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Figure 1: Audit outcomes over past five years (all auditees) Figure 2: Three-year audit outcomes (all auditees)

Figure 3: Net movement in 2012-13 audit outcomes per auditee type
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Improved from opinion indicated by arrow                     Regressed from opinion indicated by arrow  

Of the 16 outstanding audits, three audits remain outstanding from the 2011-12 financial year.

Table 1: Movement in 2012-13 audit outcomes reflecting more improvements than regressions

Improved Unchanged Regressed New Outstanding

Unqualified 
with no 

findings = 30
17 13

Unqualified 
with findings   

= 138
19 4 112 1 2 1

Qualified with 
findings = 84

23 45 2 13 1 2

Adverse or 
disclaimer with 

findings = 67
58 1 8 13

63 16325228
Movement

Audit 
outcome
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2.1 Overall audit outcomes 
Local government consists of 278 municipalities and 62 municipal entities.           
The number of municipal entities has increased from 61 in 2011-12 due to the 
establishment of three new municipal entities (one each in Eastern Cape,    
KwaZulu-Natal and Western Cape) and the closure of two municipal entities.       
The current and prior year audit outcomes of five dormant municipal entities 
[Krynaauwlust Farming Trust (Pty) Ltd, Fezile Dabi DM Trust, Metsimaholo Mayoral 
Trust, Knysna Economic Development Agency and Metsweding Economic 
Development Agency] are not included in this report. 

Audit outcomes in the past five years  

Figure 1 shows the five-year audit outcomes of local government. There has been 
little overall improvement in the audit outcomes since 2008-09. The number of 
auditees with financial statements that received an unqualified opinion over these 
five years increased from 46% to 50% and the adverse and disclaimed opinions 
decreased significantly. 

However, less than 10% of the auditees progressed to clean audit opinions.   
Twenty-nine (one each in Eastern Cape, Limpopo and Mpumalanga, five in the  
Free State, 11 in the Northern Cape and 10 in North West) auditees’ financial 
statements have received a disclaimed opinion since 2008-09. 

The most significant reduction in the number of auditees that received a financially 
qualified audit opinion since 2008-09 was at the municipal entities (from 19% to 
13%) and the local municipalities (from 62% to 59%). The metropolitan 
municipalities (at 29% with financially qualified audit opinions) remained at the same 
level as in 2008-09. Only the district municipalities regressed over the five-year 
period from 37% that received a financially qualified opinion to 39%.  

Annexure 2 lists the audit outcomes for the past five years. 

Submission of financial statements for auditing 

A total of 313 auditees (93%) submitted their financial statements for auditing by the 
legislated date of 31 August 2013 (or by 30 September 2013 in the case of 
consolidated financial statements). The rate of timely submissions improved from 
90% in 2011-12 and is a major improvement from 2008-09 when only 78% 
submitted on time. 

Nineteen auditees submitted their financial statements late (four each in the Free 
State, Limpopo and the Northern Cape, three in the Eastern Cape and two each in 
North West and Western Cape).The audits of 11 of these auditees were finalised in 
time and their audit outcomes are included in this general report. Table 1 shows the 
prior year audit opinions of the 16 audits that had not been completed by  
15 February 2014, the cut-off date we had set for inclusion in this report.              
The 2011-12 audits of three of these auditees were still outstanding at that date.  

Movement in audit outcomes at national level 

Figures 2 and 3 and table 1 reflect the movement in the audit outcomes overall and 
per auditee type since the previous year. The number of auditees that received 
clean audit opinions increased from 16 to 30 auditees (9%),and the number of 
auditees with adverse/disclaimer of opinions decreased from 29% to 20%.  

There was some improvement across every type of auditee. The improvement at 
metropolitan municipalities resulted from the improvement of one metropolitan 
municipality (City of Cape Town) to a clean audit opinion and another (City of 
Johannesburg) from qualified to unqualified with findings. While six district 
municipalities improved in their audit outcomes, five regressed. The most significant 
improvement was at local municipalities with 47 improvements (of which 11 
obtained a clean audit opinion) and 18 regressions. Eight municipal entities 
improved and two regressed. The financial statements of two auditees (with adverse 
audit opinions in the prior year) and 21 auditees (with a disclaimer of opinion in the 
prior year) also improved to a qualified audit opinion with findings. Although there 
has been progress towards financially unqualified audit opinions, the quality of the 
financial statements of local government remains a major challenge. Section 3.1 
provides further analyses on the results of our audits of the financial statements. 

For those auditees with financial statements that received unqualified opinions, the 
remaining obstacles towards achieving clean audit opinions are material findings on 
the quality of the annual performance reports and non-compliance with legislation. 
The progress over the past three years and the key findings in these two areas are 
presented in sections 2.2 and 2.3. 

Annexure 1 lists all auditees with their current and prior year audit outcomes. 

Figure 4 shows the audit outcomes and progress per province, followed by a 
commentary on key aspects of the outcomes. 
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Provincial audit outcomes 

Figure 4 shows improvement in the audit outcomes in most provinces, but 
regression in Limpopo and Mpumalanga and little progress in Northern Cape and 
the North West. Forty-one out of the 67 auditees that received disclaimed and 
adverse opinions were in the North West, Northern Cape and Eastern Cape.  
Seventy-three per cent of the auditees that received financially unqualified audit 

opinions (clean and unqualified with findings) were in Gauteng, Western Cape and 
KwaZulu-Natal, with the latter two provinces contributing to 77% of the clean audit 
opinions. 

Table 2 below provides a summary of the movement in the audit outcomes in the 
provinces followed by further detail per province. 

Table 2: Provincial analysis of movements in audit outcomes from 2011-12 (summary)

Improved Unchanged Improved Unchanged New Regressed Improved Unchanged New Regressed Unchanged Regressed

Eastern Cape 1 4 14 6 13 1 1 11 2
Free State 1 7 3 5 1 8
Gauteng 1 2 3 29 2
KwaZulu-Natal 7 4 7 37 1 1 5 2 5 1 2
Limpopo 1 4 9 2 6 3
Mpumalanga 2 3 2 7 2 4 1
Northern Cape 1 2 4 2 4 2 12 1
North West 2 4 1 3 2 15
Western Cape 7 5 3 14 1 1

TOTAL 17 13 23 112 2 1 23 45 1 15 58 9

Province
Clean

[30]

Unqualified 
with findings

[138]

Qualified with findings

[84]

Adverse/Disclaimer
with findings

[67]
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Eastern Cape 
Improved to clean audit (1): Mandela Bay Development Agency  

Eleven auditees improved (five auditees that had received a disclaimer of opinion 
and one auditee that had received an adverse opinion improved to a qualified 
opinion while one improved from an unqualified opinion with findings to a clean 
opinion). Buffalo City and Nelson Mandela Bay metros again received a qualified 
opinion. Three district municipalities received an unqualified opinion with findings; 
two received a disclaimer of opinion; and one that had received an adverse 
opinion in the previous year, improved to a qualified opinion. Three local 
municipalities regressed (two from a qualified to an adverse opinion and one from 
an unqualified opinion with findings to a qualified opinion). 

Free State 
No clean audits  

Four auditees improved (one auditee moved to an unqualified opinion with findings 
and three auditees moved from a disclaimer of opinion to a qualified opinion). The 
audit of the Mangaung Metro was still outstanding at the time of this report, while 
the audit opinion of three of the four district municipalities remained unqualified 
with findings and one regressed from an unqualified opinion with findings to a 
qualified opinion. 

Gauteng 
Retained clean audit (2): Johannesburg Fresh Produce Market and 
Johannesburg Social Housing Company  

Improved to clean audit (1): Sedibeng District Municipality 

Four auditees improved while 33 auditees obtained the same audit outcomes as 
the previous year. There were no regressions in the province. The City of 
Johannesburg metro improved from a qualified opinion to an unqualified opinion 
with findings, while the Ekurhuleni and Tshwane metros remained unqualified with 
findings. One district municipality received a clean audit while the other received 
an unqualified opinion with findings.  

KwaZulu-Natal 
Retained clean audit (4): Durban Marine Theme Park (Pty) Ltd, Safe City 
Pietermaritzburg, uThungulu House Development Trust and uThungulu Financing 
Partnership 

Improved to clean audit (7): Msinga, Ntambanana, Okhahlamba, Ubuhlebezwe, 
uMhlathuze, uMzimkhulu local municipalities and Uthungulu District Municipality 

Nineteen auditees improved and eight auditees regressed, of which one regressed 
to an unqualified opinion with findings and one regressed to a qualified opinion 
after receiving a clean audit report in the previous year. eThekwini metro and six of 

the 10 district municipalities received an unqualified opinion with findings. One 
district municipality obtained a clean audit while one received a qualified opinion 
and two received a disclaimer of opinion. 

Limpopo 
No clean audits  

The results reflect five improvements and five regressions, one of which was from 
a clean audit in the previous year to a qualified opinion. The audits of three district 
municipalities were finalised (two received a qualified opinion and one received a 
disclaimer of opinion). Seven other auditees also obtained a disclaimer of opinion.  

Mpumalanga 
Retained clean audits (2): Ehlanzeni District Municipality and Steve Tshwete 
Local Municipality 

Two auditees improved, while three regressed. Two auditees regressed from an 
unqualified opinion with findings to a qualified opinion and one from a qualified 
opinion in the previous year to a disclaimer of opinion in the current year. Two of 
the three district municipalities received an unqualified opinion with findings, while 
one received a clean audit.  

Northern Cape 
Improved to clean audit (1): ZF Mgcawu District Municipality 

Of the five auditees that improved, one obtained a clean audit; two progressed to 
an unqualified opinion with findings, while two progressed to a qualified opinion. 
Three auditees regressed: Two from an unqualified opinion with findings to a 
qualified opinion and one from a qualified opinion to a disclaimer of opinion. One 
district municipality obtained a clean audit opinion, one received an unqualified 
opinion with findings and three received a qualified opinion.  

North West 
No clean audits 

Three auditees improved (one from a disclaimer of opinion to a financially 
unqualified opinion with findings, one from a disclaimer of opinion to a qualified 
opinion and one from a qualified opinion to an unqualified opinion with findings) 
and two auditees regressed from an unqualified opinion with findings to a qualified 
opinion. Ten municipalities received a disclaimer of opinion for five consecutive 
years. One of the four district municipalities received an unqualified opinion with 
findings, two received a qualified opinion and one received a disclaimer of opinion. 
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Western Cape 
Retained clean audits (5): Swartland, Langeberg, George and Mossel Bay local 
municipalities and West Coast District Municipality 

Improved to clean audits (7): City of Cape Town Metropolitan Municipality, 
Theewaterskloof, Witzenberg, Breede Valley, Knysna and Overstrand local 
municipalities and Cape Town International Convention Centre 

Ten auditees improved on their 2011-12 audit outcomes – seven progressed to 
clean audits, while three auditees obtained an unqualified opinion with findings. 
The City of Cape Town metro was the only metro in the country with a clean audit 
opinion. Three of the four district municipalities received an unqualified opinion 
with findings, while only one district municipality improved to a clean audit.  
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2.2 Quality of the annual performance reports 

Auditees are required to measure and report on, in their annual performance 
reports, their service delivery against the performance indicators and targets set 
for each of their development objectives as defined in their integrated development 
plans (IDPs) and/or the annual service delivery budget implementation plans 
(SDBIPs). We audit the annual performance reports to determine whether the 
information in these reports is useful and reliable.  

We audited the usefulness of the reported performance information by 
determining whether it was presented in the annual report in the prescribed 
manner and was consistent with the auditee’s planned development objectives as 
defined in the IDP and/or SDBIP. We also assessed whether the performance 
indicators and targets that were set to measure achievement of the objectives 
were well defined, verifiable, specific, time bound, measurable and relevant. 

We audited the reliability of the reported performance information by 
determining whether it could be traced back to the source data or documentation 
and was accurate, complete and valid. 

Quality of annual performance reports and analysis of 

findings 

Figure 1 shows the number of auditees with material findings on their annual 
performance reports over the past three years, including those auditees that did 
not prepare an annual performance report or those that submitted their reports too 
late for auditing. There has been an improvement in the quality of the annual 
performance reports since the previous year. Table 1 shows that the overall 
reduction in findings is due to five of the nine provinces.  

Figure 2 shows the nature of the material findings in the current and previous 
years. Annexure 1 shows which auditees had material findings on the quality of 
their annual performance reports and the nature of the findings. 

Only 11 auditees (3%) did not prepare annual performance reports or submitted 
their reports too late for auditing, an improvement from the previous year. This is a 
major improvement since 2008-09 when the percentage for late or non-submission 
was 32%. The discipline of reporting on performance on an annual basis was 
entrenched in local government but the usefulness and reliability of the annual 
performance reports needed attention. 

There has been an overall improvement in the quality of the annual performance 
reports (i.e. an increase in the number of auditees with ‘no findings’). As is evident 
from annexure 1, some auditees were able to address their findings from the 
previous year, but others had findings for the first time this year on either 
usefulness or reliability or both.  Figure 3 further shows that 17% of the auditees 

made amendments to the annual performance report submitted for auditing to 
correct material misstatements identified during the auditing process.  

Findings on the usefulness of annual performance 

reports 

Of the 194 auditees (61%) that had material findings on usefulness in the previous 
year, 43 auditees addressed these findings. Forty-one auditees had findings on 
usefulness for the first time this year. The most common findings on usefulness 
were the following: 

• The annual performance report included objectives, indicators or targets that 
were different from those in the IDP and/or the SDBIP.  

• The performance indicators were not well defined and the targets were not 
specific enough to ensure that the required performance could be measured 
and reported in a useful manner. 

• The measures taken to improve performance were not included in the report. 

Findings on the reliability of annual performance 

reports 

Of the 142 auditees (45%) that had material findings on reliability in the previous 
year, 44 auditees addressed these findings. Findings on reliability were identified 
at 56 auditees for the first time this year.  

Although the number of auditees that published useful and reliable performance 
information increased, it remains a concern that two-thirds of auditees are 
reporting on their performance in a manner which does not adequately inform the 
public of planned, approved and actual levels of service delivery. These findings 
and the high level of non-compliance with the legislation on strategic planning, 
performance management and reporting (as shown in figure 3 and detailed further 
in section 2.3) are signs of continuing weaknesses in the ability of local 
government to adequately plan, manage and report on their performance.  

Figure 3 shows that a high number of auditees reported that they did not achieve 
20% or more of their planned targets. Section 6 also describes challenges in the 
delivery of water and sanitation and roads infrastructure, which includes target 
setting and performance reporting. Although there are many underlying reasons 
for instances of inadequate service delivery in local government, credible 
performance reporting is an important building block towards improving the service 
delivery experience of citizens and should receive urgent and continued attention 
from all role players. 
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2.3 Compliance with legislation 

We annually audit and report on compliance with legislation applicable to financial 
matters, financial management and other related matters. We focused on the 
following areas in our compliance audit: ■ Material misstatements in the 
submitted annual financial statements ■ asset and liability management ■ audit 
committees ■ budget management ■ expenditure management ■ unauthorised, 
irregular as well as fruitless and wasteful expenditure ■ consequence 
management ■ internal audit ■ revenue management ■ strategic planning and 
performance management ■ annual financial statements and annual report          
■ transfer of funds and conditional grants ■ supply chain management (SCM)      
■ human resource (HR) management and compensation 

In the audit report, we reported findings from the audit that were material enough 
to be brought to the attention of the oversight body and the public. 

Status of compliance with legislation 

Figure 1 shows the number of auditees with material non-compliance findings 
over the past three years. Non-compliance with legislation has remained at a high 
level since 2010-11, with only a slight improvement since the previous year. As 
shown in figure 4, metropolitan municipalities improved (from 7 to 6), with only 
slight improvements by district municipalities (from 90% to 85%), local 
municipalities (from 97% to 92%) and municipal entities (from 89% to 84%).   
Table 1 shows that there were improvements in three provinces.  

Ninety-eight per cent of the auditees with material non-compliance findings also 
had findings in the previous year. The number of material non-compliance 
findings per auditee is a further cause for concern. Nineteen auditees (7%) had 
50 or more material non-compliance findings and a further 103 auditees (36%) 
had between 20 and 50. Encouragingly, 41 auditees (14%) had only one or two 
compliance findings. Twenty-six of these auditees (63%) only needed to have 
avoided non-compliance findings to have obtained a clean audit opinion.  

Findings on non-compliance with legislation 

Figures 2 and 3 show the compliance areas with the most material findings in the 
current year and the progress made by auditees in addressing these findings. 
Annexure 1 lists the auditees with material non-compliance findings and indicates 
whether findings have been addressed or repeated.  

In the past three years, material misstatements in submitted financial statements, 
SCM and the prevention of unauthorised, irregular as well as fruitless and 
wasteful expenditure have consistently been the areas with the most                
non-compliance findings. Section 3.1 provides more detail on material 

misstatements, section 3.2 on SCM and further analyses on unauthorised, 
irregular as well as fruitless and wasteful expenditure is provided in sections 2.3.1 
to 2.3.3. 

Included in the non-compliance focus areas shown in figure 3, are the following 
findings: 

• One hundred and sixteen auditees (36%) did not pay their creditors within    
30 days or an agreed-upon period (also refer to section 3.5 which discusses 
financial health). 

• The internal controls and processes for strategic planning and performance 
management and reporting of 93 auditees (26%) were not effective. The 
impact of the non-compliance is evident in the poor quality of the annual 
performance reports (section 2.2). 

• The controls over assets of 102 auditees (32%) were not effective and the 
management, accounting and information systems that account for the assets 
of 88 auditees (28%) were inadequate. The impact of the non-compliance can 
be seen in the qualification on assets (section 3.1) and the weaknesses in the 
delivery of roads infrastructure (section 6).   

• Eighty-seven auditees (27%) overspent in the current and previous years on 
their approved budgets or the spending was not within the approved limits for 
the different votes in the budgets. The resultant unauthorised expenditure is 
detailed in the rest of this section and section 3.5 provides more detail on the 
weaknesses in budget management. 

• The internal controls for revenue were ineffective at 59 auditees (18%) and 
the management, accounting and information systems of 52 auditees (16%) 
were inadequate to account for revenue and receivables. The impact of    
non-compliance is clear from the qualification of debtors (section 3.1) and the 
weaknesses in debt management (section 3.5).  

Section 4 (impact of key role players) provides more information on non-
compliance with legislation by internal audit units and audit committees.  

Even though the legislation is clear on the consequences for non-compliance with 
legislation and the steps that should be taken to deal with such transgressions, 
121 auditees (38%) had material findings on not complying with these 
requirements. It is most evident in the way unauthorised, irregular as well as 
fruitless and wasteful expenditure was dealt with in terms of the lack of 
consequences for such expenditure. The rest of this section provides more 
information in this regard.
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2.3.1 Unauthorised expenditure 
Unauthorised expenditure is expenditure by municipalities that was not spent in 
accordance with the budget approved by the council or the conditions of a grant.  

The Municipal Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA) 
requires municipal managers to take all reasonable steps to prevent unauthorised 
expenditure. The auditee should have processes in place to identify any 
unauthorised expenditure that was incurred and disclose the amounts in the 
financial statements. The MFMA also includes the steps that municipal managers 
and councils should take to investigate unauthorised expenditure to determine 
whether any officials are liable for the expenditure and to recover the money if 
liability is proven. 

Nature of, and trends in, unauthorised expenditure 

As shown in figure 5, over half of the auditees incurred unauthorised expenditure. 
All auditee types incurred unauthorised expenditure, including four of the 
metropolitan municipalities and 60% of the district municipalities. The occurrence 
of unauthorised expenditure was common across all provinces. 

The three-year trend in unauthorised expenditure shows a slight improvement with 
the amount decreasing by 10% this year compared to last year and the number of 
auditees that incurred the expenditure decreased by only 5%. The amount of 
unauthorised expenditure decreased in seven of the provinces and the number of 
auditees that incurred the unauthorised expenditure decreased in five of the 
provinces. One hundred and forty (82%) of the 170 auditees also incurred 
unauthorised expenditure in the previous year.  

Figure 6 shows that the overspending on the budget or main sections within the 
budget was the most common reason for the R9 195 million of unauthorised 
expenditure. There was, however, an 8% reduction in the amount overspent since 
the previous year.  

Continuous overspending on the budget is also one of the most common material 
non-compliance findings as reported in section 2.3 and section 3.5 reflects on the 
overspending on operating budgets in the context of financial health risks to local 
government. Poorly prepared budgets, inadequate budget control and a lack of 
monitoring and oversight were some of the reasons for the overspending. It should 
however be noted that the municipal budgets also include budgeting for non-cash 
items, such as impairments and provision, which is not actual expenditure but an 
accounting requirement. It means that part of the overspending that caused the 

unauthorised expenditure is not actual payments made in excess of the budget, 
but rather these accounting estimations that were budgeted incorrectly. 

As many municipalities cannot raise sufficient revenue through rates and taxes to 
fund infrastructure projects and improvement programmes, the national 
government contributes to it through conditional grants. There are conditions 
attached to the grants to ensure that the money is used for the intended purpose 
and achieves the defined outputs. An amount of R263 million of these grants was 
not spent in accordance with these conditions, which resulted in further 
unauthorised expenditure.  

Prevention, detection and disclosure 

As detailed in the preceding section on compliance, inadequate steps taken by 
municipal managers to prevent unauthorised expenditure were one of the most 
common material non-compliance findings reported. We reported the non-
compliance as material at 129 auditees (76%), based on them having incurred the 
same type of unauthorised expenditure in the current and previous years and our 
assessment that adequate controls and processes would have prevented it. 

Figure 5 shows that we identified 25% of the unauthorised expenditure amount 
during the auditing process, which means that some auditees did not have 
adequate processes to detect and quantify the unauthorised expenditure. This is 
an improvement from the 51% of the previous year.  

Most auditees did not have difficulty in disclosing complete and accurate 
information on unauthorised expenditure as budget overspending was calculated 
and disclosed as part of the auditee’s budget statements in the annual report. The 
disclosure of unauthorised expenditure in the financial statements was materially 
misstated only at 49 auditees (15%). 

Lack of consequences for unauthorised expenditure 

At 78 auditees (42%) the unauthorised expenditure of the previous year was not 
investigated by the municipal manager and council to determine if any person was 
liable for the expenditure.  

Further details of unauthorised expenditure can be found in annexure 1 to this 
report.
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R4 435 million 
(38%)

R4 354 million 
(47%)

R2 004 million 
(30%)

R7 165 million 
(62%)

R4 969 million 
(53%)

R4 764 million 
(70%)

R2 912 million 
(unaudited)

R2 020 million 
(unaudited)

R2 650 million 
(unaudited)

2013 2012 2011

Figure 7: Auditees incurring irregular expenditure Figure 8: Prior year irregular expenditure identified in the current year

Identified by auditees Identified during audit
Limitation (awards not audited 

and excluded from total)
Incurred in current year

Incurred in prior years -

identified in current year

R11 600 million

[265 (83%) auditees]

R6 768 million

[236 (75%) auditees]

R9 323 million

[267 (84%) auditees]

2013 2012

R1 860 million

(6 435 

instances)
R1 153 million 

(7 460 

instances)

R9 740 million

(21 304 

instances)

R8 170 million

(21 067 

instances)

R11 600 million

R9 323 million
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2.3.2 Irregular expenditure 
Irregular expenditure is expenditure that was not incurred in the manner 
prescribed by legislation. Such expenditure does not necessarily mean that 
money had been wasted or that fraud had been committed. However, it is a 
measure of an auditee’s ability to comply with legislation relating to expenditure 
and procurement management.  

The MFMA requires municipal managers to take all reasonable steps to prevent 
irregular expenditure. The auditee should have processes in place to detect non-
compliance with legislation that results in irregular expenditure and to disclose the 
amounts in the financial statements. Irregular expenditure is reported when it is 
identified – even if the expenditure was from a previous year.  

The MFMA also provides for steps that municipal managers and councils should 
take to investigate irregular expenditure to determine whether any officials are 
liable for the expenditure and to recover the money if liability is proven. The 
investigation should also confirm whether fraud has been committed or money 
has been wasted. 

Extent of irregular expenditure and limitations in 

determining the total amount 

Figure 7 shows the irregular expenditure that was identified in the current year 
(R11 600 million). The limitation shown relates to missing documentation at some 
auditees, resulting in us not being able to audit the processes followed by 
auditees for procurement worth R2 912 million. The irregular expenditure shown 
could potentially have been higher by this amount (refer to section 3.2, which 
discusses SCM, for more information).   

As detailed in section 3.1 on the quality of the financial statements, we could not 
verify the completeness of the amounts disclosed in the financial statements due 
to inadequate processes to account for the irregular expenditure. This also means 
that the irregular expenditure amounts as shown in figure 7 could be significantly 
more, but we cannot determine what the additional amounts would have been. 

Nature of, and trends in, irregular expenditure 

All auditee types incurred irregular expenditure, including all the metropolitan 
municipalities and 83% of the district municipalities. The occurrence of irregular 
expenditure was common across all provinces. 

The three-year trend in irregular expenditure shows an increase of 24% from the 
previous year in the amount incurred and hardly any reduction in the number of 
auditees that incurred the expenditure. The amount of irregular expenditure 
decreased in only three provinces and the number of auditees that incurred the 
irregular expenditure decreased slightly in five of the provinces.  

Figure 8 indicates that there were 27 739 instances of irregular expenditure. It 
also shows that 16% of the irregular expenditure amount and 23% of the 
instances of irregular expenditure that occurred in previous years were identified 
during this year.  

We analyse the timing of the irregularities to determine whether the continuing 
trend of increased irregular expenditure could be the result of prior year 
irregularities being identified and reported on now. Figure 8 shows that reporting 
transgressions in prior years had little effect as irregular expenditure continues to 
increase year on year. 

Non-compliance with the legislation that regulates SCM is the cause of 98% of 
the irregular expenditure. Such non-compliance includes competitive procurement 
processes not followed, the preferential procurement requirements not applied 
and suppliers not declaring their interest or not providing proof that they were 
paying their taxes. Section 3.2 provides more detail on the outcome of our audits 
on SCM.  

Prevention, detection and disclosure 

As detailed in the previous section on compliance, inadequate steps taken by 
municipal managers to prevent irregular expenditure were one of the most 
common material non-compliance findings reported. We reported the              
non-compliance as material at 171 auditees (65%), based on them incurring 
irregular expenditure in the current and previous years, re-occurrence of the 
transgressions that caused the irregular expenditure and our assessment that 
adequate controls and processes would have prevented it. 

Figure 7 shows that we identified 62% of the irregular expenditure amount during 
the auditing process, which means that most auditees did not have adequate 
processes to detect and quantify the irregular expenditure. It is a regression from 
53% in the previous year to 62% in the current year, but the number of auditees 
that identified their own irregular expenditure improved from 37 (14%) to            
48 (18%). The disclosure of irregular expenditure in the financial statements was 
materially misstated at 115 auditees (36%).  

Lack of consequences for irregular expenditure 

At 92 auditees (34%) the irregular expenditure of the previous year was not 
investigated by the municipal manager and council to determine if any person 
was liable for the expenditure. Consequently, it was not determined whether the 
irregularities constituted fraud or whether any money was wasted. 

Further details of irregular expenditure can be found in annexure 1 to this report.
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R336 million 
(41%)

R350 million 
(56%)

R150 million 
(55%)

R479 million 
(59%)

R273 million 
(44%)

R123 million 
(45%)

2013 2012 2011

Figure 9: Auditees incurring fruitless and wasteful expenditure Figure 10: Nature of fruitless and wasteful expenditure

Identified by auditees Identified during audit

Actual fruitless and 

wasteful expenditure

Estimated expenditure  

incurred to prevent further 

irregular/fruitless

and wasteful expenditure/loss

R815
million

R815 million

[220 (69%) auditees]

R273 million

[155 (49%) auditees]

R623 million

[204 (64%) auditees]

R651 million

(80%)

140 auditees 

(64%)

R164 million

(20%)

83 auditees 

(38%)
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2.3.3 Fruitless and wasteful expenditure 

Fruitless and wasteful expenditure is expenditure that was made in vain and that 
could have been avoided had reasonable care been taken. 

The MFMA requires municipal managers to take all reasonable steps to prevent 
fruitless and wasteful expenditure. The auditee should have processes in place to 
detect fruitless and wasteful expenditure and to disclose the amounts in the 
financial statements. Fruitless and wasteful expenditure is reported when it is 
identified – even if the expenditure was from a previous year.  

The MFMA also sets out the steps that municipal managers and councils should 
take to investigate fruitless and wasteful expenditure to determine whether any 
officials are liable for the expenditure and to recover the money if liability is 
proven.  

Nature of, and trends in, fruitless and wasteful 

expenditure 

As shown in figure 9, almost 70% of the auditees incurred fruitless and wasteful 
expenditure. All auditee types incurred fruitless and wasteful expenditure, 
including six of the metropolitan municipalities and 67% of the district 
municipalities. The occurrence of fruitless and wasteful expenditure was common 
across all provinces. 

The three-year trend in fruitless and wasteful expenditure shows a consistently 
increasing trend with the amount increasing by 31% this year compared to last 
year and the number of auditees increasing by 8% for the same period. There 
would have been a reduction from the previous year had it not been for the major 
increase in fruitless and wasteful expenditure incurred by the Eastern Cape. The 
amount of fruitless and wasteful expenditure decreased in five provinces but the 
number of auditees that incurred the fruitless and wasteful expenditure decreased 
slightly in only one province.  

Fruitless and wasteful expenditure typically includes interest, losses, penalties 
and payments for goods or services not received. Figure 10 shows that only 20% 
of the fruitless and wasteful expenditure was incurred in order to prevent further 
irregular expenditure, losses or fruitless and wasteful expenditure. It normally 
relates to the cost of cancelling irregular contracts or contracts of non-performers. 

Prevention, detection and disclosure 

As detailed in the preceding section on compliance, inadequate steps taken by 
municipal managers to prevent fruitless and wasteful expenditure were one of the 
most common material non-compliance findings reported. We reported the     
non-compliance as material at 107 auditees (49%), based on them incurring 
fruitless and wasteful expenditure in the current and previous years,                      

a re-occurrence of the action that caused the fruitless and wasteful expenditure 
and our assessment that adequate controls and processes would have prevented 
it. 

Figure 9 shows that we identified 59% of the fruitless and wasteful expenditure 
amount during the auditing process, which means that most auditees did not have 
adequate processes to detect and quantify the fruitless and wasteful expenditure. 
It is a regression from 44% in the previous year to 59% in the current year, but the 
number of auditees that identified their own fruitless and wasteful expenditure 
improved from 109 to 124.  

Lack of consequences for fruitless and wasteful 

expenditure 

At 77 auditees (38%) the fruitless and wasteful expenditure of the previous year 
was not investigated by the municipal manager and council to determine if any 
person was liable for the expenditure. 

Further details of fruitless and wasteful expenditure can be found in annexure 1 to 
this report. 
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Figure 3: Top three financial statement qualification areas 

(all auditees)

Figure 2: Quality of submitted financial statements 

(all auditees)

Figure 1: Quality of submitted financial 

statements (all auditees)

Table 1: Progress made by provinces on the quality of submitted financial statementsFigure 4: Quality of submitted financial statements per 

auditee type

82% 
(261)

86% 
(272)

78% 
(244)

18% 
(58)

14% 
(44)

22% 
(70)

2012-13 2011-12 2010-11

With no material misstatements With material misstatements Financially unqualified (clean audit/ unqualified with findings) Financially qualified (qualified/ adverse/ disclaimer with findings)

Metropolitan municipalities District municipalities

Local municipalities Municipal entities

71%

29%

25% (80)

31% (100)

36% (116)

Receivables

Irregular expenditure -
Supply chain management

Property, infrastructure and
equipment47% 

(151)

53% 
(168)

18% 
(58)

82% 
(261)

76%

24%

Outcome if

NOT corrected

Outcome 

after corrections

64%

36%

88%

12%

5 out 

of 7

31 
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189 
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(110 auditees were able to avoid qualifications due 

to the correction of material misstatements
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Our auditees face six key risk areas that need to be addressed to improve their 
audit outcomes (the quality of their financial statements and annual performance 
reports as well as compliance by them with legislation) and also their financial and 
performance management. Five risk areas are discussed in this section, while the 
quality of the annual performance reports is included in section 2.2. 

3.1 Quality of financial statements 

The purpose of the annual audit of the financial statements is to provide the users 
thereof with an opinion on whether the financial statements fairly present, in all 
material respects, the key financial information for the reporting period, in 
accordance with the financial framework and applicable legislation.  

The audit provides the users with reasonable assurance on the degree to which 
the financial statements are reliable and credible, on the basis that the audit 
procedures performed did not identify any material errors or omissions in the 
financial statements. We use the term material misstatement to refer to such 
material errors or omissions. 

The quality of the financial statements submitted for 

auditing 

While most auditees submitted their financial statements for auditing by the 
legislated date, figures 1 and 2 show that only 58 auditees (18%) submitted 
financial statements that did not contain material misstatements. Overall, there has 
been only a slight improvement in this regard since the previous year, most 
notably at metropolitan municipalities and municipal entities.   

Figure 2 shows that 110 auditees (35%) received a financially unqualified audit 
opinion only because they corrected all the material misstatements we had 
identified during the audit. Over 80% of the auditees would have received 
qualified, adverse or a disclaimer of opinion if we did not identify the 
misstatements for them and allowed them to make the corrections. Table 1 shows 
a lack of progress by most provinces in addressing the poor quality of the 
submitted financial statements. The continued reliance on the auditors to identify 
corrections to be made to the financial statements is not a sustainable practice. 
Furthermore, it places undue pressure on legislated deadlines and increases the 
audit fees. 

It is not only the opportunity given to auditees during our auditing process that 
contributed to improvements in the final quality of financial statements, but also the 
use of consultants by many auditees to support financial reporting. The varying 
success in using consultants is detailed in section 3.3.2. 

Uncorrected material misstatements  

Even though we reported the material misstatements to management for 
correction, 151 auditees (2011-12: 157) could not make the necessary corrections 
to the financial statements, which resulted in qualified, adverse or a disclaimer of 
opinion. The major reasons for not making the corrections were the unavailability 
of information or documentation to determine the correct amounts to be reflected 
in the financial statements.  

Annexure 1 details the auditees that submitted financial statements with material 
misstatements and financial statement areas in which auditees were qualified.  

Figure 3 shows that the financial statement qualification areas that the auditees 
struggled most with were to account for the irregular expenditure they incurred, 
their assets (specifically their property, infrastructure and equipment) and their 
receivables. However, there has been some improvement in these areas, which 
shows that the reasons for the qualifications can be addressed successfully. The 
reasons for the qualifications were as follows: 

Property, infrastructure and equipment 

The financial statements included property, infrastructure and equipment that we 
could not physically verify or whose ownership or value we could not determine as 
a result of incorrect and incomplete asset registers and inadequate or missing 
supporting documentation.  

The value of some of these assets was not reviewed annually or the calculation 
was incorrectly performed, resulting in assets being included in the financial 
statements at unrealistic values. 

Irregular expenditure – supply chain management-related 

We could not verify the completeness of the amounts disclosed in the financial 
statements due to inadequate processes to account for the irregular expenditure. 
Section 2.3.2 provides more detail on the irregular expenditure incurred. 

Receivables 

Receivables mean the debtors of the auditee who, in local government, are mostly 
the ratepayers and receivers of municipal services such as water and electricity. 
We could not determine whether the financial statements showed these debtors at 
the correct values as a result of inadequate systems, processes and supporting 
documentation to account for the completeness of the debtors and whether what 
they owed the auditee could be recovered.  
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79%

15%

6%

34%

21%

45%

57%

26%

17%

88%

12%

Figure 2: Findings on supply chain managementFigure 1: Status of findings on supply 

chain management

Table 1: Progress made by provinces on supply chain managementFigure 4: Supply chain management findings per auditee 

type

68% 
(219)

73% 
(234)

17% (55)
14% (43)

15% (47) 13% (41)

2012-13 2011-12

With no findings With findings With material findings

Metropolitan municipalities District municipalities

Local municipalities Municipal entities

65% (208)

2% (8)

11% (36)

9% (28)

19% (60)

15% (47)

2% (5)

31% (100)

60% (193)

5% (17)

40% (127)

15% (48)

Limitation on planned scope of audit of awards

Awards to employees and councillors or other officials of the state

Awards to close family members of employees and councillors

Uncompetitive or unfair procurement processes

Inadequate contract management

Internal control deficiencies

Awards to employees and councillors

54 auditees/ 301 instances/ R95 million  

Awards to close family members

45 auditees/ 292 instances/ R115 million

Supplier did not declare interest

193 auditees/ 1626 instances/ R440 million

Employee did not declare interest

80 auditees/ 211 instances/ R114 million

Figure 3: Awards to employees and councillors 
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3.2 Supply chain management  

We tested 6 393 contracts (with an approximate value of R39 billion) and  
13 413 quotations (with an approximate value of R880 million), referred to as 
awards in the rest of the report. We tested whether the prescribed procurement 
processes had been followed that ensure that all suppliers are given equal 
opportunity to compete and that some suppliers are not favoured above others.  

We also focused on contract management, as shortcomings in this area can 
result in project delays, wastage, as well as fruitless and wasteful expenditure, 
which in turn have a direct impact on service delivery. We further assessed the 
financial interests of employees and councillors of the auditee and their close 
family members in suppliers to the auditee. We also determined whether auditees 
had implemented adequate internal controls to prevent, detect or correct 
irregularities in the SCM processes. 

We report all the findings from the audit to management in the management 
report of the auditee, while only the material non-compliance findings are reported 
in the audit report.  

Figure 1 shows the high number of auditees that had findings on SCM and those 
where we reported material non-compliance findings in the audit report in the 
current and previous years. Although the number of auditees with no findings has 
only slightly increased, the number of auditees that had material findings 
decreased by 5%, which is a sign that some auditees are paying attention to 
SCM. Figure 4 shows that the weaknesses are common across all auditee types 
with only municipal entities starting to show an improvement. Table 1 provides a 
view of the lack of progress in addressing SCM findings in the majority of 
provinces. 

Figure 2 shows the SCM areas in which auditees had findings, the proportion of 
auditees where the findings were material enough to be reported in the audit 
report and the general lack of progress made in reducing audit findings. The 
remainder of this section provides further detail on the outcome of our audits in 
the different areas.  

Annexure 1 lists the auditees with SCM findings and indicates whether these 
findings were repeated.  

Limitations on our planned scope of the audit of 

awards 

As shown in table 2, we could not audit awards with a value of  
R2 912 million at just under a third of the auditees (2011-12: 32%) that could not 
provide us with evidence that awards had been made in accordance with the 
requirements of SCM legislation, because the documentation either did not exist 

or could not be retrieved as a result of poor document management. While we 
found this limitation at slightly fewer auditees this year, the estimated value 
increased significantly from last year’s R2 020 million.  

Fifty-eight auditees (61%) that presented us with these limitations also did so last 
year. The value of the awards we could not audit at these auditees represents 
81% of this year’s total estimated value. 

The extent of limitations in the provinces was as follows: 

Table 2: Extent of limitations on planned audits 

 
The impact of the limitations was the following: 

• The procurement processes could not be audited by us, the internal auditors 
or investigators. 
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• There was no evidence that auditees had followed a fair, transparent and 
competitive process for all awards. Should unsuccessful bidders request 
information on the process, also for possible litigation purposes, it would not 
be available. 

• We could not determine whether these awards were irregular and as a result 
the true extent of irregular expenditure could not be determined (also refer to 
section 2.3.2).   

• Our general reports, audit reports and management reports did not reflect the 
true extent of SCM non-compliance, irregularities and possible fraud. 

• Poor record management created an environment in which it was easy to 
commit and conceal fraud and corruption. 

Awards to employees and councillors or other state 

officials 

SCM regulation 44 prohibits awards of contracts and quotations to persons 
(employees and councillors, or other state officials), or entities owned or managed 
by them, if they are in the service of the auditee or if they are in the service of any 
other state institution. Such expenditure is also considered irregular. During our 
audits, we identified such prohibited awards and also tested whether the 
legislated requirements with regard to declarations of interest were adhered to. 

Figure 3 shows that 301 awards were made to suppliers in which employees and 
councillors had an interest at 54 (17%) of the auditees to a value of  
R95 million. We are concerned about the awards to employees and councillors, 
as these could have been prevented or detected by implementing basic controls – 
such as employees, councillors and suppliers submitting declarations of interest. 
At 19 auditees employees did not declare their interest in awards with a value of 
R70 million and suppliers did not declare at 27 auditees (50%). The lack of such 
controls could indicate that auditees do not take this requirement seriously. The 
possibility of undue influence can also not be disregarded, especially if the 
persons can influence the procurement processes for these awards, such as 
councillors, municipal managers and SCM officials, which could create 
opportunities for irregularities.  

Figure 3 further shows that 1 617 awards were made to suppliers in which other 
state officials had an interest at 178 (55%) of the auditees to a value of  
R445 million. Auditees did not have access to information on persons employed 
at other state institutions, which means that they could only rely on the 
declarations provided by suppliers. Suppliers did not declare the interest of state 
officials at 138 auditees in 1 356 instances with a value of R372 million. 

Failure by suppliers to declare the interest of employees, councillors and other 
state officials constitutes a corrupt and fraudulent act and should be investigated 
and dealt with in accordance with legislation. 

Limited action was taken in response to similar findings in the previous year. 
Auditees have thus not taken the opportunity to send a clear message that they 
would not tolerate such irregular actions by their officials or by suppliers, and that 
any such actions would have consequences.  

Awards to close family members of employees 

and councillors 

Awards to close family members of persons in the service of the state, whether at 
the auditee or at any other state institution, are not prohibited. However, such 
awards of more than R2 000 must be disclosed in the financial statements of the 
auditee for the sake of transparency and as required by SCM regulation 45. A 
close family member is a spouse, child or parent of a person in the service of the 
state. 

During our audits, we identified awards to close family members and also tested 
whether the financial statement disclosure was made and whether the legislated 
requirements with regard to declarations of interest were adhered to. 

Figure 3 shows that awards were made to close family members of employees 
and councillors at 45 (14%) of the auditees to a value of R115 million. Nine of 
these auditees (20%) failed to disclose the awards in their annual financial 
statements.  

The employees and councillors at nine auditees did not declare the interest of 
their close family members (R44 million) and at 19 auditees the suppliers did not 
declare this interest (R62 million).  

Uncompetitive or unfair procurement processes  

Overall, there was a small reduction from the previous year in the number of 
auditees with findings on uncompetitive or unfair procurement processes. 
However, the proportion of findings that is material (as shown in figure 2) remains 
high (193 auditees [60%]). As per section 2.3.2 these findings were also the main 
cause of the R11 390 million irregular expenditure incurred as a result of         
non-compliance with SCM legislation.   

The most common findings were similar to last year’s, namely: 

• Three written quotations were not invited for procurement below R200 000 
and the deviation was not approved, or the approved deviation was not 
reasonable or justified – reported at 176 auditees (55%). 
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• Procurement from suppliers who did not provide evidence that their tax affairs 
were in order – reported at 109 auditees (34%). 

• Competitive bids were not invited for procurement above R200 000 and the 
deviation was either not approved, or the approved deviation was not 
reasonable or justified – reported at 93 auditees (29%). 

• The preference point system was not applied when selecting suppliers – 
reported at 82 auditees (26%). 

• Declarations of interest were not submitted by suppliers or the declarations 
were determined to be false as they did not declare the interest of state 
officials, employees, councillors or their close family members – reported at 
55 auditees (17%). 

Inadequate contract management  

Overall, the findings on contract management increased from 97 auditees (31%) 
last year to 108 auditees (33%) this year. The proportion of findings that are 
material (as shown in figure 2) remains high (100 auditees [31%]).   

The following were the most common findings: 

• The performance of contractors was not monitored on a monthly basis – 
reported at 42 auditees (13%). 

• No or inadequate contract performance measures and monitoring – reported 
at 39 auditees (12%). 

• Contracts were amended or extended without approval by a delegated official 
– reported at 25 auditees (8%). 

Internal control deficiencies 

Overall, the number of auditees with inadequate controls increased from          
179 auditees (56%) to 213 auditees (66%). 

The following were the most common findings: 

• Inadequate controls to ensure interest was declared – reported at 66 auditees 
(21%). 

• No plan for addressing audit findings on SCM or adherence to the plan was 
not monitored regularly – reported at 50 auditees (16%). 

• No or inadequate record keeping – reported at 49 auditees (15%). 

• SCM officials were not adequately trained – reported at 45 auditees (14%).  

• No or inadequate actions taken to address the identified SCM risks – reported 
at 35 auditees (11%). 
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3.3.1 Human resource management

HR management is effective if there are adequate and sufficiently skilled staff 
members and if their performance and productivity are properly managed.  

Our audits included an assessment of HR management that focused on the 
following areas: ■ HR planning and organisation ■ management of vacancies 
■ appointment processes ■ performance management ■ acting positions 
■ management of leave, overtime and suspensions.  

Furthermore, our audits specifically looked at the management of vacancies and 
stability in key positions, competencies of key officials and performance 
management. We reported all the findings from the audit to management in a 
management report, while we reported the material non-compliance with 
legislation that regulates HR management in the audit report. 

Status of human resource management 

Figure 1 shows the number of auditees that had findings on their HR 
management and those where we reported material non-compliance with HR 
management legislation. There was a significant increase in the number of 
auditees with material non-compliance findings. Figure 4 shows that the 
regressions were mostly at metropolitan and local municipalities while there was 
improvement at municipal entities. Table 1 shows an improvement in two 
provinces but a significant regression occurred in KwaZulu-Natal. 

Figure 2 indicates the extent of findings in the areas that our audits focus on and 
the movement since the previous year. The remainder of this section provides 
further detail on the outcome of our audits in the three main areas of vacancies, 
competencies and performance management. 

Management of vacancies and acting positions 

One of the biggest challenges for local government is to attract and retain 
qualified and competent persons in all areas of administration. The average 
overall vacancy rate at year-end was 17%, while the vacancy rate in senior 
management was 18% and 16% at the finance units.   

We assessed the capacity of finance units as being at an acceptable level at 156 
of the auditees, while we identified vacancies and/or skills issues at 233 
auditees.  

Figure 3 shows the vacancy rates at the level of municipal manager or chief 
executive officer (CEO) (at municipal entities), chief financial officer (CFO) and 
head of the SCM unit at year-end and indicates the period for which the 
positions were vacant. Figure 3 also shows that key positions have been filled 
for less than two years. 

The most common non-compliance findings on the management of vacancies 
and acting positions were that acting municipal managers, CFOs and heads of 
SCM unit were appointed for more than six months.   

Competencies of key officials 

The complexities in local government, the challenges experienced and the high 
expectations of the public demand that key personnel at municipalities have the 
skills, experience and capacity to fulfil their responsibilities and exercise their 
functions and powers. The changes in financial and performance management 
requirements for local government have also resulted in a higher level of 
competency requirements for municipal managers, CFOs, senior managers, 
SCM officials and other finance officials.  

However, the poor audit outcomes, service delivery failures, high demand for 
consultants (as detailed in section 3.3.2) and support from national and 
provincial governments demonstrate that persons appointed in these posts do 
not always have the required competencies.  

The two root causes of this are that personnel who do not have the required 
competencies are appointed in key positions, and that current employees do not 
keep up with the changing local government environment through on-going 
training and development.   

The minimum competency levels of accounting officers, CFOs, senior managers, 
SCM officials and other finance officials were introduced and prescribed by the 
Municipal regulations on minimum competency levels issued by the National 
Treasury on 15 June 2007. This regulation defines the minimum competency 
levels, taking into account the size and scope of municipalities and covers 
proficiency in competency areas, higher education qualification and work-related 
experience. The prescribed competency areas, for example, involve strategic 
leadership and management, project management and risk and change 
management, which are all critical to the effective fulfilment of their job functions.  

It provides for a phasing-in period for staff currently in those positions to obtain 
the minimum competency level through academic studies and experience and 
by addressing any gaps in competencies through training and development. The 
phasing-in period ended on 1 January 2013 and, as per the regulations, 
municipal managers, CFOs, heads of SCM unit, senior managers, SCM staff 
and other finance officials who do not meet the minimum competency levels may 
not continue to fill the positions, which has an impact on the continued 
employment of these officials. The National Treasury gave municipalities an 
opportunity to apply by September 2012 for an 18-month extension (until  
1 July 2014) to enforce the regulations as a special merit case, based on the 
circumstances of the municipality.  
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The senior managers at 134 auditees (42%) and the finance officials at 145 
auditees (45%) did not meet the minimum requirements by 30 June 2013.  
Figure 2 shows the percentage and number of auditees where key officials did 
not meet the prescribed minimum competency requirements. It also shows the 
extent of auditees where the officials’ competencies were not assessed by the 
auditee, as required by legislation, or where we could not obtain evidence of a 
competency assessment. At the auditees where the competencies were 
assessed and where these could be audited, we determined the gaps in the 
minimum competency requirements at June 2013 to be as follows: 

• Thirty municipal managers, three CEOs, 32 CFOs and 39 heads of SCM unit 
did not have the required qualification. 

• Thirteen municipal managers, one CEO, 12 CFOs and 22 heads of SCM unit 
did not meet any of the prescribed competency requirements. 

• Fifty-two municipal managers, eight CEOs, 63 CFOs and 54 heads of SCM 
unit only met some of the prescribed competency requirements. 

The most common material findings on the competencies of key personnel were 
that the competencies of the officials were not assessed and some auditees did 
not report to the National Treasury on the progress of obtaining the prescribed 
minimum competencies and/or did not include the information in their annual 
reports. 

Performance management 

In order to improve the performance and the productivity of staff, the leadership 
should set the correct tone by implementing sound performance management 
processes, evaluating and monitoring performance and consistently 
demonstrating that poor performance has consequences.  

It is of concern that the significant increase in auditees with findings on 
performance management, as shown in figure 2 and the following most common 
findings on performance management, indicates that a culture of performance is 
not yet entrenched:  

• At 40 auditees (12%), 20% or more of the senior managers did not have 
performance agreements for 2012-13.  

• There were no performance agreements in place for 41 municipal managers, 
43 CEOs, 74 CFOs and 118 heads of SCM unit, in particular. 

• Forty-three auditees (13%) did not have a performance management system 
for employees other than senior managers. 
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3.3.2 Effective use of consultants  

Local government cannot easily do away with partnering with private sector 
service providers due largely to the numerous HR challenges highlighted in 
section 3.3.1. It is in response to these challenges that the need for consultancy 
services is recognised. When used correctly, consultants can benefit both local 
government and South Africans at large. Using consultants can also provide 
access to skills that are not cost-effective for an organisation to maintain itself. 
While recognising the above benefits, it is necessary to remain mindful of the 
manner in which consultants should be used by government. Section 195 of the 
Constitution of the Republic of South Africa notes that the efficient, economic 
and effective use of resources must be promoted.   

Local government spent an estimated total of R1,9 billion on consultancy 
services in 2012-13. Our audits only included an assessment of the nature and 
extent of the use of consultants in the areas of financial reporting and 
performance information as well as the management of these consultants.  

Extent of use and cost of consultants 

As shown in figure 1, a total of 253 (79%) auditees (2011-12: 248 [78%]) were 
assisted by consultants for either financial reporting services or preparation of 
performance information or both. Financial reporting services included, for 
example, preparation of financial statements, maintaining the fixed asset 
register, performing bank reconciliations and preparing other monthly and annual 
financial reports. The preparation of performance information included the 
preparation of performance plans, performance reports and records. 

Figure 2 shows that the estimated cost of these consultancy services was  
R734 million. The amount is based on available information, which includes 
amounts spent by the treasuries and the departments of cooperative 
governance.   

The number of auditees using consultants remained at the same level as the 
previous year but the total cost increased by R236 million. R135 million of the 
increase can be contributed to 14 auditees whose cost increased by more  
than R5 million and a further R88 million to 26 auditees whose cost increased by 
more than R2 million. 

Consultants were used across all provinces at varying degrees. 

Reasons for the use of consultants 

Figure 3 shows the reasons indicated by auditees for their continued use of 
consultants for financial reporting and preparation of performance information. 

As in previous years, a lack of skills remained the most common reason but 
vacancies in the positions that should perform these duties were also a 
contributing factor.   

Audit outcomes of assisted auditees 

The audit outcomes of the auditees that used consultants are shown in figures 5 
and 6, which show that less than half of the assisted auditees received 
financially unqualified audit reports (2011-12: 48%) and less than a third avoided 
material findings on the quality of the annual performance reports. Of the        
247 auditees assisted with financial reporting, 191 (60%) also used consultants 
in prior year(s). Forty-eight (15%) of these auditees assisted by consultants 
received repeat disclaimer of opinion in 2012-13 (at a cost of R172 million). 

Poor audit outcomes cannot always be attributed to the work that the consultants 
performed. We did, however, find that consultants at 112 auditees (45%) were 
performing work for the auditee in the areas that were qualified in the financial 
statements and at 33 auditees (55%) on the performance areas on which we 
reported material findings. In our assessment, poor delivery by the financial 
reporting consultants was the reason for this lack of impact on the audit 
outcomes at only 9% of these auditees and poor delivery was not evident in the 
area of performance information. 

The following were the main reasons why consultants were not effective: 

• The records and documents the consultants needed to perform their work 
were not available at 55% of the auditees. This included complete and 
accurate accounts to prepare the financial statements or supporting 
evidence for amounts in the financial statements or service delivery 
achievements in the annual performance report.   

• Consultants were appointed too late to positively impact on the audit 
outcomes (11% financial reporting and 9% performance information).  

• Poor project management by the auditee and other auditee ineffectiveness 
resulted in inadequate delivery by the consultants at 23% of the auditees 
assisted with financial reporting and 36% of the auditees assisted with 
preparation of performance information.  
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Findings on management of consultants 

Our audits included an assessment of the management of the consultants at 250 
of the auditees that used consultants for financial reporting and preparation of 
performance information. Figure 4 shows the number of these auditees that had 
findings in the focus areas of the audit. The following were our key findings on 
the planning and appointment processes: 

• As with all other procurement, consultants should be contracted based on a 
needs assessment. Such assessment should consider cost, type and extent 
of service, the deliverables and whether internal capacity exists and/or there 
is an opportunity for the transfer of skills.  At 59 auditees (24%) the 
consultants were appointed without conducting a needs assessment and at 
22 auditees (9%) the needs assessment performed was inadequate. 

• The procurement processes followed to appoint consultants at 44 auditees 
(18%) did not comply with the legislated SCM processes. 

• As part of the bidding process, there should be terms of reference that 
clearly define what will be required from the consultant and that state the 
required experience and qualifications. At 20 auditees (8%) the consultants 
were appointed without the terms of reference. 

We identified major shortcomings in the management and monitoring of 
performance of the consultants. The measures to monitor the performance of 
the consultants were either not defined or implemented at 89 auditees (36%).   
At 46 auditees (18%) where the contract performance measures and methods 
were monitored, the monitoring proved to be inadequate as it failed to detect 
under-performance of the consultants. Of greater concern was the payment of 
consultants without signed contracts at 33 auditees (13%). 

Although the most common reason for appointing consultants was a lack of 
skills, we found that the contracts at 87 auditees (35%) did not include any 
conditions or objective in terms of the transfer of skills from the consultants to 
the employees.  At 87 auditees (35%) the transfer of skills was a requirement but 
we could not obtain evidence that skills were transferred. This is partly because 
the measures to monitor the transfer of skills were not always implemented     
(46 auditees [18%]). 

In addition to poor project management, the root cause of these findings was the 
lack of policies or strategies on the use of consultants, identified at 81 auditees 
(32%). A policy or strategy should be in place that defines the main purpose and 
objectives of appointing consultants and should include measures to prevent 
over-reliance on consultants. 
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3.4 Information technology 
IT controls ensure the confidentiality, integrity and availability of state information, 
enable service delivery and promote national security. It is thus essential for good 
IT governance, effective IT management and a secure IT infrastructure to be in 
place.   

Our audit included an assessment of the IT controls that focus on IT governance, 
security management, user access management and IT service continuity. 

Figure 1 shows that little improvement has been made since the previous year in 
the number of auditees that have audit findings on IT controls. 

To evaluate the status of the IT controls in the areas we audited, we grouped the 
IT controls into three categories: 

• Where IT controls are being designed, management should ensure that the 
controls would mitigate risks and threats to IT systems. 

• Where IT controls are being implemented, management should ensure that 
the designed controls are implemented and embedded in IT processes and 
systems. Particular attention should be given to ensuring that staff are aware 
of, and understand, the IT controls being implemented, as well as their roles 
and responsibilities in this regard. 

• Where IT controls have been embedded and are functioning effectively, 
management should ensure that the IT controls that have been designed and 
implemented are functioning effectively at all times. Management should 
sustain these IT controls through disciplined and consistently performed daily, 
monthly and quarterly IT operational practices. 

Figure 2 indicates the status of the IT controls in the areas we audited and the 
movement since the previous year. It also shows the number of auditees where 
the IT controls are either not in place (not designed) or not implemented, as well 
as those where IT controls are functioning effectively. 

Information technology governance 

Effective IT governance ensures that the organisation’s IT control environment 
functions well and enables service delivery. The corporate governance of 
information and communication technology policy framework (CGICTPF) 
developed for government and approved by cabinet has not yet been 
implemented. All auditees are, however, required to adopt and implement the 
CGICTPF and related guidelines for local government in phases over the next 
three financial years. In 2013-14 the implementation of phase 1 should be 
prioritised. A task team was established by the minister of Cooperative 

Governance and Traditional Affairs (CoGTA) to guide municipalities, among 
others, in the implementation of the cabinet-approved IT governance framework. 

At eight municipalities in the Western Cape, IT governance frameworks had been 
designed and implemented and were operating effectively prior to the approval of 
the CGICTPF. Although these IT governance frameworks and their supporting 
structures were assessed to be adequate, the municipalities concerned should 
prioritise the review and alignment of their IT governance frameworks to the 
cabinet-approved IT governance framework to ensure compliance. 

Security management 

A secure IT environment ensures the confidentiality, integrity and availability of 
critical IT systems and business processes. 

While 28% of the auditees had IT controls that were embedded and functioning 
effectively, 60% of the auditees continued to experience challenges with design 
and 12% experienced challenges with the implementation of security management 
policies. 

The most common findings were the following: 

• Most municipalities still experienced challenges due to a lack of adequately 
designed security policies and procedures, while some municipalities that had 
already designed adequate security policies and procedures had not 
succeeded in implementing them. 

• The lack of adequately designed and implemented security policies and 
procedures contributed to IT security parameters not being effectively 
configured to protect the IT infrastructure from unauthorised access. 

User access management 

User access controls are measures designed by business management to prevent 
and detect the risk of unauthorised access to, and creation or amendment of, 
financial and performance information stored in the application systems. 

While 68% of the auditees continued to experience challenges with the design of 
user access policies, 16% of them struggled to implement certain aspects of the 
policy. 
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The most common findings were the following: 

• Administrator activities and user access rights were not reviewed. 

• Formal user access request documentation was not completed for registering 
users, changing access rights, effecting password resets and terminating 
access rights. 

• Users were granted access without management authorisation. 

• Segregation of duties was not maintained. 

Information technology service continuity 

IT service continuity controls enable institutions to recover critical business 
operations and application systems that would be affected by disasters or major 
system disruptions within reasonable time frames. 

While 30% of the auditees had IT controls that were embedded and functioning 
effectively, 62% of them continued to experience challenges with design and 8% 
experienced challenges with the implementation of adequate IT service continuity 
controls. 

The most common findings were the following: 

• Most of the municipalities experienced challenges with the design and 
implementation of appropriate business continuity plans and disaster recovery 
plans. 

• The management of backups remained a challenge as most of the 
municipalities did not test their backups to ensure that they could be restored 
when required. Backups were also not stored at secure off-site facilities to 
ensure that they could be retrieved in the event of a disaster at the 
municipalities’ premises. 

Formal control over information technology systems 

Most common root causes 

A lack of skills to appropriately design and implement controls for IT systems to 
regulate security management, user access management and IT service 
continuity remains a challenge.  

 

This challenge is worsened by the following inefficiencies: 

• Municipalities experienced budget constraints, which limited the development 
of IT policies and procedures. 

• Service level agreements with vendors did not include the management or 
development of IT policies and procedures.  

• District municipalities did not provide adequate guidance and support to the 
local municipalities under their jurisdiction. 

Initiatives to address root causes 

• The minister of CoGTA has established a working group to assist the 
municipalities in addressing the root causes that resulted in audit findings 
(including repeat findings). The provincial government information technology 
officers form part of the working group as they are required to assist the 
municipalities. 

• The above working group is currently drafting an IT best practice manual or 
guideline that specifies the controls that have to be implemented or complied 
with by the municipalities. 

Recommendations 

We recommend that the following actions be taken to address the root causes: 

• Management should reallocate the budget to make funds available for the 
upskilling of IT staff to enable the implementation of key controls, such as the 
development of IT policies and procedures and the implementation of 
disaster recovery plans and backup procedures. 

• Management should enforce consequence management for the non-
resolution of repeat IT findings. 

• Municipal management should ensure that service providers transfer IT skills 
to municipal officials to build capacity at municipalities.  

• District municipalities should provide support and guidance to local 
municipalities with regard to IT controls and this process should be formalised 
and regularly tracked. 

• Internal audit units and audit committees should play a more effective role in 
tracking the progress made in the implementation of management 
commitments on previously raised IT audit findings. 
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3.5 Financial health  

Our audits included a high-level analysis of auditees’ financial indicators to 
provide management with an overview of selected aspects of their current 
financial management and to enable timely remedial action where the auditees’ 
operations and service delivery may be at risk. We also performed procedures to 
assess whether there were any events or conditions that might cast significant 
doubt on an auditee’s ability to continue as a going concern. 

Figure 1 shows the number of auditees that had more than two financial risk 
indicators (shown as ‘with risk indicators’) and the number of auditees with 
material going concern uncertainties or adverse or a disclaimer of opinion, which 
resulted in their financial statements not being reliable enough for analysis 
(shown as ‘with going concern risk indicators or disclaimer of opinion’). There 
has been an increase in the number of auditees with risk indicators since the 
previous year. Figure 4 shows that this regression was evident across all auditee 
types except local municipalities and municipal entities. There were 
improvements in the number of auditees with financial health risk indicators in 
two provinces but regressions in four provinces.  

Annexure 1 identifies those auditees whose indicators are of concern and 
whether there has been an improvement or regression. 

The National Treasury published a report in October 2013 entitled The state of 
local government finances and financial management as at 30 June 2013. The 
report provided, among others, an assessment of financial health at 
municipalities based on the fourth quarter reports submitted to them by 
municipalities and a list of the municipalities they considered to be in financial 
distress. Our messages and that of the National Treasury are similar on the 
financial risks that the local government faces and the municipalities that are 
most vulnerable and which should receive urgent attention from provincial and 
municipal leadership. 

The analysis of financial health indicators, the number of auditees where these 
financial risks were identified and the movements from the previous year are 
shown in figure 2. Figure 3 shows the two most common risks identified per 
auditee type. The indicators and going concern risks are discussed in the rest of 
this section. 

Irrecoverable debt and extended debt-collection 

period 

Debtors are the persons or entities that owe money to the auditees, which in 
local government are mostly the rate payers and the receivers of municipal 

services, e.g. water and electricity. Debtors exclude those residents identified as 
indigents, i.e. residents that are too poor to pay for the basic services. Figures 2 
and 3 show that the inability of auditees to recover these debts was the biggest 
financial health risk to local government. Just over 70% of the auditees showed 
an estimation in their financial statements that more than 10% of the outstanding 
debt owed to them would not be paid. In the previous year it was 63% of the 
auditees.  

As part of our analyses, we calculated the average number of days it took for 
auditees to collect the money they determined to be recoverable. Figure 2 shows 
that almost 40% of the auditees had an average debt-collection period of over  
90 days. The number of auditees with this financial risk indicator increased in the 
year under review. The extended collection periods put the cash flow of the 
auditees under significant pressure, which in turn means they take longer to pay 
their creditors (refer to discussion below on extended creditor-payment periods). 

According to the National Treasury’s report, the debt owed to municipalities at 
the end of 2012-13 was R86,9 billion, an increase of R9 billion from the previous 
year. Municipalities are dependent on the revenue from rates and municipal 
services to provide services to the communities and to fund infrastructure 
projects and other projects to achieve the development objectives. Our view on 
why debts are not recovered or take a long time to recover is as follows: 

• Residents are not paying for services they consider to be inadequate. If the 
residents perceive the municipality as being unresponsive to their concerns, 
non-payment worsens. Some communities resist paying for any services. 

• The poor economic climate and the increasing cost of services are factors. 
Some residents can no longer afford to pay for the services. 

• As reported in section 2.3 (compliance with legislation), many auditees have 
ineffective controls and processes to determine who owes money to them, to 
bill it correctly and to collect the money. Inadequate management, 
accounting and information systems that account for the revenue and 
debtors do not only affect the debt collection but also the ability to account 
correctly for the debtors in the financial statements, as reported in section 
3.1 (quality of financial statements). 

• There is a reluctance to hand over long-outstanding debts for collection and, 
according to the National Treasury’s report, mayors and municipal councils 
do not provide the political backing for revenue enhancement and collection 
programmes. 
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Underspending of the capital budget and 

conditional grants 

A capital budget is part of the approved annual budget set aside for developing 
and improving infrastructure such as roads and the water and sanitation systems 
or to purchase assets such as ambulances and refuse removal trucks. As many 
municipalities cannot raise sufficient revenue through rates and taxes to fund 
infrastructure projects and improvement programmes, national government 
contributes through conditional grants. The biggest grants included the municipal 
infrastructure grant (R13 882 million) to subsidise the capital costs for providing 
basic services to poor households; the public transport infrastructure and 
systems grant (R4 988 million) for provision of accessible, reliable and affordable 
integrated public transport services; the  local government financial management 
grant (R403 million) to secure sound and sustainable management of the fiscal 
and financial affairs of municipalities; and the regional bulk infrastructure grant 
(R2 517 million) for provision of clean water. There are conditions attached to 
using the money from the grants to ensure that they are used for the intended 
purpose and achieve the defined outputs. 

Figure 2 shows that almost half of the auditees underspent their capital budgets 
and/or the conditional grants they received by more than 10%. As per figure 3, 
these financial risks were common at all auditee types except municipal entities. 
The capital budget underspending remained at the same level as the previous 
year with some improvement at metropolitan and district municipalities, but more 
auditees underspent their conditional grants.  

The following are some of the reasons why auditees underspent capital budgets 
and conditional grants: 

• A shortage of suitably skilled engineers and technicians to implement capital 
projects, especially at remote rural municipalities. 

• Delays in appointing service providers as a result of poor planning and 
ineffective procurement processes. 

• Inadequate reporting on key projects, the information reported not being 
credible and a lack of action to address delayed projects. 

• Cash flow problems resulting in service providers not being paid, which in 
turn delayed the projects.  

Overspending of the operating budget 

While auditees underspent their capital budgets, figure 2 shows that auditees 
overspent their operating budgets. Almost a quarter of them overspent by more 

than 10%. It is encouraging that all the metropolitan municipalities spent within 
their operating budget but 58 local municipalities (27%) overspent their operating 
budget. The occurrence of overspending on budgets is evident also from the 
high number of auditees with unauthorised expenditure and the many auditees 
that had material non-compliance findings on overspending, as reported in 
section 2.3. 

The reasons for the overspending include the difficulty auditees face when they 
have to compile credible operational budgets and their inability to manage their 
operational expenditure in accordance with their budgets.   

Extended creditor-payment periods 

Creditors are the persons or entities that the auditees owe money to for goods 
and services procured from them. The MFMA states that auditees should pay 
their creditors within 30 days of receiving the relevant invoice or statement, 
unless prescribed or agreed otherwise.  

Figure 2 shows that almost a third of the auditees took more than 90 days to pay 
their creditors, with little improvement since the previous year. As reported in 
section 2.3, the inability of auditees to pay within 30 days is one of the most 
common material non-compliance findings we reported. 

The delayed payments to creditors also indicate that some auditees were in 
financial difficulty and did not have the cash to honour their obligations. The late 
payment of creditors is linked to the recovery of debt discussed above – if 
debtors do not pay or do not pay in time, auditees have less cash and cannot 
pay their creditors on time. Poor creditor management is also the result of poor 
planning and budgeting for current and capital expenditure and weak 
expenditure, cash-flow and project management. 

Going concern, deficits, overdrafts and net current 

liability position 

Eighty auditees (25%) either disclosed in their financial statements that a 
material uncertainty existed with regard to their ability to operate in the 
foreseeable future (i.e. as a going concern) or received a qualified opinion 
because such disclosures were not included. These auditees included nine 
district municipalities, 52 local municipalities and 19 municipal entities. 

Figure 2 shows other indicators of financial health risk at auditees. Almost 30% 
of auditees either spent more than the resources they had (and therefore a net 
deficit occurred) or the value of their current assets was less than that of current 
liabilities at year-end (net current liability position). The year-end bank balance 
was in overdraft at a smaller number of auditees than last year.  
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The poor financial position of auditees is caused by the non-payment or late 
payment by debtors, poor planning and budgeting and inadequate budget 
controls and cash-flow management. 

Even though the majority of the auditees would be able to continue their 
operations, the negative indicators raise concerns about the financial viability of 
some auditees (especially the municipal entities) and the pressure placed on 
acquiring additional funding from government. 
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SECTION 4: INTERNAL CONTROLS AND ROOT CAUSES OF AUDIT 

OUTCOMES 
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Figure 1:  Slight improvement of drivers of internal control

Table 1: Progress made by provinces

Good Concerning Intervention required (also applies to the remainder of this section)
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43% 34%

23% 25%
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41% 48%
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22% 43% 35% 21% 39% 40% 27% 43% 30%

Figure 3:  Aspect of drivers of internal control requiring most attention

Figure 2:  Objectives on which drivers of internal control have an impact
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4.1 Significant deficiencies in internal controls 
 A key responsibility of accounting officers, senior managers and officials is to 
implement and maintain effective and efficient systems of internal control. We 
assessed the internal controls to determine the effectiveness of their design and 
implementation in ensuring reliable financial and management reporting, 
performance planning and reporting and compliance with legislation. To make it 
easier to implement corrective action, we categorised the principles of the 
different components of internal control as either leadership, financial and 
performance management, or governance.  We call these the drivers of internal 
control. 

Status of the drivers of internal control 

Figure 1 provides an overall assessment of the drivers of internal control and the 
movement since the previous year, based on the significant internal control 
shortcomings identified during the audits. Overall, there was no improvement in 
the number of auditees that have good internal controls relating to leadership, 
financial and performance management and governance. It is however 
encouraging that in all three of these areas fewer auditees had a status of 
“intervention required”. This status means that the basic controls are absent and 
intervention is required from the mayor, council and provincial leadership and 
oversight to support and influence improvements.  

Figure 2 shows the assessment of each of the objectives of the auditees that 
relate to the areas that we audit. The controls over all three objectives were in a 
poor state.  

Figure 3 provides a view of the status of the controls that are underlying each 
driver. The status of all the controls is concerning and the poor financial and 
performance reporting controls and inadequate review and monitoring of 
compliance with legislation require urgent attention.  

Table 1 shows that the auditees in three provinces improved their leadership 
controls, with a regression in one province and the rest of the provinces 
remaining unchanged. The financial and performance management controls 
improved in only two provinces with a regression in one. The governance 
controls had varying results with four provinces improving and three regressing.   

The remainder of this section provides more detail on the weaknesses in the 
financial and performance management controls which are the basic controls 
and disciplines that need to be strengthened to improve the quality of the 
financial and performance reports and prevent non-compliance with legislation. 
As shown in figures 1 and 2, this is also the area that needs the most attention 
and where there has been no improvement. 

Annexure 3 details the status of auditees’ key controls and the movement since 
the previous year.  

Prepare regular, accurate and complete financial and 

performance reports 

 

The responsibility of municipal management to accurately account for the 
municipality’s finances and performance is not limited to the annual financial 
statements and performance reports. Management should also submit monthly 
and quarterly financial and performance reports to the mayor and the council, as 
required by the MFMA and the Municipal Systems Act (MSA). Audit committees 
and internal audit units should provide assurance that the information in these 
reports is reliable.  

This control has the lowest status of all the controls, with almost 50% of the 
auditees having significant deficiencies that require intervention. This is a slight 
improvement from the 58% identified in the previous year. Some auditees did 
not produce regular reports, while most produced reports that were not accurate, 
complete and supported by reliable information. 

The poor quality of the financial statements submitted for auditing purposes    
(as discussed in section 3.1),  the unreliable annual performance reports         
(as detailed in section 2.2) and the over-reliance on consultants to prepare 
financial statements (as detailed in section 3.3.2) are a direct result of auditees 
not ensuring accurate reporting throughout the year.   

Review and monitor compliance with legislation 

 

Auditees should have mechanisms that identify applicable legislation as well as 
changes to legislation, assess the requirements of legislation and implement 
processes to ensure and monitor compliance with legislation.  

As detailed in section 2.3, many auditees did not comply with legislation. Most of 
the irregular expenditure incurred was again only identified during the auditing 

14% (45) 39% (125) 47% (151) 2012-13

15% (47) 40% (128) 45% (146) 2012-13
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process. This indicates that the internal controls of most auditees not only failed 
to prevent non-compliance with legislation, but also failed to detect the 
deviations.  

Overall, there was no increase in the number of auditees that have good controls 
but the auditees that have significant deficiencies that require intervention 
decreased from 56% to the current 45%, which is encouraging.  

Some auditees did have policies and procedures to monitor compliance with 
legislation. These auditees should ensure that monitoring takes place at more 
frequent intervals, such as on a monthly basis, by dedicated staff members who 
can detect, or preferably prevent, non-compliance. Management should 
introduce compliance checklists to get some assurance that controls are 
achieving the required level of adherence. 

Proper record keeping and document control 

 

Auditees should establish proper record keeping so that records supporting 
financial and performance information as well as compliance with legislation can 
be made available when required for auditing purposes. Policies, procedures 
and monitoring mechanisms should be in place to manage records, while staff 
should be aware of their responsibilities in this regard. Sound record keeping will 
also enable senior management to hold staff accountable for their actions. 

Overall, there has been no improvement in record keeping in local government, 
but the auditees that have significant deficiencies that require intervention 
decreased slightly from the 40% of the previous year.  

The effect of poor record keeping can be seen in the many financial statements 
that received a disclaimer of opinion or qualified opinion as a result of limitations 
experienced in finding sufficient and appropriate evidence for the amounts and 
information in the financial statements (as detailed in section 3.1). Similarly, we 
determined that performance reports were unreliable as a result of the lack of 

supporting information (as discussed in section 2.2) and we could not audit 
procurement processes because of missing or non-existent documentation     
(as reported in section 3.2).  

The poor management of records also resulted in records and documents 
requested during the auditing period only being made available after a significant 
delay, which put pressure on the auditing process. In some instances poor 
record keeping also limited the impact of the assistance that consultants could 
provide to auditees.   

Implement controls over daily and monthly processing and 

reconciling of transactions 

 

Controls should be in place to ensure that transactions are processed in an 
accurate, complete and timely manner, which will in turn reduce the errors and 
omissions in financial and performance reports. Such controls include               
(i) the daily capturing of financial transactions, supervisory reviews of captured 
information and independent monthly reconciliations of key accounts;               
(ii) the collection of performance information at intervals that is appropriate for 
monitoring service delivery targets and milestones as well as the validation of 
recorded information; and (iii) confirming that legislative requirements and 
policies have been complied with before initiating transactions.  

Overall, there was no increase in the number of auditees that have good controls 
but the auditees that have significant deficiencies that require intervention 
decreased from 44% to the current 37%, which is encouraging.  

Auditees that improved or sustained their good audit outcomes had established 
routines and processes that include these controls. However, the poor status of 
these controls at most of the auditees had a negative impact on the audit 
outcomes and future improvements are not likely. 

   

26% (83) 40% (129) 34% (109) 2012-13

26% (83) 37% (120) 37% (118) 2012-13
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4.2 Summary of root causes  

Our audits included an assessment of the root causes of audit findings, based 
on identifying the internal controls that failed to prevent or detect the error or 
non-compliance. These root causes were confirmed with management and 
shared in the management report with the accounting officer and the executive 
authorities.  

As reported in section 2.1 (overview of audit outcomes), many auditees did not 
receive a clean audit opinion as their financial and performance reports were of 
a poor quality and they had high levels of non-compliance with legislation. The 
information that follows summarises the three most common root causes of poor 
audit outcomes and provides recommendations to address the root causes.  

Slow response by the political leadership in 

addressing the root causes of poor audit outcomes 

Detail of root cause 

Over the past years, we have focused our key messages to the political 
leadership in local government (mayors and councils) and have strengthened 
our relationship with them. Our aim was and remains to enable them to improve 
their leadership function which is crucial for auditees’ financial management, 
service delivery planning and reporting and auditees’ adherence to legislation. 
We have communicated our messages to them through our audit reports and 
general reports as well as our regular interactions with mayors and councils.  
We identified the slow response by political leadership to our messages as a 
root cause of poor audit outcomes at 77% of the auditees that did not receive 
clean opinions, largely unchanged from the 80% of the previous year. We have 
evaluated this root cause based on improvements (or lack thereof) in audit 
outcomes in relation to the responsibilities of the political leadership to oversee 
and steer their municipalities towards achieving developmental objectives, 
adhering to legislation and accounting for actions through financial and 
performance reporting. 

Only in KwaZulu-Natal and the Western Cape have we seen some evidence of 
general acceptance of our message to the political leadership to embrace their 
responsibility to guide and direct the administrative leadership of municipalities in 
the development and performance of the system of internal control, to ensure 
credible financial and performance reporting as well as compliance with 
legislation.  

Historical reasons for the slow response by political leadership included            
(i) lack of oversight and training for new councillors; (ii) instability at council level 
(compounded by administrative instability at some auditees); and                     
(iii) commitments for intervention or corrective action given, but not honoured.  

The rate of responses to our messages is expected to improve due to actions 
that include (i) the establishment of the municipal public accounts committees 
(MPACs) to support council oversight and the training offered to them;              
(ii) continued councillor training offered by coordinating institutions, which is 
aimed at improving the understanding of councillors of their oversight 
responsibilities; and (iii) in-year monitoring by key role players of commitments 
given. Should this happen, it will  positively impact on the other two root causes 
of poor audit outcomes which primarily, but not solely, should be addressed by 
the administrative leadership.  

Recommendations 

Provincial and national role players should support the development of 
councillors and monitor the effectiveness of council oversight. We have 
observed encouraging signs thereof mostly in Mpumalanga, KwaZulu-Natal and 
the Western Cape. 

We recommend that the mayor and council members should: 

• continue to equip themselves with knowledge and skills they need to perform 
their oversight and governance duties and avail themselves for the support 
offered by national and provincial government for their continuous 
development 

• effectively and ethically apply the leadership skills that earned them the trust 
of their communities. This includes stopping conducting business with 
municipalities to which they have been appointed and insisting municipal 
officials do likewise  

• ensure that senior municipal officials address, in a sustainable manner, the 
weaknesses in key controls reported by us and internal auditors   

• further strengthen the MPACs, audit committees, performance committees 
and internal audit units and accept the important contribution they can make 
to council oversight  

• insist, through their speakers, on sharing and reviewing regular and credible 
information on the status of the finances and activities of their municipalities 
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• monitor and support the efforts of the administrative leadership to address 
the other two root causes outlined below. 

Lack of consequences for poor performance and 

transgressions 

Detail of root cause 

We have evaluated this root cause based on actions taken by auditees to 
hold officials and political leaders accountable for actions that either have 
led or have the potential to lead to negative audit outcomes. The 2012-13 
audits again confirmed weaknesses in the performance management of 
municipal and senior managers (refer to section 3.3.1 for details in this 
regard). The lack of consequences was also evident from the findings 
reported in section 2.3, which reveal that investigation into unauthorised, 
irregular or fruitless and wasteful expenditure did not take place at a high 
number of auditees. 

It is for this reason that we identified a lack of consequences for poor 
performance and transgressions to be a root cause of poor audit outcomes 
at 71% (75% in the previous year) of the auditees that did not receive 
clean audit opinions.    

Political leaders and municipal officials that deliberately or negligently ignore 
their duties and disobey legislation should be dealt with through performance 
management and by enforcing the legislated consequences for transgressions. 
When officials and political leaders are not held accountable for their actions, the 
perception is created that such behaviour and its results are acceptable and 
tolerated. This could make even those that are giving their best under trying 
circumstances feel hopeless.  

Recommendations 

We recommend that the following actions be taken to address the root cause: 

• Municipal managers should ensure that non-compliance findings are 
investigated to determine whether there are indicators of financial 
misconduct or misconduct in the SCM processes, followed by disciplinary 
hearings where misconduct has been confirmed.  

• All unauthorised, irregular as well as fruitless and wasteful expenditure 
should be investigated timeously, as required by the MFMA, to determine 
whether such expenditure should be recovered from the responsible official. 

The council should insist on such investigations and ensure that they are 
conducted. It is also the responsibility of the council to determine, based on 
the outcome of the investigation, whether money should be recovered. 

• In order to improve the performance and productivity of officials, the 
leadership should set the tone by implementing sound performance 
management processes, evaluating and monitoring officials’ performance 
and consistently demonstrating that poor performance has consequences. 

• Municipal managers, senior managers, mayors and other council members 
should demonstrate their commitment to integrity and ethical values through 
their own actions and behaviour, and clearly communicate acceptable 
standards of conduct. The leadership should also ensure that deviations 
from expected standards are identified and addressed in a timely manner. 

• Auditees that do not have the required policies and procedures should put 
them in place as a matter of urgency. Where these exist, municipal 
managers and senior management should ensure that they are 
implemented. 

Key positions vacant or key officials lacking 

appropriate competencies 

Detail of root cause 

We have evaluated this root cause based on (i) vacancies and prolonged 
acting in key positions; (ii) key accounting and financial reporting functions 
not being adequately performed; (iii) our and auditees’ own assessment of 
the competency levels of key officials;  and (iv) auditees’ repeated use of 
consultants for assistance on financial and performance reporting. 

We identified vacancies in key positions and key officials lacking 
appropriate competencies to be root causes of poor audit outcomes at 
69% of the auditees that did not receive clean opinions. The overall 
improvement from the 76% of the previous year occurred mostly in 
Gauteng. 

Leadership positions in the municipal administration should be filled with 
people that have the qualifications, experience and competency levels to 
fulfil their responsibilities and exercise their functions and powers 
effectively. As reported in the previous year, many positions of municipal 
manager, CFO, head of SCM unit and other senior management were 
vacant. 
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The vacancies and instability at municipal manager and senior management 
levels affect the ability of the council to hold individuals accountable for the 
implementation of approved policies, an effective performance management 
system and the approved budget. Acting positions are intended as a short-term 
solution. Due to the temporary nature of these positions, acting individuals are 
likely to take on less than the full responsibility, functions and powers of the 
higher position and may be less committed to the deliverables. 

Vacancies at CFO level hinder the municipalities’ ability to perform proper 
financial planning, record keeping and financial reporting, which results in 
financial statements of a poor quality. In order to meet the legislated deadlines, 
consultants are often hired at a high cost to manage the backlog of work which 
results from vacancies. There is a higher risk of non-compliance with legislation 
if key positions, such as that of the head of the SCM unit, are vacant and there 
are not enough staff members to monitor or enforce compliance. In general, 
vacancies also increase the risk of fraud and error as duties are not segregated. 

A further consequence of vacancies is that provincial and national government 
initiatives to promote and implement graduate internships and other support 
programmes do not produce the desired results, as acting senior officials at 
municipalities may not have the required authority, knowledge or background to 
drive these programmes. 

Although these positions were filled at some auditees, the appointed officials did 
not always have the appropriate competencies to ensure quality financial 
statements and performance reports as well as compliance with legislation. The 

high demand for consultants and support from national and provincial 
government is the further evidence of the competency gap. Sections 3.3.1 and 
3.3.2 detail the status and impact of vacancies, competency levels and the 
effective use of consultants. 

Recommendations 

We recommend that the following actions be taken to address the root cause: 

• Auditees should implement the municipal regulations on minimum 
competency levels. 

• Auditees should adhere to the requirements of the MSA on the appointment 
processes for municipal managers and senior managers. 

• They should develop strategies to ensure that skills are transferred from 
consultants to municipal staff and that consultancy contracts include specific 
clauses and plans for the transfer of skills.  

• There should be a better coordinated and focused approach and new level 
of collaboration, especially by the treasuries, the South African Local 
Government Association (SALGA) and the departments of cooperative 
governance to ensure that the many programmes, commitments and action 
plans to build capacity, succeed. 

 

 

 

  



 

Consolidated general report on the audit outcomes of LOCAL GOVERNMENT 2012-13 

82   This page has intentionally been left blank 



 

Consolidated general report on the audit outcomes of LOCAL GOVERNMENT 2012-13 

83 SECTION 5: INNITIATIVES AND IMPACT OF KEY ROLE PLAYERS ON 
AUDIT OUTCOMES



 

Consolidated general report on the audit outcomes of LOCAL GOVERNMENT 2012-13 

84 

34% 33% 35%

53% 52% 49%

13% 15% 16%

3% 5%

30% 30%
45%

45% 39%

55%

22% 26%

Figure 1: Assurance provided by key role players
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5 Initiatives and impact of key role players on audit outcomes  

Mayors and their municipal managers use the annual report to report on the 
financial position of auditees, their performance against predetermined 
objectives and overall governance, while one of the important oversight functions 
of councils is to consider auditees’ annual reports. To perform their oversight 
function, they need assurance that the information in the annual report is 
credible. To this end, the annual report also includes our audit report, which 
provides assurance on the credibility of the financial statements, the annual 
performance report, as well as the auditees’ compliance with legislation.  

Our reporting and the oversight processes reflect on history as they take place 
after the financial year. Many other role players in local government contribute 
throughout the year to the credibility of financial and performance information 
and compliance with legislation by ensuring that adequate internal controls are 
implemented.  

The mandates of these role players differ from ours and we have categorised 
them as follows: 

• Those directly involved in the management of the auditee 
(management/leadership assurance).  

• Those that perform an oversight or governance function, either as an internal 
governance function or as an external monitoring function (internal 
independent assurance and oversight).  

• The independent assurance providers that give an objective assessment of 
the auditee’s reporting (external independent assurance and oversight). 

We assessed the level of assurance provided by the role players based on the 
status of internal controls of auditees and the impact of the different role players 
on these controls. In the current environment, which is characterised by 
inadequate internal controls; corrected and uncorrected material misstatements 
in financial and performance information; and widespread non-compliance with 
legislation, all role players need to provide an extensive level of assurance.  

Figure 1 shows the assessed level of assurance provided by key role players 
and that there has not been an increase in the required level of assurance 
provided by these role players. An overview of the assurance provided by each 
of the three levels of assurance providers is provided in the remainder of the 
section. We also outline in this section the initiatives of national role players, 
together with recommendations on how they may further enhance their oversight 
over local government.  

 

Our provincial general reports provide information on the initiatives and 
commitments of provincial role players. 

First level of assurance: Management/leadership 

Senior management 

 
Senior management, which includes the CFO, chief information officer and head 
of the SCM unit, provides assurance by implementing the following basic 
financial and performance controls: 

• Ensure proper record keeping so that complete, relevant and accurate 
information is accessible and available to support financial and performance 
reporting. 

• Implement controls over daily and monthly processing and reconciling of 
transactions.  

• Prepare regular, accurate and complete financial and performance reports 
that are supported and evidenced by reliable information. 

• Review and monitor compliance with applicable legislation.  

• Design and implement formal controls over IT systems. 

The senior management at 87% of the auditees did not provide the required 
level of assurance, a slight regression when compared to the previous year. 
Encouragingly, the number of auditees where senior management provided 
limited or no assurance decreased. 

This assessment is supported by the poor status of the financial and 
performance management controls (as reported in section 4.1) and the lack of 
improvement in these controls. It is also of concern that senior management’s 
representations to us at the start of each audit, including those relating to the 
quality of the financial statements submitted for auditing, continue to be 
unreliable. It highlights the risk that decisions taken by municipal managers, 
mayors and councils throughout the year could be based on incomplete or 
incorrect information provided by senior management.  
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Auditees’ HR management challenges, outlined in section 3.3.1, should be 
addressed to improve the level of assurance provided by senior management. 
Vacancies need to be filled, competencies improved and senior management 
should be held accountable for the execution of their responsibilities through an 
effective system of performance management. 

Municipal managers and municipal entity’s chief 

executive officers 

 
While we recognise that municipal managers and the CEOs of municipal entities 
depend on senior management for designing and implementing the required 
financial and performance management controls, they are responsible for 
creating an environment that helps to improve such controls by: 

• providing effective and ethical leadership and exercising oversight of 
financial and performance reporting and compliance with legislation 

• implementing effective HR management to ensure that adequate and 
sufficiently skilled staff are employed, their performance is monitored and 
there are proper consequences for poor performance 

• establishing policies and procedures to enable sustainable internal control 
practices and monitoring the implementation of action plans to address 
internal control deficiencies and audit findings 

• establishing an IT governance framework that supports and enables the 
achievement of objectives, delivers value and improves performance 

• implementing appropriate risk management activities to ensure that regular 
risk assessments, including the consideration of IT risks and fraud 
prevention, are conducted and that a risk strategy to address the risks is 
developed and monitored 

• ensuring that an adequately resourced and functioning internal audit unit is 
in place and that internal audit reports are responded to 

• supporting the audit committee and ensuring that its reports are responded 
to. 

The municipal managers or CEOs at 85% of the auditees did not provide the 
required level of assurance, a slight regression when compared to the previous 
year.  

This assessment is supported by the lack of improvement in the leadership and 
governance controls (as reported in section 4.1), the status of HR management 
(section 3.3.1) and IT controls (section 3.4) and a lack of consequences for    
non-compliance with legislation (section 2.3).  

Mayors 

 
Mayors have a monitoring and oversight role at both municipalities and 
municipal entities. They have specific oversight responsibilities in terms of the 
MFMA and the MSA, which include reviewing the IDP and budget management 
and ensuring that auditees address the issues raised in audit reports.  

Mayors can bring about improvement in the audit outcomes of their auditees by 
being actively involved in key governance matters and managing the 
performance of the municipal managers. 

Through our assessment, we conclude that mayors have not yet provided the 
required level of assurance at 84% of the auditees and as evidenced by the poor 
status of leadership controls (as detailed in section 4.1). It is further supported by 
our assessment of the impact they have on audit outcomes as observed through 
our regular interactions with them and the commitments they had made and 
honoured to improve audit outcomes. 

At these interactions, we discuss the status of the key controls and commitments 
and share the identified risks. The meetings are aimed at improving mayors’ 
understanding of the audit outcomes and our messages and also at addressing 
the progress made with interventions to ensure a positive impact on these audit 
outcomes.  

As shown in figure 2, we met with most of the mayors. The engagements were 
well received but the figure also shows that these interactions have not yet had a 
significant impact on the audit outcomes overall. 

We are convinced that the oversight and monitoring role of the mayors 
strengthens the assurance processes significantly and have seen a positive 
impact on audit outcomes when mayors get involved. We therefore undertake to 
continue with our engagements with them but with more emphasis on quality 
conversations that will yield an increased impact.   

The provincial general reports (available at www.agsa.co.za) provide more detail 
on the interactions and their outcomes at the different municipalities. 
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Second level of assurance: Internal independent 

assurance and oversight 

Internal audit units 

 
The internal audit units assist municipal managers and the CEOs of municipal 
entities in the execution of their duties by providing independent assurance on 
internal controls, financial information, risk management, performance 
management and compliance with legislation.  

The assurance provided by internal audit units in local government is higher than 
that of other assurance providers, but it is concerning that the required level of 
assurance is not provided at almost 80% of the auditees. There was also very 
little improvement from the previous year. 

This is supported by our assessment of the contribution internal audit makes to 
the overall controls at the auditee (section 4.1), the outcome of our audits on the 
compliance with legislation that regulates internal audit and our observations in 
working with the internal audit units.  

Our key findings were as follows: 

• The establishment of an internal audit unit is a requirement of legislation. 
Internal audit units were in place at 97% of the auditees.  

• The operations of 28% of the internal audit units did not fully comply with the 
requirements of legislation. The most common non-compliance findings 
were inadequate evaluation of, or reporting on, internal controls, accounting, 
risk and loss control and inadequate auditing of the results of performance 
measurements or not auditing them on a continuous basis. All internal audit 
units also did not report to the audit committee on the auditees’ compliance 
with legislation. 

• The internal audit units of 47% of the auditees did not evaluate information 
systems (IT controls) and 34% did not evaluate the reliability of performance 
information.  

• Our assessment revealed that the internal audit units of only 46% of 
auditees had a positive impact on audit outcomes. At 22% of the auditees 

the lack of impact was partly due to management not addressing the internal 
audit findings. 

Internal audit units can only be effective if they are adequately resourced; if audit 
committees oversee and support their operations; and if accounting officers or 
authorities and senior management cooperate and respond to their advice and 
recommendations. At some auditees, well-resourced and effective internal audit 
units have helped to improve internal controls and impacted positively on audit 
outcomes, but further improvement is needed.  

We outline, under our assessment of audit committees, the specific areas where 
internal audit units can make significant contributions to the audit outcomes. 

Audit committees 

 
An audit committee is an independent body, created in terms of legislation, 
which advises the municipal manager or CEO, senior management and the 
council on matters such as internal controls, risk management, performance 
management as well as the evaluation of compliance with legislation. The 
committee is further required to provide assurance on the adequacy, reliability 
and accuracy of financial and performance information. 

The audit committees provide the highest level of assurance in local 
government; however, improvements are needed as the required level of 
assurance was provided at only 26% of the auditees. There was also very little 
improvement from the previous year. 

This is supported by our assessment of the contribution audit committees make 
to the overall controls at the auditees (section 4.1), the outcome of our audits on 
the compliance with legislation that regulates audit committees and our 
observations in working with them.  

Our key findings were as follows: 

• Audit committees were in place at 95% of the auditees and the work of most 
of the committees covered all the required aspects. However, 38% of the 
committees did not evaluate information systems and 31% did not evaluate 
performance information.  

• Non-compliance findings relating to audit committees’ insufficient review of 
the adequacy, reliability and accuracy of financial reporting and information 
and compliance with legal and regulatory provisions. The performance 
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management system or reports were not submitted to the council on the 
performance management system at least twice during the financial year.  

• According to our assessment, the audit committees of 54% of the auditees 
had a positive impact on the audit outcomes. Their assurance was also 
enhanced by interactions with their municipal councils in the past year to 
share information and risks at 61% of the municipalities and 80% of the 
municipal entities.  

For audit committees to provide the required level of assurance as second-level 
assurance providers, they depend heavily on the reliability of the assurance 
provided by senior management and internal audit units. The lower the 
assurance provided by these two role players, the more difficult it is for audit 
committees to accurately assess the control environment of the auditee, 
including assurance that all significant risks are being reduced. 

Specific areas where internal audit units and audit committees can jointly make 
significant contributions to the audit outcomes include the following: 

• Encourage their auditees to submit regular financial and performance data. 

• Monitor the implementation of auditees’ action plans in respect of prior year 
audit findings. 

• With a view to detecting material misstatements, thoroughly review financial 
statements before their submission for auditing. 

• Monitor action taken in the case of known transgressions. 

• Ensure that internal audit coverage plans assign appropriate resources to 
the six key risk areas we identified. 

• Thoroughly review auditees’ quarterly reports satisfying themselves that the 
information contained therein is credible. 

Coordinating/monitoring departments 

 
The Constitution stipulates that national and provincial government must support 
and strengthen the capacity of municipalities to manage their own affairs, to 
exercise their powers and to perform their duties. The MFMA further requires 
national and provincial government to assist municipalities in building capacity to 
support efficient, effective and transparent financial management. Both the 

MFMA and the MSA define responsibilities to monitor financial and performance 
management. 

The provincial departments that have a direct role to play in supporting and 
monitoring local government, and thereby providing a level of assurance, are the 
provincial treasury, the department of cooperative governance and the office of 
the premier. 

All provincial treasuries were assessed as providing some assurance, except in 
the Eastern Cape and Northern Cape. These two treasuries provided little to no 
assurance in relation to the credibility of the provinces’ financial statements and 
performance reports and their compliance with legislation.  

We found that the departments of cooperative governance in five of the 
provinces provided some assurance. The departments in the Eastern Cape, 
Mpumalanga, Northern Cape and North West provided limited or no assurance.  

Three of the offices of the premier (Gauteng, KwaZulu-Natal and Western Cape) 
were assessed as providing some assurance, while the others provided limited 
or no assurance.  

Our assessment of the assurance provided by these departments is based on 
their initiatives to support and monitor local government and the impact they 
have had on improving the internal controls of auditees.  

The provincial general reports provide detail on the assessments as well as the 
commitments and initiatives made by coordinating departments to improve audit 
outcomes. 

The national departments that support and monitor local government and 
thereby provide a level of assurance are the National Treasury, the Department 
of Cooperative Governance and Traditional Affairs (CoGTA) and the Department 
of Performance Monitoring and Evaluation (DPME). 

Our assessment of the assurance they provided and a summary of their 
initiatives to improve audit outcomes follow next. 

National Treasury  

The National Treasury is mandated by chapter 13 of the Constitution and its 
general powers are stipulated in section 6 of the Public Finance Management 
Act, 1999 (Act No. 1 of 1999) (PFMA), while section 5 of the MFMA specifies the 
oversight responsibilities of the National Treasury in respect of local government 
finance management. The following extracts from section 6 of the PFMA 
stipulate the role that the National Treasury must play in the provincial and local 
government’s financial management: 
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(1) The National Treasury must –   

(a) promote the national government’s fiscal policy framework and the       
co-ordination of macro-economic policy; 

(b) coordinate inter-governmental financial and fiscal relations; 

(c) manage the budget preparation process; 

(d) exercise control over the implementation of the annual national budget, 
including any adjustments budgets; 

(e) facilitate the implementation of the annual Division of Revenue Act; 

(f) monitor the implementation of provincial budgets; 

(g) perform other functions assigned to the National Treasury in terms of this 
act. 

(2)  To the extent necessary to perform the functions mentioned in subsection 
(1), the National Treasury – 

(a) must prescribe uniform treasury norms and standards; 

(b) may do anything further that is necessary to fulfil its responsibilities 
effectively. 

Chapter 2 of the MFMA specifies the general powers of the National Treasury in 
supervising local government finance management. According to section 5 of the 
MFMA:  

(1) The National Treasury must – 

(a) fulfil its responsibilities in terms of chapter 13 of the Constitution and this 
act; 

(b) promote the object of this act as stated in section 2— 

(i) within the framework of co-operative government set out in chapter 3 
of the Constitution; and 

(ii) when coordinating intergovernmental financial and fiscal relations in 
terms of the Intergovernmental Fiscal Relations Act, 1997 (Act No. 97 
of 1997), the annual Division of Revenue Act and the Public Finance 
Management Act; and 

(c) enforce compliance with the measures established in terms of section 
216 (1) of the Constitution, including those established in terms of this 
act. 

 

(2) To the extent necessary to comply with subsection (1), the National Treasury 
may – 

(a) monitor the budgets of municipalities to establish whether they – 

(i) are consistent with the national government’s fiscal and macro-
economic policy; and 

(ii) comply with chapter 4; 

(b) promote good budget and fiscal management by municipalities, and for 
this purpose monitor the implementation of municipal budgets, including 
their expenditure, revenue collection and borrowing; 

(c) monitor and assess compliance by municipalities and municipal entities 
with— 

(i) this act; and 

(ii) any applicable standards of generally recognised accounting practice 
and uniform expenditure and revenue classification systems; 

(d) investigate any system of financial management and internal control in 
any municipality or municipal entity and recommend improvements; 

(e) take appropriate steps if a municipality or municipal entity commits a 
breach of this act, including the stopping of funds to a municipality in 
terms of section 216 (2) of the Constitution if the municipality, or a 
municipal entity under the sole or shared control of that municipality, 
commits a serious or persistent material breach of any measures 
referred to in that section; and 

(f) take any other appropriate steps necessary to perform its functions 
effectively. 

Measures implemented by the National Treasury 

The measures implemented by the National Treasury include the following 
initiatives: 

To fulfil its responsibilities in terms of chapter 13 of the Constitution and 
the MFMA –  

• the National Treasury allocates equitable share through Division of Revenue 
Act (DoRA) and monitors the monthly budget statements submitted in terms 
of section 71 of the MFMA 

• the National Treasury publishes budget templates for municipalities, 
including budgeting instructions, evaluates provincial submissions and 
consolidates budgets of provinces. 

http://inmagicserver/nxt/gateway.dll/jilc/kilc/xjsg/7zkfb/8zkfb/e0kfb?f=templates$fn=document-frameset.htm#1
http://inmagicserver/nxt/gateway.dll/jilc/kilc/xjsg/7zkfb/8zkfb/e0kfb?f=templates$fn=document-frameset.htm#1


 

Consolidated general report on the audit outcomes of LOCAL GOVERNMENT 2012-13 

90 

To promote the objective of the MFMA, the National Treasury – 

• supports the public sector financial management reforms by issuing updated 
circulars and guidelines aimed at reducing non-compliance and enhancing 
financial management in the local government sphere  

• has established two grants to secure sound and sustainable management of 
the fiscal and financial affairs of municipalities, with a focus on building 
capacity to implement and comply with the MFMA, namely: 

- the local government financial management grant  
- the skills development grant. 

These grants totalled R478,2 million in 2012-13, an increase of 12,9% 
compared to the R423,6 million appropriated in the previous period. The 
2012-13 medium-term expenditure framework (MTEF) indicated that    
R523,3 million was earmarked for these grants. 

In terms of the DoRA framework (No. 36581 of 24 June 2013), the purpose 
of the municipal systems  improvement grant (MSIG) is – “To assist 
municipalities to perform their functions and stabilise institutional and 
governance systems as required in the MSA and related legislation”.  

In addition to the above, the framework stipulates that the grant is aimed at 
building the capacity of municipalities to implement sound institutional and 
governance systems required in terms of the MSA. 

• has improved the Treasury regulations to align such with the King III code on 
corporate governance for South Africa, strengthening the SCM framework to 
mitigate against incidents of fraud and corruption and regulate functions 
related to the office of the CFO. 

• has developed financial management and reporting frameworks and the 
alignment of such with local and international best practices. 

To enforce compliance with the measures established in terms of section 
216(1) of the Constitution, including those established in terms of the 
MFMA, the National Treasury implemented the following measures: 

• Completed the technical specifications for developing a management 
accounting framework to inform Standard Chart of Accounts (SCOA), as well 
as mapping a chart of accounts of pilot municipalities to version 2. 

• Finalised version 3 of SCOA and subsequently engaged with all nine 
provinces, including all municipalities and other stakeholders, national 
departments, professional bodies and system vendors. 

• Completed assessments to determine whether revenue and expenditure 
reported for 2012-13 complied with the medium-term revenue and 
expenditure framework (MTREF) at 278 municipalities.  

In addition to the above, the National Treasury performs the following initiatives 
to fulfil the requirements of the MFMA: 

• Improves public sector financial management capacity through initiatives 
related to the capacity building strategy. These include the provision of 
grants, the allocation of interns and other support. 

• Monitors compliance by municipalities with SCM norms and standards.  

The National Treasury relied on section 40(4) of the PFMA for in-year monitoring 
reports, quarterly reports and various other reports through the National 
Treasury which is responsible for exercising oversight. This unit consisted of  
132 staff members and only 32 of the staff members focused on the local 
government oversight. 

Impact of the measures on audit outcomes  

Chapter 2 of the MFMA, specifically section 2(c), is directly linked to the audit 
outcomes where it stipulates that the National Treasury should “monitor and 
assess compliance with this act and any applicable standards of generally 
recognised accounting practice and uniform expenditure and revenue 
classification system”. This makes the oversight role of the National Treasury 
crucial in ensuring that the financial information submitted by municipalities to 
auditors is credible and free of material misstatements.   

Despite the measures implemented by the National Treasury, there was limited 
improvement in audit outcomes in this sphere of government due to significant 
errors and omissions identified during the audit of the financial statements 
submitted by the municipalities and the municipal entities, as well as significant 
non-compliance findings, particularly in respect of procurement prescripts. Some 
of the factors below are the reasons for the lack of improvement in audit 
outcomes.  

• The Office of the Accountant General (OAG) within the National Treasury 
was not adequately staffed and could not exercise oversight at any of the 
278 municipalities and provide good guidance and support in the process. 

• The municipal IDPs did not include an improvement in audit outcomes as 
one of the deliverables. 

• The annual performance plan (APP) of the National Treasury also did not 
include an improvement in governance and audit outcomes of municipalities 
as one of the deliverables. The APP of the National Treasury only measured 
the number of municipalities that certify that they had used their conditional 
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grants as per the stipulated conditions instead of measuring the 
improvement in that municipality’s financial management. 

• The National Treasury’s monitoring of compliance with SCM failed to 
address our compliance findings due to it being reliant on the municipality’s 
ability to identify non-compliance with SCM and then reporting it to the 
National Treasury. 

Efforts were not adequately confirmed with the provincial treasuries and 
CoGTA to ensure that the message was clear and consistent. Monitoring 
and oversight roles were not clearly communicated, resulting to a 
duplication of efforts and confusion. 

• The oversight process was based on the evaluation of reports submitted by 
the municipalities and the credibility of these reports was not verified. No 
quality control measures were in place to ensure that the reports submitted 
were a true reflection of the state of the municipality. Such quality control 
measures may, for example, include unplanned visits to municipalities to 
confirm information reported. 

Recommendations  

The National Treasury should –  

• improve the quality of targets set in the performance plans of the National 
Treasury and the IDPs of municipalities to reflect the desired improvement in 
governance and audit outcomes, in conjunction with CoGTA  

• consider building internal capacity to closely monitor and analyse the reports 
submitted by municipalities to detect potential concerns early in the year 

• consider building internal capacity required to monitor the application of the 
grant more effectively, with support from district municipalities and provincial 
treasuries 

• hold a round-table discussion with the provincial treasuries, CoGTA and the 
municipalities to focus on possible challenges and coordinated solutions to 
the financial management and compliance matters preventing improvement 
on the audit outcomes 

• use our MFMA general reports to identify areas and municipalities that 
require attention with a view to improving audit outcomes. 

Based on the above, our assessment is that the National Treasury provided 
some assurance. 

 

National Department of Cooperative Governance and Traditional 
Affairs 

CoGTA derives its mandate from chapters 3 and 7 of the Constitution. CoGTA 
defines its primary mandate as follows: 

• To develop and monitor the implementation of national policy and legislation 
seeking to transform and strengthen key institutions and mechanisms of 
governance to fulfil their development role. 

• To develop, promote and monitor mechanisms, systems and structures to 
enable integrated service delivery and implementations within government. 

• To promote sustainable development by providing support to provincial and 
local government. 

Strengthening accountability, governance and oversight of provincial and local 
government is one of the strategic goals of CoGTA as detailed in their 2012-13 
budget. From the audit perspective, one of our responses was to analyse the 
role and effectiveness of coordinating ministries and legislatures in exercising 
oversight. 

Equitable share and municipal infrastructure grant allocations constitute 70% 
and 25% of the total budget of CoGTA respectively, while 1% is allocated for 
municipal systems improvement through the MSIG. 

Our assessment of CoGTA on the level and adequacy of assurance provided in 
terms of their mandate is based on the analysis we made on the use and 
monitoring of the MSIG and its capacity and ability to evaluate the impact of 
capacity building on the use of same. Through enquiry and discussion with 
senior management and the executive authority, we assessed the capacity of 
the department to evaluate the incremental impact on the use of the grant and 
ensuring that capacity building at local government is sustainable and to the 
extent of also measuring the success of transfers of the municipal infrastructure 
grant (MIG) at local government level in eradicating the backlog in delivery of the 
infrastructure that supports service delivery.  

Furthermore, the Framework for managing programme performance information 
(FMPPI) states that CoGTA is responsible for developing and implementing an 
integrated monitoring, reporting and evaluation system for local government, and 
for supporting the successful implementation of the Government-wide Monitoring 
and Evaluation System. The department is also responsible for the development 
and implementation of monitoring, reporting and evaluation of the performance 
of provincial departments of local government and municipalities. 
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Measures implemented by CoGTA  

CoGTA implemented the following initiatives to ensure progress with 
improvements in the local government sphere (service delivery and finance): 

• Established the Municipal Infrastructure Support Agent (MISA) which aims 
to facilitate the deployment of engineers, scientists and technicians to 
municipalities, as well as overseeing them. 

• Refocused on the Local Government Turnaround Strategy (LGTAS) to 
ensure, among others, good governance and clean administration in local 
government.  

• Developed a service delivery improvement plan aimed at improving service 
delivery and addressing challenges through cooperative governance, 
specifically supporting municipalities to implement the MIG and improve 
expenditure of the grant. 

• Developed a local government information and communication technology 
(ICT) framework. 

• Developed an action plan to ensure that MSIGs are expensed in line with 
their intended purpose with a view to effective use in accordance with the 
following key priorities: 

- Development and implementation of municipal turnaround strategies. 
- Strengthening administrative systems for effective implementation of 

ward participation systems. 
- Support interventions for municipal viability, management and 

improvement of municipal audit outcomes. 
- Implementation of information systems that support effective service 

delivery. 
- Development and implementation of by-laws, policies and/or systems 

that support local government legislation.  

• Enhanced revenue for municipalities. 

• Improved audit outcomes at municipalities through the establishment of 
MPACs. 

• Combated corruption and promoting ethics and integrity. 

• Helped municipalities to fill critical posts. 

• Compiled a councillor training plan to provide councillor training. 

• Implemented the community works programme (CWP) at targeted 
municipalities. 

• Produced a report on access to basic services. 

• Supported municipalities to sign a “Business adopt a municipality” 
memorandum of understanding.   

• Policy, oversight and support: Supported provinces in the implementation of 
the guidelines in terms of sections 105 and 106 of the MSA. 

Assessment of assurance 

The level of assurance provided by CoGTA for the 2012-13 financial year was 
assessed as not having provided the required assurance. CoGTA provided 
minimal assurance as an oversight institution due to the majority of its functions 
being of a support nature.  

There was also a lack of coordination between the branches at national CoGTA 
dealing with local government support and between national CoGTA and the 
nine provincial CoGTAs, which resulted in efforts being fragmented and thus not 
effective. 

In addition to the above, the national CoGTA also did not have an integrated 
monitoring, reporting and evaluation system for local government, as required by 
the FMPPI, nor was this requirement measured in national CoGTA’s APP for the 
2012-13 financial year. This has, however, been included in the 2013-14 APP as 
a performance indicator with an indicated deadline for implementation of 31 
March 2015. 

We conclude that the national CoGTA provided no assurance. The national 
CoGTA states in its strategic plan that it provides oversight, intervention, 
monitoring and support to provincial and local government; however, the majority 
of its functions are of a support nature, thus providing minimal assurance as an 
oversight institution. CoGTA also had a number of initiatives to support local 
government; however, these initiatives have not been implemented to a degree 
that the advantages of such are leveraged and ultimately noted in the audit 
outcomes of municipalities.   

These initiatives included the following: 

• CoGTA successfully established the MISA in 2012-13; however, this entity 
was faced with capacity challenges and relied heavily on the systems and 
processes of the Development Bank of Southern Africa (DBSA) in order to 
perform its activities as anticipated.   

• A draft document outlining current ICT challenges facing local government 
was also developed, but this document does not articulate a plan for the 
actual implementation of an ICT framework at local government level in the 
form of a project plan with predetermined milestones. 
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• The LGTAS unit lacked adequate capacity, skills and funding in 2012-13 in 
order to ensure visible progression towards clean administration in local 
government. This unit did not have a system to collect, consolidate, monitor 
and analyse the audit outcomes of local government to enable improved 
financial performance and good governance at local government.   

• An MIG spending, reporting, monitoring and performance plan was 
developed with follow-up action of remedial actions for non-complying 
municipalities. It is not evident how the results of this process have been 
collected, collated and used to ensure that MIG spending and reporting 
thereon are improved in future. 

• Although 96% of the MSIG was reported to have been spent, there was 
inadequate planning, informed by long-term sustainability, resulting in the 
MSIG annually being used for the same initiatives, thus limiting the impact 
of the grant. This grant also becomes “thin” when spread across all 
municipalities. 

• CoGTA provided limited councillor training in 2012-13 and the level of 
support to be provided by CoGTA in its initiatives was not always clarified 
during strategic planning, resulting in a number of workshops being 
conducted, but with limited impact on progress towards clean 
administration. In terms of CoGTA’s strategic plan, no support is provided to 
provincial government as all initiatives are focused solely on local 
government. Planned oversight to support provinces in terms of the 
implementation of MSA guidelines was also not achieved due to delays in 
the SCM process. 

Recommendations  

In order for the national CoGTA to enhance the level of assurance it provides as 
an oversight and coordinating institution, it must focus on the following areas: 

• Use the legislation which allows for intervention measures at local 
government. 

• Improve coordination within the national CoGTA and between it and the 
nine provincial CoGTAs.  Also improve coordination between the national 
CoGTA and other stakeholders such as the National Treasury. Initiatives by 
these stakeholders must be clearly articulated in the strategic plans and 
these must have measurable targets, goals and adequate funding to ensure 
effective implementation of efforts. 

• CoGTA needs to adequately capacitate its LGTAS unit with proper skills 
and resources in order to allow the unit to: 

- conduct timely collection, collation, consolidation and analysis of audit 
and performance outcomes of local government to enable CoGTA to 
develop appropriate responses through proper development and 
implementation of initiatives 

- implement systems for the collection, collation and analysis of 
information in order to generate meaningful reports for analysis, which 
will allow the department to focus its attention appropriately. 

• CoGTA also has to enhance its oversight of MISA to ensure that MISA 
fulfils its mandate in providing the required level of support to the 
infrastructure development at local government level by ensuring the 
availability of sufficiently skilled resources. 

• CoGTA must expedite its planned efforts to develop an integrated local 
government ICT framework. 

• Timely implementation of the training plan of councillors must be prioritised 
in order to equip councillors in executing their oversight responsibilities, 
especially in the areas of finances and good governance, as this may have 
a direct impact on the audit outcomes of local government. 

• National CoGTA must also ensure that its strategic plans clearly articulate 
its activities to oversee provincial government in its strategic plan as well as 
monitoring of the MIG and MSIG.   

• National CoGTA must ensure proper application of its oversight role in 
ensuring that MIG and MSIG are applied in line with their intended 
purposes. Monitoring of the spending must be evaluated timeously in order 
to allow for remedial actions to be implemented in time. CoGTA as a sector 
(national and provincial) should: 

- ensure that proper action plans are developed to ensure that the 
spending trends at these municipalities are improved 

- reinforce and effectively use initiatives already in place, such as 
identifying and visiting municipalities struggling to spend these grants, to 
ensure that these municipalities are assisted in spending these critical 
grants 

- have a proper system, with properly documented policies and 
procedures and clearly identifiable criteria to allow it to timeously identify 
municipalities with challenges and then intervene as necessary. The 
MIG MIS should be effectively used and non-utilisation of this system 
should be escalated to the relevant member of the executive council 
(MEC) for action and this process should be communicated to the 
minister  
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- properly review business plans received from municipalities to ensure 
that these municipalities do indeed have a sound internal control 
environment to effectively spend their grants in line with their intended 
purposes 

- consider coordinating internal audit of the sector with the internal audit 
functions of municipalities, where applicable, to verify the existence of 
effective controls at the municipalities prior to transfer of these grants. 
The monthly reporting processes must also be validated to ensure that 
the spending is monitored throughout the year and that monthly and 
quarterly reports submitted to CoGTA and the National Treasury are 
accurate, complete and reliable 

- monitor performance of the MSIG in order to ensure that there is 
progress with regard to implementation of initiatives to eliminate 
continuous funding of the same initiatives, thereby improving on the 
effectiveness of the grant. Allocation process of the grant should also be 
reconsidered to ensure effectiveness as it currently becomes “thin” when 
spread across all the municipalities. 

• Improve national CoGTA’s capacity through consultation and bilateral 
agreement with the Department of Public Service and Administration 
(DPSA) to increase the establishment.    

• It is also important to obtain the required funding from the National Treasury 
in order to ensure that the planned initiatives are effectively implemented, 
tracked and monitored as well as adequately reported on. 

• The national department must ensure that it remains on track with the 
project milestones to ensure the timely and effective implementation of the 
local government monitoring and reporting system. 

Department of Performance Monitoring and Evaluation  

The mandate of the DPME is derived from section 85(2)(c) of the Constitution 
which states that the President exercises executive authority, together with the 
other members of the cabinet, by coordinating the functions of state departments 
and administrations. This mandate had been further elaborated by the President 
in his 2010 and 2011 state of the nation addresses, as reflected in various 
cabinet decisions, and by the minister of the DPME through the National 
evaluation policy framework.   

The DPME defines its primary mandate as follows:  

• To facilitate the development of plans or delivery agreements for the cross 
cutting priorities or implementation of these plans. 

• To monitor the performance of individual national and provincial 
government departments and municipalities. 

• To monitor frontline service delivery. 

• To carry out evaluations. 

• To promote good monitoring and evaluation practices in government. 

The DPME executes its mandate by forming partnerships with other 
departments and institutions which play a monitoring role (such as the National 
Treasury, the DPSA, the AGSA, the Office of the Public Service Commission, 
and the offices of the premier). 

Measures implemented by the Department of Performance Monitoring and 
Evaluation 

The DPME was only established during 2011-12 and in its first year of existence 
it focused on monitoring and evaluation at national and provincial level through 
the management performance assessment tool.     

In 2012-13, the DPME started to monitor and evaluate municipalities by: 

• developing a municipal assessment tool (MAT) to assess the performance 
of municipalities against key performance measurement areas 

• piloting the MAT at selected municipalities 

• refining MAT based on the results of the pilot. 

The initiative set out for 2013-14 is as follows: 

• Ten MAT assessments (inclusive of the pilots) of municipalities, with reports 
produced and submitted to the municipalities. 

Impact of the measures on audit outcomes  

For 2012-13 the DPME was assessed as not providing the required level of 
assurance with regard to municipalities, as the DPME had not yet started 
monitoring and evaluating municipalities. 
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Third level of assurance: External independent 

assurance and oversight 

Municipal councils 

 
The council is the executive and legislative authority of the municipality. In order 
for the council to perform its oversight and monitoring role, the municipal 
managers and senior managers must provide the council with regular reports on 
the financial and service delivery performance of the municipality. The MFMA 
and MSA also require the council to approve or oversee certain transactions and 
events, and to investigate and act on poor performance and transgressions, 
such as financial misconduct and unauthorised, irregular as well as fruitless and 
wasteful expenditure. 

The council can provide extensive assurance through this monitoring and 
oversight role. Although councils are becoming more aware of the important role 
they have in this regard, most were not functioning at the required level with only 
11% of the municipal councils that provided the required level of assurance. As 
reported in section 4.2, the response by the councils to address the root causes 
of poor audit outcomes has been slow. 

Technical knowledge of financial management and reporting, performance 
management and legislation is not a prerequisite for elected office-bearers. They 
therefore rely on information and guidance from the municipal manager and 
senior management. The low assurance provided by the providers of the first 
and second level of assurance has an impact on the credibility and quality of the 
information and guidance provided to councillors. 

In order to improve the level of assurance provided by the councils, they should 
focus on the following: 

• Strengthen the MPACs and audit committees, and support the important role 
these committees play. 

• Insist, through their speakers, on receiving regular and credible information 
on the status of the finances and activities of their municipalities. 

• Monitor the implementation of recommendations by the audit committee and 
internal audit units with a view to remedial action. 

• Deal with transgressions, financial misconduct, fraud and other misconduct 
or poor performance in a consistent and decisive manner.  

• Take timeous action in instances of identified weaknesses or failure by 
management and officials to perform statutory duties. 

• Seek out opportunities to continuously develop and improve the knowledge 
and skills they need to perform their duties and insist on support from 
national and provincial government in this regard. 

Municipal public accounts committees  

 
The MPAC was introduced as a committee of the council to deal specifically with 
the municipality’s annual report, financial statements and audit outcomes; and to 
improve governance, transparency and accountability. The committee is an 
important provider of assurance, as it needs to give assurance to the council on 
the credibility and reliability of financial and performance reports, compliance 
with legislation as well as internal controls. 

The primary functions of the MPAC can be summarised as follows: 

• Consider and evaluate the content of the annual report and make 
recommendations to the council when adopting an oversight report on the 
annual report.  

• Review information relating to past recommendations in the annual report. 
This relates to current in-year reports, including the quarterly, mid-year and 
annual reports.  

• Examine the financial statements and audit reports of the municipality and 
municipal entities and consider improvements, also taking into account 
previous statements and reports. 

• Evaluate the extent to which our recommendations and those of the audit 
committee have been implemented.  

• Promote good governance, transparency and accountability in the use of 
municipal resources.  

By 30 June 2013, 20 municipalities did not have an MPAC in place. 



 

Consolidated general report on the audit outcomes of LOCAL GOVERNMENT 2012-13 

96 

The impact of established MPACs has been minimal in promoting transparency, 
good governance and public accountability. The transversal challenges 
experienced by MPAC include the following:  

• The lack of proper structural arrangements and human resources dedicated 
to support the work of oversight. 

• The limited budget allocated to the work of MPAC and capacity building as it 
relates to skills required to do oversight. We have noted the support of the 
Association of Public Accounts Committees (APAC) to ensure the 
establishment of MPACs and capacity building measures implemented in the 
Free State and Northern Cape. 

The APAC Izimbizo was conducted to encourage knowledge sharing amongst 
MPACs and public accounts committee in all jurisdictions. The Izimbizo resulted 
in a formation of MPAC forums and adoption of best practice guide for MPACs. 

We recommended the following to strengthen the functioning of MPACs:  

• Legislation amendments to provide proper guidance and the objectivity 
required of MPAC through a separation of powers between the council that 
make decisions and members of MPAC being part of decision-making, while 
they are expected to oversee a decision they were part of.    

• The MECs for local government should support the capacity building of 
MPACs as it relates to their roles and responsibilities. 

• The municipal council should support the structure and allocate sufficient 
budget and other resources sufficient for the work of MPAC. 

Provincial legislatures, portfolio committees on local 

government and the National Council of Provinces 

 
In terms of the Constitution, the provincial legislature must maintain oversight of 
the executive authority responsible for local government. This executive 
authority includes the MEC for local government and other executives involved 
in local government, such as the MEC for finance. The mechanism used to 
conduct oversight is the portfolio committee on local government. 

Through our assessment, we conclude that provincial legislatures provided 
limited oversight – through their review of reports that were submitted by 
portfolio committees on the departments of treasury and CoGTA. There is a 

need for intensified oversight by the portfolio committees regarding these 
departments. In turn, the portfolio committees on local government are highly 
reliant on credible and timely information and with the limited assurance being 
provided by senior management and municipal managers, the committees as 
well as the coordinating departments can be rendered ineffective. 

The National Council of Provinces (NCOP) executes its oversight of local 
government through the select committees of CoGTA, appropriations and 
finance. These committees further escalate aspects of local government 
oversight by calling for the NCOP House sitting where all NCOP delegates from 
provinces are also invited.  

For the year under review, the NCOP undertook the following initiatives: 

• The NCOP hosted a local government week, where all spheres of 
government were represented by members of the NCOP, ministers, SALGA, 
MECs and mayors of selected municipalities. The attendees discussed 
issues of clean governance in local government oversight and we 
participated in the panel discussion.  

During the local government week, the following commitments were made: 

- The NCOP will strengthen its oversight hand on issues pertaining to the 
use of consultants by municipalities. 

- The NCOP will call for the appointment of officials with right 
qualifications in key positions such as CFOs and other positions. 

- The provincial delegates further committed to assess the extent of the 
support provided by the district municipalities to local municipalities.  

- The NCOP will assess the extent to which the municipalities have 
responded to the recommendations we made after the audit outcomes 
were shared.  

• The MECs for finance and CoGTA in both the Free State and North West 
provided an update on the audit outcomes and interventions made to 
support municipalities in their respective provinces. The municipalities of 
these two provinces were specifically invited because of the on-going 
problems identified in their respective provinces. 

• The Select Committee on CoGTA further requested the coordinating 
ministries to table action plans on how they would support municipalities, 
including the provincial MECs (CoGTA and provincial treasuries). 

• The NCOP wrote a letter to the minister of CoGTA enquiring about support 
and empowerment of councillors, including the capacity of senior municipal 
officials. This resulted in the minister of CoGTA developing regulations on 
the appointment conditions of senior managers, including minimum 
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competency requirements, recruitment process and leave management, 
among others.  

• The Select Committee on CoGTA visited municipalities under section 139 
interventions in order to assess progress made at those municipalities since 
the inception of the intervention. During its visits, the committee noted a lack 
of standardisation in activating section 139 interventions and it influenced 
the development of a legislative approach that would standardise the section 
139 interventions. The legislative proposal is currently in its draft form and 
under consideration by the cabinet. 

The NCOP has provided some level of assurance in light of its limited oversight 
role. As explained above, the NCOP embarked on specific activities geared at 
enhancing local government oversight, however, the impact has been limited. 

Initiatives of the South African Local Government 

Association 

SALGA’s mandate does not include monitoring and exercising oversight of local 
government regarding audit-related matters and, accordingly, does not provide 
assurances. SALGA has, however, launched initiatives aimed at supporting local 
government to improve its audit outcomes. Their continuing and new initiatives 
include the following: 

• Establishing a dedicated Local Government ICT unit that supports 
municipalities comprehensively in IT governance. 

• Adopting struggling municipalities or those with persistently poor audit 
outcomes to develop targeted support and improve audit outcomes by 
focusing on ■ political oversight ■ compliance with laws and regulations       
■ reporting against predetermined objectives ■ credit control and debt 
collection ■ revenue enhancement and tariff setting and ■ the functioning of 
MPACs and audit committees. 

• Coordinating a programme of support involving SALGA’s internal audit unit 
and the provincial programme managers responsible for municipal finance to 
provide hands-on support to municipalities where there is no support from 
either the National Treasury or CoGTA. This programme will be rolled out at 
25 municipalities that have had persistently poor audit outcomes over the 
last three years. 

• Developing processes that the municipalities should follow when they 
encounter under-funding and unfunded mandates and assist with alternative 
funding proposals. 

• Assessing the implications of new reforms at local government, e.g. new 
accounting standards or legislation and contribute to a comprehensive 
outcome study. 

• Executing a multi-disciplinary audit outcome support to municipalities that 
received a disclaimer of opinion. 
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SECTION 6: THE PROVISION OF WATER AND SANITATION 
SERVICES AND ROADS INFRASTRUCTURE  
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6 The provision of water and sanitation services and roads infrastructure should receive urgent 

attention  

The state of municipal infrastructure is a crucial element to ensure service 
delivery to all communities in South Africa. In support of this, we reviewed key 
aspects of the provision of water and sanitation services and roads infrastructure 
by municipalities, and reported the findings in the management reports. 

Water and sanitation services 

According to the Constitution, every person has the right to clean water. 
Government thus set a target to provide access to basic water and sanitation to 
all the people in South Africa by 2014.  

Five per cent1 of people countrywide are currently still without clean water, while 
government must still provide sanitation services to approximately 11%2 of 
households. In addition, at least 26%2 of households within formal areas have 
sanitation services which do not meet the required standards. This is due to the 
deterioration of infrastructure caused by a lack of technical skills, timeous 
maintenance, refurbishment and/or upgrading, pit-emptying services and/or 
insufficient water resources.  

As local government is responsible for providing water and sanitation services, 
this function lies with municipalities that have been classified as water services 
authorities. There are 146 water services authorities nationwide. The provincial 
distribution of these is indicated in figure 1. 

                                                 
1  State of the Nation Address by His Excellency Jacob G Zuma, President of the Republic of South 

Africa on the occasion of the Joint Sitting of Parliament, Cape Town 13 February 2014 

2  Report of the South African Human Rights Commission on the Right to Access Sufficient Water 
and Decent Sanitation in South Africa: 2014  

 
 

The lack of water services increases the risk of poor health and premature 
deaths, while the lack of proper sanitation can pollute rivers and dams, thus 
negatively affecting the environment. 

We identified some warning signals that could have a serious impact on 
municipalities' ability to provide a large portion of South Africa’s population with 
clean water and proper sanitation. Some of these warning signals are a result of 
non-compliance with legislation.  

The leadership must urgently pay attention to the following to ensure that 
government’s objectives relating to water and sanitation are achieved:  

• A lack of effective planning for the provision of these services.  

• The targets for providing these services are not always set. 

• Municipalities do not report on their progress against the set targets. 
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Roads infrastructure 

In terms of the Constitution, the functions and powers relating to roads lie with 
those municipalities classified as roads authorities. There are 210 roads 
authorities nationwide. The provincial distribution of these is indicated in figure 2.  

 
The condition of roads has a direct impact on road safety. It impacts on all 
citizens and, as such, poor road conditions create challenges for many with 
unnecessary time delays, increased transportation costs, and reduced access to 
education, health care and social services.  

The most common cause of the deteriorated paved roads is neglect. If road 
maintenance is delayed, the cost of repairs and rehabilitation increases 
exponentially. 

We identified some warning signals that could have a serious impact on 
municipalities' ability to provide people with proper roads. Some of these warning 
signals are a result of non-compliance with legislation.  

The leadership must urgently pay attention to the following to ensure that 
government’s objectives relating to roads are achieved: 

• A lack of policy to guide the decision-making process with regard to roads. 

• Ineffective planning for the maintenance, upgrading and construction of 
roads. Maintenance is also not always carried out in accordance with the 
plan. 

• A lack of information about roads which hampers planning.  

• Funds from the National Treasury are not always fully used for the building 
of roads. 

Way forward 

To contribute towards a better life for all, there is a need to:  

• improve the planning of service delivery in respect of water, sanitation and 
roads at national, provincial and local government levels  

• appoint more technically skilled staff at local government level, in particular 
qualified professionals in the fields of engineering and project management 

• use and manage the available municipal funds and conditional grants for 
infrastructure development, more effectively. 
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Figure 2: Roads authorities 
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