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Our reputation promise/mission

The Auditor-General of South Africa (AGSA) has a constitutional mandate and, as the Supreme Audit Institution (SAl) of South Africa, 11
it exists to strengthen our country’s democracy by enabling oversight, accountability and governance in the
public sector through auditing, thereby building public confidence.
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FOREWORD

| hereby present to National Parliament, provincial legislatures and municipal
councils my 2010-11 general report on local government audit outcomes. | use this
opportunity to fake stock of Operation clean audit, and the most significant risks we
face in our administrations.

Operation clean audit was launched by government in 2009 to address the poor
audit outcomes of local government. Although many advances had been made in
transforming local government since 1994, the legislative reforms and the financial
and performance reporting practices had not been insfitutionalised. Operation
clean audit inspired focus, and over the past three years inifiatives were launched
fo support the achievement of the clean audit goal. My office and | also responded
with the introduction of quarterly assessments of the key controls of our auditees in
the areas of leadership, financial and performance management and governance.
We sought meaningful engagements with political leaders on a quarterly basis to
share our assessments and identify risks and we invited commitments fo address the
stumbling blocks in the way of clean audits.

At these meetings across our country, | have said that in spite of all these inifiafives
and commitments, the progress fowards clean audits has been slow. The 2010-11
audit outcomes did not show improvement, with about 50% of auditees unable to
submit their annual financial statements in time or obtain financially unqualified audit
opinions. The maijority of those that received financially unqualified audit opinions
achieved it by correcting the mistakes identified through the audit process. This is
not a sustainable practice. Except for the 5% that received clean audit opinions,

all the auditees had material findings on their service delivery reporting and/or
non-compliance with laws and regulations. Even though | have consistently stressed
the urgent need to address the weaknesses in supply chain management, service
delivery reporting, human resource management and information technology
confrols, there has been very limited improvement.

The desired progress to clean audits is af risk, if the following three root causes are
not addressed:

e Officials in key positions at more than 70% of the auditees do not have the
minimum competencies and skills required to perform their jobs. While a
lack of dedicated capacity is at the root of the weaknesses in service delivery
reporting, the skills gap is most pronounced in the financial discipline. There is
an opportunity fo turn around the situation. The provision of dedicated resources
for service delivery reporting, the implementation of the legislation on minimum
competency levels and the recent amendments to the Municipal Systems Act are
important interventions. It will, however, require coordination and commitment
from all political structures and government to ensure the success of these
legislative reforms.

o Atleast 73% of the auditees showed signs of a general lack of consequences
for poor performance. This is evidenced by the fact that modified audit
opinions remained the norm. When officials and political leaders are not
held accountable for their actions, the perception could be created that such
behaviour and ifs results are acceptable and tolerated. This could make even
those people that are giving their best under trying circumstances despondent.

| found that more than half of our auditees can aftribute their poor audit
outcomes to mayors and councillors that are not responsive to the issues
identified by the audits and do nof take our recommendations seriously. They are
slow in taking up their responsibilities and do not take ownership of their role in
implementing key controls. If this widespread root cause is not addressed, it will
continue fo weaken the pillars of governance.

The honouring of the commitments made in response fo these audit outcomes

is crucial. In this regard, | single out the commitment to elevate cooperation

and strengthen the working relationship between public accounts and portfolio
committees, as well as to cement their regular engagements with my office. The
coordination of the capacity building support between the Premiers offices,
freasuries and cooperative governance departments at national and provincial
levels, together with the South African Local Government Association [SALGA), is
a precondition for the goals of Operation clean audit to be realised. | have seen
a few examples across the country of commitment by leaders and officials which
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translated info improved audit outcomes and | am confident that similar results can
be achieved from the smallest local municipality to the largest mefros.

In conjunction with the relevant departments, my office has actively participated in
providing input info the development of solutions to the challenges highlighted in this
report. | believe that all that is needed is the sustained involvement of the leadership
in utilising those solutions.

| wish fo thank the audit teams from my office and the audit firms that assisted for
their diligent efforts in providing useful and relevant information and insights that
promote oversight and accountability in government. Together, we will contfinue to
confribute fowards the strengthening of our country’s democracy through auditing.

A}(\dﬂ( - G CV\Q,!/(\Q/'

Auditor-General
Pretoria
June 2012
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SECTION T1: SIGNIFICANT ASPECTS OF THE
2010-11 AUDIT OUTCOMES

Significant aspects of audit outcomes for the year under review are summarised in

the table that follows.

Table 1 : Significant aspects of the 2010-11 audit outcomes

Overall audit
outcomes

mm Key outcomes and trends

Five district municipalities, eight local municipalities and
four municipal entities received clean audit reports. These
auditees, however, represent only 5% of auditees in the
country.

None of the municipalities in the Eastern Cape, Free State,
Gauteng, Northern Cape and North West received clean audit
reporfs.

Fifty-two (17%) auditees improved on their 2009-10 audit
outcomes, but 38 (13%) regressed.

One hundred and twenty-nine auditees (46%) were able
to retain a financially unqualified audit opinion but these
auditees failed to make any further progress towards clean
audit reports for the year under review.

The rate of timely submission of financial statements (80%)
and annual performance reports (86%) for audit did not
improve significantly compared to the prior year.

The non-submission or late submission of financial statements
was the highest in the North West (61%) and Northern Cape
(34%). Both provinces also did not have any clean qudit
reports.

Thirty-eight (10%) auditees did not submit their annual
performance reports for audit, while 15 (4%) auditees
submitted their annual performance reports after the
legislated deadline.

Opinions on financial

statements

mm Key outcomes and trends

The number of financially unqualified audit opinions increased
by only four auditees to constitute 50% of auditees.
KwaZulu-Natal (87%), Gauteng (76%) and the Western Cape
(76%) continued to have the highest number of financially
unqualified audit opinions.

The Eastern Cape and Free State recorded an increase of
13% and 11% respectively in financially unqualified audit
opinions. The majority of audit opinions in these provinces,
however, remained financially qualified.

Limpopo and the North West recorded a reduction of 13%
and 9% respectively in the number of financially unqualified
audit opinions.

The prevalence of material misstatements in the financial
statements submitted for audit increased from 85% to 91%
of auditees.

One hundred and forty-seven (49%) auditees were able to
achieve a financially unqualified audit opinion because they
used the opportunity provided by the AGSA fo correct all
misstatements identified during the audit.

0f the 127 (42%) auditees that received disclaimed, adverse
or qualified audit opinions, 29 opinions had regressed from
the previous year while 80 (63%) remained disclaimed,
adverse or qualified.

Thirty-one (10%) audifees have received disclaimed or
adverse audit opinions for the past six years. The Eastern
Cape (seven), Free State (eight) and Northern Cape (seven)
account for 71% of such auditees.

Sixty per cent of the auditees that received financially
unqualified audit opinions engaged consultants to assist
them with accounting-related services and /or preparation of
financial statements. Eighty-five per cent of the auditees with
qualified, adverse or disclaimed opinions had assistance from
consultants.
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Findings on non-
compliance with
lows and regulations
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* The number of auditees with findings on their reporting on
predetermined objectives (PDO) decreased from 274 (84%)
in the previous year to 210 (70%).

* Al provinces showed a reduction in the level of PDO findings
except the Free State and Norther Cape. Gauteng remained
unchanged and is till the province with the lowest level of
PDO findings.

* Findings on non-compliance with PDO-related legislation
decreased by 30%.

o Sixty-three per cent of auditees had findings on the
usefulness and reliability of the information in their annual
performance reports.

mm Key outcomes and trends

Human resource
management
findings

* Inadequate management of vacancies and acting positions
was identified at 34% of the auditees.

* Key personnel at more than 70% of the auditees did not
have the required competencies to perform their duties.

No significant progress was made in addressing exposures in
the IT environment of auditees. More than 90% of auditees
audited had IT findings. Concerns remain around planning for
the optimal use of IT, recovery in the event of a disaster and
restricting access to computers to authorised officials only.

Further details of findings and trends are presented in the balance of this report.

o Ninety-three per cent of auditees had findings on material
non-compliance with laws and regulations.

o Further deteriorations in terms of non-compliance occurred in
KwaZulu-Natal, North West, Mpumalanga and the Northern
Cape. None of the other provinces showed significant
improvement.

* Unauthorised, irregular or fruitless and wasteful expenditure
was incurred by 86% of auditees. Eighty-four per cent of the
auditees did not take reasonable steps to prevent this type of
expenditure.

* Procurement to the value of R3,5 billion could not be audited
because the required information or documentation was not
made available by auditees.

o At 46% of auditees, contracts were awarded to employees,
coundillors or other state officials.

* Unfair or uncompetitive procurement processes were followed
at 65% of the auditees.
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SECTION 2: OVERVIEW OF AUDIT OUTCOMES

This general report summarises key aspects of the 2010-11 audit outcomes of local
govermnment, which are contained in separate general reports issued for each of the
provinces [available on www.agsa.co.zal.

A summary of the overall audit outcomes is provided in section 2.1.
This section concludes with a fiveryear history of audit outcomes and an analysis

of the impact that root causes have had on the audit outcomes of the year under
review. Sections 2.2 to 2.4 provide defails on findings arising from the audit of the
financial statements, reporting by auditees against their predetermined objectives
and compliance by auditees with laws and regulations. Root causes of audit
findings and recommended best practices are also analysed in the
respective sections. Section 3 provides further details of findings arising from the
audit of supply chain management.

An analysis of the drivers of audit oufcomes is presented in secfion 4 of this general
report, after which section 5 records the commitments received from the provincial
executive leadership and oversight structures and other national and provincial role
players in response fo the 2010-11 audit outcomes. This section also highlights
other current and emerging matters requiring attention.

2.1 Summary of overall audit outcomes

This section describes the overall audit outcomes, gives defail on the auditees that
could not be audited, analyses the improvements and regressions in the current
year's outcomes and provides a five-year history of audit outcomes.

2.1.1  Summarised audit outcomes

local government comprises eight metros, 46 district municipalities, 229 local
municipalities (totalling 283 municipalities) and 60 municipal entities. The number
of municipal entities has increased from 57 to 60 since the 2009-10 financial year
due fo the establishment of four new municipal entities, namely three in the Eastern
Cape and one in Llimpopo, and the closure of one municipal entity in the Western
Cape. The audits of 243 municipalities and 57 municipal entities that submitted
financial statements by 31 August 2011 (30 September in the case of consolidated

financial statements'] were completed within the legislated fime frame of three
months from receipt by the AGSA of the financial statements.

Arising mainly from non-submission or late submission of financial statements for
audit, the audits of 40 (14%) municipalities and three (5%) municipal entities had
not been finalised as at 31 January 2012, which is the cutoff date set by the
AGSA for inclusion of their audit outcomes in this general report.

The audit outcomes and outstanding audit reports (current and prior year) are
summarised in fable 2.

Where applicable, audit opinions relate o the consolidated financial statements
of auditees. "With findings’ denotes findings on predetermined objectives and/or
compliance with laws and regulations.

Table 2: Summary of audit outcomes for current and prior year

Municipalities Municipal entities

21
Financially unqualified with no findings ---“
Financially unqualified with findings
Qualified opinion, with findings --—n
Disclaimer of opinion, with findings “

Avudit outcomes

Total number of audits

Annexure
oufcomes.

1 to this report lists all auditees with their current and prior year oudit

1 In the case of 36 auditees, the audit opinion was expressed on the consolidated financial statements of the
municipalifies concerned and municipal entities under their control.
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The urgency of interventions required at auditees whose financial statements were subject to qualified, adverse or disclaimed opinions is apparent.

The following figure gives an indication of the extent of internal control weaknesses still fo be addressed by the 156 auditees that received financially unqualified audit
reports but with findings on predetermined objectives and/or compliance with laws and regulations.

Figure 1: Extent of remaining challenges faced by auditees that received financially unqualified audit reports with findings

Financially unqualified - PDO findings Financially unqualified - Compliance findings
83%
72%
67%
56%
38% 105 112
26%
22
Non-disdosure;’ explonations not Reported information Reported information is not reliable Procurement and contract management Unauthorised, irregular as well as fruitless Material misstatements in AFS correcied
provided* is not useful and wasteful expenditure during the audit

* Measures taken fo improve performance not disclosed and reasons for differences between planned and actual service delivery not explained.
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2.1.2  Movements in audit outcomes for the year under review

The following two figures analyse the overall movement in local government audit
oufcomes between the current and previous financial year.

Figure 2: Movements in overall audit outcomes

Movements in audit outcomes from 2009-10

Total auditees iRt

Audit opinion | Improvement Unchanged Regressed New auditees audits prior
reported on AR

year opinion

Financially
unqualified with no
findings

Financially
unqualified with # 120 &
findings
Qualified, with
findings

Adverse/

Disclaimed, with 1 65 18
findings
43
4 300 (31 + 1A2

outstanding
from 2009-10)

Figure 3: Movements in findings on predetermined objectives and compliance with
laws and regulations

Movements from 2009-10 in number of auditees with findings

Unchunged

Type of findings Improvement Regressed
i : ¢ m With no findings :
Reporting on
predetermined objectives

Compliance with laws and
regulations
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The table below provides a summary of the progress made by provinces towards obtaining clean audit reports. It reflects the specific progress made towards financially
unqualified audits — an important but not final milestone fowards clean audits.

Table 3: Progress made by provinces towards obtaining clean audit reports for all auditees

Provinces

Progress towards financially
unqualified

Direction of

movement
from 2009-
10 financially
unqualified

Summary of movement in audit outcomes
2010-11 results

Clean audit reports: Joe Gqabi Economic Development Agency

The province recorded a marginal improvement of 11% towards financially unqualified audit reports. Had there not been eight regressions there would have been a net
improvement of 29% in the audit outcomes, which raises concerns regarding sustainability of improvements. Only a small municipal entity with limited fransactions,
reported on for the first time during the year under review, received a clean audit.

Free Stafe

Clean audit reports: Fezile Dabi District Municipality Trust

A dormant trust received the first clean audit report in the Free State. All five district municipalities, one local municipality and one municipal entity received financially
unqualified reports with other findings. Three municipalities and two municipal entities were qualified, one local municipality received an adverse opinion and opinions
on 12 municipalities (including the metro) and one municipal entity were disclaimed. While four auditees had improved their audit outcomes from the previous year,
overall, 73% of municipalities and 50% of municipal entities failed to obtain financially unqualified audit reports. Thirteen municipalities did not move away from
disclaimed or adverse opinion.

Gauteng

Clean avdit reports: Johanneshurg Civic Theatre and Johannesburg Social Housing Company

Overall, there were regressions in the audit outcomes. One municipality that had a clean audit outcome in the previous year regressed to being financially unqualified
with findings and three municipalities and five municipal entities regressed. The only improvements came from five municipal entities. Two municipal entifies maintained
their clean audit outcomes. There were no adverse or disclaimed opinions.

o KwaZulv-
Natal

Clean avdit reports: eMadlageni Municipality, Richmond Municipality, Umdoni Municipality, Umtshezi Municipality and Umzinyathi District Municipality

I total, 10 improvements were recorded in KwaZulu-Natal. Five municipalities received clean audit reports. Forty-seven municipalities and seven municipal entities
received financially unqualified audit opinions with findings, while seven municipalities received qualified audit opinions. One disclaimer and one adverse opinion were
recorded for the province. The province recorded six regressions, of which five municipalities had been financially ungualified in the previous financial year.

Limpopo

Clean avdit reports: Fetakgomo Municipality and Waterberg District Municipality

Overall there were regressions in the audit outcomes. One municipality managed to sustain its clean audit opinion and one improved to move into this audit category.
Two municipalities that had received disclaimers in the prior year improved to qualifications due fo the assistance provided by consultants.

The audit outcomes of six municipalities and one municipal entity regressed. Seventeen municipalities and one municipal entity maintained their audit opinions. Overall,
82% (2009-10: 69%) of the auditees in Limpopo had modified audit opinions for the year under review.
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Progress towards financially
unqualified

Direction of
movement
from 2009-
10 financially
unqualified
reports

Summary of movement in audit outcomes
2010-11 results

municipalities received unqualified audit opinions with findings while three municipalities received qualified audit opinions. Two of these municipalities improved their
audit outcome from a disclaimer of opinion fo a qualified opinion. Six municipalifies received disclaimers of opinion. Four of these municipalities failed to improve their
disclaimer of opinion. Two municipalities regressed from qualified, and financially unqualified with findings respectively, to a disclaimer of opinion.

Clean avdit reports: Ehlanzeni District Municipality, Gert Sibande District Municipality, Steve Tshwete Municipality and Victor Khanye Municipality
Moumd Overall there was no movement in the number of financially unqualified audit opinions. Four municipalities in the province received clean audit reports. Seven
pumalanga

regressed. The audit outcomes of 14 (67%) municipalities remained unchanged. Overall, the stafistics on audit outcomes reflect that the province has stagnated.

None of the 11 auditees whose audits were finalised before the cut-off of 31 January 2012 for this report, received clean audit reports. As a result of the late
submission of financial statements, only 39% (nine municipalities and two municipal entifies) of the auditees in the North West are reported on. With respect to
& North West

Northern None of the 21 municipalities reported on received clean audit reports. Eight (38%) municipalities received unqualified opinions with other findings. Five (24%)
e municipalities received qualified opinions and eight (38%) municipalities received disclaimers of opinion. Four (19%) municipalities improved and three (14%)

previous years, nine audits for 2009-10 and one for 2008-09 remain incomplete.
Of the 11 audits that were complefed three obtained financially unqualified opinions with other findings, three were qualified and five received a disclaimer of opinion,
which were recurring.

entifies regressed from clean audit outcomes to financially unqualified with findings. The overall audit outcomes remained unchanged.

i 7{ - Clean avdit reports: Swartland Municipality and West Coast District Municipality
bs W Western
R Cape Two municipalities in the province achieved clean audit outcomes and three others improved to financially unqualified with findings. The metro and one of its municipal

. Financially unqualified with no findings Financially unqualified with findings . Financially qualified, adverse or disclaimed with findings
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Section 2.1.4 provides details of the provinces’ five-year progress towards
financially unqualified audit opinions.

Clean audit reports are only issued when financial statements are unqualified and
no audit findings have been raised in respect of either reporting on predetermined
objectives [PDO) or compliance with laws and regulations. The following table
provides a provincial analysis of findings on PDO and compliance Wifh%ows and
regulations.

Table 4: Provincial analysis of movements in PDO and/or compliance findings

n
©
=
B
=
=
a
@
-
=
a
“w

Total number
of audits
reported on

PDO findings

% Trend % Trend

Eastern Cape 74% 98% 0%

Xl

Free State 85%

Gauteng 52% 4%

KwaZulu-Natal 57%

Limpopo 93%
Mpumalanga 65%
Northern Cape 95%
North West 9%

Western Cape 74%

AL

Increase in findings Reduction/increase less than 5%

f Reduction in findings

‘
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Some provinces have clearly shown that a significant reduction in PDO findings is
indeed possible. The reduction in both PDO and compliance findings registered by
two of the provinces indicates that the leadership did not limit their focus to findings
related fo financial statements.

2.1.3  Status and outcomes of audits not finalised by 31 January 2012

As can be seen in the following figure, a tofal of 74 (20%) auditees were still
unable to meet the legal requirement for timely submission of financial statements,
with 53 (14%) in the case of performance reports.




Figure 4: Timely submission of financial statements and annual performance reports for audit

Annual financial statements (AFS) Annual performance reports

Performance report
submitted late
4%
AFS submitted on fime

80% AFS submitted lafe

Performance report
14%

submitted on time
86% Performance report still
» outstanding
AFS still outstanding 10%
6%
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Between 31 January 2012, the date set by the AGSA for inclusion of audit outcomes in the general report, and the time of this report, 20 {19 municipalities and one
municipal entity) further audits were finalised, but their outcomes are not included in the analysis contained in this report. This reduces the number of audits outstanding in
respect of the 2010-11 financial year to 23, of which 21 are municipalities.
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The audit outcomes of the 20 audits finalised since 31 January 2012 are depicted
below.

Table 5: Outcomes and movements of audits finalised after 31 January 2012

Total audits
Audit outcomes Improved Unchanged Regressed finalised after
31 January 2012

Financially unqualified with findings

Qualified, with findings

The net result of the completion of these audits is that the proportion of financially
unqualified audit reports for municipalities increased marginally from 45% (128) to

46% (130).

The following table depicts the reasons for the audits being outstanding at the date
of this report. The table further indicates the prior year's audit outcomes of these
outstanding audits.
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Table 6: Prior outcomes of audits outstanding at the date of this report
(applicable provinces)

Reason not finalised
Number of
. AFS Late
auditees not yet | receipt of éd\/le{se/(j
received AFS ROUE

Municipalities

Audit outcome of audit last finalised

Financially

unqualified Audits
withno | outstanding
findings

Financially
unqualified
with findings

Qualified

Free Stafe

Mpumalanga

Northern Cape

North West 2

Western Cape

Municipal entities

Free State 1

North West 1

L]
RN N N N TN N O O

Three of the outstanding audits in the North West are expected to be finalised by
July 2012. The expected date for finalising the audits of 10 auditees that had not
submitted their financial statements for audit could not be determined at the date of
this report.

No financial statements have been received for the Moretele Development
Agency in the North West since its establishment. The audits of three Northern
Cape auditees are expected to be finalised affer October 2012 due fo the late
submission.

2.1.4  Five-year progress towards producing unqualified financial statements

The five-year progress of local government towards producing unqualified financial
statements is depicted in the following figure, followed by a provincial analysis. The
target set by the Department of Cooperative Governance and Traditional Affairs

for the 2010-11 financial year, namely no adverse or disclaimed audit opinions



for local government, has not been achieved. It also appears unlikely that the
Operation clean audit 2012 milestone of ©0% financially unqualified audit reports
will be achieved by all provinces.

|
40%
0% i
33%
19%
1% 1%
2006-07 | 2007-08 2008-09 2009-10 2010-11 2012-2014
Doubled Stagnated
Financially unqualified Financially unqualified Financially qualified,
with no findings with findings adverse or disclaimed

Figure 6: Provinces’ five-year progress towards financially unqualified

audit opinions
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2.1.5 Impact of the most prevalent root causes on the current year’s

Our analysis has identified an opportunity to turn around the audit outcomes of
local government if (i) key positions are filled with officials who have the required

audit outcomes

minimum competencies and skills; (i) there are consequences for officials and
political leaders due to unsatisfactory audit outcomes and {iii) mayors and

councillors timeously respond to the AGSA's messages and fake ownership of the
implementation of key controls. The figure below depicts the impact of the most

prevalent root causes on the current year's audit outcomes.
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Figure 7: Impact of the most prevalent root causes on the current year’s
audit outcomes (municipalities only)

Overall

Audit not finalised at
legislated date

YEARS

1911-2011

2.2 Findings arising from the audit of financial statements

After providing the background to the audit of financial statements, this section of
the report:

* analyses the quality of financial statements submitted for audit (section 2.2.2)

* analyses frends in disclaimed, adverse or qualified audit opinions

Financially unqualified
" i fndings | 55% 58% 30% [section 2.2.3)
(out of 115) ;
® summarises the nature and causes of financial statement qualifications
Qualified [section 2.2.4)
(out of 53)
i * provides defails of assistance provided by consultants in connection with the
Adverse preparation of financial statements (section 2.2.5).
(outof 7)
Section 2.2.6 analyses root causes of findings and best practices and recommends
Disclaimer measures to address material misstatements (errors and omissions) in financial
{out of 55) statements on a sustainable basis.

2.2.1 Background to the audit of financial statements of municipalities and

municipal entities

(out of 40)
— — e The purpose of financial statements is to present the users with information
Officials in key positions do Lack of consequences for Slow response to the AGSA on the sfafe of financial affairs of the municipalities and municipal entities
not have the minimum poor performance and message and not taking lled by th . ial lso discl inf ) ired
compefencies and skills transgressions ownership of the key controlled by them. Financial statements also disclose information require
controls by the Municipal Finance Management Act, 2003 (Act No. 56 of 2003

(MFMA) to enhance transparency and accountability. This includes the
extent of unauthorised, irregular as well as fruitless and wasteful expenditure
incurred by auditees.

e |n order for the information in the financial statements to be relevant,
reliable, comparable and understandable, all auditees are required to
prepare their financial statements in accordance with the Standards of
generally recognised accounting practice (GRAP).

e The purpose of the annual audit of the financial statements is to provide the
users with an opinion on whether the financial statements fairly present, in
all material respects, the financial position (statement of financial position)
and results of an auditee’s operations (statement of financial results) and
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cash flows for the period in accordance with GRAP and the requirements
of the MFMA.. The audit provides the users with assurance on the degree to
which the financial statements are reliable and credible.

2.2.2  Quadlity of the financial statements submitted for audit

As in prior years, many auditees submitted financial statements that contained
material misstatements in one or more areas. Only 26 (9% auditees submitted
financial statements that required no material adjustments, compared to 49 (15%)
auditees in the prior year.

®  One hundred and forty-seven (49%) auditees were able to achieve a
financially unqualified audit outcome because they used the opportunity
provided by the AGSA to correct all misstatements identified during the
audit.

®  Some auditees were not willing and/or able to correct all the misstatements
and therefore could not avoid the qualification of their financial statements.

The non- or partial correction by auditees of misstatements was primarily due fo
the unavailability of information or documentation required to determine the correct
amounts that should be reflected in the financial statements.

The extent of material misstatements in financial statements submitted for audit for the
year under review is depicted in the following figure.

Figure 8: Material misstatements in financial statements submitted for audit

2010-11: 100% = 300

None corrected
41 (13%)

All corrected
147 (49%) oot
No material
misstatements
26 (9%)

2009-10: 100% = 328

None corrected
84 (26%)

No material
misstatements
49 (15%)

Al corrected
120 (36%)
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Disclaimed, adverse or qualified audit opinions resulted from misstatements that
were either not corrected or only partially corrected in the financial statements of
127 (37%) auditees, as depicted in the following figure.

Figure 9: The effects on audit outcomes of management correcting material
misstatements in financial statements during the audit

2010-11 = 300 completed (2009-10 = 328)
45% 45% /
37%
17
140
86 75
5% 5%
| sl |16
2010-11 | 2009-10 | 2010-11 | 2009-10 | 2010-11 2009-10
Financially unqualified with no findings | Financially unqualified with findings | Disclaimer, adverse or qualified
®No material misstatements corrected during the audit I Some material misstatements corrected during audit
I All material misstatements corrected during audit ¥ Financial statements that had no material misstatements

e A history of material adjustments (excluding adjustments for unauthorised,
iregular or fruitless and wasteful expenditure) made during each annual
audit in areas that do not require significant technical interpretation of the
accounting standards or difficult estimations, resulted in non-compliance
with the MFMA being reported in the audit reports of 231 (77%) auditees.
Section 2.4 provides further defails.

e The foct that auditees were able to make these material adjustments
during the audit points fo a situation where financial statements are being
submitted simply to meet the legislated deadline, while auditees continue
fo rely on the audit process to identify material errors and omissions in the
financial statements.

CONSOLIDATED GENERAL REPORT ON THE AUDIT OUTCOMES OF

e Reliance on the auditors fo identify corrections to be made fo the financial
statements in order fo obfain an unqualified audit opinion is not a practice
that should be encouraged and these unqualified opinions may therefore
not be sustainable.

2.2.3 Disclaimed, adverse or qualified audit opinions for the year under review
The following figure depicts the areas that were materially misstated [i.e. ‘incorrect’)

in the financial statements of the 127 auditees (2009-10: 159) that received
disclaimed, adverse or qualified audit opinions.

In order to avoid a possible disfortion in the comparative figures, the prevalence
of previous qualifications in audits outstanding is also depicted. The overall lack of
progress in remedying the defects of the prior year's financial statements is evident.

Figure 10: Transversal areas of financial statement qualifications

2010-11: 100% = 300 completed audits

Statement of financial results for the
year not fairly presented (misstated)

Statement of financial posifion at June 2011
not fairly presented (misstated)

45
7l

1%

9%
(87)

Other Unauthorised,
Non-current Current Liabilities disclosure Revenue Expenditure irregular as
el ossels ifems well as
fruitless and
wasteful
expenditure

M Auditees qualified in 2010-11 & Auditees qualified in 2009-10 1 Audits outstanding (Qualified in previous financial year)




The table that follows further depicts the progress made by auditees, or lack
thereof, in addressing their financial statement qualifications of the prior year. Only
completed audits are depicted.

Table 7: Progress made by auditees in addressing financial statement
qualifications of the prior year

Areas of financial statement qualifications

Statement of financial results

Statement of financial position

Current year’s
movement

“n
New qualifications 21 24 22 28 16 18 29

Misstated in 2010-11 AFS 32% 28%

29 25 26 29 25 22 Al
176 182 182 187 197 206 192

As is evident from the above table, little overall progress had been made in
addressing areas of financial statement qualifications for the prior year. New
qualifications indicate that accounting processes and procedures had not been fully
embedded at some auditees af the previous financial yearend.

Non-current

Current assets
Liabilities
Oiher. disclosure
,LF&W
expenditure

2.2.4 Nature and causes of financial statement qualifications

Depicted next are movements in the most prevalent defailed areas of qualification.
At this detailed level the overall lack of progress is also evident.

Figure 11: Most prevalent detailed areas of financial statement qualification

Statement of financial results
not fairly presented (misstated)

Statement of financial position
not fairly presented (misstated)

48%
Property, Receivables  Payables, accruals  Taxes Confingent Revenue Irregular
infrastructure, and borrowings ~ and VAT liabilities and expenditure -
plant and commitments SCM
equipment
& Prior year's qualification addressed - “I New qualification H Repeat
Fairly stated in current year AFS qualification

The tables that follow provide additional defail on the account balances most
commonly misstated in the financial statfements of completed audits and the reasons

for these qualifications.
Improved
f Less than 5% chunge
prior year

Property, infrastructure, plont and equipment 31% -3% 34%

Investment property 14% 3% 11%

Legend?

Non-current assets
Qualification area
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Non-current assets remained a major area in which the financial statements of
95 (32%) auditees [2009-10: 121 (37%)] were qualified. Common reasons for the
qualifications included the following:

®  The residual values and useful lives of non-current assets were not reviewed
and adjusted in auditees' financial statements where necessary in
accordance with GRAP 17, Property, plant and equipment.

®  The carrying value of non-current assefs was not correctly accounted for in
accordance with GRAP 17, Property, plant and equipment following the
expiry of the fransitional provisions in this regard.

e Supporting documentation was unavailable to substantiate the values at
which assets were recorded in financial statements.

e Fixed asset registers were incomplete and not updated with acquisitions,
disposals or scrappings, which resulted in the inability fo confirm the
existence, complefeness and valuation of the assets recorded in the

financial statements.
prior year

Receivables 30%

Cash and cash equivalents - % 16%

The number of municipalities whose financial statements were qualified in this
area decreased from 117 (36%) in 2009-10 to 93 (31%) in 2010-11. Common
reasons for the qualifications included the following:
e Sufficient appropriate evidence fo substantiate the assefs recorded was
not available.
e Reconciliations of the supporting ledgers to the financial statements were
not performed.
e Adequate information was not availoble to enable an assessment of the
recoverability of receivables.

Current assets
Qualification area
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Qualification area

Payables, accruals and borrowings - 1% 27%
Taxes and VAT - -2% 18%

The financial statements of 92 (31%) auditees were qualified [2009-10: 118
(36%)] in the area of liabilities. Common reasons for the qualifications included the
following:
e Sufficient appropriate evidence to substantiate recorded liabilities was not
available.
®  Reconciliations of the supporting ledgers to the financial statements were
not performed.
e VAT principles were applied incorrectly and there were material
unexplained differences between the VAT transactions accounted for and
the information furnished to the South African Revenue Service.

prior year

prior year

Other disclosure items
Qualification area

1% 18%

Cosh flow statement - 0% 14%
Other disclosures - 1% 12%

The 84 (28%) auditees [2009-10: 104 (32%)] whose financial statements were
qualified in this area constitute a minor decrease. Common reasons for the
qualifications included the following:
e Cash flow statements were not presented in accordance with GRAP 2,
Cash flow statements.
e liabilities were not valued and recognised in accordance with GRAP
19, Provisions, contingent liabilities and contingent assefs and IAS 19,
Employee benefits, especially with regard to rehabilitation of landfill sifes,
leave entitlement and postretirement benefits.

Contingent liabilities and commitments




Revenue
Qualification area

prior year

Revenue 25% A% 29%

Revenue - Transfer payments and grants 7% 1% 8%

Seventy-eight (26%) auditees were qualified [2009-10: 110 (34%)] in the area of
revenue. Common reasons for the qualifications included the following:

e Some auditees did not have adequate systems to ensure that all revenue
was recorded. For example, electricity and water mefer readings were not
recorded for all applicable properties.

e Sufficient appropriate evidence to support recorded revenue was not

available.
won | Mmoo
prior year

Expenditure 21% 3% 24%

Employee cost 13% -3% 16%
Expenditure - Transfer payments and grants 6% 1% 5%

The number of auditees qualified in the area of expenditure decreased from 98
(30%) in 2009-10 to 72 (24%) for the 2010-11 financial year. Common reasons
for the qualifications included the following:
e Audit evidence could not be obtained regarding the occurrence and
accuracy of overtime payments.
e leave captured on the systems could not be substantiated by adequate
supporting documentation.
Suspense accounts were not reconciled and cleared.
Infegration differences between salary sub-systems and the general ledger
were not followed up.

Expenditure
Qualification area

Unauthorised, irregular as well as fruitless
and wasteful expenditure

Qualification area

Irregular expenditure - SCM related 27% 2%

Unauthorised expenditure 11% w 26%
Fruitless and wasteful expenditure 9% % 15%

In the financial statements of 87 (29%) auditees [2009-10: 100 (30%)], the
disclosed unauthorised, irregular, and fruitless and wasteful expenditure was
misstated. The common reason for such misstatement is that auditees identify these
types of expenditure during the audit affer the financial statements have been
submitted. The amounts identified are then not disclosed, either because the full
extent of the misstatement cannot be determined or because auditees are unwilling
to make the disclosure.

Movement from prior 2009-10
year
% |

Annexure 1 to this report lists the audit outcomes of all auditees, indicating their
financial statement qualification areas.

2.2.5 Financial statement-related assistance provided by consultants

As in previous financial years, audifees confinued to engage consultants o assist
them with accountingrelated services and the preparation of yearend financial
statements. Of the 343 auditees analysed, 234 (68 %) were assisted by consultants
compared fo 74% in 2009-10. Based on the available information, the cost to
auditees of consultants/consultancies is estimated to have exceeded R295 million
(2009-10: R237 million) for the 2010-11 financial year, i.e. an average in excess
of R1,2 million per auditee. This excludes amounts spent by the National Treasury
and provincial freasuries and the Department of Cooperative Governance and
Traditional Affairs on consultants assigned fo assist municipalifies.

The following figure depicts the most common reasons why consultants were
engaged and the impact of their assistance, as a percentoge of the auditees that
used consultants. Vacancies in financial staff posts where assistance was sought
varied from zero to 15% in the various provinces. The reported extent of skills
transfer from consultants to municipal staff could not be independently verified, and
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therefore the reduction in reliance on consultants during future financial statement
preparations could also not be forecast.

Figure 12: Analysis of assistance provided by consultants

2010-11: 100% = 234 (2009-10: 100% = 242)
91%
86%
2010-11 2009-10 2010-11 2009-10 2010-11 2009-10 2010-11 2009-10
Lack of necessary Vacancies Reduction of material Transfer of skills
technical expertise misstatements
Reasons for using consultants Impact of assistance
provided by consultants

The reduction in material misstatements relates to account balances or amounts and
not fo financial statements as a whole. Consultants were therefore able to correct
parts of the financial statements that had been misstated in the previous financial
year, but were unable fo ensure that auditees progressed towards financially
unqualified audit opinions.

Not all improvements in audit outcomes (or lack of improvement) can be directly
affributed to the use of consultants, as the confracted scope of work varies from one
auditee fo the next. The audit outcomes of auditees where consultants were used
are depicted in the following figure.
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Figure 13: Audit outcomes of auditees where consultants were used

Auditees not assisted hy |

Audit opinions
consultants

Financially unqualified with
no findings (17)

Financially unqualified with
findings (156)

40% l

Qualified (62)

Adverse/ Disclaimed (65) 9

An analysis of the use of consultants and their impact on the current year's audit
outcomes resulted in the following conclusions:

e No vacancies existed in the finance departments of 9% of the auditees
that had enlisted the assistance of consultants. This indicates that although
vacant posts are filled, the skills of the incumbents are not adequate to
perform the duties for which they were employed.

e The skills level and experience of staff appointed in the finance department,
especially with regard to the compilation of financial statements that comply
with GRAP, are not adequate.

e Consultants are often appointed close to yearend and the dafa used by
or provided to consultants fo prepare the financial statementfs is often nof
reliable.

e Deficiencies in record keeping and the absence of processing and
reconciliation controls will continue to limit the ability of consultants to assist
with the preparation of financial statements that meet the standards of
GRAP.




Given the above, there are concerns regarding the ability of auditees o obtain
financially unqualified audit opinions in future audits if not assisted by consultants.

Auditees should have a sfrategy fo ensure that skills are transferred to municipal
staff. Contracts with consultants should include specific skills transfer clauses and not
be limited to assistance in correcting financial statements.

2.2.6 Root causes and best practice recommendations

The ability of auditees to produce financial statements that are free from material
misstatement is influenced by the existence of a sound sysfem of internal control.
The key drivers of these controls are classified under the fundamental principles of
(i) leadership; (ii) financial and performance management and [iii) governance.
More information on the specific drivers of infernal control, fogether with
recommendations, is provided in section 4 of this report.

The figure that follows indicates where deficiencies in the internal controls are
prevalent. After that, broad areas requiring attention from municipal leadership and
ways to address these deficiencies are outlined.

Figure 14: Assessment of key drivers of internal control over financial reporting

Effective leadership culture

Oversight responsibility

HR Management

Leadership

Policies and procedures

Action plans

IT governance

Proper record keeping

Processing and reconciling controls

Reporting

Compliance

Financial and performance management

IT Systems controls

Audit committees

Internal audit

Governance

Risk management

49%

34%

29%

34%

39%

23%

37%

26%

17%

25%

22%

35%

36%

28%

7% 29%
T 30%
33% 14%
7% 36%
3% 12%
36% 17%
3% %
3% 16%
% 33%
30% 3%

. 36%

¥ Good ™ Causing concern @ Intervention required

This assessment signifies that insufficient action has been taken to implement
the fundamental principles of infernal control. Identified root causes and good
practices, together with the recommended way forward, are summarised as

follows:
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Information and
processes relied on
by leadership

Performance
management and
skills acquisition

X

100

Identified root causes and way forward

The leadership, which includes the councillors and mayors, had not demonstrated a sufficient understanding
of their oversight functions and had not satisfied themselves that processes were implemented to ensure
that reported information was credible and reliable.

Way forward

*  Executive mayors and councils should insist on receiving monthly financial statements. They should
ensure that proper accounting records are being kept, that all fransactions are timeously processed
throughout the financial year and that key reconciliations are periodically prepared and the accuracy of
information is independently verified.

«  Leadership should demonstrate willingness and determination fo accept accountability for audit
outcomes and should establish standards of work that are understood by all staff and are monitored,
while deviations are fimeously addressed.

Many of the systems do not have the functionality to produce the information required to prepare GRAP-
compliant financial statements.

Way forward

This limitation should be addressed through modifications made by vendors or auditees acquiring new,/
supplementary systems in order fo provide the data in the required format and detail.

e There seems fo be a lack of willingness and defermination fo address the deficiencies identified by the
auditors.

e The impact of assistance provided by consultants, given the relatively small reduction in material
misstatements in financial statements submitted for audit and the low rate of skills transfer, raises
concerns regarding the sustainability of any improved audit outcomes achieved this year.

Way forward

e The leadership should assess the essential skills required and ensure that competent personnel are
employed fo perform the required activities. A system of performance assessment that includes
consequences due to non-performance should be developed. Policies and procedures should be

implemented which reflect expectations and hold individuals accountable. This should include incentives

and rewards for good performance.
e The overreliance on consultants is not cost-effective in the long term and a deliberate strategy is
required fo ensure that skills are transferred to the municipal staff,

Daily and monthly accounting and reconciling routines are absent af many auditees and it appears os if o
qualified audit opinion on the financial statements has become acceptable to the leadership as being the
norm.

Way forward

Leadership should satisfy themselves that qualifications raised in audit reports receive sufficient attention and

that specific target dates sef for their resolution are met.
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Identified root causes and way forward

The internal confrol monitoring mechanisms of the audit committee and internal audit are not functioning
optimally, as many conrol weaknesses are only uncovered during the audit of the financial stafements.

(e Woy forward
committees and |8

Ongoing evaluations and monitoring should be performed to ensure that controls are in place and
functioning.

*  Any deficiencies identified should be communicated to the relevant parties, while commitments to
address these should be time bound and include specific responsibiliies.

internal audit

2.3 Findings arising from the audit of reporting against
predetermined objectives

The Public Audit Act, 2004 [Act No. 25 of 2004) (PAA) requires auditors of public
sector entities to audit annually the reported information relafing to the performance
of the auditees against their PDOs.

This section of the general report presents findings arising from the audits as follows:

e The background to performance information and PDOs and the approach
followed in the auditing thereof are included in sections 2.3.1 and 2.3.2
below.

®  The outcomes of these audits are presented and analysed in sections 2.3.3
and 2.3.4.

e Section 2.3.5 assesses the drivers of internal control at auditees as they
relate to reporting against PDOs and presents the root causes of the
findings and the way forward.

2.3.1 Background to performance information and PDOs

Performance information is essential to inform the public and oversight bodies as

to whether municipalities and their municipal entities are delivering services to
communities. Performance should be compared against strategic plans and budgets
fo alert those charged with governance fo areas where corrective action is required.
Further, performance information facilitates effective accountability, enabling
legislators, members of the public and other inferested parties to track progress,
identify the scope for improvement in service delivery and better understand issues
in this regard. The planning, budgeting and reporting cycle for local government is
depicted in the figure below.




Figure 15: The planning, budgeting and reporting cycle

Oversight

by municipal council

>

Policy document

‘ Identify desired impacts

Strategic planning

Assess and adjust Specify performance indicators

Insfitution
End-year reporting Municipalities and
municipal entities L

Operational planning and budgeting I

Monitor and take corrective action Implementation and Sef targets and allocate resources

in-year reporting

Figure 16: Legislative requirements relating to planning, budgeting assessment
and performance management

Budgeting assessment and

performance maunagement

s

Performance information indicates how well government institutions are performing
against strategic objectives. In the case of local government, strategic objectives
indicate what a municipality and its municipal entities infend fo deliver in terms of
services fo fulfil their legislated mandate.

In terms of legislation, the strategy of a municipality and its municipal entities
should be included in a five-year integrated development plan (IDP). The annual
performance indicafors and fargets that a municipality and its municipal enfities aim
fo achieve in pursuit of the strategic objectives in the IDP are included in the annual
service delivery and budget improvement plan (SDBIP). Performance indicators

and targets are used to track and measure performance in relation to the strategic
objectives. legislation further requires municipalities and their municipal entities to
report against their PDOs (service delivery) and to submit such annual performance
reports for auditing, together with the annual financial statements. Key elements of
the legislative requirements are depicted below.

MS$A section 25

Each municipal coundil must adopt a single, inclusive and strategic plon

for the development of the municipality which:

-links, integrates and coordinates plans (i.e. nafional, provincial and
ofher organs of the sfate)

- aligns the resources and capacity of the municipality and

- forms the policy framework and general basis for annual budgefs.

MS$A section 26

An integrated development plan (IDP) must reflect, amongst others,
the municipal counail's vision for its long-erm development, an
assessment of the existing level of development, the counci's
development pririties and objectives for the elected term and its key
performance indicators and performance targefs.

M$A section 27

Fach district municipality must adopt  framework for integrated
development planning which binds both the district municipality and
the local municipalities in the area of the district municipality.

MS$A sections 30 and 31

The executive committee or execufive mayor must manage the
drafting of the IDP, assign responsibiliies and submit the draft plan fo
the municipal counl for adoption. The MEC for local government may
monitor the process followed by o municipality to draft its IDP and may
assist o municipality.

MSA sections 35 and 36

An IDP is the principal sfrategic planning instrument which guides ond
informs all planning, development and decisions. A municipality must
give effect o ts IDP and conduct ifs affairs accordingly.

Budgeting assessment

MFMA section 17
The annual budget must be tabled with the measurable performance
objectives for revenue taking info account the municipality's IDP.

MFMA section 24

The municipal coundil must approve the annual budget together with
the measurable performance objectives for revenue from each source
and for each vote in the budget os wel as approving any changes to
the IDP if necessary.

MFMA section 72
The accounting officer must assess (by 25 January of each year) the
performance of the municipality during the first half of the financial
year, considering:
- the municipality's service delivery performance and senvice
delivery targets and performance indicators os per the SDBIP and
- the performance of every municipal entity under the sole or shared
control of the municipality.

Performance management

MS$A sections 38, 39 and 40

A municipality must establish a performance management system

that is:

- best suited to ifs circumstances and

-in line with the priorities, objectives, indicators and forgefs
containgd in its IDP.

The executive committee or executive mayor must assign
responsibiliies regarding the performance management sysfem o the
municipal manager.

A municipality must establish mechanisms to monitor and review its
performance management sysfem.
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Figure 17: Legislative requirements relating to performance PDO findings are classified under the main audit areas of usefulness and reliability.
(service delivery) reporting

MFMA - section 121(3)(c) MFMA - section 121(4)(d)

The audit focused on whether there was consistency of objectives, indicators and
targets between planning and reporfing documents, and whether indicators/

measures related logically and directly to an aspect of the insfitution’s mandate and
the realisation of strategic goals and objectives. Auditing further focused on whether
indicators and targets were measurable (i.e. that targets were specific, measurable and
time bound and indicators/measures were well defined and verifiable).

Usefulness

The annual report of a municipal entity must include an assessment by : sl :
The annual report of @ municipality must indlude the annual the entity's accounting officer of the entity's performance against any Audit work focused on re|l(]b||ll'y, Whe.re source do?umentmlon felevant fo reponed .
performance report of the municipality prepared by the municipality in measurable performance objectives set in terms of the sevice delivery performunce was assessed fo determine whether it odequutely reflected the facts (i.e.
terms of section 46 of the Local Government Municipal Systems Act. agreement or other ogreem?Ir]\lt":)iiiT;\:]Tﬁ;l the entity and its parent whether it was V[]"d, accurate and complere).
2.3.3 Summary and movements in the number of auditees with findings arisin
Y 9 9
2.3.2 Overview of the AGSA’s approach to the audit of predetermined from the audit of PDOs
objectives
I As depicted in the following figure, the provinces where the number of auditees
The audit of PDOs is defined as an annual audit of reported actual performance with PDO findings had increased are Limpopo and the Northern Cape. All other
40 against predetermined objectives. This is executed as an integral part of the annual provinces showed a reduction except for Gauteng, which had the same population
regularity audit, confirming compliance with applicable laws and regulations as of auditees with findings as for the 2009-10 financial year.
well as the usefulness and reliability of the reported performance information as ‘ Coudi g . ' '
published in the annual performance reports of municipalities and their municipal /V\ovemgm‘s " the number of auditees with |nd|n'gs on their reporting against PDOs
entities. for the financial year ended June 2011 are depicted in the figure below, followed

by a provincial analysis.
The AGSA has been gradually phasing in the audit of PDOs since the 2005-
06 financial year, explaining to leaders within all spheres of government the
importance of lending credibility to published service delivery information by
auditing it. Since the 2009-10 financial year, a separate audit conclusion,
based on the results of the audit of PDOs, has been included in the management
report. However, these conclusions have not yet been elevated fo the level of the
audit report.

LOCAL GOVERNMENT 2010-11




Figure 18: Overall movements in number of auditees with findings on
predetermined objectives [300 auditees reported on (2009-10: 328)]

2010-11 30% (90)

2009-10 15% (50)

85% (278)

70% (210)

- Auditees with no PDO findings

- Auditees with PDO findings

Table 8: Provincial trends of number of auditees with PDO findings

| - | [ 4D

Movement from prior year

Wit W= Wl
6U

| e
KwaZulu-Natal Mpumalanga

Improved Less than 5% change
Regressed

Progress, or the lack thereof, by auditees in addressing prior year findings on PDOs
is depicted in the following figure.
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Figure 19: Overall trends in findings on reporting on PDOs

Non-compliance Usefulness Reliability
30% 6% G2
TR TG 2010-11: 127
2010-11: 167 AULE 2009-10: 127
2009-10; 237 2002,10:1160

A provincial analysis of the findings categories is presented in the following figure.

Figure 20: Provincial analysis of the number of auditees with findings on reporting
against PDOs

Eastern Cape

42

Free State
Gauteng
KwaZulu-Natal
Limpopo
Mpumalanga

Northern Cape

North West

18% |

Western Cape

& Non-compliance with regulatory requirements ™ Reported information is not useful “ Reported information is not reliable
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2.3.4 Detailed analysis of findings relating to PDOs

Findings relating o auditees’ reporting against PDOs are analysed below.
The percentages reflect those auditees with findings arising from the audit of
performance against PDOs, based on the fotal number of audits completed by

31 January 2012.
Details of specific findings are as follows:

Annual performance report not received in time for audit purposes

Auditees are required to submit their performance report for auditing by 31 August
annually. Twenty-six [11%) municipalities and nine (16%) municipal entities did not
submit their reports in time for audit.

Fifty-two per cent of auditees in the Northern Cape did not submit their performance
information for auditing. The non-submission rate for all other provinces is below
10% except for the Free State (20%), KwaZulu-Natal (10%), Limpopo (13%) and
Mpumalanga (15%).

Non-compliance with legislation

The legislative requirements as detailed in section 2.3.1 were not complied

with by all auditees. The most prevalent finding was the lack of adoption and
implementation of a performance management system at 37% of auditees. There
were no mid-year budget and performance assessments at 30% of auditees and
20% of auditees did not report in their annual performance report on performance
against predefermined objectives, indicators and fargets. Thirty per cent of
municipalities did nof disclose in the annual performance report the measures taken
fo improve performance. Of great concern is that a performance audit committee
was not in place at 27% of auditees and at 20% their performance audit committee
did not function in the manner prescribed in legislation. Further to this, internal audit
at 37% of auditees did not audit performance measures.

Usefulness of reported information

The usefulness of reported information is measured against the criferia of relevance
and measurability. The most prevalent finding on consistency was that the reported
information of 46% of auditees was not consistent with planned objectives,

indicators and fargets. In terms of measurability, planned performance targets were




not specific (32%), measurable (21%) and time bound (26%). At 33% of auditees it
was also found that the planned indicators/measures were not well defined.

Reliability of reported information

The reliability of the information in the annual performance report was fested to
assess its validity, accuracy and complefeness. The most prevalent findings were
that the information was not complete (39%) and at 24% of auditees there was no
supporting documentation.

2.3.5 Root causes and best practice recommendations

The ability of auditees to meet the legislated requirements and satisfy the prescribed
criteria related to reporting on PDOs (service delivery) is influenced by the existence
of a sound system of internal control. The key drivers of these controls are classified
under the fundamental principles of (i) leadership; (ii) financial and performance
management and (iii) governance. More information on the specific drivers of
internal control, together with recommendations, is provided in section 4 of this
report.

The figure below shows where there were deficiencies in the internal controls over
performance information. After that broad areas requiring attention from municipal
leadership and ways fo address these deficiencies are outlined.

Figure 21: Assessment of drivers of internal control — reporting against PDOs

Effective leadership culture

Oversight responsibility

HR Management

Leadership

Policies and procedures

Action plans

IT governance

Proper record keeping

Processing and reconciling controls

Reporting

Compliance

Financial and performance management

IT Systems controls

Audit committees

Internal audit

Governance

Risk management

47%

26%

2%

33%

32%

25%

3%

3%

19%

2M%

24%

33%

29%

30%

ME. 30%

TN — 49%
35% 38%
30% ’ 37%
8% , 40%
31% 1 44%
AR 36%
26% 1%
% 54%
32% 17%
3% 45%
29% 38%
3% 40%

o 38%

®Good ™ Causing concern ™ Infervention required

The best practices implemented by those municipalities that did not have findings
included preparing regular performance reports that were subjected to credibility
assessments by the audit committee and internal audit unit; implementing the
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recommendations of these governance structures and holding officials accountable This assessment reveals that insufficient action had been taken to implement
for the quality of their performance reports. the fundamental principles of infernal control. Identified root causes and good
practices, together with the way forward, are summarised as follows.

m Identified root causes and way forward

Councillors, mayors and municipal managers have not demonstrated a proper understanding of
their responsibility relating to service delivery planning, measuring and reporting, while reporting
on performance is still viewed only as a year-end reporting requirement that must be safisfied.

Reporting against PDOs remains one of the challenges in achieving clean audit
opinions. A fofal of 210 (70%) auditees had findings on PDOs and as the AGSA
will be expressing an audit opinion in the near future, auditees need to ensure
that adequate performance reporting systems are in place and that sfaff have the
necessary skills and training to report sufficiently against PDOs. Another important
matter fo attend o is the lack of effective record or document management systems
that generate corroborating evidence for actual performance reported. The main
weaknesses in reporting against PDOs relate to the usefulness and reliability of
information.

Instances still occur where annual performance reports are completed merely for compliance
purposes, while the council does not obtain the necessary assurance that these reports are
credible. Mid-year budget and performance assessments are not performed, or the results of such
assessments are not reported to relevant parties.

s Many auditees” organisafional structures have not been aligned fo meet the requirements of

OREeReyR PO reporting, and auditees are nof staffed with appropriately skilled personnel, resulfing in o

IOl lack of capacity for key activities that include the following:
reporting *  Preparation of planning documents which contain useful performance measures that can be
measured.

*  Design and implementation of systems and processes to collect, summarise and collate
information about actual performance.

*  Preparation of accurate performance reports and monitoring of reported performance.

Way forward:

*  Organisational structures should be aligned to ensure adequate performance planning,
management and reporting.

e Adequate capacity should be established within IDP offices with the required budgetary
allocation.

44
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m Identified root causes and way forward m Identified root causes and way forward

Performance
management and
skills acquisition

Many auditees lack manual or computerised systems and processes fo ensure that actual
reported performance is reconciled o supporting documentation and reviewed and approved by
designated officials. Also absent are internal policies and procedures for determining objectives,
indicators and targets and reporting against them.

Way forward:

e The requirements of performance management systems should be properly documented
and communicated, including the roles and responsibilities of officials who collect, collate,
compile, file, review and report PDO information.

e Performance management systems should be reviewed and monitored to ensure that the
service delivery information is valid, accurate and complete and supported by credible
documentation.

*  (entralised document management systems should be implemented to ensure that reports

and other evidence to substantiate reporfed performance are appropriately filed and stored.

These should be easily refrievable to substantiate the reporfed performance and should be
readily available for audit purposes.

Officials are not adequately trained in respect of performance management pracices, systems
and reporting on PDOs to ensure a sound understanding of statutory requirements and relevant
frameworks issued.

Way forward
e Prioritising the improvement of the skills and competence of those who occupy critical

performance management posifions.

e Ensuring that performance contracts are aligned fo the IDP and implemented and that poor
performance is dealt with.

e Determining training needs or skills shortages within the municipality and addressing these
through training interventions and focused recruitment.

Monitoring of the reported information by the leadership and governance structures was
lacking. In many cases the relevant audit committees (or performance audit committee) and
internal audit units did not review the performance reports on a quarterly basis to verify that
the submitted reports were credible and supported by valid, accurate and complete source
documentation. Performance of the auditees was not monitored in-year to ensure that corrective
action could be taken within the year. This included the mid-year budget and performance
assessment and review by internal audit and audit committees of performance management
processes and reporting.

Way forward
e Internal audit units should conduct quarterly reviews of the reporfed performance

information and confirm the existence of supporting documentation.

o Risks relafing to PDO reporting should be included in risk management strategies and annual
internal audit coverage plans.

o Audit committees should include experienced members with a full understanding of reporting
against predetermined objectives.

2.4 Findings arising from the audit of compliance with laws
and regulations

The PAA requires auditors of public sector entities to audit, on an annual basis,
compliance with laws and regulations applicable to financial matters, financial
management and other related matters.

®  An overview of the audit approach for compliance with laws and
regulations is provided in section 2.4.1.

®  The level of identified material non-compliance and overall trends are
analysed in section 2.4.2.
Section 2.4.3 analyses the nature of fransversal non-compliance findings.
A summary of findings arising from auditing supply chain management

(SCM, an AGSA-specific focus area, is presented in section 2.4.4.

An analysis of unauthorised, irregular as well as fruitless and wasteful expenditure
incurred by audifees in contravention of legislation appears in secfion 2.4.5.
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Section 2.4.6 provides an assessment of the drivers of internal control at auditees
as they relate to compliance with laws and regulations. The root causes of non-
compliance as well as the recommended way forward are also analysed in that
section.

2.4.1 Overview of the AGSA’s approach to the audit of compliance with laws

and regulations

Laws and regulations set out the activities that the public sector must perform in
serving the citizens and stipulate any limits or restrictions on such activities, the
overall objectives to be achieved and how the due process rights of individual
citizens are to be protected. Local government auditees are subject to legislation
such as the Municipal Finance Management Act [IMFMA| and the Municipal
Systems Act, 2000 [Act No. 32 of 2000) (MSA|, of which the obijectives are
proper financial and performance management, transparency, accountability,
stewardship and good governance.

The procedures performed fo obtain evidence that auditees had complied with
applicable laws and regulations were limited to the following focus areas:

B Annual financial statements, performance report and annual report B asset
management M audit committees M budgets B expenditure management M infernal
audit M revenue management M strategic planning and performance management
B transfer of funds and conditional grants M procurement and confract management
B human resource management and compensation.

Although compliance in most of the specified areas had been audited in previous
financial years, the scope and extent of coverage increased for the year under
review in accordance with the phased approach.

2.4.2  Overall trends in the level of material non-compliance reported

As depicted below, findings on material non-compliance with laws and regulations
were raised in the audit reports of 278 auditees (93%) [2009-10: 303 auditees

(92%)]. This represents an increase compared to the prior year.

The results of the 43 audits outstanding at 31 January 2012 are, however, not
included in the analysis. These audits were outstanding as a result of late submission
of financial statements, which is considered to be material non-compliance with the
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MFMA. It is projected that the actual rafe of material non-compliance is 94% (321
auditees).

Figure 22: Analysis of material non-compliance findings

Auditees with findings on compliance - 278 (93%)

Number of auditees with findings

—

/f
137 (46%)

Auditees with no findings on compliance - 22 (7%)

Number of auditees with findings relating to:
Unauthorised, irregular as well as fruitless and wasteful expenditure (253)
[ Submitted financial statements required material adjustments (231)
[ Procurement and contract management (211)
I Other expenditure management findings (137)
I Strategic planning and performance management (130)
Audit committees (120)
Other financial statement, performance report and annual report findings (116)
Budgets (114)
[ Other areas of non-compliance (113)




A provincial analysis of the prevalence and trends in non-compliance findings is
presented in the following table. The majority of provinces showed no significant
changes, with deferioration in Gauteng and the VWestern Cape.

Table 9: Provincial trends in the number of auditees with non-compliance findings

| e

KwaZulu-Natal Mpumulungu

100% 100% 93%
Western
Cape

Further deferioration - No significant reduction -

2.4.3 Nature of transversal findings on non-compliance with laws and
regulations

Limpopo

Northern Cape

The following figure depicts the areas of material non-compliance, as reported in
the audit reports, which were most prevalent at auditees overall for the year under
review. As the focus areas and legislative requirements audited for the 2010-11
financial year differ from those of the previous year, no comparison is made with
the prior year.

Figure 23: Transversal reported areas of material non-compliance

Al quditees: 100% = 300

Unauthorised, irregular, and fruitless and
wasteful expenditure
Submitted financial statements required
material adjustments

84%

1%

Procurement and contract management

Other expenditure management findings

Strategic planning and performance
management |

Audit committees 120 40%

Other annual financial statement, performance

0,
report and annual report findings L3

Budgets 38%

Other areas of non-compliance 113 | 38%

The table that follows analyses the auditees with significant non-compliance findings
across the provinces.
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Table 10: Transversal areas of material non-compliance per province

Other annual
financial
statement,
performance
report and
annual report
findings

Submitted

financial Other

expenditure

management
findings

Unavuthorised,
irregular
as well as
fruitless and
wasteful
expenditure

Strategic
planning and
performance | committees
management

Procurement
and contract
management

statements
required
material

adjustments

Budgets

Northern Cape

I T T T T
s -------

Western Cape %

Annexure 1

fo this report lists all auditees where material non-compliance was
reporfed in one or more of the AGSA's compliance focus areas. Transversal non-
compliance findings relating to the AGSA's compliance focus areas are defailed
below, except for the following:

e The findings on strategic planning and performance management and other
PDO-related non-compliance are analysed in section 2.3 (PDO reporting).
®  Procurement and contract management (SCM\) findings are analysed in

sections 2.4.4 and 3.

CONSOLIDATED GENERAL REPORT ON THE AUDIT OUTCOMES OF

Expenditure management — including unauthorised, irreqular and fruitless and

wasteful expenditure

The most prevalent non-compliance finding was that accounting officers did nof take
reasonable steps to prevent unauthorised, irregular, and/or fruitless and wasteful
expenditure at 253 auditees (84%). Section 2.4.5 provides more detail on the
findings and the extent and nature of this expenditure.

Other non-compliance findings relating fo expenditure management were identified
at 137 [46%) auditees. The most significant of these findings at 118 (39%) auditees
was the inability of auditees to pay their creditors within the prescribed 30 days
after receipt of the invoice or statement. The lafe payment is a recurring finding that
was also reported in the prior year at 109 (46%) auditees. There has been litlle
improvement in this regard.

The primary reason for the late payment relates to cash flow constraints experienced
by auditees, which cause them to prioritise those payments that are possible with
the available funds. Many auditees do not have systems and processes in place

fo frack the ageing of invoices to ensure that payments are made to suppliers

within 30 days of receipt. The late payments put pressure on small and medium
enferprises, in particular, and lead to service providers not wanting to do business
with local government, which in turn could have a negative impact on service
delivery. A further consequence s fruiless and wasteful expenditure as a result of
inferest and/or penalties levied on overdue accounts as detailed in section 2.4.5.

Annual financial statements, performance report and annual report — including
submitted financial statements requiring material adjustments

The MFMA directs that annual financial stafements must be prepared which fairly
present the state of affairs of the auditee, its performance against ifs budget, ifs
management of revenue, expenditure, assets and liabilities, ifs business activities,
its financial results and its financial position as at the end of the financial year and
disclose the further information required in terms of the act.

It is accepted that financial statements are adjusted after submission to the auditors
based on the results of the audits, most notably in the areas that require significant
fechnical interprefation or estimation and in cases of unauthorised, iregular, or
fruitless and wasteful expenditure. However, a history of material adjustments being
made annually in other areas is indicative of non-compliance with the MFMA.



This non-compliance finding was reported af 231 (77%) auditees. Section 2.2.1
provides more detail on the cause and impact thereof.

Other non-compliance findings relating fo annual financial statements, performance
and annual reports were raised at 116 (39%) auditees. The most significant

of these findings related fo non-compliance with requirements for the annual
performance report, which are defailed in section 2.3.

Audit committees

Findings on non-compliance with requirements of the MFMA and MSA with regard
to audit committees were raised at 120 (40%) auditees. The most significant

of these findings was a lack of performance by audit committees or ineffective
functioning, as detailed in section 2.3.

Audit committees for financial and compliance matters were not in place at

30 (10%) auditees, while noncompliance with the prescribed audit committee
requirements was identified at 33 (11%) auditees. Section 4.4 provides more defail
on the cause and impact thereof.

Budgets

Findings were raised at 114 (38%) auditees. The most significant of these are
depicted in the following table:

Table 11: Non-compliance with municipal budget and reporting regulations

Percentage of
auditees reported on

25%

Number of auditees

B i e ] T

39 13%

The municipal budget and reporting regulations became effective from the 2010-
11 budget with the objective of securing sound and sustainable management of
budgefing and reporting practices. In spite of the reforms introduced fo improve
the development of the budget and its in-year monitoring, 75 (25%) auditees were

Focus area Summary of common findings

Budgets

not able fo contain their expenditure within the approved budget. The finding

on non-submission of monthly and quarterly reports also indicates that auditees
overspend because they do not monitor expenditure against the approved budget.
Furthermore, where such monitoring did occur, the information used was not
credible and reliable.

Unauthorised expenditure stemmed from the overspending as defailed in section
2.4.5 and is creating further financial sustainability concerns for auditees as
detailed in section 5.

2.4.4 Summary of findings arising from the audit of supply chain management

The audits included an assessment of procurement processes, confract management
and the related confrols in place. To ensure a fair, equitable, fransparent,
competitive and costeffective SCM system, the processes and controls need to
comply with legislation and minimise the likelihood of fraud, corruption, favouritism
as well as unfair and irregular practices.

Confracts awarded and price quotations accepted (referred fo as “awards” in the

remaining sections of this report) to the value of R28 billion were fested. Awards 49
to the value of R3,3 billion that were selected for audit could, however, not be

audited, as the required information or documentation was not made available by

auditees.

Findings arising from the audit were reported in the management reports of
240 (80%) of the auditees, while the findings at 214 (71%) of these auditees were

material enough fo warrant reporting in the audit report.

Findings arising from the audit are summarised in the following figure. The
percentages are based on the number of auditees reported on.

LOCAL GOVERNMENT 2010-11




50

X

1

Figure 24: Summary of findings arising from SCM audit

15% ‘\l(edudion, but still high
18%
46%/ Increase

Limitation on planned scope of audit of
awards

Awards to employees and councillors or
other state officials

Awards to close family members of
employees and councillors

Uncompetifive or unfair procurement
processes

65%
/' Increase
\I(edutfion, but still high
28%

Reduction, but
Nfi//h@]h
61%

Inadequate contract management

Infernal control deficiencies

®7010-11 =2009-10

The defails of the most prevalent non-compliance findings that were material enough
fo be reported in the audit reports are depicted in the following table.

Table 12: Non-compliance findings arising from the audit of procurement and
contract management

Focus area Summary of common findings Number of auditees Fercestags of oudtoes
reported on
_ "

38%

Procurement
and contract 81
management

27%

75 25%
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Section 3 of this report provides a more detailed analysis of SCM findings.
2.4.5 Unauthorised, irregular as well as fruitless and wasteful expenditure

The MFMA requires accounting officers to take reasonable steps to ensure that
unauthorised, iregular as well as fruitless and wasteful expenditure is prevented.
Although there is an expectation that no such expenditure should be incurred, it

is not always possible for an accounting officer to prevent its occurrence, even if

all reasonable steps have been taken. In those exceptional circumstances where

it does occur, the MFMA makes it compulsory for auditees to disclose such
expenditure in their financial statements and a detailed accountability process is
prescribed which could result in disciplinary processes and recovery of monies from
liable officials.

Extent of unauthorised, irregular as well as fruitless and wasteful expenditure

The figure below depicts the extent of unauthorised, irregular as well as fruitless and
wasteful expenditure incurred in the year under review, as well as the portion that
was identified during the audit and had not been defected by the auditees.




Figure 25: Unauthorised, irregular as well as fruitless and wasteful expenditure

2010-11: R4,3bn 2010-11: R10bn
(2009-10: R6,3bn) (2009-10: R4,7bn)

R3,3 billion

2011-10: R260m
(2009-10: R253m)

R4,8 billion
R2,1 billion

R2,2 billion R1,9 billion

RT08 million
R152 million

Fruitless and wasteful expenditure

Unauthorised expenditure
(municipalities only)

Irregular expenditure

M [dentified by auditees

®|dentified during audit “limitation (awards not audited)

Unauthorised, irregular or fruitless and wasteful expenditure was incurred by 86% of
auditees. The audits further revealed that the accounting officers of 84% of auditees
did not ensure that reasonable sfeps were taken fo prevent this type of expenditure.

This was reported in the audit reports as material non-compliance.

The extent of this expenditure and non-compliance by the accounting officers is
indicative of an environment where incurring unauthorised and irregular expenditure
has become the norm and not the exception. Reasonable steps are not taken to
prevent such expenditure, while its occurrence is also not defected by auditees and
is mostly identified by means of the AGSA's audit process.

A provincial analysis of the 234 auditees that had incurred R11 billion in
unauthorised and irregular expenditure in fofal is presented in the table below.

CONSOLIDATED GENERAL REPORT ON THE AUDIT OUTCOMES OF

51



3 v:) 3
2 4y
s1y .

‘I YEARS

19112011

Table 13: Provincial analysis of unauthorised and irregular expenditure

Irregular expenditure

Movement
Percentage | in number Movement
Amount in amount | Identified

(ofauflees | ofsuenees | (R'000) | from | dorig audi
e p 2009-10

2009-10

Unavthorised expenditure (municipalities only)

Movement
Percentage | in number

Movement

Amount in amount | Identified

(ofauflecs | ofuanees | (R'000) | from | doring oud
porte y 2009-10

2009-10

Number of
avditees

Number of
auditees

Eastern Cape 68% -36% 559963 ¢ -10% 27% 45 83% 1 18% 1399099  -64% 89%
Free State 17 7% 1 21% 1299788 1 -88% 39% 24 89% 4% 790832 ¢ -36% 4%

5 33% 1 25% 259248 1 84% 5% 19 45% 1 27% 780544 ¢ -285% 99%
KwaZulu-Natal 21 34% b -17% 514075 ¢ 19% 30% 53 78% 1 23% 2147481 ¢ -111% 38%
Limpopo 16 59% 0% 546200 3 -50% 96% 25 83% 1 56% 675383 y -391% 87%
Mpumalanga 9 45% 1 2% 384219 1 20% 83% 11 55% T 8% 258097 ¢ 31% 97%
Northern Cape 18 86% t 22% 307414 3 -20% 24% 19 90% 1 27% 353704 1 8% 88%

5 56% 1 58% 165579 1 8% 96% 8 13% T 53% 164798 1t 74% 84%

Western Cape 54% 1 24% 210047 1 5% 7% 18 67% 1 25% 148051 ¢ 72% 84%

13
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Nature and overall trendss in unauthorised expenditure (municipalities only)

The nature of the unauthorised expenditure incurred is analysed in the following
table.

Table 14: Nature of and current year’s movements in unauthorised expenditure

Movement in Movement in
Number of f audi i
auditees number of auditees amount from

from 2009-10 2009-10

0verspendinlg of budget/ main 16 9 R3,8 bilion

sections within budget ﬁ
% R395 million %
w R139 million %

Note: ‘Unchanged’ denotes an increase,/reduction of 5% or less in the level of findings compared to the previous
financial year.

Spending not in accordance
with purpose/ condition of an 24

allocation or grant received

Other non-compliance 3

The figure below reflects the three-year trend in unauthorised expenditure.

Figure 26: Three-year trend in unauthorised expenditure

Amount

/ i 3l

R4,3 billion R3,5 billion

R2,1 billion
R2 billion
R2,8 hillion R738 million

R2,2 hillion
R1,3 hillion

2010-11 2009-10 2008-09

Unauthorised expenditure

H |dentified by auditees & |dentified during audit

Number of auditees (2010-11: 55%)

133

2010-11 2009-10 2008-09

Unauthorised expenditure (UE)

WAl of UE identified by auditees & All or part of UE identified during audit
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Despite a R2 billion decrease in the amount of unauthorised expenditure, this
does not signify an improvement because the decrease was mostly caused by the
following:

e Gauteng’s unauthorised expenditure decreased by R1,7 billion as
R1,5 billion of the 2009-10 unauthorised expenditure was an exception
relating fo the 2010 World Cup expenses.

e The North West's unauthorised expenditure decreased by R1,3 billion
since fewer audifees were reporfed on because of oufstanding financial
statements.

The number of auditees that incurred unauthorised expenditure remained the
same at 55% of auditees, which is a further indication that there had been litfle
improvement overall.

R3,8 billion (88%] of the unauthorised expenditure was incurred due to
overspending of the budget as a result of weak budgetary confrols, which was also
identified as a prevalent and material non-compliance finding as detailed in section
2.4.3. The overall amount for overspending had decreased, but again merely as

a result of the Gauteng and North West anomalies. The biggest contributor to the
overspending was the Free State at R1,3 billion. The highest incidence was in the
Northern Cape (86%), Free State (77%) and Eastern Cape (59%).

Auditees tend to fare betfer in detecting unauthorised expenditure as is evident
from the financial statements and budget reporting. It is thus unusual that 48% of
unauthorised expenditure was identified by the auditors. Unauthorised expenditure
invariably means that money for other programmes was diverted to fund it, which
affects service delivery in accordance with the performance objectives sef for the
year. It also creates further financial sustainability concerns for auditees as detailed
in section 5.
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Nature of irregular expenditure and overall frendls

The nature of irregular expenditure incurred is analysed in the following table.

Table 15: Nature of irregular expenditure and current year’s movements

Movement in Movement in
number of auditees

from 2009-10

Supply chain management-related - %

Number of
auditees

amount from
2009-10

&

R34 million 84%

@

Ré,6 billion

Compensation of .
A%
employees-related
Other non-compliance - w

The figure that follows reflects the three-year frend in irregular expenditure.

R98 million




Figure 27: Three-year trend in irregular expenditure

Amount

R10 billion

R 3,3 billion

R4,8 billion

R1,9 billion

2010-11

H |dentified by auditees

R6 billion
R 1,3 billion

R4,0 billion

R700 million
2009-10

Irregular expenditure

#|dentified during audit

R3,2 billion

R2,5 billion

R748 million
2008-09

“ILimitation (awards not audited)

Number of auditees (2010-11: 74%)

2010-11

W All of IE identified by auditees

2009-10

Irregular expenditure (IE)

2008-09

8 All or part of IE identified during audit

The three-year analysis includes limitation amounts for the past two years in which
SCM was audited as a specific focus area. These amounts represent the value

of awards to suppliers that could not be audited as no documentation could be
presented for audit also refer to sections 2.4.4 and 3 for more information). It
demonstrates that the actual irregular expenditure could be significantly higher than
the amounts identified by auditees and the audit process.

The increase and prevalence of irregular expenditure continued unabated, with

the highest contributing factor being non-compliance with SCM legislation. For
SCMelated irregular expenditure both the number of auditees and the amount had
increased compared to the previous year, despite the AGSA's specific focus on this
area and the commitments made and action plans drawn up to address it affer the
prior year's oufcomes.

The biggest contributors to the iregular expenditure were KwaZulu-Natal

(R2,1 billion) and the Eastern Cape (R1,4 billion). In terms of prevalence within the
province, the Northern Cape s the highest (90% of auditees) followed by the Free
State (89%) and Limpopo (83%), with only Gauteng incurring irregular expenditure

at fewer than half of its auditees. =

Iregular expenditure does not necessarily mean that money had been wasted or
that fraud had been perpetrated — the impact is only determined after investigations
by the council. It is, however, a measure of an auditees’ ability o comply with
laws and regulations relating to expenditure and SCM. Its prevalence, high values
and continued increases demonstrate the inability of local government to comply
with the laws and regulations that profect public money against fraud, waste and
uneconomical procurement.
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Nature of fruitless and wasteful expenditure and overall frendls

The nature of the fruitless and wasteful expenditure incurred is analysed in the

following table.

Table 16: Analysis of fruitless and wasteful expenditure

Percentage
(of auditees
reported on)

Fruitless and wasteful expenditure - type

Number of
auditees
14

Payments for goods and services not received or not required 5% R21 million
Payments to defaulfing contractors 5 2% R9 million
Inferest and penalfies on the late payment of suppliers” invoices and taxes 106 35% R156 million
Compensation-elated 11 4% R27 million

17% R47 million

51

Other

Total
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The figure below reflects the three-year trend in fruitless and wastfeful expenditure.

Figure 28: Three-year trend in fruitless and wasteful expenditure

Amount

R260 million R253 million

R108 million
R116 million

R152 million R56 million
R20 million

R36 million

R137 million

2009-10 2008-09

2010-11

Fruitless and wasteful expenditure

®|dentified by auditees W Identified during audit

Number of auditees (2010-11: 49%)

147

147

2010-11 2009-10 2008-09

Fruitless and wasteful expenditure (FWE)

B All of FWE identified by auditees WAl or part of FWE identified during audit




Fruitless and wasteful expenditure continued to increase and was incurred at half of
the auditees and across all provinces, with the highest contributor being the
Free State ot R115 million.

The late payment of creditors, which was also raised as a material and prevalent
non-compliance finding as defailed in section 2.4.3, caused the most fruitless and
wasteful expenditure.

Although the amounts are significantly less than unauthorised and irregular
expenditure, it does mean that payments of R260 million had been made in vain
and without the public having received any value. In most cases this stemmed from
weak infernal confrols and insufficient care given to protecting public money.

2.4.6 Root causes of non-compliance and best practice recommendations

The ability of auditees to enforce adherence to legislation and discharge their
statutory responsibilifies is influenced by the existence of a sound system of infernal
control. The key drivers of these controls are classified under the fundamental
principles of (i) leadership; [ii) financial and performance management and {iii)
govemnance. More information on the specific drivers of internal control, together
with recommendations, is provided in section 4 of this report.

The following figure indicates deficiencies in the internal controls over compliance
with laws and regulations. After that broad areas requiring attention from municipal
leadership and ways to address these deficiencies are outlined.

Figure 29: Assessment of drivers of internal control over compliance with laws
and regulations

Effective leadership culture 45% 9% 26%
Oversight responsibility 23% T — 43%
k= HR Management 32% 37% 31%
:; Policies and procedures 32% 38% 30%
Adtion plans “ 35% 33%
IT governance 25% 34% N%
E Proper record keeping 38% : 29% 33%
g Processing and reconciling controls 33% ) 34% [ 33%
g Reporting 25% 33% 42%
:g Compliance m 36% 52%
E IT Systems controls 24% | 33% 43%
Audit committees 37% 31% ' 32%
g Internal audit 33% 34% 33%
8
Risk management 28% 38% 34%

W Good “Causing concern ™ Intervention required
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The comerstone of local government reform inifiatives since 1994 has been the
legislation intfroduced to define, enable, enforce and monitor sound and sustainable
financial and performance management. Legislation such as the MFMA (2004
and MSA (2000) infroduced transparency, accountability, stewardship and good
governance which, in turn, safeguard citizens against abuse of public money and
lack of service delivery. The legislation and the principles embedded therein are
also geared fowards achieving the defined national outcome of a responsive,
accountable, effective and efficient local government system.

It is within this confext that the continued high levels of non-compliance with
legislation and the lack of improvement on the prior year are of grave concem. It
also does not bode well for the implementation of the long-awaited legislation that
will provide for improved competencies of key personnel, disciplinary processes
and human resource management as detailed in section 4.2.

In spite of the commitments made af all levels of government and action plans
compiled by the auditees, there was litfle impact on the outcomes. It is also
disappointing that auditees often express the view that the legislation is difficult to
understand and onerous to implement. The lack of improvement in areas such as
SCM, which received much attention from the AGSA, both in the provinces and at
national level, however, points to a disregard for laws and regulations.

Not all political leaders took these matters seriously and accepted their
accountability in this regard. There are also limited consequences for the failure of
accounting officers and municipal officials to comply, even though there are clear
remedies in legislation to deal with transgressions.

In addition to these overall root causes, the assessment of drivers of internal control
signifies that insufficient action has been taken to implement the fundamental
principles of internal control in this area. Identified root causes and good practices,
together with the way forward, are summarised as follows.
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m Identified root causes and way forward

Insufficient attention is given by leadership to ensuring that auditees operate within the boundaries
and rules set by legislation. Accounting officers, mayors and councillors, provincial treasuries,
Departments of Local Government and the premiers should set the tone for officials to the effect
that legislation does not represent red tape or bureaucracy, but reflects, through Parliament, the
will of the citizens as to how public funds should be administered and services delivered.

Way forward

«  The control environment, which the leadership creates by setting the correct tone for actions
and behaviour that demonstrate integrity and ethical values o support the functioning of an
effective system of internal control, is paramount.

*  Leadership should set an example for officials by complying with legislation that is applicable
to them, without compromise.

e In their dealings with municipal officials, the importance of legislation and a zero
tolerance approach to non-compliance should be stressed and clearly demonstrated in the
uncompromising manner in which transgressions are dealt with.

* Municipal officials should know that all non-compliance has consequences.

The systems and processes are not aligned to the requirements of legislation and officials are

unaware of the requirements and any changes in this regard.

Way forward

*  Policies and procedures should be aligned to legislation.

* Officials should be trained on a continuous basis, not only on compliance with the policies
and procedures, but also with regard to the infention and desired outcome of legislation and
the practical implementation thereof .

* Proper record keeping, especially in the area of SCM, will enable compliance, but will also
demonstrate transparency and accountability on the part of auditees and not raise concerns
about possible fraud or irregularities where documentation is missing.

*  Compliance checklists are required as an implementation tool for policies and procedures.
These will enable officials, supervisors and monitoring units (e.g. infernal audit) to check
whether all legislative requirements are met in the daily transactional and management
processes as well as in the SCM process.

Leadership fo set
the fone




m Identified root causes and way forward

Oversight and
moniforing

Insufficient attention is given to the monitoring of compliance at administrative, oversight and
provincial level.

Way forward

Regular reports to municipal management and council on compliance with key legislation,
specifically in the area of SCM, will promote awareness of legislative requirements and
ensure that management deals with compliance in a regular and sfructured manner.

Council and specifically MPACs should intensify their focus on compliance matters and ensure
that members have sufficient knowledge of legislation to interact meaningfully on matters of
compliance.

Provincial treasuries should improve their monitoring and support activities to enable auditees
to fully implement legislative requirements and instructions from the time they become
effective.

Leadership does not receive sufficient assurance and support from intemal audit and oudit
commiftees.

Way forward

The legislation with which most local government must comply is extensive and the
leadership will need to direct their attention to those areas of highest risk. In this regard,

the risk identification and management process should be of great value to the leadership
and should not be relegated to an annual exercise that does not comprehensively address all
compliance objectives.

Internal audit is required to play a significant role in monitoring compliance with laws

and regulations. Although audits show that the infernal audit function covers this in their
audits, such audits are not effective in identifying weaknesses, or the audit findings and
recommendations are not appropriately addressed. Infernal audit can also greatly improve
internal controls in the SCM processes by proactively auditing the regularity of contract award
processes and providing some assurance to management on this matter.

Audit committees should direct infernal audit focus appropriately and monitor implementation
of recommendations made by both internal and external auditors.
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SECTION 3: FINDINGS ARISING FROM THE
AUDIT OF SUPPLY CHAIN MANAGEMENT

This section of the general report presents the findings arising from the audit of
supply chain management (SCM) as follows:

e A summary of the audit performed and its outcome is provided under
section 3.1.

e Section 3.2 highlights limitations placed on the planned scope of the audit
and the impact thereof.

e Sections 3.3 and 3.4 provide information on contracts and quotations
awarded (hereafter referred to as “awards”) to state officials or their close
family members.

e Uncompetitive or unfair procurement processes identified are analysed in
section 3.5.

e The audits also identified inadequate contract management and SCM
controls. Details are provided under sections 3.6 and 3.7.

®  An overall conclusion is provided in section 3.8 which links to the root
causes and way forward regarding compliance with laws and regulations
presented in section 2.4.

3.1 The audit of supply chain management

The audits included an assessment of procurement processes, contract management
and the related controls in place. To ensure a fair, equitable, fransparent,
competitive and costeffective SCM system, the processes and controls need to
comply with legislation and must minimise the likelihood of fraud, corruption,
favouritism as well as unfair and iregular practices.

As is evident from the analysis of irregular expenditure (section 2.4),

RO,7 billion (98%) of the irregular expenditure incurred by auditees was the result of
contravention of SCM legislation. Of this irregular expenditure, 72% was identified
during the audit process.

Findings arising from the audit were reported in the management reports of
240 (80%) of the auditees, while at 214 (71%) of these auditees the findings were
material enough fo warrant reporting thereof in the audit report.

The following figure presents a summary of SCM findings, with a comparison to
the audit results of the previous year. The percentages are based on the number of
auditees reported on.

Figure 30: Summary of findings on supply chain management

Limitation on planned scope of audit of
awards

15% ‘\Reducfion, but still high
18%
46V Increase

Awards to employees and councillors or
other state officials

Awards to close family members of
employees and councillors

Uncompetitive or unfair procurement
processes

65%
/' Increase
‘\lu’en'udion, but still high
28%

Reduction, but
Nri///lig/;
61%

Inadequate contract management

Internal control deficiencies

®72010-11 #2009-10

Details of the most prevalent findings are provided in the paragraphs that follow.

3.2 Limitations on planned scope of audit of awards

Sufficient appropriate audit evidence on compliance with the requirements of the
SCM legislation could not be provided by 44 (15%) auditees for some of the
awards selected for testing. No alternative audit procedures could be performed
fo obtain reasonable assurance that the expenditure incurred in respect of these
awards was not irregular. The reason for the limitations was inadequate record
keeping and document management.
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The following table depicts those provinces with auditees where limitations were
experienced.

Table 17: Provincial analysis of limitations experienced (only applicable provinces)

I T T
14 338 R 598 million
7 986 R1 939 million
3 43 R 270 million
4 78 R 27 million
8 160 R 83 illon
5 119 R 355 million
3 27 R 1 million
R N NN N7

The general reason for the limitations was inadequate record keeping and
document management. In Mpumalanga documentation was destroyed due to
water and fire damage and seized for forensic investigations.

Due to these limitations, the findings reported in the remainder of this section might
not reflect the full extent of irregularities and SCM weaknesses at the auditees.

3.3 Awards to employees and councillors or other state officials

Supply chain management regulation 44 prohibits awards to persons or entities
owned,/managed by them if they are in the service of the auditee [i.e. employees
and councillors) or if they are in the service of any other sfafe institution. Expenditure
incurred in this regard is also considered irregular.

The audit included the identification of such prohibited awards. Further testing
was performed fo determine whether the legislated requirements with regard to
declaration of interest were adhered fo.

The following table depicts the audit findings raised at auditees where prohibited
awards were identified, with an indication of the positions of the persons involved.

CONSOLIDATED GENERAL REPORT ON THE AUDIT OUTCOMES OF

The percentages are based on the number of auditees reported on. If prohibited
awards were also identified in the previous year, the name of the province is

highlighted in red.

Table 18: Provincial analysis of prohibited awards to officials in the service
of the auditee

Awards made to employees and councillors Provider .
Provider

Official was Awards made to did not did not

Official did |, .| officials of other submit
involved in PR . declare

not declare making the | Stafe instifufions declaration inferest
interest uw:r d of interest eres

e | e [ [ (W[ v [

Extent and positions of persons involved

o Cope R TR ] Cuncllos, Sfioe manogets 15% 50% - Ro46millon 3% 20%
and other employees

Free State 15% (7AW Councillors and employees 11% 1% ~ R7,3million 7% 11%

Gauteng 1% R66,5 milion MR 14% o % ReZ3milion 2% 2%

and other employees

SRR Counllors and employees 13% 1% 54%  R1858milion  53% 1%

Coundillors, senior managers,
GRS SCM officials and other 13% 47%
employees

Councillors, municipal manager,
CHEERRT SCM officials and other 35% 5% 75%
employees

R0,4 million 5% 19%
R10,8 million 9% 45%
Western Cape 15% R1,8 million 19% 48%  R86,0 milion  26% 22%

The increase in prohibited awards from 22% to 46% is not unexpected. In the
prior year the audit of this matter was limited to metros and other high-capacity
municipalities (40% of the auditees) — the increase in scope resulted in an increase
in findings.

KwaZulu-Natal 15%

Limpopo 17% R12,7 million 30%

Mpumalanga 40% R15,2 million 65%

Northern Cape 14% R4, 4 million 5% 10%

North West 27% R9,2 million 64%

The awards made to employees and councillors are of great concem as these
could be prevented and detected by implementing basic controls, including
declarations of inferest by the parties. The lack of such controls could be indicative



of a lack of regard for this prohibition at the affected auditees. Although there was
litle evidence in the provinces that the persons were involved in making the award,
the possibility of undue influence cannot be discounted, especially if the persons
were in positions of influence, which could create opportunities for irregularities,
e.g. councillors, senior and municipal managers and SCM officials.

Auditees do not have access fo information on persons employed in other state
institutions, which means they can only rely on the declarations provided by the
suppliers. These declarations also identify employees and councillors with an
inferest. At most of the auditees where prohibited awards were identified, the
auditees did not ensure that the declaration was submitted, or the supplier did

not declare the interest. The lapse in internal controls with regard to requesting
declarations of interest was also identified as one of the most prevalent findings on
the procurement processes [section 3.5) and the most common control weakness
(section 3.7). The impact of non-adherence to this requirement is demonstrated by
the high number of prohibited awards identified. Failure by suppliers to declare their
inferest constitutes a corrupt and fraudulent act and should be investigated and dealt
with in accordance with legislafion.

Limited action has been taken in response fo similar findings in the prior year, which
means an opportunity was missed fo show that these irregular actions by persons in
the service of the auditees or its suppliers are not tolerated and have consequences.

3.4 Awards to close family members of employees and councillors

Awards to persons or enfities owned,/managed by persons who are close family
members of persons in the service of the state, whether af 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
fransparency and as required by SCM regulafion 45. A close family member is
defined as a spouse, child or parent of a person in the service of the sfafe.

The audit included the identification of awards to close family members. Further
festing was performed to defermine whether the financial statement disclosure was
made and whether the legislated requirements with regard to declarations of interest
were adhered fo.

The following table depicts the audit findings raised at auditees where awards to
close family members of officials of the auditee were identified, with an indication
of the positions of the officials involved. The percentage is based on the number of
auditees reported on. Where such awards were also identified in the previous year,
the name of the province is highlighted in red.

Table 19: Provincial analysis of awards to close family members
(only applicable provinces)

No Provider

Provider
did not
declare
interest

Official did | did not

not declare |  submit
interest | declaration
of interest

e | | % [ % | h
33,8 millon Senior manager and other ™
employees
R3,9 million REinlMEES 4% 4%
Pl Municipal manager, SCM officials 7 0 7
R3,5 million s 5% 5% 5% 65

North West 18%  R181,5 million RENTEES

disclosure
in financial
statements

Awards made to close family members of
persons in service of the auditee

Eastern Cape 7%
Free Stafe 4%
Mpumalonga ~ [FL0M

Northern Cape | &4

Western Cape ~ (RAF/N LSRN Employees 7% 4%

Although awards fo close family members are not prohibited, the non-disclosure in
the financial statements and failure by the officials or the suppliers to declare their
interest are indicators that the relationships are being concealed. The possibility of
undue influence cannot be discounted and all instances require investigation.
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3.5 Uncompetitive or unfair procurement processes

The principles of contracting for goods and services in a manner that is fair,
equitable, fransparent, competitive and costeffective come from our Constitution.
legislation, most notably the MFMA and SCM regulations, prescribes the processes
and rules fo be followed by auditees in order to apply the constitutional principles
consistently and correctly and safeguard the process against abuse. The preferential
procurement framework further gives effect fo the constitutional principle of affording
preference fo the previously disadvantaged in the allocation of work by the public
secfor.

Our audits also focus on whether procurement processes followed were fair and
competitive in that they provided all suppliers equal opportunity to compete for
public sector confracts and that the process does not favour some suppliers above
others.

It is important that the prescribed processes be followed to ensure that the selected
supplier meets the requirements and has the capacity and ability to deliver the
goods and services, and that those goods and services are procured at competitive
and economical prices.

The procurement processes of /86 contracts (R1,7 billion) and é 587 quotations
(R26,4 billion) were tested. The five most prevalent findings on non-compliance
with SCM legislation that resulted in uncompetitive or unfair procurement processes
are summarised in the following table — similar findings were identified in all the
provinces in the prior year. The percentage is based on the number of auditees
reporfed on.
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Table 20: Provincial analysis of findings on uncompetitive or unfair
procurement processes

Thr::'::ii::“ Competitive bids | Preference points No dedlaration

n:t obtained/ not invited/ system not | Tax clearance not of interest

deviations not deviations not applied or obtained from submitted b Other findings

annroved or approved or not correctly SARS rovider Y

pi?lsiiﬁe d justified applied P

52% 75326~ 24% 65322 22% 145761~ 15% 40958 59% 1281208
78% 45454~ 56% 98466 ~ 26% 44078 © 30% 47356 © 26% 147 404 | 56% 1380627
21% 2913 26% 127 673 | 1% 50272 7% 75057~ 19% 96019
(T - 21% 15250  16% 314705  16% 50302~ 13% 40631 9% 1697719
57% 78824 | 1% 20 489 47% 300832
25% 4518 10% 10195 15% 83863  55% 420521
52% 16002 33% 27981 | 71% 111 360
55% 679  36% 26352 | 21% 31915 | 27% 14350 9% 48067
3% 8842  11% 5543 26% 56771 | 52% 116 841

Further details of non-compliance with the legislation are as follows:



Table 21: Summarised findings on non-compliance with legislation

I T

. . A price quotation process s prescribed for procurement of goods and services valued at
WCERTER UL betyeen R10 000 and R200 000.
not obtained/ deviations

AR Three price quotafions were not in oll instances obained from prospective providers and the
deviations were not approved by a properly delegated official or committee as required.

A competitive bidding process should be followed for the procurement of goods and services
above R200 000.

Competitive hids were not always invited and the deviations were not approved by a
properly delegated official.

Competitive bids not
invited/ deviations not
approved or justified

FEEEE IS EER The preference point system was not applied in all procurement of goods and services
R TRIE above R30 000, as required by Preferential Procurement Policy Framework Act, 2000 (Act
O AERSSS No. 5 of 2000).

Tax clearance not  Awards were made to suppliers without proof from the South African Revenue Service
obfained from SARS  (SARS) that their tax matters were in order.

As part of the bidding and procurement process, providers are required to declare any

- connections they have with persons in service of the auditee or other state institutions.
No declaration of interest . . o
The declarations were not always submitted by the providers, with the result that the

auditees did not have sufficient information to identify conflicts of interest and prohibited
awards.

submitted by provider

Other findings include the following:

*  Quotations not obtained from listed prospective suppliers/ suppliers that met listing
requirements.
o Bids advertised for a shorter period — no approval of deviation.
Other findings *  Bids not adjudicated by a properly constituted adjudication committee.
*  Prospective supplier list not administered in accordance with requirements.
o Other required information and declarations not submitted
*  Bids not evaluated by a properly constituted evaluation committes.

*  No prospective supplier list for invifing price quotations.

3.6 Inadequate contract management

Shortcomings in the manner in which contracts are managed result in delays,
wastage and fruitless expenditure, which in turn impact directly on service delivery
fo communities served by municipalities.

The five most prevalent findings on inadequate contract management are
summarised in the following table — similar findings were identified in all the
provinces in the prior year. The percentage is based on the number of auditees
reporfed on.

Table 22: Provincial analysis of findings on contract management

Contracts
extended or
renewed to
circumvent

Performance of
contracts not
monitored on a
monthly basis

Contracts amended
or extended -
reasons not tabled
competitive
bidding processes

No written LD
contract/ contract QLT
i performance
delegated official measures = in council
monitoring
e rwr |« oo | oo | [ 5 [

11174 15% 223430 6% 281376

Other findings

Eastern Cape 15%

Free State

7% 25620 7% 401854 | 7% 49939 © 1% 43687  11% 53712

Gauteng 5% 11860 2% 23036 | 2% 6446 2% 38837

4% 358 049 4% 71535 3% 3484 9% 292 958
7% 107762 = 13% 157 292 7% 3979 20% 108048
5% 1547 10% 5062

5% 336351 14% 65513 5% 225 19% 97 981
9% 163287 18% 11057 = 9% 13395 36% 161942 9% 220
4% 497221 4% 4055 4% 1379 4% 406

I o e ) N T ) N T e

Further details of these findings are as follows:
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Table 23: Summarised findings on contract management

Finding

No written contract,/ contract not
signed by delegated official

Contracts amended or extended -
reasons nof tabled in council

Performance of contracts not
monitored on a monthly basis

68 -

Goods and services were received and payments were made to suppliers without
a written, signed contract being in place.

Measures applied in monitoring the performance of contractors were not sufficient
to ensure that contractors delivered in accordance with the contract.

In order to enable accountability and oversight the MFMA prescribes that reasons
for amendment or extension of contracts should be tabled in council.
Instances were identified where the council was not informed.

Itis normal business practice to extend or renew contracts where circumstances
warrant if.

However, at some auditees it was done fo the extent that competitive bidding
processes were being circumvented, resulting in a procurement practice that was
unfair, uncompetitive or not transparent.

The performance of the contractor in terms of the contract or agreement was not
monitored on a monthly basis as required by the MFMA.

Contracts were not prepared in accordance with general conditions of
contract (prescribed by National Treasury).
Contracts do not stipulate provisions for termination in the case of non-

compliance.
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3.7 Inadequate SCM controls

Findings on the most prevalent identified deficiencies in fundamental SCM controls
are summarised in the following fable — similar findings were identified in all the
provinces in the prior year. The percenfage is based on the number of auditees
reported on.

Table 24: Provincial analysis of findings on SCM controls

No controls
to monitor
performance
contractors

Declaration of
interest not
recorded in

register

Risk
assessment did
not address

Inadequate
controls to
ensure interest
is declared

SCM officials
not adequately
trained

Other controls

Eastern Cape

Free State

Gauteng

KwaZulu-Natal

Limpapo

Mpumalanga

Northern Cape

North West

Western Cape

12% 6%

Total 5%

Further details of the findings are as follows:



Table 25: Summarised findings on SCM controls

T T

The controls at some auditees were inadequate to ensure that:

TR e © officols declared whether they or their close family members, partners and
interest is declared associates had inferests in suppliers to the auditee

e suppliers declared any connections to persons in service of the auditee or other
state institutions.

SCMis generally an area of considerable risk at most of the municipalities. However,
the risk was not recognised in the risk assessments performed by some municipalifies.

SO ST Some officials involved in the implementation of the SCM policy were not adequately
trained trained fo perform their dufies effectively.

The controls were inadequate to ensure that officials declared whether they or their
close family members, partners and associates had interests in suppliers or in
contract fo be awarded. Proper reviews were not performed to ensure completeness
of declarations.

Measures applied in monitoring the performance of contractors were not sufficient to
ensure that contractors delivered in accordance with the contract, as the municipality
did not have a system in place to record all the payments and monitor the budget of
all the contracts they had entered info.

No controls to monitor
performance contractors

*  Register of hids received on time was not published on website.

e Accounting officer did not submit quarterly reports to mayor /board on SCM policy
implementation.

* SCM policy/procedures were in conflict with applicable legislation/did not
include all requirements.

e SCM policies/procedures/fraud prevention plan did not provide measures to
prevent abuse of SCM system.

 No processes to report any breach of or failure to comply with SCM system.

«  Fraud prevention plan — no measures for preventing and detecting fraud in
procurement.,

S officials were not aware of SCM policies/did not understand roles and

responsibilities.

Inadequate controls for vendor acceptance and maintenance.

SCM policy implementation not reviewed on annual basis.

Performance of SCM unit was not regularly analysed.

Audit committee review of compliance with laws and regulations did not include

SCM.

3.8 Overall conclusion on SCM matters

The level of service delivery fo citizens and the degree to which government's socio-
economic objectives are promoted are directly and significantly helped or frustrated
by the degree fo which the procurement systems in local government comply

with the SCM legislation that endeavours to ensure a fair, equitable, transparent,
competitive and costeffective SCM system.

Continued non-adherence to SCM legislation defers restoration of the public's
confidence in the ability of stafe officials to systematically take care of their interests
— and deprives citizens of much-needed services.

It is encouraging to note that administrative, political, national and provincial
leaders recently again undertook to take the lead in addressing noncompliance
with SCM legislation to ensure a strong ethical culture within local government.
However, the lack of improvement in SCM despite similar commitments made in the
prior year is of concern and points fo a lack of focus by leadership in the past year
or an unwillingness to address this matter.

The root causes and way forward for SCM are similar to those of compliance 69

with laws and regulations, as defailed in section 2.4.6. If the control weaknesses
listed in section 3.7 are addressed, it will also immediately have a positive
impact. Overarching, however, is the principle that non-compliance should have
consequences and that accountability must be enforced at all levels. The political
and administrative leadership should make a conscious decision to take action
against transgressors.

Only when the leadership has set a tone of decisively dealing with SCM
malpractices, will the citizenry have confidence in procurement by local
government.
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