
 

 

 
 

Internal Audit Memorandum 
 
To: Chief Financial Officer 
Cc: Manager, Finance  
 

From:   Senior Manager, Internal Audit  
 

Audit Ref.  12-20/19 
 

Date:   31 March 2020 

Subject:              Financial Internal Controls Audit Report 
 

The office of the Internal Audit completed an audit of the Financial Internal Controls.  

 

The intent of this audit was to determine the effectiveness of the financial internal controls by 

determining whether the controls are operating as designed and whether the person 

performing the controls possesses the necessary authority to perform the control effectively 

and whether payments were in compliance with the ELRC’s policies and procedures. 

 

The audit was conducted in accordance with Generally Accepted Auditing Standards, the 

International Standards for the Professional Practice of Internal Auditing and in line with the 

Code of Ethics. Those standards require that we plan and perform the audit to obtain sufficient, 

appropriate evidence to provide a reasonable basis for our findings and conclusions based on 

our audit objectives. We believe that the evidence obtained provides a reasonable basis for 

our findings and conclusions based on our audit objectives.  

 

We extend our appreciation to the personnel of Finance Services for their assistance and 

cooperation during the audit.  

 

Yours sincerely  

 

Senior Manager, Internal Audit  

31 March 2020 
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Section A: EXECUTIVE SUMMARY 

 

1. Introduction 

 

1.1. The audit of Financial Internal Controls was identified as part of the Audit Plan for 

2019/20 and undertaken on an annual basis. 

 

1.2. The objective of a system of internal controls over financial reporting is to provide 

reasonable assurance that the financial information produced is reliable and that it 

reflects the ELRC’s transactions and events for the reporting period. It is not intended to 

be perfect by eliminating all risk, as this would be cost prohibitive.  

 

1.3. Rather, the controls are intended to be effective in mitigating the risk of financial 

reporting errors to a level that is acceptable based on considerations of materiality. 

Materiality is the threshold above which missing or incorrect information in financial 

statements is considered to have an impact on the decision making of users. 

 

1.4. Establishing effective internal controls is a continuous process. Management actively 

assesses risk, as financial reporting standards or requirements change, and new 

software or technology is implemented. Risk can also increase as accounting and 

reporting processes change and as there is turnover in management and staff. As new 

risks are identified, management responds by implementing or enhancing controls to 

mitigate such risks. 

 

1.5. The daily operations of the Finance business unit are guided by policies and procedures, 

best practices, process descriptions and standards for how work is expected to be 

performed. 

 

2. Background 

 

2.1. Financial Internal Controls (FIC) provide a means by which management and users of 

financial statements can have confidence that the financial statements fairly reflect 

financial transactions.  

 

2.2. FIC provides information that aids in the preparation of internal and external financial 

reports and statements in accordance with policies, directives and standards.  

 

2.3. Finally, FIC helps to provide assurance that revenues received, and expenditures made 

are in accordance with delegated authorities, and unauthorized or erroneous 

transactions that could have a material effect on financial information and financial 

statements are prevented or detected in a timely manner. 

 

3. Objectives, Scope and Methodology 

 

3.1. The overall audit objectives with respect to adequate and effective controls exists that 

ensures: 

• The effectiveness and efficiency of operations and resource management, including 

safeguarding of assets, 

• The reliability of financial reporting; and 

• Compliance with legislation, regulations, policies and delegated authorities. 
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3.2. The audit scope covered the activities surrounding financial internal controls for the 

period 01 October 2019 to date. On-going and planned developments were taken into 

consideration. 

 

3.3. The audit scope focused on the following processes: 

• Accounts payables, 

• Accounts receivables, 

• Accruals including leave accruals and bonus accruals, 

• Reconciliations, 

• Journals, 

• Employee costs, 

• Budget management,  

• Asset management (PPE), 

• Provisions (13th cheque and SADTU), and  

• Monitoring of the credit card policy. 

 

3.4. The audit scope excluded the review of the financial statements. 

 

4. Approach and Methodology 

 

In order to achieve the intended outcomes, the following approach was used: 
 

4.1. Initial study – gathering and examination of baseline information on finance initiatives, 

including but not limited to analysing non-financial information; and, policies, guidelines 

and procedures. The information obtained was used to prepare for the preliminary 

meetings with senior management. 

 

4.2. Preliminary meetings – interviews with the Chief Financial Officer,  Manager and 

Finance Officer to obtain information related to challenges and delivery of the expected 

results from a perspective of ensuring that Internal Audit had a correct understanding of 

the current state of the process and, importantly, identifying areas of greatest 

management concern. 

 

4.3. Detailed information gathering – the purpose of this approach was to: 

• Record, through interviews and documentation review, the Finance’s accountability 

requirements related to the ELRC, 

• Assess through interviews and documentation review, the level of over-all compliance 

to the ELRC, and 

• Review through interviews and documentation review management’s response to 

weaknesses identified. 

 

4.4. At the conclusion of the audit, specific areas of interest will be considered for inclusion 

in the next annual Risk-based Audit Plan. The observations will assist management to 

identify potential risks in Financial Internal Controls.  

 

4. Analysis of Audit Results 

 

4.1. Positive findings 

Areas of good practice noted during the audit: 
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4.1.1. Efficient processing of invoices and claims within 9 days by Finance ensured that 

suppliers are within 30 days.  

4.1.2. Less number of correcting journals are processed by Finance as business units confirm 

budget accounts and available amounts prior to processing Purchase Orders. 

4.1.3. Journals are sequential, numbered, have sufficient supporting documents attached and 

are approved by the Finance Manager. 

4.1.4. Reconciliations over the bank account, petty cash, creditors, debtors, employee related 

costs are completed on a monthly basis, reviewed by the Finance Manager. 

4.1.5. Newly purchased assets are recorded in the Fixed Asset Register and depreciation is 

calculated on a monthly basis. 

4.1.6. Revenue received from the Department of Basic Education and Further Education and 

Training Colleges (FETC) have been adequately accounted for. 

4.1.7. The audit has noted significant improvement over the composition of payment packs; 

however, management is encouraged to continue strengthening controls over 

documents verifications before processing payments to ensure adequacy, 

completeness and relevant supporting documents are attached. 

4.1.8. The audit noted sound internal controls over the use of credit card. 

 

4.2. Findings cleared prior to issuing of final report 

One (1) finding was cleared prior issuing of the final report: 

 
No. Finding description Implemented corrective action plan 

1. Approval of Purchase Order not in line with the 
policy on Delegation of Authority  
 
PORD009763 to the value of R296 140.00 for the 
promotional material was approved by the Chief 
Financial Officer, instead of the General Secretary. The 
Policy on Delegation of Authority indicates that the Chief 
Financial Officer can authorize POs and expenditures up 
to the value of R150 000. 

 

PORD009763, was approved on the Evolution 
system by GS on 31 October 2019.  The GS 
was out of the office on 01 November 2019.  
POs cannot be printed from the system unless 
approved by the delegated person.  
 
Email confirmation by the GS was submitted 
verifying that she gave verbal authorization to 
the CFO to sign the manual PO on her behalf. 
 
In future all verbal authorization will be 
confirmed in writing and the CFO will pp sign 
and not just sign. 

 

 

4.3. Negative findings  

A total of seven (7) findings were issued:  
 

No. Finding Name Control 
Adequate 
or 
Effective  

Finding 
Rating 
Classification 

Deficiency 
Risk Rating 

Management Response and Agreed 
Actions 

1 Expenses and 
Payables Standard 
Operating 
Procedures not in 
line with the Finance 
Administrative Policy 
and the Petty Cash 
Management Policy 

Ineffective Significant MEDIUM Management accepts the finding. 
 

• Management was in the process of 
updating the Finance Policy to incorporate 
the changes required in all areas of its 
operation. However, the Policy has not 
been approved as we were awaiting the 
finalization of the Asset Management Policy 
changes. 

 
Corrective Action Plan 

• Management will align and finalize the 
Policy and Standard Operating Procedures 
by 01 May 2020. 
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No. Finding Name Control 
Adequate 
or 
Effective  

Finding 
Rating 
Classification 

Deficiency 
Risk Rating 

Management Response and Agreed 
Actions 

2 Incorrect 
classification of 
assets 

Ineffective Significant MEDIUM The finding is noted and acknowledged. 
 
Corrective Action Plan 

• The classification in respect of computer 
equipment and software will be thoroughly 
reviewed for correctness as per transaction. 

• Management has reclassified the intangible 
asset from the computer equipment and its 
related amortisation. There are no 
differences in figures for cost and 
amortisation as the amortisation method is 
similar to that of computer equipment 

3 Reconciliation 
statement not timely 
performed and 
reviewed 

Ineffective Significant MEDIUM Management accept the finding.  

• The CFO did not sign the reconciliation as 
the process has been changed in the SOP 
but not in the approved policy.  

• CFO has reviewed and signed off the 
monthly financial statements. Part of the 
review process involves review of individual 
reconciliations to ensure the accuracy and 
completeness of the balances.  

 
Corrective Action Plan 

• Management will ensure that all the 
reconciliations are signed by the CFO while 
we await the finalization of the Policy. 

• The Trade Payables and Expenses SOP 
has been updated with the processes as 
per current activities, however the Policy is 
yet to be signed off as management wanted 
to ensure that all the activities as prevailing 
are updated in the policy at once instead of 
amending the Policy numerous times. 

• Management will ensure that the Policy is 
finalized for all finance activities and singed 
off by 01 May 2020. 

4 Ineffective 
monitoring of 
departmental 
budgets 

Ineffective Significant MEDIUM Management accepts the finding. 

• Northern Cape Provincial Manager was not 
aware that she did not provide responses. 

 
Corrective Action Plan 

• Managers are expected to respond to 
variance reports as part of their key 
performance areas, therefore consequence 
management must be applied by their 
respective supervisors. 

• Finance will issue monthly reconciliations to 
the DMS department on a monthly basis in 
order that a proper comparison can be 
made on what the budget has been spent 
on. 

• Northern Cape Provincial Manager 
commits that the deficiency will cease to 
exist with immediate effect and that with the 
assistance of the Senior Manager in 
monitoring the reports she will not repeat 
the same. 

5 Monthly 
departmental budget 
not issued to the 
departmental 
manager 

Ineffective Significant MEDIUM Management accepts the finding. 
 
Corrective Action Plan 

• Management will maintain a checklist of the 
reports sent out and responses received. 
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No. Finding Name Control 
Adequate 
or 
Effective  

Finding 
Rating 
Classification 

Deficiency 
Risk Rating 

Management Response and Agreed 
Actions 

• This checklist will be filed in the budget 
management file. 

6 Late submission of 
monthly variance 
expenditure reports 

Ineffective Significant MEDIUM Management accepts the finding. 
 
Corrective Action Plan 

• Going forward the Limpopo Provincial 
Manager will communicate upfront with 
Finance officials in case there is going to be 
any unforeseeable delays in submitting 
required reports. 

• Senior Manager, CBS will comply with the 
timelines for responses to Finance. This will 
be done as from March 2020 Finance 
Variance Report. 

• Northern Cape Provincial Manager 
maintains a register of key performance 
indicators and their due dates. The register 
will be updated and monitored effectively. 

7 Ineffective controls 
over the approval of 
petty cash vouchers 

Ineffective Significant MEDIUM Management accepts the finding. 
 

• The process that was followed was to send 
the petty cash unsigned to Finance for 
review as the General Secretary cannot 
approve her own transactions. 

• Norther Cape Provincial Manager had sent 
back the voucher for correction of the 
allocation (GL CODE), but subsequently did 
not sign the corrected voucher. 

• The Free State and Mpumalanga Provincial 
Administrators received verbal 
authorization from the Senior Manager 
before the transaction took place, however 
the Administrators did not provide the 
Senior Manager with the Voucher for 
signature. 

 
Corrective Action Plan 

• Clear guidelines to be documented in the 
Policy and SOP for the Executive Services 
petty cash processes. 

• Management to ensure that all vouchers 
are signed before transactions take place. 

• Finance will ensure that all the vouchers are 
complete and signed before the 
transactions are recorded in Evolution. 

• Northern Cape - All submissions by the 
Administrator will henceforth be double 
checked before submission to Finance. 

 

4.4. Areas or opportunities of improvement 

 

Opportunities for improvement are areas that are not necessarily wrong or not meeting the 

requirements of the standard. Unlike observations, opportunities for improvement are not 

accidents waiting to happen but rather these are practices that have been implemented poorly 

and either do not add value or consist of several non-value-added steps. 

Finance internal controls are working as intended in most of the areas reviewed, however, the 

following can be improved upon with consistent and uniform implementation: 
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4.1.1. Proper alignment of the policy and standard operating procedures to address the grey 

areas of when the CFO should perform her reviews. 

 

4.1.2. Petty Cash Vouchers that are not signed off when submitted to Finance should be 

returned. Finance Officers should be empowered to return such submissions for 

correction as opposed to focusing only on meeting deadlines but with incomplete/ 

unauthorized documentation. 

 

4.1.3. Provincial Managers and Administrators should ensure that documents that are 

submitted to Head Office are complete, otherwise consequence management should 

be implemented to reduce the likelihood of fraud taking place. 

 

5. Audit Opinion 

 

In order to assist management in using our reports we categorize our opinions according 

to our assessment of the controls in place and the level of compliance with these controls 

 Audit Opinion 
 Full 

assurance  
Full assurance that the system of internal control meets the organization’s objectives and 
controls are consistently applied.  

Significant 
assurance 

Significant assurance that there is a generally sound system of control designed to meet 
the organization’s objectives. However, some weaknesses in the design or inconsistent 
application of controls put the achievement of some objectives at some risk. 

 
 

Limited 
assurance 

Limited assurance as weaknesses in the design or inconsistent application of controls put 
the achievement of the organization’s objectives at risk in some of the areas reviewed. 

 No 
assurance 

No assurance can be given on the system of internal control as weaknesses in the design 
and/or operation of key control could result or have resulted in failure(s) to achieve the 
organization’s objectives in the area(s) reviewed. 

 

6.1. Evaluation opinion:  taking into account the issues identified under section B below, 
the internal controls for Financial Internal Controls as operated at the time of the audit 
provided a Significant Assurance, that is, the effectiveness of the internal controls is 
not satisfactory.  
 

6.2. Testing opinion: There is evidence that the level of non-compliance with some of the 
controls may put some of the system objectives at risk. 
 

6.3. Internal audit assessed the Financial Internal Controls as largely effective, however 
some control gaps do exist which may hamper the effectiveness of the overall system if 
not attended to. 

 

6.4. The following is a summary of our control evaluation: 
 

• Proper alignment of the policy and standard operating procedures to address the 

grey areas of when the CFO should perform her reviews. 

 

• Petty Cash Vouchers that are not signed off when submitted to Finance should 

be returned. Finance Officers should be empowered to return such submissions 

for correction as opposed to focusing only on meeting deadlines but with 

incomplete/ unauthorized documentation. 

 

• Provincial Managers and Administrators should ensure that documents that are 

submitted to Head Office are complete, otherwise consequence management 

should be implemented to reduce the likelihood of fraud taking place 
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6.5. The audit identified opportunities for management to strengthen some of its monitoring 

controls as well as areas where new monitoring controls could be designed and 

implemented to ensure compliance with the Financial Internal Controls guidelines. 

 

Please refer to the Section B of report for further detail of audit findings and 

recommendations. 

 

5. Acknowledgment 

 

Internal Audit would like to thank the Finance staff involved for their assistance during this 

review. 

 

6. Disclaimer 

 

6.1. You are requested to treat the Final Internal Audit report with confidentiality. The 

distribution of the report to persons other than staff and those on the distribution list 

should only be done after consultation with the Internal Auditor.  

 

6.2. Any queries relating to the interpretation/factual correctness of the findings within the 

report must be routed to the Senior Manager, Internal Audit. 

 

7. Distribution List 

 

7.1. As required by the Internal Audit Charter, this report is distributed to: 

• General Secretary. 

• Senior Managers. 

• Managers / Supervisors; and 

• Audit Committee. 
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SECTION B – DETAILED AUDIT FINDINGS 
 

1. EXPENSES AND PAYABLES STANDARD OPERATING PROCEDURES NOT IN 

LINE WITH THE FINANCE ADMINISTRATIVE POLICY AND THE PETTY CASH 

MANAGEMENT POLICY 

 

Audit finding rating Control rating classification Risk rating Repeating finding 

 Ineffectiveness Medium No 

 

Criteria 

 

Policies and procedures are designed to influence and determine all major decisions and 
actions, and all activities take place within the boundaries set by them. Procedures are the 
specific methods employed to express policies in action in day-to-day operations of the 
Council. 
 

Observation 

 

1.1. The audit identified anomalies over the review and approval of the monthly bank and 
petty cash reconciliation statements by the Chief Financial Officer. See details on the 
table below: 

Section Provision of the Finance 
Administrative Policy 

Provision of the Expenses 
and Payables SOP 

Provision of the Petty 
cash Management Policy 

Bank and petty 
cash 
reconciliations 

13.2.4. The bank and petty 
cash reconciliation must 
be reviewed by the 
Finance Manager within 8 
calendar days after the 
month end and it should 
be signed as proof of 
performing this function.  
 
The reviewed 
reconciliations must be 
submitted to the Chief 
Financial Officer monthly 
for final review and sign-
off by the 9th calendar day. 

“Day” refers to working 
days 
 
7.2.7. Preparation and 
review of supplier 
reconciliations are to be 
done on or before the 8th of 
every month 
 
 

7.5 All reconciliations 
shall be checked and 
signed off by the 
preparer and the Finance 
Manager. 

 
1.2. Inconsistency between the Expenses and Payables SOP VS Finance Administration 

Policy, in that: 
 

Para 7.2.7 of the Expenses and Payables SOP requires the reconciliation statements 
to be done on/or before the 8th working day of every month. 
 

Whereas 
 

The Finance Administrative Policy state the following: 
 

13.2.2. The bank and petty cash reconciliations for the month, should be finalised 
within 7 calendar days after the end of the month. The appropriate officer must 
investigate all reconciling entries and long outstanding items. All reconciling items must 
be explained and supported with documentation. All these items must be properly 
accounted for within the next calendar month. 
 

13.2.3. The petty cash reconciliation is a monthly reconciliation between the petty cash 
book and the float. The reconciliation must be prepared by the responsible officer. 
Monthly, petty cash reconciliations between the petty cash register and the general 
ledger control account must also be performed. 
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13.2.4. The bank and petty cash reconciliation must be reviewed by the Finance 
Manager within 8 calendar days after the month end and it should be signed as proof 
of performing this function. The reviewed reconciliations must be submitted to the Chief 
Financial Officer monthly for final review and sign-off by the 9th calendar day. 

 
Root Cause(s) 

 

• Misalignment of policy and procedures. 

• Delays in finalizing the policy for approval by EXCO. 

 

Risk Arising / Consequence 

 

• If policies and procedures are inconsistent, it could lead to daily activities not being 
properly followed. 

• Systems of internal controls are incoherent and not uniform which may result in 
confusion over which policies take precedence. 

 

Recommendation(s) – High Priority 

 

• The Chief Financial Officer and Finance Manager should accurately map the processes 

and procedures for reconciliation management and ensure that the policy is revised to 

talk to the actual practices performed in line with the SOP. 

• All revisions or updates to policies should be done simultaneously with the standard 

operating procedures to avoid any misalignments.  

• Manager should ensure that there is operational effectiveness (the consistent 

application, without exception, of an effectively designed control) of internal controls. 

 

Management Response 

 

Management accepts the finding. 

 

Management was in the process of updating the Finance Policy to incorporate the changes 

required in all areas of its operation. However, the Policy has not been approved as we were 

awaiting the finalization of the Asset Management Policy changes. 

 

Corrective Action Plan(s)  

 

Management will align and finalize the Policy and Standard Operating Procedures by 01 May 

2020. 

 

Responsible Official: 

Chief Financial Officer 

Manager, Finance 

 

Agreed action date 

01 May 2020 
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Auditor’s Conclusion 

 

Corrective action plan is noted. The finding will be carried over to the FY2020/21 and a follow 

up on the implementation of management corrective action plan(s) will be conducted in the 

first quarter. 
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2. INCORRECT CLASSIFICATION OF ASSETS 

 

Audit finding rating Control rating classification Risk rating Repeating finding 

 Ineffectiveness Medium No 

 

Criteria 

 

Section 18 Intangible Assets other than Goodwill of the IFRS for SMEs, Paragraph 18.2 states 
that an intangible asset is an identifiable non-monetary asset without physical substance. 
Such an asset is identifiable when: 
(a) It is separable, i.e. capable of being separated or divided from the entity and sold, 

transferred, licensed, rented or exchanged, either individually or together with a related 
contract, asset or liability, or 

(b) It arises from contractual or other legal rights, regardless of whether those rights are 
transferable or separable from the entity or from other rights and obligations. 

 

Observation 

 

2.1. Incorrect classification of purchased assets: on the 4th October 2019 Council purchased 
an Apple Mac Book Pro and an Adobe Creative Cloud program to the value of R55 574, 
95 from Centurion Technology Support Services. 

 
Internal Audit noted that the Adobe Creative Cloud program with a cost price of R18 285 
was recorded in the Asset Register under “Computer Equipment” as opposed to 
“Software” which is classified as an Intangible Asset. 

 
2.2. Inaccurate depreciation/ amortization: as a result of the incorrect classification of the 

Adobe program, the depreciation for Computer Equipment is overstated and Software 
amortization is understated. 

 

Root Cause(s) 

 

Misallocation of the cost of software on the Purchase Order as it was recorded as Computer 

Equipment. 

 

Risk Arising / Consequence 

 

• There is a risk that assets as per the financial statements are misstated between 

different categories. 

• Depreciation and amortization expenses are over and understated. 

 

Recommendation(s) – High Priority 

 

• Management should ensure proper review of supporting documents for purchased 

assets to confirm accuracy of captured information, this includes the classification of 

newly acquired assets. 

• The classification of the assets must be in line with Section 18 of the IFRS for SMEs. 

• Amendments to the FAR (classes of assets) in terms of the cost price, depreciation/ 

amortization and book values should be corrected. 
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Management Response 

 

The finding is noted and acknowledged. 
 

Corrective Action Plan(s)  

 

• The classification in respect of computer equipment and software will be thoroughly 
reviewed for correctness as per transaction. 

• Management has reclassified the intangible asset from the computer equipment and its 

related amortisation. There are no differences in figures for cost and amortisation as the 

amortisation method is similar to that of computer equipment 

 

Responsible Official: 

Chief Financial Officer 

Manager, Finance 

 

Agreed action date 

Immediately 

 

Auditor’s Conclusion 

 

Corrective action plan is noted. The finding will be carried over to the FY2020/21 and a follow 

up on the implementation of management corrective action plan(s) will be conducted in the 

first quarter. 
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3. RECONCILIATION STATEMENTS NOT TIMELY REVIEWED/ APPROVED BY THE 

DELEGATED OFFICIAL 

 

Audit finding rating Control rating classification Risk rating Repeating finding 

 Ineffectiveness Medium Yes 

 

Criteria 

 

Para. 13.2.4 of the Finance Administrative Policy requires that the bank and petty cash 
reconciliation must be reviewed by the Finance Manager within 8 calendar days after the 
month end and it should be signed as proof of performing this function. The reviewed 
reconciliations must be submitted to the Chief Financial Officer monthly for final review and 
sign-off by the 9th calendar day. 
 

Observation 

 

3.1. There is no evidence that the monthly bank reconciliation statements from October 2019 
to February 2020 were reviewed by the Chief Financial Officer as required by para. 
13.2.4 of the Finance Administrative Policy. 
 

3.2. The audit noted inconsistencies over the review of the creditors’ reconciliation. For 
example, we identified instances where the creditor’s reconciliation statement lacks 
evidence of review by the Chief Financial Officer while others do have evidence of 
review. See below examples: 

Month Creditor’s Name IA Observation 

October 2019 TWF Reconciliation statement lack evidence of review by CFO 

November 2019 TWF Reconciliation statement lack evidence of review by CFO 

December 2019 TWF Reconciliation statement has evidence of review by CFO 

Waltons Reconciliation statement has evidence of review by CFO 

Southern Sun Reconciliation statement has evidence of review by CFO 

SABC Reconciliation statement has evidence of review by CFO 

January 2020 TWF Reconciliation statement has evidence of review by CFO 

Southern Sun Reconciliation statement has evidence of review by CFO 

SAGE PASTEL Reconciliation statement lack evidence of review by CFO 

February 2020 TWF Reconciliation statement lack evidence of review by CFO 

The Magic Pan Reconciliation statement lack evidence of review by CFO 

 

Root Cause(s) 

 

• Management uses the SOP’s for daily activities and relied on the document for 
processes. Whereas the finalization of the Policy has been delayed.  

• The CFO only signs off the quarterly reconciliations. 
 

Risk Arising / Consequence 

 

• Non-compliance with Finance policy. 

• Concealed errors or irregularities going undetected. Errors and inconsistencies requiring 
correction might not be detected timely. 

• Financial reporting evaluation - unreconciled accounts may contain transactions that are 

under/overstated, resulting in misstated financial statements.  

• Internal controls can break down when those charged with reviewing duties do not 

review the information on hand. For example, undetected errors might, in a long run, 

have significant impact that might affect the reporting information. 
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Recommendation(s) – High Priority 

 

• The Chief Financial Officer and the Manager, Finance should ensure that process 
timeframes as set out in the Finance Policy are always adhered to until changes to the 
policy are formally updated and approved. 

• In instances where policy timeframes cannot be adhered to due to circumstances 
beyond the control of management, then such should be reported in writing to the GS 
prior the due the date, to avoid issues of non-compliance. 

• The Manager, Finance should ensure that the operation process for reconciliations are 
performed timely, documented, approved by management, that accurate and complete 
documentation supporting the account balance should be included with the 
reconciliation. 

• Any reconciling items should be resolved in a timely manner as this will assist in the 
clearing of reconciling items as needed. 

• The effectiveness of internal controls is limited to the extent that decisions are made 

with judgement and based on information on hand.  

 

Management Response 

 

• Management acknowledges and accept the exception.  

• The CFO did not sign the reconciliation as the process has been changed in the SOP 

but not in the approved policy.  

• CFO has reviewed and signed off the monthly financial statements. Part of the review 

process involves review of individual reconciliations to ensure the accuracy and 

completeness of the balances.  

 

Corrective Action Plan(s)  

• Management will ensure that all the reconciliations are signed by the CFO while we 

await the finalization of the Policy. 

• The Trade Payables and Expenses SOP has been updated with the processes as per 

current activities, however the Policy is yet to be signed off as management wanted to 

ensure that all the activities as prevailing are updated in the policy at once instead of 

amending the Policy numerous times. 

• Management will ensure that the Policy is finalized for all finance activities and signed 

off by 01 May 2020. 

 

Responsible Official: 

Chief Financial Officer 

Manager, Finance 

 

Agreed action date 

01 May 2020 

 

Auditor’s Conclusion 

 

Corrective action plan is noted. The finding will be carried over to the FY2020/21 and a follow 

up on the implementation of management corrective action plan(s) will be conducted in the 

first quarter. 
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4. INEFFECTIVE MONITORING OF DEPARTMENTAL BUDGETS 
 

Audit finding rating Control rating classification Risk rating Repeating finding 

 Ineffectiveness Medium Yes 

 

Criteria 

 

Para. 12.8.1.1 of the Finance Administrative Policy indicates that strict monitoring of the 
approved departmental budgets and the budgets of the provincial offices will be the 
responsibility of the various Senior Managers of Departments and the Provincial Managers 
responsibility. 
 

Observation 

 

The controls over strict monitoring of the departmental budgets are not compliance with, in 
that we noted areas of failure by the Departmental Managers to provide responses to the 
monthly budget variance reports. The following serve as examples: 
 
4.1. Dispute Management Services (DMS) 

Finance unit issued the monthly variance expenditure reports to the DMS unit for the 
months of October 2019 to February 2020, however, there is no evidence that the 
department responded to these reports in an effort to ensure strict monitoring and 
adequate measures of their budget. 
 
Date of issuing the monthly variance reports by Finance to DMS are as follows: 

• October 2019 – 7th October 2019 

• November 2019 – 17th December 2019 

• December 2019 – 13th January 2020 (IA makes an exception for the December report 
due to the holidays) 

• January 2020 – 06th February 2020 

• February 2020 – 07th March 2020 
 

The above is worrisome, taking into consideration the frequency of the utilization of the 
budget by the mentioned department and the fact that at some point during the period 
under review, DMS ran out of the budget for Intermediaries, and Travel arbitration.  

 
Example: Sample of email correspondence from Finance Manager to DMS Senior 
Manager: 

From: Finance Manager  
Sent: Tuesday, December 17, 2019 11:00 AM 
To: Senior Manager DMS 
Cc: Manager DMS 
Subject: Budget Exceeded - Travel Arbitration  
 
Dear Manager, DMS 
 
As discussed by telephone, kindly receive the attached 2 reports. These indicates that the budget for the 
travel will be exceeded. In fact, the budget has now been exceeded. We are unable to process the panelist 
claims against the travel arbitration line. In November 2019, Finance Officer sent you the report for 
October and at this stage, you were already close to exceeding the budget.  
 
For us to process the invoices, please identify a place where there are savings from where we can process 
the travel claims. Ask for a virement from GS. Please ensure that we receive approval by tomorrow 
morning in order for us to pay the panelists, failing which, we will pay them next year.  
 
Regards 
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4.2. Collective Bargaining Services: Northern Cape 
The monthly variance expenditure report for January 2020 was issued on the 07th February 
2020 by the Finance unit, however, there is no evidence that the department provided 
response(s) to the budget. 
 

Root Cause(s) 

 

• Managers failed to respond to Variance Reports due to poor time management. 

• DMS had insufficient information to provide responses. 

 

Risk Arising / Consequence 

 

• Noncompliance with provision 12.2.1.1 of the Finance Administrative Policy. 

• Inaccurate budget data may not be efficiently detected and rectified. 

• A possibility of misstatements of the financial reported information. 

• Ineffective monitoring of budget can result in under/overspending on the budget and also 
spending on unfunded mandates. 

 

Recommendation(s) – High Priority 

 

• Management should enhance monitoring controls by introducing more stringent 

supervisory mechanisms and where necessary enforce consequence management. 

• Failure to respond adequately to the Monthly Budget Variance Expenditure Reports 

should be treated as a performance issue for the responsible personnel. 

 

Management Response 

 

Management accepts the finding. 

 

Northern Cape Provincial Manager was not aware that she did not provide responses. 

 

Corrective Action Plan(s)  

• Managers are expected to respond to variance reports as part of their key performance 

areas, therefore consequence management must be applied by their respective 

supervisors. 

• Finance will issue monthly reconciliations to the DMS department on a monthly basis in 

order that a proper comparison can be made on what the budget has been spent on. 

• Northern Cape Provincial Manager commits that the deficiency will cease to exist with 

immediate effect and that with the assistance of the Senior Manager in monitoring the 

reports she will not repeat the same. 

 

Responsible Official: 

Chief Financial Officer 

Manager, Finance 

Senior Manager, DMS 

Senior Manager, CBS 

 

Agreed action date 

01 April 2020 
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Auditor’s Conclusion 

 

Corrective action plan is noted. The finding will be carried over to the FY2020/21 and a 

follow up on the implementation of management corrective action plan(s) will be conducted 

in the first quarter. 
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5. MONTHLY DEPARTMENTAL BUDGET NOT ISSUED TO THE DEPARTMENTAL 

MANAGER 

 

Audit finding rating Control rating classification Risk rating Repeating finding 

 Ineffectiveness Medium No 

 

Criteria 

 

Para. 12.8.1.2 of the Finance Administrative Policy requires that the Finance Manager should 
supply the Departmental Managers with a comparison of actual results to the budget on a 
monthly basis by the 7th monthly and obtain explanations for significant variances by the 9th. 
Significant variances should be investigated by the Finance Manager, correcting adjustments 
made where necessary and revised reports sent to affected Departments or Provincial Office 
by the 10th. 
 

Observation 

 

There is no evidence that the Monthly Variance Expenditure Report (month: December 2019) 
for ICT was issued to the respective Manager. 
 
Management conceded that the report was mistakenly not issued to the respective Manager, 
together with other reports that were issued for the month. 
 

Root Cause(s) 

 

In the monthly monitoring by the Manager, Finance, she erroneously missed that the report 

was not sent to the Manager, ICT. 

 

Risk Arising / Consequence 

 

• Noncompliance with para. 12.8.1.2 of the Finance Administrative Policy. 

• Inaccurate budget data may not be efficiently detected and rectified. 

• Over/under spending on budget. 
 

Recommendation(s) – High Priority 

 

• Management should enhance monitoring controls by introducing more stringent 

supervisory mechanisms and where necessary enforce consequence management. 

• Failure to submit the Monthly Budget Variance Expenditure Reports to ends users 

should be treated as a performance issue for the responsible personnel. 

 

Management Response 

 

Management accepts the finding. 

 

Corrective Action Plan(s)  

• Management will maintain a checklist of the reports sent out and responses received. 

• This checklist will be filed in the budget management file. 

 

Responsible Official: 

Chief Financial Officer 
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Manager, Finance 

 

Agreed action date 

Immediately 

 

Auditor’s Conclusion 

 

Corrective action plan is noted. The finding will be carried over to the FY2020/21 and a follow 

up on the implementation of management corrective action plan(s) will be conducted in the 

first quarter. 
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6. LATE SUBMISSION OF MONTHLY VARIANCE EXPENDITURE REPORTS 

 

Audit finding rating Control rating classification Risk rating Repeating finding 

 Ineffectiveness Medium Yes 

 

Criteria 

 

Para. 12.8.1.2 of the Finance Administrative Policy requires that the Finance Manager should 
supply the Departmental Managers with a comparison of actual results to the budget on a 
monthly basis by the 7th monthly and obtain explanations for significant variances by the 9th. 
Significant variances should be investigated by the Finance Manager, correcting adjustments 
made where necessary and revised reports sent to affected Departments or Provincial Office 
by the 10th. 
 

Observation 

 

6.1. The audit identified at least 5 transactions of late submission of the monthly variance 
expenditure reports. See details below: 

# Department Month Date of 
Issuance by 
Finance 

Due Date of 
Responses 

Actual Date 
of 
Responses 

Variance 
(working 
days) 

1 CBS: National October 2019 07/11/2019 11/11/2019 14/11/2019 +3 

2 CBS: Northern Cape October 2019 07/11/2019 11/11/2019 13/11/2019 +2 

3 CBS: Limpopo November 2019 17/12/2019 15/01/2020 17/01/2020 +2 

4 CBS: Northern Cape November 2019 17/12/2019 15/01/2020 17/01/2020 +2 

5 CBS: Northern Cape February 2020 06/03/2019 10/03/2020 19/03/2020 +7 

 

Root Cause(s) 

 

• The Limpopo Provincial Manager came back from annual leave and fell sick from the 

14th January as indicated in the attendance register, on the week of the due date of the 

responses and this affected his ability to provide responses, hence the late submission 

over the weekend. 

• Poor time management by the Northern Cape Provincial Manager and the Senior 

Manager, CBS. 

• The Northern Cape Provincial Manager did not include the key performance indicator 

budget management in her monthly register.  

 

Risk Arising / Consequence 

 

• Noncompliance with provision 12.8.1.2 of the Finance Administrative Policy. 

• Late submission of the monthly variance expenditure reports might negatively affect 
Finance from efficiently completing other monthly reporting processes. 

 

Recommendation(s) – High Priority 

 

• Failure to submit the Monthly Budget Variance Expenditure Reports on timely basis 

should be treated as a performance issue for the responsible personnel, as this impact 

the finalisation of the Monthly and Quarterly Financial Statements. 

• Management should enhance monitoring controls by introducing more stringent 

supervisory mechanisms and where necessary enforce consequence management. 
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Management Response 

 

Management accepts the finding. 

 

Corrective Action Plan(s)  

• Going forward the Limpopo Provincial Manager will communicate upfront with Finance 

officials in case there is going to be any unforeseeable delays in submitting required 

reports. 

• Senior Manager, CBS will comply with the timelines for responses to Finance. This will 

be done as from March 2020 Finance Variance Report. 

• Northern Cape Provincial Manager maintains a register of key performance indicators 

and their due dates. The register will be updated and monitored effectively. 

 

Responsible Official: 

Chief Financial Officer 

Manager, Finance 

Senior Manager, CBS 

 

Agreed action date 

01 April 2020 

 

Auditor’s Conclusion 

 

Corrective action plan is noted. The finding will be carried over to the FY2020/21 and a follow 

up on the implementation of management corrective action plan(s) will be conducted in the 

first quarter. 
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7. INEFFECTIVE CONTROLS OVER THE APPROVAL OF PETTY CASH VOUCHERS 

 

Audit finding rating Control rating classification Risk rating Repeating finding 

 Ineffectiveness Medium Yes 

 

Criteria 

 

The Petty Cash Management Policy makes the following provisions: 
4.2. When a section needs petty cash, a petty cash voucher (electronic where applicable) 

must be completed and supported by the Responsible Official and approved by the 
Responsible Manager/ Senior Manager. 

 
4.3. No purchase of goods and services may take place without the approval by the 

Responsible Manager/ Senior Manager, to use petty cash, except in an urgent or 
emergency situation, in which case the CFO would have to give permission to proceed 
with the transaction. 

 

Observation 

 

7.1. We identified petty cash vouchers that lack evidence of approval by the respective 
Managers or Senior Managers. See table below for details: 

Department Petty Cash 
Voucher # 

Date Goods / Service Description Amount 
R’ 

Executive Office 7013 05/09/2019 Executive office refreshments 780.00 

7014 27/09/2019 Executive office refreshments 290.00 

041019 04/10/2019 Office refreshments 63.14 

031019 03/10/2019 Travel Executive 384.00 

Northern Cape 00368 18/10/2019 Repairs and maintenance 169.97 

Mpumalanga MP: 102 19/11/2019 STANCO refreshments 42.48 

MP: 117 28/01/2020 STANCO refreshments 408.50 

Free States 27 28/11/2019 Courier 99.99 

 
7.2. The transactions in relation to the petty cash vouchers mentioned under 2.1. above 

were subsequently processed for payment without the voucher being properly 
approved by the respective Manager or Senior Manager. 

 

Root Cause(s) 

 

• ES – No clear guidelines in place as to whom the authorizing Manager signing the 

voucher is. 

• NC – Manager erroneously missed to sign the voucher. 

• FS – Manager was on leave (28 November 2019) when the transaction occurred. The 

Administrator did not provide the Senior Manager with the voucher for signature. 

• MP – Voucher 102 – Manager erroneously missed to sign the voucher. 

• MP – Voucher 117 – The Manager was on leave from 27th to 31st January 2020, and the 

Administrator did not provide the Senior Manager with the voucher for signature. 

 

Risk Arising / Consequence 

 

• Noncompliance with provision 4.2 and 4.3 of the Petty Cash Management Policy. 

• If the transactions are not properly approved, it registers the transaction as irregular. 

• Increase in petty cash fraud when policies are circumvented. 
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Recommendation(s) – High Priority 

 

• Management should strengthen monitoring and review controls to ensure that before 

processing of transaction(s), supporting documents are sufficient and duly complete in 

order to process the transaction, otherwise, incomplete documents should be returned 

to the responsible department for duly completion. 

• In cases where the Managers are unavailable to sign the voucher, the voucher should 

be escalated to the Senior Manager for approval or to the Manager upon return to the 

office. 

 

Management Response 

 

Management accepts the finding. 

 

• The process that was followed was to send the petty cash unsigned to Finance for review 

as the General Secretary cannot approve her own transactions. 

• Norther Cape Provincial Manager had sent back the voucher for correction of the 

allocation (GL CODE), but subsequently did not sign the corrected voucher. 

• The Free State and Mpumalanga Provincial Administrators received verbal authorization 

from the Senior Manager before the transaction took place, however the Administrators 

did not provide the Senior Manager with the Voucher for signature. 

 

Corrective Action Plan(s)  

• Clear guidelines to be documented in the Policy and SOP for the Executive Services 

petty cash processes. 

• Management to ensure that all vouchers are signed before transactions take place. 

• Finance will ensure that all the vouchers are complete and signed before the 

transactions are recorded in Evolution. 

• Northern Cape - All submissions by the Administrator will henceforth be double checked 

before submission to Finance. 

 

Responsible Official: 

Chief Financial Officer 

Manager, Finance 

Senior Manager, CBS 

Provincial Managers, Northern Cape  

Provincial Managers, Mpumalanga  

 

Agreed action date 

01 April 2020 

 

Auditor’s Conclusion 

 

Corrective action plan is noted. The finding will be carried over to the FY2020/21 and a 

follow up on the implementation of management corrective action plan(s) will be conducted 

in the first quarter. 
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Appendix 1 – Definitions of ratings 
 
Recommendations 

Recommendations are categorised accordingly priority level  

Priority 1 Major issues for the attention of senior management 

Priority 2 Other recommendations for local management action 

Priority 3 Minor matters 

 

Control rating 

Control effectiveness rating classification 

Inadequate 
control 

Laid down accounting and internal control procedures were either inadequate or non-
existent. This may indicate a residual risk exposure 

Ineffective 
control 

Employees were performing their duties ineffectively based on the results of tests 
performed, on a sample basis, for the period under review. This may indicate a lack of 
performance in order to achieve objectives. 

Room for 
improvement in 
control 

Employees were performing their duties however room for improvement was identified 
based on the results of tests performed, on a sample basis, for the period under review. 
This may indicate room for improvement of performance in order to achieve objectives. 

 

Audit finding rating 

Audit finding rating classification 

 Critical  
Pervasive weaknesses in control environment and/or instances of non-
compliance with internal controls 

 Significant  
Significant weakness in control environment and/or instances of non-
compliance with internal controls 

 
Less 
Significant  

Isolated areas of weakness in control environment and/or instances of non-
compliance with internal controls identified 

 
Housekeeping  

No significant weaknesses in control environment or significant instances of 
non-compliance with internal controls identified 

 

Definition of risk categories 

Risk rating 

High Fundamental issue where action is considered imperative to ensure that the ELRC is not 
exposed to high risks, also covers breaches of legislation and policies and procedures.  Action 
to be effected within 1 to 3 months.  

Medium Significant issue where action is considered necessary to avoid exposure to risk.  Action to be 
effected within 3 to 6 months. 

Low Issue that merits attention/where action is considered desirable.  Action usually to be effected 
within 6 to 12 months. 

 


