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The 
information 
and insights 
presented in 
this flagship 
publication 

are aimed at 
empowering oversight 

structures and local and 
provincial government 

leaders to focus on those 
issues that will result in 

reliable financial statements, 
credible reporting on service 

delivery and compliance  
with legislation.

This publication also captures the 
commitments that leaders have made 

to improve audit outcomes.

I wish to thank the audit teams from my 
office and the audit firms that assisted with 
the auditing of local government for their 

diligent efforts towards fulfilling our constitutional 
mandate and the manner in which they continue 

to strengthen cooperation with the  
leadership of the province.

Kimi Makwetu 
auditor-general
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Key role players still did 
not provide adequate 
assurance, which resulted 
in weakened internal 
control environments
(Section 14)

Auditor-general reflects 
on the importance of 
clean administration as 
a catalyst to drive service 
delivery

Two auditees sustained 
their clean audit outcome 
status for the fifth year in 
succession
(Section 2)

Persistent material non-
compliance with supply 
chain management 
resulted in high levels of 
irregular expenditure
(Section 5)

Poor planning, poor 
budgeting and a lack of 
project monitoring for 
conditional grants
(Section 8)

Quality of financial 
statements remained poor, 
regardless of the use of 
consultants
(Section 7)

All municipalities in the 
province struggled to 
maintain good financial 
health
(Section 9)

Service delivery reporting 
was neglected
(Section 4)
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munICIpal EnTITY
No municipal entity in Mpumalanga achieved a 
clean audit

munICIpalITY  

Ehlanzeni District Municipality

Steve Tshwete
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FOREwORD

It is my pleasure to present to the Mpumalanga Provincial Legislature my  
2013-14 general report, summarising the audit outcomes of local government 
in the province for the financial year ended 30 June 2014. 

This report analyses the audits of 23 auditees, comprising 21 municipalities and 
two municipal entities. It does not analyse the outcomes of three municipalities, 
which are shown as outstanding, as their financial statements were not submitted 
on time or the audit process was not finalised before the cut-off date for inclusion 
in this report. 

On launching operation clean audit in September 2009, which entailed all 
municipalities achieving unqualified audits by 2014, the then minister of 
Cooperative Governance and Traditional Affairs used the 2007-08 financial 
year as a baseline. Unfortunately, the overall outcomes indicate that there has 
been a regression in the year under review compared to 2007-08, particularly 
in the Nkangala district, with only Ehlanzeni District Municipality and Steve 
Tshwete being able to consistently achieve clean audits.

I am concerned about the many municipalities that still cannot submit 
credible and reliable financial statements for auditing – including two district 
municipalities who should be leading by example in their districts. The continued 
use of consultants, with no improvement in audit outcomes, indicates that the 
leadership has not focused on addressing the skills gaps at these municipalities. 
The municipalities with unqualified with findings, qualified or disclaimed 
opinions manage 81% of the provincial budget, creating a risk that funds may 
not be used in an economical, effective and efficient manner that enhances 
return on investment. 

I am particularly concerned about the high level of supply chain management 
transgressions that are driven by uncompetitive or unfair procurement processes, 
conflicts of interest, and internal control failures. This not only translates into 
high amounts of irregular expenditure but also provides very little assurance 
that value for money is received from the acquisition of goods and services. 
Councils should attend to their failure to adequately investigate this expenditure 
and establish the necessary accountability, as required by legislation. All levels 
of leadership should set the tone by dealing decisively with transgressions of 
legislation. They are encouraged to build the ethical culture required to ensure 
sustained compliance with legislation. This will accelerate the economical, 
effective and efficient delivery of services to the citizens of Mpumalanga.

The financial viability of local government in the province is at risk due to the 
poor collection of revenue as well as inadequate budget compilation and 
monitoring processes. Infrastructure assets are also not adequately maintained, 
resulting in significant amounts of abnormal distribution losses and extended 
payment days for service providers, which have an impact on the economic 
viability of smaller service providers. In order to deliver services to their residents 
and ensure the continuation of such services, municipalities need to carefully 
manage the money flowing in and the money being spent.

The state of information technology in the province is a cause for concern, as 
there has been little improvement in the number of auditees with findings in this 
regard since the previous year. 
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Most municipalities do not have adequately designed and implemented 
information technology controls for security management, user access 
management, or information technology service continuity. These weaknesses 
increase the risk of fraudulent transactions, as unauthorised access to municipal 
information and financial resources by both officials and external parties 
becomes easy.

The province still has a significant number of control weaknesses in all key 
areas. It is evident from the quality of the submitted financial and performance 
reports that municipalities are not putting enough effort into improving the audit 
outcomes, but rely on the audit process to elevate the risks instead of properly 
analysing the root causes of the weak control environment and addressing 
these. As evidenced by the status of the drivers of internal control, leadership 
instability has resulted in a lack of decisive action, inadequate consequences for 
poor performance as well as a shortage of competencies to adequately monitor 
the various improvement plans. 

The challenge remains for the province to build a public service characterised 
by transparent financial and performance reporting as well as coordination by 
the various role players supporting local government. This should be driven 
primarily by the municipal managers, with the councils’ support and oversight. 
The municipal managers must appreciate ethical and professional behaviour 
and display zero tolerance towards the indecisive execution of controls and 
deviation from legislation. 

I would like to remind the leadership of the characteristics that have enabled 
effective oversight at those auditees that have achieved a clean audit status in 
both the provincial and the local government spheres. These characteristics 
should be replicated by other municipalities to strengthen their internal control 
environment, resulting in improved audit outcomes.

In addition, the provincial government through coordinating departments and 
oversight structures should support local government by setting standards of 
accountability, transparency, clean governance and integrity across all institutions 
of government in the province. The Office of the Premier must strengthen 
intergovernmental relations to ensure that all public institutions that have a role 
to play within local government are adequately capacitated. The integrated 
municipal support plan recently approved by the executive council is a step in 
the right direction. However, the success of this plan depends on effective and 
regular monitoring by the Office of the Premier while holding the Department of 
Cooperative Governance and Traditional Affairs and the Department of Finance 
accountable to deliver on their commitments. 

The provincial leadership reaffirmed their commitment to continue their 
engagement with all the key role players in local government to find sustainable 
solutions to support and enable local government to address the root causes 
highlighted in this report and ultimately improve the audit outcomes.
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My office remains firmly committed to making a positive 
contribution to overcoming the obstacles to clean administration 
in the province. we will continue to make ourselves available 
and to provide proactive insights into the root causes of weak 
internal control environments. The engagements will include 
timely feedback on, and inputs into, the adequacy of the 
assurance provided by all role players. 

Lastly, I want to thank the audit teams from my office and the 
audit firms that assisted with the auditing of local government for 
their diligent efforts towards fulfilling our constitutional mandate 
and the manner in which they continue to strengthen cooperation 
with the leadership of the province.

auditor-General 
pretoria 
June 2015
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INTRODUCTION 
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The government and its strategies 

The Constitution of South Africa is the supreme law of the country. It provides the legal foundation for the existence of the republic, sets out the rights and duties of its citizens, 
and defines the structure of the government. The spirit and aim of the Constitution are best summarised in the preamble, where it pronounces the ultimate goal: Improve the 
quality of life of all citizens and free the potential of each person. This foundation of our society, the Constitution, appoints government as the facilitator and enabler of 
this goal. The illustration below depicts the basic operations of government that give effect to the Constitution. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Section 40(1) – Government 
constitutes the national, provincial and 
local spheres, which are distinctive, 
interdependent and interrelated. 

Section 41(1)(c) – All spheres of 
government must provide effective, 
transparent, accountable and 
coherent government for the country 
as a whole. 

The medium term strategic 
framework serves as government’s 
strategic plan for 2014-19. The 
framework sets out the actions that 
government will take and the 
targets to be achieved over the next 
five years. 
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Section 151 – Establishes municipalities with the 
executive and legislative authority vested in its 
municipal council. 

Section 152 – Objectives of local government: 

 Provide democratic and accountable 
government for local communities. 

 Ensure the provision of services to 
communities in a sustainable manner. 

 Promote social and economic development. 

 Promote a safe and healthy environment. 

 Encourage the involvement of communities 
and community organisations in the matters of 
local government. 

Our vision, Madame Speaker, is a cadre of professional, effective and efficient senior 
managers who can identify and prioritise key government programmes; marshal both the 
public and private resources needed to meet our objectives; and implement, monitor and 
evaluate the value add of our efforts. 

Madame Speaker, to deliver on our commitment to improve the quality of life of 
Mpumalanga’s citizens, we need a responsive local government system that is effective 
and efficient. 

The executive council has approved the implementation of an integrated municipal 
support programme to provide targeted support to municipalities that are battling to 
deliver on their legislative mandates.  

Our back-to-basics programme will focus on promoting good governance and effective 
administration through cutting wastage, spending public funds prudently, hiring 
competent staff, and ensuring transparency and accountability in municipalities. It will 
also focus on ensuring that municipalities provide water, electricity, parks, street lighting 
and refuse removal while repairing potholes and dealing with the frustrating interruption 
of services and the problems with billing systems.  

Most importantly, it means providing these services in a professional and caring manner 
that recognises the human dignity of each resident. We will therefore monitor the 
implementation of the municipal support plan very closely.  

Most urgently, we will focus on supporting municipalities to improve audit outcomes. 
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State of 

the 

province 

address 

2015 

3 district 
municipalities 

R1,302 billion 
budget 

18 local 
municipalities 

R15,455 
billion budget 



 

General report on the local government audit outcomes of Mpumalanga for 2013-14 

11 

 

11 

Historical overview of local government initiatives 

   

 

 

 

 

 

Operation clean audit 2014 Back-to-basics programme 2015 

On 22 September 2009, responding to the findings of a government study into the 
problem areas of service delivery, leadership, financial management as well as 
matters of governance, the minister of Cooperative Governance and Traditional 
Affairs launched operation clean audit 2014. 

During his address to Parliament, the minister highlighted the particular focus on local 
government as the closest to the coalface of service delivery. He summarised the 
pre-2009 status as follows: 

The then Department of Provincial and Local Government did not 
support provincial departments. As a result, the link and support 
between municipalities and provinces were weak and not sustainable. 
Thus, service delivery, governance and financial management were 
severely affected. Technically, when a system of governance and 
financial management is poor due to a lack of support, without a 
doubt service delivery will be negatively affected. More importantly, in 
some provincial departments and municipalities, there is lack of both 
administrative and political leadership.  

The initiative aimed at ensuring that by 2014, all municipalities and provincial 
government departments in South Africa achieve clean audits on their financial 
statements and that they further maintain systems for sustaining quality financial 
statements and management information. In this address, the following milestones 

were set: 

 By 2011, no municipality will receive adverse and disclaimed audit opinions. 

 By 2012, at least 60% of municipalities must achieve unqualified audit opinions. 

 By 2013, the municipalities that achieve unqualified audits must increase to 
75%. 

 By 2014, there must be 100% ‘clean audits’. 

  

President Jacob Zuma, in his state of the nation address delivered on 17 June 
2014, articulated government’s concerns about the improvements needed at 
local government level: We would like our people’s experience of local 
government to be a pleasant one. 

Against this background, the ministry of Cooperative Governance and 
Traditional Affairs is pursuing the back-to-basics approach to address 
challenges faced by local government, strengthen municipalities and instil a 
sense of urgency towards improving citizens’ lives. At a very basic level, the 
following are expected of municipalities:  

 Put people and their concerns first and ensure constant contact with 
communities through effective public participation platforms. 

 Create conditions for decent living by consistently delivering municipal 
services of the right quality and standard. This includes planning 

for, delivering and maintaining infrastructure and amenities, and 
managing the budget. Ensure that there are no failures in services and, 
where these occur, urgently restore services.  

 Be well governed and demonstrate good governance and 
administration – cut wastage, spend public funds prudently, hire 
competent staff, and ensure transparency and accountability. 

 Ensure sound financial management and accounting, and prudently 

manage resources to sustainably deliver services and bring 
development to communities.  

 Build and maintain sound institutional and administrative 
capabilities, administered and managed by dedicated and skilled 

personnel at all levels. 

The Auditor-General of South Africa has a constitutional mandate and, as the supreme audit institution of South Africa, we exist to strengthen our country’s democracy by enabling oversight, 
accountability and governance in the public sector through auditing, thereby building public confidence. 

In support of operation clean audit, we intensified interactions with both the political and administrative leadership on the outcomes of their municipalities, the root causes underpinning the 
unfavourable outcomes and the need for a strong control environment entrenched in daily, weekly and monthly processes. The previous auditor-general also embarked on a door-to-door 
campaign, where he visited each municipality in the country with a message of support and where he highlighted that it is possible to obtain clean administration if there is true political 
will to change and if the leadership actively strives for quality and sustainability in executing its duties.  

We are also committed to being a critical supporter of the back-to-basics initiative. 
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OVERVIEW  
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Summary of our message 

Figure 1(a): Overview of our audit message 
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Figure 1(b): Overview of our audit message (continued) 
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Commitments
Five critical commitments of the political troika:

• Hold chief financial officers’ forum to monitor 

provincial clean audit strategy (in progress)

• Track the implementation of action plans (in 

progress)

• Strengthen capacity at all leadership levels (in 

progress)

• Apply consequences at leadership level for non-

performance and transgressions (in progress)

• Establish unit to assist municipalities on 

financial management requirements (in 

progress)
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Characteristics of auditees within the different categories of audit outcomes 

Table 1 summarises the characteristics of auditees that fall within the different categories of audit outcomes. The purpose of this summary is the following: 

• Assist the reader to understand the different audit outcomes. 

• Highlight the good practices of auditees with clean audit opinions. 

• Emphasise that auditees with an unqualified audit opinion with findings still have serious weaknesses that should be dealt with. 

• Explain why auditees with qualified, adverse and disclaimed opinions are failing. 
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Table 1: Characteristics of auditees within the different categories of audit outcomes 

Area Best practices for clean audits (2) Unqualified with findings (5) Qualified with findings (8) Disclaimed with findings (3) 
F
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Both produced financial statements free from 
material misstatement for the past five years. 

Four auditees (80%) produced 
financial statements with 
material misstatements, but 
corrected these during the audit 
process. 

The most common areas in 
which auditees made corrections 
were: 

 contingent liabilities and 
commitments 

 expenditure. 

 

Produced financial statements 
with material misstatements, 
which they could not correct 
before the financial statements 
were published. 

The most common areas in 
which they could not make 
corrections were: 

 property, infrastructure, plant 
and equipment 

 revenue 

 irregular expenditure 

 cash flow statement 

 receivables. 

 

Could not provide us with 
evidence for most of the 
amounts and disclosures in the 
financial statements. We were 
unable to conclude or express 
an opinion on the credibility of 
their financial statements. 
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Measured and reported on their performance 
in the annual performance report (APR) in 
accordance with the predetermined objectives 
in their integrated development plan (IDP) and 
service delivery and budget implementation 
plan (SDBIP), and in a manner that was useful 
and reliable. 

The APRs of four municipalities 
(80%) were not useful and 
reliable. 

One municipality obtained good 
outcomes only because they 
corrected the misstatements 
identified during the audit. 

 

The APRs of six auditees (75%) 
were not useful and reliable. 

 

Two auditees (67%) did not 
submit their APR for audit 
purposes. 

The APR of one auditee (33%) 
was not useful and reliable. 

C
o

m
p

li
a

n
c

e
 w

it
h

 k
e

y
 

le
g

is
la

ti
o

n
 

Complied with key legislation. All five (100%) did not comply 
with key legislation, including 
legislation relating to 
procurement management, while 
four (80%) failed to prevent 
unauthorised, irregular as well as 
fruitless and wasteful 
expenditure. 

All eight (100%) did not comply 
with key legislation. 

Seven (88%) did not comply with 
legislation relating to 
procurement management and 
failed to prevent unauthorised, 
irregular as well as fruitless and 
wasteful expenditure. 

 

All three (100%) did not comply 
with key legislation, including 
legislation relating to 
procurement management, while 
two (67%) did not prevent 
unauthorised, irregular as well as 
fruitless and wasteful 
expenditure. 
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Area Best practices for clean audits (2) Unqualified with findings (5) Qualified with findings (8) Disclaimed with findings (3) 
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o
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Both had good controls and were working on 
the areas that needed further attention to 
ensure that their clean audit status was 
maintained: 

 The leadership created an environment 
that supported internal control and 
oversight. 

 Senior management ensured that controls 
were in place for robust financial and 
performance management reporting 
systems. 

 They focused on governance through risk 
management activities and effective 
internal audit units and audit committees. 

Their continued focus on these basic controls 
contributed to their success: 

 The leadership established a culture of 
ethical behaviour, commitment and 
good governance. 

 Good human resource (HR) practices 
ensured that adequate and sufficiently 
skilled officials were in place and that their 
performance was managed. 

 Audit action plans were used to address 
internal control weaknesses. 

 Proper record keeping ensured that 
information was accessible and available 
to support financial and performance 
reporting. 

 Basic disciplines and controls were in 
place for daily and monthly processing and 
reconciling of transactions. 

 Mechanisms were in place to identify 
applicable legislation, changes and 
processes, and to ensure and monitor 
compliance with legislation. 

These five auditees had good 
controls in some areas, such as 
an effective leadership culture 
(80%), but attention should still 
be paid to the following basic 
controls, as the number of 
auditees with good controls in 
these areas was limited: 

 Good HR controls (20%) 

 Effective audit action plans 
(20%) 

 Proper record keeping (20%) 

 Strong daily and monthly 
controls (40%) 

 Review and monitor 
compliance (20%) 

The leadership took action to 
ensure that the environment 
supported the strengthening of 
internal controls, but this is yet to 
have a positive impact on the 
audit outcomes. 

 

There were almost no auditees 
with good controls in the areas of 
effective leadership, HR 
management, audit action plans, 
proper record keeping, daily and 
monthly controls, and the review 
and monitoring of compliance. 

 

The basic controls were in a poor 
state at these auditees. We 
assessed the status of controls 
at most of them as requiring 
intervention. 

The poorest controls were in the 
following areas: 

 Proper record keeping (all 
auditees needed 
intervention) 

 Review and monitor 
compliance (two needed 
intervention) 

 Daily and monthly controls 
(two needed intervention) 

 Lack of preparation of an 
adequate action plan (two 
needed intervention) 
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Area Best practices for clean audits (2) Unqualified with findings (5) Qualified with findings (8) Disclaimed with findings (3) 
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Key role players worked together to provide 
assurance on the credibility of the financial 
statements and performance reports and to 
ensure compliance with key legislation. 

These auditees understood that assurance on 
the credibility of the information in the 
financial statements and performance 
reports came primarily from the actions of 
management/leadership and their 
governance partners – internal audit units 
and audit committees. 

Their political leadership provided a strong 
monitoring and oversight role and held the 
administration to account. 

The following role players provided full 
assurance at both auditees: 

 Senior management  

 Municipal managers 

 Mayors  

 Internal audit units  

 Audit committees  

 Municipal councils 

 Municipal public accounts committees 
(MPACs)  

 

All role players did not provide 
the required level of assurance 
at four auditees (80%). As a 
result, the financial statements 
and APRs prepared, reviewed 
and signed off by senior 
management and the municipal 
manager of these auditees were 
materially misstated. The internal 
audit units and audit committees 
did not add to the credibility of 
these reports, while monitoring 
and oversight by the political 
leadership did not have the 
desired results. 

These role players did also not 
guarantee or insist on strong 
controls to ensure compliance 
with key legislation and to 
prevent, or detect and correct, 
material misstatements. 

The following role players 
provided full assurance at only 
one municipality (20%): 

 Senior management  

 Municipal manager 

 Mayor 

 Internal audit unit 

 Audit committee 

 Municipal council 

 MPAC 

All of the role players provided 
some or limited/no assurance.  

The contributions to 
assurance by the role players 
at these auditees were 
minimal. The role players that 
provided the least assurance 
were municipal managers and 
MPACs – they provided 
limited/no assurance at two 
municipalities. 
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Area Best practices for clean audits (2) Unqualified with findings (5) Qualified with findings (8) Disclaimed with findings (3) 
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There were no vacancies in key positions at 
year-end at either of these auditees. 

There was stability at the level of the chief 
financial officer (CFO) and the head of the 
supply chain management (SCM) unit – these 
officials had been in their positions between 
three to almost six years. Both municipal 
managers had been in their positions for 
seven years. 

At one auditee, the municipal manager, CFO 
and head of the SCM unit did not meet the 
minimum competencies. This did not 
negatively affect the audit outcomes, due to a 
strong control environment, stability and good 
qualifications. 

 

 

One auditee had a vacancy for 
municipal manager and CFO for 
eight and 15 months, 
respectively, while one had a 
vacancy for head of the SCM 
unit. 

There was less stability, with 
key officials being in these 
positions for just two years on 
average. 

A higher number of officials had 
not achieved their minimum 
competency requirements or it 
had not been assessed yet – 
75% of municipal managers, 
25% of CFOs, and 20% of heads 
of SCM units. 

 

Three municipalities had vacant 
positions for municipal manager, 
CFO and head of the SCM unit. 

There were similar levels of 
stability than at those auditees 
with unqualified opinions with 
findings, with key officials being 
in these positions for 27 months 
on average. 

An even higher number of 
officials had not achieved their 
minimum competency 
requirements or it had not been 
assessed yet – 57% of municipal 
managers, 43% of CFOs, and 
50% of heads of SCM units. 

 

There were vacancies in key 
positions at municipal manager 
level at one municipality and at 
CFO level at one municipality. 

These auditees had the least 
stability, with key officials being 
in these positions for just more 
than a year on average at 
municipal manager and CFO 
level. 

These were also the auditees 
where the most officials had 
not achieved their minimum 
competency requirements or it 
had not been assessed yet – 
100% of municipal managers, 
50% of CFOs, and 50% of heads 
of SCM units. 
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Area Best practices for clean audits (2) Unqualified with findings (5) Qualified with findings (8) Disclaimed with findings (3) 
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Neither municipality used consultants for 
financial reporting services. 

 

They widely used consultants 
for financial reporting services, 
but most could not produce 
financial statements without 
material misstatements – these 
material misstatements were 
corrected through the audit 
process. 

Four (80%) of these auditees 
were assisted by consultants at a 
cost of R21 million. 

Their practices for managing 
consultants (not limited to 
financial reporting) need 
attention: 

 No transfer of skills at 50%. 

 Poor performance 
management and monitoring 
at 25%. 

 Inadequate planning and 
appointment processes at 
25%. 

 

An even higher number of 
auditees were assisted by 
consultants – eight (100%) at a 
cost of R25 million. 

They had poor audit outcomes 
in spite of using consultants; the 
main reasons being the 
following: 

 Poor project management by 
37% of the auditees. 

 The records and documents 
consultants needed to 
perform their services could 
not be provided to them at 
13% of the auditees. 

 The consultants were 
appointed too late at 25% of 
the auditees. 

 Other auditee 
ineffectiveness at 25% of the 
auditees. 

Poor practices in managing 
consultants (not limited to 
financial reporting) were 
widespread: 

 Poor performance 
management and monitoring 
at all municipalities. 

 No transfer of skills at 71%. 

 Inadequate planning and 
appointment processes at 
71%. 

 

The use of consultants was the 
most common in this category – 
all three (100%) of these 
auditees were assisted by 
consultants at a cost of 
R9 million. 

They had poor audit outcomes 
in spite of using consultants; the 
main reasons being the 
following: 

 The records and documents 
consultants needed to 
perform their services could 
not be provided to them at 
67% of the auditees. 

 Other auditee 
ineffectiveness at 33% of the 
auditees. 

They displayed the poorest 
practices in managing 
consultants (not limited to 
financial reporting): 

 No transfer of skills at 67%. 

 Poor performance 
management and monitoring 
at 67%. 

 Inadequate planning and 
appointment processes at 
67%. 
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Area Best practices for clean audits (2) Unqualified with findings (5) Qualified with findings (8) Disclaimed with findings (3) 
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The municipalities effectively utilised the 
grants aimed at improving financial and 
performance management, namely the 
municipal systems improvement grant (MSIG) 
and the financial management grant (FMG): 

 Only 6% of these grants were not spent.  

 All the targets for the grants were 
achieved. 

Only 6% of the municipal infrastructure grant 
(MIG) was not spent and some of the targets 
related to infrastructure projects were not 
achieved. The municipality was able to 
adequately identify the root causes for the non-
achievement and put corrective measures in 
place to avoid a recurrence. 

 

The municipalities utilised the 
MSIG and FMG but with a 
slightly higher underspending 
than auditees with clean audit 
opinions: 

 A total of 16% was not 
spent.  

 All the targets for the grants 
were achieved. 

The weaknesses in the control 
environments of these 
municipalities also affected their 
ability to use the MIG 
effectively: 

 A total of 29% was not 
spent. 

 The targets were not 
achieved for 41% of the 
money spent. 

The utilisation of grants by 
municipalities in this category 
was poorer: 

 They used 98% of the MSIG 
and FMG allocations. 

 One municipality did not 
assess the achievement of 
targets, as they did not 
include targets related to the 
FMG in their SDBIP. 

 Although only 8% of the MIG 
was not spent, 51% of the 
targets were reported as not 
having been achieved. We 
could not verify the 
correctness of the 
achievement due to the poor 
quality of the performance 
report at 75% of the 
municipalities. 

 

Municipalities in this category 
showed the least ability to 
utilise their grants effectively. 

The MSIG and FMG were spent 
at all the municipalities, but we 
could not assess whether targets 
were achieved for 67% of the 
MSIG spending and 68% of the 
FMG spending, as performance 
reports were not submitted. 

Only 2% of the MIG was not 
spent but we could not assess 
whether targets had been 
achieved for 93% of the money 
spent, as performance reports 
were not submitted. The 
auditees reported that targets 
were not achieved for 7% of the 
MIG spending. 
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Area Best practices for clean audits (2) Unqualified with findings (5) Qualified with findings (8) Disclaimed with findings (3) 
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These auditees had no material instances of 
non-compliance with SCM legislation, with 
one having good SCM practices but the other 
one still needing to improve in some of the 
SCM areas. 

Their irregular expenditure levels were low 
as a result of their good SCM practices. They 
incurred only 0,3% of the total irregular 
expenditure and were responsible for 11% of 
the total municipal budget. 

 

 

All of these auditees had 
material instances of non-
compliance with SCM 
legislation.  

Their irregular expenditure 
levels were high as a result of 
their poor SCM practices. They 
incurred 17,4% of the total 
irregular expenditure and were 
responsible for 35% of the total 
municipal budget. 

 

In total, 88% of these auditees 
had material instances of non-
compliance with SCM 
legislation.  

Their irregular expenditure 
levels were too high as a result 
of their poor SCM practices. 
They contributed most to 
irregular expenditure at 65% of 
the total irregular expenditure, 
while being responsible for 29% 
of the total municipal budget. 

At three of these auditees (38%), 
the municipal manager and 
council did not investigate the 
irregular expenditure of the 
previous year to determine if 
anyone was liable for the 
expenditure. 

All of these auditees had 
material instances of non-
compliance with SCM 
legislation.  

We experienced limitations in 
performing the SCM audits at 
67% of these auditees. 

Their irregular expenditure 
levels were too high as a result 
of their poor SCM practices. 
These levels could have been 
higher had it not been for the 
limitations. They incurred 17,3% 
of the total irregular expenditure, 
in line with the proportion of the 
municipal budget they were 
responsible for. 

A lack of investigations was the 
most common in this category – 
at two auditees (67%), the 
municipal manager and council 
did not investigate the 
irregular expenditure of the 
previous year to determine if 
anyone was liable for the 
expenditure. 
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AUDIT OUTCOMES, ROOT 
CAUSES AND THE IMPACT OF 

ROLE PLAYERS  
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 Overall audit outcomes 1.

Local government in Mpumalanga consists of 21 municipalities and two 
municipal entities. The municipalities are made up of three district municipalities 
and 18 local municipalities. The municipalities operate on a budget of 
R16,757 billion (consisting of operating expenditure of R13,525 billion and 
capital expenditure of R3,323 billion). We have completed the audits of 
20 municipalities, with Msukaligwa failing to submit their financial statements on 
time due to instability in key positions and the late appointment of consultants. 

Umjindi and Thaba Chweu have municipal entities under their control, while Gert 
Sibande District Municipality has a trust and a partnership. We have not 
included the trust and partnership in the analysis of municipal entities in 
section 11 as these were not established in terms of the Municipal Finance 
Management Act (MFMA). However, we do analyse the audit opinion on the 
consolidated financial statements of Gert Sibande District Municipality in this 
report. Throughout our analysis, the audit outcomes of Msukaligwa, Umjindi and 
Thaba Chweu are reflected as outstanding. Umjindi submitted their consolidated 
financial statements for auditing but we were unable to finalise the audit before 
the cut-off date for inclusion in this analysis, while Thaba Chweu failed to submit 
their consolidated financial statements. 

The seven-year analysis below indicates that the province has regressed when 
comparing the audit outcomes of 2007-08 to those of 2013-14. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 2: Seven-year outlook on audit outcomes 
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Figure 2 shows that the province did not achieve 100% clean audits as 
committed to by the national Department of Cooperative Governance and 
Traditional Affairs (CoGTA) by 2014, which was the target that government had 
set itself through operation clean audit. In fact, the overall audit outcomes of the 
province have regressed since 2007-08 when this initiative was launched, with 
fewer auditees in the unmodified (clean or unqualified with findings) category. 
Ehlanzeni District Municipality and Steve Tshwete achieved clean audit 
outcomes. This is a commendable achievement, as these municipalities have 
also sustained the clean audit milestone for the past five years. This was as a 
result of stability in key positions that were filled with skilled individuals, a strong 
internal control environment, and a positive working relationship between the 
administrative and the political leadership. 

Although some municipalities improved their audit outcomes over the period, 
regressions by others had a negative impact on the overall audit outcomes of 
the province. The municipalities are implementing short-term, unsustainable 
solutions to improve the audit outcomes and are unable to adequately respond 
to the changes in the accounting framework by strengthening institutional 
capacity through skills acquisition.  
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What is also concerning is that the overall audit outcomes regressed despite the 
numerous and robust interactions we regularly had with both the political and 
the administrative leadership over this period. During these interactions, we 
discussed the audit outcomes, the root causes underpinning unfavourable 
outcomes, and the need for a strong control environment entrenched in daily, 
weekly and monthly processes. We have been consistent in our message that it 
is possible to obtain clean administration if there is a real will to change and if 
the leadership actively strives for quality and sustainability in executing its 
duties. This can be achieved by focusing on the following:  

 Ownership – The political and administrative leadership must take full 
ownership of the internal control environment. This includes the 
implementation and monitoring of recommendations from the various 
assurance providers. 

 Skills – Municipalities must invest in appointing skilled staff. Where 
consultants are appointed, municipalities should insist on the transfer of 
skills. 

 Discipline – Daily disciplines must be instilled to ensure excellence in 
financial management, service delivery execution and compliance with 
legislation. Two municipalities in the province have been exemplary in this 
regard and continuously achieved clean audit outcomes. 

 Credibility – The leadership must set the correct tone and implement 
processes to ensure the credibility of all municipal reports. 

 Performance management systems – Performance management systems 
with clear and decisive consequences for poor performance must be 
implemented. This system should not only apply to senior management but 
also to employees at lower levels. 

 Governance – Internal audit units, audit committees and MPACs need to 
ensure that all their activities are coordinated and contribute to the credibility 
of information. 

Unfortunately, all levels of leadership have been slow in responding to these 
messages and recommendations.  

 Audit outcomes for 2013-14 2.

The 2013-14 audit outcomes shown in figure 2 above reflect a slight 
improvement from 2012-13, as a result of four improvements and two 
regressions. Figure 3 below links the audit outcomes to the municipal budget. 

 

 

Figure 3: Audit outcomes per municipal budget 
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Figure 3 converts the audit outcomes to the expenditure budgets managed by 
auditees. It shows that the municipalities who produced credible financial and 
performance reports as well as complied with key legislation managed 11% of 
the provincial budget for local government. It is concerning, however, that the 
municipalities entrusted with a budget of R13,573 billion (89%) could not 
produce credible financial and performance reports and did not comply with key 
legislation.  

Municipalities’ inability to honestly and reliably account for the finances 
entrusted to them could have a significant impact on the confidence of citizens 
and other stakeholders in these municipalities to utilise funds in an economical, 
effective and efficient manner to the benefit of citizens in the province. In turn, 
this could have a negative impact on the province’s ability to raise funds through 
public-private partnerships to support the province’s efforts to improve the 
quality of services delivered to communities. This situation deserves urgent 
attention from both the political and the administrative leadership to ensure clear 
accountability and governance. 
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Three auditees (14%) with a budget of R1,350 billion were not included in the 
rest of the analysis in this report, due to the non-submission of financial 
statements before the deadline or audits that could not be completed by the  
cut-off date for inclusion in this report. 

Submission and quality of financial statements 

The Constitution and other legislation require municipalities to be transparent 
and accountable regarding the public resources provided to them. This includes 
preparing financial statements according to the applicable accounting framework 
and relevant legislation. These financial statements must be transparent, 
reliable, accurate, credible and supported by underlying records. 

Even though there has been an increase in the number of municipalities with an 
unqualified audit opinion in the current year, the quality of the initially submitted 
annual financial statements remained a concern. Municipalities relied too much 
on the external audit process to get their financial statements to the required 
standard through audit adjustments, as can be seen in the following figure: 

Figure 4: Quality of financial statements submitted for auditing 
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Figure 4 illustrates that only three municipalities (17%) initially submitted 
financial statements that were free from material misstatements. These 

municipalities did not rely on the audit process to identify errors in their financial 
statements. 

Four (22%) of the municipalities avoided qualified or disclaimed opinions by 
successfully adjusting the errors identified during the audit process. This points 
to a weak control environment characterised by a lack of adequate processes to 
prevent, or detect and correct, errors as well as a lack of adequate monitoring 
by the senior management of these municipalities, resulting in unreliable and 
incomplete financial statements being submitted for auditing. In addition, 
municipalities still struggled to fully comply with the requirements of the 
accounting framework. As it is not sustainable to rely on the auditors to identify 
errors, these municipalities stand a greater risk of regressing if the root causes 
of weaknesses identified during the audit process are not adequately 
addressed. 

We reported non-compliance with the MFMA for all the municipalities that had 
submitted financial statements with material misstatements. 
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Movement in the 2013-14 outcomes 

Figure 5: Movement in audit outcomes 
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Improvements 

The leadership of these municipalities translated their commitment into action by 
starting to respond to our messages of prioritising the filling of critical vacancies. 
Bushbuckridge implemented a filing system to ensure the easy retrieval of 
documentation. Two of the three municipalities that had improved from qualified 
to financially unqualified opinions with findings prepared their financial 
statements in-house for the first time. This was made possible by appointing 
competent individuals with financial skills and a proper understanding of the 
requirements of the accounting framework to support the CFO. The other two 
municipalities with improved audit outcomes extensively used consultants to 
assist them with the compilation of the financial statements. At all these 
municipalities, errors identified during the audit were corrected in the financial 
statements.  

We remain concerned about the sustainability of the improved audit outcomes at 
some of these municipalities, as management must still address the capacity 
and skills of financial staff to execute their daily and monthly disciplines. 
Furthermore, the leadership at these municipalities is yet to respond to issues 
relating to compliance with legislation and the quality of the submitted financial 
statements and performance reports, since material adjustments had to be 
made.  

We remain positive that Govan Mbeki and Dipaliseng will be able to further 
improve, as they have since made appointments in key positions, which was a 
root cause of poor outcomes in previous years.  

Unchanged 

Ehlanzeni District Municipality and Steve Tshwete have been exemplary in 
attaining clean audit outcomes since 2007-08, remaining the only municipalities 
in the province with audit outcomes in this category. Stability in leadership 
positions and basic control disciplines being institutionalised have been the key 
drivers of these two municipalities maintaining their positive outcomes. (Refer to 
section 6 of this report where we analyse leadership stability in detail.) 

Nkangala District Municipality and Mbombela maintained their unqualified 
opinion but continued to ignore SCM regulations or were unable to adequately 
account for their achievements in line with the promises made in their SDBIP. 
However, we commend both these municipalities for preparing their financial 
statements in-house.  

Six municipalities have remained qualified for the past two years. The instability 
of the leadership, the repeated focus on short-term solutions to address 
symptoms and not the underlying root causes, and the continued insistence to 
fill vacancies with employees who are not well equipped to deal with these 
challenges are at the centre of these stagnated results. Most of them continued 
to rely on consultants without any visible transfer of skills to municipal staff.  

Emalahleni and Mkhondo again got disclaimed opinions even though receiving 
extensive assistance from consultants. In addition to the root causes mentioned 
above, these municipalities also struggled with proper record keeping and a lack 
of skills to perform daily and monthly disciplines. Due to a weak control 
environment, these two municipalities could not account for progress on the 
service delivery objectives included in their SDBIP, as they were unable to 
submit an APR for audit purposes. At Emalahleni, the lack of cooperation 
between the section 139 administrator and the council contributed to the poor 
audit outcome. 
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Regressions 

Gert Sibande District Municipality and Emakhazeni both regressed in 2013-14. 
There was instability in the finance unit of Gert Sibande District Municipality, 
while the suspension of the CFO and deputy CFO for part of the year weakened 
the monitoring controls within the municipality and led to a qualified opinion. 

Emakhazeni relied on consultants to run the finance unit in the past few years; 
when they left, things started to fall apart as the municipal finance team was not 
fully equipped to handle the finances of the municipality and produce credible 
financial statements. The control environment continued to deteriorate, which 
was made worse by extended vacancies in key positions, including those of the 
municipal manager and the CFO.  

Municipal districts 

The province’s outcomes varied from one district to the next. District 
municipalities play a vital coordinating and supporting role for their local 
municipalities, including being responsible for the following: 

 Coordinate the development of the district and service delivery. 

 Play a supporting role in financial management. 

 Set the example in accountability and reporting. 

 Share best practices and assist to embed them in their local municipalities. 

 Ensure that daily financial and performance management is entrenched. 

 Improve internal control, governance and accountability of local 
government. 

 Assist local municipalities where there is a lack of skills. 

Figure 6: Audit outcomes per municipal district 
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Figure 6 above analyses the outcomes per district and shows that municipalities 
in the Nkangala district regressed the most from 2007-08, with five 
municipalities regressing from financially unqualified opinions with findings to 
either disclaimed or qualified opinions. The municipalities in the district have 
been negatively affected by leadership instability mainly due to prolonged 
vacancies, resulting in weaknesses in the internal control environment not being 
adequately addressed. 

Two of the three district municipalities themselves still battled to obtain clean 
audit outcomes, indicating that they are not yet capable to assist their local 
municipalities. Various initiatives such as mayoral, municipal manager and CFO 
forums were put in place to discuss issues affecting their constituent 
municipalities. This has not yet had the desired effect, as the outcomes are not 
improving. The low attendance rate of these meetings requires urgent attention 
to improve the effectiveness of these forums. The district municipalities also 
need to be capacitated for them to effectively support their local municipalities. 
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 Financial statement areas qualified 3.

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 key financial information for the reporting period in 
accordance with the accounting framework and applicable legislation. The audit 
provides the users with reasonable assurance on the degree to which the 
financial statements are reliable and credible, on the basis that the audit 
procedures performed did not identify any material errors or omissions in the 
financial statements. We use the term material misstatement to refer to such 
material errors or omissions. 

We reported the misstatements detected during the audit to management; 
however, 11 municipalities (61%) were not able to make the necessary 
corrections to avoid a qualified or disclaimed audit opinion on their financial 
statements. The main reasons for not making the corrections were: 

 a lack of adequate systems to identify and accurately record all transactions 
in the appropriate accounts 

 the unavailability of supporting documentation for transactions and balances 
recorded in the financial statements 

 a general lack of effective monthly reporting and robust monitoring 

 a lack of skills in finance units to implement the requirements of Generally 
Recognised Accounting Practice. 
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Figure 7: Most common financial statement qualification areas 
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Figure 7 illustrates the areas of the financial statements that were most 
commonly qualified. Some of these areas have remained unchanged from the 
previous year, while a number of municipalities managed to address their 
findings. However, there was no overall improvement due to new findings being 
reported. 

Property, infrastructure, plant and equipment 

Municipalities rely heavily on their assets to deliver key services to the 
community. These assets should be regularly maintained to enable the delivery 
of these services. 

Ten municipalities (55%) in the province could not properly account for the 
assets in their records. This poses a risk of these assets being neglected and 
not properly serviced, which will negatively affect service delivery.  
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Six municipalities were qualified as they could not implement daily and monthly 
disciplines, resulting in basic misstatements such as assets not being recorded 
and assets that could not be verified at all of these municipalities. Municipalities 
struggled to fill vacancies in asset management units with skilled and competent 
individuals who could religiously implement the basic principles of asset 
management, such as updating asset registers with additions and disposals as 
well as physically verifying assets and regularly reconciling fixed asset registers 
to the financial records.  

Most municipalities delegated their asset management responsibilities to 
consultants, whom they appointed too late to have a positive impact. The sheer 
volume of assets under the ownership of these municipalities also made it very 
difficult to identify and correct all errors at year-end.  

Municipalities who fail to safeguard their assets expose these assets to theft, 
vandalism and misuse, which will ultimately result in a loss of revenue and lost 
opportunities to improve the quality of service delivery, as money will have to be 
spent on replacing or repairing assets. In turn, this will lead to the interruption of, 
or a deterioration in the quality of, services to the citizens of the province. 

As second-level assurance providers, internal audit units are expected to advise 
municipalities on the internal controls that can be implemented to strengthen the 
control environment and ensure credible reports. However, at seven of the 
municipalities qualified on property, infrastructure, plant and equipment, the 
internal audit unit did not include asset audits in their audit work, despite 
weaknesses in this regard having been previously reported. Where internal audit 
units raised findings, management did not implement their recommendations. 
This highlights the need for audit committees to ensure that internal audit plans 
focus of critical areas, while the administrative leadership should ensure that 
internal audit units are supported by implementing their recommendations. In all 
these instances, we reported non-compliance with the MFMA relating to asset 
management. 

Revenue 

Municipalities must maintain their financial viability by recovering revenue for the 
services rendered to the community. Five municipalities did not respond to 
section 7A of the Municipal Systems Act, which states that they may levy, 
recover and charge tariffs in respect of any service rendered. These five 
municipalities did not put measures in place to ensure that meter readings were 
taken and consumers charged for the services rendered. Coupled with the low 
debt-recovery rate, this poses a financial viability risk (refer to section 9 where 
we analyse financial viability in detail).  

 

Furthermore, Victor Khanye was qualified on the incorrect accounting of traffic 
fines; while Bushbuckridge was qualified on comparatives, as they did not 
correct prior year misstatements.  

Irregular expenditure 

Municipalities are required to take reasonable steps to prevent irregular 
expenditure; however, four municipalities were qualified on the completeness of 
irregular expenditure. Some of these municipalities did not even disclose the 
irregular expenditure identified by the auditors, while other municipalities who 
incurred irregular expenditure in the previous year failed to investigate the extent 
and nature of this expenditure. These municipalities did not have proper 
processes to prevent or detect irregular expenditure and to make the necessary 
adjustments in the financial statements. Failure to investigate possible irregular 
expenditure denies the council an opportunity to satisfy itself that the goods and 
services related to the procurement in question were received and that the 
procurement took place in a transparent, efficient, effective and economical 
manner. We further analyse irregular expenditure in section 5. 

Way forward 

For the financial statements to improve, the leadership must create an 
environment that facilitates accurate and complete financial reporting to assist 
CFOs and consultants to meet their deliverables. Furthermore, municipalities 
should focus on the following: 

 Address vacancies and a lack of competencies at the CFO level and in 
finance units by appointing competent personnel. Intensive training 
programmes should be implemented to increase the skills of existing staff to 
enhance their competence in their daily functions. 

 Ensure that the control environment is strengthened by introducing key 
oversight controls. The preparation of reliable monthly and quarterly 
financial statements, as well as daily and monthly reconciliations, will ensure 
that transactions, balances and disclosures are accurately and completely 
recorded.  

 Implement a performance management system for all officials, with clear 
consequence management for poor performance and transgressions.  

 Ensure that the internal audit unit covers all critical areas in its scope of 
work and that the audit plan includes following up the issues we have 
raised. 
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 Annual performance report 4.

To facilitate transparency, responsiveness and accountability, municipalities 
should have an effective performance reporting system. The public should have 
access to performance information that indicates what has been achieved with 
the money allocated to municipalities. 

Service delivery initiatives in local government are determined by public 
participation during the development and updating of municipal IDPs and 
SDBIPs. These plans should form the basis for the allocation of budgets each 
year. Municipalities must measure their service delivery against the performance 
indicators and targets set for each of their predetermined performance 
objectives, and report on this in their APRs. We audit the APRs to determine 
whether the information in these reports is useful and reliable. 

Submission of the annual performance report for 

auditing 

Fewer municipalities submitted their APRs for auditing than in the previous year. 
Emalahleni and Mkhondo did not submit these reports for auditing, and we could 
only audit the usefulness of their planning documents but not the reliability of the 
information reported on. 

Furthermore, the province must attend to the quality of the submitted APRs. 
Only five municipalities published APRs that were credible, of which one had to 
make material adjustments. 

Movement in outcomes on the annual performance 

report 

Figure 8 shows the number of municipalities with material findings on the quality 
of their APRs over the past three years, together with the number of 
municipalities with findings on usefulness and reliability. 

Figure 8: Movement in outcomes on the annual performance report and findings on 
usefulness and reliability 
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Bushbuckridge and Thembisile Hani addressed findings on the quality and 
credibility of their APRs, but this was negated by the regression at Gert Sibande 
District Municipality where the planning documents submitted for audit purposes 
were not useful.  

The municipalities in the province did not fully understand the importance of 
performance reports and did not make an effort to understand the principles 
contained in the framework for managing programme performance information. 
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They continued to focus more on the quality of the financial statements, which 
still remained a challenge, while neglecting the quality of the APRs. In addition, 
municipalities did not have processes to collect, collate and report on their 
performance; while the monitoring and reporting units remained understaffed. At 
most municipalities, these units were filled with junior staff who were not 
properly monitored and guided by senior management.  

The above indicates that municipalities prepare APRs to comply with legislation 
rather than to use them as tools to measure performance, ensure clear 
accountability, and continually improve their reporting on service delivery. 
Furthermore, there is a risk that these municipalities’ in-year monitoring, 
oversight and decision-making processes could have been based on information 
that was not credible. This could have had a negative impact on the manner in 
which services were delivered. 

Findings on usefulness and reliability  

Usefulness refers to setting objectives, indicators and targets in the planning 
document, and how these are reported on in the APR. We measured the 
usefulness of the reported information against the criteria of presentation, 
consistency, relevance and measurability. 

Figure 8 shows the number of municipalities with findings on usefulness. The 
usefulness of targets and indicators has an impact on municipalities’ ability to 
collect information about actual performance and the reliability of the actual 
reported performance. The most common findings on usefulness were the 
following: 

 Indicators or measures were not well defined. 

 Performance targets were not measurable. 

 Indicators or measures were not verifiable. 

Municipalities struggled to collate and report on their achievements, as 
indicators were not measurable and well defined to ensure the consistent 
collection of information to be reported on. Municipalities should urgently 
address the usefulness of planned objectives, indicators and targets contained 
in the IDPs and SDBIPs, as this provides the foundation for measuring 
municipal performance. 

Reliability refers to the accuracy, completeness and validity of the actual 
reported performance against the planned objectives, indicators and targets. 
Figure 8 shows that there was a slight improvement in the reliability of 
performance information, with only two more municipalities being able to 
address findings on the reliability of their performance reports. 

Findings on reliability were due to municipalities not adequately considering the 
evidence required to prove performance when setting their objectives, indicators 

and targets, and not providing appropriate evidence to support their actual 
reported performance. The most common findings on reliability related to the 
accuracy, validity and completeness of actual reported performance when 
compared to the source documentation provided for auditing. 

Figure 8 further shows that those municipalities that were unable to provide 
credible performance reports managed R9,42 billion of the total local 
government budget of the province. 

The poor quality of the APRs submitted by municipalities made it difficult to 
assess their achievements and to hold management accountable.  

Role of internal audit units and audit committees in 

the credibility of performance reports 

In terms of the municipal planning and performance regulations, internal audit 
units must continuously audit the performance measures of the municipality and 
report to the municipal manager and performance audit committee. This is 
aimed at ensuring that the reports submitted to the council and other      
decision-makers of the municipality are credible. Failure by the internal auditors 
to audit the quarterly performance reports of municipalities, or their inability to 
identify significant weaknesses in the internal controls over the collecting and 
reporting of performance where audited, combined with the slow response by 
senior management to address findings identified by the internal auditors during 
the audit of the quarterly performance reports, contributed to the lack of 
significant improvement in the audit outcomes. 

As can be seen in figure 8, the weaknesses highlighted above led to             
non-compliance findings relating to strategic planning and performance 
management at seven municipalities (39%). 

Way forward 

For citizens to reap the benefits of a well-functioning local government, councils 
must empower themselves with credible performance information. Role players 
in local government should therefore focus on the following: 

 The council should drive performance excellence by ensuring that only 
credible reports are tabled; and both management and the performance 
audit committee should vouch for the accuracy of those reports. 

 The Department of Finance and CoGTA in the province should capacitate 
internal audit units to ensure that they understand the framework and 
regulations governing performance reporting. Internal audit units should 
include the audit of performance information in their annual plan and 
recommend improvements to management. 

 



 

General report on the local government audit outcomes of Mpumalanga for 2013-14 

35 

 

35 

 The council and the mayor should insist that the administrative leadership 
regularly report on the progress of implementing recommendations by 
various assurance providers. The internal audit unit should audit such 
progress reports as part of an independent review. Decisive action should 
also be taken where there is a lack of progress in implementing 
recommendations. 

 The council and the administrative leadership should ensure that 
government priorities contained in the state of the nation and state of the 
province addresses that affect municipalities are included in planning 
documents (IDPs and SDBIPs). 

 The Department of Finance and CoGTA should assist municipalities to 
improve the usefulness of their performance information by setting standard 
key performance indicators for basic services, which can be included in the 
municipal SDBIPs. 

 The Department of Finance and CoGTA should research the possible 
implementation of computerised systems to facilitate standardised reporting 
on predetermined objectives. 

 Compliance 5.

Municipalities must deliver services to their communities according to the 
legislative prescripts applicable to them. The applicable legislation is based on 
the principles of good governance, accountability and transparency; and 
regulates the stewardship of the public resources at their disposal. We annually 
audit and report on compliance with legislation applicable to financial matters, 
financial management and other related matters. 

We focused on the following areas in our compliance audits: ■ material 
misstatements in the submitted annual financial statements ■ asset and liability 
management ■ audit committee ■ budget management ■ expenditure 
management ■ unauthorised, irregular as well as fruitless and wasteful 
expenditure ■ consequence management ■ internal audit ■ revenue 
management ■ strategic planning and performance management ■ annual 
financial statements and annual report ■ transfer of funds and conditional grants 
■ procurement and contract management (SCM) ■ HR management and 
compensation. 

 

 

 

Status of compliance with key legislation  

Compliance with key legislation remained a challenge in the province. Sixteen 
(89%) of the municipalities reported on did not comply with key legislation. Only 
two municipalities (11%) had no material findings in this area. 

The political and administrative leadership’s inability to set the right tone and 
culture at these municipalities indicates a lack of will to address the complete 
disregard for the legislation governing local government’s day-to-day operations, 
and is central to the lack of progress in this area. This situation will not improve 
until such time as the leadership takes decisive action against perpetrators.  

Figure 9(a): Common non-compliance areas relating to financial statements and 
performance reporting 
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The non-compliance areas in figure 9(a) above relate to the poor quality of the 
financial statements and the APRs (refer to sections 2 and 4, respectively, for 
a detailed analysis in this regard). A lack of appropriate performance and 
reporting systems and the failure to set measurable indicators and targets were 
the most common findings relating to strategic planning and performance 
management. 
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Figure 9(b): Common non-compliance areas relating to unauthorised, irregular 
as well as fruitless and wasteful expenditure, consequence management, and 
procurement and contract management 
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Unauthorised, irregular as well as fruitless and 

wasteful expenditure 

The MFMA requires accounting officers to take reasonable steps to prevent 
unauthorised, irregular as well as fruitless and wasteful expenditure. If there is a 
persistent disregard for strengthening this control, opportunities may 
inadvertently be created for committing fraudulent transactions. Where 
municipalities are unable to prevent such expenditure, the MFMA requires the 
disclosure of the amounts incurred in the financial statements and the 
investigation of such expenditure to determine liability. Where liability can be 
proven, the accounting officer must take disciplinary and/or criminal action 
against the liable employees, and institute procedures for the recovery of funds. 
Only after a committee of the council has certified that such expenditure is not 
recoverable, may it be written off. 

Figure 10 shows the three-year trend in unauthorised, irregular as well as 
fruitless and wasteful expenditure, while figure 11 shows that unauthorised, 
irregular as well as fruitless and wasteful expenditure totalling R1,949 billion was 
not investigated and dealt with as required by the MFMA. Consequently, 
municipalities did not determine whether any of this expenditure resulted in 
money being wasted or if fraud had been committed.  

 

 

 

Figure 10: Trends in unauthorised, irregular as well as fruitless and wasteful 
expenditure  
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Figure 11: Previous years’ unauthorised, irregular as well as fruitless and 
wasteful expenditure not dealt with 
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As mentioned earlier, the MFMA requires the council to investigate 
unauthorised, irregular as well as fruitless and wasteful expenditure, and take 
action against perpetrators. As councils completely disregard this requirement, 
this kind of expenditure increases every year.  
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Unauthorised expenditure 

Unauthorised expenditure is expenditure that was not incurred in accordance 
with the approved budget, as defined in section 1 of the MFMA.  

We commend the four municipalities (22%) that did not incur unauthorised 
expenditure in the current or previous year. Unfortunately, however, there has 
been an overall increase of 37% in unauthorised expenditure compared to the 
previous year, which shows that municipalities had not yet mastered the 
budgeting process and that poor financial management remained a challenge. 

Of the unauthorised expenditure of R740 million incurred in 2013-14, 
most (91%) was as a result of overspending on the approved budget. In total, 
47% of the expenditure was identified by the municipalities while 53% was 
identified during the audit process.  

Non-cash items, such as depreciation and the impairment of property, 
infrastructure, plant and equipment as well as receivables, are included in the 
approved municipal budgets. The incorrect budgeting of non-cash items 
accounted for approximately 48% of the unauthorised expenditure incurred by 
local government during 2013-14, as municipalities did not apply the guidance 
issued by the National Treasury on the treatment of non-cash items. 
Depreciation was furthermore underestimated, as full records of property, 
infrastructure, plant and equipment were not maintained during the year. In most 
cases, records relating to assets and the impairment of debtors were only 
updated at year-end. This resulted in the underbudgeting for depreciation during 
the year, leading to unauthorised expenditure when the depreciation was 
calculated during the preparation of the financial statements. 

The lack of adequate budget processes, credible in-year reports and monitoring 
of expenditure incurred during the year were the main factors that gave rise to 
unauthorised expenditure. Municipalities in the province are experiencing 
significant financial viability challenges, as discussed in section 9, which makes 
it critical for them to monitor spending against the budget to ensure that their 
limited funds are used effectively and to the benefit of citizens. 

At five municipalities, the unauthorised expenditure reported on in the previous 
year was not investigated to determine whether any officials could be held liable, 
which undermined accountability and promoted a culture of tolerance for the 
transgression of legislation. 

 

 

 

Irregular expenditure, with a focus on supply chain 
management 

Irregular expenditure is expenditure that was not incurred in the manner 
prescribed by legislation, as defined in section 1 of the MFMA. Such expenditure 
does not necessarily mean that money was wasted or that fraud had been 
committed, but is an indicator that legislation was not adhered to, including 
legislation aimed at ensuring that procurement processes are competitive and 
fair. It is the role of the council to investigate all irregular expenditure to 
determine whether it constitutes misconduct, fraud, or losses that should be 
recovered. 

Most of the irregular expenditure incurred (91%) was the result of                  
non-adherence to SCM prescripts, while the remainder was mainly due to 
Thembisile Hani incorrectly using a transfer received from the National Treasury 
to fund their expenses.  

There is thus a direct correlation between the number of municipalities with 
material compliance findings on SCM and the irregular expenditure incurred 
during the year. We analyse the main areas of SCM non-compliance below. Our 
analysis indicates that municipalities might be manipulating the SCM processes 
to favour some service providers.  

During the audits of compliance with the requirements of SCM legislation, we 
tested 622 contracts with an approximate value of R2,5 billion and 
871 quotations with an approximate value of R46,2 million, also referred to as 
awards in this report. 

It is common practice in the province for councils to accept deviations month 
after month without properly understanding the reasons for these deviations and 
identifying the type of recurring expenses so that these can be included in the 
procurement plan. This denies the council an opportunity to make firm 
resolutions to ensure that the circumstances resulting in these deviations are 
addressed as far as possible. 
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Figure 12 below shows the number of municipalities with SCM findings as well 
as those with material non-compliance findings in their audit reports. 

Figure 12: Status of supply chain management  
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The number of municipalities with material findings on SCM compliance 
remained the same as in the previous year. Ehlanzeni District Municipality 
proved that compliance with key legislation relating to procurement was 
possible, and did not have findings in this regard. This municipality had dynamic 
and knowledgeable SCM staff members who understood the regulations and 
kept track of compliance by using checklists. 

Unfortunately, compliance with SCM legislation remained a challenge for the 
rest of the municipalities. Senior management has been very slow to implement 
our recommendations to strengthen the internal controls over SCM processes 
and to intensify the monitoring thereof to ensure full adherence. 

Figure 13: Findings on supply chain management 
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Figure 13 shows the number of municipalities with findings on the key SCM risk 
areas that we audit, and indicates the movement from the previous year. 

The SCM transgressions that gave rise to irregular expenditure were driven by 
conflicts of interest and a complete disregard for SCM regulations. This 
continued to leave the municipalities’ procurement processes vulnerable to 
abuse by officials who enriched themselves at the expense of quality service 
delivery. These transgressions are a symptom of the political and administrative 
leadership’s inability to create a culture of honesty, ethical business practice and 
adherence to legislation by ensuring that tough action is taken against 
perpetrators to serve as a deterrent to others.  

The following were the most common findings: 

 Findings on uncompetitive or unfair procurement processes included 
procurement without a competitive bidding process and non-compliance 
with procurement process requirements. For example, awards were made 
to prohibited suppliers, suppliers who did not declare their interest and 
suppliers who did not submit proof that their tax affairs were in order; while 
procurement also took place without obtaining three written quotes. This 
increased the risk that awards were not made in an effective, efficient and 
economical manner or to service providers that were capable of delivery, 
thereby compromising the quality of the services delivered. It also exposed 
municipalities to litigation by parties that believe they could have been 
successful in their bids had proper SCM processes been followed. 
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 Awards to employees, councillors and other state officials are 
specifically prohibited by legislation. Persons with conflicts of interest may 
unfairly influence the outcomes of awards in favour of a particular service 
provider. There were 355 instances of awards to employees, councillors and 
other state employees, with an overall value of R136,97 million. In 
213 instances, either the supplier did not declare the interest or the 
declaration of interest was not submitted, while the employee or councillor 
did not declare the interest in 10 cases. The persons involved included 
councillors and other employees not in senior management positions. 

 There were 143 instances of awards with an overall value of R42 million to 
suppliers in which close family members of employees and councillors 
had an interest. Such awards are not specifically prohibited, but legislation 
requires disclosure by both the supplier and the employee of the interest. All 
awards to close family members and employees must also be disclosed in 
the financial statements. In 14 of the awards to close family members, 
employees and councillors did not declare the interest, while the 
municipality did not disclose the interest in the financial statements in three 
instances. In 21 instances, the service providers submitted declaration 
forms but did not declare the interest, while the service providers did not 
submit interest declaration forms at all in five instances. 

 Contract management refers to how contracts are managed after they are 
awarded. The most common findings related to the following: 

 Lack of performance monitoring of contractors. 

 Inadequate contract performance and monitoring measures. 

 Failure to register construction projects with the Construction Industry 
Development Board within 21 days.  

 Awards to the value of R167,4 million requested for auditing were not 
submitted due to limitations imposed by management. As a result, the 
findings in this section of the report and the reported irregular expenditure 
may not be complete.  

Irregular expenditure related to the SCM issues highlighted above amounted to 
R508 million, made up as follows: 

 Procurement without a competitive bidding or quotation process – 
R117 million (23%) 

 Non-compliance with procurement process requirements – 
R318 million (63%) 

 Non-compliance with legislation on contract management – 
R73 million (14%) 

 

We did not investigate the irregular expenditure, as that is the role of the 
accounting officer and oversight bodies. We did establish through our normal 
audits that R441 million (87%) represented goods and services that were 
received despite the normal processes governing procurement not having been 
followed. As we did not audit awards of R23 million due to a limitation of scope 
and awards of R44 million as it was not part of our scope, we could not confirm 
whether the related goods and services had been received.  

A further risk is that these transgressions were the result of either a lack of 
competence or an incentive to award contracts to related parties where the 
benefit of goods and services might not be fully realised. The high incidence of 
findings on unfair procurement processes at 14 municipalities is of particular 
concern and the councils should investigate this further. 

The irregular expenditure reported during 2013-14 increased by 25% when 
compared to the R455 million in 2012-13. At R557 million, it amounted to 4% of 
the total local government budget in the province. The five highest contributors 
incurred R359 million (64%) of the irregular expenditure during this period. 

Approximately 77% of the reported irregular expenditure was identified by the 
auditors during the audit process, while a mere 23% was identified by the 
municipalities’ internal controls. This means that municipalities still did not have 
adequate processes to detect irregular expenditure and continued to rely on the 
audit process to identify such expenditure. As municipalities still struggled to 
detect irregular expenditure, they could also not implement measures to   
prevent it. 

The cumulative balance of irregular expenditure included expenditure incurred in 
the current and previous years. At the end of the year, this amounted to 
R1,589 billion, as reconciled below, showing that municipalities did not deal with 
previous years’ irregular expenditure as required by legislation: 

Opening balance             R1,086 billion 

Less: written off   R    54 million 

Balance not dealt with  R1,032 billion 

Incurred during year  R   557 million 

Closing balance   R1,589 billion 

The accounting officers and/or oversight bodies at five municipalities (28%) did 
furthermore not investigate the previous years’ irregular expenditure to 
determine whether any person was liable for the expenditure. Consequently, 
municipalities did not determine whether the irregularities constituted fraud or 
whether any money had been wasted and whether it had to be recovered. 
Where irregular expenditure was investigated, it took very long to complete the 
process. 
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Fruitless and wasteful expenditure 

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

There was a significant increase in the fruitless and wasteful expenditure 
incurred in the province. In the current year, 16 municipalities (89%) incurred 
fruitless and wasteful expenditure, compared to 13 municipalities (72%) in the 
previous year. Alarmingly, there were 1 210 instances of fruitless and wasteful 
expenditure, compared to only 313 in the previous year. This indicates that 
municipalities did not exercise due care, resulting in expenditure that would 
otherwise have been avoided. The municipalities identified 74% of the 
expenditure themselves, while the auditors identified the rest.  

Emalahleni was the highest contributor to fruitless and wasteful expenditure with 
R56 million. However, we could not substantiate the validity of this expenditure, 
as management could not provide us with supporting documentation.  

Fruitless and wasteful expenditure was incurred due to poor financial 
management, as 95% of the expenditure related to interest charged on late 
payments, corresponding with the high level of non-compliance with the MFMA 
relating to payments within 30 days as well as the number of municipalities with 
long-outstanding creditor balances. The main reason for the late payment of 
creditors was cash-flow challenges. 

Accounting officers (municipal managers) and oversight bodies (MPACs and 
councils) should insist on credible in-year reporting to monitor and better control 
this type of expenditure during the year. All fruitless and wasteful expenditure 
should be properly investigated and recovered from officials where possible. 
Furthermore, the administration team led by the municipal manager should 
regularly monitor the cash flow of the municipality to avoid this kind of 
expenditure. 

Way forward 

The findings on unauthorised, irregular as well as fruitless and wasteful 
expenditure and on compliance with legislation were due to weak control 
environments. Good governance and sound financial management will ensure 
that local government resources are used in an economical, effective, efficient 
and transparent manner for the benefit of citizens. The following 
recommendations should therefore be implemented to strengthen the control 
environment: 

 The political and administrative leadership should set a tone of zero 
tolerance towards transgressions of legislation and conflicts of interest. 
Decisive action should be taken against those that breach the requirements 
of legislation. 

 Audit committees and internal audit units should assist by timeously 
identifying breaches of legislation and reporting the breaches to the 
leadership, who should take action against those responsible. 

 Councils and MPACs should investigate all of the unauthorised, irregular as 
well as fruitless and wasteful expenditure not yet dealt with to determine 
liability. Once liability has been established, the actions required by section 
32 of the MFMA should be enforced. All investigations should be minuted to 
allow for scrutiny by auditors and the public. 

 Councils should not condone deviations without first applying due care to 
ensure that the deviation was valid and that there was no other alternative. 
Currently, the condonation of deviations is a mechanical exercise without 
any proper consideration.  

 Oversight role players (councils and MPACs) should hold accounting 
officers and senior management accountable for providing the desired level 
of assurance that will result in improved audit outcomes. 

 Human resource management 6.

HR management is effective if adequate, sufficiently skilled resources (in other 
words, staff) are in place, and their performance and productivity are properly 
monitored. The effectiveness of HR management is critical, as it has a direct 
bearing on building and maintaining sound institutional and administrative 
capabilities. 

Significant delays in filling the vacant positions of municipal managers, CFOs 
and heads of SCM units, coupled with instability in these positions, were the 
main internal control weaknesses in HR management, which contributed to the 
slow progress towards clean administration in the province. 
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Management of vacancies  

Figure 14 below links stability in the key positions of the CFO and the municipal 
manager to the audit outcomes.  

Figure 14: Stability in key positions per audit outcome 
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It is evident that those municipalities with stability in the municipal manager and 
CFO positions, complemented by these incumbents having the relevant 
competencies, produced positive audit outcomes, while those with instability in 
key positions and without a competent finance team and stable control 
environment had poor audit outcomes. Instability in key leadership positions 
also led to over-reliance on consultants (refer to section 7 for further information 
on the use of consultants). 

 

 

 

 

 

 

 

Figure 15: Municipalities with vacancies in key positions at year-end 

11% (2)

6% (1) 11% (2)

6% (1)

11% (2)

Municipal managers
and chief executive officers

Chief financial officers

Heads of SCM units

Vacant for 6 months     

or more
Stagnant or 

little progress

Vacant for less than   

6 months
Improved

 

Figure 16: Average vacancy period in months 
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Figure 15 shows the number of municipalities where the positions of the 
municipal manager, CFO and head of the SCM unit were vacant at year-end, 
while figure 16 indicates the average period that the positions had been vacant. 

Considering the importance of key positions, the picture reflected in figures 15 
and 16 above is concerning. The administrative and political leadership did not 
prioritise the filling of vacant posts, as seven (39%) of the municipalities had one 
or more vacant key positions at year-end. These municipalities were 
consequently not able to implement and monitor basic internal control 
disciplines in the areas of financial reporting, performance information and 
compliance with legislation (and thus maintain an effective internal control 
environment). In turn, this had a negative impact on their ability to achieve clean 
administration and, ultimately, clean audit outcomes. 

Furthermore, the long time it took to fill vacant head of SCM unit positions 
contributed to the constant increase in irregular expenditure incurred by 
municipalities.  
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Competencies and qualifications of officials in key 

positions  

The MFMA requires officials to meet prescribed competency levels in financial 
management and SCM. This is supported by the municipal regulations on 
minimum competency levels, which set the required levels of competence for 
accounting officers, senior managers, financial officials and other officials 
responsible for municipalities’ SCM. The financial management and governance 
competencies ensure that CFOs are able to prepare credible and accurate 
financial reports on municipal accounts. 

Figure 17: Achievement of minimum competencies  
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As illustrated in figure 17, it is commendable that most officials occupying key 
positions have the necessary qualifications. However, municipalities should 
ensure that these officials achieve the minimum competencies to address their 
lack of skills. This lack of skills and knowledge has an impact on the ability of 
these officials to adequately perform their required duties and instil an effective 
control environment. This is evident in the poor quality of the financial 
statements submitted and the high incidence of non-compliance with SCM 
regulations.  

 

Performance management 

As indicated in section 13, we identified a lack of consequences for poor 
performance and transgressions as a root cause of poor audit outcomes at 
61% of the municipalities. When officials are not accountable for their actions, 
the perception is created that poor performance and unacceptable behaviour 
are acceptable and tolerated. 

Although most municipalities (16) had performance contracts for senior 
management, they were not actively and regularly monitored, or used as a tool 
to drive good performance. 

Where a shortage of skills was identified as the cause of poor performance (at 
56% of the municipalities), appropriate training should be given to empower staff 
to perform their duties effectively.  

Way forward 

As mentioned earlier, effective HR management is a key driver in building a 
sound financial and performance control environment that supports effective 
oversight and accountability. It is therefore critical that those responsible 
address the following areas relating to consequence management, the 
management of vacancies, and maintaining a skilled and qualified workforce: 

 Municipalities should appoint key staff with the required skills and 
competencies. The Department of Finance should monitor compliance with 
the municipal regulations on minimum competency levels by all key officials 
and report non-compliance to councils and the Office of the Premier. 

 Councils should ensure that they sign performance agreements with the 
municipal managers and that they monitor in-year performance regularly. 
The performance management system should also be implemented at all 
levels and adequately monitored by the administration, who must 
appropriately deal with poor performance.  

 To have a meaningful and sustained improvement in the control 
environment, municipalities should continue to ensure stability in key 
positions. This should also entail a thorough analysis of the current staff 
establishment and alignment to the strategic objectives of municipalities. 

 The Department of Finance should train the financial staff of all 
municipalities on the requirements of Generally Recognised Accounting 
Practice and related reporting standards. 
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 Use of consultants for financial and 7.

performance management 

Our audits included an assessment of the work performed by consultants at 
municipalities. Although we acknowledge the need to appoint consultants to 
assist the public service, this must be needs-driven with an emphasis on value 
for money, proper planning and monitoring, and the transfer of skills. 

To supplement their human resources during the year, municipalities used 
consultants to the value of R55 million (2012-13: R44 million) for financial 
reporting and R179 000 (2012-13: R0) for performance reporting. 

Figure 18: Reasons for using consultants 
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As indicated in figure 18, the main reason for the high use of consultants was a 
lack of skills and vacancies, which is similar to the reasons given in the previous 
year. 

 

 

Fifteen municipalities (83%) had filled their CFO positions at year-end. Thirteen 
of these municipalities (87%) used consultants for financial reporting during the 
year. Considering that the preparation of financial statements is one of the core 
responsibilities of a CFO, it is concerning that consultants are still being used to 
perform the duties of the appointed CFOs. This does not promote the efficient 
and effective use of public funds, as the finance unit (including the CFO) and 
consultants are all paid for the same service. 

Figure 19: Vacancies in finance units of auditees that used consultants 
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Figure 19 analyses the vacancies within the finance units of municipalities that 
used consultants. The vacancy rates that were above 15% at six municipalities 
had a negative impact on the control environment, as the daily, weekly and 
monthly disciplines could not adequately be performed and monitored, resulting 
in these municipalities receiving a qualified or disclaimed opinion. Three 
municipalities with a vacancy rate of less than 15% received qualified or 
disclaimed opinions – not because of vacancies, but mostly because of issues 
relating to competencies and skills. The use of consultants also did not assist 
these municipalities in improving the outcomes, due to the highlighted effect of 
vacancies as well as skills and competencies on daily controls. This resulted in 
inaccurate and incomplete financial information, which in turn affected the 
credibility of the financial information used for decision-making during the year 
and the financial information submitted for auditing.   
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The organograms of these units should be reviewed to ensure that they are still 
relevant. If they are still relevant, the CFOs should appoint skilled and 
competent individuals to address the high vacancy rates as a matter of urgency.   

Figure 20: Impact of consultants 
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Figure 20 shows that the use of consultants was not effective, as they did not 
have a significant impact on the audit outcomes. Only four (27%) of the 
15 municipalities that made use of consultants for financial reporting improved 
their audit opinion, while the municipality that used consultants for performance 
reporting did not even submit an APR for audit purposes.  

Of concern is that 11 of the municipalities using consultants were either 
disclaimed or qualified, despite spending R33,9 million (62%) on the 
consultants. Based on these results, municipalities did not derive any substantial 
benefit from the funds spent on consultants. Table 2 below analyses the 
reasons for the ineffective use of consultants. 

Table 2: Reasons for the lack of impact of consultants 

Reason for lack of impact Financial 

reporting 

Performance 

reporting 

Lack of records and documents 27% 0% 

Other auditee ineffectiveness 27% 100% 

Consultants appointed too late 19% 0% 

Poor project management by the 

auditee 
27% 0% 

 Total  100%  100%

As can be seen in table 2, the lack of records and documents, poor project 
management and other auditee ineffectiveness equally contributed towards the 
ineffective use of consultants. This points to a lack of capacity by the 
municipalities to adequately plan for the efficient and effective use of 
consultants. As such, the overall control environment of municipalities was not 
sustainably improved through the use of consultants. 

Consultants focused mainly on producing financial statements that complied 
with the relevant accounting standards. However, a lack of proper records and 
documents and the poor quality of the underlying data (such as the monthly 
management reports used to prepare the financial statements) negatively 
influenced the audit outcomes.  

Due to the poor controls at municipalities, the scope of the consultants is usually 
extended to clean up the accounting records first before preparing the financial 
statements. This was the case at seven municipalities, with five of them still 
receiving a qualified or disclaimed opinion. At five municipalities, the consultants 
updated the fixed asset registers, of which three were qualified in this area. 
Thembisile Hani and Emakhazeni appointed consultants to only prepare 
financial statements. These municipalities received a qualified and a disclaimed 
opinion, respectively. Nkangala District Municipality and Victor Khanye prepared 
their financial statements in-house but appointed consultants to review them; 
they received an unqualified opinion with findings and a qualified opinion, 
respectively. What makes this situation even worse is that these functions 
should have been performed by the CFO and the finance unit. 
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We are further concerned about the following: 

 Conditions or clauses relating to the transfer of skills were not included in 
the contracts of consultants. 

 Measures to monitor the transfer of skills during projects were not 
implemented. 

 Consultants were appointed without conducting a needs assessment. 

 Measures were not adequate to monitor the delivery of projects. 

It is evident from the above that the appointment of consultants in the province 
was used as a ‘quick fix’, which did not result in positive audit results. There was 
no transfer of skills to empower municipal finance staff, or staff members were 
not competent enough to receive those skills. The heavy reliance on consultants 
is not a sustainable solution, as municipalities tend to regress when contracts 
come to an end, leaving them with no other choice than to revert back to using 
consultants. 

Way forward  

The following should be addressed so that municipalities can use consultants 
more effectively and gain the most from their appointment: 

 The justification and extent of services to be contracted should be 
considered at a strategic level in the province and should be approved by 
the council. This should include the costs of contracted services versus the 
costs of filling positions or increasing the skills of staff, as well as the 
reasons for using consultants where there is a fully staffed finance unit. 

 Councils should insist on a detailed plan to address the reasons for the use 
of consultants, namely vacancies and a lack of skills. Progress against this 
plan should be monitored by the oversight structures to ensure its effective 
implementation. 

 Accounting officers should ensure that adequate and effective processes 
are put in place to monitor progress on the agreed upon scope of work. 
Audit committees and the provincial treasury should be involved in 
assessing the effectiveness of consultants to ensure that consultants who 
do not produce quality work do not continue providing services to the 
municipality. This condition should be part of the service level agreement. 

 The transfer of skills should be included as a requirement in all contracts 
with consultants. This should be monitored to ensure that it is executed in 
terms of the contract and that sufficient time and resources are allocated to 
enable the transfer of skills. 

 CoGTA through the Municipal Infrastructure Support Agent should assist 
municipalities to monitor the work performed by consulting engineers who 
have been engaged to identify and value infrastructure assets. 

 Conditional grants  8.

Government’s vision and priorities are articulated in the medium term strategic 
framework (MTSF), in which focus is placed on providing sustainable and 
reliable access to basic services, including electricity, water, sanitation and 
refuse removal. 

In support of these goals, grants are provided to municipalities to upgrade their 
infrastructure and build their institutional capacity. The MIG is provided to 
municipalities to upgrade their infrastructure, while the MSIG and the FMG are 
provided to enhance municipal capacity. This is to enable municipalities to 
improve coordination, accountability and performance management. These 
grants are conditional and can only be used for their stipulated purposes. 

Figure 21: Analysis of municipal infrastructure grant spending and targets 
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Figure 21 shows that 87% of the MIG budget of R1,687 billion was spent. Four 
municipalities (27%) contributed to the material underspending. Of the spent 
amount, only 44% related to achieved targets. This indicates that municipalities 
struggled to successfully achieve targets due to poor planning, poor budgeting, 
and a lack of project monitoring.  

Underspending the MIG in the previous year and not successfully applying for a 
rollover resulted in current year funds having to be used to pay for prior year 
projects, which had a negative impact on the current year’s targets. In addition, 
municipalities who did not meet their targets did not procure services 
economically, as evidenced by the high levels of non-compliance with SCM 
requirements and irregular expenditure reported in section 5 of this report.  

Figure 22: Analysis of the spending of the municipal systems improvement grant and 
the financial management grant  

41%

29%

13%

18%

39%

26%

5%

30%

R41,91 million

4 auditees 

underspent by 

more than 10%

R44,56 

million    

to 18 

auditees

R15

million

R26,91

million

Grants spent

Areas of spending

Spent

Not  spent

Capacity building through appointment 

of interns

Training

Financial management reporting and 

upgrade of financial system support

MFMA support plans and other

Investment in information systems

Administrative systems for implementation 

of the ward participation system

Develop by-laws and policies

Other

1

 

 

All the municipalities received funds from the MSIG and the FMG. Figure 22 
shows how municipalities had spent these grants on various capacity-building 
areas. The National Treasury specifically selected these areas to ensure that 
municipal institutional capacity is strengthened to promote good governance as 
well as transparent and accurate reporting that will result in viable, sustainable 
and developmental municipalities that deliver effective services. 

Figure 23: Analysis of outcomes where targets were achieved 
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Figure 23 depicts municipalities’ achievement of the targets set for the MSIG 
and the FMG, and the impact that achieving planned targets had on credible 
financial and performance reporting. As Emalahleni and Mkhondo did not submit 
an APR, we could not evaluate whether they had achieved the MSIG and FMG 
targets. Gert Sibande District Municipality did not include a target relating to the 
FMG in their planning documents. 
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Of the 16 municipalities (89%) that achieved targets relating to the MSIG and 
the 15 (83%) that achieved targets relating to the FMG, only Ehlanzeni District  
Municipality and Steve Tshwete could produce credible reports and comply with 
key legislation. Although most of these grants (94%) were spent and the targets 
achieved at the other municipalities, its impact was not reflected in the audit 
outcomes, mainly due to senior management’s failure to adequately monitor the 
effective implementation of internal controls. This also shows that municipalities 
did not utilise these grants to sustainably improve their systems and controls to 
ensure service delivery and credible reporting. 

Way forward 

In addition to the recommendations in section 4 of this report, the following 
should also be addressed: 

 Indicators and targets should be developed that are SMART (in other words: 
specific, measurable, achievable, relevant and time bound) and specify the 
extent of service delivery in a manner consistent with the MTSF indicators 
and targets. 

 Municipalities should ensure that their plans and targets are aligned to those 
of national and provincial government. 

 Performance agreements for all levels of staff should clearly state the 
deliverables to be achieved and the consequences for failing to do so. 

 Councils, MPACs and mayors should have proper oversight mechanisms to 
ensure that resources, whether their own or as part of the equitable share, 
are spent on service delivery that is economical, effective and efficient. 

 The Department of Finance and CoGTA in the province should develop 
customised indicators relating to the provision of basic services. 

 The province should invest in empowering municipal staff tasked with 
planning, with an emphasis on key national outcomes and plans. 

 Financial viability 9.

Our audits included a high-level analysis of municipalities’ financial viability 
indicators to provide management with an overview of selected aspects of their 
current financial management status and practices. This analysis will enable 
timely identification and remedial action where the municipalities’ operations 
may be at risk due to poor financial management. Furthermore, the assessment 
indicates whether the municipalities provide services to their citizens in a 
sustainable manner, as required by the Constitution. In order to deliver services 
to their residents and ensure the continuation of such services, municipalities 

need to carefully manage the money flowing in and the money being spent, as 
depicted in the following graphic: 

Figure 24: Money flowing in and money being spent 
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As part of our assessment, we evaluated four aspects that relate to this 
balancing act:  

 Whether the financial position of municipalities was sound. 

 Whether revenue collection was adequate to ensure a steady stream of 
income to finance service delivery activities (revenue management). 

 Whether creditors were managed effectively (meeting financial 
obligations). 

 Whether the spending patterns of municipalities were sound. 
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Municipalities in a poor financial position 

Our assessment indicated that no municipality in the province had good financial 
viability indicators. Two municipalities that had been in a good financial health 
position in the previous year regressed in the current period. This clearly 
indicates that municipalities were struggling to manage their financial position. 

This assessment excluded three municipalities that received disclaimed 
opinions, as their financial statements were not credible and would therefore 
have distorted the financial analysis. However, it is critical that these 
municipalities receive the necessary attention, as their finance units are unable 
to provide credible financial information and are therefore exposed to a high 
level of financial viability risk. 

Revenue management 

Debt owed to municipalities in respect of services provided should be collected 
within 30 days. Our analysis indicated that the collection of debt remained a 
major challenge, as seven municipalities (47%) had a debt-collection period of 
more than 90 days, with an average of 712 days. At 12 municipalities (80%), 
more than 10% of their debt was assessed as irrecoverable at an average of 
72%. This meant that only R1,6 billion of a total of R4,15 billion was expected to 
be recovered. The long-outstanding debt included money owed by provincial 
and national government departments.  

Municipalities need to generate their own revenue to be viable by providing 
services to their residents. Municipalities tended to rely heavily on national 
government grants to fund their operations, to some extent including the cost of 
providing electricity and water services that they were struggling to collect. At 
times, the MIG was used to fund the operations of the municipality, resulting in 
unauthorised expenditure. The lack of adequate funding and controls to ensure 
collection resulted in municipalities not adequately maintaining their 
infrastructure assets. In turn, this resulted in excessive water and electricity 
distribution losses of over R634 million due to aging infrastructure assets, 
unmetered sites and illegal connections. 

Meeting financial obligations 

In terms of legislation, creditors must be paid within 30 days of receipt of an 
invoice. As municipalities struggled to collect their debt for services provided, 
10 municipalities (67%) could not pay their creditors within 90 days. These 
creditors included small and medium companies, where late payment could 
have affected their sustainability and the overall local economic development of 
the municipal area. As a result of the slow payment of creditors, the current 
liabilities of 11 municipalities (73%) exceeded their current assets by 
R1,5 billion. This also led to material non-compliance with the MFMA regarding 
payments within 30 days at eight municipalities (53%). 

Spending patterns 

Municipal spending, which is mainly made up of capital and operational 
spending, should be aligned to service delivery priorities.  

A capital budget is part of the approved annual budget set aside for developing 
and improving infrastructure, such as roads as well as water and sanitation 
systems, or to purchase assets, such as refuse removal trucks. As many 
municipalities cannot raise enough revenue through rates and taxes to fund 
infrastructure projects and improvement programmes, national government 
contributes through conditional grants. Our analysis indicated that five 
municipalities (33%) had underspent their conditional grants by more than 10% 
and seven municipalities (47%) had underspent their capital budget by more 
than 10%. Continued underspending could have a negative impact on the 
delivery of services to communities.  

Way forward 

For local government to operate in a sustainable manner, the following should 
be addressed: 

 Revenue enhancement strategies should be developed and implemented to 
ensure that municipalities are empowered to generate their own revenue. 

 Municipalities should consider including debt collection as part of their 
performance plans and include this in the individual performance 
agreements of senior managers. Improved collection patterns would assist 
in improving the financial viability of municipalities and will lead to increased 
funding for service delivery initiatives and timely payments of service 
providers. 

 The political and administrative leadership should work together in ensuring 
that money owed for services rendered is collected from communities as 
well as private and public institutions. 

 The maintenance of infrastructure is key to the delivery of services and 
should be prioritised to minimise losses. 

 Municipalities should perform an adequate needs assessment before 
engaging external service providers to clearly determine the reasons for 
using them as well as the scope of their services. In addition, external 
service providers should be strictly monitored to ensure that their services 
add value, which will ultimately reduce the money spent on external service 
providers and, in turn, contribute to the improvement of the financial viability 
of municipalities. 
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 Information technology systems  10.

Information technology (IT) controls ensure the confidentiality, integrity and 
availability of state information; enables service delivery; and promotes national 
security. It is thus essential for good IT governance, effective IT management 
and a secure IT infrastructure to be in place. 

Effective IT governance is essential for the overall well-being of a municipality’s 
IT function and ensures that the municipality’s IT control environment functions 
well and enables service delivery. The national coordinating and monitoring 
structure established by the minister of CoGTA is developing an IT governance 
framework. The framework is currently in a draft format and undergoing a 
consultative process, with the objective of achieving final approval and 
implementation during the 2015-16 financial year. 

During our audits, we established that most municipalities did not have 
adequately designed and implemented IT controls for security management, 
user access management, or IT service continuity. There has been little 
improvement since the previous year in the number of municipalities that had 
findings on IT controls. The most common findings are discussed below. 

Security management 

Security management findings were reported at 70% of the municipalities, which 
is an improvement of 16% from the previous year.  

Security management controls, such as an IT security policy, a firewall policy, 
patch management procedures and the appropriate delegation of information 
security responsibilities, had not been adequately designed to prevent and 
detect the risk of unauthorised access to the IT infrastructure that supports the 
application systems. Network security controls had not been adequately 
implemented to secure municipalities’ operating systems and databases, and to 
ensure that their financial information would be processed and stored in a safe 
environment. This exposed municipalities to the risk of unauthorised access to 
financial resources and information, as it left these systems vulnerable to other 
parties. 

User access management 

As in the previous year, user access management findings were reported at all 
the municipalities. 

User account management standards and procedures were either inadequately 
designed or not complied with to ensure that users’ access to municipal systems 
would be limited to the level required to execute their duties. Adequate user 
account management processes had not been designed and implemented to 
monitor the activities of system administrators and the access rights of users. 

The absence of such processes exposed the application systems in which 
financial information was stored to the risk of unauthorised access, which could 
be exploited to create and amend information.  

Information technology service continuity 

IT service continuity findings were reported at 69% of the municipalities, which is 
an improvement from the 86% in the previous year. 

IT service continuity controls, such as a business continuity plan and a disaster 
recovery plan, had not been designed to enable municipalities to recover their 
critical business operations and application systems that would be affected by 
disasters or major system disruptions within a reasonable time. Adequate 
backup and restore processes had not been designed and implemented for the 
financial information stored in the application systems. 

Way forward 

Accounting officers, senior management and IT management should ensure that 
the following measures are adopted: 

 Basic IT internal controls should be implemented by prioritising the design 
and implementation of controls that would formalise and structure effective 
security management, user access management and IT service continuity. 

 Municipal IT managers should regularly participate in the council meetings of 
provincial government information technology officers. 

 Internal audit units should play a more effective role in tracking the progress 
made by municipalities in implementing management commitments in 
respect of previously raised audit findings. 

 Robust and proactive engagements should be maintained with audit 
committees on matters regarding the implementation and monitoring of 
action plans to address recurring findings and the commitments made. 

 The executive leadership should ensure that succession planning for IT is in 
place to promote accountability and continuity. This will safeguard 
municipalities’ institutional IT knowledge. 

Such controls would lessen the risk of unauthorised access to IT systems, as 
well as contingencies such as the unavailability of systems or the 
incompleteness of data in the event of major system disruptions or data loss. 

Government has realised that many of the IT systems used for financial 
management at municipalities do not have the functionality to support all the 
complex and sophisticated business environments of local government, which 
has contributed to the poor audit outcomes. 
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The standard chart of accounts project being implemented by the National 
Treasury is expected to improve the financial management systems of local 
government. 

 Municipal entities 11.

Mpumalanga currently has two municipal entities, namely the Thaba Chweu 
Local Economic Development Agency (THALEDA) and the Umjindi Local 
Economic Development Agency (UMLEDA). Although they are under the 
ownership control of the parent municipality, municipal entities are independent 
organisations that perform municipal services on behalf of the municipality. As 
these entities only represent 1% of the province’s total municipal budget, we 
excluded them from the overall analysis in this report. We also did not assess 
the IT environment of the entities, as they do not have separate systems. As 
these two entities are mostly in their start-up phase, they have not fully 
implemented their mandate. 

Figure 25: Audit outcomes of municipal entities 
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The parent municipalities of the entities, namely Thaba Chweu and Umjindi, 
have not been included in this analysis since their consolidated audits were 
outstanding at the cut-off date for inclusion in this report. Thaba Chweu received 
a disclaimed audit opinion and Umjindi a qualified audit opinion. We could not 
assess the performance of UMLEDA, as they did not submit an APR.  

THALEDA 

This entity improved its audit opinion to unqualified as a result of the 
commitment of the board of directors and the chief executive officer, who has 
been with the entity for just over two years. The entity has limited staff members 
and transactions without complex internal controls. This entity submitted its APR 
for auditing, on which we did not raise any material findings.  

The accounting authority of the entity together with the parent municipality 
should start addressing non-compliance with legislation, including SCM-related 
non-compliance, which led to irregular expenditure of R1,15 million in the 
current year.  

UMLEDA 

This entity has received disclaimed opinions for the past few years, even though 
it had limited transactions. The entity did not develop an annual performance 
plan, did not have any structure, and there are concerns regarding its ability to 
continue its operations.  

The board of directors should take action to improve this situation. More 
importantly, the parent municipality should revisit the purpose of this entity to 
determine whether it is still relevant and ensure that all the proper structures are 
in place. 

Way forward 

The council, and more specifically MPAC, should ensure that the board is fully 
empowered and aligned to the objectives of the municipality to enhance the 
oversight and governance of these entities. This should include steps to ensure 
that there are sound internal controls, which will not only lead to an improvement 
in audit outcomes but also enhance service delivery through the achievement of 
performance targets and the promotion of economic growth within their 
municipal boundaries. 

The executive mayors of Thaba Chweu and Umjindi should assess the fiscal 
discipline, good governance principles and viability of these entities, to ensure 
that they deliver on the mandate for which they were originally established, and 
that their resources are used in an economical, effective and efficient manner. 
The parent municipalities should also pay more attention to the entities to help 
improve their audit outcomes. 
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Once the viability and purpose of these entities have been fully assessed, the 
municipalities should ensure that they are properly capacitated and that 
governance structures (internal audit units, risk units and audit committees) are 
in place. 

 Key controls 12.

The key legislated responsibility of accounting officers, senior management and 
officials is to implement and maintain effective and efficient systems of internal 
control. As part of our audits, we assessed municipalities’ internal controls to 
determine the effectiveness of their design and implementation in ensuring 
reliable financial and performance reporting and compliance with key legislation. 
To make it easier to implement corrective action, we have categorised the 
principles of the different components of internal control under leadership, 
financial and performance management, and governance. 

Figure 26: Key controls 
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Figure 26 provides an overall assessment of the drivers of key controls and the 
movement since the previous year, based on significant internal control 
shortcomings identified during the audits, which are discussed further below. It 
is clear from the figure that there has been no improvement in the control 
environment, which directly correlates to the stagnation in the audit outcomes.  

Leadership 

The regression in this area was as a result of the leadership’s failure to promote 
a culture of honesty, ethical business practices and an effective workforce with 
skilled staff. Increasing irregular expenditure, conflicts of interest, officials failing 
to declare their interest as well as a lack of consequences for poor performance 
and transgressions are testament to the poor ethical culture at municipalities. 

The instability in key positions and the lack of skills and competencies further 
indicate that the leadership has not dealt decisively with the challenges affecting 
audit outcomes and service delivery in local government. The political 
leadership and the coordinating departments should ensure that the municipal 
leadership is able to drive a culture of honesty, ethical behaviour and 
commitment to excellence, as displayed at Ehlanzeni District Municipality and 
Steve Tshwete. 

Financial and performance management 

Over the past five years, our numerous interactions with role players in local 
government have focused on the importance of implementing daily and monthly 
disciplines, keeping adequate records, and regularly compiling financial 
statements and performance reports. The political and administrative 
leadership’s slow response to these messages has resulted in these key 
controls not being implemented and the audit outcomes stagnating. 

Governance 

Strong governance structures supported by effective leadership at municipalities 
usually lead to improved basic financial discipline controls and positive audit 
outcomes. The capacity and focus of internal audit units require immediate 
intervention, as these units are struggling to properly analyse risk and direct 
their scope of work to these areas, which directly affects the value added by the 
audit committees. 
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Way forward  

A control environment can only be effective if it is properly resourced and 
maintained. It is critical for the leadership to address the root causes of the poor 
audit outcomes as discussed in section 13 to ensure that such a strong 
foundation is in place. They must also improve the status of internal control in a 
sustainable manner, by focusing on the following: 

 Take ownership of key controls and ensure that adequate daily, weekly and 
monthly controls and reconciliations are effectively implemented and 
monitored. Back-to-basics strategies at municipalities would help in this 
regard. 

 Promote a culture of honesty and ethical business practices, and enforce 
consequence management in cases of transgressions. 

 Together with the internal audit unit, conduct proper risk assessments and 
ensure that the unit’s scope of work includes risk areas. Furthermore, 
ensure that recommendations from internal audit units, audit committees 
and MPACs are developed into actions plans, which are adequately 
implemented and monitored to ensure improved outcomes. 

 Root causes 13.

Our audits included an assessment of the root causes of audit findings. These 
root causes are regularly reported to all levels of the leadership. We constantly 
highlight that, should these root causes not be addressed, the errors will recur 
and sustainable improvement will not be possible. The repetitive nature of the 
identified root causes over the years shows that municipalities are slow in 
responding to our messages and recommendations, but rather focus on 
addressing the symptoms of findings. This is not a sustainable practice and 
underpins the regressions over the past five years. 

The rest of this section summarises the three most common root causes of the 
poor audit outcomes, provides recommendations to address the root causes, 
and identifies the role players responsible for addressing the root causes. 

 

 

 

 

 

 

Figure 27: Root causes to be addressed 
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Slow response by the leadership to our messages 

At our regular interactions with mayors, municipal managers and senior 
management, we discuss the audit and management reports, audit findings, 
status of key controls as well as the root causes that underpin the findings and 
audit status. We also obtain commitments and follow up on these at subsequent 
interactions. Despite all of this, management at 72% of the municipalities did not 
take our messages of improving audit outcomes seriously and did not take 
timely action to address our previously reported findings and root causes. 

This raises serious concern about the disregard of section 62 of the MFMA 
which states that ‘the accounting officer is responsible for managing the financial 
administration of the municipality’. Leadership instability significantly contributed 
to the slow response, as changes in leadership, prolonged vacancies and 
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various individuals acting in vacant positions interrupt accountability and 
progress. 

The lack of addressing this root cause can be directly linked to the slow 
improvement of audit outcomes. In most cases, the findings are repetitive in 
nature. In some instances where internal auditors identified weaknesses, these 
were not addressed. Management still battled to develop credible action plans to 
address weaknesses in the internal control environment, thus negatively 
affecting the audit outcomes. 

This slow response to our messages is furthermore reflected in the culture of 
municipalities where incompetence and poor performance are tolerated. 

As change and corrective measures start at the top, the political leadership must 
embrace this challenge by ensuring that they implement their commitments to 
address audit findings and, ultimately, improve the audit outcomes. They should 
also hold management accountable for honouring their commitments and action 
plans for sustainable improvement. 

Lack of consequences for poor performance and 

transgressions 

Even though there was an improvement from the previous year, this root cause 
was still evident at 61% of the municipalities. In the past, we have consistently 
highlighted that the performance management system in local government 
needs to be implemented for all staff. Currently, performance management is 
limited to only senior management at municipalities. Municipalities can therefore 
not identify poor performance by junior staff in time to take corrective action. 
This hindered the performance of the municipality as a whole, due to the 
interdependence of each individual’s performance.  

By not holding people accountable for poor performance and transgressions, the 
perception is created that it is acceptable to continue with inappropriate 
behaviour. In turn, this leads to a lack of discipline around financial and 
performance reporting. In addition, poor performance by staff involved in service 
delivery will affect the efficiency and quality of the services delivered to citizens.  

Key officials lack appropriate competencies 

We identified this to be a root cause at 56% of the municipalities in the province. 
This was more common in the smaller municipalities who struggled to attract 
skilled staff and eventually filled positions with individuals without the required 
skills. These municipalities also did not invest in increasing the skills of 
employees. Perceived interference in the appointment process was the main 
reason for delaying appointments and prolonged vacancies, coupled with the 
council not understanding its role in the appointment of senior management in 
terms of legislation.  

We have seen improvements at some of the municipalities that had appointed 
skilled staff to support both the CFO and municipal manager. For example, 
Govan Mbeki and Lekwa improved their audit outcome from qualified to 
unqualified with findings following the appointment of skilled staff. Should all 
municipalities follow suit, this should yield positive results across the province. 

 The level of assurance provided and the 14.

impact of these role players on audit 

outcomes 

It is critically important that all role players with a responsibility to provide 
assurance on the control environment at municipalities coordinate their efforts to 
effectively improve local government audit outcomes. The poor status of the 
drivers of internal control discussed in section 12 highlights the inadequate 
assurance provided by these role players. If controls are not in place, credible 
information is not provided to other assurance providers, who then cannot 
effectively execute their responsibilities.  

Figure 28: Assurance provided by key role players 
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First level of assurance 

Senior management, municipal manager and mayor 

Based on our assessment in figure 28 and as evidenced by the poor status of 
the drivers of internal control, these role players did not provide the assurance 
needed for sound financial management and decision-making purposes.  

Even though all role players have their own specific responsibility in terms of 
providing assurance, the main contributor towards this unfavourable situation 
was senior management, which included the CFO, chief information officer and 
head of the SCM unit. They must monitor the effective implementation of basic 
financial and performance controls, which are the foundation of a sound control 
environment, but it was evident that senior management did not fulfil this 
responsibility. This directly affected the assurance that could be provided by 
municipal managers and mayors. 

Municipal managers are responsible for municipalities’ internal controls, 
including leadership, planning, risk management, oversight and monitoring. 
While municipal managers depend on senior management for designing and 
implementing the required financial and performance management controls, 
they should create an environment in which senior management can easily fulfil 
their responsibilities. This includes the timely filling of key vacancies at senior 
management level with skilled and competent individuals and the 
implementation of an effective performance management system to ensure that 
senior managers deliver on their responsibilities. 

Mayors have a monitoring and oversight role at municipalities and municipal 
entities. They have specific oversight responsibilities in terms of the MFMA and 
the Municipal Systems Act, which include reviewing the IDP and budget 
management as well as ensuring that auditees address the issues raised in 
audit reports. Mayors can bring about improvement in the audit outcomes of 
their municipalities by being actively involved in key governance matters and 
managing the performance of accounting officers and authorities. 

These role players should also hold officials accountable for poor performance, 
as this can ultimately have an impact on their own effectiveness in providing the 
required level of assurance. 

Section 131 of the MFMA clearly states that a municipality must address all 
issues raised by the auditor-general (AG), and places the responsibility to 
ensure compliance on the mayor. The repeat audit findings on the financial 
statements, performance reporting and compliance with legislation indicate that 
role players are not adhering to the requirements of this section. 

Second level of assurance 

Internal audit units and audit committees 

Internal audit units and audit committees assist accounting officers and 
authorities in the execution of their duties by providing independent assurance 
on internal control, financial information, risk management, performance 
management and compliance with legislation. They also provide assurance to 
the council on the strength of the control environment and the credibility of 
council reports for accurate decision-making.  

Even though all municipalities had internal audit units and audit committees, 
these role players are not yet providing the required level of assurance to have a 
positive effect on the audit outcomes.  

Internal audit plans did not address critical risks, as inadequate risk 
assessments were performed and risks were not appropriately responded to. 
Where internal audit units did respond effectively to risks by recommending the 
implementation of internal controls, management did not implement those 
recommendations. This resulted in the same findings being raised during the 
external audit year after year. 

If internal audit units properly assess risk and their work is driven by these 
assessments, they will identify basic control weaknesses earlier. Furthermore, 
by identifying the basic control weaknesses, the audit committee will be in a 
position to make value-adding recommendations. Where such 
recommendations are made, the first-level assurance providers are urged to act 
on these recommendations. 

Coordinating departments and their executive leadership 
(Department of Finance, Department of Cooperative 
Governance and Traditional Affairs, and Office of the 
Premier) 

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

The provincial departments that have a direct role to play in supporting and 
monitoring local government, and thereby providing a level of assurance, are the 
Department of Finance, CoGTA and the Office of the Premier. Our assessment 
of the assurance provided by these departments is based on their initiatives to 
support and monitor local government as well as the impact they have had on 
improving the internal controls of auditees.   
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The success of the interventions of these departments was hampered by not all 
municipalities cooperating and by some mayors and municipal managers not 
taking ownership and accountability for the interventions. The assistance was 
also not always effective due to a lack of coordinated support between these 
departments, which often resulted in a duplication of effort and resources as well 
as frustration on the part of the municipalities. 

Department of Finance 

This department is a critical role player in provincial government and has 
responsibilities in terms of the Constitution and the MFMA to support and 
strengthen the capacity of municipalities to manage their own affairs, to exercise 
their powers, and to perform their duties. Provincial government, with the 
Department of Finance as custodian, must also assist municipalities in building 
capacity to support efficient, effective and transparent financial management.  

The department implemented different programmes to monitor municipalities’ 
financial performance, identify challenges and recommend improvements. 
These programmes included providing training to municipalities, monitoring 
municipalities’ spending during the year, and reviewing action plans prepared by 
municipalities to improve their internal control environment. 

As was the case in the previous year, the initiatives again did not have a positive 
impact on the overall audit outcomes of municipalities. The department should 
improve early warning mechanisms to identify municipalities’ problem areas and 
implement responsive strategies in time to ensure an improvement in audit 
outcomes. 

Some of the prior year commitments were honoured, but the role of the CFOs 
still needs to be strengthened. Regular CFO forums were not held to discuss 
common challenges, share best practices and ensure the similar application of 
principles. 

To improve the level of assurance provided, the department needs to:  

 position itself well in terms of capacity relating to municipal support 

 perform a proper situation analysis early on to identify the areas of concern 
that need to be addressed per municipality 

 develop a plan that will map the resources according to the risk areas per 
municipality. 

Department of Cooperative Governance and Traditional Affairs 

The department is starting to make progress with the implementation of their 
commitments. However, not all of these had a positive impact on the audit 
outcomes, as municipalities did not have the necessary skills and competencies 
to make the most of the assistance. CoGTA implemented the following initiatives 
to assist municipalities: 

 Provided support in terms of section 139(1)(b) of the Constitution to 
Emalahleni and Bushbuckridge. This intervention continued into 2014-15. 

 Provided support to three local municipalities in terms of section 54A(6)(a) 
of the Municipal Systems Act, by seconding persons to act in the vacant 
positions of municipal managers. However, there was no support team at 
some of the municipalities to assist the seconded municipal managers in 
improving financial and performance management. 

 Assisted eight municipalities to implement a revenue-enhancement 
programme through an accurate billing system and the review of tariff 
structures. This challenge persisted, as some of the municipalities were 
again qualified on revenue. 

 Assisted in the compilation and implementation of audit action plans, with 
special emphasis on the five municipalities with disclaimed audit opinions. 
Only one of these municipalities improved their outcome. 

 Assisted with the oversight function of municipal councils by training 
MPACs. These committees are starting to gain momentum but they are not 
getting the full support from the council and the administration team. They 
also do not have the necessary resources to perform their duties, such as 
researchers.  

 Assisted some municipalities with the valuation roll to ensure that rates are 
correct. 

 Assisted municipalities with the alignment of SDBIPs to the performance 
agreements of municipal managers and the managers directly accountable 
to municipal managers.  

To ensure that these initiatives have a positive impact on the audit outcomes, 
CoGTA must improve the capacity of staff within the department to adequately 
support municipalities.  
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Office of the Premier 

The Office of the Premier has an important role to play within the administration 
of the province, which includes coordinating and supporting local government. 
This is in line with the Constitution that requires this office to administer, develop 
and implement national and provincial policies and legislation, and coordinate 
and support the functions of the provincial administration and its departments. 
This office should furthermore promote and enable intergovernmental relations 
and a cooperative government. 

In terms of the MTSF and the back-to-basics approach, cooperative governance 
must be strengthened to enable better service delivery and improve the lives of 
citizens. The MTSF further requires the Office of the Premier, in collaboration 
with CoGTA, to strengthen and support the planning and delivery of services by 
municipalities. This office therefore has a critical role to play in taking 
accountability and enabling the political and administrative leadership to meet 
the goals set out in these documents. It is crucial that this office assists in 
building capacity within the province to ensure that the principles of the back-to-
basics approach are effectively implemented and monitored; and that corrective 
action is taken where necessary.  

The previous commitment of the Office of the Premier to ensure stability in key 
positions at municipalities through the timely appointment of competent and 
skilled individuals did not materialise, as instability and officials lacking skills and 
competencies at municipalities remained one of the root causes of the poor 
audit outcomes. 

An in-depth analysis needs to be done to understand why municipalities are not 
appointing skilled and competent individuals in a timely manner. This will ensure 
that the Office of the Premier’s interventions address the root cause and not the 
symptoms of this problem. 

The Office of the Premier uses the premier’s coordinating forum, amongst 
others, to assess the progress made by municipalities in implementing 
resolutions and pronouncements made by this office. However, these forums did 
not meet often enough to effectively assess progress, as most of the 
commitments and pronouncements have not been implemented. The Office of 
the Premier needs to find more efficient mechanisms to assess whether 
municipalities are making the required progress in time for the corrective actions 
to have a positive impact on the quality of service delivery and the audit 
outcomes. 

Provincial executive (troika) 

The Department of Finance, CoGTA and the Office of the Premier individually 
communicated what they would do to support municipalities in improving audit 
outcomes. These commitments ranged from support for a better financial 

administration, tracking the implementation of action plans, strengthening 
capacity at all leadership levels as well as applying consequences for 
transgressions. 

Unfortunately, the initiatives implemented were not effective in improving the 
audit outcomes. Municipalities still struggled to implement basic financial 
disciplines and provide records to support the reported financial and 
performance information, while skills and competency gaps led to the excessive 
use of consultants. Most concerning is that the performance culture and 
standards were very low at most municipalities, as performance was not 
properly managed. 

In response to the challenges faced by municipalities, the executive council 
approved the integrated municipal support plan in September 2014 to address 
the lack of collaboration between CoGTA, the Department of Finance, the South 
African Local Government Association and district municipalities. The plan 
assigns responsibilities to each role player with clear timelines to ensure a 
distinct isolation of responsibility and accountability. The plan will be monitored 
during meetings of the premier’s coordinating forum. CoGTA has transferred its 
accounting unit to the Department of Finance from 1 April 2015 to centralise 
finance-related support to municipalities. Both departments have started 
capacitating their units to ensure that they are fully resourced to respond to their 
role in terms of the plan. 

The key aspects of the plan include the following: 

 Ensure functional oversight by committees such as MPACs and section 78 
and 79 committees. 

 Assist municipalities to establish financial governance structures (audit 
committees, internal audit units, risk units and IT governance units), and 
enforce the responsiveness of management to the recommendations of 
these structures. 

 Assess audit action plans to adequately address external audit findings, and 
coordinate structures to monitor the implementation of municipal audit 
action plans on a quarterly basis. 

 Monitor, assess and guide municipalities to comply with all the legislative 
requirements relating to municipal revenue, financial management and 
sustainability. 

 Assist municipalities to focus on accurate monthly billing, an effective 
system of internal control, and a credible budget (cash reserves). 

As the plan is still in its initial stage, there has not been much progress with its 
implementation. As has been proven in the past, the success of such a plan 
largely depends on the province’s ability to create stability in key positions, so 
that municipalities can get the most out of the improved quality support from 
these departments. The plan will furthermore only be successful if each role 
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player regularly monitors the progress made by the others with the view to hold 
each other accountable for a lack of progress. 

Third level of assurance 

Councils and municipal public accounts committees 

The council is required to provide assurance through monitoring and oversight. 
This includes approving or overseeing certain transactions and events as well 
as investigating and acting on poor performance and transgressions, such as 
financial misconduct and unauthorised, irregular as well as fruitless and wasteful 
expenditure.  

The councils who provided the required assurance assisted in ensuring that key 
management positions were filled with appropriately skilled individuals and that 
there was leadership stability.  

Councils should effectively exercise their oversight role by ensuring that all of 
their legislated functions are adhered to, including overseeing the oversight 
report relating to our reports as well as investigating all unauthorised, irregular 
as well as fruitless and wasteful expenditure incurred. The repeat findings 
analysed in this report relating to all three focus areas and the increase in 
unauthorised, irregular as well as fruitless and wasteful expenditure clearly 
indicate that urgent intervention is required to ensure the effectiveness of the 
oversight role of councils. 

MPAC is a council committee that is responsible for improving governance, 
transparency and accountability. This committee is an important provider of 
assurance: it is required to give assurance to the council on the credibility and 
reliability of financial and performance reports, compliance with legislation as 
well as internal controls. To a large extent, these structures are prevented from 
effectively fulfilling their responsibilities by the inability of senior management 
and the municipal manager to provide credible information for oversight 
purposes. 

At most municipalities, these committees were not empowered so that they 
could effectively execute their responsibilities. The council should ensure the 
stability of MPAC members so that capacity-building efforts by various 
stakeholders are not weakened by regular changes in the composition of the 
MPAC.  

For this structure to add value, municipalities need to start budgeting for the 
appointment of researchers to help them execute their oversight responsibilities 
as well as for regularly training members.  

 

Provincial legislature and portfolio committee on local 
government 

In terms of the Constitution, the provincial legislature must maintain oversight of 
the executive authority responsible for local government. This executive 
authority includes the members of the executive council for local government 
and for finance and the premier’s office. The mechanism used to conduct 
oversight is the portfolio committees responsible for CoGTA, the Department of 
Finance and the Office of the Premier. 

We acknowledge that the portfolio committees have started to ask CoGTA and 
the Department of Finance probing questions regarding the performance of 
municipalities and their role in assisting municipalities. However, they are not 
ensuring that these departments’ measures to assist municipalities are 
translated into indicators and targets to have the maximum impact. 

Way forward 

Apart from the recommendations listed under the specific assurance providers 
above, the following should also be addressed to improve the assurance 
provided by the different role players: 

 Councils should insist on credible information from the municipal manager 
and senior management. 

 Internal audit units and audit committees should focus on critical areas. 

 Municipal managers should ensure that the recommendations of 
governance structures and MPACs are implemented. 

 Senior management should monitor the implementation of daily and monthly 
disciplines. 

 The Office of the Premier, Department of Finance and CoGTA should 
monitor the implementation of the integrated municipal support plan. 

 Conclusion 15.

In order for local government to achieve the goals set out in the MTSF as well 
as the five key performance areas of the back-to-basics approach, all role 
players must diligently execute their responsibilities. In this manner, the 
leadership can build a professional local government that embraces the 
concepts of transparency, accountability as well as credible and reliable 
financial and performance reporting. The enabling role of municipal managers 
and the oversight functions of councils will play a pivotal role in creating an 
environment where effective, efficient and economical service delivery and a 
clean audit is a natural outflow of doing the right things at the right time. 
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Clean administration and service delivery field 

visits 

We conclude this report by sharing some success stories of municipalities that 
have both achieved clean audits and effectively delivered infrastructure projects to 
improve the lives of their citizens. The section firstly gives some background on the 
AG’s field visits to these municipalities, then lists key characteristics that have had 
a positive impact on the audit outcomes and service delivery of these 
municipalities, and lastly details specific projects before touching on the way 
forward. 

The table below shows the 2013-14, 2012-13 and 2007-08 audit outcomes of the 
municipalities in the province that achieved clean audit outcomes in the current 
year. 

Table 3: Comparison of current year, previous year and 2007-08 audit outcomes of 
municipalities with clean audits 

 

The field visits were part of our effort to put a face to the concept of a clean audit 
as well as demonstrate that it is all in the hands of the leadership to restore 
confidence in local government. It is our earnest desire that all entrusted with 
financial management and oversight responsibilities in local government can take 
some useful lessons from the better practices of these municipalities. We applaud 
all of them for blazing a trail in this effort towards good financial management and 
governance. 

Background 

In the first three months of 2015, AG Kimi Makwetu and staff from our office 
visited different municipalities across the country that had received clean audits. 
As previously explained, an auditee achieves a clean audit (or an unqualified 
opinion with no findings) when the financial statements are unqualified and we 
report no findings on either reporting on predetermined objectives or compliance 
with key legislation.  

The aim of the field visits was to observe, first hand, the correlation between 
clean audit outcomes and service delivery achievements as well as to identify the 
key characteristics of these clean audit municipalities. 

The leadership of these municipalities had an opportunity to reflect on the 
importance of clean administration as a catalyst to drive service delivery, 
showcase their governance structures as a critical area in ensuring the 
attainment of clean audit outcomes, and accompany the AG and his team on 
visits to key projects.  

In this regard, we are now in a better position to confirm that these clean audits 
do not come on the back of the non-delivery of services, as demonstrated by the 
projects described further on in this section. The same practices applied by these 
municipalities over the last few years in achieving clean audits were also evident 
in the management of the projects visited. These included using action plans with 
clear timelines; officials being assigned specific roles and responsibilities and 
being adequately supervised and monitored by senior management; employing 
skilled people in key positions, such as engineers; a healthy interface between 
the administrative and the political leadership; and effective oversight by 
governance structures, such as audit committees. 

The observations made during the visits should not be regarded as an audit, but 
we considered it worthwhile to share the good practices noted during the visits to 
municipalities across the country, as these could benefit other municipalities 
struggling to achieve clean administration and grappling with service delivery 
challenges. 

Key characteristics that have had a positive impact 

on audit outcomes and service delivery 

Leadership 

• The roles of the council and the administration are clarified and understood, 
and they actively participate in forums to promote a common vision for good 
governance through accountable financial and performance management and 
compliance with legislation. 
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• The municipal leadership displays a great awareness and understanding of 
what municipalities have to achieve on a daily basis, both from a financial 
management and governance perspective as well as a service delivery point of 
view. 

• They have suitably qualified officials to implement the disciplines around 
financial management and good governance, which are supported by 
dedicated political leaders who monitor and ensure that these disciplines are 
implemented. 

• Credible action plans are developed and implemented to correct the internal 
control deficiencies we had highlighted in previous years. 

• The monitoring of the implementation of action plans is a standing agenda item 
at meetings of councils and audit committees on a quarterly basis. 

• Particular attention is paid to the systems used to manage and report on their 
performance while corroborating their service delivery reports, apart from being 
able to produce credible accounts on their revenue, expenses, liabilities and 
assets. 

Financial and performance management 

• Basic internal controls and systems, including performing daily, monthly and 
quarterly reconciliations of their financial records, are embedded in the control 
environment of municipalities. 

• Proper record keeping is implemented in a timely manner to ensure that 
complete, relevant and accurate information is accessible and available to 
support financial and performance reporting. 

• Regular, accurate and complete financial and performance reports are 
prepared and supported by reliable information. 

• Measures are implemented to ensure that legislated duties are performed and 
that prohibited transactions are prevented to ensure compliance with 
regulations.  

Governance 

• Ongoing risk identification and risk management form an integral part of the 
governance arrangements at these municipalities. 

• Fully functional internal audit units are in place, over which audit committees 
provide effective oversight. 

• MPACs have been established and contribute to enhanced oversight. 

 

Further factors making the municipalities successful 

• Making good governance and service delivery the norm is a key element of the 
success of the municipalities who achieved clean audits. 

• The municipalities take great pride in their work and responsibilities, as they 
believe they exist to provide effective services to their citizens. 

• The municipal leadership creates platforms and facilities for communities to 
express their needs and service delivery concerns to the municipality; for 
example, through regular meetings in community halls and having a 24-hour 
hotline to report service breakdowns. 

• Innovation to enhance the services provided to citizens is central to ensuring 
that municipal resources are applied economically, effectively and efficiently. 

• Entrenched skills in engineering and project management are present at these 
municipalities. 

• The municipalities do not see the achievement of a clean administration as a 
project, but rather as an outcome of the continuous implementation of 
governance processes and disciplines, which are key in achieving service 
delivery. Consequently, these municipalities achieve clean administration 
without compromising service delivery. 

• The municipalities use their clean administration status to attract investors and 
donors, which then collaborate with the municipalities and provide more 
funding, enabling the municipalities to deliver more and better services to their 
communities. 

• The municipalities are determined to sustain their clean audit status. 

• There is no fear of being audited and the municipalities respond positively to 
our recommendations. 

These key characteristics were evident at all the municipalities visited, as further 
detailed below. 

Field visits in the province 

On 23 February 2015, the AG visited Ehlanzeni District and Steve Tshwete that 
had obtained clean audits in the province during the 2013-14 financial year. 
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Ehlanzeni District Municipality 

 

AG Kimi Makwetu with his delegation and executive mayor Cllr Letta Shongwe with council 
members of Ehlanzeni District. 

Located in the north-eastern part of Mpumalanga and bordering Mozambique and 
Swaziland, the municipality is one of three district municipalities in the province. As 
a district municipality, it provides support to five local municipalities within its 
district, namely Mbombela, Nkomazi, Thaba Chweu, Umjindi and Bushbuckridge. 
This support includes providing financial assistance, giving advice on specialised 
services, and facilitating and implementing service delivery projects on behalf of 
local municipalities.  

The AG was received by the executive mayor, Cllr Letta Shongwe, with municipal 
manager, Adv. Hugh Mbatha, and his administration team present. Cllr Shongwe 
expressed gratitude and excitement for having an opportunity to interact with the 
AG and pointed out that ‘The achievement of a clean audit did not come easy and 
is attributable to commitment of staff members, political leadership and consistent 
hard work.’   

In his presentation, Adv. Mbatha highlighted the importance of key controls as a 
cornerstone for sustaining good governance. He indicated that, as a municipality, 
they did not compromise on quality, especially that of candidates recruited to join 
the municipality. ‘Internal auditors play a vital role in assisting us to understand the 
reports submitted for review,’ he said. One of the contributing factors to their 
success was strategic planning sessions, during which his team conducted             
‘self-audits’ before and after the external audit.  

Project visited 

Refurbishment and upgrading of the Lomati Dam 

Ehlanzeni District provides support to their local municipalities in terms of one of 
the strategic objectives in their APR, namely ‘to support and monitor local 
municipalities in specific areas of need’. They implemented some of the critical 
projects for service delivery on behalf of these municipalities, including the 
refurbishment and upgrading of the Lomati Dam in Barberton. In this regard, the 
project assisted Umjindi to deliver on its own objective: ‘to ensure that all 
households in Umjindi have access to basic water at specified standards’. 

The project scope involved strengthening the dam wall to cater for the expansion 
of capacity (extension of the wall) in the second phase of the project. Its objective 
is to ensure a continuous supply of potable water to Barberton and its 
surrounding areas.  

According to Adv. Mbatha and the deputy manager for water and sanitation, Piet 
du Toit, the Lomati Dam is the primary source of water supply to the town of 
Barberton and the adjacent communities of Emjindini Trust and Verulam. They 
pointed out that the dam is therefore exclusively for domestic use and no farmers 
or businesses are allowed to use it. ‘It currently benefits about 59 381 people in 
the above-mentioned communities. The maintenance of the dam will be handed 
over to Umjindi only after proper training has been offered to officials of the 
municipality, and continuous support will be given,’ said Mbatha. 
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The Barberton area and surrounds are solely depended on the Lomati Dam as the source of 
their water supply. Due to the rapid increase in the population, the municipality plans to 
increase the capacity of the dam to ensure sufficient water for a population of over 60 000. 

Steve Tshwete  

 

The AGSA’s delegation led by AG Kimi Makwetu together with executive mayor Cllr Mike 
Masina and council members of Steve Tshwete. 

Located in the Nkangala District in Middelburg, Steve Tshwete is one of the few 
municipalities that received its first clean audit in 2009-10 and has sustained that 
status. 

Here the AG and his delegation were welcomed by the executive mayor, Cllr Mike 
Masina, and his leadership collective. The acting municipal manager, Mandla 
Mnguni, led his strong management team. Cllr Masina expressed his happiness at 
the visit and sang the praises of our office and its importance in the country. In his 
presentation, Mnguni indicated that maintaining the clean audit status was not 
easy and required extra attention to the internal controls and a solid control 
environment. ‘We owe our success to the implementation of the basic accounting 
disciplines and the constant support we receive from the political leadership,’ he 
said.  

Projects visited  

Integrated low-cost housing in Rockdale  

During 2013-14, the municipality was the first municipality in the province to be 
accredited to administer all the national housing programmes on behalf of the 
provincial department in terms of section 10 of the Housing Act. This was in 
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recognition of their efforts to develop sufficient capacity and a sound municipal 
human settlement development plan. 

The municipality successfully partnered with the private sector on this project. 
About 3 000 stands were available in the Rockdale area and just over 500 houses 
had already been built, addressing one of the municipality’s strategic objectives in 
its annual report, namely ‘to contribute towards the sustainable and integrated 
human settlement’. 

 
The first phase of Park 11892 and Mhluzi extension 7 in Middelburg is close to completion. 
Of the 3 000 stands made available, 500 units have been completed.  

    
Development and landscaping of Park 11829 and Mhluzi extension 7. 

This project in Middelburg, valued at around R37 million, is an initiative made 
possible by the neighbourhood development partnership grant. The project 
manager explained that the primary focus of the project is to stimulate and 
accelerate investment in poor, under-serviced residential neighbourhoods by 
providing facilities to uplift the community. 

The project is located in an area that is very accessible and visible to a large 
part of the community. The project manager further explained that this was a 
two-phased project. The first phase entailed the development and landscaping 
of the park and sport fields, while the second involved the development of a 
multi-purpose community centre that provides government and retail facilities.  

The project responded to one of the municipality’s objectives in the 2013-14 
SDBIP under infrastructure development and service delivery, namely ‘to 
develop new sport and recreation facilities while upgrading existing facilities 
according to prioritised community needs’. The AG was shown the park with two 
multi-purpose courts, children’s playgrounds, pathways and a picnic area. 

The new multi-purpose community centre was constructed to become a       
one-stop service centre providing basic services, such as small retail shops; job 
creation programmes; pay points for water, electricity and telephone bills; a 
satellite post office; and government social services including welfare offices. 
Mnguni pointed out that during construction, the project provided job 
opportunities for local community members from the different municipal wards.  
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The complex is part of the project that seeks to stimulate and accelerate investments in 
poor, under-serviced areas by providing facilities to uplift the community. It includes a 
sport complex, a library and an office park.  

 
 
 
 
 
 

Conclusion 

The municipalities we visited demonstrate impeccable levels of discipline and 
oversight in their financial management and operational activities. They have 
strong financial and performance management systems and governance 
structures, which enable them to safeguard public money and use it 
appropriately and transparently to improve the lives of people through service 
delivery within the framework of applicable laws. These systems and 
governance structures support the municipalities’ ability to develop service 
delivery plans, allocate funds and utilise them within the framework of the law to 
deliver public services, and accurately report on their ability to deliver these 
services. 

A key ingredient for obtaining a clean audit and delivering services is the 
presence of strong governance structures and systems, which would easily 
detect and timeously correct the breakdown of controls in municipalities. Such 
environments are characterised by readily available documentation. Most 
importantly, they have accountable managers and leaders who are able to 
provide explanations and additional evidence in support of the transactions they 
are reporting on. They also have the support of strong oversight by mayors and 
councils that back the efforts of municipal managers and CFOs.  

Those municipalities that are struggling to improve the quality of their financial 
and service delivery reporting as well as to prevent non-compliance with 
legislation have not institutionalised these good practices, which can result in 
service delivery objectives not being achieved. They should implement the key 
disciplines entrenched at the municipalities with clean audit outcomes, as 
detailed earlier on in this section under the key drivers of internal control. 

Municipalities are at the forefront of service delivery, as they have a direct 
impact on the experiences and lives of South Africans. It is therefore important 
for municipalities to have sound systems and governance structures that will 
enable them to continue to achieve high levels of efficiencies and find 
innovative ways to deliver services. The municipalities that achieved clean 
audits have demonstrated that they are better placed to continuously improve 
the delivery of services. 
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Annexure 1: Auditees' audit outcomes, areas qualified as well as findings on predetermined 

objectives, compliance and specific focus areas
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Annexure 2: Comparison of audit opinions over five years 
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Financial audits

District municipalities

Ehlanzeni District M unicipality Unqualified with no findings 0 0 Unqualified with no findings 0 0 Unqualified with no findings 0 0 Unqualified with no findings 0 0 Unqualified with no findings 0 0

Gert Sibande District M unicipality Qualified 1 1 Unqualified with findings 0 1 Unqualified with findings 0 1 Unqualified with no findings 0 1 Unqualified with findings 1 1

Nkangala District M unicipality Unqualified with findings 1 1 Unqualified with findings 1 1 Unqualified with findings 1 0 Unqualified with findings 0 1 Unqualified with findings 0 1

Local municipalities

Chief A lbert Luthuli Qualified 1 1 Qualified 1 1 Qualified 1 1 Disclaimed 1 1 Qualified 1 1

Bushbuckridge Qualified 0 1 Disclaimed 1 1 Disclaimed 1 1 Unqualified with findings 1 1 Unqualified with findings 1 1

Dipaliseng Unqualified with findings 1 1 Qualified 1 1 Unqualified with findings 1 1 Qualified 1 1 Disclaimed 1 1

Dr JS M oroka Qualified 1 1 Qualified 1 1 Qualified 1 1 Disclaimed 1 1 Disclaimed 1 1

Emakhazeni Disclaimed 1 1 Qualified 1 1 Qualified 1 1 Unqualified with findings 0 1 Unqualified with findings 1 1

Emalahleni Disclaimed 1 1 Disclaimed 1 1 Disclaimed 1 1 Qualified 1 1 Qualified 1 1

Govan M beki Unqualified with findings 1 1 Qualified 1 1 Qualified 1 1 Unqualified with findings 1 1 Unqualified with findings 1 1

Lekwa Unqualified with findings 1 1 Qualified 1 1 Disclaimed 1 1 Disclaimed 1 1 Unqualified with findings 1 1

M bombela Unqualified with findings 0 1 Unqualified with findings 0 1 Unqualified with findings 0 1 Unqualified with findings 1 1 Unqualified with findings 1 1

M khondo Disclaimed 1 1 Disclaimed 1 1 Qualified 1 1 Disclaimed 1 1 Disclaimed 1 1

M sukaligwa Audit not finalised at legislated date 0 0 Disclaimed 1 1 Disclaimed 1 1 Unqualified with findings 1 1 Unqualified with findings 1 0

Nkomazi Qualified 1 1 Qualified 1 1 Disclaimed 1 1 Unqualified with findings 1 1 Qualified 1 1

Dr Pixley ka Isaka Seme Qualified 1 1 Qualified 1 1 Qualified 1 1 Disclaimed 1 1 Disclaimed 1 1

Steve Tshwete Unqualified with no findings 0 0 Unqualified with no findings 0 0 Unqualified with no findings 0 0 Unqualified with no findings 0 0 Unqualified with no findings 0 0

Thaba Chweu Disclaimed 1 1 Disclaimed 1 1 Disclaimed 1 1 Disclaimed 1 1 Disclaimed 1 1

Thembisile Hani Qualified 0 1 Qualified 1 1 Qualified 1 1 Qualified 1 1 Disclaimed 1 1

Umjindi Qualified 1 1 Qualified 1 1 Qualified 1 1 Disclaimed 0 1 Disclaimed 1 1

Victor Khanye Qualified 1 1 Qualified 1 1 Unqualified with findings 1 1 Unqualified with no findings 0 0 Unqualified with no findings 0 0

Municipal entities
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Development Agency (THALEDA)
Unqualified with findings 0 1 Qualified 1 1 Unqualified with no findings 0 0 New auditee 0 0 New auditee 0 0

Umjindi Local Economic Development 

Agency (UM LEDA)
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District municipalities

Gert Sibande District M unicipality Qualified 0 1 Not analysed 0 0 Not analysed 0 0 Not analysed 0 0 Not analysed 0 0

Local municipalities

Thaba Chweu Audit not finalised at legislated date 0 0 Not analysed 0 0 Not analysed 0 0 Not analysed 0 0 Not analysed 0 0

Umjindi Audit not finalised at legislated date 0 0 Not analysed 0 0 Not analysed 0 0 Not analysed 0 0 Not analysed 0 0

Not analysed Note: The consolidated audits were previously not included in the general report as the value of the entities was immaterial.

Audit outcome 2013-14 Audit outcome 2010-11

Findings

Audit outcome 2009-10

FindingsFindings

Audit outcome 2012-13

Findings

Audit outcome 2011-12

Findings
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Annexure 3: Significant deficiencies (root causes) reported in the audit report  

 

 

F P C F P C O F P C O F P C O F P C O F P O F P C O F P C P C O F P C O F P C O F P C O F P C O F P C F P C O P C O F P C

District municipalities

Ehlanzeni District Municipality h n n n n n n n n

Gert Sibande District Municipality n n n i h i i i h

Nkangala District Municipality i n i i n i n n h

Local municipalities

Chief Albert Luthuli n h h i i n i n n

Bushbuckridge n n n i h h n n n

Dipaliseng n n i h i i n n n

Dr JS Moroka i i n n n n i i n

Emakhazeni i i i i i n n n n

Emalahleni n n n n n n h n n

Govan Mbeki i i i n n n n n n

Lekw a h n h h i h n i n

Mbombela h h h h h h h h h

Mkhondo h h h n n n n n n

Nkomazi i h i n h n n h n

Dr Pixley ka Isaka Seme h h h n h n n h i

Steve Tshw ete h n h n n h n n n

Thembisile Hani n h n n h n n n n

Victor Khanye n n n n n n n i n

Municipal entities

Thaba Chw eu Local Economic 

Development Agency (THALEDA)
h h h h h h h h n

Umjindi Local Economic Development 

Agency (UMLEDA)
n n n i n n n n n

A uditee

Leadership

M o vement

Effect ive 

leadership 

culture

Oversight  

respo nsibility

H R  

management

P o licies and 
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A ctio n plans
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go vernance

Financial and performance management 

M o vement

P ro per 

reco rd 

keeping

F

P ro cessing 

and 

reco nciling 

co ntro ls

R epo rt ing C o mpliance
IT  system 

co ntro ls

Governance

M o vement
R isk

management

Internal

audit

F

A udit  

co mmittee

O

h n i F Financial P Performance C Compliance O OverallGood Concerning Intervention required Improved Unchanged Regressed
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Glossary of key terminology used in our general reports 

Adverse audit opinion (on financial statements)  The financial statements contain misstatements (see ‘misstatement’) that are not confined to specific 

amounts, or the misstatements represent a substantial portion of the financial statements. 

Asset (in financial statements) Any item belonging to the auditee, including property, infrastructure, equipment, cash, and debt due to 

the auditee. 

Assurance / assurance provider  As used in this report, assurance is a positive declaration that is intended to give confidence in the 

credibility of financial and performance reports tabled by auditees and in the extent to which auditees 

have adhered to applicable legislation.  

 

Through the audit report issued to the auditees, we provide assurance on the credibility of auditees’ 

financial and performance information as well as their compliance with key legislation.  

 

There are role players in local government (assurance providers), other than the external auditors, that 

are also required to contribute to assurance and confidence by ensuring that adequate internal 

controls are implemented to achieve auditees’ financial, service delivery and compliance objectives. 

Such assurance providers include senior auditee officials, various committees (for example, municipal 

public accounts, performance and audit committees) and internal audit units.  

 

Other role players that should provide assurance further include oversight structures and coordinating 

or monitoring departments (see ‘oversight structures as well as coordinating and monitoring 

departments’).  

Backups In information technology, a backup, or the process of backing up, refers to the copying and archiving 

of computer data so that it may be used to restore the original after a data loss event. The primary 

purpose of a backup is to recover data after its loss, be it by data deletion or corruption. 

Business continuity plan (BCP) A business continuity plan is a plan to continue operations if a place of business is affected by 

different levels of disaster, which can be localised short-term disasters, to days-long building-wide 

problems, to a permanent loss of a building. Such a plan typically explains how the business would 

recover its operations or move operations to another location after damage by events like natural 

disasters, theft or flooding. For example, if a fire destroys an office building or data centre, the people 

and business or data centre operations would relocate to a recovery site. 
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Capital budget  The estimated amount planned to be spent by auditees on capital items in a particular financial period; 

for example, fixed assets such as property, infrastructure and equipment with long expected lives and 

that are required to provide services, produce income or support operations. 

Cash flow (in financial statements) The flow of money from operations: incoming funds are revenue (cash inflow) and outgoing funds are 

expenses (cash outflow). 

Clean audit  The financial statements receive a financially unqualified audit opinion and there are no material 

findings on the quality of the annual performance report or compliance with key legislation. 

Commitments from role players Initiatives and courses of action communicated to us by role players in local government aimed at 

improving the audit outcomes. 

Conditional grants  Money transferred from national government to auditees, subject to certain services being delivered or 

on compliance with specified requirements. 

Consolidated financial statements  Financial statements that reflect the combined financial position and results of a municipality and those 

of the municipal entities under its control. 

Contingent liability A potential liability, the amount of which will depend on the outcome of a future event. 

Creditors  Persons, companies or organisations that the auditee owes money to for goods and services procured 

from them. 

Current assets (in financial statements) These assets are made up of cash and other assets, such as inventory or debt for credit extended, 

which will be traded, used or converted into cash in less than 12 months. All other assets are classified 

as non-current, and typically include property, plant and equipment as well as long-term investments. 

Disaster recovery plan (DRP) A disaster recovery plan is a documented process or set of procedures to recover and protect an 

auditee’s information technology infrastructure in the event of a disaster. Usually documented in 

written form, the plan specifies the procedures that an auditee should follow in the event of a disaster. 

It is a comprehensive statement of consistent actions to be taken before, during and after a disaster. 

The disaster could be natural, environmental or artificial. Artificial disasters could be intentional, such 

as the act of an attacker; or unintentional (in other words, accidental), such as the wall of a dam 

breaking). 
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Disclaimed opinion (on financial statements) The auditee provided insufficient evidence in the form of documentation on which we could base an 

audit opinion. The lack of sufficient evidence is not confined to specific amounts, or represents a 

substantial portion of the information contained in the financial statements. 

Financial and performance management (as one of the drivers of internal control) 

 The performance of internal control and monitoring-related tasks by management and other 

employees to achieve the financial management, reporting and service delivery objectives of the 

auditee.  

 

These controls include basic daily and monthly controls for processing and reconciling transactions, 

preparing regular and credible financial and performance reports as well as reviewing and monitoring 

compliance with key legislation. 

Financially unqualified audit opinion (on financial statements) The financial statements contain no material misstatements (see ‘material misstatement’). Unless we 

express a clean audit opinion, findings have been raised on either the annual performance report or 

compliance with key legislation, or both these aspects. 

Firewall A security system used to prevent unauthorised access between networks (both internal/internal and 

internal/external). A firewall will allow only approved traffic in and/or out by filtering packets based on 

the source or destination. The firewall inspects the identification information associated with all 

communication attempts and compares it to a rule set consistent with the auditee’s security policy. Its 

decision to accept or deny the communication is then recorded in an electronic log. 

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

This includes penalties and interest on the late payment of creditors or statutory obligations as well as 

payments for services not utilised or goods not received. 

Going concern  The presumption that an auditee will continue to operate in the near future, and will not go out of 

business and liquidate its assets. For the going concern presumption to be reasonable, the auditee 

must have the capacity and prospect to raise enough financial resources to stay operational. 

Governance (as one of the drivers of internal control)  The governance structures (audit committees) and processes (internal audit and risk management) of 

an auditee.  

Human resource (HR) management  The management of an auditee’s employees, or human resources, which involves adequate and 

sufficiently skilled people as well as the adequate management of their performance and productivity. 
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Information technology (IT)  The computer systems used for recording, processing and reporting financial and non-financial 

transactions. 

IT controls  Computer-related controls ensure the confidentiality, integrity and availability of state information; 

enable service delivery; and promote national security. 

IT governance  The leadership, organisational structures and processes which ensure that the auditee’s information 

technology resources will sustain its business strategies and objectives. 

IT security management  The controls preventing unauthorised access to the computer networks, computer operating systems 

and application systems that generate and prepare financial information. 

IT service continuity  The processes of managing the availability of computer hardware, system software, application 

software (computer programmes) and data to enable auditees to recover or establish information 

system services in the event of a disaster. 

IT user access management  The procedures through which auditees ensure that only valid and authorised users are allowed 

segregated access to initiate and approve transactions on the information systems. 

Internal control / key controls  The process designed and implemented by those charged with governance, management and other 

personnel to provide reasonable assurance about the achievement of the auditee’s objectives with 

regard to the reliability of financial reporting, the effectiveness and efficiency of operations, and 

compliance with key legislation.  

 

It consists of all the policies and procedures implemented by auditee management to assist in 

achieving the orderly and efficient conduct of business, including adhering to policies, safeguarding 

assets, preventing and detecting fraud and error, ensuring the accuracy and completeness of 

accounting records, and timeously preparing reliable financial and service delivery information. 

Irregular expenditure  Expenditure incurred without complying with applicable legislation. 

Key drivers of internal control  The three components of internal control that should be addressed to improve audit outcomes, namely 

leadership, financial and performance management, and governance (which are defined elsewhere in 

this glossary.) 
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Leadership (as one of the drivers of internal control) The administrative leaders of an auditee, such as municipal managers and senior management.  

 

It can also refer to the political leadership (including the mayor and the council) or the leadership in the 

province (such as the premier). 

Material finding (from the audit) An audit finding on the quality of the annual performance report or compliance with key legislation that 

is significant enough in terms of either its amount or its nature, or both these aspects, to be reported in 

the audit report. 

Material misstatement  

(in financial statements or annual performance reports) An error or omission that is significant enough to influence the opinions or decisions of users of the 

reported information. Materiality is considered in terms of either its rand value or the nature and cause 

of the misstatement, or both these aspects. 

Misstatement (in financial statements or annual performance reports) Incorrect or omitted information in the financial statements or annual performance report. 

Net current liability  The amount by which the sum of all money owed by an auditee and due within one year exceeds the 

amounts due to the auditee within the same year.  

Net deficit (incurred by auditee) The amount by which an auditee’s spending exceeds its income during a period or financial year. 

Operational budget / operating budget  A short-term budget, usually prepared annually, based on estimates of income and expenses 

associated with the auditee’s operations, such as service delivery costs, administration and salaries. 

Oversight structures as well as coordinating and monitoring departments  

 Oversight structures consist of the provincial legislatures, the portfolio committees on local 

government and the National Council of Provinces.  

 

Coordinating or monitoring departments include the Department of Performance Monitoring and 

Evaluation, the National Treasury and provincial treasuries, the national and provincial departments of 

cooperative governance as well as the offices of the premier. 

Password In access control, confidential authentication information, usually composed of a string of characters, 

may be used to control access to physical areas and data. Passwords have to comply with certain 

complexity rules to ensure that they are not easy to guess. 
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Property, infrastructure and equipment (in financial statements) Assets that physically exist and are expected to be used for more than one year, including land, 

buildings, leasehold improvements, equipment, furniture, fixtures and vehicles. 

Qualified audit opinion (on financial statements)  The financial statements contain material misstatements in specific amounts, or there is insufficient 

evidence for us to conclude that specific amounts included in the financial statements are not 

materially misstated.  

Receivables / debtors (in financial statements) Money owed to the auditee by persons, companies or organisations that have procured goods or 

services from the auditee. 

Reconciliation (of accounting records) The process of matching one set of data to another; for example, the bank statement to the cheque 

register, or the accounts payable journal to the general ledger.  

Root causes (of audit outcomes being poor or not improving)  The underlying causes or drivers of audit findings; in other words, why the problem occurred. 

Addressing the root cause helps to ensure that the actions address the real issue, thus preventing or 

reducing the incidents of recurrence, rather than simply providing a one-time or short-term solution. 

Supply chain management (SCM)  Procuring goods and services through a tender or quotation process and monitoring the quality and 

timeliness of the goods and services provided. 

Unauthorised expenditure  Expenditure that was in excess of the amount budgeted or allocated by government to the auditee, or 

that was not incurred in accordance with the purpose for which it was intended.  

Vulnerability In information security, a weakness or flaw (in location, physical layout, organisation, management, 

procedures, personnel, hardware or software) that may be exploited by an attacker to cause an 

unfavourable impact. 
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Acronyms and abbreviations used in our general reports 

AFS annual financial statements 

AG auditor-general (the person) 

AGSA Auditor-General of South Africa (the institution) 

APAC Association of Public Accounts Committees 

APP annual performance plan 

APR annual performance report 

BCP business continuity plan 

CBD central business district 

CEO chief executive officer 

CFO chief financial officer 

CGICTPF corporate governance of information and communications technology policy framework 

CoGTA Department of Cooperative Governance and Traditional Affairs 

DM district municipality 

DoRA Division of Revenue Act 

DPME Department of Performance Monitoring and Evaluation 

DRP disaster recovery plan 

EC Eastern Cape 

FMG financial management grant 

FS Free State 

GP Gauteng 

GRAP Generally Recognised Accounting Practice 

HR human resources 

ICDG integrated city development grant 

ICT information and communications technology 

IDP integrated development plan 

ISDG infrastructure skills development grant 

IT information technology 

KFA key focus area 

KPA key performance area 

KPI key performance indicator 

KZN KwaZulu-Natal 

LGMIM local government management improvement model 
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LGTAS local government turnaround strategy 

LM local municipality 

LP Limpopo 

M/metro metropolitan municipality 

MASP municipal audit support programme 

MAT municipal assessment tool 

ME municipal entity 

MEC member of the executive council 

MFMA Municipal Finance Management Act, 2003 (Act No. 56 of 2003) 

MIG municipal infrastructure grant 

MISA Municipal Infrastructure Support Agent 

MP Mpumalanga 

MPAC municipal public accounts committee 

MSA Municipal Systems Act, 2000 (Act No. 32 of 2000) 

MSIG municipal systems improvement grant 

MTSF medium term strategic framework 

MUN municipality 

NC Northern Cape 

NCOP National Council of Provinces 

NDPG neighbourhood development partnership grant 

NW North West 

SALGA South African Local Government Association 

SCM supply chain management 

SDBIP service delivery and budget implementation plan 

WC Western Cape 
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