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Mr Clive Mencil 
¢/0 Mr Colin Coleman 
Acting Bxecutive Direstor 
Consultative Business Movement 
P.O. Box 2352 
JOHANNESBURG 

2000 

Dear Mr. Menell 

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

1. Thank you for the copy o: the above-muntiordd repert whish 

was forwarded to Mr H.E. Kluever, Auditor-General, by Mr Colin 

aoxon-n. Acting Executive Director of Consultative Buasiness 
ovenent. 

2. The gensral contents of the report have bheen noted and 

should uncdoubtedly make a constructive contribution to the 
constituticnal process and its linkage to aspects of economic 

developaent. 

3. However, the recommendations made in mainly paragraph 4.5.4 

oh pames R4 and 38 of the repart in raspect of the auditing 
function are a matter of grave concern for Lhis Office. AB 

already discussed with Mr Coleman on Priday, 8 October 1993, the 

concern stems mainly from the fact that besides an independent 

national audit office, a number of independent audit offices are 
also envisaged at the regional level of government. 

4. These proposals will lead to the fragaentaticn and 
consequent duplication of the publlc sector auditing function and 
cannot be supported, mainly for the following reasens : 

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

Auditing is a specialized professionsl activity which is 
carried out in an spolitical, Independent and objective way 
by persons with the necessary attitude, technical knowledge 
and expertise. Such persons ars not freely available and a 
pooling of especially these scarce human regources thus 
appesrs essential. 

Besides the aubstantlal portion of work (worth + R3S millien 
per annum) already contracted out %o private sudit firms by 
this Office, less than 1500 perscns are at pressnt involved 
in the public sector suditing function in the whole ¢f South 
Africa (that s, including the TBVC atates). In the 
circumstances it woulid thus sppesr unwise to ignore the law 
of diminishing marginal returns, especially as far as the 
cost and quality of mudits ia soncerned. 

While this Office has already sat standards and largely 
succeeded in establishing methodologies and systens in line 
with best International practice, the desirably more uniform 
lapluwe ilatiog, wpplicalivi aud selotenance therwef in 
independent regicnal audlt offices over which the naticnal 
audit vflise would ned have susherity, would undoubboediy ke 
probienatical. In this regard it pust be mentioned that 
although the Auditors~Cenersl of tne TBVC states have on an 
on-going basis been kept informed of developments in this 
Office 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 national audit office 
should have the power to audit regional government 
expenditure if regional auditing i3 deemed insufficient, 
this would more than likely prove very difficult to apply in 
practice, egpecially as regards timely knowledge of 
shortcomings and reasonable access to pertinent inforamation. 
!nlthe case ¢f a single audit cffice no such groblems would 
exist. 

Simllarly, while the proposal that the natiocnal audit office 
should also audit the wuse of conditioepal grants is gladly 
supported, this task would alse be much sasier and more 
economical to carry out {f there were to be only a single 
audit office in South Africa. 
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th)  This NDfflce fully agrees with the statement in Paragraph 1 g 
(Vi) on paga & of the avove-mentiongd report thar the 
sroliferation of government agencies s 3 narked 
inc!ficxoncy Wwithin the Present South African figecal system., 

would, therafore, rot wish to gea the creaticn of & 
number of independent audit offices impacting negatively on 
*hie rrohtam, ftparially  yham viewsad againatr +he nand ¢ 
achieve greater econemy, efficiency and offectivensss in 
::riylnl Sut the public Sector auditing function 1n South 

rica. 

(L) as regardg the Btatemant congserning inadequata perfornarce 
3uditing in Paragraph 1.8 (ix) on Page 8 of the report, (e 
BUSt In the light of éxperiancas werld-wide be pointed out 
that performance Suditing is po easy task and indeed 
TeQUIres higher igyg) 2udit stars, 1474, certainly not g 
Ranagement advisory servicae, Fur:hnrmaro. even the larger 
internstional eudit firpg yp the country experience 
difficulties in perforning this type of audit succeaafully. 
However, this Office has OVar the past few years and with 

  

Coverage. The resources nseded to develop a performance 
auditing capability ({n ®ach (ndependent regional audit 
office would thus clearly ke Tather limited ang nike the 
Successful ana desirably more uniform implemantation of this 
Euch-needed type of audit ever mors difficult, 5 An aspect not covered in the Teport iz the entrenchment of 

the state audit function., This important matter will have to be 
arpranriately daalt with in a trangiticnal and fina, 
constitution, 

6. Generally, this Office (s Proud in ity own medest way of the 
<ensiderable PIOgrass that |t has Over the past feow years managed 
£0 nake in improving the independence, profolliennllln, Quality, 
obJectivensss and cost-effectiveneas of  the public sector 
auditing furction, The legislaticn which now &overns thig 
funetion fn South Africa must indeed compare with the best in the 
werld. To substantiate these views copies of ¢ne audit 
leglzlation ag well as of othar relevant decuments and reports 
have alraady beer made available to Mr Coleman for perusal. 7. Finally, with a view to promoting thig Office's contention 
that a single audit office would clearly be in the intereasta 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 welcoms any opportunity to digzcuss these matters with you er Your team on an urgent basia, 
I indeed look forward to hearing from you soon. 
Yours sincerely 

gt 
J.A.J Loots . 
ACTING AUDITOR-GENERAL 

  
 


