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                           20 May 2008

                               Media release  
Auditor-General presents analysis of audit outcomes of Gauteng municipalities
Johannesburg - Auditor-General (AG), Terence Nombembe, today briefed a forum of Gauteng mayors and municipal managers on the municipal audit outcomes and trends for the 2006-07 financial year, and focussed on the analysis of financial management status in municipalities in the province.

The purpose of the AG’s analysis, a comprehensive assessment of the state of financial and performance information of local governments, is to provide an overview of the audit outcomes at municipal level.

Nombembe has embarked on a country-wide road show presenting his overview of municipal audits to the various local government authorities. The emphasis will be on how municipalities have performed in the 2006-07 financial year.

According to the information available at the time of the analysis, Gauteng comprised of 14 municipalities – three metropolitan; three high capacity municipalities; seven medium capacity municipalities and one low capacity municipality. 
Overview of audit opinions

Of the 14 municipal audits, one (7%) received an adverse audit opinion; three (21%) received a disclaimer; 4 (29%) were qualified; the reports of 5 (36%) municipalities that received an unqualified financial opinion had concerns raised on “other matters” (or an emphasis of matter); only one (7%) municipality received an unqualified opinion without any further concerns raised.

Among other findings, the AG’s report highlights the following:
· There has been no change in the number of qualified audit reports (adverse, disclaimer and qualified) when compared to the previous year (2005-06);
· However, the number of worst opinions (adverse and disclaimer) remains high at 28 %;
· The increase in the number of disclaimer audit opinions in high capacity municipalities is of concern, and is mainly due to a high turnover of key finance officials and ineffective management of consultants;

· There has been no improvement in terms of worst opinions (adverse and disclaimer) in medium capacity municipalities. An additional municipality obtained a qualified opinion compared to 2005-06;
· The West Rand District is of particular concern – although the district municipality was unqualified (with no other matters), all the local municipalities within that district obtained a disclaimer or a qualified report;
· More than half of the municipalities in Metsweding received the worst opinion (adverse or disclaimer);
· The Sedibeng District had the most unqualified (with other matters) opinions. Best practices from that district should be rolled out to other districts;

· Non-current assets and revenue were the main contributing factors to Gauteng municipalities being financially qualified due to lack of adequate internal controls, lack of capacity and skills to fully comply with the prescribed accounting framework; and 
· There is a high level of non-compliance with applicable legislation, specifically the MFMA and MSA, as well as a significant number of material corrections to the financial statements. 

Says Nombembe: “We have tailor-made our audit reports and systems to track and identify root causes of problem areas in all these municipalities. We also make recommendations of how municipalities can improve their governance and financial control systems. We have embarked on these local government briefings with the belief that our analyses will help guide both the municipal councils and municipal management to improve their internal controls. Most of these problems are basic internal control compliance issues that require effective monitoring by the leadership so that they could be solved immediately, while sorting out structural internal control issues that seem to be confined to asset management and revenue-related issues.
“The critical message we are leaving with Gauteng authorities during our briefings is that, generally there is an opportunity for municipalities, within their districts and provincially, to learn and share experiences of good practices in order to uplift those municipalities that are still struggling as highlighted in these outcomes. Of importance, is the challenge to deal with the lack of adequate internal controls, lack of capacity and skills to fully comply with the prescribed accounting framework. There is no doubt that it is possible to obtain an unqualified audit report if such basics are given the enhanced and consistent level of supervision and monitoring by the leadership.” 
Nombembe will present the Eastern Cape municipal audit outcomes in East London on 23 May.
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