soap (bottles) 2X 25L
Disinfectant (bottles) 2X 25L
Hand sanitiser (bottles) 263X 1L

A Inthe Northern Cape,we observed that the provincial department officials did not label each product according to
supplier before packing or storing the product in the facility. Internal controls were also inadequate to confirm
whether the goods received were in good working order Because PPE stockwas not labelled bysupplier, similar
types of PPEfrom different suppliers were stored together, making it mpossible to link damaged or non functioning
items to a particular supplier. This makes it difficult for the provincial department to ensure that suppliersthat
delivered defective PPE items replace or refund the department wherthose items are identified at school level.

A Inthe Western Cape we observed that none of the schools visited maintained a PPE register indicating the type of PPE
received, issued andused. As a result,the schools could not indicate the number of PPEtems on hand.We also sawno
evidence that the schools monitored theuse of PPE consumables (liquid soap, hand saniser, bleach, etc.) At one of
the secondary schools visited, we observed that PPE itemsthat were signed for on the delivery note ashaving been
received were not always delivered in full. For example,one delivery note indicated that 206 25litre containers of
multipurpose disinfectant had beendelivered even thoughthe school only received 10 containers.Wealso observed
that not all of the schools visitedsigned and dated the delivery notes for PPE receivedr kept copies of delivery notes.
One of the four schools visitedhad no controls in placefor issuing face masks. According to the principal the school
did not deem it necessary to keem record of face masks issted because there was only one class per grade and the
educators knew which learners hadreceived face masks.

A In Gautengwe identified that some schools did not adequately manage and monitor the issuing and availability of PPE.
Wefound thatthe districts and the province did not issue anguidance to schools on recording and managg the
allocated PPE. Some schools visited did not have policies or standard operating procedures on manayy PPE stock,
while others did not maintain records detailing PPE receved, stock on hand, defective PPE and the required PPE for
the next phase of gradesbeing phasedin. They alsalid not compile reports on PPE deliverecand used and on the
projected PPErequired for phased-in grades to ensurePPE remainedavailable.

A We ako identified other stock management deficiencies related to the late delivery of PPE at education districts. For
return to school. MpumalangA +district offices did not always deliver PPE stock in a timely manner which put
pressure on school officials who could not do proper verifications,resulting in PPE stockquality deficiencies not being
identified. In four of the schoolswe audited in Mpumalanga, PPEwas delivered either on the day learners returned to
school or after they hadreturned.

A In North West andthe Free State, the education districts we visited indicated that they receivedstock of PPEitems that
needed to be delivered to schols on the next school daylate in the eveningor evenon weekends. This put district
management under extreme pressure and led tothem not being able to verify the numbeiof PPE itemssupplied and
check the quality before distributing to schools.

A Inthe Free State, the education districtstmanagement indicated that the reason forthe shortages was that the
department ordered the same number of soaps and sanitsers irrespective of the number of learners per school. For
example, each school gets one25- litr e bottle of sanitiser regardless of whether it has 500 or 1200 learners.
Consequently, schools withmore learners and staff run out of soap and sanitsers before their next supply.

144 SecondEeé UT i Au EUeCEg CA géuU ael’AAﬁc&vid-A%init&ti&e&AgUP'ZUqé'sg' Cae c¢Ci



A In Limpopo,PPE for learners in Alf MakalengPrimary School, Haérskool Nooderland, Mafetsatsubela Primary School
and MagaleSecondary School (four selected schools visited) was delivered up to a weekafter the gazetted dates for
learners return to school.

Thelate delivery of PPE stocknegatively affectedschoolsr Al i (hérejtdthegaVid- Addealth and safety requirements
to limit the negative impacton:

A the schools' compliance with regulations , which increases the risk of infections

A the schools running out of PPE stock’ some education districts reprioritised their budget s to procure soaps and hand
sanitisers

A the payment of serviceproviders * the lack of controls for delivery notes and quality checks will impactthe payment
process, possibly resulting in overpayment.

For example,because of thedelay insuppliers delivering face masks,the Dr Kenneth Kaunda education districthad to
reprioritis e itsbudget to procure 8000 face masks from local suppliers at a cost of R14800. Schools in this district also
used additional budget tobuy PPE stock due to shortages. Two ohe schoolswe visited in North West had to usenore than
R23000 ofthe school governing bodybudget for each school to buy PPEincluding sanitiser that was not delivered by the
education district.

Recommendations
The provincial education departments shoud exercise oversight to:

A ensure that districts plan properly and thatsuppliers are held accountable for delivering PPE in timeand doing quality
checks

A ensure that districts and schools effectively manage and oversee stock so that they caridentify low levels of stockand
ensure they order and receive stockin time

A monitor PPE deliveredby suppliers to prevent payment being made for incorrect quantities or for goods of
substandard quality.

Auditeesrresponse

The Limpopo education department agreedwith the finding andindicated that officials with approved scheme Bvehicles
will assist district coordinators with the collection an d distribution of PPE to minimise the risk of late deliveries.

The Free Statedepartment indicated that sufficient items were delivered to district offices .

In the Western Cape Northern Cape, Mpumalanga, Gauteng and North West education departmentsamagement
acknowledged the finding and plans to implement remedial action for future PPE delivery, including:

A providing schools with guidelines on how to inspect and conduct quality checks on PPE when it is delivered

A providing guidelines, including processes and controls to be put in place, for monitoring the issuing and tracking the
use of PPE, as well as on safely and securely storinBPE to prevent loss due to damage and theft

A making secure and guarded space available to store PPE and ensuring that as soon as PPE is received, it is distributed
to different schools

A providing a checklist for reporting on poor - quality items and establishing communication protocols between head
office, the district s and schools to ensure prompt reporting of items with suspected poor quality

A establishing proper systems to ensure correct needs analysis is done beforePPE isprocure d.

hoi gCEE+ EUEe CAEU
We roted the disagreement with the finding from the Free State education department. bwever, during our auditvisits to
the district offices, theyconfirmed that they had experiencedshortages of PPE items.
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2. PPE delivered to provincialeducation facilities did not meet required standards / specifications
(repeat findings for the sector) (EC, FSGP,KZN, MP, NC, NW, WC

We continued our visits to schools to evaluate the quality of PPE provided.

The Department of Trade, Industry and Competitio(DTIC)issued guidelines and recommendations for the South African
clothing and textile industry when making face masks for use by the general publi¢ which include:

A face masks must bemade from breathable material

A all components should be durable and maintain their inteyrity during the full expected life span of the product or
components

A face masks should bemade ofat least two layers of material considered sufficient for balancing performance and
comfort.

Through our site inspections at schools, education districts andprovincial storage facilities, we identified deficiencies in
the form of poor- quality and non-functioning PPE stock ineight provinces (Eastern Cape, North West, Mpumalanga, Free
State, Northern Cape,Gauteng, KwaZulu Natal and Western Cape).

Cloth face masks
North West

In the Bojanala and Dr Kenneth Kaunda education districts, suppliergelivered poor- quality PPE thatdid not meet the
required standards. TheDr Kenneth Kaundadistrict received 2 200 damagedface masks and 144lamagedface shields,
while the Bojanala district received 2 623damaged facemasks.

Poor- quality and/or damaged PPE delivered by suppliers

Poor-quality face mask Damaged face mask Damaged face shield

Mpumalanga

One of theschools we visited received face masks for gade 9 learners that were too small, uncomfortable and painful to
wear. Theschool notified the education district, but the face masks were not replaced and thelearners continue to wear
these face masks becausethey have no alternatives. The school principal indicated that the school doesot have enough
budget to procure aher face masks for these learners.

Masks too small for grade 9 learners

Face mask too small* elastic pulls Face mask too tight™ cloth in the
learners rears forward front too tight
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Free State

Education district offices delivered PPE stock to schools that did not meet the required standards / specifications as some
face masks weretoo big. The schools dd not return the face masks becausethey were distributed to learners who were
already at schools.

Western Cape

The provincial education department did not determine detailed specificationsfor performance requirements, design, type
of material and dimensions. For example, ®me face maskshad spacefor a filter while others did not. Duringour visits to
selected schools, we identifiedthat:

A insomeinstances, schools had receivedface masks with filters, butissued the face masks to learners without these

filters

A in someinstances, filters were provided for face masks did nothave spacefor a filter

A in someinstances, face maskshad spacefor a filter but the schools did not receive filters for these face masks

A some face masksshowed poor workmanship with inconsistent dimensions across the mask and untidy finishing

A at three of the four (75%) schoolsve visited, principals and/or educators indicated that the face masks provided by the
department did not fit the learners well, some were too big or too small

A in some instances,the material used for the back of some mask was hardirritati ngi U A E A U Ewhich Il o ithé
learners not wearing the face masks provided by the departmentbut rather buying their own face masks.

Poorly made face masks

Inconsistent dimensions on face mask Face mask made of hard material

KwaZulu- Natal

One of the schools we visited received three different styles of mask, buthe school management team indicated that the
first batch of face masks supplied was substandard, with poor- quality elastic that tore very easily for all three styles. At
another school, the school managementteam indicated that theface masks it received were poor quality, with material
that deteriorated when washed.

Substandard face masks

Face mask made with poor quality elastic Face mask made of poorquality material
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Gauteng

We identified quality issues at the schools we visited where face masks did not complywith PPE guidance aghey were
made with only one layer ofmaterial while the inside of the mask contained norreusable material that was not durable.

The material used was also not breathable.

Poor- quality face masks that did not comdy with PPE guidance

s.\ - :

Face mask made with norreusable material

Eastern Cape

At selected schools, face masks provided for educators were not fit for purposebecause thetype of material used made
breathing difficult. The face masks were not usable whichled to the schoolusing its budget tobuy additional face masks.

Thermometers

Schools in multiple provinces received non- functioning thermometers :

A In North West, the education districts received 92 damaged thermometers that were either not working or noteliable .

A Inthe Free State, the eduation district received seven damaged thermometers.

A Inthe Western Cape, the department ordered 713 infrared thermometersat a cost 0fR8384 448,75 on 14ay 2020
through an emergency procurement process. Three of the four(75%)schools we visited indicated that the
thermometers the department hadprovided were of a poor quality as readings were noteliable . We also identified

inconsistencies in consecutive temperature readings for the same person andinstances where temperature readings

several times because ofinaccurate readings, which was very time consuming.

Examples of inconsistent temperature readings observed during schools visited

School A 28,6 29,2 36 36
School B 34,4 26,7 32,8 29,3
School C 36,4 37,6 39,4 36,6

A Inthe Northern Cape and NorthWest, we identified returned thermometers in the provincial office, some ofwhich

management indicated were not functioning.

ghedjtebe ke h E U

T
D

(e
—
>
[N

148 Second

EUeCEg CA geéuU ael’AAﬁc&vid-A%initﬁltﬂ(e&AgL‘JP"/L‘J-;Z'Q_-g Cae c¢Ci



Non-functioning thermometers returned to provincial offices
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Non- functioning thermometer Non- functioning thermometer

Recommendations

Schools should inspect all PPE deliveredbefore accepting delivery to ensure thatit is of an acceptablequality and that the
correct quantities have been delivered.

The provincial education departments shouldask schools aboutthe quality of PPE received. Wher¢here are issues and
poor quality, the departments should follow this up with the supplier.

Thequality assurance process at the district office should be enhanced to identifyfPPE items of poor quality. Poorquality
PPE should immediately be returned to the suppliers andhey should processa credit or refund for these items.

The provincial educationdepartments should implement a process to identify suppliersthat provide PPEitems that do not
comply with the required standards / specifications and, when substandard PPE stock is received notify these suppliers
that they mustreplace or refund the PPEitems.

Auditeesrresponse

In the KwaZuluw-Natal, Western Cape, Eastern Cape, Free State, Northern Cape, Mpumalanga, Gauteng and North West
education departments, management acknowledgedthe finding and plans to implement remedial action, including:

A investigating the matter further and conducting scientific examinations on the specifications of the face mask

A providing schools with guidelines on how to inspect and conduct quality checks on PPE delivered to the school

A providing achecklist for reporting on poor- quality items and establishing communication protocols between head
office, the district s and schools to ensure prompt reporting onitem with suspected quality .

3. Inappropriate storage facilities used for PPE stock(EC, FSGP,KZN, NW, W

PPE stockmust be properly stored to ensure safety, prevent theft riskand minimise damage. TheUnited States Ceners for
Disease Controland Prevention (CDC) states that sanitisersand disinfectants that contain alcohol may evaporate when
exposed to sunlight, whichwill impact the productE effectiveness. The CD@lso states that because of thefire risk when
handling alcohol- based sanitisers, it is essential that these products are safely stored. We identified thefollowing
deficiencies during our site visits to education facilities:

North West

In both the Dr Kenneth Kaunda and Bojanala education districtsPPEitems were not properly stored to enable stock record
management. Althoughthe Bojanala education district useda strong room to store PPE the items were not arranged in an
orderly manner. Some PPEvas packed inan office walkway and on anoffice bench due to a lack of proper storage space.
The pictures belowshow poor storage practices that we identified at the North West education districts-main storage
facilities.
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Stock not stored correctly

Face shields placed on chair Face masks placed on bench PPE stored in reception area

Western Cape

We identified gorage deficiencies at two of the schools we visited. PPE stock was not stored in a secure location and/or in a
safe mannerand PPE consumables were not alwaysneatly packed. At oneprimary school the PPE consumables were
stored in various locations, including the staff room and a classroomwith uncontrolled access. This could result in PPE
being easily damaged or stolen At one high school, PPE stock was stored in a computer roomThere is a risk that

containers could leak andbe accidently knocked over computer equipmentby trying to access PPE consumableswhich
could spark fire.

PPE not stored safely and securely

Sanitisers stored in computer room Sanitisers stored in kitchen Sanitisers stored in classroom

KwaZulu- Natal

At one of the primary schools we visited, theschool management team stored open boxes of sanitisers at the entranceéo
the school andin the kitchen where the sanitisers can beeasily stolen or damaged. Flammable sanitisers and disinfectants
were also stored in the kitchen area in direct sunlight, close to gas cylinders and a stoveFood is prepared in the same
room, next to flammable material anditems such ascardboard boxes and plasticware . Together with the sanitisers,
disinfectant and gas cylinders,this poses a high risk of a fire hazard At another high school we visited, we identified that
some of the PPE supplied to the schoalas stored in a passagewayand some was exposed to sunlight.
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Sanitiser not stored safely and securely, creating a fire hazard

Sanitisers stored in offices and exposed fo
sunlight

Sanitisers stored in kitchen Sanitisers stored in offices and exposed to

sunlight

Gauteng
Some schools did not store PPE stock in an orderly manner

Stock not stored correctly
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Sanitisers stored with food in storeroom Face masks and face shields thrown on
floor

Eastern Cape

At one of the schools we visited, we identified dcrepancies in PPEstorage as the items were stored at a nearby house
without a security gate because of arecent break-in during alert level 5when the storeroom was vandalised.

Vandalised storeroom during alert level 5

Vandalised storeroom Vandalised storeroom

% Secondspecial reporton the finandi At §y AAA¢ Uy UAQg Gvid-1giditiativés A y U 1& g 1



Free State

During our site visit, we identified that access control was not enforced at the main entrance of the district office. The
auditor was allowed access without completing the entrance register. We also identified siortcomings in security, asCCTV
cameras were not installed at the storage facility, the storage security gates were not manned and the main storage facility
portion was also used as parking for district employees.

Access control not enforced at district office main entrance

Access to PPE storage area not monitored PPE stored in the parking area

Recommendations

Schools should ensure that PPE is stored in a secure location and in a safe manner to prevent loss of PPE due to damage
and theft.

The povincial education departments should guide education districts and schools to designate suitable room as PPE
storage facilities with controlled access and stock management register.

The provincialeducation departments should also develop and usestandard operating procedures to ensure PPE is
proper ly stor ed and safeguarded tomitigate the risk of fire, as per the CDC guidelines.

h Oi gesporise
In the KwaZulu- Natal, Western Cape, Eastern Cape, Free State, Northern Cape, Mpumalanga, Gauteng andtiNg/est

education departments, management acknowledgedthe finding and plans to implement remedial action for future PPE
delivery, including:

A providing guidelines, including processes and controls to be put in place, on monitoring the issuing and trackipthe
use of PPE, as well as on safely and securely storing PPE to prevent loss due to damage or theft

A making secure and guarded space available to store PPE and ensuring that as soon as PPE is received, it is distributed
to different schools

A developing astandard operating procedure to ensure proper storage and safeguarding of PPE.

PROCUREMENT AND COM®BT MANAGEMENT
Key audiitfindings and observations

4. Non-compliance with general SCMlegislation (repeat findings for the sector) (EC KZN, MP, NW

The process to select suppliers should be fair and transparent. The process for inviting bids, evaluating received bids and
awarding bids is explained in legislation and the instruction notes issued bythe National Treasury, but weaknesses arise
when the prescribed procurement process is not followed or when deviations processes are misused. This points to the
inappropriate use of management discretion in the procurement process, whichcould not preventthe following non-
compliance with SCMfrom occurring:
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Invitation and evaluation of bids
We identified the following matters at the KwaZulu Natal education department relating to invitation of bids:

1. We could not obtain anyerifiable evidence to confirm that the request for proposals reached out to as manypotential
service providers as possible for 20 selectedprocurement transactions for various PPEitems with a total order
amount of R363141733,99. Thiscontravenes the principles of treasury regulation 16A3.2 which requires an SCM
system to be fair, equitable, transparent, competitive and cost effective.

2. To ensure equitability, the department decidedto spread the award of PPE contracts across the suppliers that were
compliant and had confirmedthey had stockavailable. However, ininstances where multiple service providers had
stock available at different prices, the department did not follow averifiable systematic process to determin e which
service providers would supply these PPE itens. Thiscontravenes the principles of treasury regulation 16A3.2 which
requir es an SCM system to be fair, equitable, transparent, competitive ancbst- effective.

3. We could not obtainsufficient audit evidence to confirm the fairness and transparency in the supplier selection
process for the RFQ the response to the request for propaals, the evaluation of proposals and supplier selectionfor
11 service providerscontracted to supply various PPEitems with a total order value of R52236 125, asequired by
treasury regulation 16A3.20n 28May 2020, the department approved a furthersubmission dated 22May 2020
requesting the procurement of covid- 19 items and®PEto facilitate the reopening of schools. The submissionstated
that quotations would be sourced and awarded within shortened timeframes to ensure that deliveries commencel on
3June 2020.

4. The department awarded contracts to tvo suppliers that had not submitted some or most of the required tender
documents, such as some of the standard bidding documentand bid returnable documents. In addition, theguotation
form was signed on ® May 2020, 10days after the closing date of 9May2020.

5. We identified that the rson signing the bid documentation asadirector was not a director atthe supplier at the time
the contract was awarded. We also identified thatthe E h & & Grégldteaiios number on the invoice belongedto
another supplier, according to the Companies and Intellectual Property Commission(CIPQ confirmation .

6. The department sourced qiotations for an order for the supply of 25 litre liquid sanitisers from two related entities,
whose individual sole directors are both directors of a third entity. Although the shared directorship does not relate to
one of entities through which these individuals submitted quotations to the department, it is evidene of an existing
relationship between the two directors and is indicative of possible cover quoting.

7. The department did not disqualifysuppliers that did notmeet the minimum required functionality score from further
evaluation for contracts with atotal value of R8993843,20, which cortravenes the requirements of preferential
procurement regulation 5(6). The expenditure on these contractsis deemed to be irregular.

At the North West education department, we identified an instance where there was m evidencethat points had been
allocated orcalculated,as per therequirements of the Preferential Procurement Policy Framework Act. This wasfor the
procurement of face masks for grades 7 and 12to the valueof R898000. We also identifiedthat the department did not
allocate any B- BBEE poins for two suppliers even though the suppliers provided evidence of their BBBEElevel, which
contravenes preferential procurement regulation 6(6).

Tax compliance

At the KwaZulu- Natal department, contracts with a total value of RB3 741200 were awarded to suppliers that were not tax
compliant at the time of theaward, in contravention of treasury regulation 16A9.1(dyead in conjunction with paragraphs 4.1
to 4.3 of National Treasury Instruction Note No. 7 of 201%8.

Participation in the contract of another organ of state (repeat finding)

The KwaZulu Natal education department participated in a contract of another organ of state, as allowed for by treasury
regulation 16A6.6. The scope of the original contract was faowder chlorine disinfectant (hypochlori de disinfectant).
However, the department procured liquid surface and hand disinfectantsand sanitisers with a total value of R30713500
from the supplier. As these goods procured werenot within the scope of the original contract, teasury regulation 16/6.6
had been contravenedand the expenditure is deemed to be irregular.
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The Mpumalanga education departmentontinued to procure PPE items through thehealth department contract in which it
participated, as previously reported. In the first special report, we reported that the department deviated from the
procurement process and participated in the health department contract to procure certain PPE supplies, as allowed for by
treasury regulation 16A6.6. However, the departmenprocured additional PPE itemsto the value of R23.93830 from the
same supplier through an invalid deviation process, as thesdtems were not included in the scope of the original contract
with the health department. As treasury regulation 16A6.6 had been contravened, the expenditurs deemed to be irregular.

Remunerative work without approval

At the Eastern Cape education departmentl3employee companies traded with other state institutions for an amount of
R147million without obtaining approval for additional remunerative work . This included general workers, teachers, admin
clerks and principals.

Recommendations

The education departments shouldstrengthen their internal controls by using compliance checklists that must be
completed for every award to ensure compliance withall SCM pescripts relevant to the various stages in the procurement
and contract administration process. In addition, the education departments should strengthen supplier due diligence and
verification controls and enforce strict adherence to signed contractual obligations.

The education departmentsshould follow up on thereported irregularities in the procurement process and take corrective
action against any wrongdoing identified. This should include investigating irregular expenditure.

Auditeesrresponse
Invitation and evaluation of bids

1. The KwaZulu Natal education departmentindicated that the approved submission was for sourcing quotationsand
that the process of sourcing suppliers was fair and transparent andincluded:

service providers that are contracte d with the health department
service providers that were registered on the CSD
service providers that had available stock

O« O« O¢ O

service providers that had shown interest in the request for proposals.
Based on the responses received, he department accepted offers of immediately available stock. The department
indicated that future requests for proposals will be advertised via the e- Tender portal.

2. The department indicated that the allocation to service providers was guided by the quality of samples subniéd, the
capacity to deliver and equitable distribution. Due to the magnitude and urgency of the project, it was recommenddxy
the accounting officer that all compliant suppliers that had proven they could deliver at short notice be awarded,
subject to their prices being belowthe recommended maximum unit prices stipulated by National Treasury Instruction
Note No.5 of 2020- 21

3. The department stated that it did not advertise the request for proposals; the initial procurement for schools was done
through quotations and three companies were sourced through this process. Eight companies were sourced after the
department reviewed deliveries on 21May2020and it was clear that there were items that were not adequately
delivered to districts to allow schools to open on 25May2020. This process did not follow the quotation process and
the department engaged suppliers that had stock available. These suppliers were then provided with quotation
documents and requested to deliver the items. While some companies wersourced from the pool that had shown
interest in the initial request for proposals, other companies were sourced through referrals. For the further
submission that was approved, the department responded as follows:

O Four suppliers were sourced from referrals and suppliers that had shown interest in the request for proposals.
There was a high failure rate for these suppliers and the department decided to secure stock. While the
submission was in transit, some orders were issued to ensure that stock was secured. One supplier was part of
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the companies that were awarded from the pool that had quoted on the request for proposals. Thggiotations
were evaluated and approved by the relevant committees
O When thenational contracts were considered, many of the companies had displayed long lead times, which were
T CAGEAEJ gC géU OUeAEgYyUAg+r E EUEI iT U OUGIi I UEJ g¢giyUseEAYy UE

4. The department responded that the documentscould have been mised when the copies were made. However, the
SBD7.1(contract form * purchase of goods/work) was not completed because the procurement was a onceoff supply.
The departmentindicated that itwill include the instruction t o initial documents in future and that tie service- level
agreement will be witnessed accordingly.

5. Thedepartment indicated that it didcheck on the registration documents, but that the changes took place over a short
period. It will refer the matter to legal services for their input. The department also indicated that theprocurement took
place under extremely trying circumstances and the focus was on securing stock items to allowschools to reopen.

6. The departmentresponded that it could not determine any connectionbetween the entities as they did not declare such
at the time.

7. The demrtment agreed with the finding on functionality evaluation, indicating that the minimum score was incorrectly
placed at 50% instead of 60%. The error has been corrected in the subsequent items.

The North West education department agreed with the finding 0 the preferential points allocation. It also indicated that
various internal and special investigations are in progress around the non compliance with supply chain laws and
regulations, and that the identified matter will be included in the scope of thesénvestigations.

Tax compliance

The KwaZulu Natal education department agreedwith the finding on tax matters. However, 6t U OUeé AEgy UAg:+ E Ceéei A
that this does not constitute irregular expenditure becausethe suppliers were only paidonce their tax matters were in

order. Thedepartment ensured that all service providers were verified for tax compliance before any payments were

made. Whenorders were issued, thedepartment was chasing stock availability and delivery. Therewas also alimited

number of staff to do all verifications before delivery as this was duringalert level 5 of thenational state of disaster. Going

forward ,the CSD status will be checked before the order is issued.

Participation in the contract of another organ of state

The KwaZulu Natal education department indicated that it had conducted de diligence in the form of a desktop research
exercise to establish whether the product could beused for surfaces and for washing hands,andit was satisfied with the
results . The cepartment also specifically requested that it be provided with a diluted product irfive- litre containers. This
request was notmade erroneously or as an afterthought, butwas based ondue consideration of hazardous materials, the
portability of the product during delivery andthe product beingready for schools to use. Thedepartment therefore
maintains that it complied with the requirements of treasury regulation 16A6.6 andhat the procurement was not irregular.

The Mpumalanga education departmentisagreed with the finding and indicated thatit had adhered to paragraph 3.4of
National Treasury Instruction Note No.5 0f2020- 21 which allows treasury regulation 16A64 to be usedinstead of price
quotations. The department also indicatedhat appropriate reasons were providedin therelevant deviation report.

Remunerative work without approval

TheEastern Cape education department indicated that thdist of employees has been submitted to Human Resource
Managementfor verification. Oncethis verification process is complete, Risk Management will embark on an extensive
investigation and make a recommendation to Labour Relations to institute disciplinary action.

hoi gCEE+ EUEe CAEU
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Invitation and evaluation of bids

In response to the KwaZulu Natal education department, we hspected the approved internal submission, dated 7May 2020
and addressed to thehead o department, requesting approval to purchase covid- 19 essential items and®PE. Weconfirmed
that paragraph 4 detailed the procurement process as follows:.The model that addresses the challenges of capacity is the
issuing of proposals to different companies sourced from the CSD and those that have displayed capacity in the initial
provision of covid-1 * U E E Ulfe g@pprdvedsubmission documentid not provide sufficient evidence to confirm that the
department advertised the request for proposals to call upon all potential covid- 19 PPE suppliers to come forward with
offers of the PPE items they had in stocland be considered by the department in an emergeng procurement process. The
department did not provide anyfurther verifiable evidence to confirm how the CSD was used to reach out to potenti®@PE
suppliers. Furthermore, the department provided no verifiable evidence to confirm thatit had considered using transversal
contracts and supplier lists provided as part of the NationalTreasury instruction notes before reaching out to any other
potential suppliers. The finding remains valid as a significant internal control deficiency in the procurement model for

covid- 19 PPE used by the department.

Tax compliance

constitute irregular expenditure becausethe suppliers were only paid when their tax matters were in order is not relevant,
as it is a misinterpretation of the relevant legislation.

Participation in the contract of another organ of state

We acknowledge the KwaZuluNatal mMAAA ¢ Uy UA g+ EWebhotdhat hd dephartment agreed that the product
procured by thehealth department was a powder, and that it asked for the product tdoe diluted. We agree that the product
procured by the KwaZulu- Natal health department was also a disinfectant. However, the specifications and products were
not the exactlythe same (e.g. 75% alcohatontent was not reflected on the specification for the KwaZulu- Natal health
department's powder chlorine disinfectant). The contents ofhypochloride disinfectant as provided by management
response on the quotationinformation does not reflect 75% alcohol content. Weherefore maintain that the procured goods
were not the same. Thehealth department procured powder chlorine disinfectant (hypochloride disinfectant) item number
40-02700 (packaging: 100 x-@ram sachets) and not thesurface and hand disinfectants orsanitisers, with the
specifications provided on theeducation dU & A E g yquokation. E

Management ofthe Mpumalanga education department did not provide anyudit evidencefor the reasons for deviation at
the time of this report. As it is a repeat finding, management is alseeneging on their commitment to investigate irregular
expenditure asit believes the deviation was valid.

5. Non-compliance with National Treasury disaster management instruction notes (repeat findings
for the sector) (EC, FS, KZN, N\WG

TheNational Treasury issued instruction notes to facilitate emergency procurement for the covid- 19 pandemicwhich was
declared a national state of disaster,so asto avoid abuse of theSCMsystem, specifically to manage uncompetitive and
inflated prices. We identified the following deviations from the instruction notes:

Deviations from competitive bidding

The Western Cape education department selected a preferred supplier tprocure 2,646million cloth face masks to the
value of R54747353without inviting as many suppliers as possibleto bid before awarding thecontract. This contravenes
National Treasury Instruction Note No. 5of 2020- 21and resulted inirregular expenditure beingincurred.

TheFree State educationdepartment purchased 650000 face masks at a unit price of R22000n 28August 2020by
deviating from inviting competitive bids. Contrary to National Treasury Instruction Note No. ®f 2020- 21, the department did
not invite as many suppliers as possibleto bid before awarding the contract.We also identifiedthat the reason given for the
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emergency procurement was that face masks were required to be deliveredimmediately, but the evidence provided during
the audit indicated thatthis did not always occur, bringing into question the initial assessment of the procurement as an
emergency.

Pricing of PPE

TheFree State educationdepartment paid more than the maximumprice of R2500including VAT, as set out in National
Treasury Instruction Note No.5 of 2020- 21, for a three- ply cloth mask. One supplier charged the department R495
including VAT for each mask The department bought 1000 face masks from this supplier, whichequatesto an additional
cost of R249500 that may result in irregular expenditure. The department providedno proof that theseface masks
complied with the specifications set out by the rational Department of Health,the World Health Organization and theDTIC
The departmentalso failed to specify the local content requirements in the RFQ.

At the KwaZulu- Natal education department, the price charged per apron by one supplier was higher thn the price
recommended by annexure Aof National Treasury Instruction Note No.5 0f2020-21. This noncompliance resulted in
possible irregular expenditure of approximately R 87 600.

Price charged by supplier exceed National Treasury recommended price

Aprons KAM1/2020| 2400x 50 120000 3,70 444000 297 356400 87600

Local production and content, and small business development

The Preferential Procurement Regulations andNational Treasury Instruction Note No.5 0f2020- 21 provide for promoting

locAG eéECOhT gi CA AAO 1 CAgUAg AAO hEi A¢ EyAuu UAgUEE&Ei EUE g¢gC
initiative. Across the education sector, we identified thefollowing non-compliance matters when determining whether

certain items were procure d from local producers and small enterprises in accordance with the legislative requirements:

g
-

A At the KwaZulu-Natal education department, some suppliers that were not registered with Department of Smalll

Business Development and had not submitted proof ofheir application to register were awarded contracts with a total

value of R1814329,44to supply reusable cloth face masks, which contravenesparagraph 4.6(d) of National Treasury

Instruction Note No.5 0f2020-21.
A Atthe Eastern Cape education department,hiere was no documentary evidence to confirm that thedTICwas notified

of the successful bidders, the value of the contractsthe submission of copies of the contracts, and the localproduction

and content declarations. This applied to alface masks procured AE e AEg Ceae géU OUEAEgyUAg:+r E g
A Atthe North West education department, forcases of a designated sectorprocurement , the invitation to tenderdid not

include aspecific condition requiring only locally produced or manufactured goods meetingthe stipulated minimum

threshold for local production and content.

Value of North West tender that did not stipulate local production and content

Supply and delivery ofcloth face masks at Greater Taung district (B) 439875
Supply and delivery of infrared non contact digital electronic temperature at Tswaing in Ngaka Modiri 980000
Molema
Supply and delivery of facemasks for Bojanala districts 990000
Supply and delivery of 40000 facemasks in Bojanala 740000
Purchase offace masks for grades 7and 12 989000
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Recommendations

The education departments should implement and strengthen internal controls for allstages in the procurement process,
including administrative processes requirements. This will ensure compliance with the requirements of all National
Treasury instruction notes issued to facilitate emergency procurement for the covid- 19 pandemic.

The education departmentsshould also follow up on theidentified non- compliances and take corrective action against any
identified wrongdoing. This should include investigating irregular expenditure and taking the actions necessary to recover
such expenditure, where applicable.

Auditeesrresponse
Deviations from competitive bidding

The Western Cape education departmendisagreed with the finding and indicated that, gven the urgency, nature and
quantities required, it embarked on emergency procurement in terms of its own SCMimited bidding andemergency
procurement policy. This was in line with the requirements as per paragrapt8.2of Provincial Treasury Circular 11 02020
(dated 23March 2020).

TheFree State educationdepartment disagreed with the finding and indicated thait had to deliver 700000 cloth face
masks to the districts on 31August 2020and that a competitive bidding process would have taken too long. The department
furthermore indicated that it submitted a letter to the provincial treasury on 25August 2020requesting participation in
their covid- 19procurement contract , as per their invitation. However, the provincial treasury only responded on

28 August 2020, to saythat it would not be able to assist with the quantityrequired by 31August 2020. Based on the urgency
of the matter, the department requested quotations from various suppliers and onlyconsidered those suppliers that had
stock available immediately. These suppliers delivered the items on 28 and31August 2020.

Pricing of PPE

The Free State educationdepartment indicated that, based on market research performed (indicating prices from R3200 to
R36,00) it was determined that the price of R4®5 appearedreasonable andthat the provincial health department
assessed theface masks before the decision to procure . The department agreed thatthe SBD6.2(local content
requirement) was not part of the RFQandthat local content requirements were not considered as part of the procurement
process. The departmentalso indicated that this will be corrected going forward so that local content information is
captured and specified.

The KwaZulu Natal education department indicated that the price for aprons in annexure A to National Treasury Instruction
Note No. 5 02020- 21 is for lightweight aprons that are for single use but could be reused with adequate decontamination.
The department procured heavy duty aprons for cleaners and food handlers, with the exception 0fL20000 aprons that

were sourced as an emergency when the industrial aprons proved difficult to sourceand thatthe supplier could deliver
when the schools had opened. The rest of the aprons were as pére specification for industrial PVC aprons.

Local production and content, and small business development

A The KwaZulu Natal education department noted the finding andafter consulting the spreadsheet from the Department
of Small Business Development, noted that itwas not updated regularly. The department indicated that here was only
one service provider that was registered with the CSD and that Bocating more than two million face masks to one
service provider was risky, particularly in the context of the short timeframes before schools reopened.The
department consulted the provincial treasury, which wasof the opinion that proof of application for registration was
adequate. Thedepartment allowed the shortlisted service providers to give proof that they had applied for registration
and made the awardsaccordingly. In future, the department will engage the Department ofSmall Business
Development aboutthe functionality of its database.

A TheEastern Cape education @partment indicated that the DTICwill be notified of the successful bidder and the value of
the contract once the whole processhas beenfinalised .
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A The North West education department agreed with the finding and indicated that various internal and special
investigations are in progress around the non-compliance with supply chain laws and regulations, and that the
identified matter will be included in the scope of these investigations.

hoOoi gCEE+ EUEe CAEU

We noted the education department response above and will follow up on the remedial actionsken. Below we include our

AhOi gCEE+ EUEeCAEUE &CE Oi EAGEUUyUAg @i AOi AgE:

Deviations from competitive bidding

In response tothe Western Cape education department E  E U Eo&h@ AnBitg), paragraph 8.4 of National Treasury
Instruction Note No. 3 of 201617 requires the accounting officer to invite as many suppliers as possible and select the
preferred supplier using the competitive bid committee system. Based on the above, the requiremenivas not met as no
supplier other than the awarded supplier was approachedafter the award was made on 7May2020. Even though the
supplier was an existing supplier of the department,there was noexisting contract for the procurement of cloth face
masks in place with this supplier. The department should thus have followedan emergency procurement process by
obtaining quotations from as many suppliers as possibly, as required by National Treasury Instruction Note No5 of2020-
21 read in conjunction with National Treasury Instruction Note Na 3 of 201617.

InresponsetoheEEUU z gAgU UOhI Asprorsdto thefindhd the ddprigmeitistated that it could not follow
a competitive bidding process,but management did not indicate why the prescripts of paagraph 8.4 ofNational Treasury
Instruction Note No.3 of 216 17 whichrequir e as many suppliers as possibleto be invited beforea preferred supplier is
selected, were not complied with. The department further procured the face masks on the basis that it was urgent and
required immediate distribution to the schools by 31August 2020. However, during a site visit conducted on 1®ctober 2020
(at the stores of the department at the SCM unit)we identifiedan estimated 18000 face masks that had not yetbeen
distributed and based onour understanding obtained during the visit, these face masks are only distributed as and when
needed. The departmentid notprovide proof of their correspondence with the provincial treasury.

Pricing of PPE

InresponsetothecEEUU z gAgU UOhOI Aepporsdto thefindiditwadnat@vident how the department
concluded that the price of R49,9%vas reasonable when it is38,75% above the highest price identified through the market
research conducted.

In responseto the KwaZulu> AgAG UOhT Agi CA OUe A E dgiiigiwk gotelitheftlitfdtedce Beivden h€ g & U zei A
heavy- duty and lightweight aprons. The finding remains valid in relation to the 12000 PVC aprons sourced and results in
irregular expenditure of R87 600.

KEY INTERNAL CONTRSBL
Key audiitfindings and observations

6. Internal control weaknesses (repeat findings for the sector) (EC, GP, KZNLP, MP, N¢
Ordering, delivery, invoicing and payment processes

We identified weaknesses in the ordering, delivery, invoicing and payment processes for some of the departments imé
sector.

At the Northern Cape education departmenfwe identified that an order to the amount ofR6564 315was supported by the

responsible official as required by the SCM policy, buthe date ofsupport is unknown as it was not included with the

signature. We also identified that the bid recommendation form had been incompletely and incorrectly completed as it was

not dated andthe approval of the supplierand expenditurewas signedlJi g é Chg §géU Ceaeai i i A+ E AAyU A/
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signature date being ckarly stated. The tender reference number included was also for a different award. We identified that
some payments were not made within 30 days of receipt of invoicas required bytreasury regulation 8.2.3.

At the Gauteng education departmentsome of the schools did notreconcil e the number of items deliveredwith the number
of items stipulated on the invoices. As a result, we identifieddiscrepancies in the number of PPEtems delivered and
invoiced. In addition, dthough the health department procured PPE on behalf of theeducation department, we identified
that the department, districts and schools did notconfirm whether the PPEproducts delivered met the specifications.

At the Mpumalanga education department, we identified a lack of segregation ofudies relating to PPE as theacting head of
department approved payments of R28,8 million for one contract as well as the certificate ofresponsibility for the contract.
In addition, we identifiedthat 20 celivery notes for PPE amounting to R74,Tillion were signed as received as we
recommended inthe first special report. However, we identified that nodesignation was stipulated, making it difficult for
the department to follow up and assign accountabilityin instances where wrongdoing is identified.

Atthe Eastern Cape education department, we identified variousriternal control weaknesses in the delivery, invoicing and
payment processes for PPE items,ncluding:

A the quantities of PPE reflected on the invoices did not always agrewith the quantities reflected on the delivery notes
which could lead to a financial loss of R,38million becausethere was an overall overpayment

A some invoices only reflectedthe quantities and total amount, with no specified prices per item

A in someinstances, the CSD registration form was incomplete or not attached to the payment voucher

At the KwaZulu Natal education department, we identified the following internal control deficiencies:

A Two instances of prchases from suppliers without the required approval, or with approval only after the transaction
occurred. In one instance, the accounting fiicer approved the procurement transactions for reusable gloves on
28 May 2020, after the PPEitems were delivered on 25May2020. Thedelegated official also did not approvethe
procurement of reusable aprons for an order placed on 8June 2020and delivered on 15June 2020.

A Delivery note information was incomplete. For an order for the supply and delivery of reusable PVC glovesye
identified that 12 separate deliverieswere made to different locations. However, only one of thel2delivery notes was
signed andthe date was not recorded.For two of the deliveries , the order number was not endorsed on the delivery
note and the specificationor description of the goods differedfrom the description of goods as endorsed on the
ph ET e AEU CE OU E yellowé&lbvies+delivaiied i thellembé District on 5June 2020and to:Dromex yellow
glovestdelivered to the Ethekwini region and Pinetowndistrict . No addresswas recorded for the latter two areas. The
goods delivered to the Harry Gwalalistrict office on 5June 2020were signed for by a department official, but the date
was not captured.

A The department approved the requisition and authority to purchase infrared non- contact thermometers for an order
amounting to R5290000 after the goods were deliver ed and the supplier invoicehad been received which
contravenes treasury regulation 8.2.1.

A The approved committed amount of R800 000 for the supply of infrared non contact thermometers differed from the
actual award amount of R2645 000, and there was no documented evidence to substantiate the variance of R84®0,
in contravention of treasury regulation 8.2.1We alsonoted that the recommendation and approval sections of the
requisitio n and authority to purchase forms were signedbefore the completion of the requisition, whichcould result in
the risk of the information being manipulatedtotheOUe AEgy UAgr E. Of EAOI AAgAc U

Other

The Limpopo education department madeawards to the value d R41454 377 to suppliers that were not registered for VAT
As the value of these awardsexceeded R1million, these suppliers were legally required to register for VAT with the South
African Revenue Service

The Limpopo education departmentalso awarded suppliers who registered on the CSDclose to the date of the award.
Thereis an inherent risk that not all suppliers who registered close to the date of the award will have the capacity to supply
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the required quantity of goods and services to the departmenbn time, which could lead to delays in obtaining emergency
covid- 19 related PPE.

For the Gauteng education department, at some of thechools we visited, we identified deficiencies in the effectiveness of
the established covid- 19committee s for managing, monitoring and reporting covid- 19 at schools These included

A Some schools did not have @ovid- 19 policy in placghat had beenapproved by theprincipal and the chairperson of
that school governing bodyand communicated with all stakeholders.

A Committee members at the selected schools hadnot been givenroles and responsibilities for executing their duties.

A Atthe time of the auditwe identified that the committees had not yet heldtheir first meeting since being establish ed.

A The schools did not providesvidence on thel Cy ¥ i grépbrtihg &hd monitoringofg 6 U ET 6 CCUE+ 1T Ae Al i
covid- 19 related matters.

Recommendations

The education departments need to strengthen theirmternal procedures and the internal control measures they havein
place for the approval and processing of payments as required by treasury regulation 8.1.1These controlswill provide
assurance that all expenditure is necessary, appropriate, paid promptly and adequately recorded and rported. This also
means that proper monitoring controls should be in place before any payments are made, the required supporting
evidence should be availableand compliance requirements should bemet. In addition, the departments should strengthen
their internal controls to ensure that public money isonly spent and/or committed with the approval of the accounting
officer or a properly delegated officer. The departments should take appropriate action fordsses that occurred in
instances where unnecessary expenditure was incurred, as required bythe Public Finance Management Act.

Auditeesrresponse

Ordering, delivery, invoicing and payment processes

The Northern Cape education department agreed that payments were not made as required by treasury regulation 8.2.3. In
addition, the department agreed with the audit findingon the order to the value 0lR6564 315and indicated that
y A A A ¢ Uy dyéksight as caused by the effects of the lockdown and the urgency with which the service was procured.

The department alsoindicated that the emergency was n line with the national state of disaster and the risk posed tothe

lives of educators and learners. The department agreedvith the finding on the bid documentation butindicated that the bid

recommendation form was signed by the accounting officer not an unknown official. Thedepartment indicated that it will

strengthen the signature and dating procedures, especially on key procurement forms and checklists.

The Gautengeducation department responded to the findings raised as follows:

A

The health department did the procurement onbehalf of the education department, whichwas not part of and did not
participate in anyforum on specifications. The education department thus had a information on the specification
guidelines set out during the procurement process that would haveallow ed itto verify quality. The health department
was responsible for quality assurance andfor assisting the education department in this regard. As a result, the
education department indicated that itwas not in aposition to use dficial guidelines from the health department to
verify quality. The health department should have done gality assurance as part of the procurement process
whenever products were delivered, before they were distribut ed.

Theeducation department cannot implement self- developed templates to do quality verification without procurement
guidelines and specifications, as indicated the management comments.

The Mpumalanga education department disagreedvith the finding on segregation of duties and indicated thathe

accounting officer carries overall responsib ility for transactions in the department, regardless of the delegated approval

level. The department indicated that he project monitoring unit manages the function of ensuringthat all goods are

delivered and that, during lockdown, the accounting dficer was the most senior person available tosign off the payments

The departmentindicated that this process did not compromise theC ze & iintethal Entrols during this extremely
challenging period.
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The deparment agreed with the finding that delivery notes were not properly signed and completecand hasprocured the
use of a contractor to assist with the warehousing process asit does not have its own warehouseThe contractor then
collects the goods from the supplier, wherethe truck drivers sign the delivery notes and deliver the goods at the
warehouse. A department official verifies the stock received by the contractor. After the verification and stock countthe
official signs and date stamps the delivery nae using the departmental date stamp. Management indicated that corrective
action has already been implemented.

The Eastern Cape education departmenagreed with the finding and indicated that it isn the process of auditing the whole
population to correct the errors, contact the suppliers and correct anyincorrect amounts paid or incorrect quantities
delivered. This process hasnot yet been completed.

TheKwaZulu- Natal education department provided the following responses to the matters raised:

A The depatment agreed with the finding that purchases were made from suppliers without the required approval or
with approval obtained onlyafter the transaction occurred . The department also indicated that dditional items were
required as non- negotiables from stakeholders for schools to reopenand wererequired to be deliveredbefore the
reopening. The department will prepare the gproval of the deviation to appoint service providers prior to the final
approval by thehead ofdepartment for condonation.

A Thedepartment agreed with the finding that delivery note information was incomplete and indicated thathe items
were delivered and the cepartment did not suffer prejudice.

A Thedepartment agreed with the finding that e requisition and authority to purchase infrared non- contact
thermometers on theorder amounting to R5290000 was approved aftergoods had already beerdelivered and the
supplier invoice received. The department indicated that itvas chasing stock availability to prepare for the reopening
of schools and thesuppliers were allowed to deliver while the documentation was being finalised. The accounting
officer subsequently approved thesubmission authorising the process.

A The department agreed with the finding thathe approved committed amount of R800 000 for the supply of infrared
non- contact thermometers differed from the actual award amount of R2645000 andindicated there was no
documented evidence to substantiate the variance of R84B00. The department also indicated thathe amount on the
requisition is only an estimate that is reviewed after the quotation has been receive@nd that it will prepare the
submission for the revision of the commitment for approval by thehead ofdepartment.

Other

The Limpopo education department disagreed with theobservation and indicated that according to the SCM Legislative
Framework, suppliers are not required to register for VATbefore being awarded contracts with a value above Rinillion.
The requirement for VATregistration is based on annual turnover and rot contracts that may beawarded. The obligationfor
VATregistration is enforceable on received income and notbefore contracts are awarded. Thedepartment awarded the
contracts to suppliers based on thevalidation process for tax matters that are in order in terms of CSDreports, as required
in terms of National Treasury Instruction Note No. 4A of 2016L7.

The Limpopo education department disagreed withour finding on CSD registration and indicated thataccording to the SCM
Legislative Framework, suppliers do not have to be registered with the CSibr a predetermined period before they can be
awarded any contract. The departmentis only required to contract suppliers that are registered on the CSDand not to
prescribe a waiting period before suppliers can be contracted. The department alsoindicated that suppliersr  A'ltoi G4 i g J
deliver is not based on the date of registration on CSD and that this date can nevastify supplier srability to deliver asit

only shows the dateon which they registered and not the date on which the company was established.

TheGautengeducation department indicated that before the return of educators and learners, senior managementteams
were orientated on the establishment ofcovid- 19committees by the district offices. It appears that some schools maynot
have attended the sessions or did not get the necessary guidancen establishing these committees and their roles and
functions. The department will conduct reorientation sessions with the identified schools.
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h Oi gepiirise
Ordering, delivery, invoicing and payment processes

We note the Mpumalangaducation department:s response. However, there is still a lack of segregation of duties. We will
follow up on the actions taken to ensure proper controls areimplemented to ensure segregation of dutiesfor PPEand on
the remedial actions taken.

LU ACgU geU GARgUAc UORT A gdorentsa théogujethdntproBessyfollolvédc Hoveteh g
although procurement was conducted centrally through the health department, the payment for the PPE is the

responsibility of the education department, and ittherefore remainsthe UOhT Agi CA OUe AEg ytodngueE EUE & CA

that the prescripts of the Public Finance Management Act areadhered to andthat value for money is received for the items
purchased. Although no information was provided to the department on the specification guidelines set out during the
procurement process to allow the department to verify quality, various documentation, such as the2 ¢ M -ecofameded
guidelines, were available to assistthe Gauteng education departmentn ensuring the quality of PPE was of an acceptable
standard before it was distribut edto schools. The payment for PPE that is not durable dhat the schools cannot use
wastes the departmeng + E e htie@ius idtfu®on the department to ensure that the PPE procured and distributed to
schools is usable and durable and meets the intended objectivesManagement- &mments do not address the sufficiency
and record management of PPE at the dwools.

Other

We acknowledge he Limpopo education department fesponse. Both the audit observations were an indication of the
preventative controls that management needs to put in placewhen procuring goods and services It should also be noted
that using newly registered suppliers on the CSD increases the risk of possible preferential treatment where capacity to
supply the required quantity of goods and services to the department on timenight not be considered.

Conclusion

Thelack of effective stock management processes at different PPE storage facilitiesmakes it difficult for the provincial
education departments to identify defective PPE stock delivered by suppliers. As a resulthe suppliers cannot be madeto
replace the damaged PPE iters or refund the provincial departments for PPE stockthat is either delivered late or not
delivered at all, particular ly where schools and education districts have spent funds from their budgets.Using storage
facilities that do not meet the requirements for storing sensitive PPE itemscreates safety hazards that need to be avoided.

The acounting officers should follow processes to determine the full value of the poor quality PPEthat was procured and
ensure that the suppliers replace the face masks or refund the department. Ifthis is not done, or cannot be doneit should

be disclosed as fruitless and wasteful expenditure and the accounting offices should institute the relevant consequence

management.

When procuring PPE related goods and services, the departments shaild implement controls to ensure that the items
received are checked against what was ordered and that they comply with legislative prescripts. The sector must also
reconcile the 2020transactions for PPE in respect of ordered, delivered, invoiced and paiduantities - this will enable the
sector to identify instances of overpayment and recover these amounts from suppliers before yearend.

The accounting officers should ensure that non-compliance findings are investigated to determine whether there was
misconduct in the SCM processes and, where misconduct is confirmed,isciplinary hearings should be held.

The education sector should use the internal control deficiencies we reported in the first special report and above to put in
place preventative controls that will close the identified gaps as they prepare for the 2021 academic year.
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EMERGENCY SUPPLY WATER AND SANITATIGERVICES
NATIONAL DEPARTMENEMERGENCY SUPPLY @RATER TO SELECTEDBLIC SCHOOLS

Key audiitfindings and observations

7. Inadequate neals analysis (DBE, Rand Water)

The education sector did not have systems in place to produce reliabldata on the current on- site storage tanks available
and determine how many emergency water tanks were needed to respond to the pandemic. As a result, theBErelied on
the provincial education departments to provide listings of schools in need of water tanks and emergency water supply.
Based on the listings suppliedby the provinces, theDBEconsidered the following factors to determine the required water
storage capacity (size of the water tank}o store water for at least a week

A The number of learners, educators and support staff at the school
A The minimum required volume of five litres of water per learner, educator and support staff member per day

The cepartment used the project support unit (PSU) to verify the delivery and installation of the new water tanks by Rand
Water. As part of this verification, the PSU also collected information on existing tanks at the schoolgisited. By

3 September 2020, thePSUhad visited 1081 of the 24 schoolsfrom the project list. Based on our analysis of the
verification information on the existing tanks at these schools, we identifiedthat the needfor tanks was incorrectly
identified because ofunreliable data provided by the provincial education departments.

Of the D81 schools verifiedby the PSU 707 schools already had sufficient water tank storage capacitjrom existing tanks,
which represent s a 654% water tank needs assessment error rate.

Breakdown and financial impact of the need’s incorrectly identified for the 707 schools

5000L water tanks (1) 454 4,500* 2043000
10000L water tanks (2) 445 9,000* 4005000
Temporary installations (3) 899 (454+445) 3158,31* 2839320,69
Permanent installations (4) 899 20063,30* 18036906,70
Management fee (5) Not applicable 5% of items 1 to 4 1346211,37
VAT Not applicable 15% of items 1to 5 4240565,81
Likely financial impact per school 32511004,57
(45984.,45 per school)

* Rand Water cost estimate (aspiration price) for the goods and services

Basedon the error rate above, this could potentially amount to unnecessary spending of R781372687 (2624E1 & CxXC U E +
65,4%error rate x R45984,45 st per school) on resources that were not required.

During our site visits to verify thewater tanks at schools, we identified that schools received tanks despite having sufficient
existing tanks.

Water deliveries to schools not on the project list

During our testing of expenditure for delivering tanks and filling them with potable water, we identified various schools that
had not been included in the original scope of the emergency water programme and were therefore not on the project list of
3173 schoos. This indicates that the needs identification was not properly done, as schools needing water were omitted.
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Recommendations

The DBEshould strengthen the process for determining needs and implement additional contrals to verify inputs so that
these can be used as a source for needs assessmentather than using multiple unverified and unreliable data sources. The
DBE should also consider developing current systems, such as th&lational Education Infrastructure Management
System, to include additional information that is not currently available on these systems.

The DBEfogether with the provincial education departments, should consider conducting a verification of school
infrastructure to obtain reliable data on the current status of existing infrastructur e requirements and backlogs.

Auditeesrresponse

The DBEagreed that it relied ondata from the provincial education departments for listing s of schools in need of water
tanks and emergency water supply, and thatit used the PSU to verify the delivery anchistallation of new tanks. The
department also agreed thatit could have avoidedcertain costs if there had been enoughtime for it to assess the schools
before implementing the initiative. The cepartment indicated that itwill quantify the possible fruitle ss and wasteful
expenditure and pursue recovery of these funds.

The DBE agreeavith the observation that some schools did not receive water delivery fromthe tankers appointed by Rand
Water and indicated that thepurpose of thecovid- 19emergency water supply programme was to ensure that schoolscould
reopen after the lockdown.Thedepartment conducted daily meetings with theprovinces to monitor whether there were
any schools that could not open due to water shortags.

On the matter that water was delivered to schools that were not part of the emergency programme, the department agreed
that Rand Water delivered water to schools that were nobn the original project list of 3173 schools The department
indicated that theinitial list was compil ed based onthe input received from the povinces and thatthere have been several
subsequent variations on the list. Italso indicated that water deliveries by the nunicipality, water delivery under the
Department of Water and Sanitation DWS) programme and water delivery under the DBE programme ran in parallel.The
efficiency of such delivery depended on the number of recipients along aparticular route. Based on this principle, the
following occurred:

A Somemunicipalities delivered water to schools on the initial project list because the schools were located along
current municipal delivery routes

A Some DWS tankers delivered water to schoolon the initial project list becausethe schools were located along
current DWS delivery routes

A Some Rand Water tankers deliveredwater to schools not on theinitial project list because they were located on the
Rand Water delivery route

A Some Rand Water tankers also provided water to communities due to public demand

The DBE indicated that itlid not issue any instruction to Rand Wadr related to delivering water to schools not on the list
However, this matter will be dealt with during the reconciliation of the payment claimsand signoff on payments will be
based on reconciled lists. The department will prepare avariation order for approval by thedirector - general on the
changes in the list of schools for tank installation and the list of schools for water delivery.

8. Water tanks not properly installed (DBE, Rand Water)

During our site visits in the Free State and Limpopoye identified that some of the water tanks were notproperly installed.
The installation s were alsoinconsistent as some of the water tanks had no vertical supporfwhich was a safety and
security risk ,and some tanks were delivered but not installed.
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Examples ofdeficiencies noted on site

Free State: two water tanks Free State: no vertical support Limpopo: leaking outlet
delivered but not installed

Rand Water had to ensure that controlsare in place to enable safguarding of tanks that were purchased and delivered.
Recommendations
Rand Water management and the DBEhould investigate the deficiencies identified and pu in place corrective action.

Rand Water mnanagement should ensure that an effective process is in place to confirm and verify services before
payments are made.

Auditeesrresponse
Rand Water responded as follows:

A Free State* two water tanks delivered butnot installed: Al 180 tanks that were bought for phasene andtwo were
delivered. The schoolis one of the schools that received tankshat were meant to be permanently installed as part of
phase two and had thusnot yet beeninstalled . The department was aware ofthis fact.

A Free State* no vertical support: The service providerhad not been paid because ofthe identified defects and
incomplete installation. The service provider was notified and paymentwill only bemade once this has been rectified

A Limpopo* leaking outlet: The tank was not leaking when thénstallation was handed over. This is supported by the
delivery note signed by the school representative certifying that a satisfactory producthad beendelivered according to
specification.

TheDBEnoted the finding and Rand Water i€sponse, and provided the following context:

A The internal control requires a nominated representative of each school to sigrC eeee  h@&pfy lefter uto confirm an
installation at such school. Without this thappy|etter+, theDBE will not recognise theinstallation.

A Aprogramme manager was nominatedas per clause 5.1.2 of thenplementation protocol agreement to liaise with the
provincial counterparts on a daily basis.Thedirector - general was part of thosedaily meetings.

A The programme has notyet been concluded and theDBEhas not signed off on any installation or payment.

With regard to the Free State province tank supply, specifically, the DBEagreed that tanks were installed at 87 schools in
the province compared tothe initial scope of work of 45 x ®00- litre tanks plus 135x 10000- litre tanks. The scope of work
was subsequently reduced to 1 x B0O0- litre tank per school, butRand Water had already placed the orders and commenced
with delivery. In terms of remedial action, the DBE indicated thatit and the provincial education departments need to agree
on finalisation of the covid- 19 intervention and that 1) all tanks installed on temporary standare to be upgraded to
permanent stands and 2) all tanks delivered bunot installed are to be moved to a central depot for use by thprovince.

hoi gCEE+ EUEe CAEU
The department's response is notedHowever, thefinding will remain for follow up for the two water tanks delivered but

not installed and the leaking outlet for the reasons below:

A To ensure that the water tanks do not remain uninstalled. There is a risk that the water tanks may be stolen as they are
not secured.
A To ensure that when payment is made by Rand Water to the service provider, all rectifications were made
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With regards to the leaking outlet, management's response does not demonstrateany recourse or intention therein to
investigate the reasons thatled to the defect.At the time of the site visit the tank was leaking and it must also be noted that
the project management plan states that the entire installation shall be subject to ahree months' defect liability period.

9.

Inventory listing from Rand Water and monitoring inconsistencies(DBE, Rand Water)

Inadequate inventory listing

On 2Dctober 2020, Rand Veter provided the latest inventory list reconciling the tanks delivered to schools. We noted the
followin g deficiencies on thislist:

A

A
A
A

There were no unique identification numbers allocated to each tank. The tarskon the ground were also not markedWe
were therefore unable to test the completeness of the listing fromthe ground compared to the inventory listing.

There were no invoice detailsi.e. supplier details, amounts, invoice date.

Not all delivery details were included on the list. For example, delivery dates were not included in all provinces.

The list did not correspond to the latestprogress monitoring report sent to the DBE (see table below).

Differences between Rand Water list and weekly progress report

Limpopo 547 522 25
North West 195 64 131
Mpumalanga 127 131 -4
Free State 180 180 0
KwaZulu- Natal 571 966 -395
Eastern Cape 768 77 -9
Total 2388 2640 -252

Monitoring inconsistencies

Wenoted that some schools that were verified by the DBE did not appear on the Rand Water lisf tanks supplied and
delivered to schools provided on 210ctober 2020, including schools in KwaZulu- Natal (Ekulingeni JP* EMIS no.
500128760, the Eastern Cape Andrew Moyake PS* EMIS n0o200100033, Limpopo(Sehlale PS* EMIS n0923241318and
the Free State (Mongalethu SS* EMIS no440203105. Thislist of schools is not exhaustive.

We also identifiedthat in some casesin the Free State,the capacity of tanks on the DBE verification list differed fromthe
capacity on the Rand Water record of tanksind what was verified on site (see table below).

Differences between Rand Water record and site verification, and DBE verificationsi

As a result of the abovewe could not determine the accuracy and completeness of the tanks reported as purchased and

Free State

Harrismith HS 10000L; 5000L 1 x15000L
TshepangSS 3 x 1MO0L 1 x10000L
Matwabeng PS 2 x 1®O0L 1 x10000L

delivered by Rand Water.
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Recommendations

Management of Rand Water anthe DBEshould implement proper record keeping for the water tanks to support accurate,
complete and valid financial and performance reporting.

Auditeesrresponse

Rand Water indicated that the anks do not have unique identification numbersand theagreed scope of work did not include
unigue numbering of tanks.Rand Water further indicated that he information was populated as per the template that was
provided to Rand Water by the auditors with the request for information The informationwe received in response toour
request for information included the supplier details and amountsfor all commodities. Invoice dates werenot provided
because they werenot a requirement.

The DBE notedhe finding andRand Water f€sponse and provided the following context:
A The payment schedule limits payment to the following items:

Supply, delivery and complete installation (including plinth, distribution and taps) of 5000- litre tanks
Supply, delivery and complete installation (including plinth, distribution and taps) of 10000- litre tanks
Delivery of water

Cost of potable water

Implementing agent fee

Development facilitation fee

O« O« O« O« O¢ O¢ O«

Disbursements.

A Allinstallation of ,and water delivery to, tanks is subject to the signoff of school managementWithout such signoff, the
DBE will not recognise aninstallation or delivery.

A Rand Watern $ipplier delivery notes and inventories are not part of the DBE ifiternal control system.

A The internal control requires a nominated representative of each school to sigrC seae h&ppylekter uto confirm an
installation at such school. Without this thappyletter, theDBE will not recognise theinstallation.

A The DBEmobilised the PSU to conduct inspections

A The programme has not been concluded and th®BEhas not signed off on any installation or payment.

h Oi ge€pbrise
Wenote that the agreed scope of work did not include the unique numbeng of tanks. However, there is a risk that during
the 2 + 8 verffication process ,where schools have existing water tanks, some of the tanks may béncorrectly included as
part of the covid- 19 initiative.Rand Water should have maintained aimventory register that should have been updated as
payments were made to service providers and when verification was conducted for purposes of paymentsie received the

listing of tanks supplied and delivered to schods on 210ctober 2020and have included thedeficiencies we identified from
the listing in the finding above.

10. Reasonableness of prices (DBE, Rand Water)

Rand Water was the implementing agent for both the DBE and the DWS for the provision of water tanks &ddress covid- 19
needs. The DBE did not conduct eeasonability test to compare the prices for procured water tanks by Rand Water for both
departments. We identifiedthat the prices charged by one supplier were higherfor the DBE than forthe DWS.
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Price difference for water tanks between DBE and DWS

Supplier 1 (000L) 3375 5250 1875

Supplier 1 (1000L) 8100 10800 2700

In addition, he amounts per RFQ for permanent installationwere higher for the DBEthan for the DWS. The amounts
charged for permanent installation at the DWS rangedirom R4 000 to R1000, while for the DBEthey ranged from R14900
to R23273,43.The reason for the differencewas unclear.

We identifiedthat the water tanks for the DBE were temporarily installed by levelling the ground to prepare for permanent
installation at a cost 0fR3726per tank, as perRFQ. There was no detail breakdown for the amount. Based on the work
conducted by the service providers,we could not determine thereasonableness of the amount charged.

Recommendations

Management of Rand Water and th®BEshould review the amounts charged for temporary and permanent installation to
determine the reasonableness of the amounts.

Auditeesrresponse

Rand Water disagreedwith the finding and indicated that it isnot clear what legislative requirement we were testing as it is
impractical to respond when it is not clear what has been breachedRand Water also indicated that ifollowed the
emergency process for special inter ventions, which includes areasonability test. Rand Water used a threshold of 20%
which sets the highest priceit was willing to pay above the cost estimateln both projects, the supplier prices were within
the cost estimate + 20%. Howevethe supplier also qualified that their prices for the DWS could increaseFrom a sourcing
perspective, reasonability was tested andthe supplier's prices were within the aspiration prices.

The DBEhoted the observation and providedthe following context:

A Annexure E ofthe implementation protocol agreement clearly states that the pricing policy for the supply, delivery and
installation of tanks was cost- reimbursable with a maximum average cost of R35000 for installation for a 5 000- litre
tank and R40000 for installation of a10000- litre tank.

A Wedid not provide any evidence that the installation exceeded the agreed pricing schedule.

A Our observationis based on a comparison between the DWS programme and the DBE programmthough the tanks
for both programmes are similar, there is noclear comparison between installation details.

A The DWS programme exhausted the available stock of tanksyhich result edin a shortage in themarket when the DBE
implemented its programme..

A Rand Water followed theemergency process for special interventions , which includes areasonability test.

A Rand Water set an aspiration price of R&00 for a 5000- litre tank and awarded within 20% ofhis price.

h Oi geépbirse
We noted the nanagement: €sponse, but sction 45(b) of thePublic FinanceManagement Actstates that an official in a
department or entity is responsible for the effective, efficient, economical and transparent use of financial and other
resources within that official's area of responsibility. This is the requirement that we applied on the findingabout
conducting a comparison betweenwhat was supplied tothe DWS andhe DBE since Rand Water was the implementing
agent for both.In addition, it is not justified to assume that the implementing agent would agree taprice within the

aspiration price even though a cheaper cost was availableandwas being used by the same implenenting agent across
government.

We acknowledge that permanent installations are still to be finalised.Rand Water should reviewthe costto ensure that the
quotes received are reasonable prior to moving to phase permanent installations .
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11. General SCMlegislation (DBE, Rand Water)

The process for inviting bids, evaluating received bids and awarding bids is explained in legislation and the instruction
notes issued bythe National Treasury, but weaknesses arise when the prescribed procurement process is not followed or
when deviations processes are misused.

11.1Emergency procurement process

A Weidentified that, for one of the appointed water tanker suppliers the price negotiations were conducted on
29May2020and the proforma purchase order was issued onthe same date, beforethe compilation of the evaluation
report, which was signed off on 3June 2020. This relates tothe delivery of potable water andfilling of water tanks at
various schools in Mpumalangafor 16000- litre water tankers.

A We identified that theprevious directors of an appointed service provider for the supply of tanks who resigned before
the date of theRFQ signed the documentation on behalf ofervice provider, instead of the current directors. There is
therefore a possibility of misrepresentation of information to Rand Water. From a legal perspective the question is
raised whether the contract entered into between Rand Water and the service provier is legally binding as the
supplier was presented by individuals who were not directors of the supplier at the time of signing the contract. The
above could raise legal issues if a dispute is entered into with the supplier and Rand Water regarding the anding of
the RFQ and items supplied in term of the contract.

A We identified aninstance where, based on due diligence procedures conducted, we established that Rand Water
appointed a service provider to supply and deliver water tanks at various schoolsnay have been used as a front to
allocate business to another service provider (service provider 2). The director of the appointed service provider was
married to the director of service provider 2 and all correspondence on the RFQ, availability of stock arttie final price
negotiations was entered into with a representative of service provider 2. The service providers also shared a
business address.

A We identified an instance where an invoicédor the supply of water tankswas accepted and paig butthe actual service
provided was the transportation of the water tanks. Three suppliers wereamong thoseappointed for services
including the supply and delivery of water tanks to various districts inKkwaZulu- Natal, but afterthe award, Rand Water
neededto source additional transportation methods to address the distribution bottleneck experienced in the
province. The National Command Centre- Change Management Centrg(NCG CMQ decidedto reduce the number of
tanks supplied by supplier A to accommodate thecost of transporting the tanks supplied by suppliersB and C
According to the NCECMGC this had no financial impact as thepurchase order for supplier A will remain the same.
However, this resulted in Rand Water paying additional transportation costs for thetwo suppliers as they hadalready
quoted, invoiced and been paid for the transportationThe invoice, however,still referred to the supply of 28 water
tanks and notto the transport ation of tanks, as per the NCECMC resolution.

A Eight suppliers were appointed toprovide social facilitation services. The email distributing the RFQ document
i AOi 1 A ghe qQuotgtiend \gill be evaluated on functionality andonttd * + . ¥+ e EUaUE UFRhkidter@alCi A g
social facilitation procurement file review corresponden ce email also explicitly indicate® . Eh ATl gi CAAGT ¢gJ
- U.Hoewever, the RFQ document did not include any functionality criteria, functionality points or minimum
functionality threshold, contrary to the requirements of preferential procurement regulation 5. We have also not been
provided with afunctionality evaluation sheet.

11.2Tax compliance

Clauses 2.2 and 4.1 of National Treasufgstruction Note No.9 of 201718 state that suppliers conducting business with the
state must have their tax matters in order. Three suppliers that Rand Water appointed for total order amounts of
R3,745million for the emergency water programme were nottax compliant at the datethey were appointed and this non
compliance will result in irregular expenditure.
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11.3Preference points allocation

A We identified that during the bid evaluation twdidders for the supply and delivery of water tankswere incorrect ly
allocated 20 B- BBEE points for their levek of contribution instead of 18 points, contrary to the requirements of
prefer ential procurement regulation 6(2).

A Forall the emergency procurement done,we identified that no SBD6.1 forms preferential points claim form) for the
Preferential Procurement Policy Framework Act were attached to the quotes that were submitted

Recommendations

Rand Water should

A ensure that the internal controls established for the procurement and provisioning systems are adhered toand
comply with the regulations relevant to the SCMprocess

A investigate this transaction to establish whether the current directors of the supplier were aware of this transaction
or whether this was a misrepresentation to Rand Water ly the previous directors

A improve the control environment and institute stringent controls to ensure that all suppliers are properly vetted on
appointment, that the directors of the supplier are known and that the correct representativeshave signed off on the
RFQ documents ad contract entered into

A doproper due diligence during the procurement process to ensure that the companythat presented the quotation is
the company that will deliver on the assignment. This will assist in future if any disputes are declared between the
organ of state and the supplier. Rand Wateshould also investigate the reported finding and should share the outcome
of their investigation on the matter with the DBE

A investigate the reason why the evaluations were performed without all the supporting documentation

A ensure that it only does business with suppliers that have theirtax matters in order, in line with clauses 2.2 andt.1 of
National Treasury Instruction Note No.9of 201718

A strengthen its internal controls and implement proper review processes over the bid evaluation process to ensure
compliance with all applicable legislation.

Auditeesrresponse

Rand Water providedthe following responses to the findings:

11.1Emergency procurement process

A

Rand Water disagreed with the finding that the pro forma purchase order was issued and negotiations were done prior

gC Ui AuhAgi CA° AAO i AOi 1T AguO g précédure fAr spediaEiftetventiomes, thefpfocesspy A g UE + E

to ensure all documentation is concluded is done prior to project closure. This is because obtaining suppliers was
prioritised as a result of the emergency nature of the project. Rand Water has indicated thavhile the evaluation did
take place prior to appointment of the supplier, the consolidation of all documentation, including signoffs, took place
after the initial emergency situation was responded to in this instance. The DBE agreed with the finding.

Rand Water disagreed with the finding and indicated that the CSD report ofJ8ine 2020prior to the award indicated

that the signatories (names removed) are owners of the entity. (Names removed) reflected as directors of the entity on
the CSD. Management proeeded on the information as verified on the CSD.

Rand Water disagreed with our statementthat the service provider may have been used as a front to allocate business
to another service provider, andindicated that it cannotprovide a response to the matte above as it is not clear what
the finding (non- compliance) is. Rand Water also indicated that the service provider is the company appointed in the
DBE project and that it is a legal entity in terms of CIPC and registered on the CSD.

Rand Water indicatedthat the order for the supplier was only to supply tanks. Asstated on the NCCCMC report,
28tanks were used as the trade off to compensate for transportation, which is whythe rate is quoted as such on the
invoice. However, the invoice clearly states tha the amount paid was for transportation of tanks only. Therefore, this
approach was adopted for transparency and alignment with the purchase order and SAP for the purpose of payment
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A Rand Water disagreedwith the observations on non- compliance and irregularity for the appointment of the social
facilitation service providers, and indicated that the audithas rightfully quoted the Preferential Procurement
Regulations, which is the document that outlines how a particula transaction will be evaluated. Rand Weer indicated
that no functionality evaluation was conductedbecause the RFQ document in this instance did nahclude functionality
evaluation.

11.2Tax compliance

Although Rand Water acknowledged the noncompliant tax status, it disagreed with our observation on the basis of
clauses 2.2 and 4.1 of National Treasuiystruction Note No.9 of 2AL7% 18 as these clauses state that persons conducting
business with the state need to be tax complianA g gé U g¢gi y U C peiceqyéotatiodsl) AdBr&pietifive bidsaRand
Water indicated that because thesourcing process undertaken for this intervention to respond to the covid- 19 pandemic
was an emergency process, which is a deviation and not a price quotation or competitive bid, there is no noncompliance.
TheDBE agreedwith the finding and the non compliance we raised on nor compliant tax status.

11.3Preference points allocation

Rand Water notedthe observation for incorrect allocation of B- BBEE point Rand Water indicated that there is no
irregularity due to themulti - award strategy adopted for the emergency programme.Management has updated the
evaluation documents to prevent such errors going forward and also conducted a training session with SCM officials.

On the matter of the SBD.1 forms, Rand Water disagree with our finding and indicated that the framework we referenced

does not applyto Rand Water as a schedule 3B entiticcording to the Public Finance Management AcfThe entity also

indicated that the framework does not mention standard bidding documents and thatwe are writing something into the

framework that is not there.Rand Water further indicated that the2017Preferential Procurement Regulati CAE  @rbofei AU
of BB+88 EgAghE U dnditheteas nd régdigrientio bsg eESBDG.1 formand thatwe seem to be stating

that a form can regulate itself outside of a regulation, i.e. because the form states that it must be included in a bidding

document, there is a non-compliance if the form is not used.

For all of the above subheadings,th& + 8 ACgUO ¢géU @i AOi AcE AAO vAAO pAgUE+ E EUEe
context:
A The DBBwas explicitly excluded from all procurement processes

A TheDBE management agreed with the recommendation in as far as it applies to Rand Water
A The following remedial actions will be implemented:

TheDBEand Rand Watewill reconcile all expenditure
All irregular expenditure will be accounted as such in thefinancial statements

O« O« O

All fruitless and wasteful expenditure will be accounted as such and recoveredfrom the relevant parties.
h Oi geépbrise
11.1Emergency procurement process

A Ourfinding that the proforma purchase order was issued on 29May 2020 before the evaluation report had been
compiled remains, based on the factors highlighted whichconfirm that the evaluation report was signed after a pro
forma purchase order was issued. There is also no evidence to substantiate that the service providers were properly
evaluated prior to their appointment.

A On the finding that the directors who signed the document resigned before the RFQ, we inspect the CSD report of
3June 2020and noted that the signatories (hames removed) are reflected as owners of the entity onpage four of the
report. (Names removed)are reflected as active directors of the entity onpage sixof the report. However, the vendor
vettingreport i EEA UO 1 J \inferhadforgndigudit thelntegrity and Probity Assurance (IPA), dated
9June 2020clearly indicates that the signatories had resigned fromthe service provider and, as such, IPAadvised
Rand Waternot to use the suyplier. In view ofthis, our finding remains and we requestthat the accounting officer
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investigate the reasons the vetting results were disregarded andinstitute disciplinary processes against the
responsible officials.

A On the finding that aservice provider may have been used as a front to allocate business to another service provider
after consulting with Rand Water management (operations) on 1@ctober 2020, it was agreed that Rand Watewill
investigate the reported findingand share the outcome ofits investigation on the matter relating to the service
providers . The findingtherefore remains unresolved, subject to the outcome of the investigation.

A On the findingof transportation cost approved and paid using an invoice purportedo be for the supplyof water tanks
that were never delivered, we acknowledge the response fromRand Water. However, wedo not agree with Rand
MAgUE: E i sadikg@radured goods for transportation costs and our finding remains, especially considering
that payments tothe suppliers were not adjusted to exclude transportation costs, which were initially included in their
quoted prices.

A We noted the management comment on the appointment of social facilitation service providers, but we are unable to
conclude if a compliantprocurement process was followed due to the inconsistencies between the internal
documentation supporting the procurement process and the evidence provided for our audit.

11.2Tax compliance

When an institution deviates from a normal procurement process due b an emergency, it still needs to ensure tax
compliance status. An emergency is not a separate procurement method wheran institution does nothave toobtain price
quotations. The only difference between a normal procurement process andan emergency is the limited timeframe s in
which quotes must be obtainedfrom suppliers and goods must be procuredto respond to the emergency: Therefore, the
paragraphs from National Treasury Instruction Note No.9 of 201718also applyto emergency procurement. The above
emergency procurement contracts awarded to suppliers that failed to comply with the instruction note should be classified
asirregular expenditure.

11.3Preference points allocation

Regulation 6.3(b)of the Regulations in terms of the Public Finance Management ét, 1999: Framework for Supply Chain
Management, gazetted on 5 December 2003, states:Bid documentation include evaluation and adjudication criteria,
including criteria prescribed in terms of the Preferential Procurement Policy Framework Act +, which is the SBD6.1 form
The form itselfalso clearly indicates in the first sentence that it must be included as part of the bid documentation to be
submitted. The2017 Preferential ProcurementRegulations refer s to the preference point system and B BBEE (paragraph
6), but donot necessarily talk to the use of the SB®.1 form However, the organ of state must demonstrate that these were
considered duringthe tender process. In terms of Government Notice R. 501 of Bine 2011RandWater falls within the
ambit of the application of the regulation (paragraph 2). The finding therefore remains.

12. Inadequate documentation to support water tanker expenses (DBE, Rand Water)

The contracting strategy that was employed fortankering contracts was the payment ofa daily rate. This rateapplied
regardless of day(s) not worked by tanker as long as the truck wasavailable for work. Our observations from our testing of
payments made for water tankers are as follows:

A We identified an instance where the water tanker supplier manipulaed or falsified a weekly log sheet for a water
tanker. The log sheet for the water tanker fo week 1(1June 2020 to 7June 2020) was manipulated and used again for
week 3 (15June 2020to 21June 2020). The dates onhe week3 log sheet had visibly beerchanged and all other the
details on the week3log sheet were identical to those on the weekllog sheet (scratching out of errors, similar
delivery times to the minute for all five days). In addition, the authorisation date of the wee& (21June 2020) log sheet is
reflected as 7June 2020, which is the same as the date on the weeldog sheet.

A We identified several instances where, according to the delivery notes or log sheets, water was delivered to schools
that were not part of the programme scope orthe project listing of 3173 schools. We have elaborated on this finding
under the key audit findingand observations on the adequacy of the needs assessment.
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A We identified an instance where a tanker supplier was paid the daily rate for multiple deliverie®n a day and not only
the daily rate based on availability of the tanker, per the contracting strategy. This resulted in a total overpayment of
R42650 for the specific invoice tested (oneday @ RH00 = R400 for 10000- litre tankers; three days @ R450 =
R13650 for 1800- litre tankers; four days @R5000 = R2®00 for 18000- litre tankers; and one day @ RB00 = R®00
for a 20000- litre tanker).

A We tested a payment oR608998 (excluding VAT) to a water tanker service provider and identified that théull payment
made and all the underlying proof of deliverieswere for deliveries other than filling tanks at public schools. The proof
of delivery documents for the tankers relating to this payment all indicate filling tanks for various communities,
stadiums, hotels, police stations, hospitals and water works facilities. According to the implementation protocol
agreement, the DBE is responsible for the cost of potable water and there is therefore a risk that the DBE could be
charged for the cost of potablewater relating to services not within the scope of the protocol agreement.

Recommendations

Rand Water needs to gtengthen the internal procedures and internal control measures in place for the approval and
processing of payments. These controls will provide reasonable assurance that all expenditure is necessary, appropriate,
paid promptly, and adequately recorded and reported. This also implies that proper monitoring controls should be in place
before payments are madeto confirm and verify services rendered againstreliable supporting evidence. Rand Water must
take appropriate action against officials who permitted payments otherwise and to recover any overpayments that might
have been made.

The DBE and Rand Water muséconcil e all payment madeagainst the supporting documentation to confirm whether all
payment made were for services delivered in line with the contracting strategy.

Rand Water needs torivestigate the identified fraud risk indicators and fraudulent activity for the identified supplier. Ifthe
investigation confirm s the fraudulent activity, Rand Water musttake appropriate action as required by thePublic Finance
Management Actand Treasury Regulations.

Auditeesrresponse
Rand Water responded as follows:

A Rand Watervalidated all payments made guided by the contracting strategywhich was based on the daily rate.
Therefore, payments were based on a tankerbeing available on a specific day in addition to the information on the log
sheet. Although the log sheets received by Rand Water were noigned, they indicated that the trucks were available
and Rand Water paid based on the contracted daily rate, as the service providers had their tankers either operating or
available to provide service.

A The service providersrefforts to produce fully signed sheets were frustrated by school representatives not being
available to signthe sheets. These frustrations were experiencedboth over weekends andon some weekdays (poth
during and after working hours). Thisapplied to all provinces, andthe matter was thus raised with all stakeholders at
the daily meetings, as clause 5.1.2 of thenplementation protocol agreement stipulates thatitistheET é CCa+ E
responsibility to provide access to the school andto sign off on the delivery of water.

A According to RandWater, the manipulated log sheet presents an anomalywhich it takes very seriously and has
referred it to IPA, for further investigation. Rand Water indicated thatbecause the two log sheetswere validated on
different dates, the similarities were not picked up.Rand Water also indicated that gen thoughthe payment
documents submitted only include tanker log sheets, there is additional supporting information in the background,
including daily provincial meetings, National Command Centredaily meetings andreports, WhatsApp group
communications and DWS reports amongst others.

A Rand Water disagreed with finding on overpaymentsThe tankers are paid based on their availability per day, not based
on the number of schools serviced and thus there was no overpaymet. Rand Water indicated that it has attempted to
demonstrate this a number of times via various submissions and even supplied a letter signed by both the DWS and the
provincial education department certifying that all the tankers were available for the full duration.
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Rand Water noted the findings on delivery of water to schools not on the programmendto communities andfacilities
other than schools where tanks were filled. Schools that were not on the original list were provided with water at the
behest, and on instruction, of the DBE and BVSas outlined below. Rand Waterindicated that, in line with clause 5.2.24
of theimplementation protocol agreement, which provides that the DWS must liaise withwater boards, water services
authorities and water services providers to identify and secure sources of water, thewater services authorities were
responsible for the delivery schedules that dictated in which areas the tankers would operate andwhich officials
would accompany the tankers.Rand Water hadaise d this with the parties to this agreement,the DWS andhe DBE, a
number of times.

The DBE notedhe findngE AAO vAAO unAgUE+r E EUEECAEU: ¢éU OUeAEgy UAg
its internal control on this programme is broadly summarised as follows:

A There is a specifidist of schools. Any school not on this list will be treated as a variation in terms of clause 23.

A Expenditure is managed in terms of the pricing schedulg whichis limited to the following items:

O Supply, delivery and complete installation of 5000- litre tank (including plinth, distribution pipework and taps) at
cost, with a maximum average limit

O Supply, delivery and complete installation of 1@00- litre tank (including plinth, distribution pipework and taps) at
cost, with a maximum average limit

O Delivery of water at cost

O Potable water at cost

O Implementing agent fee at %

O Development facilitation fee at %

O Disbursements at cost, with a maximum limit.

A The DBE agreed that Rand Water delived water to schools that were not part of theoriginal project list of
3173schools. However, this initial list was compiled based on the input from the provincesnd there have sincebeen
several variations of the list.

A Any deviation from the defined scpe of work will be treated asa variation in terms of clause 23

A Rand Waterhas not yet submitted a payment certificate in terms of the payment schedule

A RandWater inventories, orders, invoices, payments and delivery notes are not part of the DBEiRtern al controls.

A Several municipalities deliver water to schools, via either piped reticulation or tanker delivery. Some schools may
even have private arrangements for water delivery. At the time when thecovid- 19 emergency water supply
programme was initiated, it was not possible to confirm all these arrangements.

A Water deliveries by the municipality, water delivery under the DWS programme and water delivery undethe DBE
programme ran in parallel. The efficiency of such delivery depends on the number of recipnts along aparticular
route. Based on this principle, the following occurred:

O Some municipalities delivered water to schools on the initial project list because they were located on current
municipal delivery routes.

O Some DWS tankers delivered waterto schools on the initial project list because they were located on current DWS
delivery routes.

O Some Rand Water tankers delivered water to schools not on thénitial project list because they were located on
the Rand Water delivery route

O Some Rand Wter tankers also provided water to communities due to public demand

A All parties agreed that tankers would be rented on a R/day basis.

A Interms of clause 5.3.(b) of theimplementation protocol agreement, Rand Water is responsible for all procurement.

A Interms of clause 5.3.7(a) of thémplementation protocol agreement, Rand Water is responsiblefor managing all
funds efficiently and incompliance with regulation.

A Interms of clause 23 of theimplementation protocol agreement, no agreement to vary shall beof any force or effect
unless such variation is recorded in writing and signed on behalf of all parties.
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Auditorsresponse

We noted the Rand Watecomment aboutthe overpayment. However, in further interactions with Rand Water we pointed
out inaccuracies in the tankering report used as the basis for the payment when compared to the actual delivery notes's a
result, the overpayment did occur for the specific invoice testedUsing the correct vehicle registration numbers as per the
underlying supporting delivery notes, we identified instances where the same tankers made more than one delivery on the
same day and got paid twice the daily rate for those deliveries instead of only being paid the daily raiace, per the
contracting strategy. This is contrary to the management response that the tankers were paicbased on their availability

per dayand not based on thenumber of schools serviced. The finding is based on the actual invoice that was paid and
tested, as well as theevidence supporting this invoice.

13. Internal control weakness (DBE, Rand Water)
We identified weaknessesin the ordering, delivery, invoicing and payment processes fothe emergency water programme.

When theacknowledgement and receipt of goods arenot diligently performed , this increases the risk of payment being
made for goods not actually receivedWe identified two instances where the quantities of tanks delivered did not agree with
the actual quantities signed for per the delivery notes:

A In one instance, the invoice showed that aymentwas made for 1535 000- litre) water tanks at R5400 per tank.
However, according to the acknowledged proof of delivery, 163 (®00- litre ) tanks were signed for as received.When
we identified the discrepancy and engag@d Rand Water the entity provided aletter from the tank supplier stating that
they had only supplied 153 (200- litre ) tanks and the correct quantity was paid for.

A In one instance, the invoice showed that ayment was made for 77 5 000- litre water tanks at R5400 per tank.
However, according tothe acknowledged proof of delivery, 86x 5 000- litre tanks were signed for as received.When
we identified the discrepancy and engagd Rand Water the entity indicated that the person on groundhad spoken with
the project managerwho had,in turn, spoken with the service provider andthey had agreed to only take delivery of
77x 5 000- litre tanks, which had then been paid farRand Water indicated thait can provide a letter from the service
provider to indicate that only the tanks on the invoice wee delivered, as per the payment made.

We identified aninstance where there was a variation to an order, but the change document only addressetie variation of
quantities and notthe variation of the rate. Thetank supplier+ @figinal order call ed for the supply of 74x 10000- litre tanks
at a price of R®D00 per tank. However, due to the shortage of 1@00- litre tanks in the market, the supplier could only supply
24x10000- litre tanks. Rand Water agreed to accept 2x 5 000- litre tanks in lieu of 1x 10000- litre tank to cover the shortfall.
¢eU Eheeéui UEOOEltretank was R42%D End2x 5000- litre tanks should have costR8500; however, a total of
91x 5 000- litre tanks were supplied at the 1@00- litre tank cost of R9000, resulting in an excess charge of R250 (excluding
VAT)per 5000- litre tank supplied.

We identified instances of inaccuracies in the prepared weekly financial exposure reports prepared by Rand Water and
submitted to the DBE. Foexample, the finance report reflected apayment of R649650 for one of the tank suppliers in
KwaZulu- Natal. However, the actual supporting invoice paid for this supplier was R7811,75. We also identified a payment
for a tanker supplier of R367335that was allocated to the Limpopo province in e finance exposure report when the
supplier was appointed for, and delivered services in, Mpumalanga.

Recommendations

Rand Water should mplement proper record keeping for the water tanks to support accurate, complete and valid financial
and performance reporting , and should esure that an effective process is in place to confirm and verify services before
payments are made.

The accounting officer should ensure that a proper reconcilation is carried out for the stock order and delivered.
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The receivers ofgoods should be diligent in acknowledging and receiving goods to minimise the risk of possible
overpayment for goods and services not received.

Rand Water should ensure that scope changes are properly documented for all aspects of the changes agreed (quiies
and rates as applicable) andconsider amending purchase orders, which is not a difficult task.

Rand Water should strengthen the controls over the preparation and review of the prepared weekly financial exposure
reports to identify and correct inaccuracies.

Auditeesrresponse
Rand Water responded as follows:

A For both instances whereinvoice quantities and acknowledged delivery note quantitiesdid not reconcile, Rand Water

paid the service providerthe exact amount that was due in line the invoice ad the actual received tanks on the ground.

A The discrepancywe noted in terms ofthe number of tanks provided results from the conversion of two 5000- litre
tanks being provided in the place of theone 10000- litre tank that was ordered. There is change mangement approved
report to support this change.

A Theinvoice amount that we quoted for the discrepancy in the financial exposure report was incorrect.

The DBE notedhe findngE AAO vAAO uAgUE+r E EUE@CAEU: ¢é&U OUeé dieaiey tHa g

its internal control on this programme is broadly summarised as follows:

A There is a specific list of schools Any school not on this list will be treated as a variation in terms of clause 23.
A Expenditure is managed in terms of the pricing scledule that is limited to the following items:

O Supply, delivery and complete installation of 5000- litre tank (including plinth, distribution pipework and taps) at
cost, with a maximum average limit
Supply, delivery and complete installation of 1®00- litre tank (including plinth, distribution pipe work and taps) at
cost, with a maximum average limit

(@]

Delivery of water at cost

Potable water at cost
Implementing agent fee at %
Development facilitation fee at %

O¢ O¢ O« O« O«

Disbursements at cost, with a maximum limit.

A Theinstallation of temporary stands will be treated as a variation in terms of clause 23

A Any deviation from the defined scope of work (e.g. more thanne tank per school, tank delivered but not installed) will
be treated as variation in terms of clause 23

A Rand Water has not yet submitted @ayment certificate in terms of the payment schedule

A Rand Water inventories, orders, invoices, payments and delivery notes are not part of the DBHEEternal control s.

hoi gCEE+ EUEe CAEU
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However, the document only addressed the variation of quantities and not the variation of the rate. Rand Water
subsequently provided a credit note from the supplier dated 2@ctober 2020for the higher rate charged based on the
conversion of the tanks.

The invoice amounts we quoted were taken from the Rand Water prepared financial exposure report, therefore the report
contains inaccuracies.
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14. Financial management and accounting (DBE, Rand Water)

Credible financial statements are crucial to enable accountability and transparency. Accounting for the transactions,
assets and liabilities of departments using the public sectoraccounting frameworks is generally not complex. Below we
include matters we identified as part ofthe audit for this report which have the potential for material misstatement of the
interim and year- end financial statements if they are not given attention to prevent misstatements:

Cost of potable water

Per the Rand Water DBEwveekly financial exposure report dated 2 October 2020, we identified that no expenditure had been
incurred to date for cost of potable water. Therewas also no liability or commitments for the cost of potable water.In terms
of the signed implementation protocol agreement between the DBE, the DWS and Rand Water, the cost of potable water is
part of the scope of the project and will be charged at cost, in terms of the pricing annexure.

According to the implementation protocol agreement, the roles of the three parties to the agreemenwhen it comes to
covering the cost of potable water are as follows:

A The DBE wilprovide funding forimplementing the mandate underthe protocol in terms of the pricing schedule.

A The DWS williaise with water boards, water services authorities and water services providers to identify suitable
sources of potable water for the emergency water supply to public schools programme.

A Rand Water will be responsible for managing alfunds made available by the DBE for the execution of the mandate
efficiently and incompliance with regulation and must, in itsweekly progress report, ensure that it reports on financial
matters . Thisreporting must reflect funds received from the DBE, all expenditure made against such funds, supporting
expenditure documents andthe balance of funds remaining at each given time

At the time of this report, there were norecords of potable water cost (including water use and water quantities distributed
by tanker suppliers appointed), whichhas a direct impact on the balance of funds advared. The financial records are
therefore inadequate on thisarea ofgoods and services supplied(potable water) and the liability amount is unknown.In
addition, the potable water has been supplied since beginning Jun2020, but suppliers have not yet beemaid.

Recommendations
The three parties to the implementation protocol agreement,namely the DBE,the DWS and Rand Wateshould:

A consider an addendum to the implementation protocol agreement to regulate the financial reporting aspects of the
emergency programme that have a direct effect on the2 + 8 finéhcial statements

A properly coordinate responsibilities for the supply of potable waterthat affects the funding advanced for the project

A compile accurate and complete financial records on the supply, delivey and use of potable water on the emergency
water programme that will enable credible financial reporting

A implement adequate daily and monthly processing and reconciliation controls to manage the supply, delivery and use
of potable water.

Auditeesrresponse
Cost of potable water

Rand Water indicated that, acording to clause 5.2.2 to 5.2.4f the implementation protocol, the DWS was responsiblefor
identifying water sources, Clause 5.2.7 also mandateshe DWS to enter into agreements with the water authoriies. From
the agreements, Rand Water would have obtained thevater rates that the water services authority would charge for water
use. According to the implementation protocol agreement,y AAO p A g UE + mak&payiment ddok Wateg sErvices
authoritie s had submitted their claims. Rand Water has not receivediny claims from water services authorities, andthus
has not reflected or spent the allocationfor potable water supply. Based ornthe reasons above, Rand Water did not have
rates for the water that was used andit is therefore difficult for Rand Water to provide these financial records.

TheDBEagreed with the finding and indicated that an allowance for the cost of water was included in the initial cost
estimate of R610million and that the pricing schedule allows for payment for potable water. Without a written agreement
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with water services authorities that the water was provided at no charge, a provision should have been made in the
financial statements.

The remedial action includes geting the agreements to establish the contractual terms between the DWS and thevater
services authorities ,to determine the water rates, to povide billing information to the water services authorities and to
make payment.

PROVINCIAL DEPARTMEN: M~ M ¢: BEMERBENESUPPLY OF WATER BEBLECTED
PUBLIC SCHOOLS

Key auditfindings and observations

15. Site inspection observations - water tanks (KZN)
pU TCyeAEUO geU OUeAEgyUAgr E WAGQUE EgQCEAcU gAA+ EeUlieailAgicC
various discrepancies.

Water storage tank platforms did not meet specifications

At 18 of the 26 schools we visited (69%), the platform for the water storage tanks did not comply with the detailed
specification we were provided. We identified the following keyssues:

A The platform on which the water storage tank ismounted did not includea 100mm concrete slab above brickwork as
per the specification.

A At 15 schools, steel lip channelsvere used as the base of the platformon which the water storage tank is mounted
instead of the steel tubes as per the specifications.

A At three schools, there was significant corrosion of the steel material of the platform on which the water storage tank
was mounted.

A At one school,the steel platform on whichwater storage tank was mounted was not reinforced by of 50x50x5mm
angle bar at the base of the water tank stand to provide the required support.

Water storage tank installed on existing platform

There was an instance where the service provider installed the water storage tankon an existing platform at the school as

per the instruction of the school principal. Due to a limitation on the documentation provided for audit, we could not

OUgUEYi AU fae geU 1CEg Ce gelU euAgeCEY IJA Easthdprogres®regort i A gée U EU
submitted for audit reflected a cost 0fR23693,75 and R2849,53for the two water storage tanks installed at the school.

Poor workmanship of water storage tank platforms

Poor workmanship was evident in 13 (50%) of the concrete stas constructed, and in some instances we identified that the
tanks were not secured or the bases were uneven.

Concrete platforms for water tanks

Charles Memorial Combined Elangabini Junior Primary School

Primary School
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The concreteplatforms at Charles Memorial Combined Primary School and Elangabini Junior Primary Schal were not
built in accordance with the specification provided by the departmentas the platform did not include the 100mm concrete
slab and the width of the brick work was280mm instead of500mm for both water storage tanks. Furthermore, the poor
workma nship for the concrete platform at the Elangabini Junior Primary School was evident as the concrete was already
starting to contain cracks.

Steel standfor water tank at Steel standfor water tank Cracking on wncrete structure
Asibemunye Secondary School at Jabula Combined School at Elangabini Junior Primary
corroded and not level. with not level School

wood used to stabilise (inset)

There was significant corrosion of the sted stand for the water tank at the Asibemunye Secondary Schoaind theconcrete
pillars installed to support the steel stand were not level, which resulted in a square piece of woodbeing used to stabilise
the stand. At the Jabula Combined Schoaglthesteel stand for the water tank was not level due to the use of defective
material. The concrete structure surrounding the stay for the water tank at Elangabini Junior PrimarySchool showed
cracking.

Recommendations

The department should conduct detailed inspecions of the water storage tanks installed by the implementing agents at the
school to assesswhether the quality of work in accordancewith the specifications before making payment. The
department should submit asnag list for defects tothe service provider and no payments should be madentil the defects
have beenrectified.

The department should either hold the implementing agent accountable for having the defects rectified or recover the
expenditure incurred. The department should review the actions ofits officials and consider appropriate corrective
measures.

Auditeesrresponse

The KwaZulu Natal education department responded that the change in specification was due to the steel shortage arising
from the national lockdown restrictions. The department mnsidered viable alternatives that served the situation to cater
for the shortage of steel. Management commented that where corrosion is evident the contractors will be sert back to
rectify the defects. The department alsoindicated that it will adjust the cost accordingly when it makes thefinal payment to
the contractor.

hoi gCEE+ EUEe CAEU
We noted he reasons management provided, but the change in specifications wasnot supported by written approval of the

variation. For the response relating to the corcrete platform, we acknowledge that the 2100mm concrete could be
compacted within the brickwork and thusnot visible. However, management did not respond to allhe issues relating to the
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deviation from the specification of this project, namely, brickwork above the ground should be 500mm in width but was only

280mm in width (see point3,above). AAA¢ Uy UAgr E 1T Cy y UA g Ehe paoEnGrkntainstip. ACg AOOEUEE g

16. Upgrade to water facilities (MP)

At the Mpumalanga education departmentwe identified that suppliers overcharged the department for upgrades
performed at two schools. One school bought two water tanks for R7000 per tank while the other paid R5200 each for
two tanks, compared to a reasonable price of R2900 per tank. This resulted in an overpaymenodf R12800.

Recommendations

The education department should strengthen itscontrols around the review and processing of transactions for goods and
services to ensure that the pricessuppliers charge are reasonable and relevant to the scope of work perfomed. The
overpayment to the suppliers must be recorded in the fruitless and wasteful expenditure register and be investigated.

Auditeesrresponse

Managementdisagreed with the finding as the appointment was completed bythe provincial public works department,
which is the departmental implementing agent, while the education department approved the project cost and scope and
not individual items. Thus the matter will be referred tothe provincial public works department for investigation and
handling, since payment was in line with the total approved project cost.

hoi gCEE+ EUEe CAEU

We will follow up on the outcome of the investigation.

17. Challenges noted in the provision of water to schools (GP)

We visited selected schools across all Gauteng education distrits to confirm that the department had installed water
tanks. We also interviewed school principals to determine whether the schools had experienced anghallenges around the
supply of water and, if they had, whether the department had addressed the challeges to help curb the spread of covie19.
Based on these site visits and interviews, we determined that:

A oneschool did not receive water tanks from the department and hence did not receivea supply of water

A schools experienced various challenges around access to water, with one school not receiving any water from the
department despite experiencing water challenges and frequent shortages, which the principal indicated affected
learning and teaching.The school had touse its own funds to pay for water suppied by the nearest municipality

A at one school, he delivery note for water, dated 2Qune 2020, did not indicatehow manylitres of water were delivered
to the school, and we weretherefore A AAT G U ¢gC 1 CAai Hnvoicingdnd payhenAptagesd) A § r E

Recommendations

The districts should implement monitoring and oversight for the appointment of service providers, and should monitor and
manage the provision of water.

Auditeesrresponse

The Gauteng education department disagreedvith the finding and indicated that municipalities and other utility agents are
the competent authorities for the provision of basic services in schools, including the provision of potable water.The
department indicated that, sincethese services are not always provided or are not provided consistently, it hadto make
alternative arrangements to provide these services to ensure that the rights ofschool users were not infringed upon. The
department thus provides water to schools that experience provision challenges by install ing boreholes and delivering
water trucks to schools. The department also indicated that sincesome school water provision challenges are temporary,
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the affected schools have to log a request for thevater delivery to avoid the department sendng water to schools when it is
not needed.

On the specific findings, thedepartment responded as follows:

A Oneschool has no basicsupply of potable water from the municipality and was supplied water through an installed
borehole at the school. The borehole hasubsequently run dry and the school arranged for the local municipality to
provide water through truck deliveries , although there have beersome challenges with consistent delivery . The last
time the department received a request forwater delivery at the school was e 17January 2020, and the waterwas
delivered based on the request

A The school is being providedwith water by the municipality. The areasometimes experiences low water pressure from
Magalies Water.To addressthis issue, the school installed two water pressure pumps to increase water pressure. The
department has not received any request for water deliverysince June 2020.

A Thedepartment supplied us with adelivery note that was stamped and signed off by the schoaind thatshowed the
amount of water that was delivered to the school.

hOi geépbirise
We selected he schools based on a lisbf the identified schools with water challenges that was provided by the

department. We obtainedhe information through interviews with the principal s of these schods and by inspecting the
schools during our audit. During our interviews with the principals, the indicatedthe followi ng:

A The school boreholehas not been functional for over four years, and the school has made numerous attempts to
communicate with the department. Based on the circumstances at the schoolit is unrealistic and unfeasible for the
school to write to the department frequently to request water. Theprincipal indicated that it is known that the school
does not have running water, andt should be continuously provided with water for its operations.

A At the time ofthe school visit and inspection,we noted that the water pumps were not functional. The principal indicted
that the pumps hadonly worked for six months after installation and that the lack of water is aconstant problem that it
has communicatedto the departmentwith out receiving anyassistance.

A Based on theoriginal evidence we collected at the school, not all delivery notes indicate the quantity of water delivered
to the school.

Given that water is essential for sanitising during a pandemic, the department should have ensured that the identified
schools were adequately prepared for reopening and solicitedthe schoolsr i dh &b spverity of the issues surrounding
their water supply, as well as the watersupply required.

EMERGENCY SUPPLY BASIC SANITATION SBRCES TO SELECTEDBLIC SCHOOLS
Key audiitfindings and observations

18. Emergency supply of sanitation site visit observations (DBE)

Between two and four mobile toilets were delivered to each of the schools on the emergency sanitation list.

Needs analysis

¢cei E Oi O ACg yUUg geU EIi eCCuE+r AUUOE 1 Ul ANkaditheng BrimgrgSthool AEJ i Ag
(640 learners, 17 teachers and three support staff) and Dithamga Secondary School (467 learners and 19 teachers) the

four mobile toilets provided were not appropriate or sufficient when all learners need to attend school. The principals of
both schools indicated that the toilets quickly reached capacity and one weelg service was not sufficient.
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Supply and delivery

During our site visit, we identifiedthat some of themobile toilets had no vertical support,which is a safety and security risk.
We made the following observations during our site visits:

A At NkadimengPrimary School, the mobile toilets that the contractor initially provided to the schoolwere not up to
standard and new toilets were only delivered after complaints by the principal. Both the initial mobile toilets and the
subsequently delivered toilets had no vertical support and there were instances where the toilets were blown over by
the wind, making them unusable until they had beenserviced and cleaned.

A At Dithamaga SecondarySchool, there was no vertical support for the mobile toilets delivered.

Toiets delivered to Nkadimeng Primary School andDithamaga Secondary School
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Initial mobile toilets delivered to No vertical support to mobile tanks No vertical support to mobile tanks
Nkadimeng Primary School blown over delivered at Nkadimeng Primary delivered at Dithamaga Secondary
by strong winds School School
Recommendations

The DBE should esure that proper needs assessments that are responsive to theE T & Cii2édi are performed so that the
response to the pandemic is sufficiert and the desired objectives are met

Where there are a lot of learners at a school, the DEB shouldvaluate whether cleaning the mobile toilets once a weekis
adequate. The department should also evaluatevhether it is deriving value for money where mobile toilets fill too quickly
and cannot be used untithey have beenserviced.

The DBE shouldrispect the initial delivery notes from the contractor to determine whether management was charged
double for delivery of defective mobile toilets.

Auditeesrresponse

TheDBE indicated that itis the responsibility of the provincial education departments to ensure adequate sanitation.As an
emergency measure, theDBE assisted with the provision of mobile toilets to ensure the initial r@pening of one grade per
school after the lockdown.

The DBE indicated that ouobservation that the number of mobile toilets does not meet the full sanitation requirement is
true, but irrelevant in the context of thecovid- 19 emergency programmelt also indicated that he recommendation on the
needs assessmentand weekly cleaning does not applyas the covid- 19 emergency sanitationinitiative was never intended
to serve the full complement of learners and educators.

TheDBE issued a list of schools to thémplementing agents with clear directions for the installation of mobile toilets. At
each school, theiAE g AG 4 UE & Ad&ppydeter ffomdha priAcipa (onrepresentative) to confirm acceptance of such
installation.

All toilets that were delivered to schools but not secureddo not meet the requirements agreed on.
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Thecovid- 19 emergency sanitationnitiative was never intended to meet the sanitation needs of the schools in compliance
with the school infrastructure norms and standards.

Thecovid- 19 emergency sanitationinitiative has not been concluded and final cashup must still be concluded, and

A anyirregular expenses will be recorded as such in thefinancial statements
A any fruitless andwasteful expenses will be recorded in the financial statementsand recovered from the contacted
party or parties.

The departmentagreed with the recommendationon] AE& i A¢ hé OU thappyletieds. ACgUE AAO .
hoi gCEE+ EUEe CAEU
The emergency sanitation initiative was implemented because of the covidl9 pandemic outbreak and the announcement
that schools would reopen on 8June 2020. As part of the strategy to contain theovid- 19 pandemic, proper water supply
and sanitation were defined as essential services for the reopening of schools If the response does not adequately
address the need, then the initiative may not have completely met its objective. Although the provincial education
departments are ultimately responsible for ensuring adequate sanitation in terms of the school infrastructure norms and
standards, the DBE was responsible for theemergency sanitation initiative.

19. Site inspection observations - handwashing stations (KZN)

We conductedsite verifications to verify the existence and quality ofhandwashing stations in accordance with the
specifications submitted by the department. During our site verification , we identifieda number of deficiencies, including
the following key findings:

1. Although the district offices determined the needs of each school, there was an oversupply cd total of 12handwashing
stations across four of the 26 $hools (15%#t atotal cost of R70716. This may resulin payments being made for the
oversupply or in some schools not receiving their allocation of handwashing stations. The department would need to
perform a comprehensive reconciliation of handwashing stations supplied against the needs determination of each
school before payments are made.

2. We verified 18 handwashing stations during our audit, 109 (60%9f which were not in use for various reasons. These
include most schools having apiped water supply, although some schools haveno water supply and, in some
instances, handwashing station taps were broken. For the four schools that were oversupplied with handwashing
stations, 23 of the 3handwashing stations supplied were not used, while 116 (64%) tiie soap dispensers were empty
Of the 7Zhandwashing stations that were in use, 1724%)did not have soap in their soap dispenserThehandwashing
stations are clearly not achieving their intendedpurpose, which isgrounds for possible fruitless and wasteful
expenditure since proper planning was not done, theneeds determination was flawed and the requisite monitoring
was also not done.

3. We identified thefollowing problems that indicate that the specifications stipulated by the department were not
complied with:

O For 109 of the 18fandwashing stations (60%), the steel structure of the stand, which is relatively new (Jul2020),
showed evidence of rust or was not properly treated with oxide paint to prevent rust, which reduces the lifespan
of the structure.

O In57 instances(31%j)the dimensions of the stand material did not comply with the specifications, e.g. steel tubing
was replaced with angle bar.

O In49 instances (27%jthe steel stands were not properly secured, e.g. not bolted to the wall, bolts weredose,
stands were not level, the legs of the stand were off the ground (in the air).

O In113 instances (62%jomponents were missing or not supplied by the service provider,as confirmed by the
school, e.g. no taps and no buckets for the water outflow &m the sink.

O For 148 of the tanks (82%)he quality standard brandor logo was not evident
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O In 42 instances(23%) the handwashing station s sinks (basins) did not haveoutflow pipes to direct the water flow
into the bucket or nearby drainage.

4. We idenified poor workmanship in 23 instances (13%) where the taps, soap dispenser and the sink (basin) were not
properly aligned in relation to each other,as well as34 instances (19%) of leaking taps, tanks or soap dispensers.
5. Three schools (12%) did not hawedequate security to protect the equipment provided by the department.

These findings clearly indicate that the implementing agent did not properly manage the project anddepartment officials
did not properly monitor it. The norncompliance with the specifications and the poor workmanship compromises the
integrity and diminish the usefulness of thehandwashing stations, in some instances creating a safety hazard for learners.

Handwashing stations

Elangabini Junior Primary
School

Isigalo Junior Primary
School

Eminyezaneni
Secondary School

Mpophomeni High
School

Elangabini Junior
Primary School

Themetal structures for the handwashing stations installed at the Elangabini Junior Primary School and Jabula Combined
School were rusting . The structure used at the Elangabini Junior Primary alsalid not meet the specifications, as angle iron
was used in the structureinstead of square tubes.

Thehandwashing stations structures at Cosmo Primary School and Isiqalo Junior Primary School were not adequately
secured asthey were not affixed to permanent structures.

Thehandwashing station at Eminyezaneni Secondary School was missing a tap and soap gienser. At Mpophomeni High
School, the tank, basin and soap dispensewere removed from the handwashing station, whichwas not level, and kept in
storage becausethe nozzle of the soap dispenser and water tankroke . Thehandwashing stand atElangabini Junior
Primary School was not secured to any fixed structure

Recommendations

The departmentshould conduct detailed inspections of the handwashing station s installed at the schools to assessthe
quality of work and ensure that it meetsthe specifications before making any payments. The department should submit a
snag list of defects to the service provider and no payments should be madeintil the defects have beenrectified.
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A full reconciliation is required to determine the actual financial implication (overpayments, exceeding budget, recovery,
penalties) and shortfall of handwashing stations at other needy schools.

Thedepartment should investigate the possible fruitless and wasteful expenditure .
The department should embark on proper holistic planning ancheeds determination

The department shouldeither hold the implementing agent accountable for having the defects rectified or recover the
expenditure incurred. The departmentshould review the actions of its officials and consider appropriate corrective
measures.

Auditeesrresponse
We received the followingresponses from management:

1. The KwaZulu Natal education department disagreed with the audit finding for the oversupply ofhandwashing stations.
The implementing agent noted the duplication in the allocatin ofhandwashing stations and instructed the contractors
to remove the oversupplied handwashing stations. No paymentshave yet been made

2. The department acknowledged the finding andalso procured liquid soap and provided it to the district. The school
needs toarrange with the district and the circuit to pick up the liquid soap and ensure that theyegularly fill the liquid
soap dispensers.

3. Managementindicated thatit is currently doing verifications and where defects are identified, itwill notify the
implementing agentto arrange for the contractor to effect repairs. No payment has been processednd payments will
only be processed once theseverifications have been concluded

4. As part of the current verifications process, the department is notifying the implementing agent of the leakages and
workmanship deficiencies as they areidentified and implementing agentwill instruct the contractor to rectify the
defects.

5. As part ofits school safety strategy, the departmentis installing security fences at schools to increase security.

hoi gCEE+ EUEe CAEU
pU ACgU vy A AdognenistHaweveE management: disagreement with the indicated cost is not justified. The
department should investigate the oversupply of handwashing stations to determine the reason andtake appropriate
action against the responsible party. Dick Ndvolu High Schoaleceived 12handwashing stations instead of six
handwashing stations, and weconfirmed during our verification that all 12handwashing stations were severely vandalised
and not inuse. Thusthe handwashing stations are already impaired and additional costs would have to be incurred to
return them to their original condition. This cost could easilyequal the original estimated cost of thehandwashing stations,
depending of the seveity of the damage At other schools where the handwashing stations are in use, the school must have
already placed thehandwashing stations at strategic locations for learners and educators to use and removing the
handwashing stations would result in the principals moving the existing handwashing stations to new locations. The
department should reconsider its decision toremove the oversupplied handwashing stations from the schools andrather
take appropriate action against the responsible party, being thecontractor or implementing agent. This action should not
incur additional cost by the department.

20. Non- compliance with SCM legislation (DBE, MRTT)

The process for inviting bids, evaluating received bids and awarding bids is explained in legislation and thestruction
notes issued by the National Treasury, but weaknesses arise when the prescribed procurement process is not followed or
when deviations processes are misused.

Tax compliance

At the DBE, we identified one quotatiothat was sourced and awardedto a mobile toilet supplier that was not tax compliant,
which contravenes treasury regulation 16A9.1(dand National Treasury Instruction Note No. 4Aof 2016 17.
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MRTT made an award of R34576 to a supplierthat was not verified to be tax compliant at thetime of the award, contrary to
treasury regulation 16A9.1(dand National Treasury Instruction Note No. 4A of 20146L7.

Quotation process

The DBE awarded quotation$o seven suppliers that did not submit a declaration of whether they were employed by the
state or connected to any person employed by the stateCSD printouts to @nfirm CSD registration and taxcompliance
were also not available for these seven suppliers We also noted that the SB[ forms were dated after the award date for
five quotations sourced, which contravenes National Treasury Practice Note No7 of 2009 10and National Treasury
Instruction Note No. 4A of 2016L7.

For one contract amounting to R432000, MRTT obtaird only two quotationsfrom potential suppliers instead of obtainingat
least three quotations, which contravenes paragraph 3.3.2f National Treasury PracticeNote No. 8 of 200708. MRTT also
did not documentthe reasons for not obtaining at least three quoations.

Approval of awards

At MRTT, four quotations to the value of RBinillion were approved by the supply chain and administration manager and not
by the chief executive dficer who is delegated to approve financial matters above R30000.

Recommendations

The DBE and MRTT shouldrengthen internal controls and implement proper review processes over the bid evaluation
process to ensure compliance with all applicable legislation. Management should also implement controls to ensure that
all awards to suppliers are approved by the appropriate levelof responsibility.

h Oi gegporse
Tax compliance

The DBEagreed with the finding on non compliant tax status and indicated that the supplier had since corrected their tax
matters with the South African Revenue Service However, MRTT managementlisagreed with the finding and notedthat
the service provider's tax status for VAT and PAYE was compliant however the income tax was not compliant and will
submit the tax clearancethat was used.

Quotation process

The DBE acknowledged the implementing agent's response andgreed with the audit findings. It was agreedby the

implementing agent that the SBD4 and CSDregistration were not requirements when quotations were requested. This was

an emergency situation, which was and still is unprecedented, and called for quick action as U A E AndB B h T AliealtE E +

and safety, and by implication their lives, were at risk. The brief was to procure over@00 temporary sanitation facilities to

overl 1+ ET 8CCUE géeEChc¢eChg ziyecCeC AAO géeU 8AEadgtehEohwasAeydd 1Ji gé
to not comply with applicable laws; however, due to the emergency nature of the situationthere was notenoughtime. That

being said,the DBE still tookcare to procure from local small, medium and micro- enterprises at competitive prices, taking

into consideration the limited number of both suppliers and available sanitation units throughout the country.

The DBE agreedvith the finding that the dates on the SDB 4 formsvere dated after the appointmentof the service
providers . This was a unprecedented time and the nature and the urgency of the situation resulted in the SDB 4 forms and
other administrative documents being finalised after the service providers were appointed.

TheDBEindicated that the implementing agent- Eippler CSD regstration s will be confirmed for all suppliers prior to
appointment. All future RFQswill include the required SBD forms in the specification document forrespondents to
complete prior to any appointments.

TheDBEindicated that itwill implement the following remedial action:

A The current implementing agent arrangement will be reviewed, as several audit findings resulted from the
iyeuuUy UAgQiSICMpricesded.gr E
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A Allirregular expenses will be recorded as such in thefinancial statements.

MRTT ranagementdisagreed with the finding as the service provider E  wiiiah Shows amounts, quantities and
description and which was signed by the service provider,was attached to the submission tothe auditors. However, when
we received the documents after they had leen packagedand transported, the third quotation was not attached.

Approval of awards

MRTT ranagement disagreed that some awards were not approved by the appropriate level of authorityastheUA g i g J + E
SCMpolicy states the delegation of authority very clearly.
hoOoi gCEE+ EUEeCAEU
Tax compliance
MA EUEeéCAEU gC _v¢ ¢+ Eehadnathecevgdthd qutstEndifgaak deardnce ckttificate for further
evaluation at the time of this report.
Quotation processes
We had not received e outstanding quaation from MRTTfor further evaluation at the time of this report.
Approval of awards
MA EUEeCAEU gC _ve¢cecrE EUEeCAEU géuU z-_ eCuild EgAguUO geAg A
delegated authority. We could not determine whetherthe SCMmanager had been delegated the powers to approve
quotations above R300000 because management did not provide us with relevant evidence to support their response.

21. Mobile toilets delivered to closed or nan- viable schools merged with other schools (DBE)

We identified deliveries of mobile toilets to schools that wereclosed, provisionally closed or already merged with other
schools based on the process of mergers and ationalisation of small and non- viable schools.

Schools that were closed, provisionally closed or merged with other schools but had mobile toilets delivered

Delivered Hlohlodi Provisionally closed ols Not provided
Delivered Lekiting Closed 2019 Merged with Mafifing; letter from MEC
Delivered Malaka Provisionally closed ols Not provided
Delivered Mmamafa Provisionally closed 2020 Low enrolment;learners moved to various nearby schools
Delivered Mosehleng Provisionally closed 2020 Merged with Ambergate
Delivered Tswelapele Provisionally closed 2020 Mergedwith Reenpan and Heuningvlej letter from circuit
manager
Delivered Manokwe Provisionally closed 2020 Low enrolment; letter from circuit manager
Delivered Mamrunyana Closed 2018 Closed because of low enrolment
Delivered Selwabosego Provisionally closed 2020 Merged with Ggopedi letter from circuit manager
Delivered Hwibi Closed 2019 Merged with Nong Modikwg letter from MEC
Delivered Dambavhusha Provisionally closed 2020 Mergedwith Pfano;letter from circuit manager
Delivered Hoopdal Provisionally closed 2017 Not provided
Delivered Thete Provisionally closed 2020 Mergedwith Mohlaletse
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Recommendations

The departmentshould use resources careful ly to avoid unnecessary waste, as required by sectios 38(1)(b) and 45(bpf
the Public Finance Management Act. Apropriate steps must be taken to recover payments that did not delivervalue for
money andto ensure that such expenditure is disclosed appropriately in the annual financial statements.

The department should ensure that internal procedures and internal control measures are in place for the approval and
processing of payments. These controls should provide reasonable assurance that all expenditure is necessary,
appropriate, paid promptly,and adequately recorded and repated on.

Auditeesrresponse

The DBHdentified 3898 schoolsthat depend on basic pit toilets. This list defined the scope of work for theanitation
appropriate for education (Safe) initiative . Severalsanitation projects were being implemented byprovincial education
departments, donors, the accelerated school infrastructure delivery initiative (Asidi) andimplementing agents appointed
under the Safe initiative.

¢ & Uhallocatedrschools became the initial scope of work for thecovid- 19 emergency sanitatbn initiative .

The DBEacknowledged that there were some changes to the list due to new requests fronprovincial education
departments.

TheDBE issued a list of schools to themplementing agents with clear directions for installation of mobile toilets. Ateach
school, theiAE g AG 4 UE & A&ppydeter fiomdha priAcipa (onrepresentative) to confirm acceptance of such

installation. If theimplementing agent installed mobile toilets at closed schools,itwCh t O 1 U i yée CEmRappya U g C Ci

letter. The department is still in the process of following up with the implementing agents on these schools.
Thecovid- 19 emergency sanitationinitiative has also not been concluded and final cashup must still be done, during which:

A any irregular expenses will be recorded as such in thefinancial statements
A any fruitless and wasteful expenses will be recorded in the financial statementsand recovered from the contracted
party or parties.

22. Internal control weaknesses (MRTT)
Proof of delivery of service

MRTTdid not attach three delivery notessigned by the school principals to payment vouches totalling R1,2million .
Consequently, wecould notconfirm if the service had beenreceived by the respective schools

Recommendations
Management shouldensure that aneffective process is in place to confirm and verify services before payments are made
Auditeesrresponse

MRTT management agreeavith the finding that delivery notes were not attached to the payment voucheand will contact
the service providers andthe schools to obtainthe delivery notes for services rendered,

Conclusion

The DBE needs to strengthen the needs determination process, as this is an important planning aspect that significantly
impacts whether the initiative will achieve its objective. Our audit highlighted significant deficiencies for the emergency
supply of water, which will result in significant unnecessary expenditure that could have been avoided because @yments
for goods andservices received are still ongoing.
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Although the project funds spent by Rand Wateon the initiative are in the process of being verified by DBE, the department
will need to satisfy itself that the funds have been spent icompliance with the terms of the Public Finance Management Act
and that there are noirregulari ties, based on the internal control deficiencies and risks included in this report. To that
effect, the departmentneeds to reconcile andverify all supporting documents, including proof of actual delivery for funds
spent and acomplete and accurate invenbry list.

With regard to basic sanitation services, our site visit observations indicated that there is still a dire need for safe and
appropriate sanitation facilities at various schools. Although the initiatives alleviated the pressures on the school system
for appropriate sanitation in response to the pandemic, it is not a sustainable solution for the sector.fie education
departments need to ensure that theyprioritise and address the underlying root causethat resulted in the need for this
initiative, which is the inappropriate sanitation backlogs at public schools compared to the requirements of theschool
infrastructure norms and standards.

The departments should also implement controls to ensure that all goods and services received are checked agagt
orders and put in place areffective process to confirm and verify services before payments are made

We have engaged the accountingféicer s on the findings, which theyacknowledged with appreciation. The departmens
senior management teams will take the necessary actions to attend to thematters raised.

We will follow up with the departments to assess the progress on the corrective actions taken.

OVERALLCONCLUSION

Overall, our findings on the provision of PPE and the emergency supply of potable watand basic sanitation to selected
public schools indicated that sufficient preventative controls had not beenimplemented for the education sector initiative s,

These initiatives exposed weaknesses that had been in the system of the education sector foeng time, includingalack of
planning, internal control shortcomings and a lack of proper monitoring and oversight. This significantlyimpacted the
quality and value for money of thegoods or services delivered in some instances.

The education sectorwith the assistance of the internal audit functions, should use the internal control deficiencies
reported in the first special report and above to put in place preventative controls to close the gaps as it prepares for the
2021 academic year.

The accounting officers should ensure that non-compliance findings are investigated to determine whether there was
misconduct in the SCM processesWhere misconduct is confirmed, dsciplinary hearings should be held. Allactual and
potential irregular ,as well asfruitless and wasteful expenditure should also be timeously investigated to determine
whether such expenditure should be recovered from the responsible officials.

The accounting officers should follow through on the commitments madeto implement our recommendations for
improving the internal control environment.

We are continuing ourengagements with theaccounting officers and will follow up on the planned actionsin future reports.
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QUARANTINE SITES

e e THNEEEEEE

Purpose of initiative

e

Identification and provision of
properties that can be used as
quarantine sites and self-isolation
sites by the public works sector

Auditees

Department of Public Works and
Infrastructure

Provincial departments of public
works

Property Management Trading Entity
* National and provincial departments
of health

Focus of our audit

Spending of funds in accordance with intended purpose
Procurement of goods and services, and contract management
Adherence of properties to health department requirements
Decommissioning plans for quarantine sites

NEXT
P Budget and expenditure >
Budget (R million) R3122 MENU
Expenditure (R miIIion) -~ R258 Total expenditureR839 [_
. . PREV
m Expenditure as at 31 July" Expenditure from 1 August to 30 September
<

STATUS OF IMPLEMENTFON OMNITIATIVE

As at 3Duly 2020,the National2 Ue AEgYy UAg Cae shi il pCE-E AAO MAweb&&BgERT ghEU: E
quarantine sites was 6123 Of this targeted number, the sectorhad provided 510 (8%) sites to thBlational Department of

Health (DoH) for assessment, which resulted in 192 (38%) sites being activated for use. On/&9gust 2020, thehealth

minister reported that the recovery rate was 86%and given that the number of covid19 cases has decreasedhe need for

the public works sector to identify and provide quarantine sites for assessment and activation by the DoH had significantly

decreased. Therefore, considering the reduced uptake and that people mainly preferred to selfisolate in their homes, as

well as the shift from quarantine sites to providing field hospitals, there was no need for thepublic works sector to avail

new sites, and thel 92 sitesthat had already been activatedcontinued to beused as and when the need arose

With no new quarantine sites having been identified, thexpenditure at the end ofSeptember 2020had decreased by56%
compared to the expenditure reportedat the end of July2020. Forty-three per cent of the expenditure incurredafter

31July 2020related to the Property Management Trading Entity PMTH for activation of quarantine sites in Gauteng,
KwaZulu- Natal and North West while the remaining 57%was split between the Western Capethe Free State Mpumalanga
and the Eastern CapeLimpopo remains the only province to datethat hadnot spent its allocated budget since it was made
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available. The expenditure inLimpopo wasincurred by the DoHat the beginning ofthe lockdown when South Africans were
repatriated from Wuhan, China

Spending variance from what was reported in the first special report to30 September 2020, by province (Rnillion)

Totals (Rmillion) * audited on a Gauteng Limpopo
sample as at30 September 2020
1509 Budget 36 Budget
Budget=R3122 320 Actual-31Jul 0 Actual- 31Jul
31July actual =R581
30 September actual = R258 0 Actual-30Sep 0 Actual-30Sep
National North West Mpumalanga
829 Budget 10 Budget 42 Budget
48  Actual—31Jul 8 Actual-31Jul 8  Actual-31Jul
110  Actual-30Sep 0 Actual-30Sep 38  Actual-30Sep

Free State
Northern Cape 69 Budget KwaZulu-Natal

20 Budget 15  Used-31Jul 214 Budget

0 Actual—31Jul 34 Actual-30 sep 113 Actual - 31 Jul

9 Actual-30Sep 0 Actual-30Sep

Eastern Cape
Western Cape 37 Budget

19  Actual-31Jul
356 Budget

14  Actual-30Sep
51  Actual-31Jul

53  Actual-30Sep

In May 2020, the DPWI committedo develop a disposal strategy together with theDoH. This strategy is a decommissioning
plan for state- owned quarantine sites, which would outline how the DPW!I would dispose of assets, renovationequipment
and other health appliances it had purchased to the DoHafter the pandemic. However, this commitment did nomaterialise
due to the lack of monitoring and oversight bythe leadership within the sector. There is no immediate need for a
decommissioning plan dueto the expected second surge in infections butDPWIlhas indicated that itshould still prioritise
the strategy so that the disposal processcould unfold seamlessly, which would allow the government to continue touse
the assets procured for quarantine facilities. Adecommissioning strategy is not needed where privatelyowned quarantine
sites were used, as these facilities were provided to the government fully furnished with allthe equipment neededto
quarantine the occupants. These facilities incurred theexpenditure to appropriately equip the sites andthe government
only paid for the actual duration ofthe people's stay.
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http://intranet/sites/SupportServices/ARD/COVID-19RG/COVID19%20audits/SR%202%20Reporting/3.%20QC/Quarantine%20sites/Nat%20A/Quarantine%20sites%20budget%2030%20Sep%20%202020.xlsx
http://intranet/sites/SupportServices/ARD/COVID-19RG/COVID19%20audits/SR%202%20Reporting/3.%20QC/Quarantine%20sites/Nat%20A/Quarantine%20sites%20budget%2030%20Sep%20%202020.xlsx
http://intranet/sites/SupportServices/ARD/COVID-19RG/COVID19%20audits/SR%202%20Reporting/3.%20QC/Quarantine%20sites/Nat%20A/Quarantine%20sites%20budget%2030%20Sep%20%202020.xlsx

FIELD HOSPITALS

As we reported in the first special report, the provincial health departmentsalso tasked the public works departments with
acting asimplementing agents for field hospitals in the following six provinces: Mpumalanga,the Northern Cape, KwaZulw
Natal, the Western Capethe Eastern Cape and Gauteng. However, similar to Limpopdhe Northern Cape did not
experience a surge n the number of covid 19cases anddid nothave any financial transactions relating tofield hospitals.
TheFree State wasone of thehighly impacted provinces and subsequently enlisted the provincial public works
departments to serve as implementing agent to assist with identifying and upgrading field hospitals or temporary
structures.

TheDoH is the budget holder for thignitiative and is responsible for the record keeping, including tracking the number of
field hospitals or temporary structures erected in response to the pandemic, the r@orting of expenditure andthe
decommissioning plans. However, whilei g i E  éeépbhsitdli€y kowmBnitor, report and account for field hospitals and
temporary structure s,these properties will be managed by the DPWas the custodian of government properties As
implementing agents, the provincial public works departments are also responsible for related procurement activities. The
leadership of the DPWI and the DoH should assess the impact kéy findings raised in this area, which we will follow up as
part of our audits going forward. The chapter on healthare services in this report gives more details on the progress made
with the implementation, spending against budget and findings on the field hospitals.

AUDIT SATUS

In response to the procurement and contract management related fraud risks cited in thefirst special report, our fraud
and investigation specialists performed fraud risk assessments and data analytics. The data analytics performed revealed
the top 50 high-risk suppliers related to covid- 19 spending in the public works sector. Aftethe first special report ,we
provided this information to the fusion centre to consider and further investigate as they deem appropriate.

In all provinces exceptLimpopo and North West, where no expenditure was incurred, the top 50 suppliersidentified by data
analytics were considered for sampling and testing of emergency procurement. Our built environment specialists
performed site visits in response to risks related to fictitious inclusion on the database of quarantine sites that may not
have been properly assessed to be compliant. Some site visitéor Mpumalangaand Limpopo could not be performed

during the auditing for reporting in the first special report because oflimitations caused by a lack of accountability between
the national and provincial public works departments. However, we performed these visits after the necessary information
was provided. In addition, in the five provinces whereve had performedsite visits, we subsequently obtainedall the
information from the DPWIland concluded further audit procedures related to confirming site assessment and activation.

We alsoreported that there were state- owned sites where the DPW!I had spent funds on purchasing bednd furniture ,and
onrenovating the sites. Therefore, we performed procedures to assess whether such assets were used and whether they
could be transferred to the DoH or other organs of state for service delivery use after the pandemic. At the date dfis
report, the DPWI was still engaging the Department of Social Developmertb assess possible transfer of these assets for
use in other facilities under its mandate, as the furniture and equipment are not fit for purpose to be transferred to the DoH
because they are not specialised and therefore not of the prescribed standard for use in health facilities.

The post pandemic use of assets purchased to resource quarantine sites was cited as one of themerging risks in the first
special report. We performedprocedures to confirm the existence of decommissioning plans for state- owned quarantine
sites and assessed the content of such plans where they did exist to confirm the type of assets covered in the plan and the
use of such assets and equipment after the pndemic. Where quarantine sites were decommissioned, we evaluated the
impact of equipment and assets that were acquired bypPWIland how these should be accounted for \wen transferred to

the DoH or any other organ of state for furthewuse after the pandemic. Except forthe Western Capewhere quarantine sites
were decommissioned, all other quarantine sites selected for this purpose were still active. However, the procedures for
the decommissioning process will have to be followed up until all state owned quarantine sites are no longer in use and all
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assets have been decommissioned and/or transferred to other organs of state Wewill follow up on all provinces that made
use of state-owned properties as quarantine sitesin future reports .

We will follow up onthe findings raised on the procurement process that have a monetary impactsuch as possible
irregular, fruitless and wasteful expenditure, during the normal annual audit for 2020- 21 to confirm that they have been
properly disclosed and that the corrective actions that management committed to under key findings have beentaken.

ACTION TAKEN IN RESINSE TO PREVIOUS RERT

We performed follow - up work at thePMTEthe Eastern Capeandthe Northern Cape,where we reported findings in the first
special report, to determine the extent of implementation of commitments. We requested aformal response, together with
substantiating evidence, from the accounting officers to establish the extent to whichthe commitments made were
implemented.

The table below reflectsthe progress made by accounting officers and the executive authority within the public works
sector on commitments made.

Status of commitments implemented

National * PMTE Partially implemented

Eastern Cape Partially implemented No action committed

Northern Cape No action committed No action committed

Four ofthe commitments made (66%)by the PMTEaccounting officer were implemented, one (17%) was partially
implemented, and one (17%}yas not implemented. We commend theDPWIfor implementing most of the commitments
made. This, to some extent, gave effect to the objective of the redime audit, which is to assist in early identification of
issues to allow for corrective actions to be taken timeously and to prevent the flagged risks cited irthe first special report
from continuing or materialising.

We reported that controls were inadequate to maintain records for all quarantine related transactions and prevent
overpayments. Coordination and accountability at sector levelalso had to be enhanced In response to the above, the
accounting officer enhanced controls around record keeping, includingtracking of covid- 19 expenditure maintaining DoH
compliance certificates and improving security controls around data (i.e. integrity of Excel databases of quarantine sites)
The accounting officer also incorporated a requirement for dietary needs andoccupantidentity numbers to be used during
invoicing in the newservice- level agreement (SLA) to prevent overpayments and non- adherence to prescribed rates.

While the accounting officers of the DPWI and the DoH committed to engage their respective sectors in an attempt to
resolve the issues of alack of accountability and oversight, this commitment was not implemented, which resulted in
similar challenges as experienced during the first special report. We also noted with concern that documentary controls
were not sufficient to prevent repeat findings on overpayments andthat no corrective actions were taken to address the
already identified overpayments. The timing of documentary controls might have had an impact on the effectiveness of
controls; we will follow up on the effective implementation of these controls infuture reports.

During our engagemerts, the public works and infrastructure minister concurred with the commitments made by the
director - general of the DPWI and directed managemertb address all shortcomings identified before this special report.
We commendg 6 U §i Ai EQUE+ E IdiGgthe hegepsar avergjgbt toeefsdre implementation of preventative
controls and timeous corrective actions.

The accounting officer of theEastern Capedepartment committed to engage the National Treasury in an attempt to seek
clarity on how the findingshould be addressed A letter was written to the National Treasury on this matter, but no
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response has been received as at the date afompiling the report. Hence, the commitment was rated as partially
implemented and this finding recurred in the Eastern Cape However, themember of the executive councildid not make any
commitment in relation to the first special report.

The accounting officer and the executive authority of théNorthern Capedid not make any commitments, and there are no
repeat findings.

After the first special report, the portfolio committee had no engagements relating to this initiative. As a result, the
committee did not make any commitments concerning matters reported inthe first special report.

KEY AUDIFINDINGSAND OBSERVATIONS

1. Pricing above allowable limits per government gazette (repeat finding) (EC)

The provincial department was charged prices above the permitted prices for the use of quarantine sites as stipulated by
the gazetted Federated Hospitality Association of South AfricaFedhasa)rates. In addition,the rates charged were all for
four-star hotels, but most of the hotels used were three star establishments. This resulted in irregular expenditure and
non- compliance with regulations. Based on the audit work performed, theiiregular expenditure is estimated at
R4,06million.

Recommendations

The accounting officer should strengthen thereview control activities to ensure covid- 19 related expenditure is supported
by appropriate evidence, thereby ensuring compliance with the apficable laws and regulations. Theaccounting officer
should also investigate to determine the full extent of the overpayments, afterwhich appropriate consequence
management should be instituted, including the recovery of payments made in excess of the §tulated rates.

Auditeesrresponse

The accounting officerdisagreed with the audit finding and isof the view that thedepartment is not obliged to comply with
communication issued by theFedhasaregarding applicable quarantine rates for hotels. Managementindicated that it will
escalate this matter to the provincial treasury.

hoi gCEE+ EUEe CAEU
We noted the response by the accounting officer. Howeverbased on the above government gazettethe department should
have identified and contracted service provicers, taking into accountthe quarantine hotel pricing issued by Fedhasa.

Furthermore, processes should have been designed to prevent paying fowrstar rates for three - star accommodation. We
will follow up on the outcome of the escalation of this matter in @iture audits.

2. Sufficient evidence not obtained to support the amount invoiced for the use of quarantine sites
(DoH)

Payment made bythe department for accommodation for South Africans who were repatriated from Wuhan, China,
totalling R1P26million was not supported by the list of occupants and a breakdown of the number of days and nights the
facility was used. As a result, we were not able to determine whether the cost incurred was in line with the SLA and
whether the department was charged the agreed upon rates. Without further information, we cannot conclude whether
the total payment made was reasonable.
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Recommendations

Theaccounting officer of the DoH should ensurethat invoices are supported by evidence thatonfirms the number of
individuals, the services rendered, the duration and accuracy of the anount paid, as well as whether payment was made in
line with the terms of the SLA. The accounting officer needs to follow up and ensure evidence is received for the full
OhEAgi CA Ca g & atthéefacinhandnuat gnplément Eogrektive action, including the recovery of
overpayments, if any anomalies are identified.

Auditeesrresponse

The accounting officer agreed with the finding, but stated thatite number of individuals accommodated at theRanch Resort
has been submitted subsequently. It was also notedhat daily clinical assessments were undertaken to monitor the health
status of all individuals in the quarantine site.

3. Occupancy levels per invoice not per the quote (NWealth department)

Treasury Regulations and National Treasury Practice Note No.8 require that payments made should not exceed the
quotation price. While the SLA and the quotation for the use of this site in North Wesere for 50 occupants, the actual
occupancy level rangedbetween 53 and 68 during ApriR020. Due to the higher than agreed on occupancy level, the
department paid R86913 more than the quoted price. The higher number of occupants waot preapproved in line with
supply chain management policiesand the amountpaid in excessthus constitutes irregular expenditure.

Recommendations

The accounting officershould ensure that internal procedures and internal control measures are in place for verifying the
accuracy and occurrence of transactions before payments are approved and processedto ensure that correct amounts are
paid to service providers. Corrective stepsrelated to irregular expenditure incurred as well as consequence management
should be implemented, including the recovery of identified overpayments, whereappropriate.

Auditeesrresponse

Management agreed with the finding and indicated thatwhen the quotations wereinitially requested, the department could
not determine the exact number of persons to be admitted becausehe covid- 19 pandemic was completelynew and its
progression could not be accurately projected. The number of rooms requested on the quotation was an estimate based on
the prevailing state of the pandemic but the actualnumber used ended up being more than the number on the quote

4. No evidence to support the invoice and payment made to a lodge used as a quarantine site
activated (PMTE)

As per the general ledger, the PMTIBad paid R1®9million as at30 September 2020for the use of a facility asa quarantine
site. However, the invoices subnitted for auditing only supported an amount of R124 million and we could not confirm the
validity and accuracy of the amount paid.

Furthermore, the PMTEdid not provide evidence to support the number opersons under investigation that were
accommodated at the facility as per the billedinvoices. As a result, we could not confirm whether the PMTE followed
internal control measures in processing and approving the payment made to ensure that the expenditure related to the
quarantine site was necessary and hat it was for actual services received.

Recommendations

As part ofthe internal processes of approving payments, he PMTE should checknvoices to confirm that they are
supported by evidenceconfirming the number of individuals, the services rendered andthe accuracy of the amount to be
paid. This willenable the trading entity to only approve payments that arsmecessary. Without evidence supporting the
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payment made, the accounting officer should investigate the payment and implement appropriate correctie action,
including the recovery of overpayments, if applicable.

Auditeesrresponse

The accounting officer dsagreed with the finding. The accounting system payment report oR16,99illion is made up of
prepayments of R5,75million, which are calculated at 50% of the full invoice amount, and rejected payments of
R2,79million. Theamount paid of R182 million is reflected on the accounting systemis payment report after adjustment for
rejections (R2,79 million ) and refunds on invoices (R139million). Thedepartment attached further invoices to ensure
completeness of invoices.

hOoi gCEE+r EUEe CAEU
The response from the accounting officer is noted; however, the invoices subsequently provided were still not supported by
a schedule of occupants to confirm the ninber of occupants the PMTE was being invoiced for. In addition, management

response concerning prepayment, rejected payments and refunds was not substantiated by supporting evidence.
Therefore, we could not confirm the validity of the payments made anchat all payments made were necessary.

5. Duplications of occupants accommodated at the facility (repeat finding) (PMTE)

The PMTE pai&2305 million for use of a facility as quarantine site, but the statement of account supporting the payment
indicated a total amount of R15,3"illion to be paid. In addition, the invoices submitted in support of the payment only
amounted to R2,69million. As a result, we could not confirmthe accuracy and completeness of the transactionsthat took
place between the PMTE andhe service provider.

We also noted that invoices supporting the payment had duplicated occupants and that rates above the agreaghon rates
were charged.

There was no evidence that the department verified the invoices before payments were made. Thereforae could not
determine the validity of the invoices and the cost of the overpaymentbecause not all information was provided to support
all transactions.

Recommendations

The accounting officershould investigate the reasons for duplications on the invoices, identify the root causes of the
overpayment and recover the overpayment from the totel, if necessary. The departmentshould also assess whether the
overpayment will constitute fruitless and wasteful or irregular expenditure and should quantify the ful | extent of the impact
by revisiting all transactions of a similar nature. In addition, corrective actions should be taken to address the root causes
of this finding and consequence management, including recovering amounts paid in excesshould be implemented.

Auditeesrresponse

Management disagreed with the finding and indicated thathe invoice for R23046 million is not the totalamount for the
hotel. Thisis anamount that was consolidated for all hotelsin Emperors Palace for thequarantine period. The DPWIhas
previously enquired aboutthe duplication of occupants, and it was confirmed that these are not duplicate namesut reflect
guests that have beenbooked into family rooms. The main member of the family would come to the front desk and check
on behalf of the number of persons in the family. Hencavhere the namesof occupants arethe same, that would be a family
of more than two persons being accommodatedas hotel rooms could only accommodate a maximum ofwo persons.

In some instances, he hotel charged a single room ratewhere it should have charged a double room rate.

Where it wasstated that the rate charged of R840 for single occupancy is greater than the approved-edhasarate, the
hotel had previously confirmed that the invoice for his guest was correctly invoiced atthe approved Fedhasa rate 0R1200.
Theerror of reflecting R1640 was on a spreadsheet that contained a synopsis of the batch of invoices for payment.
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hoi gCEE+ EUEe CAEU
We acknowledge the accounting officer's commats above. However, given that this is a repeat finding, the PMTE did not
indicate the controls that were put in place after the matter had been identified and how the total population (transactions)
was revisited to ensure that these were not duplicated tansactions. In addition, the response from management was not

supported by evidence to confirm their position that these are family members. Management should implement our
recommendation to either confirm that there were no overpayments or to implement wrrective actions.

6. A facility in Nelspruit did not meet the requirements for a quarantine site yet was assessed as
activated (repeat finding) (PMTE)

An amount ofR155 million was spent on a hotel for which evidencecould not be providedthat it had beenassessed and
found to be compliant bythe DoH.Based on oursite visit, the hotel is not isolated but is situated in an area where public
access could not be easily restricted.This isnon-adherence to the guidelines for quarantine andisolation and non-
compliance with the disaster management regulations.

In addition, the PMTE activated this facility for use whout a supporting DoH compliancecertificate to confirm that the
facility was qualified to be activated. Thereforethe PMTEncurred expenditure of R155million on afacility that may not
have complied with the guidelines.

Recommendations

The department shouldensure that it obtains DoH compliance certificates before signing any SLAs to prevent instances
where a site that cannot be confirmed to hae been assessed as compliant is activated for use. In addition, the accounting
officer should request and obtain the DoHcompliance certificate as, without the certificate, the expenditure incurred for
this facility is irregular. Thefull impact of this should be determined andthe accounting officer should implement
necessary consequence management.

Auditeesrresponse

The PMTE management disagreed with the finding and indicated thahycompliance assessment of the building for use by
persons under investigation should be done bythe DoH based on DoHissued guidelines. Therefore, this finding can be
made againstthe DoH.

TheMpumalanga health department agreed with the finding. However, the DPWI identified thehotel as guided by
quarantine guidelines anda protocol agreement between the DoHand the DPW!I This site was one of the available sits in
the urban area and wascompliant in other areas.

hoOi gCEE+ EUEe CAEU
We noted he response of the accounting officer.As the facility did not meet the necessaryequirements, it should not have
been assessed as complianteven though the PMTEhad identified it. In addition,the PMTE should have only activated sites

that are confirmed to be compliantthrough a DoHcompliance certificate. As such, theexpenditure the PMTEncurred on a
non- compliant facility should be dealt with in line with the recommendation above.

7. Control deficiencies noted on the quarantine sites (MP)

Treasury Regulations require that before funds are committed or spentthe expenditure should be properly approved by
the accounting officer. The department activated a site without a DoH compliance certificate to confirm that the sitead
been assessed and found compliant with quarantine sites and isolation guidelines. In addition, no SLA was sigd with the
owners of the activated facility. Furthermore, on 28August 2020, the facility was occupied by people who needed to be
isolated without any SLA or DoHcompliance certificate in place. The SLA was only signed after the occupants left the
facility on 14 SeptembeR020. Although no payment had been made to the facility as @0 September 2020, the above noted

198 SecondEeé UT i Au EUeCEg CA géuU ael’AAﬁc&vid-A%init&ti&e&AgUP'ZUqé'sg' Cae c¢Ci



deficiencies are concerning asthey would imply that the occupancy level and the rate that would later be charged and
invoiced to the department were not preapproved by the accounting officer beforethe facility was used.

The provincial department did not have a decommissioning plan in place for quarantine sites to determine what would
happen to any equipmenthat was purchased for quarantine sites, or if it should be transferred to another entity, and the
financial impact on the annual financial statements.

Recommendations

Facilities should only be occupied once all relevant parties have signed the SLA to ensure the agreedpon terms and
conditions are adhered to, e.g. price per person per night. The department should keep copies of the activation report to
ensure the facilities are adequately activated.

In addition, the department should have a decommissioning plan for future use of the fadfles, including equipmentused
for covid- 19 initiatives. The plan should include what will happen to the equipment bought, whether it should be transferred
to another entity as well as the financial impact of it on the annual financial statements.

Auditeesrresponse

Management submitted the SLA even though it was signed after the occupation of the site. The acting head of department
agreed with the finding and promised to deal with his officials internally.

8. Lack of coordination (repeat finding) (KZN/PMTE)

The regulations for the national state of disaster are clear that public works departments (national and provincial) are
responsible for identifying and making available quarantine sites.We were not provided with key documents, such as the
SLA and assessnent documents, for our site visits to quarantine sites in KwaZulu- Natal because boththe national and the
provincial department refused accountability. Therewas no engagement protocol in place that clearly defined the roles and
responsibilities of the different departments. As a result, there was a lack of coordination, accountabilityand sharing of key
information and documents betweenthe DPWI, the KwaZuluNatal public works department, the DoH and the KwaZulu
Natal health department.

Recommendations

While we take note of the decrease in demand for the use of quarantine sites, it is still essential that roles and
responsibilities between the role players are clarified to enable seamless decommissioning processes to take place on
these quarantine sites, once it becomes necessary.

Auditeesrresponse

It isacknowledged that, from inception to implementation, no engagement protocolswere put in place that clearly defined
the roles and responsibilities of the various departments. As a result, there was a lackof coordination, accountability and
sharing of key information and documentation between theDPW!| theKwaZulu- Natal public works department, theDoH
andthe KwaZulu- Natal health department.

In determining the way forward to ascertain the engagement proto®ls, the provincial department has since sourced a copy
of the agreement between theDPW!I ard the lodge from the service providerand will engage the DPWI in an attempt to
address this finding.
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9. Goods and services procured from service providers withoutcompliant tax clearance
certificates (FS)

The department made two awards to the value of R5,97illion to service providers that did not have tx clearance
certificates to confirm that they were tax compliant withthe South African Revenue Serviceas required by supply chain
management regulations. As a result, all payments made to dateto the value ofR3,77 million, did not comply with supply
chain management regulations, which resulted in all these payments being irregular.

Recommendations

The accounting officer should revisit all expenditure incurred in relation to quarantine sites to determine the full extent of
the irregular expenditure and disclose the amount in the schedule of irregular expenditure.

Auditeesrresponse

Management disagreed with the aidit finding and maintained that the suppliers that rendered the services had been tax
compliant. To corroborate this, it provided the report from the central supplier database (CSDi AOi 1 Agi A¢ géU Eheéee
status at the time the quotation or bid wasawarded.

The accounting officernoted our assessment of management g&sponse and will investigate the matter further and report
the outcome.Management is also committed to ensuring thatthe tax compliance status of companies is verified before
appointment.

hoi gCEE+ EUEe CAEU
The information contained in the CSD submitted by managemenwas inspected and it was confirmed that the suppliers
were not tax compliant at the timethat their quotations and/or bids were accepted, as isrequired by supply chain

management legislation . The expenditure incurred therefore constitutes irregular expenditure , which should be dealt with
in terms of the Public Finance Management Act

OVERALLCONCLUSION

Management's responsiveness was evidentin certain instances where it developed and documented the appropriate
preventative controls as soon as weaknesses were identifiedwhile ensuring value was beingderived from the real-time
audit. However, therepeat findings aboveaffected the implementation and effectiveness of these controls . We noted with
concern that the recurrence of the findings could have been preventechad management been disciplined in monitoring and
enforcing basic control activities, such asconducting adequate reviews and validating payments Management needs to
enhance the robustness of the preventative controls to substantially address the root causesof the repeat findings. There
is also an opportunity for management to enhance the involvement of internal audiin strengthen ing the preventative
controls and performing timely follow - up procedures to track the progress being made and advise the accounting officers
on further actions for improvement.

There is wncertainty around the duration of the demand for quarantine sites especially with the indication ofincreased
infection rates and the predicted secondwave of infections. We therefore recommendthat the reporting channels within
the sector, which should serve as an accountability instrument and which potentially could have assisted in commitments
being implemented more effectively, should not be discontinued but rather re- enforced. Furthermore, for resources that
have already beeninvested in quarantine sites, the sector has a responsibility to devise a decommissioningtrategy and
implementation plan, which should outline how government resources will be used and/or redirected toward s alternative
service delivery purposes after the pandemic.

The leadership should prioritise consequence managementfor any continuous non adherence to basic internal control
activities and give attention to addressing the rootcauses of the repeat findings to avoid a risk ofovernment resources
being misappropriated, which may result in financial losses to the sector.
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EXPANDED PUBLIC WOBKPROGRAMME

@ Purpose of initiative @ Auditees

Provision of job opportunities through ¢ Department of Public Works and
utilising programme participants for Infrastructure

screening, testing and educational * Independent Development Trust
campaigns

Focus of our audit

* Spending of funds according to purpose and whether it reached the planned beneficiaries
* Validity of participants enrolled and payments made

Budget and expenditure

Budget (R million) R771 NEXT
Expenditure (R miIIion)l __—R62 Total expenditureR97 >

R35

m Expenditure as at 31 July ¥ Expenditure from 1 August to 30 September

* In the first special report, we reported expenditure of R2on as at 3Qune2020 -

STATUS OF IMPLEMHMTION OF INITIATIVE

In the first special report, we reported that the Department of Public Works and Infrastructure (DPWI) tasked the
Independent Development Trust (IDT) with the responsibility of implementing the expanded public works programme
(EPWP) cwid- 19 responseby usingnon- profit organisations (NPOs) already under contract with the IDT. These NPOs were
initially contracted from 12 April 2020to 12July 2020, but the contracts were extended twice due to the extension of the
national state of disaster. The original agreement entailed the sourcing of 2900 EPWP workers to assist the Department
of Health (DoH) in the implementation of mass screening and testing initiatives, combined with programmes aimed at
educating communities on safety and preventon measures to combat the spread of covid19 and to reduce exposure.
Additionally, this programme intended to address concerns around job and income losses as a result of covidl9 in poor

and marginalised communities.

The programme was earmarked to startin March2020. However, the public works and infrastructure minister's
announcement and directive found those responsible for implementing the programme unprepared. Due to the lack of
planning, the DPWI and the DoH only started to coordinate the logisticakpects of the programme after the announcement.
This lack of planning is evident in the fact that while the DPWI initiative was supposed to supplement the DoH resources, the
programme could not start until the DoH had availed its already stretched resouces to train EPWP workers. Further

delays were caused by the time it took to finalise the selection of sites where EPWP participants would assist. As a result,
EPWP participants only started working onsite in June2020. Furthermore, the delayed start was gygravated by the lack of
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responsiveness and sense of urgency by the responsible officials and NPOs. In addition, the subsequent covi® related
challenges including stop and start interruptions caused further disruptions to the programme. These shortcomings,
combined with the lack of effective collaboration and coordination between the DoH and the DPWI, compromised the

AT 671 Uil UyUAg Ce géU eEC¢EAyyU+E i AgUAOUO CioUTgiiI UE:
Notwithstanding these challenges, the programme continued and the original agreement wa extended until

15August 2020. The project scope was amended to exclude the mass screening and testing initiatives, with the main focus
being the public health education and awareness campaigns. A new focus area was also introduced through the addendum
to the first agreement, according to which 558 participants (drawn from the original 25000 targeted participants) were to

be redeployed to perform preventative and reactive gender based violence (GBV) services in communities.

The ongoing national state @ disaster had allowed for an extension of the programme but when the findings reported in the
first special report came to the attention of the minister and the leadership of the DPWI, the IDT first had to satisfy the
minister that it had effected, and was committed to adhering to, the necessary changes in internal controls, before the
programme was granted a second extension to 30November 2020.

Although the programme was earmarked to start in March2020, the average working days per participant amountel to
only 28 days by the end of Septembe2020. The programme did therefore not optimally reduce income losses in
communities most in need. Considering the likelihood of a second wave of covid 9, proactive steps must be considered to
avoid prolonged delays in deploying and paying EPWP beneficiaries, should this programme continue.

SPENDING TO DATE AMIROGRESS IN IMPLEMEATION AS A30 SEPTEMBERO20

In the first special report, we reported that of the R77illion budget, the DPWI had transferred R234nillion to the IDT as at
30June 2020, based on unaudited information reported by the DPWI and the IDT. As it was not possible to @bfeggures as
at 31July 2020at the time of the first special report, we reflect on the events since the end of June inithreport. The audited
cumulative spending as at 3Duly 2020amounted to R35million. At the end of September2020, the total audited transfers to
the IDT amounted to R24#hillion, including R11,738nillion in management fees as reported by management. Othe
R246million, R97million (39%) had been spent b0 September 2020as depicted in the graphic below.

Cumulative spending on programme as a0 September 2020

mil lion mi llion
6% @9
/ mil lion
% IDT management fee
Administrative costs to NPOs
il Faim PPE for participants
@7% .
mill ion Wages to participants
(60%

Other: Unemployment Insurance Fund, Compensat
Occupational Injuries and Diseases Act & bank cha

Not yet spent
mi llion

1%
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Most notably, R6@million was paid to EPWP beneficiaries between July and 30September 2020, addressing previous
concerns that no participant had been paid up until 30une 2020. However, in light of the initial late start and subsequent
disruptions in programme activities as well as delays in payments to participants detected during the audiprocess, our
continuing concern is that 60% of the money transferred to the IDT and 87% of the overall programme budget of Rififlion
remain unspent.

At the end of June2020, only 8 229 (33%) of the targeted Z®0 participants had reportedly been recruited. As none of the
individual participants had been captured on the EPWP reporting system, however, we were unable to audit the validity of
these figures for purposes of the first special report. Subsequently, as at30 September 2020, 1%87 participants (78%) had
been recruited and captured on the EPWP reporting system and subjected to validation procedures by the DPWI as well as
our audit procedures.

The provincial distribution of participants and resultant work opportunities, reflected in the graphic below, show a steady

i ATEUAEU i A yCEg eECiI i AT UE
resulted in the correction of the previously overstated figure reported by management at the end of Jun@020.
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Movement in recruitment of participants from 30 June 2020(as reported by management) to30 September 2020

3224 (30/06:960) Sites

19587(30/06:8229)  Participants

20(30/06:18)
574(30/06:491)

5399(30/06:4 465)

147 (30/06:85) NPO 16 (30/06: 5)

231(30/06:32)

1922 (30/06: 228)

North West

.

21(30/06:21) NPO
Sites

319(30/06:194) Sites
Participants

867 (30/06:966) Participants

Mpumalanga
NPO:
19(30/06: 19) NPOs

Sites
41(30/06:19) Sites
Participants
1959 (30/06:703) Participants

Free State

Northern Cape

2(30/06:1) NPOs
178 (30/06: 24) Sites

1207 (30/09: 243) Participants

Western Cape

9(30/06:6) NPOs
94(30/06: 47) Sites

1609 (30/09:534) Participants

8 (30/06:1) NPOs KwaZulu-Natal

291 (30/06:15) Sites 34(30/06:3) NPOs

2350(30/06:67)  Participants 724(30/06:7) Sites
2171(30/06:400)  Participants

Eastern Cape

18(30/06:11) NPOs

772 (30/06:131) Sites

2103 (30/06: 623) Participants
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AUDIT STATUS

Due to the previously reported vulnerability of this programme to possible fraud and misappropriation, our fraud
specialists assessed the internal control environment in detail to identify critical residual fraud risks, also taking into
account the design and implementation of existing preventative controls. New comprehensively documented preventative
controls were introduced in response to the weaknesses raised in the first special report. If effectively implemented and
monitored, these controls should be able to prevent and detect the misappropriation of funds. However, thase of
attendance registers signed by beneficiaries as primary evicence in support of payments made by NPOs to participants
remains a concern, as attendance registers could easily be manipulated through the inclusion of falsified beneficiary
signatures, which may remain undetected as assurance providers cannot always phygally verify beneficiaries.

We also performed data analytics on expenditure incurred by the IDT, which informed the sample of payments by the IDT to
NPOs that we subjected to detailed audit procedures to determine the validity and accuracy of the claimaibmitted by

NPOs when compared to the underlying records of work performed by EPWP participants. Payments to NPOs cover wages
paid to participants, administrative fees and other costs such as those relating to the Unemployment Insurance Fund and
the Compersation for Occupational Injuries and Diseases Act. We did not identify any exceptions in the sample tested.

The computer- assisted audit techniques we performed on participants captured on the EPWP reporting system did also
not identify any potential invalid/fictitious beneficiaries when compared to the Home Affairs database or people irregularly
benefitting from being employed on the programme which are permanently employed by government.

In the first special report, we reported our inability to perform site visits in six provinces due to delays in the start of the
programme at these sites.We have since been able to conduct site visits in all provinces to determine whether training,
monitoring and reporting were taking place, as required per the agreementsbetween the DPWI and the IDT, as well as
whether prevailing health and safety regulations were being adhered to. The site visits further aimed to establish whether
the corrective actions committed to by management had been effectively implemented followirg our previously reported
findings. We raised a number of repeat findings, which management should attend to. We also physically inspected a
sample of participants supposed to be onsite in line with signed attendance registers and, notwithstanding the potatial
risks associated with attendance registers, identified no exceptions.

Given that the GBVspecific target was only formally confirmed on 1JAugust 2020with the signing of the addendum, the
focus of our site visits for purposes of this report remained on the public health education and awareness campaigns. We
will consider matters surrounding GBV in future reports.

Additionally, future audit work will focus on the effective implementation and monitoring of documented preventative
controls, as well as whether or not appropriate consequence management has been applied in instances where
continuous non-adherence to contractual requirements is identified. We will also follow up the implementationof
commitments made by the leadership in response to the fidings in this report. Lastly, data analytics and testing of
payments will continue as part oftour normal annual audit.

ACTION TAKEN IN RESINSE TO PREVIOUS RERT

In the first special report, we reported that EPWP covie19 relief activities may be exposd to previously reported
weaknesses as well as fraud risks; andwe made several observations and recommendations in this regard. In response to
the findings reported, the leadership of the DPWI committed to implement actions to address the findings and pvent a
recurrence thereof. We detall the status of these commitments below.
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STATUS OF COMMITMERIMPLEMENTED

Actions committed to by the director- general of the DPWI were implemented. EPWP participants were captured on the
EPWP reporting system and subgcted to validation processes by the department. Furthermore, the programme has now
been rolled out across the country in all provinces.

A number of new requirements were introduced in the latest addendum to the agreement between the DPWI and the IDT,
which will enable the department to hold the IDT and NPOs accountable for keeping the required information as well as
adhering to training requirements, minimum reporting standards, and health and safety protocols. However, due to the
limited time available to effectively implement these new internal controls before the onset of this follow-up audit, we
again identified shortcomings as evidenced by the repeat findings. The effective implementation and monitoring of these
preventative controls - and where required, consequence management for persistent nonadherence * will thus form part
of our focus in future reports.

During our engagements, the public works and infrastructure minister concurred with the commitments made by the
director - general of the DPWI andnidicated that all findings identified in the first special report should be addressed by
management before this follow- up audit. Overall, we assessed the implementation of corrective action to be at the desired
level. However, while previously lacking preventative controls have now been comprehensively documented, not all
identified gaps have yetbeen closed from an implementation perspective. The DPWI should therefore continue to focus on
the monitoring of the operational effectiveness of the controls, from an oversight perspective, to conclusively address the
residual risks as identified in the first special report.

No engagements between the portfolio committee on public works and infrastructure and the DPWI or the IDT took place on
the EPWP covid19 respnse programme subsequent to the tabling of the first special report.

KEY AUDIT FINDINGEND OBSERVATIONS

1. Internal control enhancements to be implemented on DPWI validation processes

The IDT is not required in terms of the main agreement with the DPWh the NPQorogramme in relation to the EPWP, to
include site and payment information (such asattendance and payment registers) on the EPWP reporting system to enable
the DPWI to verify the validity of work opportunities and payments captured. Additionallythe automated DPWI EPWP
validation, monitoring and evaluation process only takes place quarterly. This might result in the possible misappropriation
of funds and/or invalid work opportunities reported on the EPWPreporting system to go undetected.

Recommendations

The EPWP reporting system should be enhanced to enable the IDT to continuously upload critical supporting
documentation, such as site and payment details, to enable the DPWI to independently verify the validity of captured work
opportunities and payments to beneficiaries. The DPWI validation, monitoring and evaluation process should also be
performed at least monthly to strengthen the ability of the department to detect any potential errors for immediate
correction.

h Oi gegporse
NPO invoices are processed if accompanied by the prescribed documents from the NPOs, including an NPO bank statement

indicating payment to participants. Controls include the uploading of certified copies of identity documents as well as
verifying the existence of cortracts, attendance registers and payment registers.

It is acknowledged that during the lockdown, insufficient monitoring through site visits weakened the controls. The DPWI is
developing a monitoring system that involves the sourcing and centralised checkng of sample information. A business
plan for the further development of the EPWReporting system to enable the uploading of contracts, attendance registers
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and payment registers will be finalised by November2020and tested for implementation in 202122.The introduction of a
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2. Compulsory training not provided to all participants before deployment (repeat finding)

The main agreement between the DPWI and the IDT the NPO programme in relation to the EPWP stipulates that
participants should be trained before they start with their duties. We identified deficiencies concerning training in six of the
nine provinces visited. We were unable to obtain relevant documentay evidence of training in the Western Cape and
Limpopo, while not all participants in the Eastern Cape, Free State, North West and Mpumalanga received the required
training on time based on the training registers we inspected. Insufficient training might hadvertently expose participants
and others to contracting covid- 19; and possibly result in incorrect information being passed on to members of the public
through the covid- 19 awareness initiative.

Recommendations

All prospective participants should be trained on covid 19 health and safety requirements as well as any other
administrative aspects before being deployed. Attendance registers should be signed by participants and submitted by
NPOs to the IDT as evidence that this requirement has been met.

AuditeU Easponse

The IDT has instructed NPOs to ensure that all participants receive the requisite training before deployment. Some of the
observations relate to participants who did not show up on the day of the training or who replaced initially trained
participants who dropped out. These individuals have subsequently been trained.

Training is the responsibility of the DoH. The role of the IDT was to avail the numbers of participants required per site @
the DPWI requirements.

hoi gCEE+ EUEe CAEU
The audiees disagreed with our finding, noting that training is ultimately the responsibility of NPOs and the DoH. While we
recognise that both the NPOs and the DoH have a role to play, 42T is equally responsible throughits monitoring role for

ensuring that participants are timeously trained. The DPW!I should exercise oversight and enforce accountability in this
regard going forward. We will follow up the provision of training prior to the deployment of participants in future audits.

3. Inadequate monitoring of EPWP participants by NPOs (repeat finding)

The latest addendum to the agreement between the DPWI and the IDT prescribes that monitoring reports on weekly site
visits should be submitted by the NPO manager to the IDT, and by the IDT to the DPWI, untilrideoéthe project. These
reports should highlight the progress and challenges experienced in the covid 19 response project. We were unable to
obtain any monitoring reports prepared by NPOs for sites visited in the Eastern Cape and North West. In Gauteng,
monitoring reports lacked the requisite detail in terms of project sites which would enable efficient corrective action.
Ineffective monitoring by NPOs might prevent the implementation of necessary, effective and timely corrective action
where onsite challenges are being experienced.

Recommendations

The IDT should monitor the consistent weekly submission of monitoring reports by NPOs and the implementation of actions
required as a result of matters noted in these reports.Both the IDT and NPOs should keep pees of such reports. The IDT
should implement consequence management should an NPO continuously fail to adhere to this requirement.
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h Oi gesporse
The IDT has controls in place for monitoring. The NPOs are guided on what to report using the tempkRfovided by the IDT.
One such report is the monthly narrative report that, among others, captures the number of participants the NPO deployed

for the month. The number of participants and their demographic information must tally with the attendance regiger, which
forms part of the monthly report pack.

hoOi gCEE+ EUEeCAEU
The response to the audit finding implies disagreement with the finding by listing the controls in place. We confirmed the
existence of the mentioned template,however per the finding the template was in certain instances not/properly

completed or not submitted upon request for auditing purposes.The IDT should monitor the effective implementation of
this weekly control, as well as the subsequent implementation of corrective action by NP®for any challenges identified.

4. Insufficient distribution of personal protective equipment (PPE) to participants (repeat finding)

In terms of the agreement between the DPWI and the IDT, the IDT is required to ensure that all NPOs are provided with PPE
to distribute to all participants in the EPWP covid 19 response programme. The NPO, in turn, is expected to account for such
PPE by recording the distribution to participants. Contrary to these requirements, only 22% of participants signed for the
receipt of PPE at one NPO in the Eastern Cape and not all participants in the Free State receivack masks and were

required to provide their own face masks since August2020to wear during working hours. The inadequate distribution of

PPE results in the unnecessay risk of potentially contracting covid- 19 by both participants and the individuals they come

into contact with. Additionally, EPWP workers not wearingface masks might compromise the awareness message of the
necessity of wearing face masks in public to pevent the spread of covid 19.

Recommendations

NPOs should have processes in place to ensure that all EPWP covitld response programme participants are issued with
PPE of the necessary quantity and quality, and that they sign a PPE distribution registehd IDT should monitor adherence
to this requirement.
h Oi gedporse
The arrangement regarding PPE is as followsté U M2 ¢ &éECI hEUE ss8 &CE Auu " sfE. géuU ss
regional offices; the DWPI office distributes thePPE to the NPO manager or dedicated NPO official; and the NPO manager
supervisor distributes the PPE to participants. The finding relates to the duties of the NPO.

h Oi ge€pbrise
The auditees disagreed with the finding, noting that the distribution of PPE isltimately the responsibility of NPOs. While we
take note of the arrangement described above, the IDT is responsible for overseeing the activities of the NPOs and must

thus ensure that NPOs effectively and adequately distribute PPE to participants goingofward; more so as NPO managers
receive the required amount of PPE upfront as per the process highlighted in response to the audit finding.

5. Delays in the payment of wages to participants

None of the agreements between the DPWI, the IDT and NPOs are praptive with regard to the exact terms or timing of
payments to participants by NPOs. The IDT, however, highlighted that NPOs are expected to adhere to labour law, which
obliges an employer to pay remuneration within seven days after the completion of the @riod for which the remuneration
is payable, which according to the IDT is at least monthly.

In the Northern Cape, participants had not been paid their July wages, due in Auguad20, by 21 Septembe2020when we
visited the NPO. June wages were also onlpaid in August2020. Furthermore, at one NPO in Gaeng, wages for July2020
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were only paid in September2020. In the Free State, wages for Jun2020were only paid in September2020and wages for
July and August2020had not yet been paid by 23 Septemb&020when we visited the NPO.

The late payment of wages subjects participants to further personal financial challenges and possible obstacles in fulfilling
their assigned EPWP duties.

Recommendations

A standardised clause should be inserted in the servicelevel agreements between the IDT and NPOs to ensure consistent
payment terms between the NPO and participants across the programme. This requirement should clearly stipulate the
dates for submission of invoices and supporting documentation by the NPO tde IDT. This would enable verification
processes by the IDT and timely payment to the NPO, in turn facilitating the timeous payment of wages to EPWP
beneficiaries by the NPO on a specific day of the month.

h Oi gegporse
The IDT pays the invoice, whicis correct as per the payment procedures. If corrections are necessary, such invoices will

not be paid until NPO$iave made all the corrections. This is one of the factors that results in payment delays. Furthermore,
the speed at which NPOs respond to thevoice queries raised by the IDT affects the time it takes to pay invoices.

As also highlighted in our overall conclusion below, the IDT should address the continuous late or neisubmission of
information through ongoing monitoring and appropriate consequence management.

OVERALL CONCLUSION

The EPWP coviel9 response programme had been operational for six months at the time of preparing this report. After the
tabling of the first special report, there was a noticeable improvement in the commitment and respnsiveness of the DPWI
and IDT leadership to ensure the effectivaeuse of funds in the intended manner without any money being misappropriated.
To this end, the documented preventative controls have been effectively enhanced and shared with all role players
specifically the NPOs.

CCgNi geEgAAOIi A¢g geUEU 1yeECI UYyUAgE"™ ~“sfEr yCAigCEi Ag Ce géuU
going forward to ensure the successful continuation of the programme. The involvement of the internal audit uné of the
DPWI and the IDT should also be considered to provide assurance in this regafurthermore, where continuous non-
adherence to contractual requirements by NPOs is detected, consequences should be enforced immediately, such as the
withholding of payments or even the termination of contracts, as previously alluded to by the directorgeneral of the DPWI.
The leadership should urgently address any remaining shortcomings, particularly regarding the timely payment of wages
to EPWP beneficiaries.

In addtion, we recommended in thefirst special report that the DPWI assess whether IDT delivere@n and metits expected
objectives as an implementing agent to justify the management fee paid-ailure to deliver on what was required should
have resulted in theDPWI investigating the extent of nondelivery so that it couldrecover management fees from the IDT
where services were not received. TheDPWI did not assess whetheit hadreceived value for money and it is therefore still
possible that the IDT receivedmanagement fees without delivering all of the agreed services. The accounting officer
resolved that IDT would receive no further management fes until the end of the programme and that the current model of
paying the management fee in advancevould be reassessed going forward. Our recommendation to investigate and
validate the management fee paid, as also requested by the mister, should be implemented.

In summary, the ultimate achievement of the objectives of this programme, especially poverty alleviatiorfor EPWP

|l UAUei 171 AEi UE ®ECY Oi EAOI AAGAcUO TCyyRAigi UE" E OUsUAOUAg ¢
resolve remaining findings and provide the required level of oversight in terms of monitoring and consequence

management.
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ZY EMER@NCY SUPPLY OF WATE® TARGETED COMMONIS
(4]

@ Purpose of initiative @ Auditees

Provision of water tanks and water * Department of Water and Sanitation
tankering services to communities * Rand Water (implementing agent)

*  Other water boards (Rand Water’s
assignees in terms of assighment
agreements for installations of
tanks)

Focus of our audit

Budgeting, needs analysis and financial/expenditure processes related to:
*  Procurement and distribution of water tanks and hiring of water tankers
*  Procurement and distribution of sanitation packs (hygiene campaign)

Budget and expenditure NEXT
>
Budget (R million) R506,53
_ . MENU
Expenditure (R million) RPAYRIIENR105,61 Total expenditureR343,09 I—

m Expenditure as at 31 July” Expenditure from 1 August to 30 September
PREV
<

STATUS OF IMPLEMENTFON OF INITIATIVE

Thedepartment original ly set aside R306million for this initiative as part of the 201920 budgetwith the intention of curbing
the spread ofcovid- 19 Due tothe pandemic persisting longer than expected, the tankering services had to be extended for
an additional period of 90 days, up to 3ugust 2020, at anadditional budget of R200million , which the accounting officer
made available for paymenton 19August 2020.

By 31July 2020, the National Command Centre (NCC) reportethat 6 107 (69%) tankkad beeninstalle d. By

30 September 2020, this had increased to 8125 (91%) tanks installedhenumber of tankers (306) remained the same.We
also acknowledge that the activities required to implement this initiative were performed during the level 5 lock down
period when there were few suppliers available.

On 37August 2020, Rand Water stopped all tankering servicesAs at the reporting date, we have not yet receivechie

infor mation we requested to assess the strategic plan to determine the focus areas linked to the additional budget
allocation of R408million approved on 24June 2020, as included in theschedule 6Bregional bulk infrastructure grant
allocation for 2020-21. Thelepartment still had to indicate how the provision of the water tankswill be demobilised by Rand
Water, and howthe tankering services will be sustained for the tanks already installed until a more permanent solution has
beenfound.
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AUDIT STATUS

WATER ANKS AND TANKERINGERVICE

The inventory list of tanks delivered and installed which Rand Waterprovided at our formal request, did not contain
sufficient details , such as unique identifiers andcomplete locations of installed tanks, to facilitate verifi cation of the tanks,
as neither Rand Waternor the department implemented adequate records management processes when this initiative was
rolled out. Because there was nocomprehensive list available, we used an alternative list from the departments
Geographic Information System (GIS) that was submitted tais on 8July 2020. Despite certain deficiencieswe also
identified on this list, we usedit as a source of information toperform site visits in all nine provinces. We concluded our
verification audit of the samples selected andour audit findings and observations are given below. We also conducted
expenditure testing as well as additional procurement testing (including the audit of extensions) on tanks and tankering
services, which includedtesting some of the work conducted by the suppliers appointed fortankering - specific monitoring
and evaluation.

SANITATION PACKS

We conducted site visits to verify the sanitation packghat had beenpurchased but not distributed. We concluded our
verification audit of these sanitation packs andour audit findings and observations are given below. We also conducted
expenditure testing as well as additional procurement testing (including the audit of extensions) onthis area.

OVERALL

The overall testing of expenditure wasstill in progress at the time of compiling this reportand we have reviewed
expenditure up tothe end of August2020. We are also engaged in thenormal annual audits of the respective water boards,
where we are reviewing the procurement of suppliers for constructing the stands, andwe will report on the results
through our normal annual audit.

As part of our risk assessment process, we actively scanned the mediaand whistle - blowing reports ,and obtained an
understanding of the processes to identifypotential fraud risks that could materialise. In the first special report, we
reported on the potential fraud risks that management should pay attention to. Subsequently, wdocused our efforts on
identifying the control weaknesses that could give rise to these eported fraud risks. These control weaknesses were
communicated to management in se\eral engagements and platforms.

We identified key control weaknesses in the processes associated with contracting for tankering service delivery
requirements and with record keeping for both water tank inventory and management and implementation fees. We
reviewed the internal control matrix provided to us to determine if these control weaknesses are being addressed We also
had follow - up discussions with the management of oth the departmentand Rand Water to discuss théey control
weaknesses we identified, butthe management still disagrees with the identified control weaknesses. Because of this
disagreement, the management feels that there is nothing to addressand we could therefore not assess the improvement
of the control environment in relation to the control weaknesses identified.

Weidentified instances where the key control weaknesses identified did indeedmanifest. The impact of the manifestation
of these control weaknesses is documented in the key audit findinggnd observations included below, and mainly relates
to the procurement and distribution of water tanks and the hiring of water tankers.

We will test thecontrols relating to the prevention of possible double payments for credit card purchases duringour
normal annual audit.
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ACTION TAKEN INBSPONSE TO PREVIOB&EPORT

In response to the findings reported in thefirst special report, the leadership madecommitments to implement actions to
address those findings and preventthem from recurring .

MANAGEMENT AGREED PROVIDE FULIDETAILED INVENTORYST TO CONFIRM AUD/
TRAILFORTANK DELIVERY

The process to reconcile, consolidate and complete the water tank inventory list, which is an internal control used taerify
and monitor the existence of the tanks, was still in progress. We confirmed that the internal audit units of both the
department and Rand Water were in the proces®f concluding their verification audits of the water tanks, which started on
25 August 2020. According to internal audit, the draft report was provided to Rand Water's managementand observations
from the department were discussed with top management on 280ctober 2020.

As committed, management did provide us with an inventory listafter the first special report. However, upon review, we
identified that the list provided was still notcomplete (refer to the finding raised below on the verification of tanks andthe
lack of unique identification numbers on the installed water tanks).

MANAGEMENT AGREED TO ADDEREVERIFICATION SYBNV DUE TO NO AUDIEIRANCE

We confirmed that management had implemented additional controls (automated and manual) to address the risk
associated with the lack ofreview by regional management to confirm the qualityof captured information by data
capturers, which is a crucial step requiredin verifying the completeness and accuracy of the information.The regional
managers were now required to review and monitormonthly the tank information captured by the respective verification
teams to ensure that the information reported on tanks, is accurate and complete.

To reduce the risk of manipulation, the reports are also now extracted from the GI&s comma- separated value (csv) files.
Management put processes in placeto verify these reports against the original data on the dashboard at national level to
ensure that there have not been any unauthorised changes to data in regional csv files. The first verificatiowas done
during September 2020.

The user requirements document has since been updatedo clearly reflect the requirements on mandatory fields in the
mobile application.

We will assess the full implementation of these controls in the next financial yearafter management has made
adjustments on the system.We also ercourage management to standardise thereview process for captured data, whichis
not done consistently by all the regions.

MANAGEMENT AGREED PROVIDE SUPPORTINBDCUMENTS TO CONFIRMAT FAIR
AND COMPETITIVE PROREMENT PROCESSES WE FOLLOWED

Managementindicated that as thecovid- 19 emergency project was still in progress, the ratification of supply chain
documentation and processes had not yet taken place as at 3luly 2020. We evaluated the SBD! forms received
subsequently and engaged further on thedates of requests for quotation (RF(). Wedetermined that these matters are
administrative in nature and management should strengthen controls for this going forward to ensure compliance with the
minimum procurement requirements during emergency intervent ions.
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PROCUREMENT AND DIBIBUTION OF WATERNIS AND HIRING OF WE&R
TANKERS

This initiative included providing water by temporar ily supplying water tanks (delivered and installed) and hiring tankers to
ensure that the tanks are filled with water in an effort to help curb the spread of thecovid- 19 pandemic.

Rand Water was required to create a database of disaster needsy municipal area and to use this informationwhen
determining the procurement strategy to be usedfor sourcing and delivering tanks and water to such municipal areas.
Rand Water was also responsible for coordinating and monitoring the provision of water (water tankers). These services
hadto be provided atanational level in all areas that were identifiedas being in need of these servtces for proper mitigation
and avoidance of the spread otovid- 19.

Theimplementation protocol agreement required Rand Water to arrange and facilitate regular performance evaluation of
each project according to the requirements specified by the departmentThe agreement also indicated that the department
should provide oversight and support in implementing the disaster management plan.

KEY AUDIT FINDINEAND OBSERVATIONS

1. Verification audit of water tanks and service delivered by tankers

When wephysically inspected the tanks in Limpopo, North West and Gauteng during Julgnd August 2020, we identified
that some of the tanks (16% of the sample) we verifiedere empty. We were unable to link this to specific log sheets
submitted by the tankering services, as these log sheets were linked to areas and not villages (not specific).

In the Northern Cape, wephysically inspected tanks to the value of R3M00 and were unable to verify 4% of the sample
selected. We could not confirmthat these tanks were those specified in the inventory register, despite an official from the
department accompanying the audit teamto the physical site inspection. The reason provided was thathe municipality
moved these tanks without providing evidence to confirm the delivery and the meement thereafter .

Forty- five per centof the sample of tanks weaudited inthe Free State, Gauteng, North West, Mpumalanga arttie Northern
Cape did not have unique identification numbes to confirm that they were covid- 19 related tanks.

Rand Watermanagement brought to our attention that some of the tanks had been rdeployed to other areasby the
municipalities . However, without a uniqgue number allocated to each tankit was unclear how Rand Water veified or
identified the tanks that had been movedo ensure completeness of theinventory list for water tanks purchased for this
initiative. Wewere therefore unable to ensure that the inventory list was complete by comparing the tanks installedagainst
those listed.

Ineffective monitoring controls on GIS.

Although the GIS has a field to identifywhether the tanks purchased werefor covid- 19r drought relief, we identified that
some verified tanks in the Eastern Cape, KwaZulu Natal, the Northern Cape and the Free Stateéhat were indicated on the
GIS asbeing covid- 19related had been incorrectly included as such by the departmentand were actually related to the
drought relief initiative. According to the department, the system has since beenupdated. We will assess theseupdates in
the new financial year.

While a needs analysis was performed, we could not determine if it was comprehensive enough to determine the capacity
of the water tanks required per village, compared to the need of the community. From our subsequent engagement with
the department, it was indicated that, due to thelack of available tanks during lockdown, the needs of communities had to
be reassessed.
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Recommendations

Managementof the departmentshould investigate whether payments were made to provinces for instances where there
was an inconsistent supply of water and wherewe could not verify some of the tanks to determine ithe department
received value for money for the funds spent.

Management ofthe department should reconcile the GIS registerwith the Rand Water inventory registerand include
unique identification numbers (provided either bythe department or the municipalities) to ensure that the inventory list is
complete and agrees with the assets installed.

Management of Rand Water andhe department should implement proper record keeping for the water tanks to support
accurate, complete and valid financial and performance reporting that agrees with the assets used and installed.

Management of thedepartment should review and adjust the inventory register for errors identified on the GIS to ensure
the list is complete and accurate. This will alsohelp managementto determine whether all tanks have been delivered and
whether there are anypotential losses in this regard.

To determine the reasons for the shortcomingswe identified with the incomprehensive needs analysis, theNCCshould
investigate the reasons for poor access to water and address any deficiencies identified. This would include investigating
whether payments were made to provinces where there was inconsistent supply d water and where the auditors could not
verify some of the tanks.Controls were also not implemented to ensure that the contracts with the tankering service
suppliers stipulate the quantities of water to be delivered to the tanks in line with the needs aalysis and to enable
management to measure the adequacy of the service delivery

h Oi gegporse
Managementdisagreed with the finding for the following reasons:

A Responses from regions varied, but it was mainly indicated that the vastness of the aresthat hadto be servicedmade
servicing these areas challenging. The tankers could only do one trip instead of two or mor@r water supply was the
responsibility of the municipality and Rand Water only supplied and installed the tanksSome responses indicated that
tanks are filled daily andare monitored by the municipality; however,in certain areas, the demand hasincreased
exponentially and, according to the municipal official who was responsible for monitoring tankers , there have been
reports of tanksheiA¢ Uy e gi UO C1 Udokri)dresgmeinkidhaces) Ewas idicated that thdocal
municipality re allocated tank positions and, therefore , additional tank stands were constructed. These stands did not
receive tanks, but management indicated that all tanks were delivered and accounted for.

A These tanks are not connected to a mainstream pipeline but are filled by the tankers on a schedule that may be
servicing multiple areas or villages in one municipality. The delivey sheets orlog sheets are signed offeach day to
show that water has been provided tothe relevant municipality, which encompasses the many villages. Payment
would not be made if these sheetsyhich are used as verification of service delivery, were not signed off.By signing off
of the log sheets,the municipalities indicated that theyplayed a critical role in ensuring service delivery.

A RandWater indicated thatit did not doone-to- one mapping to confirm the tanks, and confirmed that the total number
of tanks delivered per area agrees with what is in the Rand Water inventory list per area.

A Rand Water also indicated that these assets were nobwned byRand Water butby the department, and would
ultimately be transferred to the municipalities. It would have been premature for Rand Wadr to tag these tanksasit is
up to themunicipalities to tag them because each municipality would have its own numberingsystem. It would be too
much of an administrative burdenif Rand Water had used its own naming convention only for the municipalitie®
replace the tagwith their own. This would have amounted to wasteful expenditure.

A The internal auditunit also undertook a verification audit of 164 tanks from 26August 2020. The reporting of this audit
was still in draft at the date of this report.
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Auditors 'response

Weacknowledge management- i€sponses and we are awaiting the final inventory liston which management had
addressed all the shortcomings identified to ensure that installed tanks agreewith the inventory list in all instances and
that monitoring of water is taking place.

The Disaster Management Plan states that Rand Watewill be responsible for providing water, including secondary
activities in alignment to its core business. This suggests that Rand Water was responsiblefor ensurin g provision of water
as per the need identified.

Provision of water was also the responsibility of the municipality as per theGovernment GazetteNo. 43231 of 1Bpril 2020.

Wephysically identified that sufficient preventative controls at all spheres of government forming part of this initiative
were not evidentin all instances.

The implementation protocol agreement signed indicates that Rand Water, as the appointedimplementing agent on behalf
of thedepartment, will lead and convene the NCC, andill do all things necessary to ensure that the mandate of the
department is executed in terms of providing water and sanitation services throughout South Africa

2. Deficiencies with the inventory register

We identified ceficiencies onthe Rand Water inventory raister, which made the identification and verification of these
tanks very difficult. These deficienciesincluded:

A the GPS coordinates were not included on the list with regard to all tanks

A some of the linked GPS coordinates from Rand Water did not corresmd to that ofthe original GIS inventory list
received

A the capacity of tanks on the GIS did not correspond to the actual tanks on site. Gauteng and North Westwe also
identified that tank capacity differed between the invoices and delivery notes (Ram Water inventory register)

A the inventory register submitted did not agree with the reported information in theNCC'sfinancial reports, and
indicated an under-reporting of 986 tanks as at 3August 2020. These NCC financial reports were used to brief the
executive authority on the progress madewith the implementation of the project bythe management of both Rand
Water and the department.

This could have been preventedhad management implemented controls to monitor the accuracy and completeness of the
record keeping of the daily activities pertaining to water tanks.

Recommendations

Management of Rand Water andhe department should ensure proper record keeping for the water tanks to support
accurate, complete and valid financial and performance reporting that agrees with the assets used on the ground.

Management of thedepartment should review and adjust the inventory register so that it properly differentiates between
tanks purchased for covid- 19, thosepurchased and installed for drought relief, and those that are part of other normal
water provision initiatives.

Current incorrect classification of tanks purchased and other errors identified on the GIS should be amended to ensure a
complete and accurate list to support performance of the current initiative. This will also help managementto determine
whether all tanks have been delivered and whetherthere are any potential losses in this regard.

h Oi gedporse
Rand Water disagreedwith the finding and indicated that the process of verifying tank installdions and the associated

coordinates is ongoing, and that the finance report was lagging behind the operations report and has beenubsequently
aligned accordingly.
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The department has always been in charge of thprimary repository for GPS coordinates that the auditors used to obtain
the coordinates for site verification. The inventory list that Rand Water kept was primarily a financial and project progress
reporting list, which is the initial submission that was made tothe auditors andwhich the auditors rejected. The location
information Rand Watersupplied in the initial submission was atdistrict and municipal level and gave an indication of the
number of tanks thathad beendelivered and signed for by themunicipalities and thedepartment. After the auditors
rejected this submission, Rand Water undertook to providehe best available information of location data.

Without any set requirements for an inventory list, Rand Wagr generated alist that was suited to record tank data.

Management maintains that proper record keeping was done throughout this project. The finance report was lagging
behind the operations inventory report. This timing mismatch is to be expected based on the nature of the two reports. The
financial exposure report reflects payment made for all commodities, while the inventory list captures information upon
receipt of documentary evidence of receipt of service. It stands to reason that the financial report woulthave to be updated
after the inventory list as there is a time lapse betweenthe processes of receipt of goods and services and payment.

Auditors ' response

We acknowledge management: f€sponses and we are awaiting the final inventory liston which it has addressed all the
shortcomings identified to ensure that installed tanks agree with the inventory list in all instances andwater delivery is
being monitored.

The implementation protocol agreement states that the implementing agentmust keep proper records according tothe
OUé A E g yrdinany buBiness practice. The inventoryregister should have been updated as payments were made to
service providers and when verification was done for purposes of payments and receiving of goods (detailing the barcodes,
descriptions, etc.).As this process is still ongoing,we could not determine whenit would be finalised.

3. Weakness identified in the quality installation ofwater tanks
We identified the following in relation to the quality of thetank instal lations :

A Rand Water was required to ensure that the services and goods to be procuredere adequate andcomplied with the
specifications of the implementation protocol agreement. However, based on our physical verification some of the
water tanks verified were not installed appropriately in Gauteng, North Westthe Northern Cape,the Western Cape
and Mpumalanga.

A The installation was also inconsistent, as some of the water tanks had no vertical support, which was a safety and
security risk. In addition, t is unclear whether there was adequate monitoring during installation to ensure that the
specifications were adhered to.

Examples of the lack of vertical support

Gauteng: City of Johannesburg North West: Bojanala- Mothutlung Western Cape.: Nkqubela Informal
Freedom Charter Square Settlement
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Examples of quality deficiencies

Northern Cape. Postmasburg(leaking

Gauteng: Boitumelo (ro concrete North West: Bojanala- Letlhabile G

slab) (cracked platform) tap)
Recommendations

Management of thedepartment should ensure that an effective process is in place to confirm and verifyhe adequacy ofthe
services agreed to perthe service - level agreements before payments are made. A process should be put in place to
identify and correct deficiencies at no additional cost to the department.

h Oi gegporse
Rand Water partiallyagreed to the finding and indicated thatbecause of the emergency nature othe project, quality such

as the lack ofvertical support ,are not unexpected but are being addressedRand Water, together with the department and
municipalities ,monitored performance of service providers,and the Rand Water project teanalso conducted site visits.

Some vandalism ortheft was expectedand has occurredfor the tanks deployed by theNCC In terms of clause §sub-
clause 2 of the water and sanitation emergency procurementcovid- 19disaster response directions issued by the minister
of Water and Sanitation, water services authorities were given the mandate to provide adequate security for the tanks and
tankers against vandalism and theft, and to provide human resources for the monitoring of the continued availability of
water in the water tanks and tankers. If any of this was not done, it must be reported to thirector - general of the
department in writing within 48 hours.

Rand Water willuse the contractual recourse that it is entitled to in terms of the contractto ensure the contractors rectify
defective work at the standsat their own cost.

There are no implications to this slight overhang as the centre ofthe mass of the tank is within the footprint of the base.

Service providers were paidbased onthe size of thetanks supplied and the appropriate stand size to match. Tanks were
received and signed for by themunicipality and/or department, whichgave assurance of workdone or services delivered.

Rand Water is mindful of the legslative requirement that it hasto ensure italways has capacity to perform its primary
function in terms of section 30(1) of the Water Service AcTheminister was aware of this, hence theregulations and the
implementation protocol agreement state that multiple entities will monitor performance. Rand Water executed its
mandate in linewith this.

Thedepartment provided oversight of the performance on the ground, whichis evidenced by the delivery notes, log sheets
and sign- offs.

The RFQ for stand instdérs contained the specifications. Theauditors were provided with the payment packs containing
supporting evidence for those contractors that have been paidwith proof that works were verified. The auditors were also
informed of numerous instances where contractors were not paid when the work was found to be of poor quality.

Auditors 'response

On the topic ofmonitoring and evaluation, the implementation protocol agreement between RandWater and the
department states that the implementing agent (Rand Wate) must arrange and facilitate regular performance evaluation
of each project according to the requirements specified by the department. Therefore, although Rand Water appointed
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service providers to monitor and evaluate, it is unclear how Rand Watertogether with the department and respective
water boards, had monitored that the services and goods installedvere adequate and canpliant with the specifications
anddeliverables before payment was made.

The contractual recourse is noted but we were unable todetermine whether all relevant parties had effectively monitored
all deliverables, as we notedquality deficiencies andinconsistencies between installations.

4. Extensions of services made without prior approval

The implementation protocol agreement betweenthe department and Rand Water allows for contractsto be extended

subject to any additional budgetbeing submitted to, and approveddy, the department.

VAAO pAgUE+E T&AAgU yAAAcUY UAg dftBepgriodjofviater tahkermngserviceOtoagotall Uij g UAE
amount of R198,6million on 6 April 2020. However, therequest for the additional funds for the extension of tankering

services for the period of 90 days was madefter the tankering services had been extendedand it was only approved by tie

department on 14May 2020.

National Treasury Instruction Note No.5 of 201920, whichcame into effect on 29pril 2020, require s prior approval from
the National Treasury for any extension above 25% of the original valués the additional amount of R18,61million
constituted 392% of the initial contract values, prior approval fronthe National Treasury should have been obtained.

Recommendations

The department should disclose these transactions as irregular expenditure in the irregular expenditure register and the
financial statements for 2020- 21 and should initiate the process of consequence management.

h Oi gedporse
Rand Water disagreedwith the finding and indicated thatit held discussions with the department's representatives about
additional funding on 31March 2020and shared an estimated budget for this urpose on 6April 2020. It was concluded that
all tankers would be extended by 90 daysas the additional budgethad already been discussedwith the department. Rand
Water also relied on clause 8.1.7(over-expenditure) in the implementation protocol agreement and its sub-clauses 8.1.7.1
to 8.1.7.4whichauthorise Rand Water to commit its own funds while the departmenarranges for additional funds. (Rand
Water advanced R50million of its own funds to ensure that tankers could continue to operate in line withthe approved
extensions. Although the additional R200million was approved in May2020, the department only provided these funds on
27 August 2020.)

Therefore, Rand Water is of the opiron that the extensions are governed byNational Treasury Instruction Note No.8 of
2019 20 as the prevailing regulation at the time the variations were actionedand Rand Water was legally empowered to
make said extensions without National Treasury approvd as it is notapplicable to additional budget approval or variation,,
which is a matter between the principal (the department) and the implementing agent(Rand Watel).

Rand Water and the departmentliscussed and agreedon additional funding for the covid- 19 projects to continue inview of
the pandemic the country was(and still is) facing. Thedepartment had, at all material times, given Rand Water the approval
to proceed with the funding available Although the department concluded the administrative proce ss at a later stage this
cannot be seen aghe time of budget approvalas the departmentagreed toextend the projects with the additional funding.

In addition to the above, the emergency circumstances prevailing at the time did not allow for rigidormal (written )
approval to be obtained within the timesprescribed by the implementation protocol agreement.

Auditors 'response

We have noted nanagement- &mments. However,Rand Water cannot rely on the clauses relating to overexpenditure in
the implementation protocol agreement, as these extensionsdo not relate to expenditure incurred in excess of the pre
funded amount of R153nillion stipulated in the agreement. The full budget for the initiative was advanced to Rand Water.
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Therefore, Rand Water should hae applied for these extensions in accordance withNational Treasury Instruction Note
No.5 0f2020- 21 afterthe department obtainedformal confirmation for additional funding to expand the services of tankers
for 90 days.

5. Suppliers were awarded work with non- compliance tax status

Six suppliers appointed by Rand Water to supply tanks or water tankersvere not tax compliant at the datethey were
appointed. This noncompliance resulted in irregular expenditure of R17,72million.

Recommendations

Rand Water reeds to assess the control deficiencies that permitted the non compliance and to strengthen the key controls
in this regard. It should also strengthen processes and controls over the review and evaluation of RFQ documentation as
part of the proposal evaluation process to ensure thatthere is compliance at the time of appointment.

h Oi gesporise
Rand Waterdisagreed with the finding and indicatedthat the situation warranted emergency procurement and that it is
important to draw from the National Treasury's 2004 supply chain managementguide for accounting officers/authorities

what is intendedwith acquisition processes. TheNational Treasury categorised various acquisition processes in section
4.7 of theguide, which refers tothe following three acquisition processes:

A Price quotations (section 4.7.4 andacquisition procedures for price quotations flowchart) (used whena minimum of
three quotations should be obtainedfor transaction s within a particular threshold)

A Competitive bidding (section 4.7.4 andacquisition procedures for price quotations and competitive bidding flowchart)
(used when the price quotations threshold is exceeded

A Urgent and emergency cases

For acquisition processes other than price quotations and competitive bidding,the National Treasury used similar phrasing
when addressing various matters in further instruction notes that were published after the supply chain management
guide. Sqwhen the terms iprice quotationsr  AdnPetitive biddingrare used, they must be read in accordancewith the
understanding provided in the supply chain managementguide, that they are two of various other acquisition processes

National Treasure Instruction Note No.9 of 2017 1§ as applicable toprice quotationsr  AdmPetitive biddings, states that
when a supplier is not tax compliant, the supplier must be giverseven working days to remedy their tax matters. This is
done when there is sufficient time to procure,meaning not in an emergency procurement process (National Treasury
Instruction Note No. 3 of 2020-21). National Treasure Instruction Note No. 9 of 20174 8intentionally omits any other
acquisition process, including emergency procurement, and therefore this finding is not applicable in this instance.

Managementtherefore disagreed that there was non-compliance with procurement laws on the tax compliance matter, as
the acquisition process used (emergency procurement) is not governed byNational Treasury Instruction Note No. 9 of
201718.

Auditors 'response

Guidance and national instruction notes clearly state that inviting competitive bids can only be deviated from in emergency
cases and the entity then applies an acquisition process of going through a quotation process for emergency procurement.
This does not imply thatvhen going through an energency process (deviation), a different acquisition process is usedand
that all compliance matters pertaining to procurement can be set aside.Therefore, National Treasury Instruction Note No.9
of 201718still applies, even when deviating from the biddng procurement process.
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CONCLUSION

During the audit process and physical verification of the tankswe found sites with no tanksand tanks without water, which
indicates that the planned achievements of this initiative to supply water to communities imeed may not have been met in
all instances, as intended by the departmentFrom our observation, the NCC may not have adequately coordinated and
implemented measures to respond effectively to the covid- 19 outbreak.

We could not validate whether thedepartment effectively monitored all tanks purchased and delivered andcould not
determine the accuracy and completeness of the tanks purchased and delivered by Rand Watéfogether with the related
control weaknesses reported , this indicates that the reporting of achievement of the initiative may be inaccurate and
unreliable.

Non- compliance with supply chain prescripts resulted in irregular expenditure for the department.

The accounting officer of the department is fullyaware of all matters that formed part of these reports.

PROCUREMENT AND DISBUTION OF SANITAJN PACKS (HYGIENE
CAMPAIGN)

The department procured and provided sanitation products to rural communities and departmental staff, as part of a
hygiene campaign. These sanitation packs were distributedo several municipalities and communities.

KEY AUDIT FINDINGND OBSERVATIONS

6. Poor-quality face masks received and paid for

The department had intentionally not distributed 500 of theface masks as part of the
sanitation packs purchased (5% of the numer distributed from Rand Water to the
department). Upon inquiry, we noted theseface masks were not of the required standard
ordered as they were perforated (see picture) and would not serve the required

purpose. Wecould not confirm whether the supplier was contacted, whether these
substandard face masks were returned to the supplier or whether Rand Water had
asked the supplier for a refund.

Poor- quality face masks

Recommendations

The departmentshould determine the full value and number of sulstandard face masks

. . . . Perforated face masks in
received and request that the supplier replace the face masks with the correct quality sanitation pack

three - ply face masks or refund the money. If this is not done, it should be disclosedas

fruitless and wasteful expenditure , andconsequence management shouldbe instituted.
h Oi gegporse

The cepartment agreed to the finding and indicated thatt had established a working committee, together with Rand Water,

to urgently address this matter.

OVERALL CONCLUSION

Our overall observation was that thedepartment: iEplementation of this initiative lacked some key planning elements,
such asa detailed inventory list linked to the needs analysiswhich affected the successful implementation. Despite the
initial engagements between officials from the department and RandwWater for the establishment of the National Water
Disaster Command Centre aimedat ensuring effective implementation, governance, monitoring and reporting of the
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project, certain shortcomings were reported. However, wenoted that management has implementedsome improvements
during the course of the audit after thefirst special report.

It was indicated that a thorough needs analysis had been conducted that informed the delivery of tankslowever, we
identified some significant shortcomings in this needs analysis process. Upon nquiry, we were not provided with a verified
list of tanks that supports the original needs analysis so that wecould confirm if the intended communities received water
as planned.We also found itdifficult to determine if effective monitoring and oversight of this initiative were conducted
between the different role players, and therewas also a lack of coordination betweenthe department and water service
authorities (municipalities) , which movedtanks without informing the department.

We were, therefor e,unable to confirm whether the department had adequately engaged and monitored all the different role
players, including Rand Water and the water service authorities, in the water value chain cyclés a result, we could not
confirm whether all the intended communities received continuous water supply, as intended.

Although a verification process of the tankswas being doneby both internal audit units of the department and Rand Water
to verify the internal controls implemented, management was still in the process of concluding on the complete and
accurate inventory list, which is intended to be handed over to the water service authorities for future continuation of water
supply and maintenance.

Our findings included above on the distribution of tanks andankering services cast doubt on whether management had
implemented sufficient preventative controls for this initiative. Wefurther question whether management implement ed
and executed the required checks and balances to ensurethat the department meets its planned delivery and installation
of tanks and tankering services.

Except for the matter reported aboveregarding the sanitation packs, we did not identify any other material concerns
regarding the procurement and delivery of the sanitation packs by Rad Water.

As some of these matters will affect theO U @ A E § 0AA21 finEncial statements, the accounting officer will have to
address these findings to ensure proper reporting on irregular expenditure and to prevent this from happening in future.
Consequence management processes shouldalso be initiated where applicable to ensure that the demobilisation process
and sustainability of this project is effective to sustain water provisioning between the different role players.
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@ OTHER INITIATIVES tMUDED IN PREVIOUS REPORT

INTRODUCTION

This section provides a short update on the following five initiatives that were included in the first special report and hay
not been covered elsewhere in this report:

Support to small businesses

Compensation for occupatonally incurred covid- 19
Loans through the Industrial Development Corporation
Temporary residential units

Do Do Do o Do

Support to municipalities

The update for each initiative includes the allocated budget and related expenditure as 80 September 2020. It also
includes information on the actions taken in response to the first special report and our plans for the further audit and
reporting on the initiative.

SUPPORT TO SMALL BIMESSES

Purpose of initiative @ Auditees
MENU

Support to qualifying small, medium * Department of Small Business
and micro enterprises affected by Development I'
covid-19 ¢ Small Enterprise Finance Agency —_
¢  Small Enterprise Development
Agency PREV

Focus of our audit

Debt relief finance scheme, spaza shop support programme and seven other planned
initiatives

Assessment of design and implementation of manual and system controls

Testing of whether loans or support were provided to eligible beneficiaries

Budget and expenditure

Budget (R mitior) Y

Expenditure (R million) [R¥aM: Total expenditure: R308,7
R36,9

m Expenditure as at 31 July ¥ Expenditure from 1 August to 30 September

* In the first special report, we reported expenditure of Rifilion as at 3QJune2020
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As initially planned, the debt relieffinance scheme ran for a period of sixmonths ending in September2020. The budget and
expenditure by 30 September 2020are shown below.

Debt relief finance scheme

Budget (R million) R484

Expenditure (R million) R261,1 Total expenditure: R290,7
\— R29,6

m Expenditure as at 31 July * Expenditure from 1 August to 30 September

* In the first special report, we reported expenditure of R145million as at 18July 2020

The disbursements increased from 71%pplicants by 15July 2020, as reported in the first special report,to 1112 applicants
by 30 September 2020.

In the first special report we did notreport any concerns with this scheme and as a result no specifiactions were required
from the Department of Small Business Development

After the debt relief finance scheme reached its objective and came to a close, the focus of the small business portfolio
shifted to implementing its economic recovery initiatives, whichwere planned to roll out from August 2020. By

30 September 2020all seven initiatives had been launchedwith an approved 2020- 21 budget of R105million . Whileno
disbursements have yet been made, applications to the value of R2@illion have beenapproved for disbursement across
these initiatives. Theseseven initiatives focus primarily on post-lockdown recovery and growth. They are aligned to the
ordinary business operations of the Small Enterprise Finance Agency (Sefajpnd will be implemented over five years Asa
result, the initiative s will be audited and reported on as part of thenormal annual audit.

Spaza shop support programme

The spazashop support programme was initiated in April 2020. We reported in the first special report, by 3@une 2020the
programme had received 5001 appications and approved 597 of these. Sefa reported that the programme had received
9122 applications byB0 September 2020. Of these, 11 were approved and had cards ordered. The budget and expenditure
by 30 September 2020are shown below.

Budget (R million) R175

Expenditure (R miIIion)! Total expenditure: R18
R10,7 - R7,3

m Expenditure as at 31 July * Expenditure from 1 August to 30 September

* In thefirst special report, we reported expenditure of R6 million as at 30 June 2020

In the first special report we reported weaknesses relating to the approval process. Thadirector - general of the
department committed to strengthening the approval process by implementing an online approval process and updating
the operating procedures. While the revised online approval processes have since been implemented, the revision of the
operating procedures has notyet beenfinalised.
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We alsonoted in the report that the programme received significantly fewer applications than initially anticipated , and
z U aedhieflexecutive officer committed to taking various actions to increase awareness of,and improve uptake for,the
programme. The implemented actions included partnering with an additional major bankand, in collaboration with the
bank, running various advertising campaignsto further increase theé E C ¢ E A ¥xpdsureEand accessibility. New
wholesalers are added to the scheme as and when they agree to the terms armbnditions applicable, some of these
wholesalers have also promoted the scheme in the areas in which they operate.

We will continue to audit the approvals of applications and disbursements as part of our normal annual audit.

The portfolio committee has rot engaged on theprevious special report since it wastabled. However, as evident above, the
accounting officers and authorities responded positively to the report and implemented the commitments made.

@ Purpose of initiative %Q} Auditee

Compensation for disability, illness Compensation Fund
and death resulting from occupational
injuries and diseases due to covid-19

Focus of our audit

Control environment, primarily around receiving and processing claims and testing application
controls within CompEasy system

Budget and expenditure

Budget (R million) RO*
Expenditure (R million) [l R1,09 Total expenditure: R1,49

m Expenditure as at 31 July" Expenditure from 1 August to 30 September

* No specific funds allocateglexpenditure focovid19 will be funded as part of normal
operating budget of R4,2 million.

The Compensation Fund is continuing to process claims that meet the requirements of the Compensation for Occupational
Injuries and Diseases Act and does not expect a significant increase in payouts. B@ September 2020, the fund had
received 413 claimsand paid out 251.

teU =hAOrE GUAOUEEéi e WAE EUT Uegiit U ¢gC geU i AOi AcE EUeCEgUO
the control environment around claim adjudication and processing.

The commitment to improve the control environmentaround the automated controls of the SAP CompEasy system was

partially implemented. The user access management policy for the SAP CompEasy claims system still has to be approved

and adopted, and the processes are expected to be finalised in Novemb&020.
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The fund has finalised implementation of the SAP CompEasy claims system governance, risk, and compliance (GRC) tool to
manage user access and segregation of duties, and approvedser acceptance testing (UAT) for the tool. However, it has

not yet started implementing the SAP financial system GRC tool. Management has committed to implement the tool by
March 2021. A system change was implemented to address the control weaknesses over processing of duplicate claims on
the SAP CompEasy claim system, with the URbeing approved on 4 Septembe2020.

The commissioner made a commitment to ensure the provincial rapid adjudication panel does due diligence while
evaluating the submitted claims before approval. The commissioner amended the terms of reference and commuigated
these to the panel of experts to ensure that the claims are evaluated in terms of the approved terms of reference and
comply with the published criteria (No. CF/03/2020).

Although the fund is making progress in addressing the control weaknesses id& g i aef UO® géU 1T CAT UEA Al Ch
control environment remains. We will continue to audit the compensation for occupationally incurred Covid 19 as part of
our normal annual audit.

LOANS THROUGH THEDMNSTRIAL DEVELOPMENT

CORPORATION

@ Purpose of initiative @ Auditee

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

Focus of our audit

*  Provision of funding to eligible companies in line with initiative objective
*  Prevention from unduly benefitting from more than one support scheme
*  Avoidance of conflicts of interest in awarding loans

o
Tt

Budget and expenditure

Budget (R million) R2500

Expenditure (R million) Total expenditure: R46,7
N\
F%— R46,7

m Expenditure as at 31 July ¥ Expenditure from 1 August to 30 September

e
Yiagpgunt

* In the first special report, we reported expenditure of RO million as at 15 July 2020

Intheeei EEg E&UT i A EUBCEg" WU EAiEUO 1 CATUEAE géAg géelU MAOREGET
being performed with sufficient urgency and efficiency to approve loans in time to alleviate the financial distress of

businesses that were negatively impacted by covid 19. We based these concerns on the fact that no applications had been

approved by 13uly 2020and thus there were no disbursements being processed from the allocated RZ00 million. In

response to this, the IDC board, supported bthe trade, industry and competition minister, committed to implement actions

that would address the non disbursement of the allocated funds and to revise the funding criteria to be more accessible to
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amendments to the original funding criteria.
The IDC has indicated that these changes have resulted in four approved applications amounting to Rhéillion,

R47million of which had been disbursed by30 September 2020. We will continue to audit the reported approvals and
disbursements as part of our normal annual audit.

The portfolio committee on trade and industry has not interacted on this matter since the tabling of our previous special
report on 2 September 2020. Although only four transactions have been approved since our previous special report, we are
UAT CREA¢UO 1J ¢geuU M2-+E EUEeCAEU" Wéeilée EeCWE igE 1 AgUAg

companies and jobs.

@ Purpose of initiative @ Auditees

Provision of temporary residential * Department of Human Settlements
units for resettlement of overcrowded *  Provincial departments of human
settlements settlements

* Local government — metros and local
municipalities
* Housing Development Agency

Focus of our audit

Procurement of goods and services

Development of temporary residential units in line with approved unit price and at right
quality

Allocation of units to appropriate beneficiaries

Budget and expenditure

Budget (R million) R1426

Expenditure (R miIIion)! Total expenditureR59

RQ R16

m Expenditure as at 31 July ¥ Expenditure from 1 August to 30 September

* In the first special report, we reported expendéwf R43nillion as at 3Qune2020

Thetemporary residential units initiative includes R554million funded through urban settlement development grant provided as part of
the support to municipalities/ r epurposed grants fo municipalities.
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In the first special report, we reported a lack of progress on this initiative as none of the temporary residential unit (TRU)
projects that had been selected for audit had been completed by the planned date of 3Qne 2020. We noted that this was
because of weaknesses in the nonitoring processes and ineffective coordination by the human settlements command
centre, which was established to ensure swift cooperation across the three spheres of government (national, provincial
and local) in response to the pandemic The sector coudl not provide project- specific covid- 19 related budgets and
expenditure. We were unable to confirm the reliability of the expenditure information the sector did provide, as the
information we received from the three spheres of government did not reconcile.In response to this, the accounting officer
of the Department of Human Settlements committed to collaborate withthe National Treasury to improve the credibility of
geU EUTgCE+E UijeUAOIi ghEU AAO" NeUEU AeecudDl BEULY  EfhéNativlER EME g §
Treasury. However, there is no evidence that this commitment was implemented, as the sector could still not provide
credible expenditure across the three spheres of government.

The accounting officer also committed toinvestigate the details of the project approval and costing. The accounting officer
has indicated that the department has since reviewed awards for the construction of TRUs for possible procurement

related irregularities and has directed the National Home Builders Registration Council (NHBRC) to undertake quality and
compliance assessments of the TRUs. The committee of the minister and the members of the executive council (MinMec)
has also directed the accounting officers in both provinces and metros to immediately take the necessary steps to ensure
that the continuing TRU projects comply with minimum norms and standards as set out in the housing code. The accounting
officers have also been tasked with ensuring the departments derive value for money from curent contracts with service
providers, and instituting accountability and consequence management measures against those who have been found to
have transgressed. MinMec also directed the accounting officers for the provincial departments of human settlemeis and
the metros to consult with the NHBRC on specifications for TRU bids going forward.

As we reported in the first special report, there were 95 re blocking projects identified for reprioritising in response to
covid- 19 risks.

We have been advised by #haccounting officer of the national department that, due to the lack of progress in the initiative

and the reduction in new covid 19 infections, the sector is no longer implementing TRU projects as a response to covitd

emergencies. However, the implemeng Agi CA i E 1 CAgi Ahi Ac AE eAEg Cae géU EUIT gCE: |
programme. Furthermore, since we were not able to audit budget and expenditure information, it is evident that we would

not have been able to specifically audit this iniative without the commitment relating to the credibility of the expenditure

being implemented.

The covid 19 audit is meant to focus on covid 9 specific initiatives; therefore, any remaining residual risks that were
identified in the first special report, such as non compliance with procurement regulations, poor quality of TRUSs, incorrect
pricing and incorrect allocation of TRUs, will be audited and reported on as part of our normal annual audits.
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SUPPORT TO MUNICIPALES

@ Purpose of initiative @ Auditee

Funding to municipalities for Local government (metros, district
emergency water supply, sanitation, municipalities and local municipalities)
food and shelter for the homeless,

basic services for indigents and

community services

Focus of our audit

Covid-19 municipal relief funding

Budget and expenditure

Budget (R million) R23937

Expenditure (R million) -/_ R258 Total expenditureR2194

R1936
m Expenditure as at 31 July ¥ Expenditure from 1 August to 30 September

* In the first special report, we reported expenditure of R1 675 million as at 30 June 2020

In the first special report, we reported on the funding made available to municipalities to support covidl9 relief efforts. We
also shared information on the circular the National Treasury issued to municipalities on the need for controls to be
implemented or strengthened to address the risk of fraud or abuse of the funds. According téhe National Treasury, the
municipal managers, internal auditors and government structures at the municipalities are responsible for monitoring
compliance with the circular, as required by the MFMA.

Below is an update on the funding and expenditure of municipalities b§0 September 2020.

201920 and2020- 21 allocations and spending

Purpose of allocation Budget Funds expensed* Remaining funds

(Rmillion) (Rmillion) (Rmillion)

Support to municipalities as included in R500billion relief package

Equitable share: for municipalities to provide 11000 0 11000

basic services to additional households who (National Treasury plans (100%)
lost their source of income and became the transfer s for

indigent due to the covid 19 pandemic December 2020)

Conditional grants: for municipalities to provide 9034 156 8878

an emergency water supply, increase (1,7%) (98,3%)

R
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Purpose of allocation Budget Funds expensed* Remaining funds

(Rmillion) (R million) (Rmillion)

sanitation of public transport and facilities, and | (R2334million was
provide food and shelter for the homeless transferred by
30 September)

Repurposed grants to municipalities

Grants to municipalities prioritised for various 3752 1899 1853
covid- 19 related initiatives (51%) (49%)
Municipal disaster relief fund released for 151 139 12
various covid- 19 related initiatives (92%) (8%)
Totals 23937 2194 21743
(9%) (91%)

* The expenditure excludes seven municipalities for which we could not obtain information because management did not resportd our
request for information.

We also reported tha we were preparing for audit work on these funds to begin when the audit teams start their local

government audit engagements. We have now selected the 43 municipalities where we will audit the funds as part of this
real-time covid- 19 audit, based on thextent of the funding received and the risk profile of the municipalities. We will audit

geu EUYAi Ai Ag s1vy VHAATT{i&AGi ¢ i-20Bnd20R0R2Unoknad ampéalhudish AOE AE e AEg
We identified the key risks related to the use of the funsland developed audit procedures to:

A test whether the selected municipalities implemented preventative controls to address the risks and
A to determine whether the money provided was used for its intended purpose and in compliance with the relevant
legislati on.

We commenced with the audits in NovembeR020and will report on the outcome in future special reports.
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