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                                                                                                                             25 April 2008

                                                     Media release  
Auditor-General presents analysis of audit outcomes of the Western Cape municipalities
CAPE TOWN - Auditor-General (AG), Terence Nombembe, today briefed a forum of Western Cape mayors 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, the Western Cape comprised of 30 municipalities – one metro; seven high capacity municipalities; 18 medium capacity municipalities and four low capacity municipalities.

Overview of audit opinions

 Of the 30 municipalities, 17 (57%) received a qualified audit opinion; two (7%) municipalities received a disclaimer; while the reports of 11 (37%) municipalities that received an unqualified financial opinion had concerns raised on “other matters” (or an emphasis of matter).

Among other findings, the AG’s report highlights the following:

· There has been an overall slight improvement with respect to the number of qualifications when compared to 2005-06 – two municipalities moved away from receiving an adverse (worst) audit opinion;
· The AG noted the fact that a total of 14 qualified reports were issued to high (6) and medium (8) capacity municipalities. 
· Regarding unqualified financial opinions, of concern is the fact that only one (1) high capacity received an such opinion, while on the other hand it is pleasing to note that a eight (8), (44%) of medium capacity municipalities continue to retain this status.
· Both disclaimers of audit opinion were from the Eden District (Kannaland and Oudtshoorn municipalities). This is in addition to this district having a significant number of qualified audit findings;

· Non-current assets and receivables were the main contributing factor to Western Cape municipalities being financially qualified due to lack of adequate controls;

· Better internal controls related to the management of non-current assets are required in the case of six high capacity municipalities;

· Of all the qualifications, 10 medium capacity municipalities were financially qualified mainly because of inadequate controls affecting the balance sheet; and

· All low capacity municipalities were financially qualified mainly due to revenue and receivables.

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 governance-related issues.

“The critical message we are leaving with Western Cape local government authorities during our briefings is that, the majority of municipalities do adhere to some of the indicators of good governance practices such as availability of supporting documents, timely submission of annual financial statements, availability of key officials during audits and a discipline of supervision and monitoring by the leadership.  

All that remains is to enhance the effectiveness of the existing discipline of supervision and monitoring by leadership. Improved internal audit and audit committee structures are also required to assist in this regard.  This will contribute to resolving the poor quality of financial statements that have given rise to significant adjustments during the audit. There is no doubt that it is possible to obtain an unqualified audit report if these indicators of good governance are constantly used as a guide for leadership supervision and monitoring.”
Nombembe will present the KwaZulu Natal municipal audit outcomes in Durban on 8 May 2008 before proceeding to other provinces.
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