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The information and insights presented in this fl agship publication of my offi ce are aimed at empowering oversight structures and local government and provincial leaders 
to focus on those issues that will result in reliable fi nancial statements, credible reporting on service delivery and compliance with laws and regulations. 

This publication also captures the commitments that leaders have made to improve audit outcomes.
Auditor-General: Terence Nombembe
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Our reputation promise/mission

The Auditor-General of South Africa (AGSA) has a constitutional mandate and, as the Supreme Audit Institution (SAI) of South Africa, 
it exists to strengthen our country’s democracy by enabling oversight, accountability and governance in the 

public sector through auditing, thereby building public confi dence.
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  SECTION 1: FOREWORD TO THE 2010-11 
GENERAL REPORT ON THE AUDIT OUTCOMES 
OF LOCAL GOVERNMENT
It is with pleasure that I present to the Mpumalanga Provincial Legislature and 
municipal councils my 2010-11 general report summarising the results of the audit 
outcomes for local government. The purpose of this report is to provide an overview 
of the 20 municipalities that were analysed. I am pleased to announce that four 
municipalities received clean auditor’s reports. The audit of one municipality was 
outstanding due to the late submission of fi nancial statements.

The sustained and improved clean audit outcomes in four municipalities are 
attributable to the commitment of the leadership and management. The action plans 
to address audit fi ndings and strengthen key internal controls relative to leadership, 
fi nancial and performance management as well as governance were effectively 
implemented throughout the year. 

With greater commitment and effort, the remaining 33% of the municipalities that 
had achieved unqualifi ed audit opinions could also graduate towards clean audits 
well before 2014.  However, a large number of municipalities have remained 
unable to address the key control priorities in order to mitigate the high risks in 
the areas of supply chain management (SCM), service delivery reporting, human 
resource (HR) management, information technology (IT) controls and the poor quality 
of fi nancial statements.  To a large extent this is infl uenced by mayors and councils 
paying minimal attention to the ownership of key internal controls, a general lack of 
consequences for poor performance, and many offi cials still not having the required 
competencies and skills to perform their job and thus continuing to rely on external 
assistance. 

Local government in the province now needs to ensure that there is regular monthly 
reporting and validation of fi nancial information, service delivery information and 
compliance information. This should be supported by effective internal audit units 
and audit committees that should provide assurance on the credibility of information 
prior to submission to municipal public accounts committees (MPACs) and councils. 

Municipal councils would then be better empowered to take ownership of the key 
internal controls, commitments and corrective action plans and to assess progress at 
least quarterly. 

Honouring the commitments given by the leadership would provide an enhanced 
and clear level of oversight and coordinated monitoring of municipal results by 
the provincial legislature committees under the leadership of the speaker and the 
provincial coordinating departments (fi nance as well as governance and traditional 
affairs) under the leadership of the premier. 

I wish to thank the leadership and audit teams of the Auditor-General of South 
Africa (AGSA) in the province and audit fi rms for the manner in which they continue 
to strengthen cooperation with the leadership of the province through enhanced 
visibility, thereby providing proactive insights into the root causes of the status of 
internal controls. These engagements will also provide timely feedback and inputs 
on the adequacy of the guidance provided by the coordinating role players. 

Auditor-General
Pretoria
June 2012
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SECTION 2: OVERVIEW OF AUDIT OUTCOMES
This general report summarises key aspects of the 2010-11 local government audit 
outcomes of Mpumalanga. A summary of the overall audit outcomes is provided in 
section 2.1. Details of the fi ndings arising from the audit of the fi nancial statements, 
reporting on predetermined objectives (PDOs) and compliance with laws and 
regulations are included in section 2.2 to 2.4, together with the root causes and 
recommended best practices. Recommended focus areas for provincial role players 
to address unsatisfactory audit outcomes are outlined in section 2.5. 

These sections should be read together with the analysis of the drivers of audit 
outcomes in section 4 of this report. Section 5 summarises commitments received 
from the provincial executive leadership and oversight bodies in response to the 
audits and highlights other current and emerging matters requiring attention.

The audit outcomes of the municipalities and municipal entities (also referred to 
as ‘auditees’ in the rest of this report) are analysed and presented in the report 
based on the capacity of the municipality. The high-, medium- and low-capacity 
grades were awarded to municipalities for the purpose of implementing the 
Municipal Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA) and 
the Generally Recognised Accounting Practice (GRAP) accounting standards. The 
grading is being phased out but for purposes of this report it provides some insight 
into the size and ability of the different municipalities. 

2.1 Summary of audit outcomes for the province

Included in the summary of audit outcomes of auditees are the overall audit 
outcomes, details of the auditees that could not be audited, an analysis of 
improvements and regressions in the current year’s outcomes, and a three-year 
history of audit outcomes. 

2.1.1 Summary of overall audit outcomes

Local government in Mpumalanga comprises three district municipalities and 
18 local municipalities. Of the municipalities, the capacity of six is classifi ed as 
high, six as medium and nine as low. 

The audits of 19 municipalities who had submitted fi nancial statements by 
31 August 2011 were completed within the legislated time frame of three months 
from the receipt of the fi nancial statements. 

Two (10%) auditees were not able to meet the legislative requirement of timely 
submission. The audit of one of these municipalities was completed in time for 
inclusion in the analysis of this general report. The audit of the other municipality 
had not been fi nalised as at 31 January 2012, which is the cut-off date set by the 
AGSA for inclusion of audit outcomes in this general report. Section 2.1.3 provides 
further details in this regard.

The audit outcomes of the 2010-11 fi nancial year of audits completed by 
31 January 2012 and the audit outcomes of the previous year are summarised in 
the following table.

Table 1: Summary of audit outcomes of current and prior year

Audit outcomes
Municipalities

2010-11 2009-10

Financially unqualifi ed with no fi ndings 4 3

Financially unqualifi ed with fi ndings 7 8

Financially unqualifi ed fi nancial statements 52% 52%

Qualifi ed opinion, with fi ndings 3 3

Adverse opinion, with fi ndings 0 0

Disclaimer of opinion, with fi ndings 6 7

Number of auditor's reports not issued by 31 January 2012
Prior year audit outcomes of 2010-11 audits outstanding

1 0

Outstanding audits and fi nancially qualifi ed fi nancial statements 48% 48%

Total number of audits 21 21

Total number of auditees at which fi ndings arose from the AGSA’s other legal reporting responsibilities

Findings on predetermined objectives only 1 1

Findings on compliance with laws and regulations only 3 1

Findings on both predetermined objectives and compliance with laws and regulations 12 16
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2.1.2 Improvements and regressions in audit outcomes for the year under review 

The following fi gure analyses the movements in audit outcomes between the current 
and previous year for all auditees.

Figure 1:  Improvements and regressions in the audit outcomes for the year 
under review

Movements in audit outcomes from the 2009-10 fi nancial year

Audit opinion Improvement Unchanged Regressed Total reported 
on

Prior year 
opinion 

of audits 
outstanding
2010-11

Financially unqualifi ed with no 
fi ndings 1

3 4

Financially unqualifi ed with 
fi ndings 1

6 7

Qualifi ed*
2

1 3

Disclaimed* 4 2 6

Total 4 14 2 20 0

Movements in the number of auditees with fi ndings on predetermined objectives and/or compliance with laws and 
regulations from the 2009-10 fi nancial year 

Type of fi ndings Improvement Unchanged Regressed Total auditees 
reported on

Prior year 
opinion 

of audits 
outstanding

Reporting on predetermined 
objectives 3

13 16

Compliance with laws and 
regulations 2

14 1 17

* With or without fi ndings on predetermined objectives and/or compliance with laws and regulations 

Movements and major trends in audit outcomes for the year under review are 
presented below. 

Table 2:  Signifi cant  aspects of the 2010-11 audit outcomes

Outcomes category Signifi cant aspects

Overall trends

There has been a marginal net improvement in the audit outcomes for the 2010-11 year 

with four audits being fi nancially unqualifi ed with no fi ndings on predetermined objectives

or compliance with laws and regulations.

Improvements

Gert Sibande improved its audit outcome to fi nancially unqualifi ed with no fi ndings. 

Nkomazi improved its qualifi ed audit opinion to fi nancially unqualifi ed with fi ndings.

Dipaliseng and Thembisile Hani improved their disclaimer of opinion to a qualifi ed opinion. 

Regressions

Albert Luthuli and Lekwa regressed from a qualifi ed and a fi nancially unqualifi ed with

fi ndings audit outcome, respectively, to a disclaimer of opinion.

Unchanged

Nkangala, Bushbuckridge, Emakhazeni, Govan Mbeki, Mbombela and Msukaligwa  failed

to improve their fi nancially unqualifi ed with fi ndings audit opinion from the previous 

fi nancial year.

Dr J S Moroka, Mkhondo, Pixley Ka Seme and Umjindi failed to improve their disclaimer

of opinion from the previous fi nancial year. 

Annexure 1 to this report lists all auditees with their 2010-11 audit outcomes and 
those of the previous year. Annexure 2 summarises the fi ve-year audit outcome 
history of the auditees.

2.1.3 Status and outcomes of audits not fi nalised by 31 January 2012

Since 31 January 2012, the date set by the AGSA for inclusion of audit outcomes 
in the general report, a further audit has been completed but the audit outcome 
is not included in the analysis contained in this report. Details of the audit are 
presented in the table below. 
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Table 3: Prior outcomes of audits outstanding at the date of this report

Auditee Reason not 
fi nalised

Expected date 
of fi nalisation

Year last 
fi nalised

Audit outcome of audit last fi nalised

Disclaimer/
Adverse Qualifi ed

Financially 
unqualifi ed 

with 
fi ndings

Financially 
unqualifi ed 

with no 
fi ndings

Municipalities

Thaba Chweu Late receipt of AFS 30-Jun-12 2009-10

Total 1    0    0    0

The Thaba Chweu Municipality only submitted its fi nancial statements for auditing 
on 24 February 2012. The fi nancial statements were not ready for submission on 
31 August 2011, as the municipality had problems with its fi nancial system and 
was unable to extract the required information to draft the fi nancial statements. 

2.1.4 Three-year history of local government audit outcomes for the province 

The audit outcomes over the past three fi nancial years are depicted in fi gure 2.

Figure 2: Summarised three-year audit outcomes of auditees 

5% 

29% 
33% 29% 

14% 14% 
29% 

33% 39% 

42% 

19% 14% 

2010-11 (21) 2009-10 (21) 2008-09 (21) 

All auditees

17% 17% 17% 

50% 50% 

83% 

33% 33% 

2010-11 (6) 2009-10 (6) 2008-09 (6) 

High-capacity municipalities  

50% 

33% 

16% 

33% 67% 

17% 

17% 

17% 

33% 

17% 

2010-11 (6) 2009-10 (6) 2008-09 (6) 

Medium-capacity municipalities 
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11% 

33% 56% 56% 

23% 
11% 

33% 
44% 

33% 

2010-11 (9) 2009-10 (9) 2008-09 (9) 

Low-capacity municipalities 

Financially unqualifi ed with no fi ndings Financially unqualifi ed with fi ndings

Qualifi ed with/without fi ndings Disclaimed/Adverse with/without fi ndings Audits outstanding

There has been a marginal improvement in the province over the past three years. 
Four of the municipalities improved their outcomes to achieve a clean audit status. 
However, these improvements have been overshadowed by the stagnation and 
regression of the other municipalities.

Only eight municipalities registered sustained improvements over the past three 
years. Four of these municipalities improved their results during the prior year 
and sustained their outcomes during the year under review. The remaining four 
municipalities improved their audit outcomes during 2010-11.

Twelve municipalities either regressed or failed to improve their audit outcomes over 
the past three years. Four of these municipalities continued to obtain disclaimers of 
opinion, while two regressed from either unqualifi ed or qualifi ed audit opinions to 
disclaimers of opinion.

This can be attributed to a number of factors, such as a lack of skills and capacity 
in fi nance sections; heavy reliance being placed on consultants who do not 
have the necessary skills to assist the municipalities or the ability to transfer such 
knowledge; a lack of information fl ow from management to council, stalling the 
progress on policy making and oversight; as well as inadequate performance 
management and record keeping.

2.2 Findings arising from the audit of fi nancial statements 

This section of the report: ■ provides an analysis of the quality of the fi nancial 
statements submitted for auditing; ■ analyses material misstatements in fi nancial 
statements (qualifi cations) resulting in disclaimed, adverse or qualifi ed audit 
opinions; ■ summarises the nature and causes of fi nancial statement qualifi cations; 
■ provides details of the assistance provided by consultants relating to fi nancial 
statement preparation; ■ analyses root causes of fi ndings and best practices; and 
■ recommends the way forward on these matters.

2.2.1 Analysis of the quality of the fi nancial statements submitted for auditing

As in prior years, auditees submitted fi nancial statements for auditing that contained 
material misstatements in one or more areas. 

Seven (35%) auditees were able to achieve fi nancially unqualifi ed audit opinions 
only because they were given the opportunity during the audit to correct the 
material misstatements identifi ed by the auditors. Reliance on the auditors to identify 
corrections to be made to the fi nancial statements is not a sustainable practice 
and the unqualifi ed audit opinions might not be maintained in the future. Some 
auditees were not willing or able to correct all of the misstatements and therefore 
could not avoid attracting qualifi cations. The extent of material misstatements in 
fi nancial statements submitted for auditing for the year under review is depicted in 
the following fi gure. 



GENERAL REPORT ON THE AUDIT OUTCOMES OF MPUMALANGA LOCAL GOVERNMENT 2010-11

21

Figure 3: Material misstatements in fi nancial statements submitted for auditing

All corrected 
35% 

None corrected 
10% 

Some corrected 
35% 

No material 
misstatements  

20% 

The following fi gure depicts areas in the submitted fi nancial statements that 
contained material misstatements. 

Figure 4:  Areas of material misstatement in fi nancial statements submitted for 
auditing (corrected and uncorrected)

40% 34% 39% 45% 
29% 35% 

25% 

30% 
25% 

25% 
20% 

15% 
20% 

25% 

30% 
41% 36% 35% 

56% 
45% 50% 

Non-current assets Current assets Liabilities Other disclosure 
items 

Revenue Expenditure Unauthorised, 
irregular as well as 

fruitless and 
wasteful 

expenditure 

No material misstatements Material misstatements corrected Qualifications 

Section 122 of the MFMA directs that municipalities and municipal entities must 
submit, for auditing, annual fi nancial statements that fairly present the state of 
affairs and the fi nancial position as at the end of the fi nancial year. Such fi nancial 
statements are therefore required to be free from material misstatements (i.e. material 
errors or omissions). 

Four municipalities had no material misstatements in their fi nancial statements and 
received fi nancially unqualifi ed opinions with no fi ndings. This can be attributed to 
a number of good practices, such as the following:

• Transactions and balances were reviewed monthly.
• The fi xed asset register was reconciled each month.
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• Financial statements submitted for auditing had adequate and reliable 
supporting documentation as well as schedules to support the amounts 
reported.

• Audit committees reviewed the fi nancial statements prior to submission to 
the auditors.

• Audit committee recommendations were implemented.
• There were suitable skills in critical positions.

Sixteen municipalities had material misstatements in their fi nancial statements 
submitted for auditing. Common matters attracting these misstatements included the 
following:

• Ineffective asset management and fi xed asset registers not complying with 
the requirements of GRAP 17.

• The unavailability of adequate and reliable supporting documentation.
• Inadequate controls over the accuracy and completeness of provisions.
• Ineffective controls regarding the monitoring and reporting of distribution 

losses.
• Non-disclosure of unauthorised, irregular as well as fruitless and wasteful 

expenditure incurred.
• Lack of adequate controls to identify unauthorised, irregular as well as 

fruitless and wasteful expenditure.

Most misstatements in fi nancial statements were not detected by internal controls. 
This was caused by the leadership not monitoring and ensuring discipline 
during the year to facilitate accurate fi nancial statements at year-end. There was 
diffi culty to recruit and retain the skills in fi nance sections to interpret and apply 
accounting policies and standards. Internal audit units and audit committees 
should be engaged in providing assurance regarding the credibility and reliability 
of information. They should also be proactive in compliance activities, such as 
ensuring that strategies to mitigate the risk of non-compliance and inaccurate 
fi nancial statements are adequate.

2.2.2 Material misstatements in fi nancial statements (qualifi cations) resulting in 
disclaimed or qualifi ed audit opinions

The following fi gure depicts the areas that were materially misstated in the fi nancial 
statements of the nine auditees (2009-10: 10) that obtained disclaimed or qualifi ed 
audit opinions. 

Figure 5: Transversal fi nancial statement qualifi cation areas

89% 

100% 

78% 
80% 

89% 

100% 100% 

90% 

67% 

90% 

78% 
80% 

56% 

70% 

20
10

-11
 

20
09

-10
 

20
10

-11
 

20
09

-10
 

20
10

-11
 

20
09

-10
 

20
10

-11
 

20
09

-10
 

20
10

-11
 

20
09

-10
 

20
10

-11
 

20
09

-10
 

20
10

-11
 

20
09

-10
 

Non-current       
assets 

Current assets Liabilities Other disclosure 
items 

Revenue Expenditure Unauthorised, 
irregular as well as 

fruitless and 
wasteful 

expenditure 
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The following table depicts the progress, or lack thereof, of auditees in addressing 
their prior year qualifi cation fi ndings.
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Table 4: Auditees’ history of fi nancial statement qualifi cation areas
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Municipalities

Albert Luthuli Disclaimer Repeat Repeat Repeat Repeat Repeat Repeat Qualifi ed

Dipaliseng Qualifi ed Addressed Addressed Addressed Repeat Addressed Addressed Disclaimer

Dr J S Moroka Disclaimer Repeat Repeat Repeat New Addressed Repeat Repeat Disclaimer

Emalahleni Qualifi ed Repeat Repeat Repeat New Repeat Qualifi ed

Lekwa Disclaimer New New New New New New New
Financially 
unqualifi ed 

with fi ndings

Mkhondo Disclaimer Repeat Repeat Repeat Repeat Repeat Repeat Repeat Disclaimer

Pixley Ka 
Seme

Disclaimer Repeat Repeat Repeat Repeat Repeat Repeat Addressed Disclaimer

Thembisile 
Hani

Qualifi ed Repeat Repeat Repeat Repeat Repeat Addressed Repeat Disclaimer

Umjindi Disclaimer Repeat Repeat Repeat Repeat Repeat Repeat Addressed Disclaimer

Financially unqualifi ed with 
no fi ndings

Financially unqualifi ed with 
fi ndings

Qualifi ed with/without 
fi ndings

Disclaimed/Adverse with/
without fi ndings

As can be seen in table 4, slight progress has been made in addressing 
qualifi cation areas. However, there are a notable number of repeat and new 
qualifi cation areas. Failure to address the 2009-10 qualifi cation fi ndings can be 
attributed to a number of factors. In order for the leadership and management to 
successfully address the 2010-11 qualifi cation fi ndings, corrective action must be 
taken, which should include the following specifi c interventions:

• Suitably skilled personnel should be appointed in the fi nance sections.
• Audit committee recommendations should be included in action plans and 

the progress of implementation monitored.
• Policies and procedures should be developed and implemented.
• Controls over daily processing and reconciling of transactions should be 

implemented, to prevent and detect errors before the preparation of the 
fi nancial statements.

• Monthly fi nancial statements with notes thereto should be prepared.
• Compliance checklists should be implemented. Misstatements identifi ed 

during audits should be investigated and the necessary corrections made 
by management.

• Internal audit units should be fully capacitated to ensure that they operate at 
the required level.

2.2.3 Nature and causes of fi nancial statement qualifi cations

Below is a summary of the items most commonly misstated in the fi nancial 
statements and the reasons for these qualifi cations.

Table 5: Non-current assets

Non-current assets

Account balance misstated 2010-11 2009-10

Property, infrastructure, plant and equipment 89% 100%

Investment property 22% 50%

Other non-current assets 11% 10%

Common reasons for the qualifi cations included the following:

• Fixed asset registers did not agree to the fi nancial statements.
• No or incomplete asset registers.
• Registers not updated on a timely basis.
• Incorrect depreciation.
• Incorrect application of accounting policy.
• Assets not identifi able or could not be physically verifi ed.
• Duplication of assets in the register.
• Residual values and useful lives not reviewed annually.
• Unexplained journal entries.
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Table 6: Current assets

Current assets

Account balance misstated 2010-11 2009-10
Receivables 67% 80%

Cash and cash equivalents 33% 60%

Inventory 33% 50%

Common reasons for the qualifi cations included the following:

• Aged receivables list did not reconcile to the general ledger.
• Not all revenue due to be collected billed.
• No or ineffective policies and procedures for collection of receivables.
• Insuffi cient documentation to substantiate debtors at year-end.
• No bank reconciliations performed.
• Bank reconciliation did not reconcile to the general ledger.
• Poor record maintenance, therefore cost could not be determined.

Table 7: Current liabilities

Current liabilities

Account balance misstated 2010-11 2009-10
Payables, accruals and borrowings 67% 80%

Taxes and VAT 44% 50%

Provisions and guarantees 33% 70%

Common reasons for the qualifi cations included the following:

• No creditors reconciliations performed.
• Suspense account not reconciled and cleared.
• No or inadequate supporting evidence.
• Incorrect valuation of value-added tax (VAT) liability at year-end.

Table 8: Other disclosure items

Other disclosure items

Account balance misstated 2010-11 2009-10
Contingent liabilities and commitments 56% 70%

Cash fl ow statement 44% 40%

Accounting policies, changes in estimates and 
errors

33% 10%

Common reasons for the qualifi cations included the following:

• No or incomplete disclosure of contingent liabilities.
• Cash fl ow not balanced.
• Non-disclosure of change in policies.

Table 9: Revenue

Revenue

Account balance misstated 2010-11 2009-10
Revenue 67% 90%

Revenue - transfer payments and grants 0% 30%

Common reasons for the qualifi cations included the following:

• Not all revenue recorded.
• Incorrect tariffs used for billing.
• No or inadequate documentation to support recorded revenue.
• Distribution loss reconciliations not performed, making it impracticable to 

verify the completeness of electricity and water sales. 

Table 10: Expenditure

Expenditure

Account balance misstated 2010-11 2009-10
Expenditure 78% 60%

Employee cost 11% 50%

Expenditure - transfer payments and grants 11% 10%

Common reasons for the qualifi cations included the following:

• No or inadequate documentation to support recorded expenditure.
• Payments not properly authorised.
• Suspense accounts not reconciled and cleared.
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Table 11: Unauthorised, irregular as well as fruitless and wasteful expenditure

Unauthorised, 
irregular as well as 

fruitless and wasteful 
expenditure

Account balance misstated 2010-11 2009-10
Unauthorised expenditure 44% 40%

Irregular expenditure - SCM 33% 40%

Fruitless and wasteful expenditure 11% 10%

Common reasons for the qualifi cations included the following:

• Irregular expenditure due to non-compliance with SCM Regulations.
• Non-disclosure in the notes to the fi nancial statements.
• Management failed to implement action plans to address previous year 

fi ndings, resulting in repeat fi ndings.
• Inadequate controls to identify unauthorised, irregular as well as fruitless 

and wasteful expenditure. 

Annexure 1 to this report lists the audit outcomes of all auditees, together with their 
fi nancial statement qualifi cation areas. 

2.2.4 Assistance provided by consultants relating to fi nancial statements

As in previous fi nancial years, auditees continued to engage the services of 
consultants to assist them with accounting-related services and the preparation 
of year-end fi nancial statements. Of the 20 auditees analysed, 14 (70%) were 
assisted by consultants, compared to 15 in 2009-10. Based on the available 
information, the estimated cost to municipalities of consultants and consultancies 
exceeded R21,8 million for the 2010-11 fi nancial year, at an average in excess of 
R1,5 million per municipality. 

The most common reasons why consultants were engaged and the impact of their 
assistance, as a percentage of the auditees that used consultants, are depicted in 
the following fi gure.

Figure 6: Analysis of assistance provided by consultants
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0% 

13% 
21% 20% 

36% 

20% 

Reasons for using consultants Impact of assistance provided by consultants 

Lack of necessary technical 
expertise although no vacancies
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Vacancies 

Reduction of material 
misstatements Transfer of skills 

2010-11 2009-10 2010-11 2009-10 2010-11 2009-10 2010-11 2009-10 

Not all improvements in audit outcomes, or the lack thereof, can be directly 
attributed to the use of consultants, as the contracted scope of work varies from one 
auditee to the next. The audit outcomes of auditees where consultants were used 
are depicted in the following fi gure. 
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Figure 7: Audit outcomes of auditees where consultants were used

43% 

7% 

14% 

36% 

Financially unqualified with/without findings 

Audit outcomes improved from 2009-10 

Audit outcomes regressed from 2009-10 

Auditees' financial statements remained disclaimed, 
adverse or qualified 

100% = 14 

The following conclusions can be drawn from an analysis of the use of consultants 
and their impact on the current year audit outcomes:

• Although staffi ng seems adequate in terms of fi lling vacant positions with 
acting appointments, these incumbents do not have adequate skills to 
perform the duties for which they were appointed. Therefore, the extensive 
use of consultants to mainly prepare asset registers and annual fi nancial 
statements is attributable to the huge shortage of skills in the province.

• The skills level and experience of staff appointed in the fi nance sections of 
auditees, especially in relation to the compilation of fi nancial statements that 
comply with the Standards of GRAP, are not adequate.

• Heavy reliance is placed on consultants who do not have the skills required 
to assist auditees.

• Consultants are appointed close to year-end and the data provided to 
consultants to prepare the fi nancial statements is often not reliable.The 
impact of assistance provided by consultants, given the relatively small 
reduction in material misstatements in fi nancial statements submitted for 

auditing and the low rate of skills transfer, raises further concerns regarding 
the sustainability of the improved audit outcomes achieved this year.

• Management’s lack of involvement and monitoring progress of consultants 
in the transfer of skills reported in 2009-10, remained a weakness in 
2010-11.

2.2.5 Root causes and best practice recommendations 

The ability of auditees to produce fi nancial statements that are free from material 
misstatement is infl uenced by the existence of a sound system of internal control. 
The key drivers of these controls are classifi ed under the fundamental principles of 
(i) leadership; (ii) fi nancial and performance management; and (iii) governance 
(more information on internal control is contained in section 4 of this report).  The 
following fi gure indicates the prevalence of defi ciencies in internal controls that 
resulted in fi nancial qualifi cations.

Figure 8: Assessment of key drivers of internal control over fi nancial reporting 
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Based on the assessment, the root causes requiring the most attention are the 
following:

Leadership

• Key vacant positions were not fi lled timeously with competent persons.
• HR management was ineffective and did not ensure that adequate and 

suffi ciently skilled personnel were appointed and that their performance 
was regularly monitored.

• There was a lack of ongoing monitoring and supervision by management 
to enable the assessment of the effectiveness of internal control.

• The leadership did not adequately evaluate whether management had 
implemented effective internal controls by gaining an understanding of how 
management members had met their responsibilities.

Financial and performance management

• Controls over daily and monthly processing as well as the reconciliation of 
transactions were inadequate. This resulted in errors not being prevented 
before the preparation of the fi nancial statements.

• Regular, accurate and complete fi nancial reports supported and evidenced 
by reliable information were not prepared.

• Financial information submitted with the fi nancial statements for auditing 
was not adequately reviewed for accuracy and completeness. 

• There was a lack of commitment from staff in the fi nance sections.
• Record keeping and retrieval of documents were inadequate.

Governance
• A risk assessment was not properly performed in order to understand 

the risks facing the municipalities. Hence, internal audit units could not 
adequately address the risks relating to fi nancial reporting as well as 
compliance with laws and regulations relating to fi nancial statement 
presentation and disclosure.

• Management failed to implement the recommendations of the internal audit 
units.

• Audit plans were not implemented and monitored by the audit committee 
and management.

• Audit committee effectiveness was impaired by non-functioning internal 
audit units. 

The assessment of key drivers of internal control over fi nancial reporting indicates 
that very little effort was made to establish basic internal controls and management 
disciplines. Municipal managers need to take full ownership of the internal control 
environment and insist on daily disciplines that ensure excellence in fi nancial 
management, service delivery execution and compliance with laws and regulations. 
This will set the tone for the credibility of all reports of the municipality. Internal 
audit functions, audit committees and MPACs similarly need to ensure that all their 
activities contribute to the credibility of information that will inform councils’ strategic 
thinking, decision-making and monitoring.

Recommended best practices to address the root causes are included in the 
following fi gure and the bullets that follow.

Figure 9: Steps to address material misstatements
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• Leadership stability should be established and all key positions, i.e. those of 
municipal manager and chief fi nancial offi cer, should be fi lled with skilled 
and committed personnel.

• Finance sections should be fi lled with adequately skilled and competent 
personnel.

• Performance management systems should be implemented with clear and 
decisive consequences.

• Management should thoroughly interrogate the credibility of information 
presented during the monthly management meetings, including the monthly 
budget statements and mid-year budget and performance assessments.

• The leadership and management should stay committed to own action 
plans, by monitoring progress made against action plans.

• Management should be actively involved in the compilation of fi nancial 
statements.

2.3 Findings arising from the audit of reporting on 
predetermined objectives

Performance information (reporting on PDOs) indicates how well an entity is 
performing against strategic objectives. Strategic objectives indicate what a 
municipality or municipal entity intends to deliver in terms of services to achieve its 
legislative mandate. In terms of legislation, the strategy of a municipality and its 
municipal entities should be included in a fi ve-year integrated development plan 
(IDP). The annual performance indicators and targets that a municipality and its 
municipal entities aim to achieve in pursuit of the strategic objectives in the IDP are 
included in the annual service delivery and budget implementation plan (SDBIP). 
Performance indicators and targets are used to track and measure performance in 
relation to the strategic objectives.  Legislation further requires municipalities and 
their municipal entities to report against their PDOs (service delivery) and to submit 
such annual performance reports for auditing, together with the annual fi nancial 
statements. 

Performance information is therefore essential to focus the attention of the public and 
oversight bodies on whether municipalities and their municipal entities are delivering 
public services, by comparing their performance against their budgets and strategic 
plans and to alert those charged with governance to areas where corrective 

action is required.  Performance information also facilitates effective accountability, 
enabling legislators, members of the public and other interested parties to track 
progress, to identify the scope for improvement in service delivery, and to better 
understand the issues involved.

The Public Audit Act, 2004 (Act No. 25 of 2004) (PAA) requires auditors of 
public sector entities to provide an audit opinion or conclusion on the reported 
information relating to the performance of the auditee against PDOs.  The approach 
followed by the AGSA in the audit of PDOs is described in section 2.3.1 below 
and the outcomes of these audits are presented and analysed in sections 2.3.2 
and 2.3.3. Section 2.3.4 provides the root causes of fi ndings and best practice 
recommendations.  

2.3.1 Overview of the AGSA’s approach to the audit of 
predetermined objectives

The audit of PDOs is defi ned as an annual audit of reported actual performance 
against predetermined objectives. This is executed as an integral part of the annual 
regularity audit, confi rming compliance with applicable laws and regulations as 
well as the usefulness and reliability of the reported performance information as 
published in the annual performance reports of municipalities and their municipal 
entities.  

The AGSA has been gradually phasing in the audit of PDOs since the 
2005-06 fi nancial year, explaining to leaders within all spheres of government the 
importance of lending credibility to published service delivery information through 
the auditing thereof. Since the 2009-10 fi nancial year, a separate audit conclusion, 
based on the results of the audit of PDOs, has been included in the management 
report for high- and medium-capacity municipalities. However, these conclusions 
have not yet been elevated to the level of the auditor’s report.  

2.3.2 Movement in the number of auditees with fi ndings on reporting on 
predetermined objectives

The movement in the number of auditees with fi ndings on their reporting against 
PDOs for the fi nancial year ended 30 June 2011 is summarised in the following 
table, after which the number of auditees with fi ndings is analysed.
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Table 12:  Movement in the number of auditees with fi ndings on reporting against 
predetermined objectives

Movement in number of auditees with PDO fi ndings
Municipalities

2010-11 2009-10

Auditees with no PDO fi ndings
7 4

35% 19%

Auditees with PDO fi ndings
13 17

65% 81%

Total number of auditees reported on 20 21

Auditees did not submit report on performance information
Findings are included above 3 6

Auditees submitted performance report late (after 31 August)
Findings are included above 1 6

Table 13:  Number of auditees with fi ndings (including non-compliance) on 
reporting on predetermined objectives

Finding

High-capacity 
municipalities 

(including metros)

Medium-capacity 
municipalities

Low-capacity 
municipalities

Number % Number % Number %

Non-compliance with legislation
Annual performance report 0 0% 1 17% 4 50%
Strategic planning and performance management 1 17% 1 17% 3 38%
Audit committee 0 0% 0 0% 0 0%
Internal audit 2 33% 0 0% 4 50%

Reported information not useful
Consistency 1 17% 2 33% 5 63%
Relevance 0 0% 1 17% 1 13%
Measurability 2 33% 3 50% 7 88%

Reported information not reliable
Accuracy 1 17% 0 0% 3 38%
Validity 0 0% 1 17% 2 25%
Completeness 1 17% 1 17% 3 38%

Auditees’ progress, or the lack thereof, in addressing prior year fi ndings on PDOs is 
depicted in the following fi gure. 

Figure 10: Overall trends in fi ndings on reporting on predetermined objectives 
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2.3.3 Summary of fi ndings relating to predetermined objectives

Findings on auditees’ reporting against PDOs are presented below. The 
percentages refl ect those auditees that had fi ndings arising from the audit of 
performance against PDOs, calculated as a percentage of the total number of 
auditees audited. 

Non-compliance with legislation 

Not all auditees complied with the legislative requirements relating to PDOs. 
The most prevalent fi ndings related to no mid-year budget and performance 
assessments at 25% of the auditees and 15% of the auditees not reporting in their 
annual performance report on performance against objectives, indicators and 
targets. Furthermore, the internal audit units at 15% of the auditees did not audit 
performance measures, while annual performance reports were not submitted 
timeously for audit purposes by 5% of the auditees.
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Findings on non-compliance can be attributed mainly to the following:

• No or inadequate approved policies and procedures to manage 
performance information.

• Internal audit units failed to conduct internal audits or reviews of 
performance information systems to focus on aspects of compliance with 
laws and regulations.

• Poorly developed PDO information systems and inadequately skilled 
personnel to manage PDO information.

• Lack of monitoring and supervision by management to ensure compliance 
with relevant laws and regulations.

• Inadequate management structures to manage PDO information.

Usefulness of reported information

The usefulness of reported information is measured against the criteria of relevance 
and measurability. The most prevalent fi nding on consistency was that the reported 
information of 40% of the auditees was not consistent with planned objectives, 
indicators and targets. Measurability fi ndings related to the planned performance 
targets not being specifi c (5%) and measurable (15%). Furthermore, planned 
indicators or measures were not well defi ned (40%) and verifi able (10%).

Findings on reported information not being useful can be attributed mainly to the 
following: 

• Municipalities failed to plan and provide staff with training on performance 
information planning, management and reporting.

• No or inadequate approved internal policies and procedures for 
planning, budgeting, implementing, monitoring and reporting performance 
information.

• No data defi nitions for indicators, targets and objectives.
• Indicators, targets and objectives not well defi ned.
• Internal audit units failed to conduct internal audits or reviews of 

performance information systems to focus on aspects of usefulness of 
reported information.

• No evidence that performance indicators and targets had been adequately 
developed.

Reliability of reported information

Findings on the reliability of information stem mainly from a lack of, or inadequate, 
supporting documentation provided for audit purposes to verify the validity, 
accuracy and completeness of reported performance. The reliability of the 
information in the annual performance report was tested to assess its validity, 
accuracy and completeness. The most prevalent fi ndings related to completeness 
(25%), while at 15% of the auditees there was no supporting documentation.  

Findings on reported information not being reliable can be attributed mainly to the 
following:

• No or inadequate approved performance management systems (standard 
operating procedures for data collection, processing and reporting, 
data defi nitions, data fl ow descriptions and data quality standards) for 
the collection, collation, verifi cation, storing and reporting of actual 
performance information.

• Inadequate fi ling systems to ensure the easy retrieval of supporting 
information when required for audit purposes.

• Personnel not competent and adequately skilled, contributing to their 
inability to plan, manage and report on performance information.

• Annual performance report not reviewed by management and audit 
committees before being submitted for audit purposes.

• Internal audit units failed to conduct internal audits or reviews of 
performance information systems to focus on aspects of reliability of 
reported information.

2.3.4 Root causes and best practice recommendations

The ability of auditees to meet the legislated requirements and satisfy the prescribed 
criteria related to reporting on PDOs (service delivery) is infl uenced by the existence 
of a sound system of internal control. The key drivers of these controls are classifi ed 
under the fundamental principles of (i) leadership; (ii) fi nancial and performance 
management; and (iii) governance (more information on internal control is contained 
in section 4 of this report).  The following fi gure indicates where defi ciencies in 
the internal controls resulted in fi ndings related to non-compliance as well as the 
reliability and usefulness of performance information.
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Figure 11:  Assessment of drivers of internal control over reporting on 
predetermined objectives
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Based on the assessment above, the root causes that require the most attention are 
the following:

Leadership

• Lack of skills and capacity to understand and interpret the framework for 
managing performance information.

• Lack of monitoring and supervision by management to ensure compliance 
with relevant laws and regulations.

• Inadequate management structures to manage PDO information.
• Performance management plans were in place for management, but no 

performance contracts had been signed and therefore underperformance 
was not addressed.

Financial and performance management 

• Proper systems not available to accumulate performance information for 
reporting.

• Lack of proper reviews during the year to ensure that performance was 
tracked.

Governance

• The risk assessment process and the alignment of the internal audit function 
were inadequate to address the risks relating to PDOs.

• Audit committees and the leadership did not enforce the implementation of 
internal audit recommendations regarding performance management.

Recommended best practices to address the root causes include the following: 

• Performance management systems should be reviewed to ensure that they 
can accumulate information and facilitate retrieval.

• The leadership should ensure that reported information submitted for 
programmes is reviewed on submission by management and the internal 
audit unit.

• Reported information should be reviewed against supporting schedules 
and documentation to ensure that the performance information reported is 
credible.

• The leadership should appoint suffi ciently skilled managers in the area of 
predetermined objectives. The audit committee should amend the internal 
audit charter to include the oversight of PDOs.

• The leadership should ensure that all quarterly reports for PDOs are 
presented to the audit committees and the councils.

• Monthly supporting evidence against the targets should be submitted to 
the dedicated individual responsible for verifi cation purposes. Reasons for 
not achieving targets should be identifi ed early in the year and corrective 
action should be taken.

• This risk assessment exercise should include risk relating to reporting on 
PDOs so that it can be incorporated into the internal audit plans.

• Offi cials should be available with the necessary skills to understand the 
process behind clear and well-defi ned planned and reported indicators 
and measures.

• Management responsible for PDOs should be involved during the audit.
• Evidence should be properly captured and packaged to allow easy 

verifi cation during the audit. 
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2.4 Findings arising from the audit of compliance with laws 
and regulations

Laws and regulations set out the activities that public sector entities are charged 
with in serving the citizens and stipulate any limits or restrictions on such activities, 
the overall objectives to be achieved and how due process rights of individual 
citizens are to be protected. Auditees are subject to legislation such as the MFMA 
and the Municipal Systems Act, 2000 (Act No. 32 of 2000) (MSA), of which 
the objectives are proper fi nancial and performance management, transparency, 
accountability, stewardship and good governance. The PAA requires auditors of 
public sector entities to audit compliance with laws and regulations applicable to 
fi nancial matters, fi nancial management and other related matters on an annual 
basis. 

The compliance audit approach followed by the AGSA for the year under review is 
described in section 2.4.1 and the outcomes of audits are presented and analysed 
in sections 2.4.2 and 2.4.3. Specifi c focus was placed on auditing procurement 
and contract management processes (SCM) and a summary of the fi ndings in this 
regard is presented in section 2.4.4. 

In order to enhance accountability, auditees are required to identify and fully 
disclose any unauthorised, irregular as well as fruitless and wasteful expenditure 
incurred. Such expenditure, in most part, is incurred as a result of non-compliance 
with laws and regulations. An analysis of the expenditure is included in 
section 2.4.5 in order to provide a comprehensive picture of the level of non-
compliance by auditees. Section 2.4.6 provides an assessment of the drivers of 
internal control at auditees as they relate to compliance with laws and regulations 
as well as the root causes of non-compliance and the way forward. 

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

The PAA requires that compliance with laws and regulations must be audited, with 
material instances of non-compliance being reported in the auditor’s report. The 
procedures performed to obtain evidence that auditees complied with applicable 
laws and regulations were limited to the following focus areas: ■ annual fi nancial 
statements, performance report and annual report; ■ asset management; ■ audit 
committees; ■ budgets; ■ expenditure management; ■ internal audit; 

■ revenue management; ■ strategic planning and performance management; ■ 
transfer of funds and conditional grants; ■ procurement and contract management; 
and ■ HR management and compensation.

Although compliance in most of the specifi ed areas was audited in previous 
years, the scope and extent of coverage increased for the year under review in 
accordance with the phased approach. As a result, more instances of 
non-compliance were revealed by the audits for the year under review. 

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

As depicted below, fi ndings on material non-compliance with laws and regulations 
were raised in the auditor’s reports of 16 auditees (80%) [2009-10: 17  (81%)]. 
The following table analyses the movements in the number of auditees with non-
compliance fi ndings in the province. 
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Table 14:  Overall movement in the number of auditees with reported material 
non-compliance

Number of auditees with compliance 
fi ndings

High-capacity 
municipalities 

Medium-
capacity 

municipalities

Low-capacity 
municipalities

Total auditees 
reported on %

Remained with no compliance fi ndings 2 1 0 3 15%

All compliance fi ndings addressed 0 1 0 1 5%

Auditees with no compliance fi ndings 33% 33% 0% 20% 20%

Retained compliance fi ndings 4 4 7 15 75%

Regressed to have compliance fi ndings 0 0 1 1 5%

Auditees with compliance fi ndings 67% 67% 100% 80% 80%

Total number of auditees reported on 6 6 8 20 100%

2.4.3 Nature of transversal fi ndings on compliance with laws and regulations

The following fi gure depicts the areas of material non-compliance, as reported in 
the auditor’s reports, which were most prevalent at auditees overall for the year 
under review. As the focus areas and legislative requirements audited differed from 
those of the previous year, no comparison is given.

Figure 12: Transversal reported areas of material non-compliance 
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Annexure 5 to this report lists all auditees where material non-compliance was 
reported in one or more of the AGSA’s compliance focus areas. Transversal 
non-compliance fi ndings relating to the AGSA’s compliance focus areas are 
analysed below, except for the following:

• The fi ndings on strategic planning and performance management and other 
PDO-related non-compliance are analysed in section 2.3 (PDO reporting). 

• Procurement and contract management (SCM) fi ndings are analysed in 
section 2.4.4. 

Findings were identifi ed at 16 (80%) auditees, the most signifi cant of which are 
depicted in the following table.
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Table 15: Common non-compliance fi ndings relating to the focus areas

Focus area Summary of common fi ndings Percentage of 
auditees reported on

Budgets

Expenditure not in accordance with the approved budget 10%

Quarterly reports on implementation of budget and fi nancial state of affairs not 
submitted to council

20%

Monthly budget statements not submitted to the prescribed parties 15%

Internal audit

No internal auditing of performance measures 20%

No risk-based audit plan 20%

No reporting to audit committee 15%

Procurement and contract 
management

Three written quotations not invited 25%

Awards to providers in the service of the auditee - providers did not declare interest 20%

Awards to providers in the service of other state institutions - providers did not 
declare interest

40%

Expenditure management

Irregular expenditure not prevented 30%

Unauthorised expenditure not prevented 25%

Payments to creditors not settled within 30 days 50%

Annual fi nancial 
statements and annual 

report

Annual report not tabled within seven months after the end of the fi nancial year 25%

Oversight report not adopted by council within two months after annual report was 
tabled

15%

AFS submitted for auditing subject to material adjustments 65%

HR management and 
compensation

Senior managers did not sign performance agreements for current performance 
period

10%

Job descriptions did not exist for each post or group of posts 15%

Asset management

No or inadequate management, accounting and information system relating to 
assets

25%

Ineffective system of internal control 20%

2.4.4 Summary of fi ndings arising from the audit of supply chain management

The audits included an assessment of procurement processes, contract management 
and related controls. To ensure a fair, equitable, transparent, competitive and cost-
effective SCM system, the processes and controls need to comply with legislation 
and minimise the likelihood of fraud, corruption, favouritism as well as unfair and 
irregular practices. The assessments were performed at 20 (100%) auditees in total. 

Contracts awarded and price quotations accepted (referred to as ‘awards’ in the 
rest of this report) to the value of R1,2 billion were tested. Awards to the value 
of R27,1 million selected for auditing could, however, not be audited due to the 
required information or documentation not being made available by auditees. 

Findings arising from the audit were reported in the management reports of 
19 (95%) of the auditees, while in 15 (75%) of these cases the fi ndings were 
material enough to warrant reporting thereof in the auditor’s report. 

A summary of fi ndings arising from the audit of SCM is provided in the following 
fi gure.
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Figure 13:  Summary of fi ndings arising from the audit of supply 
chain management 
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Section 3 of this report provides a more detailed analysis of SCM fi ndings.

2.4.5 Unauthorised, irregular as well as fruitless and wasteful expenditure 
incurred by auditees

The MFMA requires accounting offi cers to ensure that unauthorised, irregular as 
well as fruitless and wasteful expenditure is prevented. The MFMA also makes it 
compulsory for auditees to disclose such expenditure in their fi nancial statements.

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

The fi gure below depicts the extent of such expenditure incurred in the year under 
review and the portion thereof that was identifi ed during the audit and not detected 
or reported by the auditees.

Figure 14:  Unauthorised, irregular as well as fruitless and wasteful expenditure 
incurred by auditees
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The accounting offi cers failed to take reasonable steps or implement action plans 
to prevent unauthorised, irregular as well as fruitless and wasteful expenditure. 
Shortcomings included the following:

• Municipal offi cials did not clearly understand the SCM requirements.
• SCM sections were not fully functional.
• Internal audit units did not perform audits in this regard and failed to advise 

municipalities on non-compliance with relevant legislative requirements.
• Risk assessments did not address SCM.
• There was a lack of adequate internal controls to prevent and detect 

unauthorised, irregular as well as fruitless and wasteful expenditure.
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Nature and overall trends in unauthorised, irregular as well as fruitless and 
wasteful expenditure

The nature of unauthorised, irregular as well as fruitless and wasteful expenditure 
incurred and trends in such expenditure are analysed in the following table.  

Table 16:  Nature of, and movements in, unauthorised, irregular as well as fruitless 
and wasteful expenditure

Nature Number of 
auditees

Movement 
in number of 
auditees from 

2009-10

Amount
Movement in 
amount from 

2009-10

Unauthorised expenditure (applicable to municipalities only)

Overspending of votes/main division 
within votes 4 43% R161,3 million 60%

Spending not in accordance with 
purpose/condition 5

150%
R222,7 million

217%

Expenditure unrelated to functional 
area/Non-permissible grant 1

100%
R0,2 million

100%

Irregular expenditure 

Supply chain management 10 9% R245,4 million 43%

Compensation of employees 0 0% 0%

Other non-compliance 1 50% R12,7 million 89%

Fruitless and wasteful expenditure

Supply chain management 0 0% 0%

Other non-compliance 2 75% R10 million 57%

Note: ‘Unchanged’ denotes an increase/reduction of 5% or less in the level of fi ndings compared to the previous 
fi nancial year

Details of the fruitless and wasteful expenditure incurred are as follows:

Table 17: Analysis of fruitless and wasteful expenditure

Fruitless and wasteful expenditure - type Number of 
auditees R’000

Other non-compliance

Salary payments for maintenance work to civic theatre and revenue not received by municipality 1   6 291

Payments to suppliers without completion of work 1   3 714

Total 2   10 005

A three-year analysis of unauthorised, irregular as well as fruitless and wasteful 
expenditure incurred is presented in fi gures 15, 16 and 17, respectively. 

Figure 15: Three-year trend in unauthorised expenditure
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The increase in the number of municipalities that reported unauthorised expenditure 
from 2009-10 is due to inadequate internal controls to prevent and detect such 
instances of non-compliance before or when such expenditure is incurred. 

Municipalities were faced with cash-fl ow problems as a result of poor revenue 
collection. This resulted in budgeted revenue that could not be converted into cash. 
The treasury sections within municipalities did not monitor cash fl ows in advance to 
align their expenditure patterns with their cash fl ows. 

The excess spending on infrastructure assets by host cities in preparation for the 
2010 Soccer World Cup was also a contributing factor.

Figure 16: Three-year trend in irregular expenditure
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Despite the reduction in irregular expenditure from 2009-10, internal controls within 
municipalities were inadequate to monitor compliance with SCM legislation.

SCM sections were not fully functional and offi cials failed to plan and constantly 
monitor procurement contracts. 

There was a lack of suffi ciently skilled and competent staff to fully understand 
the legislative requirements and ensure that all procurement was done within the 
requirements of SCM legislation.

Figure 17: Three-year trend in fruitless and wasteful expenditure
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Despite the reduction in fruitless and wasteful expenditure from 2009-10, the 
expenditure management procedures implemented were inadequate to timeously 
prevent and detect such expenditure. The procedures failed to adequately address:

• procedures for approval and authorisation
• payment of invoices within 30 days.

2.4.6 Root causes and best practice recommendations 

The ability of auditees to enforce adherence to legislation and to discharge their 
statutory responsibilities is infl uenced by the existence of a sound system of internal 
control. The key drivers of these controls are classifi ed under the fundamental 
principles of (i) leadership; (ii) fi nancial and performance management; and 
(iii) governance (more information on internal control is contained in section 4 of 
this report).  The following fi gure indicates where defi ciencies in the internal controls 
resulted in non-compliance with laws and regulations.
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Figure 18:  Assessment of drivers of internal control over reporting on compliance 
with laws and regulations
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Based on the assessment above, the root causes that require the most attention are 
the following:

Leadership

• The leadership did not review and monitor compliance with applicable 
legislation.

• The leadership did not exercise oversight responsibility regarding fi nancial 
and performance management, compliance with laws and regulations as 
well as related internal control.

Financial and performance management

• There was a lack of skilled and competent personnel to monitor compliance 
with laws and regulations.

• As vacancies existed in key positions, oversight was not performed on 
fi nancial and performance management as well as compliance with laws 
and regulations. 

• Compliance checklists for SCM were not used.

Governance

• Internal audit units failed to monitor compliance with laws and regulations.
• Management did not implement the recommendations of internal audit 

units.

Recommended best practices to address the root causes include the following: 

• The internal audit units should ensure the inclusion of compliance with laws 
and regulations in their audit plans.

• Appropriately skilled personnel should be appointed to oversee the 
compliance function.

• Management should focus on risk assessment and risk management in its 
operations, relating to the risk of non-compliance.

• Management should identify and defi ne tasks required to ensure 
compliance with laws and regulations.

• Management should perform legislative monitoring to identify all new 
applicable legislation.

• Legislation that requires a signifi cant amount of interpretation should be 
consulted on with the National Treasury. This will ensure that legislation is 
implemented according to the intentions of the legislator. 
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2.5 Focus areas for management and provincial role players to 
improve and sustain audit outcomes

As is evident from the analysis of audit outcomes presented in this section of the 
report, there are a number of areas that require focus and, in some instances, 
intervention to achieve clean administration. Such intensifi ed focus and intervention 
are required principally from the following parties: 

• Accounting authorities, accounting offi cers, chief fi nancial offi cers and 
auditee management (analysed in section 4.1)

• Audit committees, the provincial executive leadership and other role players 
(analysed in sections 4.4 and 4.5)

The AGSA has identifi ed nine focus areas which, if properly attended to by auditee 
management, the provincial leadership and coordinated provincial oversight 
bodies, will make a signifi cant contribution to clean administration in local 
government. These areas are (i) SCM; (ii) reporting against PDOs; (iii) fi nancial 
management; (iv) turnaround plans; (v) IT controls; (vi) HR management; (vii) use of 
consultants; (viii) municipalities under administration; and (ix) governance structures.

In addition to implementing action plans to address qualifi cation fi ndings, a stronger 
focus by management and provincial role players on four specifi c focus areas will 
result in a signifi cant and rapid improvement in fi nancial management and reporting 
at auditees. These four areas are (i) SCM; (ii) reporting on PDOs; 
(iii) HR management; and (iv) IT management. 

The movement in fi ndings in these areas is depicted in the following fi gure. 

Figure 19: Repeat and new fi ndings in four focus areas
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The AGSA’s senior leadership has specifi cally engaged with the auditee leadership 
on these four focus areas. As can be seen in fi gure 19 above, there has been a 
lack of progress. 

Sections 4.6 and 5.1 of this report provide an assessment of the role of provincial 
role players and the commitments made by them during February and March 
2012.

The AGSA’s ongoing initiatives to encourage clean administration are discussed 
in section 5.2 of this general report, while other emerging matters that require 
attention to prevent a negative impact on future audit outcomes are discussed in 
section 5.3.
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SECTION 3: FINDINGS ARISING FROM THE 
AUDIT OF SUPPLY CHAIN MANAGEMENT
3.1 Background to the audit of supply chain management

The audit included an assessment of procurement processes, contract management 
and related controls. To ensure a fair, equitable, transparent, competitive and 
cost-effective SCM system, the processes and controls need to comply with 
legislation and must minimise the likelihood of fraud, corruption, favouritism as well 
as unfair and irregular practices. The assessment was performed at 20 (100%) 
municipalities.  

As is evident from the analysis of irregular expenditure (section 2.4.5), 
R245,4 million (96%) of the irregular expenditure incurred by auditees was as a 
result of the contravention of SCM legislation and 97% of the irregular expenditure 
was identifi ed during the audit process. 

Findings arising from the audit were reported in the management reports of 95% 
of the auditees where the assessment was performed, while in 15 (75%) of these 
cases the fi ndings were material enough to warrant the reporting thereof in the 
auditor’s report.

The following fi gure summarises the SCM fi ndings, with a comparison to the results 
of the previous year. The percentages are based on the number of auditees where 
the audit was performed.

Figure 20: Summary of fi ndings on supply chain management
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The most prevalent fi ndings are discussed below, beneath the headings as depicted 
in the fi gure. 

3.2 Limitations on planned scope of audit of aw  ards

Suffi cient appropriate audit evidence could not be provided at four (20%) auditees 
to confi rm whether awards had been made in accordance with the requirements 
of SCM legislation. No alternative audit procedures could be performed to obtain 
reasonable assurance that the expenditure incurred in respect of these awards was 
not irregular. The reasons for the limitations were the following:

• The Emalahleni Municipality experienced water damage to its archives.
• There was a fi re at the Dr J S Moroka Municipality that destroyed most of 

the expenditure documentation.
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• Various investigations were performed at the Thembisile Hani Municipality 
and all the required supporting documentation could therefore not be 
provided.

• The Mkhondo Municipality was unable to retrieve the supporting 
documentation from its fi ling system.

The following table depicts the auditees where limitations were experienced. 
Those auditees where limitations were also experienced in the previous year are 
highlighted in red. 

Table 18: Limitations experienced

Auditee Number of awards Value of awards 
R’000

Municipalities

Emalahleni 21 27 152

Dr J S Moroka 27 *

Mkhondo 27 *

Thembisile Hani 3 1 232

Total 78 28 384

Note: The value of 54 awards could not be determined for audit purposes

As a result of the limitations experienced, the fi ndings reported in the rest of this 
section might not refl ect the full extent of irregularities and SCM weaknesses at 
auditees. 

3.3 Awards to state offi cials

SCM Regulation 44 prohibits awards to persons, or entities owned or managed 
by persons, in the service of the auditee (i.e. employees and councillors) or persons 
in the service of any other state institution. Such expenditure is also considered 
irregular.

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

The following table depicts the audit fi ndings raised at auditees where prohibited 
awards were identifi ed, with an indication of the positions of the offi cials involved. 
Where prohibited awards were also identifi ed in the previous year, the name of the 
auditee is highlighted in red.

Table 19: Awards to offi cials in the service of  the auditee

Auditee
Awards made to offi cials in 
the service of the auditee

Offi cial did 
not declare 

interest

Offi cial 
was 

involved in 
making the 

award

Awards made to 
offi cials of other 
state institutions

Provider 
did not 
submit 

declaration 
of interest

Provider 
did not 
declare 
interest

Number R’000 Position % % Number R’000 % %
Municipalities

Albert Luthuli 2    116
Councillors, 
other offi cials

100% 16   8 683 100%

Bushbuckridge 2    209
Councillors, 
other offi cials

100% 28   8 539 100%

Ehlanzeni 4    166 100%

Emakhazeni 8    120 38%

Emalahleni 11   5 650
Councillors, 
other offi cials

100% 11    553

Gert Sibande 2    545 100%

Lekwa 3   2 631 Other offi cials 11    466

Mbombela 5    127
Councillors, 
other offi cials

100% 17    495 100%

Mkhondo 9   1 675 100%

Msukaligwa 2    579 Councillors 100% 11   1 086 100%

Nkangala 6    260 100%

Nkomazi 14   1 830

Municipal 
manager, 
SCM offi cials, 
other offi cials

100% 29% 98    728 100%

Pixley Ka Seme 1    6 Other offi cials 100% 3    540 100%

Steve Tshwete 4    541 100%

Thembisile Hani 3   1 232 100%

Total 38 11 032 35% 5% 208 15 173 13%
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3.4 Awards to close family members of state offi cials

Awards to persons, or entities owned or managed by persons, who are close family 
members of persons in the service of the state, whether at the auditee or at any 
other state institution, are not prohibited. However, if such an award has a value of 
more than R2 000, it must be disclosed in the fi nancial statements of the auditee for 
the sake of transparency and as required by SCM Regulation 45. A close family 
member is a spouse, child or parent of a person in the service of the state.

The audit included the identifi cation of awards to close family members at all 
20 (100%) auditees analysed in this report. Further testing was performed to 
determine whether the fi nancial statement disclosure was made and whether the 
legislated requirements with regard to the declaration of interest were adhered to. 

The following table depicts the audit fi ndings raised at auditees where awards to 
close family members of offi cials of the auditee were identifi ed, with an indication 
of the positions of the offi cials involved. Where such awards were also identifi ed in 
the previous year, the name of the auditee is highlighted in red.

Table 20: Awards to close family members

Auditee
Awards made to close family members of 

persons in the service of the auditee

No 
disclosure 
in fi nancial 
statements

Offi cial did 
not declare 

interest

Provider did 
not declare 

interest

Number R’000 Positions % % %

Municipalities

Emalahleni 2 3 469 Other offi cials 100% 100%

Nkomazi 5 150
Municipal 
manager, SCM 
offi cials

100%

Total 7 3 469 5% 5% 5%

3.5 Uncompetitive or unfair procurement processes

The principles of contracting for goods and services in a manner that is fair, 
equitable, transparent, competitive and cost-effective comes from our Constitution. 
Legislation, most notably the MFMA and SCM Regulations, prescribes the 
processes and rules to be followed by municipalities and municipal entities in order 
to consistently and correctly apply the constitutional principles and to safeguard the 
process against abuse. The preferential procurement framework further gives effect 
to the constitutional principle of giving preference to the historically disadvantaged 
in the allocation of work by the public sector.

The audit also focused on whether the procurement processes followed were fair 
and competitive in that they provided all suppliers equal opportunity to compete for 
public sector contracts and that some suppliers were not favoured above others.

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

The procurement processes of 516 contracts with a value of R1,17 billion 
and 458 quotations with a value of R43,1 million were tested. The following 
table summarises the fi ve most prevalent fi ndings on non-compliance with SCM 
legislation that resulted in uncompetitive or unfair procurement processes. Where 
similar fi ndings were also raised in the previous year, the name of the auditee is 
highlighted in red.
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Table 21: Findings on uncompetitive or unfair procurement processes

Auditee
Three quotations 

not invited

Other required 
information and 
declarations not 

submitted 

Bids advertised 
for shorter period 
- no approval for 

deviation

Procurement 
from supplier 

without SARS tax 
clearance 

Quotations not 
obtained from 
prospective 
supplier list

Other fi ndings

Number R’000 Number R’000 Number R’000 Number R’000 Number R’000 Number R’000

Municipalities

Nkangala 1 12 674

Bushbuckridge 36 1 858 74 103 301

Dipaliseng 3 4 150 13 1 513

Dr J S Moroka 27 42 960

Emalahleni 3   5 265

Lekwa 25 29 543 3 12 086 3   10 079 2   7 193

Msukaligwa 4 11 361

Nkomazi 3 1 045 1 1 369 1    116 62   89 629

Pixley Ka Seme 5 164

Thembisile Hani 5 1 000 20   3 276 86   180 065

Umjindi 9 451

Total 58 4 518 56 83 864 7 17 605 4 10 195 33 4 789 228 398 127

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

Table 22: Findings on non-compliance with legislation

Finding Detail
Three price quotations 

not invited – no deviation 
approved

A price quotation process is prescribed for procurement of goods and services valued at between R10 000 and 
R200 000 in terms of SCM Regulation 12(1)(c) and 17(1). Three price quotations were not always obtained and 
the deviations were not approved by a properly delegated offi cial or committee as required.

Other required information 
and declarations not 

submitted 

Awards were made to suppliers who did not submit a declaration on their employment by the state or their 
relationship to a person employed by the state as per the requirements of SCM Regulation 13(c).

Bids advertised for shorter 
period – no approval for 

deviation

A bid should be advertised for a minimum period of 14 days before closure in the case of transactions below 
R10 million (VAT included) in terms of SCM Regulation 22(1) and 22(2). The deviations were not approved by a 
properly delegated offi cial or committee as required.

Procurement from supplier 
without SARS tax clearance

Awards were made to providers whose tax matters had not been declared by the South African Revenue Service to 
be in order as required by SCM Regulation 43.

Quotations not obtained 
from prospective supplier list

Quotations were accepted from prospective providers who are not on the list of accredited prospective providers and 
do not meet the listing requirements prescribed by the SCM policy, in contravention of SCM Regulations 
16(b) and 17(b).
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3.6 Inadequate contract management 

Shortcomings in the way that contracts are managed result in delays, wastage and 
fruitless expenditure, which have a direct impact on service delivery to citizens.

The following table summarises the most prevalent fi ndings on inadequate contract 
management. Where similar fi ndings were also raised in the previous year, the 
name of the auditee is highlighted in red.

Table 23: Findings on contract management

Auditee

Performance of contracts 
not monitored on a 

monthly basis

Inadequate contract 
performance measures

No action taken 
against non-performing 

contractors
Number R’000 Number R’000 Number R’000

Municipalities

Nkomazi 1 1 547 2 183

Lekwa 3 4 897

Total 3 4 897 1 1 547 2 183

Further details of the fi ndings are as follows:

Table 24: Detailed fi ndings on contract management

Finding Detail
Performance contracts not monitored on a 

monthly basis
The performance of contractors or providers was not monitored on a monthly basis as required by 
section 116(2)(b) of the MFMA.

Inadequate contract performance measures The contract performance measures and methods whereby they are monitored were insuffi cient to 
ensure effective contract management as per the requirements of section 116(2)(c) of the MFMA.

No action taken against non-performing 
contractors

Contracts or agreements were not terminated in the case of non- or underperformance as per the 
requirements of section 116(2)(b)(i) of the MFMA.

3.7 Inadequate supply chain management controls 

The following table summarises the fi ndings on defi ciencies in fundamental 
SCM controls. Where similar fi ndings were also raised in the previous year, it is 
highlighted in red.

Table 25: Findings on supply chain management controls

Auditee

Declaration of 
interest not 
recorded in 

register

Accounting 
offi cer did 
not submit 
quarterly 
reports to 
mayor on 

SCM policy 
implementation

Fraud 
prevention 
plan - no 

measures for 
preventing 
or detecting 

fraud in 
procurement

Internal 
audit did 

not evaluate 
SCM controls, 
processes and 

compliance

Risk 
assessment 

did not 
address SCM

Other controls

Municipalities

Bushbuckridge

Dr J S Moroka

Emalahleni

Lekwa

Nkomazi

Thembisile Hani

Total 3    2 2 1 1 17

Percentage of 
auditees tested 15% 10% 10% 5% 5% 85%

Further details of the fi ndings are as follows:
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Table 26: Detailed fi ndings on supply chain management controls

Finding Detail
Declaration of interest not 

recorded in register
The declarations of interest by SCM offi cials and role players were not always recorded in a register kept by the 
accounting offi cer for this purpose

Accounting offi cer did not 
submit quarterly reports 
to mayor on SCM  policy 

implementation

The accounting offi cers did not always submit quarterly reports to mayors on the municipality’s implementation of the 
SCM policy.

Fraud prevention plan – no 
measures for preventing 

or detecting fraud in 
procurement

SCM is generally an area of fraud risk at most of the auditees. However, the fraud prevention plans at most auditees 
had no or inadequate measures for preventing and detecting fraud in procurement.

Internal audit did not 
evaluate SCM controls/

processes and compliance

The controls at some auditees were inadequate to ensure compliance with SCM Regulations. Internal audit units at 
some auditees failed to evaluate SCM controls/processes and compliance with legislation.

Risk assessment did not 
address SCM

SCM is generally an area of considerable risk at most of the auditees. However, the risk was not recognised in the 
risk assessments performed at these auditees.

3.8 Overall conclusion on supply chain management matters

A total of 95% (R245,2 million) of the irregular expenditure of local government 
resulted from expenditure incurred in contravention of SCM Regulations. This can 
be attributed to the leadership not being fully aware of the SCM requirements and 
their specifi c oversight role. The leadership failed to pay adequate attention to the 
management of SCM, resulting in procurement processes not being followed.

There has been a marginal improvement in the SCM fi ndings compared to 
2009-10. This can be attributed to the awareness raised in previous reports and 
leadership commitment to own action plans. However, what remains a concern is 
the increase in awards made to employees, councillors, other state offi cials and 
their close family members in 2010-11.  A further concern is that there are no 
consequences for such transgressions. 

Findings on uncompetitive or unfair procurement processes mostly related to 
quotations not being obtained and competitive bids not being advertised. Findings 
in this area can be attributed to a lack of suffi ciently skilled and competent staff in 
SCM sections. 

Inadequate controls and systems, combined with a lack of specifi c monitoring of 
compliance by using a compliance checklist, remained a problem. Internal audit 
plans did not address SCM matters and internal audit units consequently did not 
perform audits in this area. 

The provincial treasury facilitated training on SCM practices to offi cials, including 
the leadership. Despite the marginal reduction in the number of audit fi ndings in this 
area, the impact of this initiative is not fully refl ected in the audit outcomes.

The following commitments are required from the leadership to address the 
signifi cant SCM fi ndings noted in this report: 

• Implement a document management system and conduct post-
implementation reviews of the fi ling and retrieval of documentation.

• Improve processes to identify offi cials doing business with local government 
and ensure that all documentation required by law is completed.

• Implement guidance issued by the provincial treasury and the Department 
of Cooperative Governance and Traditional Affairs (CoGTA) on SCM 
Regulations and put processes in place to deal with transgressions 
accordingly.

• Develop and implement an SCM compliance checklist to ensure that all 
legislative requirements are adhered to before approving awards.

• Develop policies and procedures that are aligned to SCM Regulations.
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SECTION 4: DRIVERS OF AUDIT OUTCOMES
4.1 Signifi cant defi ciencies in auditees’ systems of internal control

4.1.1 Statutory responsibility of accounting offi cers and senior offi cials to 
maintain effective systems of internal control

A key responsibility imposed by the MFMA and other legislation on accounting 
offi cers and other municipal offi cials is to implement and maintain effective, effi cient 
and transparent systems of fi nancial and risk management and internal control. 

The implementation of effective internal control helps to achieve important objectives 
and to sustain and improve performance. Objectives are derived from the 
regulatory environment and fall into the following categories: 

• Operations – Effectiveness and effi ciency of operations, including goals 
for operational and fi nancial performance and safeguarding against loss 
(fi nancial and performance management).

• Reporting – Pertaining to the reliability of reporting, including internal and 
external reporting of fi nancial and non-fi nancial information.

• Compliance – Pertaining to compliance with laws and regulations.

The objectives are driven by the mandate and the mission and vision of the 
organisation. Setting objectives is a prerequisite for internal control and a key part 
of strategic planning.

Internal control is a multidimensional process of ongoing tasks and activities, 
infl uenced by the people – not just policies and systems – who provide assurance 
concerning the achievement of objectives. The fundamental principles contained in 
the key drivers of internal control must be present and operate together in order for 
the system of internal control to be effective. 

As can be seen in annexure 6, 48% of the political municipal leadership in the 
province is not taking the AGSA's messages seriously and is not taking ownership 
of the key controls. The leadership of an organisation sets the tone from the top 
regarding the importance of internal controls and expected standards of conduct. 
The control environment is the foundation for all other components of internal 

control, and provides discipline, process and structure. A risk assessment should be 
conducted to establish what control activities (policies and procedures) are required 
to ensure the achievement of control objectives. The availability of accurate and 
complete information and the communication of information are required to carry 
out day-to-day internal control activities. The ongoing monitoring of activities (good 
governance) is necessary to ascertain whether all components of internal control are 
present and functioning.

When internal control is effective, management and those charged with 
governance have reasonable assurance that the entity understands the extent to 
which the operations are managed effectively and effi ciently, prepares reliable 
reports, and complies with laws and regulations.

An explanation of the details of each driver of internal control is contained in the 
glossary of terms.

The assessment below is based on signifi cant defi ciencies relating to the following:

• Material misstatements in the fi nancial statements presented for auditing 
(whether or not these have been corrected as a result of the audit)

• Findings on PDOs
• Findings on compliance with laws and regulations
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Table 27: Assessment of the key drivers of internal control

Internal control driver
Objectives impacted on

Financial reporting (misstatements in fi nancial 
statements) Service delivery planning and reporting Compliance with laws and regulations

Leadership 35% 35% 30% 30% 40% 30% 35% 40% 25%

Effective leadership culture 50% 45% 5% 45% 45% 10% 50% 40% 10%

Oversight responsibility 40% 20% 40% 30% 30% 40% 30% 30% 40%

HR management 25% 45% 30% 25% 50% 25% 25% 55% 20%

Policies and procedures 45% 40% 15% 40% 40% 20% 45% 45% 10%

Action plans 45% 30% 25% 35% 35% 30% 40% 35% 25%

IT governance 20% 30% 50% 30% 25% 45% 30% 25% 45%

Financial and performance management 30% 30% 40% 30% 30% 40% 30% 35% 35%

Proper record keeping 40% 20% 40% 35% 20% 45% 35% 25% 40%

Processing and reconciling controls 30% 35% 35% 35% 30% 35% 35% 35% 30%

Reporting 25% 40% 35% 30% 30% 40% 25% 40% 35%

Compliance 25% 40% 35% 25% 35% 40% 20% 45% 35%

IT system controls 10% 25% 65% 10% 25% 65% 20% 25% 55%

Governance 30% 50% 20% 30% 50% 20% 30% 55% 15%

Audit committee 20% 65% 15% 25% 65% 10% 25% 70% 5%

Internal audit 25% 50% 25% 25% 50% 25% 25% 50% 25%

Risk management 40% 40% 20% 40% 40% 20% 40% 40% 20%
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4.1.2 Movement in the implementation of key drivers and recommendations for improvement

The following table summarises movement from the prior year and outlines specifi c ways in which the drivers of internal control can be improved. 

Table 28: Summarised recommendations for improvement of key drivers

Leadership element
Movement 
since last 

audit
Summarised comments

Provide effective leadership based on a culture of honesty, ethical business 
practices and good governance, protecting and enhancing the best 
interests of the entity 

It is important that the mayor plays an active oversight role to ensure that the key elements of good internal control and governance are adhered to.  Notwithstanding the commitment that we received from the mayors 
during the door-to-door visits that were conducted in the province, the mayors did not perform the oversight that was discussed and agreed upon. During these visits, the role and responsibilities of the mayor, the municipal 
manager and the chief fi nancial offi cer were cleared and there was no uncertainty regarding what role the mayor will have to play to ensure that municipalities move to better audit outcomes.

The need for competent and skilled staff to support the municipal manager was identifi ed as a priority to improve on the prior year audit outcomes and the production of regular and quality fi nancial and performance 
information. The successful appointment of competent and skilled staff, together with training interventions, led to improvements in the audit outcomes. Thus, the leadership needs to take active steps in ensuring that 
adequately skilled staff are recruited and appointed. The contracting of independent consultants in specialised areas that were adequately monitored and where skills were transferred also contributed to the improvement 
in the audit outcomes. Future improvement in audit outcomes will depend on stability at senior management level and continued direction provided by the leadership.

Where IT systems are not adequate, the leadership has not established an IT governance framework due to a lack of skills in the IT section and did not prioritise action plans or the implementation of the action plans to 
address the defi ciencies. Performance information structures and systems need to be integrated within existing management processes and systems to improve audit outcomes. Furthermore, municipalities and municipal 
entities need to develop and implement a strategic IT plan that supports business requirements. 
 
The leadership needs to be involved in the fi nancial management and performance management and set the tone at the top to create an environment conducive to good fi nancial management and service delivery; 
thereby improving the audit outcomes. The audit outcomes indicate that the leadership tone regarding HR capacity and the monitoring of action plans is crucial. 

Exercise oversight responsibility regarding fi nancial and performance 
reporting and compliance as well as related internal controls 

Implement effective HR management to ensure that adequate and 
suffi ciently skilled resources are in place and that performance is 
monitored 

Establish and communicate policies and procedures  to enable and support 
the understanding and execution of internal control objectives, processes 
and responsibilities

Develop and monitor the implementation of action plans to address 
internal control defi ciencies 

Develop and monitor the implementation of action plans to address 
internal control defi ciencies in the IT environment

Establish an IT governance framework that supports and enables the 
business, delivers value and improves performance
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Financial and performance management element
Movement 
since last 

audit
Summarised comments

Implement proper record keeping in a timely manner to ensure that 
complete, relevant and accurate information is accessible and available to 
support fi nancial and performance reporting Pertinent information should be identifi ed and captured in a form and time frame to support effective fi nancial and performance reporting, which will reduce instances of material amendments resulting from the 

audit. Adherence to basic fi nancial controls throughout the fi nancial year, i.e. daily processing of transactions, monthly reconciliations of accounts and the continuous review thereof, needs to be actively monitored by 
management in order to improve audit outcomes.

Documents supporting the fi nancial statements and other information should be readily available, without any signifi cant delay, when requested throughout the audit process. Some municipalities and municipal entities 
were not able to supply documentation that supports the information in the fi nancial statements or the report on predetermined objectives due to an inadequate archive system.

Basic reporting disciplines, such as proper record keeping, regular processing of transactions and reconciliations, preparation of monthly reporting, and controls over compliance with fi duciary responsibilities, also require 
leadership attention. The monthly monitoring of these key controls will enhance the level of accountability to executive authorities and improve the quality of reporting on fi nancial and service delivery information.

Although the audit outcomes of municipalities and municipal entities have improved from the prior year, the quality of the fi nancial statements submitted for auditing is still not adequate based on the increase in the 
material misstatements identifi ed and corrected. The municipalities and municipal entities did not have competent individuals who understood the fi nancial reporting framework and performance management requirements 
to perform proper reviews prior to the submission of the fi nancial statements. This is the main reason for the appointment of consultants. The pervasive material misstatements identifi ed by auditors were mainly the result 
of a lack of supervision and review of monthly reports used in the preparation of the fi nancial statements by the leadership, particularly the chief fi nancial offi cers. Furthermore, it is critical for the leadership to ensure that 
the required skills are transferred to staff where consultants are appointed.

Findings on predetermined objectives and the design and implementation of formal controls over IT systems are concerning. Targets set by municipalities are not always clear and measurable and supporting documentation 
to substantiate the outcomes cannot always be submitted. IT systems that can be used to report on predetermined objectives are generally not in place. 

In the IT environment, a lack of access controls and controls that protect information is also of concern.  Furthermore, manual or automated controls were not always adequately designed to ensure that the transactions 
did occur, were authorised, and were completely and accurately processed to ensure compliance with all applicable laws and regulations.

Implement controls over daily and monthly processing and  reconciling 
of transactions 

Prepare regular, accurate and complete fi nancial and performance reports 
that are supported and evidenced by reliable information 

Review and monitor compliance with applicable laws and regulations 

Design and implement formal controls over IT systems to ensure the 
reliability of the systems and the availability, accuracy and protection of 
information

Manage application systems susceptible to compromised data integrity
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Governance element
Movement 
since last 

audit
Summarised comments

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

The leadership needs to ensure that comprehensive risk assessments are performed that cover all critical areas to improve audit outcomes.
Internal audit units should have adequate resources to ensure that they operate effectively by identifying internal control defi ciencies in a timely manner and by recommending and monitoring corrective action. 

While audit committees have in general been appointed and have meetings, there is scope for improving the interaction of the mayor and the municipal manager with a view to providing feedback on the identifi cation of 
risk areas and an assessment of the effectiveness of the control environment. 

To improve audit outcomes, it is critical that audit committees and internal audit units function effectively by reviewing the fi nancial statements submitted for audit purposes, and ensuring that measures have been 
implemented to correct previous year audit fi ndings by monitoring the action plans to correct audit fi ndings.

Ensure that there is an adequately resourced and functioning internal audit 
unit that identifi es internal control defi ciencies and recommends corrective 
action effectively 

Ensure that the audit committee promotes accountability and service 
delivery through evaluating and monitoring responses to risks and 
providing oversight over the effectiveness of the internal control 
environment, including  fi nancial and performance reporting and 
compliance with laws and regulations 

Overall progress made
No signifi cant overall 

change
Overall regression
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4.2 Effective human resource management as a specifi c driver of 
audit outcomes

Effective HR management is a key driver of all three facets of audit outcomes. 
In this context, HR management is deemed effective if adequate and suffi ciently 
skilled resources are in place and their performance and productivity are 
managed. Auditees often identify a lack of capacity as the root cause of audit 
outcomes, which prompted the AGSA to specifi cally focus on HR management.  
As can be seen in annexure 6, senior offi cials do not have the necessary 
competencies and skills at 81% of the municipalities in the province, while there 
is a lack of consequences for poor performance and transgressions at 67% of the 
municipalities.

Inadequate HR management has a negative impact on internal control and is one 
of the root causes of the following matters outlined in this report:

• Material misstatements in the fi nancial statements presented for auditing 
(whether or not these have been corrected as a result of the audit)

• Findings on PDOs
• Findings on compliance with laws and regulations

The assessment of the drivers of internal control at the time of the audit, as analysed 
in sections 2.2.5, 2.3.4 and 2.4.6, identifi ed HR management as an area where 
signifi cant attention is still required for audit outcomes to improve. 

The AGSA’s assessment of HR management focused on the following areas: 
■ HR planning and organisation; ■ management of vacancies; ■ appointment 
processes; ■ performance management; ■ acting positions; and ■ management 
of leave, overtime and suspensions.

The following fi gure depicts the three weakest areas of HR management at 
auditees, which should be improved to positively affect audit outcomes.

Figure 21: Summary of human resource management weaknesses 
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Acting positions 

Competencies of key personnel 

Performance management 

The following are the root causes of the HR management weaknesses:

• Compliance with laws and regulations was not actively reviewed.
• Not all staff members’ performance was monitored on a regular basis.
• Performance management agreements were not signed by management.
• HR policies and procedures were inadequate to ensure that only skilled and 

competent personnel were recruited.
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The following should be considered as the way forward to address HR 
management fi ndings:

• The right leadership tone, together with the support of the audit committee 
and internal audit unit, is required to establish a strong control environment 
and ensure compliance with applicable legislation.

• The leadership should capacitate the municipalities through appointing 
skilled and competent personnel.

• Far too many staff in leadership positions have been acting in such 
positions for long periods and the leadership needs to be stabilised at some 
municipalities.

4.3 Information technology management as a specifi c driver of 
audit outcomes

4.3.1 Overview of information technology system management 

This section gives an overview of the adequacy and effectiveness of controls 
relating to the IT environment in which fi nancial and management systems reside. 

Municipalities rely on IT systems to perform their statutory fi nancial management, 
reporting and administrative functions. The information processed and stored on 
IT systems is vital to the accuracy and reliability of the fi nancial and performance 
information used by management for planning, monitoring and reporting.

IT management was reviewed at 19 municipalities in the province. These 
municipalities utilise fi ve different fi nancial systems and three different payroll 
systems. These range from off-the-shelf packages (computer packages bought) to 
customised systems (computer packages bought and modifi ed). 

The management and support of these fi nancial and payroll systems are depicted in 
the fi gure below.

Figure 22: Management and support of information technology systems

Municipalities

• Implement governance processes
• Implement security management controls
• Implement user access controls
• Implement IT service continuity controls

Department of Finance
• Operational 

assistance 
to identifi ed 
municipalities

4.3.2 Summary of overall information technology weaknesses

The IT management of fi nancial systems was evaluated at 19 municipalities within 
the province. Key areas in the management of IT where weaknesses were identifi ed 
are summarised in the following table.
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Table 29:  Summary of information technology control weaknesses

Focus area Outline of aspects audited

Incidence of control weaknesses identifi ed

Municipalities

Number 
audited

Number with 
weaknesses Percentage

IT governance

The structures, policies and process through which 
the auditee ensures that IT is in line with the business 
requirements. The key focus was on the management of 
service level agreements.

17 14 82%

Security 
management

Controls that prevent unauthorised access to the networks, 
operating systems and application systems that generate 
and prepare fi nancial information.

19 19 100%

User access 
management

Procedures through which the auditees ensure that only 
valid, authorised users are allowed segregated access to 
initiate and approve transactions on the system.

19 19 100%

IT service continuity

Processes of managing the availability of hardware, system 
software, application software and data to enable auditees 
to recover/establish information system services in the 
event of a disaster. The key focus was on the application 
backup process.

19 18 95%

4.3.3 Analysis of the information technology control weaknesses identifi ed

During the review of the IT control environment, the weaknesses were categorised in 
three phases, namely the control design phase during which management designs 
the IT controls to address the risks identifi ed in the IT environment; the control 
implementation phase during which the designed controls are implemented by 
management; and the control effectiveness phase during which the implemented 
controls are continuously operating effectively over a period. These phases are 
depicted in the fi gure below.

Figure 23: Phases of an effective information technology control environment 
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The IT control weaknesses in the province can be summarised as follows:

Control design: The majority of municipalities are still designing key IT controls to 
ensure effective and effi cient IT management within the municipalities. 

Control implementation: Only some of the municipalities have adequately designed 
key controls and they are still experiencing diffi culties in implementing these IT 
controls effectively. 

Control operating effectiveness: None of the municipalities audited have made 
adequate progress with the design and implementation of IT controls. The operating 
effectiveness of IT controls could therefore not be audited.
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The drivers of the IT control weaknesses are depicted in the fi gure below.

Figure 24:  Drivers of information technology control weaknesses
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The fi gure below indicates the status of management commitments relating to IT 
weaknesses.

Figure 25:  Status of management commitments to address information 
technology weaknesses
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There has been some progress in addressing the previous year’s weaknesses, 
although the majority of municipalities have not addressed the commitments made 
in the previous year. However, municipal management has started to implement IT 
controls during the 2010-11 fi nancial year and commitments have been received 
from most of the municipalities to address the weaknesses identifi ed.

The table below summarises the most signifi cant IT weaknesses for the year under 
review.
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Table 30:  Summary of signifi cant information technology weaknesses for the 
2010-11 fi nancial year

IT focus areas Signifi cant IT weaknesses

IT governance

IT governance frameworks not established, resulting in IT risk assessments not performed and IT risk registers not 
established.

No, or inadequate service level agreements (SLAs) between the municipalities and the vendors supporting their 
fi nancial systems. 

No monitoring by the municipalities of the services rendered by service providers, notwithstanding an amount of 
approximately R17,1 million paid by municipalities in this regard.

Security management
No formally documented and approved IT security policy or an inadequate IT security policy. 

No operating system security standards and procedures.

Inadequate logical security parameter settings on servers. 

User account 
management

Formal user account management policies and procedures not in place.

Appropriateness of users’ access rights not periodically reviewed and system, administrator/controller activities also 
not monitored.

Inadequate access request documentation.

Inadequate segregation of duties.

IT service continuity

No formally documented and tested disaster recovery plan (DRP).

No detailed backup procedures, resulting in backups not being checked for successful completion, and the usability of 
the backups not periodically tested by means of restores. 

Backups not stored off site.

4.3.4 Root causes 

The status of IT controls has remained the same and there has not been any real 
improvement. Many previous audit fi ndings have not yet been fully addressed, 
which is mainly due to the following root causes: 

• Lack of implementation of appropriate key controls (policies and 
procedures).

• Inadequate risk identifi cation and management. 
• Lack of adequate and competent personnel. 
• Inadequate oversight responsibility by management.
• Lack of management awareness and understanding of IT matters. 
• IT not being recognised as of strategic importance.
• Lack of funding.
• Increased dependence on key individuals and developers.

4.3.5 Way forward for key role players 

The fi gure below depicts recommendations that role players should consider to 
improve weaknesses in IT management.

Figure 26:  Recommendations to improve weaknesses in information technology 
management

W
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4.4 Role of audit committees in promoting clean administration

In terms of the MFMA, all auditees must establish an audit committee. Audit 
committees must serve as an independent governance structure whose function it 
is to play an oversight role regarding the systems of internal control, compliance 
with legislation, risk management as well as governance. In executing its duties, 
the audit committee assists the accounting offi cer in the effective execution of his or 
her responsibilities, with the ultimate aim of achieving the organisation’s objectives. 
The role of the audit committee worldwide is evolving and audit committees need to 
look wider than their legally prescribed duties and focus on the intent of legislation. 
In the public sector, this means that audit committees need a level of maturity in 
order to serve society as a whole.

The role of audit committees is depicted in the fi gure below.

Figure 27:  Role of audit committees in assessing and reporting on governance, 
risk management and control at auditees
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The responsibilities of the audit committee include providing assurance on the 
credibility of various reports produced for purposes of oversight, decision-making 
and accountability. Should the audit committee fail in executing this responsibility 
effectively, vital decisions relating to funding, accountability and service delivery 
will be based on information that may be inaccurate, incomplete and unreliable. 
The fi gure below depicts the current status and effectiveness of audit committees in 
the province.

Figure 28: Effectiveness of audit committees
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Nineteen municipalities had audit committees that complied with the MFMA 
requirements. 

Even though the audit committees complied with the legislative requirements, their 
impact was not refl ected in the audit outcomes of 13 (65%) of the auditees. This 
can be attributed to the interaction with the executive not being effective or the 
municipalities not taking action on the advice of the audit committee.
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The audit committees of fi ve municipalities failed to meet quarterly to advise the 
municipality on issues ranging from the effectiveness of internal control systems and 
functions, the reliability and accuracy of fi nancial information, accounting concerns 
and compliance with legislation.

To a large extent, the effectiveness of audit committees is also reliant on the 
existence of well-functioning internal audit units within municipalities and the extent 
to which their recommendations are implemented by management and the council. 
Although most municipalities have audit committees, their impact on the audit 
outcomes has been minimal due to the ineffectiveness of internal audit units, most of 
which are not properly capacitated to perform their duties effectively.

4.5 Coordination between municipal public accounts committees 
and councils as a specifi c driver of audit outcomes 

An MPAC is established in terms of section 79 of the Municipal Structures Act, 
1998 (Act No. 117 of 1998). It performs an oversight function on behalf of the 
council and reports directly to the council through the speaker of the municipality. 

The role of MPACs is depicted in the fi gure below.

Figure 29: Position of the municipal public accounts committee within the council
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MPACs were established at all the municipalities in the province. COGTA, in 
conjunction with the South African Local Government Association (SALGA), the 
provincial standing committee on public accounts (SCOPA) and other role players, 
provided training to MPAC members. Members require continuous training to 
intensify their level of oversight through regular and focused engagements. COGTA 
should closely monitor the functioning and effectiveness of MPACs. This will ensure 
that challenges are detected and addressed in time.

4.6 Assessment of monitoring and oversight by key role players at 
the time of the audit

Between February 2012 and the date of this report, the AGSA engaged with 
provincial role players on all nine focus areas where their contributions to improve 
audit outcomes could be further enhanced. An assessment of the monitoring 
capacity and effectiveness of the role players in relation to these focus areas at the 
time of the audit is depicted in the following table.
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Table 31:  Assessment of monitoring capacity of key provincial role players to 
address audit outcomes at the time of the audit

Areas of focus and areas where support/intervention was required
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Premier

MEC for fi nance

MEC for local government

Provincial treasury

Provincial COGTA

Portfolio committee on 
fi nance

Speaker

MPAC

Accounting offi cers, accounting authorities, chief fi nancial offi cers and senior offi cials

Administrative accountability

No signifi cant impact 
on 2010-11 outcomes

Some impact on 
2010-11 outcomes

Not within mandate or direct sphere 
of infl uence of role player

Note: The speaker meets regularly with various municipal councils, while the provincial SCOPA meets regularly with 
MPACs to share best practices.

This is the AGSA's assessment of the impact that role players had on the current 
year's audit outcomes. It is based on prior year formal (and informal), commitments 
and known action plans and initiatives in respect of 2010-11. Details of specifi c 
new commitments secured and existing or prior year commitments confi rmed during 
February and March 2012 are outlined in table 32.
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SECTION 5: COMMITMENTS TO IMPROVE AUDIT OUTCOMES AND OTHER MATTERS REQUIRING 
ATTENTION FROM THE LEADERSHIP AND ROLE PLAYERS
This general report concludes by providing details of commitments received from the provincial leadership and other role players in response to the 2010-11 audit 
outcomes. The AGSA’s continuing initiatives to encourage clean administration are summarised and other important current and emerging matters relating to local 
government in the province are outlined.

5.1 Commitments by key role players subsequent to the audit to address audit outcomes

Responses and commitments emanating from the February and March 2012 interactions and roadshows in the province are outlined below.

Table 32:  Commitments and actions by the provincial executive leadership 
and oversight

Outline of role player commitment / proposed action plans - March 2012

Focus areas targeted by commitments and action plans
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Premier
1 Suppliers linked to offi cials will be added to the prohibited supplier database.

2 Offi ce of the Premier will issue an instruction, prohibiting offi cials from entering into contracts with municipalities.

3 Steps will be taken against offi cials who transgress SCM Regulations.
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Outline of role player commitment / proposed action plans - March 2012

Focus areas targeted by commitments and action plans
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Provincial treasury and MEC for fi nance
1 Facilitate training sessions and workshops on GRAP.

2 Develop guidance for internal audit units on how to audit interim and annual fi nancial statements, to enable them to identify and report weaknesses.

3 Develop a procedure manual on how to do reconciliations.

4 Assist municipalities to establish functional internal audit units and audit committees.

5 Develop internal audit manual and audit committee checklist, to assist these governance structures in performing their required responsibilities effectively. 

6 Develop evaluation checklist to monitor the effectiveness of internal audit units and audit committees through quarterly assessments.

7 Develop and issue guidelines for fi ling and storing documents.

8 Facilitate training sessions and workshops on SCM practices.

9 Develop and implement an SCM compliance checklist as a control measure for the municipalities.

10 Develop a database of policies and procedures available for the municipalities.

11 Assist municipalities in determining specifi cations for the tender process of appointing consultants.

Provincial CoGTA and MEC for local government
1 CoGTA will partner with the provincial treasury on Operation clean audit.

2 Monitor the progress of offi cials made available to assist with Operation clean audit.

3 Implement remedial action plan developed to address shortcomings identifi ed with the GAP analysis performed.

4 Review the progress of the rapid response unit (RRU) in assisting the municipalities in addressing challenges relating to fi nancial reporting.

Portfolio committee on fi nance
1 Intensify the monitoring of support given to the municipalities.

Speaker

1
Is represented on the municipal fi nance group committee, which meets quarterly with the leadership of individual municipalities on matters raised in the 
management and auditor’s reports.

2 The municipal fi nance group committee will assist municipalities to develop commitments that are SMART, and follow up on the implementation thereof.
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Outline of role player commitment / proposed action plans - March 2012

Focus areas targeted by commitments and action plans
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SCOPA and APAC
1 Provide training to MPACs to educate them on transversal challenges faced by municipalities.

2 Assist MPACs in evaluating fi ndings of the municipalities and responses received from management.

3 Assist MPACs with following up all resolutions.

MPACs

1 Review the municipalities’ quarterly updates on the MPAC resolutions.

2 Follow up all MPAC resolutions.

Post-audit commitment/initiative (new) Commitment/initiative from prior year
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5.2 The AGSA’s initiatives to encourage clean administration 

Key elements of the AGSA’s initiatives to encourage clean administration include the 
following: 

• Conduct quarterly visits to mayors to discuss the status of key controls and 
commitments.

• Presentations to MPACs on the AGSA’s audit and reporting methodology as 
well as transversal risks faced by municipalities.

• Brief MPACs on the audit fi ndings and assist with evaluating responses 
received from management.

• Presentations to the municipal internal audit forum on the requirements for 
reliance on the work performed by internal audit units. 

• Interactions with the premier and the members of the executive council 
(MECs) for cooperative governance and traditional affairs and for fi nance 
on the audit outcomes and challenges experienced during the audits.

• Attend CoGTA’s Operation clean audit meetings and provide guidance 
where required.

5.3 Other current and emerging matters that require attention 

5.3.1 Financial sustainability of auditees 

Many municipalities are experiencing diffi culty in maintaining a fi nancially 
sustainable position, due to matters relating to debt collection, payment of creditors, 
ability to fund operations, and maintenance of infrastructure. Some of these matters 
are discussed below. Reporting in this regard will be expanded on in the 2011-12 
general report.

Funding of operations

Concerns regarding the ability to fund ongoing operations or being fi nancially 
sustainable were identifi ed at nine (45%) auditees [2009-10: four (19%)]. The 
following fi gure and table depict the extent of, and the main reasons for, such 
concerns. Where similar fi ndings were also raised in the previous year, it is 
highlighted in red in the table.

Figure 30: Auditees with concerns relating to ongoing funding of operations
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Table 33: Reasons for funding and fi nancial sustainability concerns at auditees 

Auditee

High reliance 
on grants/Own 

revenue generated 
not suffi cient to 
cover operating 

costs

Serious challenges 
in the recovery of 
consumer debtors

No cash for 
unspent grants

Debt-collection 
problems

Current liabilities 
exceed current 

assets

Municipalities
Bushbuckridge

Dr J S Moroka

Emakhazeni

Emalahleni

Govan Mbeki

Lekwa

Nkomazi

Tembisile Hani

Umjindi

Total 8 8 6 8 7

Root causes for funding and sustainability concerns

• Funds allocated to municipalities were mismanaged.
• Municipalities faced cash-fl ow problems as a result of poor revenue 

collection. This resulted in budgeted revenue that could not be converted 
into cash.

• The treasury sections of municipalities did not monitor cash fl ows in 
advance to align their expenditure patterns with their cash fl ows.

• Municipalities did not have approved tariff structures and charged a fl at 
rate for all services.

• Municipalities charged rates that were not in line with the approved tariff 
structures.

• Accounting and information systems were not adequate to support the 
integrity, accuracy and completeness of debtors data.

• Old infrastructure assets resulted in increased water losses during 
distribution and had a negative impact on cash fl ows.

• The annual budget was not realistic, budgeted expenditure was not funded 
from realistically anticipated revenue, and cash backed accumulated funds.

Way forward to address funding and sustainability concerns

• Perform a data clean-up of the debtors data on the accounting and 
information systems.

• Implement policies and procedures to follow up long-outstanding accounts 
and disconnect such services.

• Increase the number of users that use prepaid electricity.
• Implement procedures to ensure that cash fl ows are regularly monitored and 

expenditure patterns are aligned with cash fl ows.

5.3.2 Material losses incurred and material impairment of assets  

Details of material losses and asset impairments, as disclosed in the fi nancial 
statements of auditees for the year ended 30 June 2011, are depicted below. This 
non-cash expenditure often gives rise to unauthorised expenditure. While these 
types of losses are not planned, they do occur in the normal course of business, 
and should therefore be taken into consideration in the development of the budget. 
Having said this, reasonable care should be taken to minimise material losses and 
to manage them effectively.

Table 34: Material losses incurred and impairment of assets

Auditee Material losses 
(R’000)

Material 
impairment of 
assets (R’000)

Reason

Municipalities

1 Bushbuckridge   366 391
Material losses: Debtors outstanding for longer than 12 months of 
which the recovery became doubtful

2 Dr J S Moroka   90 135 Material impairment: Write-off of debtors

3 Emakhazeni   13 473 Material losses: Electricity reticulation losses

4 Emalahleni   250 537 Material losses: Water and electricity reticulation losses

5 Govan Mbeki   144 851 Material impairment: Impairment of assets

6 Mbombela   256 785
Material impairment: Due to poor collection of money owed by 
consumers to municipality

7 Nkomazi   10 936 Material losses: Electricity reticulation losses

Total   641 337   491 771
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Root causes for material losses and impairment of assets

• Old infrastructure assets were not maintained, which resulted in increased 
water and electricity losses during distribution. Due to fi nancial constraints, 
municipalities were unable to replace these assets. 

• There was a lack of, or inadequate, policies and procedures to ensure that 
debt was collected.

• Accounting and information systems were not adequate to support the 
integrity, accuracy and completeness of debtors data. As debtors’ personal 
details and addresses were incorrect on the system, debt collection was not 
possible.

5.3.3 Material underspending of votes or conditional grants  

One municipality (5%) underspent its conditional grants for the year ended 
30 June 2011, as depicted in the following fi gure. This underspending, which is 
not an economic saving, is an indicator of poor fi nancial management and often 
results in non-performance on service delivery and the neglect of other functions, 
such as the maintenance of infrastructure.

Figure 31: Material underspending of conditional grants
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The Bushbuckridge Municipality materially underspent a conditional grant of the 
municipal infrastructure grant by R94,6 million, which had a negative impact on 
service delivery. The main reason for this underspending was delays in procurement 
processes.

5.3.4 Changes expected in the 2011-12 fi nancial year

The following matters are expected to have an impact transversally across local 
government in the 2011-12 fi nancial year. Measures should be implemented to 
ensure that these matters do not have a negative impact on audit outcomes in the 
province.
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Accounting matters 

The current Standards of GRAP have been in the process of being fully implemented 
over a number of years and to this end transitional provisions for full adherence 
were developed. In the current fi nancial year, the transitional provisions for medium-
capacity municipalities came to an end. The transitional provisions for low-capacity 
municipalities expire in the 2011-12 fi nancial year, which means that all currently 
applicable Standards of GRAP will be fully applicable for the year-end fi nancial 
statements. No additional Standards of GRAP will apply for the 2011-12 year.

Compliance matters

Developments in supply chain management legislation

The revised preferential procurement regulations came into effect on 
7 December 2011. The most signifi cant changes were the introduction of broad-
based black economic empowerment certifi cates and the requirement to evaluate 
functionality. Municipalities and municipal entities should ensure that their policies 
and procedures comply with these regulations to avoid any regression in terms of 
compliance fi ndings. 

Municipal regulations on minimum competency level

Minimum competency regulations were issued on 15 June 2007. As per 
regulations 15 and 18, all municipalities must ensure that their staff comply with the 
competency requirements with effect from 1 January 2013.

This means that the requirements are not yet applicable for the fi nancial year ending 
30 June 2012. However, municipalities will need to start aligning their recruitment 
policies to the regulations and putting measures in place to ensure that they comply 
with the requirements by 1 January 2013.
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GLOSSARY OF KEY TERMINOLOGY USED IN THE REPORT

Accounts payable/accruals/liabilities  Money owed by the entity to those who have supplied goods and services. .

Accounts receivable (debtor)  Money owed to the entity by those who have received goods or services from the entity.

Adverse audit opinion   The fi nancial statements contain misstatements that are not confi ned to specifi c amounts or the misstatements represent a 
substantial portion of the fi nancial statements.

Asset  Any item belonging to the entity, which may constitute property, plant, cash or debtors.

Asset impairment  The reduction in value of an asset below its normal realisable value

Balance sheet  Summary of an entity’s fi nancial status, including assets, liabilities and equity.

Carrying value   Also referred to as book value or carrying value; the cost of a plant asset less the accumulated depreciation since the asset 
was acquired and less any impairments. 

Cash fl ow  The fl ow of monies from operations: incoming funds are revenue and outgoing funds are expenses.

Commitment (fi nancial)   This represents the cost of goods and services to be received in the next year in respect of which the entity has already 
entered into an agreement to purchase.

Comparative fi gures   The fi gures recorded in the previous year which correspond to the fi gures for the same item in the current year 

Consolidated fi nancial statements   Financial statements that refl ect the combined fi nancial position and results of a municipality and those of municipal entities 
under its control. 

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

Current assets   Current assets comprise cash and other assets, such as inventory or debtors, which will be traded or consumed or converted 
to cash in a period not exceeding 12 months. All other assets are classifi ed as non-current and typically include property, 
plant and equipment and long-term investments.

Disclaimer of audit opinion   There was insuffi cient appropriate evidence (documentation) on which the auditor could base an opinion concerning the 
items reported in the fi nancial statements. The lack of suffi cient evidence is not confi ned to specifi c amounts or represents a 
substantial portion of the information contained in the fi nancial statements.

Financial and performance  Management of resources in order to achieve the fi nancial and service delivery objectives of the municipality. This is one of 
management  the three key overall drivers of internal control which should be addressed to improve audit outcomes.

Fruitless and wasteful expenditure   Expenditure that was made in vain and could have been avoided had reasonable care been exercised. This includes 
penalties and interest on late payments, as well as payments for services not utilised or goods not received.

General ledger  A record of all fi nancial transactions undertaken by an entity.
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Governance   In the context of this general report it refers to the governance structures (audit committees) and processes (internal audit 
and risk management) as one of the three key overall drivers of internal control that should be addressed to improve audit 
outcomes.

Information technology (IT)   Computer systems used for recording and reporting fi nancial and non-fi nancial transactions.

IT governance   The structures, policies and process whereby the auditee ensures that information technology is in line with the business 
requirements. 

IT service continuity   Processes of managing the availability of hardware, system software, application software and data to enable auditees to 
recover/establish information system services in the event of a disaster.  

IT security management   Controls preventing unauthorised access to the networks, operating systems and application systems that generate and 
prepare fi nancial information.

IT user access management   Procedures through which the auditees ensures that only valid, authorised users are allowed segregated access to initiate 
and approve transactions on the system.

Internal control (key controls)   Internal control is 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 fi nancial reporting, effectiveness and effi ciency of operations, and compliance with the applicable laws and regulations. 
Internal controls consist of all the policies and procedures implemented by auditee management to assist in achieving the 
orderly and effi cient conduct of business, including adherence to policies, safeguarding of assets, prevention and detection 
of fraud and error, the accuracy and completeness of the accounting records and the timely preparation of reliable fi nancial 
and service delivery information.

Inventory  Goods held for resale or for internal use.

Irregular expenditure  Expenditure incurred without complying with applicable laws and regulations.

Leadership   Local government leadership refers to both political (mayors and council) and administrative leaders (municipal manager 
and senior managers). It is also one of the three key overall drivers of internal control that should be addressed to improve 
audit outcomes.

Material fi nding   Audit fi ndings on reporting on predetermined objectives or non-compliance with laws and regulations which are signifi cant 
enough in terms of value and/or nature that they would infl uence the understanding of the reported information.

Material misstatement   Misstatements which are signifi cant enough to infl uence the opinions of users of the reported information. Materiality is 
considered in terms of the rand value and/or the nature and cause of the misstatement.

Misstatement  Incorrect or omitted information in the fi nancial statements or annual performance report.

Modifi ed opinion  Qualifi ed, adverse or disclaimer of opinion.

Payroll  A list of employees and their wages.
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Pervasive fi ndings   Findings that are not confi ned to specifi c items in the reported information or that represent a substantial proportion of the 
reported information.

Property, plant and equipment   Includes land, buildings, leasehold improvements, equipment, furniture, fi xtures, delivery trucks, vehicles, etc. that are 
owned by the entity.

Qualifi ed audit opinion   The fi nancial statements contain material misstatements in specifi c amounts or there is insuffi cient evidence for the auditor to 
conclude that specifi c amounts included in the fi nancial statements are not materially misstated. 

Reconciliation   The process of matching one set of data to another, i.e. the bank statement to the cheque register, the accounts payable 
journal to the general ledger, etc. 

Reporting against predetermined  Reporting by auditees on their actual service delivery achievements against their annual performance plans.

objectives (PDOs)  

Residual value  The estimated scrap or salvage value at the end of the asset’s useful life.

Root causes   The underlying causes or drivers of audit fi ndings, i.e. why the problem occurred. Addressing the root cause helps ensure 
that the actions address the real issue or opportunity, thus preventing or reducing the incidents of recurrence as opposed to 
simply providing a one-time or short-term fi x.

Supply chain management   Procurement by auditees of goods and services through a tender or quotation process and monitoring the quality and 
timeliness of goods and services provided.

Transversal fi ndings  Findings that are cross-cutting or occurring in a number of entities.

Unauthorised expenditure   Expenditure that was in excess of the amount budgeted or allocated by government to the entity or that was not incurred in 
accordance with the purpose for which it was intended. 

Useful lives   This is the period of time that it will be economically feasible to use an asset. Useful life is used in calculating depreciation 
on an asset.
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ANNEXURE 1: Auditees' audit outcomes, areas qualifi ed and fi ndings on predetermined objectives

No. Auditee

2010-11 audit year 2009-10 audit year Financial statement
qualifi cation areas

Findings on
predetermined objectives

Audit outcome 2010-11
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District municipalities
1 Ehlanzeni District Financially unqualifi ed with no fi ndings Financially unqualifi ed with no fi ndings

2 Gert Sibande District Financially unqualifi ed with no fi ndings Financially unqualifi ed with fi ndings

3 Nkangala District Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings

Local municipalities
4 Albert Luthuli Disclaimer Qualifi ed

5 Bushbuckridge Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings

6 Dipaliseng Qualifi ed Disclaimer

7 Dr J S Moroka Disclaimer Disclaimer

8 Emakhazeni Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings

9 Emalahleni Qualifi ed Qualifi ed

10 Govan Mbeki Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings

11 Lekwa Disclaimer Financially unqualifi ed with fi ndings

12 Mbombela Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings

13 Mkhondo Disclaimer Audit not fi nalised at legislated date

14 Msukaligwa Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings

15 Nkomazi Financially unqualifi ed with fi ndings Qualifi ed

16
Pixley Ka Seme 

(Volksrust)
Disclaimer Disclaimer

17 Steve Tshwete Financially unqualifi ed with no fi ndings Financially unqualifi ed with no fi ndings

18 Thaba Chweu Audit not fi nalised at legislated date Disclaimer

19 Thembisile Hani Qualifi ed Disclaimer

20 Umjindi Disclaimer Disclaimer

21 Victor Khanye Financially unqualifi ed with no fi ndings Financially unqualifi ed with no fi ndings



GENERAL REPORT ON THE AUDIT OUTCOMES OF MPUMALANGA LOCAL GOVERNMENT 2010-11

80

ANNEXURE 2: Five-year history of audit outcomes of all auditees

No. Auditee Audit outcome 2010-11 Audit outcome 2009-10 Audit outcome 2008-09 Audit outcome 2007-08 Audit outcome 2006-07

District municipalities

1 Ehlanzeni District Financially unqualifi ed with no fi ndings Financially unqualifi ed with no fi ndings Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings Qualifi ed

2 Gert Sibande District Financially unqualifi ed with no fi ndings Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings

3 Nkangala District Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings

Local municipalities

4 Albert Luthuli Disclaimer Qualifi ed Qualifi ed Qualifi ed Adverse

5 Bushbuckridge Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings Qualifi ed Disclaimer

6 Dipaliseng Qualifi ed Disclaimer Disclaimer Disclaimer Disclaimer

7 Dr J S Moroka Disclaimer Disclaimer Qualifi ed Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings

8 Emakhazeni Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings

9 Emalahleni Qualifi ed Qualifi ed Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings

10 Govan Mbeki Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings Qualifi ed Financially unqualifi ed with fi ndings

11 Lekwa Disclaimer Financially unqualifi ed with fi ndings Disclaimer Disclaimer Disclaimer

12 Mbombela Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings Qualifi ed Qualifi ed Disclaimer

13 Mkhondo Disclaimer Disclaimer Disclaimer Qualifi ed Adverse

14 Msukaligwa Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings Qualifi ed Financially unqualifi ed with fi ndings

15 Nkomazi Financially unqualifi ed with fi ndings Qualifi ed Qualifi ed Disclaimer Qualifi ed

16 Pixley Ka Seme (Volksrust) Disclaimer Disclaimer Disclaimer Disclaimer Qualifi ed

17 Steve Tshwete Financially unqualifi ed with no fi ndings Financially unqualifi ed with no fi ndings Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings

18 Thaba Chweu Audit not fi nalised at legislated date Disclaimer Disclaimer Qualifi ed Disclaimer

19 Thembisile Hani Qualifi ed Disclaimer Disclaimer Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings

20 Umjindi Disclaimer Disclaimer Qualifi ed Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings

21 Victor Khanye Financially unqualifi ed with no fi ndings Financially unqualifi ed with no fi ndings Qualifi ed Financially unqualifi ed with fi ndings Financially unqualifi ed with fi ndings
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ANNEXURE 3: Assessment of auditees’ key controls at the time of the audit
Legend

Good In Progress Intervention Required
Improved Unchanged Regressed
Financial F Performance P Compliance C

No. Auditee

Leadership Financial and performance management Governance

Movement
Effective 

leadership 
culture

Oversight 
responsibility

HR 
management

Policies and 
procedures

Action 
plans

IT
governance Movement

Proper 
record 

keeping

Processing 
and 

reconciling 
controls

Reporting Compliance IT system 
controls Movement Risk

management
Internal
audit

Audit 
committee

F P C F P C F P C F P C F P C F P C F P C F P C F P C F P C F P C F P C F P C F P C F P C F P C F P C
District municipalities

1 Ehlanzeni District

2 Gert Sibande District

3 Nkangala District

Local municipalities
4 Albert Luthuli 

5 Bushbuckridge 

6 Victor Khanye

7 Dipaliseng

8 Dr J S Moroka

9 Emakhazeni

10 Emalahleni 

11 Govan Mbeki

12 Lekwa 

13 Mbombela 

14 Mkhondo 

15 Msukaligwa 

16 Nkomazi 

17
Pixley Ka Seme 
(Volksrust)

18 Steve Tshwete

19 Thaba Chweu Audit not fi nalised at legislated date

20 Thembisile Hani

21 Umjindi 
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ANNEXURE 4: Auditees with key fi ndings on supply chain management

No. Auditee
Limitation on 

planned scope of audit of 
awards

Awards to employees and 
councillors or other state 

offi cials

Awards to close family members 
of employees and councillors

Uncompetitive or unfair 
procurement processes

Inadequate contract 
management Inadequate SCM controls

District municipalities

1 Ehlanzeni District

2 Gert Sibande District

3 Nkangala District

Local municipalities

4 Albert Luthuli 

5 Bushbuckridge 

6 Dipaliseng

7 Dr J S Moroka

8 Emakhazeni

9 Emalahleni 

10 Lekwa 

11 Mbombela 

12 Mkhondo 

13 Msukaligwa 

14 Nkomazi 

15 Pixley Ka Seme (Volksrust)

16 Steve Tshwete

17 Thembisile Hani

18 Umjindi 
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ANNEXURE 5: Auditees with fi ndings on compliance with laws and regulations

Areas of non-compliance
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District municipalities

1 Nkangala District

Local municipalities

2 Albert Luthuli 

3 Bushbuckridge 

4 Dipaliseng

5 Dr J S Moroka

6 Emakhazeni

7 Emalahleni 

8 Govan Mbeki

9 Lekwa 

10 Mbombela 

11 Mkhondo 

12 Msukaligwa 

13 Nkomazi 

14 Pixley Ka Seme (Volksrust)

15 Thembisile Hani

16 Umjindi 
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ANNEXURE 6: Auditees’ audit outcomes and root causes of poor audit outcomes

No
.

Auditee Type

Pr
ov
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ce

2010-11 2010-11 fi ndings on three root causes of poor audit outcomes in local 
government 

Audit opinion
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ns Key offi cials lacking 

minimum competencies 
and skills

Lack of consequences 
for poor performance 
and transgressions

Slow response to the 
AGSA’s message and 
not taking ownership 

of key controls

1 Ehlanzeni District DM MP Financially unqualifi ed with no fi ndings

2 Gert Sibande District DM MP Financially unqualifi ed with no fi ndings

3 Nkangala District DM MP Financially unqualifi ed with fi ndings

4 Albert Luthuli LM MP Disclaimer

5 Bushbuckridge LM MP Financially unqualifi ed with fi ndings

6 Dipaliseng LM MP Qualifi ed

7 Dr J S Moroka LM MP Disclaimer

8 Emakhazeni LM MP Financially unqualifi ed with fi ndings

9 Emalahleni LM MP Qualifi ed

10 Govan Mbeki LM MP Financially unqualifi ed with fi ndings

11 Lekwa LM MP Disclaimer

12 Mbombela LM MP Financially unqualifi ed with fi ndings

13 Mkhondo LM MP Disclaimer

14 Msukaligwa LM MP Financially unqualifi ed with fi ndings

15 Nkomazi LM MP Financially unqualifi ed with fi ndings

16 Pixley Ka Seme (Volksrust) LM MP Disclaimer

17 Steve Tshwete LM MP Financially unqualifi ed with no fi ndings

18 Thaba Chweu LM MP Audit not fi nalised at legislated date

19 Thembisile Hani LM MP Qualifi ed

20 Umjindi LM MP Disclaimer

21 Victor Khanye LM MP Financially unqualifi ed with no fi ndings
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