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1. Audit assignment

The financial statements as set out on pages 77 to 110
for the year ended 31 March 2004, have been audited in
terms of Section 188 of the Constitution of the Republic of
South Africa, 1996 (Act 108 of 1996), read with sections 3
and 5 of the Auditor-General Act, 1995 (Act 12 of 1995).
These financial statements, the maintenance of effective
control measures and compliance with relevant laws and
regulations are the responsibility of the accounting author-
ity. My responsibility is to express an opinion on these

financial statements, based on the audit.

2. Nature and scope

The audit was conducted in accordance with Statements

of South African Auditing Standards. Those Standards

require that | plan and perform the audit to obtain reason-

able assurance that the financial statements are free of

material misstatement.

An audit includes:

® examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements

m assessing the accounting principles used and signifi-
cant estimates made by management

m evaluating the overall financial statement presentation.

Furthermore, an audit includes an examination, on a test
basis, of evidence supporting compliance in all material
respects with the relevant laws and regulations, which
came to my attention and are applicable to financial mat-

ters.

| believe that the audit provides a reasonable basis for my

opinion.

3. Audit opinion
In my opinion, the financial statements fairly present, in

all material respects, the financial position of the Govern-

ment Communication and Information System (GCIS) at

31 March 2004 and the results of its operations and cash
flows for the year then ended, in accordance with pre-
scribed accounting practice and in the manner required
by the Public Finance Management Act, 1999 (Act 1 of
1999).

4. Emphasis of matter
Without qualifying the audit opinion expressed above, at-

tention is drawn to the following matters:

4.1 Unauthorised expenditure

The appropriation statement reflects overspending of
R1 591 000 on the current expenditure of five main divi-
sions, which is disclosed as unauthorised expenditure in

Note 10 to the financial statements.

4.2 Information systems audit

Due to a lack of adequate or approved policies and pro-
cedures, weaknesses were identified which related to the
following:

m information security

m disaster recovery plan

m backup and recovery

m user account management.

Management has indicated that this is currently being

addressed.

5. Appreciation
The assistance rendered by the staff of the GCIS during

the audit is sincerely appreciated.
N Manik

for Auditor-General -
23 July 2004, Pretoria
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STATEMENT OF ACCOUNTING POLICIE
RELATED MATTERS FOR THE YEAR END '

31 MARCH 2004

The financial statements have been prepared in ac-
cordance with the following policies, which have been
applied consistently in all material respects, unless
otherwise indicated. However, where appropriate and
meaningful, additional information has been disclosed to
enhance the usefulness of the financial statements and
to comply with the statutory requirements of the Public
Finance Management Act, 1999 (Act 1 of 1999), (as
amended by Act 29 of 1999), the Treasury Regulations
for Departments and Constitutional Institutions issued in
terms of the Act, and the Division of Revenue Act, 2003
(Act 7 of 2003).

1. Basis of preparation

The financial statements have been prepared on a
modified cash basis of accounting, except where stated
otherwise. The modified cash basis constitutes the

cash basis of accounting supplemented with additional
disclosure items. The reporting entity is in transition from
reporting on a cash basis of accounting to reporting on
an accrual basis of accounting. Under the cash basis of
accounting transactions and other events, transactions
are recognised when cash is received or paid. Under the
accrual basis of accounting transactions, other events
are recognised when incurred and not when cash is

received or paid.

2. Revenue

Voted funds are the amounts appropriated to a depart-
ment in accordance with the final budget known as the
Adjustment Estimates of National Expenditure. Unex-
pended voted funds are surrendered to the National

Revenue Fund.
Interest and dividends received are recognised upon re-

ceipt of the funds, and no accrual is made for interest or

dividends receivable from the last receipt date to the end
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of the reporting period. They are recognised as revenue

in the financial statements of the department and then

transferred to the National Revenue Fund.

3. Current expenditure
Current expenditure is recognised in the income state-

ment when the payment is made.

4. Unauthorised, irregular and fruitless

and wasteful expenditure

Unauthorised expenditure means:

m the overspending of a vote or a main division within a
vote, or

m expenditure that was not made in accordance with
the purpose of a vote or, in the case of a main divi-
sion, not in accordance with the purpose of the main
division.

Unauthorised expenditure is treated as a current asset

in the balance sheet until such expenditure is recovered

from a third party or funded from future voted funds.

Irregular expenditure means expenditure, other than

unauthorised expenditure, incurred in contravention of or

not in accordance with a requirement of any applicable

legislation, including the:

m Public Finance Management Act, 1999

m State Tender Board Act, or any regulations made in
terms of this Act.

Irregular expenditure is treated as expenditure in the

income statement.

Fruitless and wasteful expenditure means expenditure
that was made in vain and would have been avoided
had reasonable care been exercised. Fruitless and
wasteful expenditure must be recovered from a respon-
sible official (a debtor account should be raised), or the

vote if responsibility can not be determined. It is treated



as a current asset in the balance sheet until such expen-
diture is recovered from the responsible official or funded

from future voted funds.

5. Debts written off
Debts are written off when identified as irrecoverable. No

provision is made for irrecoverable amounts.

6. Capital expenditure

Expenditure for physical items on hand on 31 March
2004, to be consumed in the following financial year, is
written off in full when they are paid and are accounted

for as expenditure in the income statement.

7. Receivables

Receivables are not normally recognised under the cash
basis of accounting. However, receivables included in
the balance sheet arise from cash payments that are

recoverable from another party.

Receivables for services delivered are not recognised in
the balance sheet as a current asset or as income in the
income statement, as the financial statements are pre-
pared on a cash basis of accounting, but are disclosed
separately as part of the disclosure notes to enhance the

usefulness of the financial statements.

8. Payables

Payables are not normally recognised under the cash
basis of accounting. However, payables included in the
balance sheet arise from cash receipts that are due to

the National Revenue Fund or another party.

9. Provisions

A provision is a liability of uncertain timing or amount.
Provisions are not normally recognised under the cash
basis of accounting, but are disclosed separately as part
of the disclosure notes to enhance the usefulness of the

financial statements.

10. Lease commitments
Lease commitments for the period remaining from the
reporting date until the end of the lease contract are

disclosed as part of the disclosure notes to the financial

statements. These commitments are not recognised in
the balance sheet as a liability or as expenditure in the
income statement as the financial statements are pre-

pared on the cash basis of accounting.

11. Accruals

This amount represents goods/services that have been
delivered, but no invoice has been received from the
supplier at the reporting date, or an invoice has been
received but remains unpaid at the reporting date. These
amounts are not recognised in the balance sheet as a
liability or as expenditure in the income statement as

the financial statements are prepared on a cash basis

of accounting, but are however, disclosed as part of the

disclosure notes.

12. Employee benefits

Short-term employee benefits

The cost of short-term employee benefits is expensed in
the income statement in the reporting period when the
payment is made. Short-term employee benefits, that
give rise to a present legal or constructive obligation, are
deferred until they can be reliably measured and then
expensed. Details of these benefits and the potential
liabilities are disclosed as a disclosure note to the finan-
cial statements and are not recognised in the income

statement.

Termination benefits
Termination benefits are recognised and expensed only

when the payment is made.

Retirement benefits

The department provides retirement benefits for its em-
ployees through a defined benefit plan for government
employees. These benefits are funded by both employer
and employee contributions. Employer contributions

to the Fund are expensed when money is paid to the
Fund. No provision is made for retirement benefits in the
financial statements of the department. Any potential
liabilities are disclosed in the financial statements of the
National Revenue Fund and not in the financial state-

ments of the employer department.
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Medical benefits

The department provides medical benefits for its em-
ployees through defined benefit plans. These benefits
are funded by employer and employee contributions.
Employer contributions to the Fund are expensed
when money is paid to the Fund. No provision is
made for medical benefits in the financial statements

of the department.

Post-retirement medical benefits for retired members

are expensed when the payment is made to the Fund.

13. Capitalisation reserve

The capitalisation reserve represents an amount
equal to the value of the investments and/or loans
capitalised for the first time in the previous finan-
cial year. On disposal, repayment or recovery, such

amounts are transferable to the Revenue Fund.
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14. Recoverable revenue

Recoverable revenue represents payments made and
recognised in the income statement as an expense in
previous years due to non-performance in accordance
with an agreement, which have now become recover-
able from a debtor. Repayments are transferred to
the Revenue Fund as and when the repayment is

received.

15. Comparative figures

Where necessary, comparative figures have been
restated to conform to changes in the presentation in
the current year. The comparative figures shown in
these financial statements are limited to the figures
shown in the previous year’s audited financial state-
ments and such other comparative figures that the de-

partment may reasonably have available for reporting.
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