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Me Cliveo Monsil

¢/0 Mr Colin Coleman

Acting Bxecutive Director
Consultative Business Movement
P.O. Box 2352

JOHANNESBURG

2000

Dear Mr. NMenel!l

REPORT ON '"MULTI-TIER FISCAL RELATIONS : FINANCING REGIONS IN
SOUTH AFRICA"

i, Thank you for the copy ot the above-wmentisred reépert whioh
was forwarded to Mr H.E. Kluever, Auditor-Gensral, by Mr Colin
goltnan. Acting Executive Director of Consultative Business
svenent.

2. The genaral contents of the report have been noted and
should undoubtedly make a constructive contribution t¢ the
constitutiona. process and its linkage to aspects of economic
developaent.

3. However, the recommendations made in mainly paragraph 4.5.4
oh pames 24 and 38 of the repart in raspect of the auditing
funection are a matter of grave concern for Lhis Office. AB
already discussed with Mr Colemen on Priday, 8 Cctober 1993, the
concern stems mainly from the fact that besides an {ndependent
national audit office, a number of independent audit offices are
alao envisaged at the regional ievel of government.

4. These preposals will lead to the fragaentaticn and
consequent duplication of the public sector auditing function and
cannot be supported, mainly for the following reasens !

(a) The independence of the auditing function may well be
compromised.
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Separate audit offices will not be in harméeny with the
constituticnal principles set cut in clauses III and XXVI of
the seventh schedule te the draft constitution submitted to
the Negotiating Councll on 20 Auguat 1993,

Auditing is a specialized professiona! activity which is
carried out in an spolitical, I{ndependent and objective way
by persons with the necessary attitude, technical knowledge
and expertise. Such perscons are not freely svailable and a
pcoling of especially these scarce human resources thus
appesars esssntial.

Besicdes the aubstantlial portion of work (worth *+ R3S millien
per annum) already contracted out %o private audit firms by
this Office, less than 1500 paerscns are at presant involved
in the public sector suditing function in the whole of South
Afriza <(that {is, including the TBVC astates). In the
circumstances it wouid thus sppear unwise to ignore the law
of diminishing marginal returns, especially as far as the
cost and Quality of audits ia 2oncerned.

While this Office has already set standards and largely
succeeded in establishing methodologies and systems in line

with best international practice, the dssirably more unifotm
lapluueiilatlvi, dpplicalivii aud welotenance bthereel in

independent regicnal audlt cffices over which the naticnal
audit vflice would ned have susherity, would vundoubtodly be

probiemstical. In this regard it nust be mentioned that
although the Auditors~Cenersl ¢f the TBVC states have con an
on-going basis been kept informed of developments in thig
Offi{ce and on request also been assisted with the training
of staff, their respective Audit Offices according to
avallable informaticn stil) lag far behind in respect of
both the cost and quality of audits.

Notwithstanding the proposal that the natisnal audit office
should have the power to audit regional government
expenditurs i{f regional auditing i3 deemed insufficient,
this would more than likely prove very difficult to apply in
practice, especially as regards <timely knowledge of
shortcomings and reascnable access tc pertinent inforaation.
In the case ¢f a single audit cffice no such groblems would
exist.

Simllarly, while the proposal that the raticnal audit office
should also audit the use of conditieral grants (s gladly
supported, this task would als¢ be much easier and more
economical to carry out if there were to be only a single
audis office in South Africa.
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thy Thise Nf€ice fully agrees with &he stateoment {n Faragraph 1 g
(vi) on Page & of tre ACOVe-mentiongd report thar the
sroliferation of government agenties 1S 3 nparked
inefficiency Within the Present South African figeal systenm,

would, therefore, pnot wish to gea the creation of a
number of independent audit of fices 1mpactins negatively on
*hiw rraobilam, ftparially yhanr Viewsd agximgr *he mneasd sa
schieve grester econeny, efflciency and offectivensse in
:;riylns SUt the public Secior auditing function 1in South

riea.

(L) &g regards :the Btatement conserning inadequatae perfornance
aditing in Paregraph 1.8 (ix) ON page 3 of the raport, (e
BUSt In the light of $xperiences werld-wide be pointed out
that Performance suditing is pa easy task and indeed
Tequires higher isvel «udit stary, It in certainly not g
Lanagement 8dvisory service, Furthermore, even the larger
internstional audit firms in the country experience
difficultisg in Performing this type of audit Successfully.
However, this Offiece hae CVer the paat few Years and with
the help of s2ecialist consultants Tanaged to establigh 3
g0cd performance auditing capability. fThis is evidenced by
the resuleg whieh have already been aéchieved and contaired
in reports of the Audztor-conaral which have 4130 received
speacial Periilanmsrtary attention and extensive media
coverage. The resources rseded to develcy a performance
auditing capability (pn Sach independant regional audit
office would thus clesrly ke rather limited and mzke the
Bulcessful ana desirably more unifornm implemantatjion of this
Euch-needed type of audiz ever mores diffficult,

s. An aspect not covered in the report {8 the entrenchment of

the state audit fumction. This inportant hattar will have to pa
anpranristely daal+t with in ™ trangitional and finay

constitution,

€. Generally, this Office is Proud {n {ts own modest way of the
sonsiderable Prograss that i+ has over the past few years nanaged
0 nake ip iImproving the independence, profsssionlltun, quality,
oblectivensss and Cost-effectiveness of  the Public sector
auditing furction. The legislaticn which now doverns thig
funetion in South Africa tust indeed compare With the best in the
werld. To substantiate these views Copies of the audit
legizlation @48 well as of otpar relevant documents and Teports
have alraady paeer hade available to Mr Coleman for perusal.

7. Finally, witn ® view to Promoting this Office's contention
that a single audit office would clearly be in the intereasts of
the Bouth African Public, any further information that You may
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need in this regard, will gladly be furnished. Furthermcre, this
Office would alse welconms any opportunity te digcuss these
matters with you er your team on an urgent basis,

I indeed look forvard to hearing from you aoon.

Yours sincerely

st

JDAIJ LOOts L
ACTING: AUDITOR-GENERAL



