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The information and insights presented in this flagship publication of my office are aimed at empowering oversight structures and local government and provincial leaders
to focus on those issues that will result in reliable financial 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 confidence.
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SECTION 1: FOREWORD
I hereby present to the legislature and municipal councils of the Eastern Cape
Province my 2010-11 general report summarising the results of the audit outcomes
of local government for the financial year ended 30 June 2011. These outcomes
show a year-on-year gradual improvement towards unqualified audit opinions
by a few municipalities. Similarly, little progress has been made in the status of
internal controls, resulting in minimal to no improvement reported in the areas of
supply chain management (SCM), service delivery reporting, human resource (HR)
management and information technology (IT) controls. In addition, almost all the
financial statements that were reported on still required material adjustments before
finalisation. Hence, none of the municipalities have as yet achieved a clean audit
opinion.
The reasons for this slow progress can be found firstly in the fact that around
half of the political leaders at municipal level have not been responsive to the
messages of the Auditor-General of South Africa (AGSA). This meant that, for the
year under review, very little effort was made to establish basic internal controls
and management disciplines. Without a positive and committed reaction from
mayors and councillors, opportunities to build a sustainable culture of accountability
at municipal level remain limited. Secondly, the fact that in almost all instances
there were no consequences for poor performance, confirms this view. The third
element of the slow progress towards clean administration, namely the appointment
of inadequately competent and skilled officials in key positions, added to this
challenge, with about two-thirds of these officials not meeting the expected minimum
performance norms of generating credible reports and maintaining a sound internal
control environment.
Mayors and councillors need to take full ownership of the internal control
environment and insist on daily disciplines that ensure excellence in financial
management, service delivery execution and compliance with laws and
regulations, thus setting a tone for the credibility of all reports of the municipality.
This also implies a serious investment in appointing skilled staff and implementing
performance management systems with clear and decisive consequences. Internal
audit functions, audit committees and municipal public accounts committees
(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. To complement these requirements, the provincial executive, and
in particular the provincial treasury, the Department of Local Government and
Traditional Affairs (DLGTA), district municipalities and the South African Local
Government Association (SALGA), must enhance the coordination of their ongoing
capacity-building support for the municipalities in the areas of concern. Elevated
cooperation between the provincial public accounts committee and the portfolio
committee on local government would improve oversight in dealing with the
challenges faced by local government.
While progress towards clean administration has been relatively slow, I take
comfort from the fact that the municipal door-to-door visits that have taken place
since the finalisation of the audits in the province have generated amazingly
positive reaction to the messages from the provincial executive, municipal
leadership as well as SALGA. This supports the efforts and initiatives that the
member of the executive council (MEC) for local government and traditional affairs
has set up to instil a culture that is more conducive to accountability and clean
governance.
I want to thank the audit teams from my office and the audit firms that assisted in the
province for their diligent efforts towards fulfilling our constitutional mandate and the
manner in which they continue to strengthen cooperation with the leadership of the
province.

Auditor-General
Pretoria
June 2012
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SECTION 2: OVERVIEW OF AUDIT OUTCOMES

2.1.1

This general report summarises key aspects of the 2010-11 local government
audit outcomes of the Eastern Cape. A summary of the overall audit outcomes
is provided in section 2.1. Details of the findings from the audit of the financial
statements, reporting on predetermined objectives (PDOs) and compliance with
laws and regulations are included in section 2.2 to 2.4, with its root causes and
recommended best practices. Recommended focus areas for provincial role players
to address unsatisfactory audit outcomes are outlined in section 2.5.

Local government in the Eastern Cape Province comprises two metros, six
district municipalities, 37 local municipalities and 10 municipal entities. Of the
municipalities, the capacity of six is classified as high, 17 as medium and 22 as
low. While the number of municipalities remained on 45, the establishment of
three new entities during the year under review increased the number of entities
from seven to 10. During the year under review, the Buffalo City Local Municipality
obtained metro status and became the Buffalo City Metropolitan Municipality. In
the case of 10 municipalities that control 11 municipal entities, the financial audit
was conducted on their consolidated financial statements.

These sections should be read together with the analysis of the drivers of audit
outcomes in section 4, while section 5 summarises commitments received from the
provincial executive leadership and oversight bodies in response to the audits, as
well as other current and emerging matters requiring attention.
In some instances, the audit outcomes of the municipalities and municipal entities
(also referred to as ‘auditees’ in the rest of this report) are analysed and presented
based on the capacity of the municipality. The high-, medium- and low-capacity
grades were awarded to municipalities for the purpose of the implementation of 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 the
improvements and regressions in the current year’s outcomes, and a three-year
history of audit outcomes.

Summary of overall audit outcomes

Nine auditees (14%), consisting of six municipalities and three municipal entities,
were not able to submit financial statements on or before the legislated date for
auditing.
The audits of 44 (98%) municipalities and 10 (100%) municipal entities that had
submitted financial statements by 31 August 2011, or 30 September 2011 in the
case of consolidated financial statements, were completed within the legislated time
frame of three months from receipt of the financial statements, while the audit of one
municipality was completed after this time frame. This report includes the outcomes
of all municipalities and entities, as no audits are outstanding for the 2010-11
financial year.
The audit outcomes for the 2010-11 financial year are summarised in the table
below, while those of the previous financial year are reflected for comparative
purposes.
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Figure 1: Improvements and regressions in the audit outcomes for the year
under review

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

Municipalities*

Municipal entities
Movement in overall audit outcomes from 2009-10 financial year

2010-11

2009-10

2010-11

2009-10

Financially unqualified with no findings on predetermined objectives or
compliance with laws and regulations (clean audit)

0

0

1

1

Audit opinion

Financially unqualified with findings on predetermined objectives and/or
compliance with laws and regulations

13

9

7

4

Financially unqualified with no
findings

29%

20%

80%

71%

Financially unqualified financial statements
Qualified opinion**

13

14

1

2

Adverse opinion**

2

3

0

0

Disclaimer of opinion**

17

19

1

0

71%

80%

20%

29%

Total number of audits reported on

45

45

10

7

Number of auditor’s reports not issued by 31 January 2012

0

0

0

0

Total number of audits

45

45

10

7

Improvement

18

Total number of auditees with other findings on predetermined objectives and compliance with laws and regulations
Findings on predetermined objectives

37

(82%)

44

(98%)

3

(30%)

4

(57%)

Findings on compliance with laws and regulations

45

(100%)

45

(100%)

9

(90%)

6

(86%)

Improvements and regressions in audit outcomes for the year under review

The following figure analyses the movements in the audit outcomes of all auditees
between the current and previous year.
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New auditees

Total auditees
reported on

1

1

1

20

0

14

1

20

3

55

1
Financially unqualified with
findings

9

1
3

9
4
7

3

Adverse/Disclaimed

Total

15

12

28

8

Movement in number of auditees with findings on predetermined objectives and compliance with laws and
regulations from 2009-10 financial year
Type of findings

Reporting on predetermined
objectives

* The financial audit outcomes are based on the audit of the consolidated financial statements
** With or without findings on predetermined objectives and/or compliance with laws and regulations

2.1.2

Regressed

0

Qualified

Financially qualified financial statements

Unchanged

Compliance with laws and
regulations

Improvement

Unchanged

Regressed

New auditees

Total auditees
reported on

1

3

55

1

3

55

38
11

2

51

Table 2 below highlights significant trends in the audit outcomes for the 2010-11
financial year.

Table 2: Significant aspects of the 2010-11 audit outcomes
Outcomes category

Overall trends

Improvements

Significant aspects
The audit outcomes of the province reflect 16 improvements. Although some municipalities display the necessary initiatives to ensure that the improvements are sustainable, the sustainability of most improvements is in doubt.
It is evident that the role players in the province now understand the importance of sound and effective mechanisms of oversight and governance. It is encouraging to note the progress made since the end of the financial year in establishing oversight mechanisms, such as MPACs.
There is a stronger drive towards improved oversight by the MEC for local government and traditional affairs as well as political and administrative municipal leadership after the 2011 municipal elections. The MEC is holding mayors and municipal managers accountable through the
signing of performance agreements with each individual.
The audit outcomes, areas qualified and material misstatements indicate that a lack of adequate technical skills within the finance sections is still prevalent and remains reason for serious concern.
Although record keeping has improved, there is still much room for improvement and the quality of financial statements and underlying records indicates that a culture of managing the audit instead of the daily operations of the municipality is still prevalent.
Although there has been an improvement in the establishment of governance structures, the deliverables of audit committees and internal audit are not at the required standard. These bodies are underutilised and not effective as far as their impact on outcomes and assurance on
whether processes are in place within the municipality to generate credible information.
Very little, if any, progress has been made to address the poor and inadequate IT controls within municipalities. These systems form the backbone of record keeping, financial management, day-to-day operational decision-making and, ultimately, accountability and financial
reporting. Decisive action is required to address this significant risk.
At a high level, the 16 improvements can be attributed to the implementation and monitoring of detailed, effective, time-bound and discipline-focused action plans. This, in turn, drove improved record keeping and day-to-day financial disciplines, regular monitoring and oversight by
the administrative and political leadership, and the involvement of audit committees and internal audit units.
The change in political will at provincial and municipal level is encouraging.
However, based on the number of material misstatements corrected and the fact that in some cases municipalities were allowed to adjust financial statements up to four times, it is necessary to point out that some municipalities rely heavily on the commitment of AGSA staff to
improved audit outcomes.

Regressions

Political instability, vacancies in key positions, inadequate technical skills of finance staff, inadequate financial daily disciplines as well as poor commitment, oversight and in-year monitoring by the leadership and governance structures were the main reasons for the outcomes of
municipalities regressing.
With regard to vacancies in key positions, six of the eight municipalities had a change in municipal manager and/or chief financial officer, while vacancies in the finance section that were filled with interns, had a negative impact on the outcomes of some municipalities.

Unchanged
(disclaimer/
adverse)

The slow movement in outcomes remains a reason for concern. This is especially the case for the 15 auditees that maintained a disclaimer or adverse outcome and the four municipalities that remained stagnant on a qualified outcome. The key factors holding these auditees back
are:
• lack of commitment to change as well as inadequate oversight and in-year monitoring by the
municipal leadership
• lack of accountability and performance management
• lack of financial discipline and technical financial skills.

Annexure 1 to this report lists all auditees with their 2010-11 audit outcomes and those of the previous year. Annexure 2 summarises the five-year audit outcome history of
the auditees.
2.1.3

Outcome analysis per district

The audit outcomes per district are analysed in figures 2 and 3, after which they are discussed.
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Figure 2: Outcomes per district

Total

1

Alfred Nzo
Amatole

20

14

2

1

Cacadu

2

4
6

2

1

Joe Gqabi

3

2

1

Metro

1

1

Entity

•

2

3

O R Tambo

This is, however, not readily the case with the district municipalities in the province,
with three (50%) of the six district municipalities receiving an adverse or disclaimer
of opinion. The following come to the fore when analysing the audit outcomes per
district:

3
3

3

Chris Hani

20

3

2

District municipalities are made up of a number of local municipalities that fall
in their administrative area. The district municipality not only has to coordinate
development and delivery in the whole district, but also needs to play a vital
supporting role in financial management to its local municipalities and serve as
example of accountability and reporting.

Unqualified with no findings

1

1

7

1

Unqualified with findings

Qualified

Adverse/Disclaimer

20

•

Figure 3: Movements per district

2

Alfred Nzo

3

3

1

2

3

2

6

1

3

Joe Gqabi
2

O R Tambo

Improvement

2

3

Cacadu

Metro

2

4

Amatole

Chris Hani

2

1
1

1

1

Unchanged (Adverse/Disclaimer)

3

Unchanged (Unqualified)

Three-year history of audit outcomes for the province

The audit outcomes over the past three financial years are depicted in
figure 4 below.

1

3

Unchanged (Qualified)

2.1.4

From an audit outcome perspective, the Joe Gqabi District reflects very
encouraging outcomes. The district municipality received an unqualified
opinion with limited findings on compliance and shows potential to
progress to clean administration should the current best practices be
maintained. In addition, the district received the only audit that reflects
clean administration, has no audits with a disclaimer or adverse opinion,
and has three improvements of outcomes for the year under review. The
two municipalities with qualified outcomes have also shown encouraging
improvement, although this is not directly visible in the outcomes.
In stark contrast, the Chris Hani and O R Tambo Districts give reason
for grave concern. The Chris Hani District Municipality remained on a
disclaimer of opinion, while the O R Tambo District Municipality regressed
from a qualification to an adverse opinion. In the case of both districts,
88% of the outcomes are either qualified or adverse/disclaimed. Of
particular concern is the fact that five out of the eight (63%) audits
pertaining to the Chris Hani District Municipality remained unchanged with
an adverse or disclaimed opinion.

Regression
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Figure 4: Summarised three-year audit outcomes of local government auditees

Qualified

Financially unqualified with no findings

31%

29%

2009-10

2008-09

25%

2010-11

2%

2%

2010-11

2009-10

2008-09

21

Adverse/Disclaimer

Financially unqualified with findings

42%

45%

36%

36%
25%

25%

2010-11
2010-11

2009-10

2009-10

2008-09

2008-09
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While an improvement in the audit outcomes for the 2010-11 financial year is
evident and it is encouraging that there are now pockets of sustainability, it is
overshadowed by the slow progress in most areas.

governance have reasonable assurance that the entity understands the extent to
which the operations are managed effectively and efficiently, prepares reliable
reports, and complies with laws and regulations.

Under the guidance of the MEC for local government and traditional affairs,
the DLGTA is now focusing on addressing this issue, but there are a number of
challenges hampering the process, especially within those municipalities that have
received adverse and disclaimed audit opinions. In many of these municipalities
the leadership has historically not been taking ownership of the urgently needed
change or does not have adequate resources and technical skills to implement
change.

It has been the practice of the AGSA for the past two years to utilise the key
controls, within a best practice internal control framework, to benchmark, illustrate,
evaluate and monitor the effectiveness of an auditee’s control and leadership
environment. This is then escalated to a provincial level to indicate the status at a
higher level. An explanation of the details and of each driver of internal control is
contained in section 4 of this report and in the glossary of terms.

Although a 7% decline is evident in the adverse/disclaimer category, the fact that it
still represents 35% of the total outcomes indicates that errors in the basic underlying
records are still pervasive and remain unresolved at a large portion of the auditees.

Figure 5: Assessment of drivers of internal control – movement from the
previous year

This is further indicative of the ineffective compilation, implementation and
monitoring of action plans to address findings as well as a lack of basic financial
discipline.

10%

Leadership
Financial and
performance
management

28%
39%

58%
51%

10-11

16%

33%
No significant deficiency

51%

Marginal
improvement
Deficiency
being addressed

Intervention required

6%
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51%
60%

30%

Significant deficiencies in auditees’ systems of internal control

Internal control is the key element driving operations and record keeping, and
reporting its effectiveness drives the audit outcomes at the end of a financial
year. When internal control is effective, management and those charged with

3%

14%

3%

09-10

10%

34%

3%

10-11

15%

54%

1%

09-10

35%

6%

2.1.5

10-11

11%

4%

The leadership is not always setting the correct tone and is not taking ownership of,
and responsibility for, sound financial and performance management disciplines,
as too much emphasis is placed on audit outcomes during the audit process, rather
than on clean administration throughout the financial year. This has a negative
impact on the sustainability of audit outcomes.

09-10

Movement

4%

Concern is also raised over the lack of movement of the financially unqualified
outcomes with other matters to that of financially unqualified with no other matters.
This is evidenced by the high prevalence of auditees with findings on PDOs and
compliance with laws and regulations. The bulk of auditees has been grouped in
this category for a number of years and does not address the matters that give rise
to compliance and PDO findings.

Year-on-year comparison of status of key controls

Governance
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Figures 5 and 6 assess the drivers of internal control.

Nil

Figure 6: Assessment of drivers of internal control – detailed status as at
30 June 2011

23%

Effective leadership culture
Leadership

Oversight responsibility

Financial and
performance
management

31%

42%
58%

HR management

15%

37%

Policies and procedures

16%

32%

52%

Action plans

16%

34%

50%

IT governance

Governance

11%

35%

10%

31%

48%

59%

Proper record keeping

15%

29%

56%

Processing and reconciling

16%

28%

56%

Reporting

10%

28%

Compliance

15%

IT system controls

13%

Risk management
Internal audit
Audit committee

8%
16%
24%

62%

23%

62%

34%

53%

41%

51%

29%

55%
28%

48%

In order to assist auditees, the AGSA identified the three drivers of internal control
that had to be in place in order to move towards a state of clean administration
and sustainable audit outcomes. The figures above reflect a consolidated view
of those three drivers, which are individually assessed further on in this report.
While there has been an improvement in the situation surrounding these drivers,
the movement has not been significant enough to result in a sustainable long-term
improvement in the audit outcomes. A lot more intervention is going to be required
from the DLGTA, the provincial treasury and municipal management to ensure that
people, policies and procedures as well as governance structures are put in place
to address the shortcomings in the drivers of internal control.

2.2 Findings arising from the audit of financial statements
This section of the report: ■ provides an analysis of the quality of financial
statements submitted for audit purposes; ■ analyses material misstatements in
financial statements (qualifications) resulting in disclaimed, adverse or qualified audit
opinions; ■ summarises the nature and causes of financial statement qualifications;
■ provides details of assistance related to financial statement preparation provided
by consultants; ■ analyses root causes of findings and best practices; and ■
recommends the way forward on these matters.
2.2.1

Analysis of the quality of financial statements submitted for audit purposes

Section 122 of the MFMA directs that municipalities and municipal entities must
submit, for auditing, annual financial statements that fairly present the state of
affairs and their financial position as at the end of the financial year. Such financial
statements are therefore required to be free from material errors and omissions. In
this regard, only three auditees (6%) – namely one municipality (Elundini) and two
municipal entities (Amathole and Joe Gqabi Economic Development Agencies) –
submitted financial statements that required no material adjustments during the audit
process.
As in previous financial years, the outright majority of financial statements submitted
for auditing were of a poor quality, leading to 51 (94%) having to be adjusted
during the audit process.
Nineteen (35%) auditees were only able to achieve financially unqualified audit
opinions because they were given the opportunity during the audit to correct the
material misstatements identified by the auditors. The reliance on the auditors to
identify corrections to be made to the financial statements is not a sustainable
practice and the unqualified audit opinions may not be maintained in the future.
Thirty-two (60%) auditees were not willing or able to correct all the misstatements
and therefore could not avoid attracting qualifications. The extent of material
misstatements in financial statements submitted for audit purposes for the year under
review is depicted in the following figure.
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Figure 7: Material misstatements in financial statements submitted for
audit purposes

Figure 8: Areas of material misstatements in financial statements submitted for
audit purposes (corrected and uncorrected)

No material misstatements
None corrected

10%
21%

5%

31%

13%

39%

43%

43%

17%

20%

42%

40%

37%

Revenue

Expenditure

Unauthorised,
irregular, and
fruitless and
wasteful
expenditure

51%

33%
27%
20%

42%
Some corrected

13%

40%

7%

All corrected

24

57%

The following figure depicts areas in the submitted financial statements that
contained the material misstatements.

52%

Non-current assets

Current assets

49%

Liabilities

No material misstatements

2.2.2

48%

Other disclosure
items

Material misstatements corrected

Qualifications

Material misstatements in financial statements (qualifications) resulting in
disclaimed, adverse or qualified audit opinions

The following figure depicts the areas that were materially misstated in the financial
statements of the auditees that obtained disclaimed, adverse or qualified audit
opinions.
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Table 3: Auditees’ history of financial statement qualification areas

Figure 9: Transversal financial statement qualification areas

Movement in addressing 2009-10 qualification areas

Capital assets

84%

16%

40%

Noncurrent
assets

Current
assets

Other
Liabilities disclosure Revenue
items

Expenditure

Unauthorised,
irregular,
and fruitless
and wasteful
expenditure

Adverse

Repeat

Repeat

Repeat

New

Addressed

Repeat

Alfred Ndzo District

Disclaimer

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

Chris Hani District

Disclaimer

Addressed

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

O R Tambo District

Adverse

Repeat

New

Addressed

New

Repeat

Repeat

New

Amahlati

Qualified

New

Repeat

New

Baviaans

Disclaimer

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

Emalahleni

Disclaimer

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

Engcobo

Disclaimer

Addressed

Repeat

Repeat

New

Addressed

Repeat

Gariep

Qualified

Addressed

Repeat

Repeat

Addressed

Repeat

New

Great Kei

Disclaimer

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

Ikwezi

Qualified

Inkwanca

Disclaimer

New

New

Repeat

Repeat

Repeat

Repeat

Repeat

Inxuba Yethemba

Qualified

Repeat

New

Repeat

New

Addressed

Addressed

Repeat

King Sabata
Dalindyebo

Disclaimer

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

Kou-Kamma

Disclaimer

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

Kouga

Disclaimer

Repeat

New

Repeat

Repeat

New

Repeat

Repeat

Lukhanji

Disclaimer

Repeat

Repeat

Repeat

Addressed

Repeat

Repeat

Repeat

Maletswai

Qualified

Repeat

Addressed

Addressed

Mbhashe

Qualified

Addressed

Repeat

Repeat

Addressed

Repeat

Mbizana

Disclaimer

Repeat

Repeat

New

Addressed

New

Mhlontlo

Qualified

Addressed

Addressed

Repeat

Addressed

Repeat

Auditee

Buffalo City
Current assets

68%

32%

Liabilities

92%

Other disclosure items

Revenue

46%

8%

73%

27%

68%

Expenditure

46%

16%

76%

Repeat qualification findings

36%

32%

84%

Unauthorised, irregular
as well as fruitless and
wasteful expenditure

32%

24%

New qualification findings

36%

27%

2009-10 qualification findings addressed

The following table depicts the progress, or lack thereof, by auditees in addressing
their prior year qualification findings.

Audit
outcome
2010-11

New

Repeat

Repeat

Repeat

New

Addressed
Addressed
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Movement in addressing 2009-10 qualification areas
Auditee

26

Audit
outcome
2010-11

Noncurrent
assets

Ndlambe

Qualified

Addressed

Ngqushwa

Disclaimer

New

Nkonkobe

Qualified

Ntabankulu

Current
assets

Other
Liabilities disclosure Revenue
items

Expenditure

Unauthorised,
irregular,
and fruitless
and wasteful
expenditure

Repeat

Addressed

New

New

Repeat

New

Repeat

Addressed

Repeat

Repeat

Repeat

Addressed

Qualified

Repeat

Addressed

Addressed

Repeat

Addressed

Addressed

Repeat

Nxuba

Disclaimer

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

Nyandeni

Disclaimer

New

New

New

New

New

Repeat

New

Port St. Johns

Qualified

New

New

Addressed

New

Sakhisizwe

Qualified

Addressed

Addressed

Repeat

Repeat

Addressed

Addressed

Repeat

Sundays River
Valley

Qualified

Addressed

Addressed

Repeat

Addressed

Addressed

New

Addressed

Ntinga O R Tambo
Development
Agency

Qualified

Repeat

Repeat

Addressed

•
•

•

Addressed

•

New
Addressed

Limited progress has been made in addressing qualification areas. The initiatives
taken by auditees that were able to successfully address their 2009-10 qualification
findings are indicated below with a view to highlighting good practices. These
good practices should be replicated by auditees that still need to address
qualification areas in the current auditor’s reports. Improvements in audit outcomes
can be attributed to corrective action taken by the leadership and management,
which included the following specific actions:
•

On a negative note, where qualification areas were not addressed or were
identified for the first time, internal controls failed to prevent or timeously detect
material misstatements in the financial statements. Shortcomings included the
following:

Setting up, implementing and monitoring realistic and effective action plans
to address prior year qualification areas at a root cause level.
Displaying an effective leadership culture with specific emphasis on
ownership and accountability.
Creating a control environment where supervision, review and monitoring
of daily, weekly and monthly reconciliations and financial disciplines are
the norm.

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

•
•

•

Political instability in some municipalities diverted the attention of the council
away from financial management and its oversight role.
Ineffective audit committees and weak internal audit units played a major
role in errors not being prevented and/or detected, as these structures
did not strengthen the control environment and did not engage with the
executive.
There was a lack of supervision, review and monitoring of daily, weekly
and monthly financial disciplines and compilation of financial statements.
Auditees did not implement systems and processes to allow them to report
in accordance with the accounting framework. This led directly to the high
prevalence of misstatements on ‘other disclosure items’.
There was a tendency of devious compliance in submitting annual financial
statements with the expectation that corrections would be identified by the
audit team and corrected during the audit process. In addition, the monthly
in-year monitoring reports and management accounts were not effective, as
errors and shortfalls were not identified by management.

Annexure 1 to this report lists the audit outcomes of all auditees, together with their
financial statement qualification areas.
2.2.3

Sustainability of qualification areas addressed

It is abundantly clear from the above statistical data that the sustainability of positive
movements and outcomes holds the key to achieving the 2014 clean administration
targets. History has also shown us that every year, as is the case with the current
financial year, the province makes very positive and encouraging progress that is
then immediately marginalised by ever-present regressions.
This raises the very important question of whether the municipalities are actually
addressing the root causes when attending to audit findings or whether they are
merely addressing symptoms at a reporting level to achieve a better audit outcome
for that year. For an outcome to be sustainable, it is vital that the root cause be
addressed at a source document, daily financial discipline and policy level to
ensure that the control environment will prevent the errors and misstatements in the

following years. As highlighted in the material misstatement section of the report,
there is a tendency to ‘manage the audit and not the municipality’. As a result, the
same issues will surface in the next audit cycle.

Figure 10: Analysis of sustainability of improved outcomes

In an initiative to analyse the sustainability of outcomes, it is necessary to merge the
statistical data relating to material misstatements (no material misstatements, material
misstatements corrected and material misstatements not corrected) with the history of
addressing areas qualified. The diagram below illustrates the process of evaluating
whether an outcome is sustainable or not.

12

13

10

11

20%

19%

11

23%

9

37%

45%

50%
20%

54%

Illustration 1: Evaluating sustainability of prior year qualification areas addressed

45%

18%

11%

17%
60%
45%

Qualification area addressed
Has the prior year qualification been addressed to the level that it does not appear in the current auditor's report?

23%

Non-current assets

Current assets

Liabilities

Other disclosure items

Revenue

Expenditure

No

Yes

44%

36%

33%

Material and pervasive adjustments

Municipality has not put decisive actions in place to
address prior year errors and intervention is required.

Yes

No

Quality of financial statements
Were the financial statements free of material errors relating to the component?

Technical

Pervasive

Material adjustments
Adjustments to the financial statements were made during the audit process.
Were these adjustments pervasive or of a technical
(only disclosure) nature?

Sustainable
The root cause has been addressed in the underlying
records and processes of financial management. As a
result, the outcome is sustainable.

Not sustainable
Sustainable
Material
and
pervasive
adjustments
had to be made during the
Changes of a technical nature (disclosure) while the account balances were underpinned by
accurate and complete underlying records and sound financial practices. As a result, the audit process. This is due to incomplete and inaccurate underlying
records. It is indicative of the outcome not being sustainable.
outcome is deemed sustainable.

No adjustments

The auditees that have addressed qualification areas to a level deemed sustainable
are indicated below in green, while those that have not are indicated in red.
Table 4: Auditees’ history of financial statement qualification areas
Qualification areas addressed since 2009-10 audit
Auditee

Non-current
assets

Current assets

Amatole District

Not sustainable

Sustainable

Chris Hani District

Not sustainable

Joe Gqabi District

Sustainable

Liabilities

Other
disclosure
items

Revenue

Buffalo City

Expenditure
Sustainable

Sustainable

Sustainable

O R Tambo District
Blue Crane Route

With this as a basis, figure 10 below clearly indicates whether the qualifications
that had been addressed from the previous year were indeed done so on a
sustainable basis.

Technical adjustments

Sustainable

Not sustainable
Sustainable

Elundini

Sustainable

Sustainable

Sustainable
Sustainable

Engcobo

Not sustainable

Gariep

Not sustainable

Not sustainable
Sustainable
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Qualification areas addressed since 2009-10 audit
Auditee

Non-current
assets

Ingquza Hill

Current assets

Liabilities

Sustainable

Other
disclosure
items

Revenue

Expenditure

Figure 11: Analysis of assistance provided by consultants

Sustainable

Inxuba Yethemba

Sustainable

Lukhanji

Sustainable

Sustainable

Maletswai

Sustainable

Mbhashe

Not sustainable

Sustainable

Reasons for using consultants

Sustainable
Sustainable

Not sustainable

Mbizana

Sustainable

Mhlontlo

Sustainable

Not sustainable

Mnquma

Sustainable

Sustainable

Ndlambe

Not sustainable

Nkonkobe

Sustainable

Ntabankulu

Not sustainable

Not sustainable

Sustainable

Sustainable

Sundays River Valley

Sustainable

Sustainable

Sustainable

Tsolwana

Sustainable

Sustainable

Umzimvubu

Sustainable

2.2.4

90%

88%

82%

43%

Not sustainable
Sustainable

Sakhisizwe

Ntinga O R Tambo
Development Agency

97%

Sustainable
Not sustainable

Blue Crane Route
Development Agency

Impact of assistance provided by consultants

Not sustainable

Port St. Johns
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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 figure.

Sustainable

Not sustainable

Sustainable
Sustainable

Sustainable

20%

Sustainable

12%
3%

Sustainable
Sustainable

Sustainable

Assistance related to financial statements provided by consultants

As in previous financial years, auditees continued to engage the services of
consultants to assist them with accounting-related services and the preparation
of year-end financial statements. Of the 54 auditees analysed, 47 (87%) were
assisted by consultants, compared to 81% in 2009-10, indicating a 6% increase
in the dependence on consultants. Based on the available information, the cost to
municipalities of consultants and consultancies is estimated to have exceeded
R24 million for the 2010-11 financial year, at an average in excess of R511 000
per municipality.
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2010-11

2009-10

Lack of necessary technical
expertise although no vacancies
existed

2010-11

2009-10

Vacancies

2010-11

2009-10

Consultant SLA - exists

2010-11

2009-10

Consultant SLA - monitored

In prior year general reports and during various presentations, the AGSA
highlighted the key reasons consultants were not having a positive impact on audit
outcomes as municipalities not providing clear terms of reference to consultants and
not monitoring the outputs of these consultants. The municipalities have taken this
on board and as a result we saw a 70% increase in consultants’ terms of reference
being tied down in a service level agreement (SLA) and a 39% increase in the
monitoring of consultants by municipalities.
This in itself is encouraging. However, we still do not see the impact of consultants
on the audit outcomes. Over and above the root cause analysis below, the

adequacy and the effectiveness of the said SLAs need to be re-evaluated and
municipalities must ensure that the performance of consultants is monitored by
someone with the necessary technical skills and abilities in the fields in which the
consultants are engaged.

•

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 utilised
are depicted in the following figure.

•

Figure 12: Audit outcomes of auditees where consultants were utilised

•

•
2.2.5

Auditees' financial statements remained disclaimed,
adverse or qualified

Audit outcomes regressed from 2009-10

Audit outcomes improved from 2009-10

Financially unqualified with/without findings

68%

15%

30%

The skills level and experience of staff appointed in the finance sections of
auditees, especially in relation to the compilation of financial statements that
comply with the standards of GRAP, are not adequate.
Consultants are often appointed close to year-end and the data provided to
them to prepare the financial statements is often not reliable.
The impact of assistance provided by consultants, given the relatively small
reduction in material misstatements in financial statements submitted for
audit purposes and the low rate of skills transfer, raises further concerns
regarding the sustainability of improved audit outcomes achieved this year.
The transfer of skills reported in 2009-10 did not in all cases result in
corresponding improvements in 2010-11.
Best practices, root causes of findings and the way forward on financial
statement qualifications and financial management

The ability of auditees to produce financial statements that are free from material
misstatement is influenced by the existence of a sound system of internal control.
The key drivers of these controls are classified under the fundamental principles of
(i) leadership; (ii) financial and performance management; and (iii) governance
(more information on internal control is contained in section 4 of this report). The
following figures indicate the prevalence of deficiencies in the internal controls that
resulted in financial qualifications.

32%

An analysis of the use of consultants and their impact on current year audit
outcomes indicated the following:
•

Vacancies existed in the finance sections of only 12% of the auditees that
enlisted the assistance of consultants. This indicates that although staffing is
seemingly adequate in terms of filling the number of vacant posts, the skills
of these incumbents are not adequate to perform the duties for which they
have been employed.
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Figure 13: Assessment of key drivers of internal control over financial reporting –
movement from the previous year

Figure 14: Assessment of key drivers of internal control over financial reporting –
detailed status as at 30 June 2011
Effective leadership culture

Movement

Year-on-year comparison of status of key controls

09-10

13%

10-11

16%

09-10

12%

37%

50%
3%

35%

2%

1%

49%

Leadership

Leadership

Oversight responsibility

09-10
10-11

12%

12%

29%

40%

59%

4%

No significant deficiency

33%

3%

48%
4%

16%

1%

HR management

22%

24%

54%

Policies and procedures

22%

24%

54%

7%

51%

Marginal
improvement
Deficiency
being addressed

Intervention required

3%

IT governance
Financial and performance management

Financial and
performance
management
Governance

Processing and reconciling controls

22%

IT system controls
Risk management

7%

Audit committee

9%

63%

22%

63%

19%
74%

15%

63%

19%

19%

Internal audit

54%

24%

19%
11%

41%

35%

15%

Compliance

74%

15%

11%
24%

Reporting

56%

19%

26%

Proper record keeping

Governance
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10-11

59%

74%

15%

11%

Action plans

29%

56%

19%

26%

22%
22%

70%
69%

Financial
Good

In progress

Intervention required

It is evident that a concerted effort is required to assist the auditees in moving
towards clean administration by implementing the key controls above. The
sustainability of the positive movements in outcomes is a concern, as a significant
portion of the key controls is in progress or still requires intervention. If the province
does not move swiftly to implement the key controls, its audit outcomes may be in
danger of regressing.
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Positive outcomes can be attributed to the following:
•

•

It is encouraging to see that some auditees have made significant strides
in implementing the key controls around the financial management and
reporting component. This can be ascribed to the hands-on approach of
the leadership at these auditees as well as the commitment shown in the
drive towards clean administration. This positive approach towards the key
controls is clearly evidenced in the audit outcomes of these auditees.
If these key controls are maintained, it will form the basis for sustaining their
improved audit outcomes.
In addition, the leadership and oversight shown by management and
governance structures in implementing the correct and effective systems
have produced the positive results required to achieve clean administration
and serve as confirmation that successes can be achieved by applying the
key controls.

The financial management findings at the non-moving and poor-performing auditees
can be attributed to the following:
•

•

•
•
•

There were an ineffective leadership culture and leadership oversight
at these auditees. The irregular expenditure due to SCM breaches and
conflicts of interest, in particular, raises questions about the integrity and
honesty of the leadership.
Senior management did not always supervise and monitor basic
accounting disciplines, such as daily record keeping and the preparation of
monthly management accounts that are reconciled with the general ledger
and are supported by appropriate schedules that have been reconciled
with the underlying accounting records.
Action plans to address prior year findings were either not prepared or not
implemented and monitored on a regular basis.
Poor IT governance and IT system controls had a direct impact on findings
related to misstatements in the financial statements.
The leadership did not support governance structures in order to strengthen
control environments. In some cases these structures complied with the
legislative requirements; however, information was not always provided
to internal audit units to enable them to conduct their audits. Internal audit
reports were not responded to at all or were responded to too late for
appropriate actions to be implemented, while recommendations were not
implemented, resulting in repeat findings during follow-up audits.

The way forward
Historically, all success stories are based on the leadership of the auditees
implementing three elements, namely a leadership tone depicting a willingness
to accept accountability for financial management throughout the financial year;
creating a control environment that is conducive to accountability and oversight;
and decisive action plans with clear time frames to address the root causes of
qualifications and the continuous monitoring thereof.
Unsurprisingly, these very same best practices that form the foundation for the move
to clean administration are not evident at the auditees that were qualified. Although
action plans are being used, the plans are not specific enough, time bound or
executed with discipline. As a result, actions are taken too late in the financial year
to have a direct impact on outcomes. This is further evidenced by role players losing
momentum at the end of the audit process and only giving attention to areas of
improvement once the next audit cycle starts. This, in turn, leads to situations where
these auditees try to manage the audit process instead of managing the financial
performance of their institutions throughout the year.
Sound leadership principles, financial and performance management as well as
governance are the building blocks on which clean administration is built. It is
evident that, despite the sporadic improvements, the provincial sphere needs to
intensify and accelerate initiatives to institutionalise these building blocks if they are
to achieve clean administration in the foreseeable future. To this end, it is imperative
that these principles are not only embedded at a leadership level, but are also
filtered down to an operational level through holding individuals accountable for
their actions and responsibilities.
In addition, auditees that have consistently maintained unqualified reports with
findings on PDOs and/or compliance with laws and regulations over the past two
years should be targeted for assistance, as they should be able to move to reports
with no findings on PDOs and/or compliance with laws and regulations in the near
future.
Section 5 of this report provides details of commitments received from the provincial
leadership and other role players in response to the 2010-11 audit outcomes as
well as commitments on the way forward.
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2.3 Findings arising from the audit of reporting on
predetermined objectives

2.3.1

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 five-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 financial
statements.

The audit of reporting on PDOs is defined as an annual audit of reported actual
performance against PDOs. This is executed as an integral part of the annual
regularity audit, confirming 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.

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 to the audit of PDOs is described in section 2.3.1 below
and the outcomes of these audits are presented and analysed in section 2.3.2.
Section 2.3.3 provides an assessment of the drivers of significant deficiencies in
auditees’ systems of internal control, the root causes of findings and best practice
recommendations.
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Overview of the AGSA’s approach to the audit of reporting on
predetermined objectives

The AGSA has been gradually phasing in the audit of reporting on PDOs since the
2005-06 financial year, explaining to leaders within all spheres of government the
importance of lending credibility to published service delivery information through
the auditing thereof. Since the 2009-10 financial year, a separate audit conclusion,
based on the results of the audit of PDOs, has been included in the management
report. However, these conclusions have not yet been elevated to the level of the
auditor’s report in the form of a specific audit opinion.
2.3.2

Movement in the number of auditees with findings on reporting on
predetermined objectives

The movement in the number of auditees with findings on their reporting against
PDOs for the financial year ended 30 June 2011 is summarised in the following
table, after which the number of auditees with findings is analysed in table 6.

Table 5: Movement in the number of auditees with findings on reporting against
predetermined objectives
Movement in the number of auditees
with PDO findings

Municipalities

Municipal entities

Further detail on the movement indicated in the table above is as follows:
•

Total

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

4

0

5

3

9

3

•
Auditees with no PDO findings

9%

0%

50%

43%

16%

6%

•

41

45

5

4

46

49

•
Auditees with PDO findings

91%

100%

50%

57%

84%

94%

45

45

10

7

55

52

The improvements at municipalities are attributable to the preparation
of regular performance reports, the role played by the audit committees
and internal audit units in providing assurance as to their credibility,
and the actions taken by management to address the issues raised by
these governance structures. At the municipal entities, positive results
are attributed to appropriate guidance and monitoring by the mother
municipalities.
Some entities retained their status of no findings on their PDO reports
due to the very limited activities that took place during the year, while at
others it was due to a good understanding of the requirements and regular
monitoring by management together with the support of their governance
structures.
Two of the three new municipal entities reported on for the first time during
the year under review had findings on PDOs, which could be attributed to
a lack of understanding the requirements of PDO reporting and a lack of
guidance and monitoring provided by the mother municipalities.
One entity regressed from no PDO findings in the previous year to findings
on reliability during the year. During the year under review, PDO reporting
was not reviewed by the internal audit unit at this entity and the quality of
the documentation submitted for audit purposes was poor.

Progress, or the lack thereof, by auditees in addressing prior year findings on PDOs
is depicted in the following figure.
Figure 15: Overall trends in findings on reporting on predetermined objectives

Total number of auditees reported on

Non-compliance

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

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

3

10

2

0

5

10

9%

10

0

0

5

3% %
2010-11:
2009-10: %

Reliability
12%

2009-10: 83%

2010-11: 64%
2009-10: 67%

2010-11: 59%
2009-10: 71%

Improved

Improved

Improved

2010-11: 74%

5

Usefulness
Usefulness
Non-compliance
Presentation

10

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

33

Non-compliance refers to challenges relating to planning, monitoring and reporting
on the service delivery (PDOs) reported in the auditor’s reports of municipalities and
their entities.
Table 6: Number of auditees with findings (including non-compliance) on
reporting on predetermined objectives

Non-compliance refers to challenges relating to planning, monitoring and reporting
on the service delivery (PDOs) reported in the auditor’s reports of municipalities and
their entities.

Total
municipalities
and entities

The slight improvement in the number of auditees without PDO compliance findings
is attributed to an appropriate leadership tone, adequate reviews of the planning
and reporting documents by the leadership and management, and the support
provided by the governance structures.

%

Number

%

Annual performance report

2

20%

15

28%

74%

-

0%

28

52%

11

48%

1

10%

21

39%

31%

12

52%

1

10%

19

35%

10

63%

15

65%

1

10%

29

54%

Strategic planning and performance management

20%

4

25%

8

35%

1

10%

14

26%

3

60%

9

56%

14

61%

2

20%

28

52%

Strategic planning and performance management findings related mostly to the lack
of performance management systems (12 auditees), the non-performance of midyear budget and performance assessments (11 auditees), and the lack of reporting
to prescribed parties where these assessments were done (11 auditees).

Accuracy

4

80%

4

25%

8

35%

3

30%

19

35%

Validity

4

80%

6

38%

13

57%

3

30%

26

48%

Completeness

3

60%

5

31%

11

48%

3

30%

22

41%

High-capacity
municipalities
(including
metros)

Mediumcapacity
municipalities

Low-capacity
municipalities

Number

%

Number

%

Number

%

Number

Annual performance report

-

0%

4

25%

9

39%

Strategic planning and performance
management

2

40%

9

56%

17

Audit committee

1

20%

8

50%

Internal audit

1

20%

5

Consistency

3

60%

Relevance

1

Measurability

Finding

Municipal
entities

Non-compliance with legislation
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Non-compliance with legislation

Reported information not useful

Reported information not reliable

Findings on the annual performance report related mostly to its late or nonsubmission.
Three (2009-10: 10) municipalities and two (2009-10: nil) municipal entities did
not submit annual performance reports, while five (2009-10: 10) municipalities
submitted their annual performance reports after the submission date of
31 August 2011. This is attributable to a lack of capacity and performance
reporting systems and processes at the affected auditees.

The implementation of action plans, supervision and monitoring by the leadership,
and support from the audit committees and internal audit units, contributed to the
prior year findings in this area being addressed.
The new and repeat findings are attributable to a lack of capacity, a lack of
monitoring by the leadership of the day-to-day processes of collecting, collating and
reporting on information about actual performance, and the lack of action plans to
address findings on PDOs.
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Audit committee
Audit committee findings related to non-existent or non-functioning performance
audit committees. The MFMA and the Municipal Systems Act, 2000 (Act No. 32
of 2000) (MSA) permit municipalities to create separate audit committees to deal
with performance-related matters. Findings in this area are the result of a lack of
a separate performance audit committee or its functions not being assigned to the
audit committee that deals with financial matters.
Those municipalities that addressed their previous findings in this focus area
assigned performance audit committee functions to the audit committee that deals
with financial matters.
The new findings in this focus area were the result of the term of office of the
performance audit committees coming to an end and their members not being
replaced.
Internal audit
Findings on internal audit related to internal audit units either not auditing PDOs or
performing inadequate audits on PDOs during the year.
Those municipalities that addressed their previous findings in this focus area
included PDOs in their work plans and ensured that the internal audit teams were
adequately resourced with the required capacity to conduct the audits.
The repeat and new findings in this focus area are attributable to internal audit units
being inadequately resourced and not including PDOs in their work plans for the
year.
Usefulness
The usefulness criteria deals with the consistency, relevance and measurability of
the objectives, indicators and targets reported on in the annual report. Findings
related to objectives not being measurable against indicators and targets, the lack
of reporting on all planned indicators and targets, reported indicators and targets
differing from those planned, and the absence of clear and logical links between
the objectives, outcomes, outputs, indicators and performance targets.

The slight improvement in the usefulness criterion is due to the first-time reporting on
three municipal entities that did not have usefulness findings.
Consistency
The consistency criterion requires all objectives, targets and indicators set in the
IDP and annual performance plan of the municipalities and their entities to be
consistently reported on in their annual reports.
The consistency of reported information improved at three municipalities as a result
of regular monitoring of reported and planned targets, indicators and objectives
by the leadership. Governance structures should ensure the sustainability of these
improvements going forward.
The new and repeat consistency findings are due to a lack of monitoring by
the leadership and intentionally reporting on those activities that were actually
performed instead of those activities that were planned.
Relevance
The relevance criterion requires all indicators and targets to link logically to the
objective being measured and the mandate of the municipality and municipal entity.
This criterion was not reported on in the previous year.
Findings on relevance are attributed to a lack of, or insufficient, review of the
planning documents by the leadership, management and governance structures.
Measurability
Planned objectives, indicators and targets are measurable when they are specific,
time bound, well defined and verifiable.
Those auditees that addressed their prior year measurability findings achieved this
through an improved understanding of the requirements and the implementation of
processes to ensure alignment of objectives, targets and indicators. It is imperative
that the effectiveness of these processes is monitored on an ongoing basis to ensure
that the improvements are sustainable.
The new and repeat findings on measurability can also be attributed to a lack of, or
insufficient, review of the planning documents by the leadership, management and
governance structures.
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Reliability
Actual reported performance is reliable when it can be verified against supporting
evidence and all of the actual performance recorded in the supporting evidence is
correctly recorded in the annual performance report. Findings on reliability included
instances where the actual reported performance could not be verified.
The slight improvement in the reliability of reported performance was achieved by
implementing appropriate processes and systems, including the supervision and
regular monitoring of performance reports by the leadership, management and
governance structures.
Accuracy
Reported performance is accurate when it agrees with the underlying supporting
source information. Reported performance cannot be accurate when there is no or
inadequate supporting source information.
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The leadership, management and governance structures of those auditees that had
addressed their prior year findings on accuracy verified the actual performance
reported against the underlying source documentation.
The new and repeat accuracy findings are due to a lack of supervision and
monitoring of the systems and processes used to collect and record information
about performance and a lack of verification of the reported performance against
underlying supporting source information.
Validity
Reported performance and measures taken to improve performance are valid when
they are supported by underlying source information and corroborating evidence.
They are not valid if there is no or inadequate supporting source information or
corroborating evidence.
The prior year findings on validity were addressed by implementing appropriate
processes and systems for the collection, recording and retention of information
about performance.
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The repeat findings on validity are due to a lack of systems for collecting, recording
and reporting actual performance against PDOs, the leadership not supervising
and monitoring the day-to-day processes of collecting and retaining information
and supporting documentation about performance, and the governance structures
(audit committee and internal audit unit) not paying sufficient attention to reporting
on PDOs.
The new findings are due to a relaxation of the supervision and monitoring by the
leadership, management and governance structures of the systems used to generate
and report on performance information.
Completeness
Reported performance is complete when all source information required to support
actual performance is available and all performance recorded in the supporting
documentation is reported in the annual performance report.
Prior year findings on completeness were addressed by monitoring the systems
and processes that produce supporting evidence about performance, including the
sequential numbering of supporting documentation.
The new and repeat findings on completeness are due to a lack of supervision
and monitoring of the day-to-day processes of collecting and recording information
about performance and the sufficiency of the information collected to support actual
performance not being assessed.
2.3.3

Best practices, root causes of findings and the way forward on reporting
on predetermined objectives

The ability of auditees to meet the legislated requirements and satisfy the prescribed
criteria related to reporting on PDOs (service delivery) is influenced by the existence
of a sound system of internal control. The key drivers of these controls are classified
under the fundamental principles of (i) leadership; (ii) financial and performance
management; and (iii) governance (more information on internal control is contained
in section 4 of this report). The following figures indicate where deficiencies in
the internal controls resulted in findings related to non-compliance, reliability and
usefulness of performance information.

Figure 16: Assessment of drivers of internal control over predetermined objectives
– movement from the previous year

Year-on-year comparison of status of key controls

Financial and
performance
management

10%

25%

65%
5%

10-11

15%

09-10 8%
10-11

29%
25%

4%

Oversight responsibility

11%

HR management

13%

Policies and procedures

15%

Action plans

13%

24%

1%

3%

59%
29%

No significant deficiency

56%

Marginal
improvement
Deficiency
being addressed

Intervention required

3%

Financial and performance management

Proper record keeping

4%

57%

28%

59%

28%

11%

Processing and reconciling controls

Reporting

15%

Risk management

Internal audit

Audit committee

26%

63%

20%

65%

63%

22%

15%

54%

13%

33%

54%

39%

7%

17%
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70%

22%

7%

Compliance

65%

26%

9%

IT system controls

Governance

Governance

33%

15%

52%

35%

64%

7%
10-11

67%

22%

67%

IT governance

09-10 8%

52%

26%

22%

9%

56%

4%
12%

Effective leadership culture

Movement

Leadership

Leadership

09-10

Figure 17: Assessment of key drivers of internal control over predetermined
objectives – detailed status as at 30 June 2011

57%

26%

52%

26%

22%

Predetermined objectives
Good

In progress

Intervention required

There is a direct correlation between the implemented controls in the above
assessment and auditees who had PDO findings reported in their auditor’s reports.
The overall improvement in PDO reporting also mirrors the improvement in the

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

implementation of controls from the previous year. It is thus imperative that the
municipalities and their entities speed up the implementation of key controls over
PDO reporting in order to create an environment that is conducive to service
delivery and clean administration.
Based on the assessment above, the following root causes require the most
attention:
•

•
38

•

•

•
•

•

•

Organisational structures are not aligned to the requirements of PDO
reporting. Where they are aligned, they are not staffed with appropriately
skilled personnel, resulting in a lack of capacity for:
− the preparation of planning documents that contain useful performance
measures that can be measured
− the design and implementation of systems and processes to gather,
summarise and collate information about actual performance
− the preparation of accurate performance reports and monitoring of
reported performance.
A lack of policies and procedures for determining objectives, indicators
and targets, and reporting against them.
Indicators and targets contained in planning documents do not always
form the basis of the performance agreements of municipal managers,
their senior managers and their subordinates. In some cases, municipal
managers and their senior managers do not sign performance agreements
at all.
The roles and responsibilities relating to reporting against PDOs are not
properly defined and documented. As a result, in-year reporting does not
take place or takes place too late for corrective action to be taken.
A lack of systems to ensure that actual reported performance is reconciled
to supporting documentation and approved by appropriate officials.
A lack of monitoring by the leadership of the reported information. In many
cases, the quarterly reports are not reviewed and interrogated by the
leadership and governance structures to ensure their credibility.
A general lack of accountability and consequences for actions or inaction.
The officials responsible for reporting on PDOs are not held accountable for
the quality of their work.
A lack of oversight by the governance structures regarding the reports on
actual performance against PDOs.
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The best practices implemented by the four municipalities that did not have findings,
included the preparation of regular performance reports that were subjected to
credibility assessments by the audit committee and internal audit unit, implementing
the recommendations of these governance structures, and holding officials
accountable for the quality of the performance reports produced by them.
Further best practices that require implementation include the alignment of
organisational structures and the appointment of appropriately skilled performance
staff, ensuring that performance contracts aligned to the IDP are implemented and
poor performance is dealt with; properly documenting and communicating the
requirements of the performance systems, including the roles and responsibilities
of officials involved; ensuring that the risks relating to PDO reporting are included
in risk management strategies and are actively managed; providing appropriate
guidance and training; and providing quarterly progress reports to the provincial
treasury, the DLGTA and the Office of the Premier for monitoring by the responsible
members of the provincial executive.
The way forward
A coordinated effort by the municipalities themselves, the provincial treasury, the
DLGTA and the Office of the Premier is required to eliminate findings on PDO in the
province if the goal of clean administration by 2014 is to be achieved. Refer to
section 5 for the specific commitments obtained in respect of PDO reporting.

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
MSA, of which the objectives are proper financial management 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 financial matters, financial 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. Specific focus was placed on auditing procurement
and contract management processes (SCM), and a summary of the findings 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 noncompliance 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 AGSA audits compliance with laws and regulations, as required by the PAA,
with a view to ultimately express a separate audit opinion on compliance. Until
such an opinion is expressed, material instances of non-compliance are 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 financial 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 specified 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 noncompliance 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, findings on material non-compliance with laws and regulations
were raised in the auditor’s reports of 54 auditees (98%) (2009-10: 51 (98%).
The following table analyses the movements in the number of auditees with noncompliance findings in the province.
Table 7: Overall movement in the number of auditees with reported material
non-compliance
Number of auditees with compliance
findings

High-capacity
MediumLowmunicipalities
Municipal
capacity
capacity
(including
entities
municipalities municipalities
metros)

Total
auditees
reported
on

%

Remained with no compliance findings

0

0

0

0

0

0%

All compliance findings addressed

0

0

0

0

0

0%

1

1

2%

39
New auditees with no compliance findings

Auditees with no compliance findings

0%

0%

0%

10%

2%

2%

Retained compliance findings

5

15

25

6

51

92%

Regressed to have compliance findings

0

0

0

1

1

2%

0

0

2

2

4%

100%

100%

100%

90%

98%

98%

5

15

25

10

55

100%

New auditees with compliance findings

Auditees with compliance findings

Total number of auditees reported on
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2.4.3

Nature of transversal findings on compliance with laws and regulations

The following figure 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 made.

•
•

The findings on strategic planning and performance management and other
PDO-related non-compliance are analysed in section 2.3 (PDO reporting).
Procurement and contract management (SCM) findings are analysed in
section 2.4.4 below, as well as in section 3.

Expenditure management
Findings were identified at 51 (93%) auditees, the most significant of which are
depicted in the following table.

Figure 18: Transversal reported areas of material non-compliance

Table 8: Expenditure management findings
Focus area
Audit committees

58%

Summary of common findings

Percentage of auditees reported on

The accounting officer/authority did not prevent
and/or detect irregular expenditure

73%

Payments to creditors not made within 30 days
from receipt of an invoice

56%

Expenditure management

40

Budgets

60%

Internal audit

60%

Procurement and contract management

The failure to prevent irregular expenditure is directly related to officials deliberately
not following the procurement and contract management processes and legislation,
a lack of enforcement by management and the leadership of the existing SCM
legislation and policies, together with not holding those responsible for supply chain
breaches to account.

73%

Expenditure management

93%

Annual financial statements and annual report

Strategic planning and performance
management

89%

56%

Transversal non-compliance findings relating to the AGSA’s compliance focus areas
are analysed below, except for the following:
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The late payment of creditors is attributable to financial sustainability issues, poor
working capital management, a lack of monitoring invoice receipt and payment
dates, and not holding officials who cause payment delays accountable.
Annual financial statements and annual report
Findings were identified at 48 (89%) auditees, the most significant of which are
depicted in the following table.

Table 9: Annual financial statements and annual report findings
Focus area
Annual financial statements and annual report

Internal audit and audit committee

Summary of common findings

Percentage of auditees reported on

The submitted financial statements were not
prepared in accordance with the prescribed
accounting framework or were not supported by
full and proper records

89%

Internal audit findings were reported at 32 (59%) auditees and audit committee
findings were reported at 31 (57%) auditees, the most significant of which are
depicted in the following table.
Table 11: Audit committee and internal audit findings

The findings on material corrections to the financial statements are due to a lack of
monthly financial reporting. The preparation of monthly management accounts that
are properly reconciled to supporting schedules and appropriate reconciliations
should go a long way to addressing the need for material corrections to financial
statements submitted for auditing.

Focus area

Internal audit

Budgets
Findings were identified at 32 (61%) auditees, the most significant of which are
depicted in the following table.
Audit committee

Table 10: Budget findings
Focus area

Budgets

Summary of common findings

Percentage of auditees reported on

Expenditure not in accordance with approved
budget

35%

Quarterly reports on implementation of
approved budget and state of financial affairs
not submitted to council

25%

Monthly budget statements not submitted to
prescribed parties

31%

All three of the above findings are attributable to monthly management accounts
not being prepared or monitored and reviewed. The preparation of monthly
management accounts will assist with the monitoring of actual expenditure on the
budget, the preparation of quarterly reports, and the completion and submission of
monthly budget statements.

Summary of common findings

Percentage of auditees reported on

PDOs were either not audited or inadequately
audited by the internal audit function

33%

Internal audit did not evaluate and/or
recommend actions on compliance with laws
and regulations

18%

No internal audit function was in place

18%

A performance audit committee either did not
exist or did not function as required

36%

The audit committee did not review the
adequacy, reliability and accuracy of financial
reporting and information (including the
financial statements submitted for auditing)

20%

The inadequate auditing of PDOs by internal audit units and the lack of a
performance audit committee are related. The MFMA allows for separate audit and
performance audit committees. The responsibility for PDOs was not assigned to the
audit committees at the auditees who had these findings. As a result, internal audit
units were also not tasked with auditing PDOs.
The lack of review of compliance-related matters resulted in compliance findings
reported in the auditor’s reports that could have been prevented if they had been
detected by the internal audit unit and responded to by management.
Five municipalities and five municipal entities did not have functioning internal audit
units. As a result, no assurance was provided to the management of these auditees
that the strategies they had employed to mitigate the risks relating to financial and
performance reporting as well as compliance with legislation were effective. With
the assistance of the DLGTA, the councils should ensure that adequately resourced
and functional internal audit units are established at these auditees.
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The lack of review of the financial statements submitted for audit purposes is
reflected in the poor quality of financial statements received. This is attributable to
accurate monthly financial statements not being prepared and the lack of project
plans for annual financial statement preparation or such plans not being monitored,
which resulted in the financial statements being prepared too late to be scrutinised
by the audit committee before submission to the AGSA.
2.4.4

Summary of findings arising from 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 costeffective SCM system, the processes and controls need to comply with legislation
and minimise the likelihood of fraud, corruption, favouritism as well as unfair and
irregular practices. The assessments were performed at 54 (98%) auditees in total.
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Contracts awarded and price quotations accepted (referred to as ‘awards’ in the
rest of the report) to the value of R4,5 billion were tested. Awards to the value
of R598 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
36 (67%) of the auditees. In all of these cases, the findings were material enough to
warrant reporting thereof in the auditor’s report.

Figure 19: Summary of findings arising from the audit of supply
chain management

25%
Limitation on planned scope of audit of awards
25%

53%

Awards to employees and councillors or other state
officials

Awards to close family members of employees and
councillors

19%

7%
12%

75%
Uncompetitive or unfair procurement processes
67%

A summary of findings arising from the audit is provided in the following figure.

24%
Inadequate contract management
35%

80%
Inadequate controls
73%

2010-11
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2009-10

The most prevalent material non-compliance matters reported in the auditor’s reports
are depicted in the following table.
Table 12: Non-compliance findings arising from the audit of procurement and
contract management
Focus area

Summary of common findings

Percentage of auditees reported on

No or an inadequate number of price quotations
were obtained for the procurement of goods
and services of a lower value

47%

Figure 20: Unauthorised, irregular as well as fruitless and wasteful expenditure
incurred by auditees

2010-11: R570 million
(2009-10: R507million)

2010-11: R2,02 billion
(2009-10: R1,12billion)

2011-10: R37 million
(2009-10: R33 million)

R598 million

R267 million

Competitive bidding processes were not
followed in the awarding of contracts

31%
R1,26 billion

Procurement and contract management

R689 million

The preference points system was not applied
or was not applied correctly, or the points were
incorrectly calculated, resulting in awards to
suppliers who did not have the highest points

R163 million

33%

R200 million
R407 million
R307 million

Goods and services were procured from
suppliers who did not provide evidence that
their tax affairs were in order

29%

2011: 30
municipalities and
2 municipal entities

2010: 22
municipalities only

Unauthorised expenditure

Section 3 of this report provides a more detailed analysis of SCM findings.
2.4.5

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

The MFMA requires accounting officers 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 financial statements.
Extent of unauthorised, irregular as well as fruitless and wasteful
expenditure incurred
The figure below depicts the extent of such expenditure incurred in the year under
review and the portion thereof that was identified during the audit and not detected
or reported by the auditees.

Identified by auditees

R11 million
R154 million

R163 million

R26 million

R18 million
R15 million

2011: 39
2010: 35
2011: 34
2010: 24
municipalities and municipalities and municipalities and municipalities and
7 municipal entities 3 municipal entities 5 municipal entities 2 municipal entities
Irregular expenditure
Identified during the audit

Fruitless and wasteful expenditure
Limitation of scope

Unauthorised expenditure
The lack of monitoring or the absence of properly reconciled monthly management
accounts contributed to the under-disclosed and incurred unauthorised expenditure
reported in the financial statements and auditor’s reports. Section 28 of the MFMA
allows municipalities to pass an adjustment budget during the year. The process
prescribed in terms of section 28 could have been used to authorise most of this
expenditure had the unauthorised expenditure been detected during the year. In
most cases, the unauthorised expenditure was only identified when the financial
statements were prepared for audit purposes or during the audit process itself.
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Irregular expenditure
Irregular expenditure increased by a staggering 64% (or R565 million) from the
2009-10 financial year. If the amount of actual irregular expenditure detected
during the audit is extrapolated to the province as a whole, the increase is an even
more alarming 80% (R688 million). Irregular expenditure arising from breaches
of SCM legislation accounts for 97% of all irregular expenditure incurred by the
province. This is the result of weak to non-existent internal controls over SCM
processes and the blatant non-adherence to the requirements of SCM legislation.
Weak controls, together with a lack of consequences for SCM breaches, create an
environment that is conducive to fraud and corrupt practices.

Table 13: 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

29

38%

R517 million

8%

Spending not in accordance with purpose/condition

9

125%

R53 million

98%

Supply chain management

46

39%

R1 380 million

63%

Compensation of employees

8

60%

R4 million

252%

Other non-compliance

9

50%

R32 million

1208%

Supply chain management

18

125%

R11 million

56%

Other non-compliance

23

28%

R26 million

0%

Fruitless and wasteful expenditure
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The increase in fruitless and wasteful expenditure is due to the South African
Revenue Service (SARS) disallowing value-added tax (VAT) inputs as a result of lost
documentation at one municipality. A significant portion of the remaining balance
relates to interest paid on the late payment of creditors and statutory deductions due
to poor cash-flow management and sustainability issues.
Nature and overall trends in unauthorised, irregular as well as fruitless and
wasteful expenditure

Irregular expenditure

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

Fruitless and wasteful expenditure

Details of the fruitless and wasteful expenditure incurred are as follows:
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Table 14: Analysis of fruitless and wasteful expenditure
Fruitless and wasteful expenditure - type

Number of
auditees

The increasing trend in both the value and the number of municipalities reporting
unauthorised expenditure is concerning, as it points to an environment where
expenditure control and monitoring of budgets are deteriorating.

R’000

Supply chain management
Payments for goods and services not received or not required for municipal business

5

5 181

VAT inputs disallowed due to lost documentation

1

5 615

29

21 513

Number of auditees (2010-11: 55%)
31

Other non-compliance
Interest and penalties on the late payment of supplier invoices and taxes
Salary overpayments due to incorrect leave calculations, suspensions and officials being paid
without reporting for duty

4

4 732

Total

39

37 041

A three-year analysis of unauthorised, irregular as well as fruitless and wasteful
expenditure incurred is presented in the following figures.
Figure 21: Three-year trend in unauthorised expenditure

22
15
9

16

13

2010-11

2009-10

15

15

2008-09

Unauthorised expenditure (UE)
All or part of UE identified during audit

All of UE identified by auditees
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Figure 22: Three-year trend in irregular expenditure
Number of auditees (2010-11: 74%)
Amount

46

38

R2,02 billionn

R598 million

38

R1,122 bi
bill
llllio
lioon
billion

31

R267 million

16

R1,26 billion
b ll

R689 million

R288 millionn

R154 million

R163 million

R288 million

2010-11

2009-10

2008-09

Irregular expenditure
46

Identified by auditees

Identified during audit

16
8

7

2010-11

2009-10
Irregular expenditure (IE)

All or part of IE identified during audit

Limitation (awards not audited)

The increase in both the number of auditees reporting irregular expenditure and
the value thereof is particularly concerning, as it appears that the culture of nonadherence to SCM legislation is becoming more widespread. The increasing trend
continued unabatedly despite SCM being a focus area reported on separately in
the 2009-10 general report.
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2008-09

All of IE identified by auditees

Figure 23: Three-year trend in fruitless and wasteful expenditure

The increase in the number of auditees reporting fruitless and wasteful expenditure
and the increase in value over the past three years are due to deteriorating
municipal cash flows, which resulted in interest and penalties being incurred on the
late payment of payroll creditors and suppliers.

Amount
R37 million
R33 million

2.4.6

R11 million

R18 million

R26 million

R10 million
R15 million
R10 million

2010-11

2009-10

2008-09

The ability of auditees to enforce adherence to legislation and to discharge their
statutory responsibilities is influenced by the existence of a sound system of internal
control. The key drivers of these controls are classified under the fundamental
principles of (i) leadership; (ii) financial and performance management; and
(iii) governance (more information on internal control is contained in section 4 of
this report). The following figures indicate where deficiencies in the internal controls
resulted in non-compliance with laws and regulations not being prevented.
Figure 24: Assessment of drivers of internal control over compliance with laws and
regulations – movement from the previous year

Fruitless and wasteful expenditure
Identified by auditees

Best practices, root causes of findings and the way forward on
compliance with laws and regulations

Identified during audit

47

Year-on-year comparison of status of key controls

Number of auditees (2010-11: 49%)

Movement

39

2008-09

Fruitless and wasteful expenditure (FWE)
All of FWE identified by auditees

Financial and
performance
management
Governance

2009-10

All or part of FWE identified during audit

15%

Nil

7%

47%
53%

37%
32%

53%

11

9
2010-11

10-11

5%

1%

18

09-10 10%

1%

67

38%

15%

6%

6%

17

10-11

46%

5%

26

44%

5%

21

Leadership

09-10 10%

09-10 10%
10-11

16%

No significant deficiency

44%
37%

46%
47%
Deficiency
beingimprovement
addressed
Marginal

Intervention required
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Figure 25: Assessment of drivers of internal control over compliance with laws and
regulations – detailed status as at 30 June 2011

Based on the assessment above, the following root causes require the most
attention:
•

22%

Effective leadership culture

Leadership

Oversight responsibility
HR management

15%
15%

Action plans

15%

Financial and performance
management
Governance

11%

9%
13%
15%

Internal audit

43%

43%
54%

31%

52%

35%

48%

39%

Compliance

Audit committee

43%
50%

35%

IT system controls
Risk management

43%
35%

17%

Processing and reconciling controls

43%
59%

17%

Proper record keeping

Reporting

35%
33%

Policies and procedures

IT governance

48

7%

52%

24%

7%

63%
37%

50%
30%

46%

Compliance
Good

In progress

•

The Joe Gqabi District showed the most improvement in compliance
findings, with findings only relating to delayed payments to suppliers and
failure to prevent unauthorised expenditure from being reported in the
auditor’s report. This reduction in compliance findings was achieved by an
appropriate leadership tone, regular financial and compliance reporting,
together with support of the audit committee and internal audit unit.

The way forward
48%

33%

24%

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

48%

44%
17%

A lack of monitoring compliance with applicable laws and regulations,
together with intentional disregard for the applicable legislation, a lack
of consequences and failing to hold officials accountable for breaches of
legislation, contributed to the compliance findings reported above.

Intervention required

At an overall level there has been virtually no movement in the implementation of
key controls over compliance. This correlates with the slow progress in reducing
the number of compliance findings reported. Only the Joe Gqabi Economic
Development Agency had no findings on compliance with laws and regulations.
This was due to it being a small entity with very limited transactions.
It is imperative that the leadership of the municipalities and their entities take
ownership of the implementation of key controls. The implementation of these
controls should form part of all agendas where municipal business is discussed.
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Compliance with laws and regulations, and more specifically SCM compliance,
has an impact on all spheres of service delivery in the province. Non-compliance
has an impact on local government’s ability to render quality services to its citizens
in the province and thus a concerted effort by both the political and administrative
leadership is required to address findings.
To tackle the compliance challenges highlighted in this report and to create a
control environment that supports compliance with all relevant prescripts, the
province should address all (not one or two, but all) of the components depicted in
illustration 2 below.

Illustration 2: Components of sustainable compliance with laws and regulations

Table 15: Actions to be taken to ensure that compliance findings are reduced
Component

Investigation
of all
unauthorised
irregular,
and fruitless
and wasteful
expenditure

Treasury
support
and
monitoring

Selfinterest
legislation
Zero
tolerance

Training
and
capacity
building

Compliance
with laws and
regulations

Self-interest legislation

The introduction of provincial legislation prohibiting employees and political office-bearers from having
interests in suppliers should be fast-tracked. The premier has committed the province to implementing
this legislation.

Zero tolerance

A zero-tolerance approach is required by all parties, including those charged with governance and
oversight (the executive, councils, audit committees and accounting officers), which should result in
accountability being enforced and severe consequences for those who intentionally do not comply with
the relevant prescripts, to build an ethical culture in the province and ensure compliance.

Leadership monitoring

The political leadership of the province, including the MECs responsible for the provincial treasury as well
as local government and traditional affairs, all councillors and MPACs, should take an active interest in
monitoring compliance with applicable laws and regulations, including those relating to SCM. Deviations
should not be tolerated.

Training and capacity building

The provincial treasury, together with the provincial DLGTA affairs, should assist all municipalities in the
province to capacitate SCM units with officials who have the appropriate skills and to improve the skills
of existing officials. All officials, whether they are part of the SCM unit or not, should be trained and
re-trained on the requirements of SCM prescripts and applicable policies.

Audit committee and
internal audit

Monthly
reporting
Audit
committee
and internal
audit
vetting

Leadership,
monitoring
and
enforcement

Table 15 further details actions to be taken to ensure that compliance findings
are reduced.

Action

Monthly reporting

The provincial treasury, together with the provincial DLGTA affairs, should assist all municipalities in
ensuring that their audit committees and internal audit units are capacitated with appropriate skills and
sufficient resources to fulfil their governance responsibilities.
The audit committees and internal audit units should provide assurance to the leadership that due process
was followed prior to the awarding of significant contracts and that the SCM systems and processes are
effective.
The leadership should demand monthly financial, compliance and procurement reports, scrutinise them
and ensure that suspicious awards and other instances of non-compliance are investigated. The audit
committees and internal audit units should be used to confirm the credibility of these monthly reports.

All unauthorised, irregular as well as fruitless and wasteful expenditure reported in the past three years
should be investigated by the relevant council and accounting officer. Where the investigation reveals
that this expenditure was incurred deliberately or negligently, recovery procedures must be implemented.
Investigation of unauthorised,
Where the investigation reveals that the expenditure was incurred as a result of a criminal offence, a
irregular as well as fruitless and
criminal charge must be laid with the South African Police Service. Regular status reports containing
wasteful expenditure
details of the progress made with, and outcomes of, investigations should be tabled in the council and
forwarded to the provincial treasury and the provincial department of local government and traditional
affairs.

Monitoring by the provincial
executive

The premier, together with the MECs responsible for the provincial treasury as well as local government
and traditional affairs, should monitor the investigation reports on unauthorised, irregular as well as fruitless and wasteful expenditure and follow up on slow progress at municipalities where necessary.
All of the above components should work together to ensure the successful implementation of applicable
legislation and attendant regulations. The AGSA will provide support by holding workshops on compliance
findings with the leadership of the province and individual municipalities on a continuous basis.
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2.5 Outline of the way forward to improve audit outcomes
Clean administration is required to restore the public’s confidence in the ability of
institutions within the local government sphere in the Eastern Cape to manage the
public resources that are allocated to them. A key indicator of clean administration
is an unqualified auditor’s report with no findings on PDOs or compliance with
laws and regulations (also called a ‘clean report’). A concerted effort is required by
management, the administrative and political leadership of the municipalities and
their entities, the provincial treasury, the DLGTA, the Office of the Premier and the
relevant members of the provincial executive to move the local government outcomes
from one clean report to 55 such reports in the foreseeable future. This objective
can be achieved if the drivers of audit outcomes are addressed and clear, focused
commitments and initiatives are provided and implemented by the provincial role
players.
The SCM practices and resultant irregular expenditure in the province require
significant leadership focus in order to build public confidence. For this reason, SCM
is analysed in detail in section 3.
50

The most significant drivers of audit outcomes include deficiencies in the auditees’
systems of internal control, monitoring and oversight of key role players, audit
committees and internal audit, effective HR management and IT systems. These
drivers are analysed further in section 4 of this report.
The commitments made and initiatives taken by the provincial role players and the
AGSA to encourage clean administration are analysed further in section 5 of this
report.
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Other current and emerging matters, including financial sustainability, losses and
impairments, underspending on infrastructure, demarcation issues and pending
changes to legislation that will have an impact on the 2011-12 financial year, are
highlighted in section 6 of this report.
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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 costeffective SCM system, the processes and controls need to comply with legislation
and must minimise the likelihood of fraud, corruption, favouritism as well as unfair
and irregular practices. The assessment was performed at a total of 45 (100%)
municipalities and 10 (100%) municipal entities.
As is evident from the analysis of irregular expenditure (section 2.4.5),
R1 380 million (97%) of the irregular expenditure incurred by auditees was as a
result of the contravention of SCM legislation. Ninety-two per cent of all irregular
expenditure was identified during the audit process. If the amount discovered during
the audit is projected to the province, the potential irregular expenditure as a result
of SCM contraventions could be as high as R1 540 million.
Findings arising from the audit were reported in the management reports of
67% (36) of the auditees where the assessment was performed. In all of these
cases, the findings were material enough to warrant reporting thereof in the
auditor’s report.
The following figure presents a summary of SCM findings, with a comparison to the
results of the previous year. The percentages are based on the number of auditees
where findings were raised.

Figure 26: Summary of findings on supply chain management

25%

Limitation on planned scope of audit of awards

25%
53%

Awards to employees and councillors or other state
officials

Awards to close family members of employees and
councillors

19%
7%
12%
75%

Uncompetitive or unfair procurement processes

67%
24%

Inadequate contract management

53

35%
80%

Inadequate controls

73%

2010-11

2009-10

Details of the most prevalent findings are provided below, under the headings as
depicted in figure 26.
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3.2 Limitations on planned scope of audit of awards

Auditee

Sufficient appropriate audit evidence could not be provided at
14 (26%) auditees that 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. These limitations were caused by the absence of
bid documentation or documentation not being made available for audit purposes.
The following table depicts the auditees where limitations were experienced. Those
auditees where limitations had also been experienced in the previous year are
highlighted in red.

Value of awards
R’000

Number of auditees

Number of awards

Lukhanji

1

20

185 374

Makana

1

7

4 041

Mbashe

1

7

11 200

Nyandeni

1

11

5 274

O R Tambo District

1

16

17 123

Total

14

338

Table 16: Limitations experienced
Auditee

Value of awards
R’000

Number of auditees

Number of awards

Alfred Ndzo District

1

14

5 906

Amahlati

1

42

9 422

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

Municipalities

54

598 208

3.3 Awards to state officials
Baviaans

1

17

10 893

Buffalo City Metropolitan

1

96

315 771

Emalahleni

1

2

2 195

Inxuba Yethemba

1

83

6 721

King Sabata Dalindyebo

1

15

23 011

Kou-Kamma

1

3

647

Kouga

1

5

630
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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 in the
service of any other state institution. Such expenditure is also considered irregular.
The audit included the identification of such prohibited awards. Further testing
was performed to determine whether the legislated requirements with regard to
declarations of interest were adhered to.
The following table depicts the audit findings raised at auditees where prohibited
awards were identified, with an indication of the positions of the officials involved.
Where prohibited awards had also been identified in the previous year, the name
of the auditee is highlighted in red.

Table 17: Awards to officials in the service of the auditee

Auditee

Awards made to officials in the
service of the auditee

Number*

R’000

Position

Official
did not
declare
interest

Official
was
involved in
making the
award

%

%

Awards made to
officials of other
state institutions
Number*

R’000

Provider
Provider
did not
did not
submit
declare
declaration
interest
of interest
%

%

Municipalities
Alfred Ndzo District

23

9 399

Auditee

Official
Awards made to officials in the did not
service of the auditee
declare
interest
Number*

R’000

Position

%

Official
was
involved in
making the
award
%

Awards made to
officials of other
state institutions
Number*

R’000

Provider
Provider
did not
did not
submit
declare
declaration
interest
of interest
%

Mbizana

14

228

100%

Mnquma

2

528

100%

68

23 068

100%

Ngqushwa

17

451

Nkonkobe

10

827

100%

3

759

100%

18

5 086

100%

100%
Nelson Mandela
Metropolitan

19

Councillors,
director
5 815
and other
officials

100%

Amathole District

22

1 371

100%

Baviaans

4

97

100%

28

3 047

100%

Cacadu

13

544

100%

Nxuba

Camdeboo

7

730

100%

O R Tambo District

Emalahleni

6

98

100%

Sakhisizwe

13

674

100%

3

55

100%

Senqu

4

75

100%

7

1 485

100%

Sundays River
Valley

1

25

Director

100%

11

1 903

100%

Umzimvubu

3

21

100%

27

1 229

100%

King Sabata
Dalindyebo

Other
officials

8

550

100%

Municipal entities

Kou-Kamma

2

368

3

116

Other
officials

100%

Kouga

15

724

100%

Amathole
Economic
Development
Agency

Lukhanji

86

1 145

100%

Kouga
Development
Agency

3

46

100%

Makana

4

10

100%

Total

54 649

36%

Mbhashe

5

152

100%

Buffalo City
Metropolitan

Gariep

2

2

48

7

Other
officials

Other
officials

100%

100%

Great Kei
Ingquza Hill

2

55 Councillors

100%

100%

1

33

66

Director

6 153

100%

24%

0%

423

%

100%

55

24%

* Number: indicates number of instances
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3.4 Awards to close family members of state officials

3.5 Uncompetitive or unfair procurement processes

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 financial 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 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 affording preference to the previously
disadvantaged in the allocation of work by the public sector.

The audit included the identification of awards to close family members, but only
at auditees where information on close family members could be obtained. Further
testing was performed to determine whether the financial statement disclosure was
made and whether the legislated requirements with regard to declarations of interest
were adhered to.
The following table depicts the audit findings raised at auditees where awards to
close family members of officials of the auditee were identified, with an indication
of the positions of the officials involved.
56

Table 18: Awards to close family members

Auditee

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

R’000

Position

No
disclosure
in financial
statements

Official did
not declare
interest

Provider did
not declare
interest

%

%

%

Municipalities
Buffalo City Metropolitan

1

340 Other officials

100%

100%

100%

Engcobo

1

125 Other officials

100%

100%

100%

Nelson Mandela Metropolitan

2

11 624

Director and
other officials

100%

100%

100%

Ngqushwa

8

21 708 Other officials

100%

100%

100%

Total

12

100%

100%

100%

33 797

* Number: indicates number of instances
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The audit also focuses on whether procurement processes followed were fair and
competitive in that they provided all suppliers equal opportunity to compete for
public sector contracts and did not favour some suppliers 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 1 247 contracts to the value of R4 232,6 million
and 1 662 quotations to the value of R333,8 million were tested. The five
most prevalent findings on non-compliance with SCM legislation that resulted in
uncompetitive or unfair procurement processes are summarised in the following
table. Where the findings had also been raised in the previous year, the name of
the auditee is highlighted in red.

1

993

Amahlati

5

23

7

1 856

Baviaans

5

1 479

12

9 414

Buffalo City
Metropolitan

15

2 744

Cacadu
Camdeboo

4

1 333

702

5

315

Chris Hani
District
Emalahleni

1

4 011

2

5 249

Engcobo

8

1 400

6

1 800

Gariep

1

199

Inkwanca

27

186

Ikwezi

5

181

4

Intsika Yethu

4

Inxuba
Yethemba

2
23

1 617

2 965

1

300

10

5 200

291

2
34

145

11 524

46

17 902

Senqu

15

68 050

Sundays
River Valley

1

40 201

Umzimvubu

2

22 821

485

Mhlontlo

19

27
633

29 848

Ndlambe

367

3 361

Nelson
Mandela Bay
Metropolitan

141

6 445

18

2 120

614

3

726

4

1 185

45 084

2

650

2

4 721

24 443

371

Maletswai
2 500

62

27

5

1 150

70

51 569

Other findings
5

3

738

27 803

Ngqushwa

7

Ntabankulu

146

2 219

Port St. Johns

23

2 255

Sakhisizwe

18

1 833

16

R’000

48 328

234

Mbashe

9

Prospective supplier listing not
maintained, not administered in
accordance with requirements or
not used to request quotations
from suppliers
66

18

2

18

Number*

35 082

Lukhanji

724

R’000

79

28 970

4

Tax clearance not obtained from
SARS

3 236

89

1

98 814

Number*

4

407

116

R’000

24 443

7

Kouga

538 811

Preference points system not
applied or not correctly applied

27

132

Number*

12 793

17

R’000

12

Kou-Kamma
70 754

28

Competitive bids not invited
- deviations not approved or
justified

9 879

468

Number*

24

11

59

4 293

Ingquza Hill

214 021

King Sabata
Dalindyebo

Makana

12
7

1 994

R’000

7 022

Number*

11

40

R’000

Number*

Municipalities
Alfred Ndzo
District

Three price quotations not
obtained - deviations not
approved or justified

Other findings

Auditee

R’000

Number*

R’000

Number*

R’000

Tax clearance not obtained from
SARS
Number*

R’000

Preference points system not
applied or not correctly applied
Number*

R’000

Competitive bids not invited
- deviations not approved or
justified
Number*

R’000

Three price quotations not
obtained - deviations not
approved or justified
Number*

Auditee

Prospective supplier listing not
maintained, not administered in
accordance with requirements or
not used to request quotations
from suppliers

Table 19: Findings on uncompetitive or unfair procurement processes

35 200

45

4 100

24

11 598

17

1 780

70

8

2 500

2 204
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Other findings

Written price quotations not obtained or quotation process not in accordance with
legislation and deviations not approved, reasonable or justified

R’000

Number*

R’000

Prospective supplier listing not
maintained, not administered in
accordance with requirements or
not used to request quotations
from suppliers
Number*

R’000

Tax clearance not obtained from
SARS

R’000

Number*

Preference points system not
applied or not correctly applied
Number*

R’000

Competitive bids not invited
- deviations not approved or
justified
Number*

R’000

Three price quotations not
obtained - deviations not
approved or justified
Number*

Auditee

Further details on the legislation not complied with are as follows:

The required number of price quotations was not always obtained and the
deviations were not always approved by a properly delegated official or
committee. Cases were also noted where deviations were approved for obtaining
less than the required number of price quotations even though it was not impractical
or impossible to obtain the required number of quotations.

Municipal entities

58

Alfred Ndzo
Development
Agency

2

65

Blue Crane
Development
Agency

35

1 579

Competitive bids not invited and deviations not approved, reasonable or justified

Kouga
Development
Agency

2

Mandela Bay
Development
Agency

4

2 072

Nkonkobe
Development
Agency

27

165

Ntinga
O R Tambo
Development
Agency

75

3 780

1

612

1 095 75 326

80

68 287

Total

A price quotation process should be followed for the procurement of goods and
services of a lower value. Deviations from obtaining the required number of
quotations are allowed only where it is impractical or impossible to obtain the
required number of quotations and the deviations are approved by a properly
delegated official or committee.

89

1

1

289

1

438

2 265

1

2 395

A competitive bidding process should be followed for the procurement of goods
and services above a prescribed value. Deviations from the competitive bidding
process are allowed only where it is impractical or impossible to follow such a
process and the deviations are approved by a properly delegated official or
committee.
Instances were identified where competitive bidding processes were not followed
and these deviations were not approved by appropriately delegated officials.
Furthermore, deviations from the competitive bidding process were approved even
though it was not impractical or impossible to follow such a process.
Preference points system not applied or not correctly applied

255

145 761

118

40 958

10

0

613

* Number: indicates number of instances
No values are included as findings relate to all procurement transactions and not only those tested
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858

Procurement legislation requires awards to be adjudicated based on the highest
number of preference points. Preference points are calculated based on a
combination of price and social requirements, such as ownership by historically
disadvantaged individuals.

Awards were not always based on the submissions that scored the highest number
of preference points. In addition, errors were noted in the calculation of preference
points, which had an impact on the awards made.
Procurement from suppliers without valid SARS tax clearance certificates

•

•

Awards were made to suppliers who failed to provide written proof from SARS that
their tax matters were in order.

•
•

No prospective supplier list for inviting price quotations or the prospective supplier
list was not administered in accordance with requirements

•

A price quotation process should be followed for the procurement of goods
and services of a lower value. In order to provide prospective suppliers with an
opportunity to take part in this process, a prospective supplier list should be kept
by the auditee and administered in a fair and competitive manner. The auditees
highlighted in yellow in table 19 either did not have a prospective supplier list or
did not administer their supplier list in accordance with the requirements. There
are no values attached to this finding as it applies to all procurement transactions
acquired through quotations and not only to those tested during the audit.
Other findings
•

•

•
•

•
•

Approved deviations from the SCM policy relating to quotations and
contracts were not reported to the council or disclosed in the financial
statements.
Members of the bid evaluation committee were also involved in bid
adjudications. This lack of segregation of duties increases the risk of corrupt
practices in the procurement process.
Bids were not evaluated by properly constituted bid evaluation committees.
Bid specifications were not compiled by properly constituted bid
specification committees and bid documentation did not include the criteria
to be used in evaluating awards.
Awards were made to suppliers who had failed to submit declarations of
interest.
Awards were made to suppliers who had not been recommended by the
adjudication committee and such awards were also not approved by the
accounting officer.

•
•

Contracts awarded were not advertised on the Construction Industry
Development Board (CIDB) website nor were they registered with the CIDB
within 21 days.
Construction contracts were awarded to contractors who either were not
registered with the CIDB or were registered to perform construction work in
a different class.
Goods and services were not always obtained at reasonable prices.
Awards were deliberately split into smaller parts to avoid procurement
requirements.
Bids were either not advertised in the prescribed media or advertised for
a shorter period than stated in the SCM policy without approval for the
deviation. It is important that sufficient time be allowed for the market to
submit bids that are properly prepared and considered. Where this is not
done, it could be the result of corrupt practices.
Bid documents used to support awards made did not contain all of the
required information and declarations.
The requirements relating to unsolicited awards were not complied with.

3.6 Inadequate contract management
Shortcomings in the manner in which contracts are managed result in delays,
wastage and fruitless expenditure, which have a direct impact on service delivery
to citizens.
The most prevalent findings on inadequate contract management are summarised in
the following table. Where the findings had also been raised in the previous year,
the name of the auditee is highlighted in red.
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Table 20: Findings on contract management

Auditee

Further details on the findings are as follows:

No written
contract/contract
not signed by
delegated official
Number*

R’000

Contracts not appropriately signed by a delegated official

Inadequate contract
performance
measures and
monitoring
Number*

R’000

Other

Number*

Goods and services were received and payment was made to suppliers without
written, signed contracts.

R’000

Municipalities
Alfred Ndzo District

14

74 000

Amahlati

1

2 854

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

3

4 457

Buffalo City Metropolitan

17

51 756

Chris Hani District

136

113 798

3

Other findings

60

Emalahleni

5

5 411

Ingquza Hill

4

9 444

Ikwezi

29

265 915

23 046

1

9 479

2

1 982

3

5 982

•

•
Kou-Kamma

5

2 214

Kouga

17

8 950

Ndlambe

10

2 537

27

13 605

Sakhisizwe

3

5 764

11

14 497

1

289

3.7 Inadequate supply chain management controls
Findings on deficiencies in fundamental SCM controls are summarised in the
following table. Where the findings had also been raised in the previous year, it is
highlighted in red.

Municipal entities
Nkonkobe Development Agency
Total

59

111 174

200

223 430

It is normal business practice to extend or renew contracts, but at some
auditees it was done to the extent that competitive bidding processes were
being circumvented, resulting in a procurement practice that was unfair,
uncompetitive or not transparent. In addition, instances were identified of
contracts that had been amended or extended in favour of the supplier
without the approval of a properly delegated official or committee.
Furthermore, the reasons for these extensions or renewals were not tabled in
the council.
A contract prescribes the prices, terms and maximum values, which can
be increased through approved extensions and variations. Instances were
identified of payments being made to suppliers in excess of approved
contract prices.

33

281 376

* Number: indicates number of instances
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Municipalities
Buffalo City Metro
Nelson Mandela Metro
Alfred Ndzo District
Amatole District
Cacadu District
Chris Hani District
Joe Gqabi District
O R Tambo District
Amahlati
Baviaans
Blue Crane Route
Camdeboo
Emalahleni
Engcobo
Gariep
Great Kei
Ikwezi
Ingquza Hill

Other controls

Declarations of interest not
recorded in register

SCM officials not adequately
trained

Risk assessment did not
address SCM

Inadequate controls to
ensure interest is declared

SCM officials not aware
of SCM policies/do not
understand roles and
responsibilities

Auditee

Other controls

Declarations of interest not
recorded in register

SCM officials not adequately
trained

Risk assessment did not
address SCM

Inadequate controls to
ensure interest is declared

Auditee

SCM officials not aware
of SCM policies/do not
understand roles and
responsibilities

Table 21: Findings on SCM controls

Intsika Yethu
Inxuba Yethemba
King Sabata Dalindyebo
Kou-Kamma
Kouga
Lukhanji
Makana
Maletswai
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Mbhashe
Mbizana
Mhlontlo
Mnquma
Ndlambe
Nkonkobe
Ntabankulu
Nxuba
Sakhisizwe
Senqu
Sundays River Valley
Tsolwana
Umzimvubu
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Other controls

Declarations of interest not
recorded in register

SCM officials not adequately
trained

Risk assessment did not
address SCM

Inadequate controls to
ensure interest is declared

SCM officials not aware
of SCM policies/do not
understand roles and
responsibilities

Auditee

Inadequate controls to ensure interests are declared
The controls at some auditees were not adequate to ensure that officials declared
whether they or their close family members, partners or associates have interests in
suppliers or in a contract to be awarded, and to ensure that they withdraw from the
process involving such contracts.
Risk assessment did not address supply chain management

Municipal entities

SCM risks were not identified by management at some auditees and were thus
not included in the risk registers. As a result, SCM risks were not addressed in risk
management strategies and fraud prevention plans at these auditees.

Alfred Ndzo Development Agency

Blue Crane Route Development Agency

Supply chain management officials not adequately trained

Mandela Bay Development Agency

Some officials involved in the implementation of the SCM policy were not
adequately trained to perform their duties effectively.
Declarations of interest not recorded in a register
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Nkonkobe Economic Development Agency

Although declarations of interest in suppliers were made at some auditees, these
declarations were not recorded in a register. The lack of a register, which should be
monitored on a regular basis, may have resulted in parties with interests in suppliers
being included in the process of awarding contracts.

Ntinga O R Tambo Development Agency

Total

Percentage of auditees tested

15

34%

11

25%

10

22%

11

25%

9

20%

34

77%

Other findings
•
•
•

Further details on the findings are as follows:
Supply chain management officials do not understand the supply chain
management policy or do not understand their roles and responsibilities

•
•

Officials involved in the implementation of the SCM policy were not always aware
of, or did not understand, the SCM policy and their roles and responsibilities in
connection with the SCM system.
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•
•

Inadequate segregation of duties in the procurement process.
The SCM policy and fraud prevention plans did not include measures to
combat SCM abuse.
Although SCM risks were identified by the management of a number of
municipalities, they did not implement actions to address or reduce these
risks.
Lack of controls to ensure that persons with interests in contracts withdraw
from the procurement process.
Lack of review of SCM processes by the audit committee and internal audit
unit.
Lack of controls to ensure that gifts are declared.
SCM policies were in conflict with legislation or did not include all of the
requirements contained in legislation.

3.8 Overall conclusion on supply chain management matters
The local government sphere in the Eastern Cape has a long way to go before its
inappropriate SCM practices are eliminated. Even though SCM was a focus area
in the prior year and it was reported on in the 2009-10 general report, the controls
over SCM have deteriorated. Both the number of auditees incurring irregular
expenditure and the value thereof have increased dramatically from the prior year.
Prior year commitments relating to this focus area have had no impact on the
findings reported.
Ten medium- and low-capacity municipalities and four municipal entities had no
findings on SCM. The correct leadership tone and regular monitoring of the SCM
requirements by the leadership, together with the assistance of the audit committee
and internal audit unit, contributed to the positive outcomes in this focus area. The
systems and processes put in place at these auditees should ensure the sustainability
of their SCM results.
It is encouraging that the least resourced and more rural municipalities had no
findings on SCM, which serves as an example for their much larger, well-resourced
and urban counterparts that continue through deliberate neglect of SCM legislation
to incur SCM findings.

A strong ethical culture in the local government sector, together with the support
of internal audit, is necessary to establish a strong control environment and ensure
compliance with the SCM Regulations and prescripts. Audit committees and
internal audit units should provide assurance that the strategies employed to mitigate
the risk of non-compliance are adequate.
The provincial executive, councils, MPACs and accounting officers should take a
conscious decision to build such a culture and should deal with breaches of the
SCM Regulations and prescripts decisively. Intentional neglect of these regulations
must carry severe consequences.
Continued non-adherence to SCM Regulations hampers the restoration of the
public’s confidence in the ability of state officials to systematically take care
of their interests and deprives citizens of much-needed services in all areas of
service delivery. Only when the leadership has set the tone of dealing with such
malpractices will the citizens have confidence in our public sector procurement and
related financial management systems.
The AGSA will conduct workshops on these SCM findings with all role players in
order to enhance their understanding and provide useful and relevant information
and insights that may be used by the provincial leadership to address the
weaknesses identified and build public confidence in the province’s institutions.

The Buffalo City Metropolitan Municipality and the King Sabata Dalindyebo
Municipality account for more than 50% of the irregular expenditure arising from
inappropriate SCM practices in the province. This is of concern given that Buffalo
City was recently upgraded to metropolitan status and King Sabata Dalindyebo
will be receiving large sums of money to upgrade its infrastructure projects as a
presidential special project. Urgent action should be taken by these municipalities in
order to curb the SCM malpractices that gave rise to the findings referred to above
and to set an example for the rest of the province.
There is also a general lack of capacity and understanding as well as a lack of
monitoring and enforcement of the requirements of SCM policies by the leadership
and management. This creates an environment that is conducive to corrupt SCM
practices, including the leadership, management and other employees transacting
with their municipalities or municipal entities without declaring their interests.
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SECTION 4: DRIVERS OF AUDIT OUTCOMES
4.1 Significant deficiencies in auditees’ systems of internal control
4.1.1

Statutory responsibility of accounting officers and senior officials to
maintain effective systems of internal control

A key responsibility imposed by the MFMA and other legislation on accounting
officers and other municipal officials is to implement and maintain effective, efficient
and transparent systems of financial 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 efficiency of operations, including goals
for operational and financial performance and safeguarding against loss
(financial and performance management).
Reporting – pertaining to the reliability of reporting, including internal and
external reporting of financial and non-financial information.
Compliance – pertaining to compliance with laws and regulations.

to establish what control activities (policies and procedures) are required to ensure
the achievement of control objectives. Accurate and complete information and the
communication of information are required to carry out day-to-day internal control
activities. 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 efficiently, 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 of internal controls is based on significant deficiencies relating to
the following:
•
•
•

Material misstatements in the financial 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 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 the key element driving operations, while record keeping and
reporting its effectiveness drive the audit outcomes at the end of a financial year.
These are ongoing processes, tasks and activities, which are not only influenced
by policies and systems but also by the people implementing and monitoring them,
to give assurance on the achievement of objectives. The fundamental principles
contained in the key drivers of internal control must be present, operate together
and function on a daily basis in order for the system of internal control to be
effective.
The leadership of an organisation establishes 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
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4.1.2

Movement in the implementation of key drivers and recommendations for improvement

The following table summarises the movement from the prior year and outlines specific ways in which the drivers of internal control can be improved.
Table 22: 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

Exercise oversight responsibility regarding financial and performance reporting and
compliance as well as related internal controls
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Implement effective HR management to ensure that adequate and sufficiently
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
deficiencies

It is important that the mayor should play 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 roles and responsibilities of the mayor, the municipal manager and the chief financial officer were cleared and there was no uncertainty regarding
what role the mayor will have to play to ensure that the municipalities move to better audit outcomes.
The need for competent and skilled staff to support the municipal manager was identified as a priority to improve on the prior year audit outcomes and the production of regular
and quality financial 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 are adequately monitored and where skills are 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 action plans to address the deficiencies. 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 financial management and performance management and set the tone at the top to create an environment conducive to good financial
management and service delivery; thereby improving the audit outcomes. The audit outcomes indicate that the leadership tone relating to HR capacity and the monitoring of action plans
is crucial.

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

Implement proper record keeping in a timely manner to ensure that complete,
relevant and accurate information is accessible and available to support financial
and performance reporting

Movement since last audit

Summarised comments
Pertinent information should be identified and captured in a form and time frame to support effective financial and performance reporting, which will reduce instances of material
amendments resulting from the audit. Adherence to basic financial controls throughout the financial year, i.e. daily processing of transactions, monthly reconciliation of accounts and the
continuous review thereof, needs to be actively monitored by management in order to improve audit outcomes.
Documents supporting the financial statements and other information should be readily available, without any significant delay, when requested throughout the audit process. Some
municipalities and municipal entities were not able to supply documentation that supports the information in the financial statements or the report on predetermined objectives due to an
inadequate archive system.

Implement controls over daily and monthly processing and reconciling of
transactions

Basic reporting disciplines, such as proper record keeping, regular processing of transactions and reconciliations, preparation of monthly reporting, and controls over compliance with
fiduciary 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 financial and service delivery information.

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

Although the audit outcomes of municipalities and municipal entities have improved from the prior year, the quality of the financial statements submitted for auditing is still not
adequate based on the increase in the material misstatements identified and corrected. The municipalities and municipal entities did not have competent individuals who understand
the financial reporting framework and performance management requirements to perform proper reviews prior to the submission of the financial statements. This is the main reason
for the appointment of consultants. The pervasive material misstatements identified by the auditors were mainly the result of a lack of supervision and review of monthly reports used
in the preparation of the financial statements by the leadership, particularly the chief financial officers. Furthermore, it is critical for the leadership to ensure that the required skills are
transferred to staff where consultants are appointed.
Compliance, and SCM compliance in particular, has an impact on all spheres of service delivery in the province. Non-compliance has an impact on the ability of local government in the
province to render quality services to its citizens and thus a concerted effort by both the political and administrative leadership is required to address findings.

Review and monitor compliance with applicable laws and regulations

In order to tackle the compliance challenges highlighted in this report and to create a control environment that supports compliance with all relevant prescripts, the province should
address all (not one or two but all) of the following components:
• self-interest legislation • zero tolerance • leadership monitoring • training and capacity building • audit committee and internal audit focus • monthly reporting
• investigation of unauthorised, irregular as well as fruitless and wasteful expenditure • and monitoring by the provincial executive.

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

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

Manage application systems susceptible to compromised data integrity
(information systems)

The IT environment, with specific reference to a lack of controls regarding restricting access and protecting 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.
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Governance

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.

Ensure that there is an adequately resourced and functioning internal audit unit that
identifies internal control deficiencies and recommends corrective action effectively

There is a need to provide adequate resources to the internal audit function to ensure that it operates effectively by identifying internal control deficiencies in a timely manner and by
recommending and monitoring corrective action.

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 financial and
performance reporting and compliance with laws and regulations

While audit committees have in general been appointed and are meeting, there is scope for improving the interaction of the mayor and the municipal manager with a view to providing
feedback on the identification 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 financial statements submitted for audit purposes, and
ensuring that measures have been implemented to correct previous year audit findings by monitoring the action plans to correct audit findings.

70
Overall progress made

No significant overall change
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Overall regression

4.2 Assessment of monitoring and oversight by key role players at
the time of the audit
The AGSA had, between February 2012 and the date of this report, engaged with
provincial role players on all nine specific 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.
Table 23: Assessment of monitoring capacity of key provincial role players to
address audit outcomes at the time of the audit

Governance
structures

Municipalities under
administration

Use of consultants

HR management

IT controls

Turnaround plans

Financial
management

Predetermined
objectives

Role player

Supply chain
management

Areas of focus and where support/intervention was required

Premier
Oversight accountability

MEC for finance
MEC for local government
Provincial treasury
Provincial DLGTA
Portfolio committee on finance
Speaker
SCOPA
Accounting officers, accounting authorities, chief financial officers and senior officials
Administrative accountability
No significant
identified impact on
2010-11 outcomes

Some impact on
2010-11 outcomes

Not within mandate or direct
sphere of influence of role
player

At the end of the previous MFMA cycle, the key role players in the province made
commitments to improve the audit outcomes of municipalities in the province. The
provincial political leadership, which included the premier, the MEC for finance
and the MEC for local government and traditional affairs, made a commitment to
focus on Operation clean audit and to drive resources through the Exco meetings,
which saw the MEC for local government and traditional affairs enhancing the
quarterly MuniMEC and technical MuniMEC meetings where actions, progress and
feedback were discussed.
The key role players reported on had been increased compared to the previous
year to include all parties who should be able to have an impact on the audit
outcomes of municipalities within the province. The impact of the interventions of
the MECs and their related departments will be discussed together as they are
interlinked. A more detailed analysis of what each role player contributed to the
attainment of sustainable audit outcomes is given below.
Premier
The premier of the province has instituted three platforms in order to strengthen the
drive towards improving the audit outcomes of municipalities in the province. The
first of these was the establishment of the premier’s coordinating forum, which meets
quarterly and is attended by the premier, the DLGTA, the Department of Finance
and all the municipal managers in the province. This forum is aimed at addressing
the financial management issues highlighted at municipalities in previous auditor’s
reports and recommending appropriate actions. The second platform established
by the premier is the Exco outreach where specific municipalities are visited and
assisted in addressing their financial management challenges. The last platform is
the monthly provincial Exco meetings where audit-related matters have become a
standing agenda item in order to monitor progress in addressing audit concerns.
The premier has also embarked on a process with the provincial legislature that
will see a change to the SCM legislation relating to instances of state employees
conducting private business with the state. However, this process is still underway
and has not yet had an impact on the audit outcomes and reported compliance
findings.

Note: This is the AGSA’s assessment of the impact 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 specific new commitments secured and existing/prior year commitments confirmed during February/March 2012 are outlined in table 26.
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Provincial treasury
The provincial treasury committed to establishing a dedicated unit to assist identified
municipalities on site with financial management requirements. The leadership
undertook to meet monthly with the AGSA to track progress on commitments
and discuss pertinent issues. This forum did not have the expected impact as
representatives from the treasury and the DLGTA were often not available for the
discussions.
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The municipal finance division within the provincial treasury is currently undercapacitated and as a result has not had a big impact on the 2010-11 audit
outcomes. The provincial treasury carried out 23 interventions, most of which were
focused on budgetary control, monitoring of monthly reports, and principles of
financial management. While there was some improvement in the audit outcomes
of 15 municipalities where interventions were carried out, these improvements
were not directly attributable to the provincial treasury. Of concern is the fact that
municipalities that were in dire need of assistance did not get the necessary help
to improve their financial management. As a result, the provincial treasury under
the guidance of the MEC for finance has reassessed its roles and responsibilities
in terms of local government and has given commitments which, if implemented
and monitored correctly, could have a positive impact on the drive towards clean
administration within the local government sphere.
Department of Local Government and Traditional Affairs
Very late in the 2009-10 financial year, the MEC for local government and
traditional affairs implemented a strategy that focused on improving audit outcomes
within the province. The key element of this strategy was to capacitate the DLGTA
to set up multidisciplinary teams that would provide hands-on support in eight
areas, ranging from financial management, oversight and HR to environmental
issues. The mandate of these teams was to transfer skills and incite awareness of
creating an environment of accountability, thereby ensuring compliance with laws
and regulations. During the year, the department was involved in 21 municipalities
and assisted in getting the basics right, which included setting up and reviewing
policies and procedures and providing coaching and mentoring. The department
does, however, face a number of challenges in executing this mandate, including
the following:
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•

•

•

•

Many municipalities either do not have the appropriate skills to enable the
transfer of skills or have vacancies within critical areas. As a result, the
department’s teams have to perform the operational work and municipalities
do not enjoy the full benefit of skills being transferred. Therefore, not all
work performed is sustainable.
The lack of risk management often results in crises at municipalities. As
a result, the department is forced to second members of the task teams to
the municipalities to perform managerial duties and ensure that there is
continuance in respect of service delivery. This has resulted in eight of the
24 team members being utilised in acting positions within municipalities.
This included six acting municipal managers within the province, two of
whom were at the metros.
The political and administrative leadership’s will to improve audit outcomes
at some municipalities is not evident and the assistance provided is
therefore not bearing fruit.
Despite the challenges cited above, the department has performed a large
amount of work within the province as depicted in the analysis below.

Table 24: Analysis of work performed by the Department of Local Government
and Traditional Affairs

1

Financial management

10

5

50%

2

Supply chain management

11

4

36%

3

Infrastructure

11

3

27%

4

Contract management

3

3

100%

5

Inventory management

4

4

100%

6

Internal audit

4

*

7

Human resource
management

10

3

Performed reviews
on work performed

Coaching and
mentoring

Turnaround plans

Supported with
implementation

Procedure manuals

Details of assistance provided

Processes
are in place
Number of
to indicate
municipalities
that the
assisted
improvement
is sustainable

Policies

Focus area

30%

8 Environmental management
3
*
* Unable to determine if the work performed is sustainable
Assistance provided

As can be seen in the above table, there is movement towards making
improvements sustainable; however, the movement is very slow. This is mainly
attributable to the following factors:
•
•
•
•

with the political and administrative leadership to secure their buy-in. This is
complemented by the quarterly performance reviews performed by the MEC on the
political leadership and the monthly monitoring of progress by the department.

The political and administrative leadership is not committed to improving
the situation.
There is a lack of appropriate skills to adequately implement and monitor
the recommendations.
The work was performed towards the end of the financial year and
therefore did not have an impact on the outcomes for the current year.
Municipalities often operate in ‘crisis mode’, thus not allowing adequate
time to address the basic disciplines required.

In response to the challenges above, the department has amended its action plan
to assist the municipalities. This was informed by a comprehensive analysis that
evaluated where the greatest intervention is required. Based on this analysis, the
department is focusing on 19 municipalities going forward and the commitments on
the interventions are outlined in table 26. In addition, the department is engaging

All of the above actions are in line with the commitments made in the prior year,
which resulted in the department intensifying its interaction with the municipalities
and refocusing its action plan. Apart from the above, the department has also
deployed local economic development experts to each district municipality and
local economic development assistants to 16 municipalities. These experts and their
assistants are tasked with developing structures to improve the economy within their
assigned areas.
As part of a provincial monitoring tool, a provincial coordinating committee meets
on a quarterly basis to oversee the implementation and progress of the work
performed to improve the administration of the municipalities. The committee
is made up of all national and provincial role players and plays a facilitation
role in getting all role players to take an active part in the drive towards clean
administration.
Based on the limited impact that the above role players have had on the audit
outcomes, it is clear that in order to achieve improved, sustainable results, a more
focused and intensive intervention is required to generate the desired results that
would lead towards clean administration.
Portfolio committee on finance, portfolio committee on local government and
traditional affairs, and standing committee on public accounts
These committees did not have any impact on the audit outcomes of the province.
While the portfolio committee on local government and traditional affairs discussed
the progress made with regard to the Operation clean audit programme run by the
DLGTA, no direct interventions were noted that would have had an impact on the
audit outcomes other than the fact that oversight was taking place on the activities
of the DLGTA. The reasons cited for the limited involvement by these committees
were that they were primarily focused on the provincial departments and entities
while the municipal sphere was considered a separate area of government outside
of their mandate, with each municipality being seen as a separate legal entity as
per the Municipal Structures Act, 1998 (Act No. 117 of 1998). However, it must
be pointed out that section 132 of the MFMA also requires appropriate oversight to
be exercised regarding the municipal environment.
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Speaker of the Eastern Cape Provincial Legislature

The role of audit committees is illustrated below.

The speaker of the Eastern Cape Provincial Legislature established a speaker’s
forum, which includes all the speakers from the municipalities within the province.
The primary focus of this forum is to ensure better oversight at the municipalities. The
speaker also endorsed the premier’s initiative of making changes to the legislation
surrounding the SCM Regulations. The speaker’s forum has not as yet had any
visible impact; however, coupled with the new commitments from the speaker, it
is envisioned that progress will be made going forward in moving to improved,
sustainable audit outcomes.

Illustration 3: Role of audit committees in assessing and reporting on governance,
risk management and control at auditees

Executive

In terms of section 166 of the MFMA, an audit committee must be established
by all auditees. 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 and governance.
In executing its duties, the audit committee assists the accounting officer 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 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.
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4.3 Audit committees as a specific driver of audit outcomes

Credible
information

Credible
information
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As can be seen from the above, many initiatives have taken place, but the province
does face a number of challenges and progress has been very slow. Given the
limited capacity of the departments that assist and monitor the municipalities, it
is imperative that all interactions are coordinated and intensified among the role
players. It is also important that the impact of these interventions is monitored and
overseen at a provincial executive level.

Oversight

The way forward

Council
Oversight

Audit committees ensuring
credibility of information
and monitoring
implementation of
recommendations

Leadership

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 or unreliable.

Status of the role, effectiveness and impact of audit committees on audit outcomes
Municipal elections were held in South Africa on 18 May 2011 and new councils
were elected. As a result, new councillors only took up their responsibilities deep
into the 2010-11 financial year and had a limited impact on the governance and
outcomes for the year under review. Similarly, the roll-out and implementation of the
strategy of the MEC for local government and traditional affairs, as highlighted in
section 5 of this report, were delayed and therefore did not have the full potential
impact on the municipal outcomes.
Bearing this in mind and to reflect the true impact of the initiatives to enhance the
role and effectiveness of audit committees, it is necessary to look at the status at
financial year-end as well as for a period after year-end. The figure below therefore
indicates the status as at 30 June 2011 as well as at 31 January 2012.
Figure 27: Effectiveness of audit committees
30 June 2011
91%

96%

73%
64%

62%

55%
42%

42%
35%

Audit committee in place

Audit committee
compliant with legislation

Impact on the audit
outcome

Interact with the
executive

However, there is a very distinct difference between being compliant and being
effective. It is evident from the figure above that the impact of audit committees
is not growing along with the establishment of the committees and that more
focused attention is needed from the relevant role players. The implementation of
recommendations made by the audit committee is core to the distinction between
an audit committee being in place, compliant and operational versus an audit
committee being effective. It is the implementation of recommendations rather than
the recommendations as such that drives improved systems of internal control,
monitoring and supervision and, ultimately, improved outcomes.
In addition, the effectiveness of audit committees is dependent on the support
and respect of the provincial executive and leadership as well as the council and
municipal leadership. The leadership should ensure that the audit committees are
afforded sufficient time as well as financial and other resources to effectively fulfil
their responsibilities. An effective audit committee will, in turn, assist the municipal
sphere by ensuring, through appropriate interactions, that it is able to produce
credible reports on performance and financial management, which will enhance
oversight and transparency, thereby building public confidence.

31 January 2012

78%

The progress made in getting audit committees in place and instilling a deeper
understanding of the importance of these bodies and the role they should be
playing in impacting on audit outcomes is commendable. It is evident that the
synergy between the MEC for local government and traditional affairs’ strategy and
the initiatives and focused message of the AGSA is culminating in solid results.

Having stated that the audit committees need to be resourced adequately to fulfil
their role and responsibilities, it is imperative to highlight that the effectiveness of an
audit committee is mostly dependent on a properly resourced and skilled internal
audit function that produces timely, relevant and quality reports focused on systems
of internal control.

Supported by an effective
internal audit unit
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The way forward
It is vital that the current momentum is maintained, that best practices in this regard
become the norm rather than the exception, and that regular interaction takes place
between the committee and the council.

Illustration 4: Position of the municipal public accounts committee within the
council

Council

A key success driver in this regard is for the DLGTA to move forward on the initiative
to put a provincial audit committee forum in place where challenges, best practices
and progress can feature prominently on the agenda. To further strengthen this
initiative, it is critical that the said forum interact with the provincial executive on
a regular basis to ensure that the executive understands and is up to date with
challenges, strategies and success stories at all times. This will effectively enable the
executive to play a more supportive role in relation to audit committees.

Audit
committee
EXCO

4.4 Municipal public accounts committees as a specific driver of
audit outcomes
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The establishment and functioning of an MPAC at each municipality, or a shared
committee for smaller municipalities, is a relatively new and evolving concept. If
implemented and operated as intended, the MPAC will be one of the most critical
role players and success factors in municipal oversight and governance and in
having a positive impact on audit outcomes.
An MPAC is established in terms of section 79 of the Municipal Structures Act
of 1998 and performs an oversight function on behalf of the council. It is not a
duplication of other committees of the council, such as the finance committee or the
audit committee. It will undertake and manage similar functions and responsibilities
for municipalities as undertaken by standing committees on public accounts
(SCOPAs) in the national and provincial legislatures.

Finance
committee

Corporate / HR
committee

Technical /
other
committees

An MPAC is not responsible for policy formulation or prioritised matters. It reports
directly to the council through the speaker of the municipality and interfaces with
the other committees of the council through the speaker, where relevant. In short, the
primary functions of the MPAC are as follows:
•

•

The position of the MPAC in relation to the council is illustrated below.
•

•
•
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MPAC

Consider and evaluate the content of the annual report and make
recommendations to the council when adopting an oversight report on the
annual report.
Review information relating to past recommendations on the annual report.
This relates to current in-year reports, including the quarterly, mid-year and
annual reports.
Examine the financial statements and auditor’s reports of the municipality
and municipal entities and consider improvements from previous statements
and reports.
Evaluate the extent to which the audit committee’s and the AGSA’s
recommendations have been implemented.
Promote good governance, transparency and accountability on the use of
municipal resources.

Status of establishment, functioning and impact on audit outcomes
The establishment of MPACs within the municipalities has been slow to get off the
ground in the province and has not had the desired impact on the audit outcomes.
Through the intervention of the MEC for local government and traditional affairs,
the process has gained momentum as of late. As in the case of audit committees,
the 2011 municipal elections had an impact on the establishment of MPACs in
the Eastern Cape. The recent momentum in establishing and training functioning
MPACs has seen the status of only 36% of municipalities having an MPAC at yearend, increase tremendously to a level where virtually all municipalities now have a
functioning MPAC.
The way forward
In order to enhance the effectiveness of the MPACs, address the challenges
highlighted in this report and move towards a best practice governance structure at
individual municipal level, the province should address all (not only one or two) of
the components depicted in illustration 5 below.

Illustration 5: Improving the impact of the municipal public accounts committees

 MPAC hearings should be prioritised to ensure that

Timeous hearings and resolutions

Resolutions on financial
management, compliance and
PDOs

Monitoring the implementation of
resolutions

Interaction - executive

monitoring and review are conducive to the reporting
timelines of municipalities and in rapid response to audit
outcomes

 Resolutions should not only deal with purely financial

matters but also with financial management, compliance
and PDO reporting for the committee to be truly effective

 The role players within the municipality should submit

quarterly reports to the MPAC on the implementation of
their resolutions

 A close relationship with the portfolio committees is

required to ensure the coordination of resolutions and the
monitoring thereof

 New MPAC members should undergo a thorough

Training and capacity building

induction session during which all the concepts contained
in the auditor's report are explained
 The AGSA is committed to enhancing the understanding of
its reports and will assist with this process where
considered necessary
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4.5 Effective human resource management as a specific 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 sufficiently
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 specifically focus on HR management.
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:
•
•
•
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Material misstatements in the financial 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, 2.3.3 and 2.4.6, identified HR management as an area where
significant 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 figure depicts the three weakest areas of HR management at
auditees, which should be improved to positively affect audit outcomes.

Figure 28: Summary of human resource management weaknesses

Lack of consequences

Management of vacancies

Key officials lacking minimum
competencies

98%

46%

58%

All the HR weaknesses reflected in the above table are due to an inappropriate
leadership tone, a lack of performance management systems and processes,
and a lack of consequences for poor performance. These weaknesses promote
an environment of non-accountability, which is not conducive to driving clean
administration.
This inappropriate leadership tone was demonstrated at the two Eastern Cape
metropolitan municipalities, which are supposed to lead the province by example,
where neither accounting officer had signed a performance agreement for the year
under review.
The management of vacancies depicted in the figure above refers to all vacancies,
including vacancies in the SCM units and service delivery sections such as
engineering, and not only the finance sections at the municipalities audited.
Vacancies not only weaken the control environment but also have a negative impact
on service delivery, because officials are not available to perform crucial control
and service delivery tasks. It is imperative that councils monitor the implementation
of their plans to address vacancies on a regular basis.
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Findings on appointment processes included the appointment of personnel without
following an appointment process or who were not appropriately qualified and
experienced, the lack of background and other verification checks, and the
appointment of personnel to posts that had not been advertised. This resulted in
officials occupying critical positions although they lack the minimum competencies
to effectively perform their jobs.

The management and support of these financial systems are done independently,
i.e. each municipality manages its own systems with the support of vendors, except
for the shared change management boards, where municipalities contribute to
changes to the applications.

The political and administrative leadership of municipalities should ensure that
critical processes and activities, such as implementing and signing performance
agreements based on the deliverables contained in the IDP and annual
performance plans, are implemented. They should also demand reports on the
filling of vacancies and appointment processes and ensure that corrective actions
are taken and consequences for poor performance are enforced.

Detailed evaluations of the IT management of financial systems were performed by
information system specialists at 28 municipalities (including the two metropolitan
municipalities) considered to be high risk. At the 17 remaining municipalities,
IT was evaluated by the regularity auditors using a checklist that focused on four
risk areas (i.e. security management, user access management, program change
control, and IT service continuity), which would have the most severe financial
impact if something went wrong.

The way forward
The leadership of the Eastern Cape municipalities, with the assistance of the Office
of the Premier and the DLGTA, should implement performance management systems
and processes that will allow it to deal decisively with poor performance, manage
vacancies, and appoint personnel with adequate and appropriate skills.

4.6.2

Summary of overall information technology weaknesses

Key areas where weaknesses were identified are summarised in the table below.
IT governance was not tested at the 17 remaining municipalities and thus the
findings in this focus area apply to only the 28 municipalities audited by specialist
information systems auditors.

4.6 Information technology management as a specific driver of
audit outcomes
4.6.1

Overview of information technology systems management

This section gives an overview of the adequacy and effectiveness of controls
relating to the IT environment in which financial and management systems reside.
Municipalities rely on IT systems to perform their statutory financial management,
reporting and administrative functions. The information processed and stored on
IT systems is vital to the accuracy and reliability of the financial and performance
information used by management for planning, monitoring and reporting.
Municipalities in the Eastern Cape Province use seven different financial systems.
These range from off-the-shelf packages (computer packages bought) to customised
systems (computer packages bought and modified).
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Table 25: Summary of information technology control weaknesses

Incidence of control weaknesses identified

Incidence of control weaknesses identified
Focus area

80

Security
management

Weaknesses related to the structures, policies and
processes through which the auditees ensure that IT
is in line with business requirements. Specific findings
included the following:
• There was no IT governance framework to
address the lack of IT risk management,
strategic alignment of IT with business
requirements, and structures to actively monitor
the performance of internal and external service
providers.
• There were no service level agreements between
the municipalities and the vendors supporting
their financial systems, and the service providers
were not effectively managed to ensure that
value was received.

28

Weaknesses related to controls that should prevent
unauthorised access to the networks, operating
systems and application systems that generate and
prepare financial information. Specific findings included
the following:
• The IT security policy had not been documented
and approved by management.
• The security parameter settings implemented
on the domain controller were inadequate and
no operating system standards or procedures
existed.
• User access profiles were not monitored or
reviewed and administrator activities were not
reviewed.

45

Number with
weaknesses

Percentage
User access
management

28

100%

IT service
continuity

41

91%
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4.6.3

Municipalities

Significant IT weaknesses
Number audited

Number with
weaknesses

Percentage

Weaknesses related to procedures through which
auditees should ensure that only valid, authorised
users are allowed segregated access to initiate and
approve transactions on the system. Specific findings
included the following:
• User account management procedures had not
been formally documented and approved.

45

43

96%

Weaknesses related to processes for managing the
availability of hardware, system software, application
software and data to enable auditees to recover or
establish information system services in the event of a
disruption. Specific findings included the following:
• The majority of the municipalities did not
have operational disaster recovery plans to
facilitate the recovery of systems in the event
of unforeseen disasters affecting the availability
of IT systems.
• The backup and retention procedures had not
been formally documented and approved by
management, which resulted in backups not
being monitored, periodically tested and retained
at an off-site facility.

45

37

82%

Municipalities

Significant IT weaknesses
Number audited

IT governance

Focus area

Analysis of information technology control weaknesses

During the review of the IT control environment, the weaknesses were categorised
into three phases, namely the control design phase during which management
designs the IT controls to address the risk identified in the IT environment; the control
implementation phase during which the designed controls are implemented by
management; and the control effectiveness phase when the implemented controls
are continuously operating effectively over a period.

The results of the review revealed that the majority of municipalities are still in the
process of designing key IT controls to ensure effective and efficient IT management,
that the small number of municipalities that have adequately designed key controls
are still experiencing difficulties with implementing these IT controls effectively,
and that only 3% of municipalities have made significant progress with security
management.

Information technology governance

The drivers of IT control weaknesses are depicted in the figure below and discussed
in more detail thereafter.

The most common IT governance findings related to IT requirements not being
considered during strategic planning processes; IT governance frameworks
that facilitate the performance of IT governance practices not being in place; IT
steering committees either not being in place or not functioning as expected; IT
risks either not being identified or not being managed in accordance with a formal
risk management strategy; and the lack of SLAs with external service providers or
inadequate monitoring of existing SLAs.

Figure 29: Drivers of information technology control weaknesses

Security management
Common security management findings included the lack of documented policies
and procedures to guide the implementation of IT security management, and
inadequate operating system and network security.

Municipalities
3%

7%

93%

100%

87%

4%

7%

10%

User access management

100%

93%

100%

96%

100%

Findings relating to user access included a lack of documented policies and
procedures dealing with user access to the IT environment; inadequate monitoring
and review of user access to the IT systems; poor password controls; and user
access requests not being documented.
Information technology service continuity

2010-11

2009-10

IT governance

2010-11

2009-10

Security management

Control operating effectiveness

2010-11

2009-10

User access
management
Control implementation

2010-11

2009-10

IT service continuity

Control design

Backup procedures and disaster recovery plans were not sufficient to ensure
recovery of financial data and IT services in the event of loss and disruption.
Although data was backed up, it was not backed up with sufficient regularity.
Where regular backups were made, they were not tested to ensure that they would
work when needed, and they were not always stored off site.
4.6.4

Root causes, best practices and recommendations

The above findings can be attributed to an inappropriate leadership attitude
towards IT, a lack of appropriately skilled personnel to oversee IT processes and
systems, and a lack of monitoring existing policies by the leadership.
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The municipal leadership does not view IT as being of strategic importance.
As a result, findings are repeated due to a lack of resource allocation (finances
and personnel) to IT and a lack of leadership desire to adequately address the
highlighted shortcomings.
The lack of importance placed on the IT function has also resulted in IT
positions in the municipal organograms not reflecting the strategic importance
of IT. Consequently, IT positions are vacant or not filled with personnel who
have adequate qualifications and experience to ensure that IT supports clean
administration.
There is a general lack of supervision and monitoring of key IT processes and
reports, such as user access logs, security logs as well as backup processes and
procedures. In addition, a significant amount of responsibility and accountability is
transferred to external service providers, without sufficient monitoring, which results
in a lack of timeous implementation of appropriate IT controls.

82

Towards the end of the previous audit cycle, the municipal leadership in the
province committed to implementing adequate IT governance frameworks, security
management and user access controls through policies and procedures as well as
operational IT disaster recovery plans, including backup processes. Virtually no
progress has been made in implementing these commitments. This lack of progress
is depicted in figure 30 below.

Figure 30: Status of commitments to address information technology weaknesses
Municipalities

IT governance

Security management

User access control

IT service continuity

14%

86%

26%

74%

21%

79%

33%

Completed

67%

In progress

Not started

In response to the 2009-10 municipal IT findings, the premier committed to ensuring
that the IT control environment at municipalities is addressed and also tasked the
provincial treasury with finding an appropriate IT solution for both financial and
PDO reporting that could be used by all municipalities. Very little progress has been
made in implementing these commitments.
The central theme that emerged at municipalities in the Eastern Cape Province is
that the IT function is not adequately prioritised.
The importance of IT as an enabler of strategy has not been fully recognised yet
and many of the municipalities hold the narrow view that IT is a back-office function.
This has resulted in fragile IT environments characterised by the weaknesses
identified above.
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The Office of the Premier, the provincial treasury and the DLGTA should assist
all municipalities to correctly position IT as a resource that enhances clean
administration. This should include elevating the status of IT in municipalities,
including IT in their strategic plans, aligning IT organograms to the strategic plans,
adequately financing IT posts and IT resources, and regularly monitoring plans to
address audit findings raised during the year under review.
Audit committees and internal audit units should provide assurance to the municipal
leadership that the strategies implemented to address IT risks and findings raised by
the AGSA are effective.

Illustration 6 below summarises the support to be provided by the various role
players to improve the IT control environment in the Eastern Cape.
Illustration 6: The way forward on information technology management for key
role players

Office of the
Premier
Provincial
treasury &
DLGTA

 Extend the current shared services for the departments to incorporate support to
municipalities and monitor the implementation thereof
 Assist municipalities to align their IT organograms to their IT strategies
 Monitor the implementation of IT controls and coordinate provincial support to assist
those municipalities that are behind schedule

 Assist municipalities to elevate IT to strategic prominence
 Assist by providing finance to fund IT posts and resources
 Assist municipalities to implement action plans to address IT deficiencies
and coordinate the monitoring and reporting thereon to the Office of the
Premier

 Ensure that IT governance forums are established and function effectively
 Play a more active role in the formulation of policies and procedures for the

District
municipalities

local municipalities under their control

 Neighbouring municipalities should consider making use of each other’s
facilities for purposes of off - site backups and disaster recovery
 Effectively monitor consultants where one service provider or similar systems
are utilised

 More standardisation should take place at the municipalities with regard to
the IT systems used and the vendors that support these systems

Municipalities

 Management should ensure that skill transfer clauses are included in the
service level agreements they enter into with consultants and implement
effective skills transfer programmes

 Prepare and monitor action plans to address IT controls
 Use the audit committees and internal audit units to assist with the
monitoring of these plans

National
Treasury &
CoGTA

IT environment with adequate controls to
mitigate risks over financial systems

The way forward

 While the National Treasury is developing reforms for financial systems, the
working group, consisting of the National Treasury and provincial treasuries,
national and provincial CoGTAs and SALGA, should also assist municipalities
by centrally developing policies and procedures that will address the IT control
weaknesses
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SECTION 5: COMMITMENTS TO IMPROVE AUDIT
OUTCOMES AND OTHER MATTERS REQUIRING
ATTENTION FROM THE LEADERSHIP AND ROLE
PLAYERS
This section of the general report provides details of commitments received from
the provincial leadership and other role players in response to the 2010-11
audit outcomes. The root cause analysis below, which has been compiled at
a consolidated national level, provides an excellent blueprint that can guide
the province in addressing audit outcomes, highlighting the need for detailed
commitments (indicated in the yellow root cause sections) to be underpinned by a
foundation of political will and a culture of accountability and related discipline.

Detailed commitments by key role players are outlined in section 5.1 below.
The AGSA’s continuing initiatives to encourage clean administration are then
summarised in section 5.2.

5.1 Commitments by key role players subsequent to the audits to
address audit outcomes
Responses and commitments emanating from the February and March 2012
interactions and roadshows in the province are outlined below.

Lack of adequate monitoring
by provincial treasuries/
district municipalities

Promised intervention not
made/given commitment not
honoured

Ineffective monitoring by
provincial executive
leadership and coordinated
oversight

Mayors and municipal
management not taking
ownership of key control
document

No dedicated resources for
service delivery reporting

Inadequate support and
focus at provincial level for
IT

Absence of monthly
reporting

Inadequate audit
committees and internal
audit focus on PDOs and
compliance

Missing control/agreed action not taken/AGSA recommendation not
implemented/identified missing key control not implemented
Unsatisfactory first-time submission of AFS and performance reports,
containing material areas of non-compliance
Lack of consequence for non-adherence/lack of accountability
Modified audit opinions have become the norm
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Key driver - governance interaction with executive

Key driver - political will and stability

Illustration 7: Root causes and effect on audit outcomes

reforms
Instability at municipal managerplans
andandchief
financial officer levels has an impact on the implementation of
action plans and reforms
Arises from non-implementation of reforms related to skills and minimum competencies
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Table 26: Commitments and actions by the provincial executive leadership and oversight

Provincial administration
Premier

1

EXCO has taken a decision confirming a programme of governance, with focus on being more responsive and accountable in the municipal sphere. This will take effect
in the treasury and the DLGTA reporting to EXCO on a quarterly basis on the status and progress made on initiatives implemented.

2

The premier has committed to improving and strengthening the intergovernmental forums and relationships within the province and to ensuring that the municipalities
get the support required. This will be monitored on a regular basis at EXCO level. To further enhance this commitment, all HoDs will be released from other duties in
September to render assistance to municipalities.

3

Ensuring that the premier’s coordinating forum and MINMECs have a standard agenda item at all their meetings that evaluates the progress made within the province in
the drive towards clean administration by 2014. These forums will work closely with the DLGTA and their Operation clean audit division.

4

Continued support of the premier’s coordinating forum to address the financial management shortcomings identified at municipalities.

5

Increased support of the EXCO outreach programme to promote change at municipalities by visiting them on a regular basis.

6

Increased support of the Operation clean audit programme at the monthly provincial EXCO meetings to increase the oversight of municipalities.
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Governance structures

Municipalities under administration

Use of consultants

HR management

IT controls

Turnaround plans

Financial management

Outline of role player commitments and proposed action plans - March 2012

Predetermined objectives

Supply chain management

Focus areas targeted by commitments and action plans

Governance structures

Municipalities under administration

Use of consultants

HR management

IT controls

Turnaround plans

Financial management

Predetermined objectives

Outline of role player commitments and proposed action plans - March 2012

Supply chain management

Focus areas targeted by commitments and action plans

MEC for finance

1

The department has committed to capacitating its municipal finance oversight division and to evaluating their roles and responsibilities in addressing the local
government challenges. See the provincial treasury commitments below for further information.

2

The department will provide technical support to municipalities with special focus on accrual accounting and the accurate and timely completion of the section 71
and section 72 reports of the MFMA.
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3

The municipal finance team within the provincial treasury will focus on creating systems that enable sustainable financial management and service delivery.
This will be performed mainly within the O R Tambo District, Chris Hani District and Buffalo City Metro Municipalities.

Post-audit commitment/initiative (new)

Commitment/initiative from prior year
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MEC for local government

1

The MEC for local government has signed performance agreements with the mayors, speakers and chief whips of all municipalities. These contracts are reviewed on a
quarterly basis.

2

An audit committee forum of all municipalities is being established and will include the audit committee of the DLGTA.

3

The quarterly MUNMEC sessions will continue and be strengthened. This forum monitors the actions of the municipalities per district.

4

An amount of R42,9 million has been set aside to provide hands-on support to 19 municipalities that have either a disclaimer or an adverse audit opinion.
This support will focus on audit turnaround plans, improving the internal control environments, internal audit support, audit committee support and asset management.

5

In addition to the above, the department will focus on work-on-record management, MPAC training, revenue-generation projects, empowerment sessions (district level),
MIG spending, the appointment of section 57 positions and directly contacting municipal managers to monitor Operation clean audit.

6

Progress made towards Operation clean audit in improving the performance of the municipalities will be monitored through formal quarterly steering
committee meetings. Role players in this meeting include the DLGTA, provincial treasury, national COGTA, SALGA and Office of the Premier.
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Governance structures

Municipalities under administration

Use of consultants

HR management

IT controls

Turnaround plans

Financial management

Predetermined objectives

Outline of role player commitments and proposed action plans - March 2012

Supply chain management

Focus areas targeted by commitments and action plans

Governance structures

Municipalities under administration

Use of consultants

HR management

IT controls

Turnaround plans

Financial management

Outline of role player commitments and proposed action plans - March 2012

Predetermined objectives

Supply chain management

Focus areas targeted by commitments and action plans

Provincial treasury

1

Capacitating the district municipal support unit to provide hands-on support to improve and strengthen financial management and municipal institutional capacity for
service delivery.

2

Improved liaison between the treasury, the DLGTA and the Operation clean audit team, who will make up district support teams.
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3

Treasury to set up a project management office to define and maintain standards and processes related to project management within the district support teams.

4

Treasury to set up a district monitoring committee consisting of the provincial treasury, the DLGTA and district municipalities to provide an oversight role and review the
state of projects and municipalities on a quarterly basis.
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Provincial DLGTA

1

The department has set up a monitoring mechanism that must be used at municipalities. This includes the requirement that the municipal manager has regular meetings
to evaluate progress on the action plans. The DLGTA will provide support at these meetings and it will be suggested that the municipal EXCO be present at these
meetings. The department is currently engaging with the municipal leadership to start the roll-out of this mechanism. This will be rolled out in April 2012.

2

Under the guidance of the department, all municipalities are to perform a control environment analysis to ensure that they have adequate controls in place.
This includes documented and approved policies and procedures. This must be implemented by May (the action plan for this must be finalised and submitted to the
department by the end of March).

3

All municipalities are to submit action plans to address AGSA findings and recommendations. This must be fully implemented by May 2011.

4

The department has set up an agreement with SALGA. As per the terms of reference, they will provide support to specific municipalities that have improved and have
unqualified and qualified audit opinions. The main focus is to support these municipalities to enable them to sustain and improve their current audit opinions.

5

The department has committed to getting municipalities to fill critical vacancies with skilled resources; the progress on this will be monitored on a monthly basis.

6

The department has set up a monthly monitoring tool to track progress on the above interventions. The monitoring tool also evaluates the effectiveness of the MPAC,
audit committee and internal audit.
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Governance structures

Municipalities under administration

Use of consultants

HR management

IT controls

Turnaround plans

Financial management

Predetermined objectives

Outline of role player commitments and proposed action plans - March 2012

Supply chain management

Focus areas targeted by commitments and action plans

Governance structures

Municipalities under administration

Use of consultants

HR management

IT controls

Turnaround plans

Financial management

Outline of role player commitments and proposed action plans - March 2012

Predetermined objectives

Supply chain management

Focus areas targeted by commitments and action plans

Provincial legislature
Speaker

1

In order to enhance accountability and strengthen oversight, the speaker has designed an oversight model that has been rolled out to the speakers and members of the
MPACs of all municipalities.

2

The speaker has set up a speaker’s forum, which includes all speakers from municipal councils. Regular meetings will take place to evaluate the effectiveness
of the implementation of the oversight model. These meetings will also address transversal oversight issues and re-enforce the responsibilities of the speakers of
municipal councils.
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Portfolio committee on local government

1

The portfolio committee committed to being more vigorously involved in municipal oversight, which includes more oversight over all political leaders.

2

The portfolio committee chair made a commitment that the committee and all its members will evaluate their own effectiveness on a regular basis.

3

The portfolio committee chair stressed the importance of a close working relationship between the committee, the AGSA and SCOPA and committed to strengthening
these relationships going forward.

4

The portfolio committee has recognised the important role of SALGA in training and committed to facilitating the involvement of SALGA in Operation clean audit and
working together with SALGA.
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HR management

IT controls

Turnaround plans

Financial management
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Outline of role player commitments and proposed action plans - March 2012

Supply chain management

Focus areas targeted by commitments and action plans

Governance structures

Municipalities under administration

Use of consultants

HR management

IT controls

Turnaround plans

Financial management

Predetermined objectives

Outline of role player commitments and proposed action plans - March 2012

Supply chain management

Focus areas targeted by commitments and action plans

SCOPA

1

SCOPA undertook to improve partnering with the portfolio committee on local government, the DLGTA and SALGA to provide assistance and support where needed.

2

SCOPA committed to supporting the training and mentoring of MPACs within the programmes of SALGA and the portfolio committee on local government.

95

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

SALGA

1

SALGA committed to continuing in its role of supporting and advising the municipalities. In addition, they made a commitment to be more prominent in audit outcome
discussions and related interventions going forward.

2

Confirmed training commitments, especially in terms of IDP developments and the strengthening of MPACs to perform effective oversight.

3

In line with their strategy, capacity building within local government will be one of their priorities.
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Post-audit commitment/initiative (new)
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Commitment/initiative from prior year

Governance structures

Municipalities under administration

Use of consultants

HR management

IT controls

Turnaround plans

Financial management

Predetermined objectives

Outline of role player commitments and proposed action plans - March 2012

Supply chain management

Focus areas targeted by commitments and action plans

The above table depicts the commitments made by the key provincial role players
in order to achieve improved, sustainable audit outcomes in the province. While
some are commitments that had been made previously, the quality of the above
commitments indicates that there is a more focused approach towards driving clean
administration within the province.

The municipalities have been sensitised to the importance of implementing and
maintaining key controls around financial and performance management and
compliance with laws and regulations, which are imperative for the drive towards
clean administration. To this end, quarterly interactions have taken place with all role
players within the provincial and local government spheres.

The way forward

The message we convey is that the leadership must take ownership of the key
controls and monitor them on a continuous basis. During the key control visits, the
AGSA teams secure commitments on what is going to be done going forward and
these commitments are then monitored. Many commitments are received; however,
they are either not monitored or implemented ineffectively, which has an impact on
the sustainability of audit outcomes. There does, however, seem to be an increase
in the willingness of the political leadership to improve audit outcomes in some
municipalities after the 2011 municipal elections, but the effect of this increased
willingness will only be evident in the next set of audit outcomes.

We are encouraged by the level of commitment shown by the role players. Keeping
in line with the recent Cabinet decision, this must filter through to the performance
contracts of all individual role players who will be driving and implementing the
commitments. It is also important that these commitments and deliverables are
monitored by relevant oversight bodies and, where necessary, corrective action
should be taken to ensure that the desired outcome is achieved.

5.2 The AGSA’s initiatives to encourage clean administration
Over the past two years the AGSA has embarked on many initiatives to enhance
accountability and to influence the process towards improving audit outcomes and
clean administration. The main initiative was to further strengthen our relationship
with the political and the administrative leadership to deepen their understanding
of mechanisms relating to performance management, and ultimately accountability,
thereby paving the way towards improving public confidence. This initiative included
the increased visibility of the AGSA’s senior leadership and continuous interaction to
highlight possible challenges, audit findings and transversal risks.
The AGSA continued to enhance the visibility of its leadership and to implement
the above initiatives during the past year, but more emphasis has been placed
on effective monitoring and oversight and the need to achieve and sustain
clean administration. This included numerous interactions with the political and
administrative municipal leadership, the premier, the speaker, the MEC for local
government and traditional affairs and the MEC for finance. These interactions also
included the escalation of key controls, high-risk areas and possible regressions in
audit outcomes.

The AGSA also goes the extra mile during the audit process by discussing all the
risks prevalent at the auditees and providing recommendations on the way forward.
Much effort goes into creating awareness of the importance of sound financial
disciplines and processes. Due to the poor financial discipline prevalent during
this audit cycle, the municipalities were afforded numerous opportunities to restate
and adjust their financial information. It is important, however, that the auditees
take ownership of their financial processes and not rely on the AGSA to identify
errors and weaknesses during the audit, as this is not conducive to a sustainable
environment of clean administration.
There have been numerous initiatives and interactions in respect of performance
information. However, this has not had the desired impact on the audit outcomes due
to the municipalities not prioritising this matter. This is as a result of the large number
of financial issues that need to be resolved and which have taken priority. In other
instances, there is a lack of commitment to implement change.
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The AGSA also takes part in the following quarterly forums and committees to raise
pertinent issues that may affect audit outcomes and to enable the forums to execute
their oversight role:
•
•
•
•

Provincial coordinating committee overseeing the implementation of
Operation clean audit
Political and technical MuniMEC
Speaker’s forum
Internal audit forum

Apart from the above initiatives, the AGSA also embarked on a roadshow to all
municipalities after the 2011 election. This roadshow focused on empowering
the newly elected leadership by sharing with them the roles and responsibilities
of all oversight bodies and the importance of ensuring that an environment of
accountability is created and that only credible information is used for decisionmaking. This roadshow was complemented by a session arranged by the province
that was attended by all MPACs, audit committees and provincial and national role
players, and which focused on oversight and accountability.
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The AGSA is committed to continue building on the above initiatives by working
closely with all spheres of government in an attempt to influence sustainable clean
administration. This includes influencing the leadership to take ownership of the
key control initiative, which will be monitored by the AGSA on a quarterly basis,
and working closely with audit committees and internal audit units to ensure that
processes are put in place to provide the provincial leadership with credible
information on which to base decisions and take action. To take this message
to the municipalities, the auditor-general embarked on a door-to-door visit of all
municipalities over a six-week period to interact with the political and administrative
leadership of municipalities, reconfirming their understanding of the drive to clean
administration and previous commitments made.
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SECTION 6: OTHER CURRENT AND EMERGING
MATTERS THAT REQUIRE ATTENTION

Figure 31: Auditees with concerns relating to ongoing funding of operations

The last section of the general report discusses current and emerging matters that
role players should take note of.

6.1 Financial sustainability of auditees

4
4

Many municipalities and even municipal entities are experiencing difficulty in
maintaining a financially sustainable position. This includes matters such as debt
collection, payment of creditors, ability to fund operations, and maintenance of
infrastructure. Detailed below are some matters highlighted for consideration in this
regard. Reporting on this concern will be expanded in the general report of
2011-12.
Funding of operations

13

12

Concerns regarding the ability to fund ongoing operations or being financially
sustainable were identified at 17 auditees (31%) (2009-10: 16 (31%)). The
following figure and table depict the extent of, and the main reasons for, such
concerns in the province. Where similar findings had also been raised in the
previous year, it is highlighted in red in the table.

1
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4
1
2010-11

2009-10

Number of auditees with financial sustainability concerns

Municipalities

2010-11
Number of auditees with
financial recovery plans

2010-11
Number of municipalities
placed under administration
(section 139 of the MFMA)

Municipal entities
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Significant financial
challenges

Current liabilities exceed
current assets

Debt-collection problems

No cash for unspent
grants

Serious challenges in the
recovery of consumer
debtors

Auditee

High reliance on grants/
Own revenue generated
not sufficient to cover
operating costs

Table 27: Reasons for funding and financial sustainability concerns at auditees

The municipalities recorded in the above table are situated in the rural areas and
do not have sufficient rate payers who are able to adequately manage their rates
and service charge debts. Their population consists mostly of indigent persons and
as a result they are dependent on funding from national and provincial government
to sustain their operations. Most of these municipalities are struggling to collect
outstanding debt from those who are able to pay because their records are not
accurate and have not been cleansed in years. They are also struggling to meet
their obligations to payroll creditors (SARS and pension/provident funds) and
suppliers.

Municipalities

The rural municipalities are also deprived of an opportunity to generate profits
out of water and electricity services that could have been used to subsidise other
services, as Eskom provides electricity to consumers and in most cases the district
municipalities have taken over responsibility for the water function. Where the water
service is provided by the local municipality on behalf of the district municipality, it
is provided at cost and does not include a profit element.

Baviaans
Gariep
Great Kei
Inkwanca
Joe Gqabi District

Three municipalities (Sundays River Valley, Alfred Ndzo District and Kou-Kamma)
have managed to address their sustainability issues after being placed under
administration and are no longer facing the dire financial consequences that
resulted in them being placed under administration in the first place.

Kou-Kamma
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Kouga
Makana

None of the municipalities or entities listed in the above table have prepared action
plans to address their financial stability issues. It is recommended that the provincial
treasury and the DLGTA assist them to prepare action plans in order to prevent
disruptions in their services as a matter of urgency.

Maletswai
Mhlontlo
Ntabankulu
Nxuba

6.2 Material losses incurred and material impairment of assets

Port St. Johns

The details of material losses and asset impairments, as disclosed in the financial
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. This
having been said, reasonable care should be taken to minimise and manage them
constructively.

Municipal entities
Blue Crane Development Agency
Buffalo City Development Agency
Port St. Johns Development Agency
Ntinga O R Tambo Development Agency
Total

17

12

8

12

6
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Table 28: Material losses incurred and impairment of assets

Auditee

Material losses
(R’000)

Auditee

Material
impairment of
assets
(R’000)

Reason

Municipalities
1

Buffalo City Metropolitan

2

Nelson Mandela Metropolitan

3

Alfred Ndzo District

4

Amathole District

5

Cacadu District

6

O R Tambo

7

Elundini

8

Great Kei

9

Intsika Yethu

10

Inxuba Yethemba

168 601

Water and electricity losses

Water losses
13 655 Material impairment - accounts receivable

62 936

Water losses
91 750 Material impairment - accounts receivable

7 465

Water losses
1 447 Material impairment - accounts receivable

44 900

Water losses
195 000 Material impairment - accounts receivable

6 095

Water losses
60 021 Material impairment - accounts receivable

37 060

Electricity losses
3 400 Material impairment - accounts receivable

41 400
9 000

Electricity losses

12

Kou-Kamma

13

Kouga

14

Makana

41 001 Material impairment - accounts receivable

15

Maletswai

3 082 Material impairment - accounts receivable

16

Mbhashe
Mbizana

51 000 Material impairment - accounts receivable
13 904 Material impairment - accounts receivable
Water and electricity losses

6 600 Material impairment - accounts receivable
6 787

Reason

80 100 Material impairment - accounts receivable
Water and electricity losses

19

Ndlambe

20

Ngqushwa

21

Nkonkobe

22

Nxuba

23

Senqu

24

Sundays River Valley

25

Tsolwana

1 090 Material impairment - accounts receivable

26

Umzimvubu

5 727 Material impairment - accounts receivable

20 655 Material impairment - accounts receivable
5 660 Material impairment - accounts receivable
8 932

Subtotal: municipalities

Electricity losses
18 867 Material impairment - accounts receivable
7 679 Material impairment - accounts receivable

2 986

Water and electricity losses
12 693 Material impairment - accounts receivable

555 391

1 543 687

Municipal entities
1

Kouga Development Agency

Subtotal: municipal entities
Total

615 Material impairment - accounts receivable
0

615

555 391

1 544 302

The water and electricity losses are mostly due to ageing infrastructure that has not
been adequately maintained and the lack of adequate processes to monitor and
address these losses.

Water and electricity losses

King Sabata Dalindyebo

3 938

Material
impairment of
assets
(R’000)

17 357

554 265 Material impairment - accounts receivable
2 034

11

17

Mnquma

Water and electricity losses
353 060 Material impairment - accounts receivable

135 900

18

Material losses
(R’000)

Electricity losses
3 031 Material impairment - accounts receivable

The increasing impairment (200% on the prior year) of receivables is due to
poor record keeping, indigent grant receipts not being allocated to the indigent
accounts, and poor credit control practices.

6.3 Material underspending of votes or conditional grants
Nine municipalities (20%) (2009-10: four (10%)) underspent their votes or
conditional grants for the year ended 30 June 2011, as depicted in the following
figure. This underspending, which is not an economic saving, is an indicator of
poor financial management and often results in non-performance on service delivery
and the neglect of other functions such as the maintenance of infrastructure.
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Figure 32: Material underspending of votes or conditional grants
Rand value

R579 million
R420 million

A lack of capacity in the infrastructure and SCM units, together with a lack of
monitoring service delivery at nine municipalities (Nelson Mandela Metro –
R154 million, Cacadu – R51 million, O R Tambo – R234 million, Elundini –
R36 million, Engcobo – R22 million, Kou-Kamma – R45 million, Makana –
R27 million, Nkonkobe – R3 million, and Tsolwana – R5 million), contributed to
the underspending in the province. As a result, investments in new infrastructure
(electricity, water and sewerage assets) and the replacement of ageing infrastructure
were delayed unnecessarily. These delays prevent private sector investments from
taking place and also result in ageing infrastructure being used beyond its design
capacity. This may cause service delivery interruptions and excessive repair costs.

6.4 Demarcation issues

2010-11

2009-10

The DLGTA must evaluate the impact of the demarcation processes followed after
the 2011 elections and put in place processes to mitigate any risks that could arise,
especially in terms of reassessing the revenue profile (including the allocation of
grants and district-level support) and the ability to service newly incorporated areas.

6.5 Changes expected in the 2011-12 financial year

104

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

Number of municipalities

Accounting matters

9
4
2010-11

2009-10
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The current standards of GRAP have been in the process of being fully implemented
over a period of years and to this end transitional provisions for full adherence
were developed. In the current financial year, the transitional provisions for mediumcapacity municipalities came to an end. The transitional provisions for low-capacity
municipalities expire in the 2011-12 financial year, with the effect that all currently
applicable standards of GRAP will be fully applicable for the year-end financial
statements. No additional GRAP standards 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 significant changes were the introduction of broadbased black economic empowerment certificates and the requirement for the
evaluation of functionality. Municipalities and municipal entities should ensure that
their policies and procedures comply with these regulations to avoid any regression
in terms of compliance findings.
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 financial period
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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The way forward
The provincial treasury, the DLGTA and the Office of the Premier should assist
municipalities to prepare and monitor action plans to address their sustainability
issues, infrastructure spending and the implementation of the accounting and
legislation changes highlighted above.
These action plans should address issues relating to grant funding; revenue
collection, including accurate billing, cleansing of debtors records, debt write-offs
and credit control; timeous submission of VAT returns (in most cases refunds should be
expected); prioritisation of service delivery issues and the monitoring of expenditure
to ensure that it is in accordance with the service delivery priorities; interventions
where delivery is behind schedule; and the implementation of accounting and
legalisation changes.
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CONCLUSION
The Eastern Cape Province faces a number of challenges, as highlighted in this
report. The current leadership practices and oversight are not having the desired
impact on the drive towards clean administration. This is evidenced by the number
of regressions that are prevalent year-on-year and the related lack of progress on key
commitments made.
In order for the province to move forward and create an environment that is
conducive to clean administration and accountability, it needs to entrench the
following pillars of sustainability:
•

106

•

•

The leadership must take ownership of key control implementation,
together with the vigilant and consistent monitoring of key controls. Where
commitments are made and actions plans are put in place to address
specific weaknesses, these need to be implemented, again coupled with a
focused monitoring process to test the success of these interventions and to
enable early corrective action.
Processes should be put in place to evaluate and address the credibility,
reliability and timeousness of information used for decision-making, thereby
strengthening the decision-making processes and allowing the leadership to
be more proactive.
The environment should be professionalised by implementing effective HR
management that ensures that the correct skills and capacity are in place at
auditees. This includes holding individuals accountable and taking action
against poor performance and non-delivery.

I am encouraged by the quality of the commitments that the leadership of the
province has provided as part of its action plan going forward. However, in order
for the commitments to yield results, the entire leadership will have to be involved in
executing and monitoring its effectiveness.
The critical message I am leaving is that it is possible to improve and to obtain
clean administration if the leadership actively strives for quality and sustainability
in executing its duties. To supplement this, we remain committed to working with
the legislature and executive to improve governance and accountability, thereby
building public confidence in government’s ability to account for public resources in
a transparent manner.
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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 financial statements contain misstatements that are not confined to specific amounts or the misstatements represent a
substantial portion of the financial 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 financial 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 flow

The flow of monies from operations: incoming funds are revenue and outgoing funds are expenses.

Commitment (financial)

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 figures

The figures recorded in the previous year which correspond to the figures for the same item in the current year

Consolidated financial statements

Financial statements that reflect the combined financial 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 classified as non-current and typically include
property, plant and equipment and long-term investments.

Disclaimer of audit opinion

There was insufficient appropriate evidence (documentation) on which the auditor could base an opinion concerning the
items reported in the financial statements. The lack of sufficient evidence is not confined to specific amounts or represents a
substantial portion of the information contained in the financial statements.

Financial and performance management

Management of resources in order to achieve the financial and service delivery objectives of the municipality. This is one of
the three key overall drivers of internal control which should be addressed to improve audit outcomes.
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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 financial transactions undertaken by an entity.

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 financial and non-financial 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 financial 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 financial reporting, effectiveness and efficiency 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 efficient 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
financial 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 finding

Audit findings on reporting on predetermined objectives or non-compliance with laws and regulations which are significant
enough in terms of value and/or nature that they would influence the understanding of the reported information.
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Material misstatement

Misstatements which are significant enough to influence 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 financial statements or annual performance report.

Modified opinion

Qualified, adverse or disclaimer of opinion.

Payroll

A list of employees and their wages.

Pervasive findings

Findings that are not confined to specific 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, fixtures, delivery trucks, vehicles, etc. that are
owned by the entity.

Qualified audit opinion

The financial statements contain material misstatements in specific amounts or there is insufficient evidence for the auditor to
conclude that specific amounts included in the financial 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
objectives (PDOs)

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

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 findings, 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 fix.

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 findings

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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Capital and reserves

Other disclosure items

Revenue

Expenditure

Unauthorised, irregular,
and fruitless and wasteful
expenditure

Movement

Liabilities

2009-10

Current assets

2010-11

Areas of qualification

Non-current assets

Municipal
district

2009-10

Auditee

Compliance
with laws and
regulations

2010-11

No.

Predetermined
objectives

2009-10

Audit outcome

2010-11

ANNEXURE 1: Auditees’ audit outcomes, financial statement areas qualified and findings on predetermined objectives and compliance with
laws and regulations

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

Municipalities

112

1

Alfred Ndzo District

Alfred Nzo

Disclaimer

Disclaimer

Unchanged

2

Amahlati

Amathole

Qualified

Unqualified with findings

Regressed

3

Amathole District

Amathole

Unqualified with findings

Qualified

Improved

New
qualification
Addressed

Addressed

New
qualification

New
qualification

Repeat

New
qualification

Addressed

4

Baviaans

Cacadu

Disclaimer

Disclaimer

Unchanged

Repeat

Repeat

Repeat

New
qualification

5

Blue Crane Route

Cacadu

Unqualified with findings

Qualified

Improved

Addressed

Addressed

Addressed

Addressed

6

Buffalo City Metro

Metro

Adverse

Disclaimer

Unchanged

Repeat

Repeat

7

Cacadu District

Cacadu

Unqualified with findings

Unqualified with findings

Unchanged

8

Camdeboo

Cacadu

Unqualified with findings

Unqualified with findings

Unchanged

9

Chris Hani District

Chris Hani

Disclaimer

Disclaimer

Unchanged

Addressed

Repeat

10

Elundini

Joe Gqabi

Unqualified with findings

Qualified

Improved

11

Emalahleni

Chris Hani

Disclaimer

Disclaimer

Unchanged

Repeat

Repeat

Repeat

New
qualification

12

Engcobo

Chris Hani

Disclaimer

Disclaimer

Unchanged

Addressed

Repeat

Repeat

Addressed

13

Gariep

Joe Gqabi

Qualified

Qualified

Unchanged

Addressed

Repeat

Repeat

New
qualification

Addressed

14

Great Kei

Amathole

Disclaimer

Disclaimer

Unchanged

Repeat

Repeat

Repeat

New
qualification

Repeat
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New
qualification

Repeat

Repeat
Addressed

Repeat

Addressed

Repeat

New
qualification

Addressed

Repeat

Repeat

Repeat

Repeat

Repeat

Addressed
Repeat

Repeat

Repeat

Repeat

New
qualification

Addressed

Repeat

New
qualification

New
qualification

Repeat

Repeat

Repeat

New
qualification

15

Ikwezi

Cacadu

16

Ingquza Hill

O R Tambo

Unqualified with findings

Qualified

Improved

17

Inkwanca

Chris Hani

Disclaimer

Adverse

Unchanged

New
qualification

New
qualification

Repeat

18

Intsika Yethu

Chris Hani

Disclaimer

Disclaimer

Unchanged

Repeat

Repeat

19

Inxuba Yethemba

Chris Hani

Qualified

Qualified

Unchanged

Repeat

20

Joe Gqabi District

Joe Gqabi

Unqualified with findings

Qualified

Improved

21

King Sabata
Dalindyebo

O R Tambo

Disclaimer

Disclaimer

22

Kouga

Cacadu

Disclaimer

23

Kou-Kamma

Cacadu

24

Lukhanji

25

Addressed

Unauthorised, irregular,
and fruitless and wasteful
expenditure

Expenditure

Revenue

Regressed

Other disclosure items

Unqualified with findings

Capital and reserves

Qualified

Liabilities

Movement

Current assets

2009-10

Areas of qualification

Non-current assets

2010-11

2009-10

Municipal
district

2010-11

Auditee

Compliance
with laws and
regulations

2009-10

No.

Predetermined
objectives

2010-11

Audit outcome

New
qualification
Addressed

Addressed

Addressed

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

New
qualification

New
qualification

Repeat

New
qualification

Addressed

Addressed

Repeat

Addressed

Addressed

Addressed

Addressed

Addressed

Addressed

Unchanged

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

Qualified

Regressed

New
qualification

New
qualification

New
qualification

New
qualification

New
qualification

Repeat

Repeat

Disclaimer

Disclaimer

Unchanged

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

Chris Hani

Disclaimer

Disclaimer

Unchanged

Repeat

Repeat

Repeat

Addressed

Repeat

Repeat

Repeat

Makana

Cacadu

Disclaimer

Disclaimer

Unchanged

Repeat

Repeat

Repeat

Repeat

Repeat

26

Maletswai

Joe Gqabi

Qualified

Disclaimer

Improved

Repeat

Addressed

Addressed

New
qualification

Addressed

27

Matatiele

Alfred Nzo

Unqualified with findings

Unqualified with findings

Unchanged

28

Mbhashe

Amathole

Qualified

Disclaimer

Improved

Addressed

Addressed

Repeat

29

Mbizana

Alfred Nzo

Disclaimer

Disclaimer

Unchanged

Repeat

Repeat

Repeat

30

Mhlontlo

O R Tambo

Qualified

Disclaimer

Improved

Addressed

Addressed

Addressed

31

Mnquma

Amatole

Unqualified with findings

Qualified

Improved

Addressed

Addressed

Repeat

New
qualification

Repeat
Repeat

Addressed

Addressed

Repeat

New
qualification
Repeat

New
qualification
Addressed

Repeat
Addressed
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Unauthorised, irregular,
and fruitless and wasteful
expenditure

New
qualification

Repeat

New
qualification

Addressed

Repeat

Repeat

Repeat

Addressed

Addressed

Improved

Repeat

Addressed

Addressed

Repeat

Addressed

Unchanged

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

Repeat

New
qualification

New
qualification

New
qualification

New
qualification

New
qualification

New
qualification

New
qualification

New
qualification

Addressed

Repeat

New
qualification

Repeat

Repeat

New
qualification

Ndlambe

Cacadu

Qualified

Qualified

Unchanged

Addressed

33

Nelson Mandela
Metro

Metro

Unqualified with findings

Unqualified with findings

Unchanged

34

Ngqushwa

Amathole

Disclaimer

Qualified

Regressed

New
qualification

35

Nkonkobe

Amathole

Qualified

Disclaimer

Improved

36

Ntabankulu

Alfred Nzo

Qualified

Adverse

37

Nxuba

Amathole

Disclaimer

Disclaimer

38

Nyandeni

O R Tambo

Disclaimer

Unqualified with findings

Regressed

New
qualification

39

O R Tambo District

O R Tambo

Adverse

Qualified

Regressed

Repeat

40

Port St. Johns

O R Tambo

Qualified

Unqualified with findings

Regressed

41

Sakhisizwe

Chris Hani

Qualified

Adverse

Improved

42

Senqu

Joe Gqabi

Unqualified with findings

Unqualified with findings

Unchanged

43

Sundays River Valley

Cacadu

Qualified

Disclaimer

Improved

44

Tsolwana

Chris Hani

Unqualified with findings

Qualified

Improved

Addressed

45

Umzimvubu

Alfred Nzo

Unqualified with findings

Qualified

Improved

Addressed
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Expenditure

Repeat

32

Capital and reserves

New
qualification

Movement

Liabilities

New
qualification

2009-10

Current assets

Addressed

2010-11

Non-current assets

Repeat

Municipal
district

2009-10

Revenue

2010-11

Areas of qualification

Other disclosure items
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Auditee

Compliance
with laws and
regulations

2009-10

No.

Predetermined
objectives

2010-11

Audit outcome

Addressed

Addressed
Repeat

New
qualification

New
qualification
Repeat

Addressed

Addressed

Repeat

Addressed

Addressed

Repeat

Addressed

Addressed

Addressed

Addressed

Addressed

Repeat

Addressed

Addressed

Repeat

Addressed

New
qualification

Addressed
Addressed

Addressed

Expenditure

Addressed

Addressed

Unauthorised, irregular,
and fruitless and wasteful
expenditure

Revenue

Other disclosure items

Capital and reserves

Liabilities

Movement

Current assets

2009-10

Areas of qualification

Non-current assets

2010-11

2009-10

Municipal
district

2010-11

Auditee

Compliance
with laws and
regulations

2009-10

No.

Predetermined
objectives

2010-11

Audit outcome

Municipal entities
46

Alfred Ndzo
Development Agency

Alfred Nzo

Unqualified with findings

Unqualified with findings

Unchanged

47

Amathole Economic
Development Agency

Amathole

Unqualified with findings

Unqualified with no
findings

Regressed

48

Blue Crane Route
Development Agency

Cacadu

Unqualified with findings

Qualified

Improved

49

Buffalo City
Development Agency

Metro

Unqualified with findings

Unqualified with findings

Unchanged

50

Joe Gqabi Economic
Development Agency

Joe Gqabi

Unqualified with no
findings

New audit

New audit

51

Kouga Development
Agency

Cacadu

Unqualified with findings

Unqualified with findings

Unchanged

52

Mandela Bay
Development Agency

Metro

Unqualified with findings

Unqualified with findings

Unchanged

53

Nkonkobe Economic
Development Agency

Amatole

Unqualified with findings

New audit

New audit

54

Ntinga O R Tambo
Development Agency

O R Tambo

Qualified

Qualified

Unchanged

55

Port St. Johns
Development Agency

O R Tambo

Disclaimer

New audit

New audit

Addressed

Addressed
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New audit

New audit

New audit

New audit

New audit

New audit

New audit

New audit

New audit

New audit

New audit

New audit

New audit

New audit

New audit

New audit

New audit

New audit

New audit

New audit

Repeat

Repeat

New audit

New audit

Addressed
New audit

New audit

New audit

New audit

New audit

New audit

New audit

New audit
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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

Metropolitan municipalities
1

Buffalo City Metro

2

Nelson Mandela Metro

Adverse

Disclaimer

Qualified

New consolidation

New consolidation

Financially unqualified with findings

Financially unqualified with findings

Financially unqualified with findings

New consolidation

New consolidation

District municipalities
3

Alfred Nzo District

Disclaimer

Disclaimer

New consolidation

New consolidation

New consolidation

4

Amathole District

Financially unqualified with findings

Qualified

Qualified

New consolidation

New consolidation

5

Cacadu District

Financially unqualified with findings

Financially unqualified with findings

Financially unqualified with findings

New consolidation

New consolidation

6

Chris Hani District

Disclaimer

Disclaimer

Disclaimer

Disclaimer

Adverse

7

Joe Gqabi District

Financially unqualified with findings

New consolidation

New consolidation

New consolidation

New consolidation

8

O R Tambo District

Adverse

Qualified

Qualified

New consolidation

New consolidation

Qualified

Financially unqualified with findings

Qualified

Disclaimer

Disclaimer

Local municipalities
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9

Amahlati

10

Baviaans

11

Blue Crane Route

Disclaimer

Disclaimer

Qualified

Qualified

Adverse

Financially unqualified with findings

Qualified

New consolidation

New consolidation

New consolidation

12

Camdeboo

Financially unqualified with findings

Financially unqualified with findings

Financially unqualified with findings

Financially unqualified with findings

Qualified

13

Elundini

Financially unqualified with findings

Qualified

Qualified

Qualified

Disclaimer

14

Emalahleni

Disclaimer

Disclaimer

Disclaimer

Disclaimer

New municipality

15

Engcobo

Disclaimer

Disclaimer

Disclaimer

Disclaimer

Disclaimer

16

Gariep

Qualified

Qualified

Disclaimer

Disclaimer

Adverse

17

Great Kei

Disclaimer

Disclaimer

Adverse

Disclaimer

Disclaimer

18

Ikwezi

Qualified

Financially unqualified with findings

Financially unqualified with findings

Qualified

Disclaimer

19

Ingquza Hill

Financially unqualified with findings

Qualified

Adverse

Disclaimer

New municipality

20

Inkwanca

Disclaimer

Adverse

Adverse

Adverse

Adverse

21

Intsika Yethu

Disclaimer

Disclaimer

Qualified

Disclaimer

Adverse

22

Inxuba Yethemba

Qualified

Qualified

Qualified

Qualified

Qualified

23

King Sabata Dalindyebo

Disclaimer

Disclaimer

Qualified

Disclaimer

Disclaimer

24

Kou-Kamma

Disclaimer

Disclaimer

Disclaimer

Disclaimer

Disclaimer

25

Kouga

Disclaimer

Qualified

Financially unqualified with findings

New consolidation

New consolidation
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No.

Auditee

Audit outcome 2010-11

Audit outcome 2009-10

Audit outcome 2008-09

Audit outcome 2007-08

Audit outcome 2006-07

26

Lukhanji

Disclaimer

Disclaimer

Financially unqualified with findings

Qualified

Qualified

27

Makana

Disclaimer

Disclaimer

Adverse

Adverse

Qualified

28

Maletswai

Qualified

Disclaimer

Disclaimer

Adverse

Adverse

29

Matatiele

Financially unqualified with findings

Financially unqualified with findings

Financially unqualified with findings

Financially unqualified with findings

Financially unqualified with findings

30

Mbhashe

Qualified

Disclaimer

Disclaimer

Disclaimer

Disclaimer

31

Mbizana

Disclaimer

Disclaimer

Disclaimer

Disclaimer

Disclaimer

32

Mhlontlo

Qualified

Disclaimer

Disclaimer

Disclaimer

Disclaimer

33

Mnquma

Financially unqualified with findings

Qualified

Disclaimer

Adverse

Disclaimer

34

Ndlambe

Qualified

Qualified

Qualified

Qualified

Adverse

35

Ngqushwa

Disclaimer

Qualified

Disclaimer

Disclaimer

Disclaimer

36

Nkonkobe

Qualified

New consolidation

New consolidation

New consolidation

New consolidation

37

Ntabankulu

Qualified

Adverse

Disclaimer

Disclaimer

Disclaimer

38

Nxuba

Disclaimer

Disclaimer

Disclaimer

Qualified

Disclaimer

39

Nyandeni

Disclaimer

Financially unqualified with findings

Qualified

Qualified

Disclaimer

40

Port St. Johns

Qualified

New consolidation

New consolidation

New consolidation

New consolidation

41

Sakhisizwe

Qualified

Adverse

Disclaimer

Adverse

Disclaimer

42

Senqu

Financially unqualified with findings

Financially unqualified with findings

Financially unqualified with findings

Qualified

Qualified

43

Sundays River Valley

Qualified

Disclaimer

Disclaimer

Disclaimer

Adverse

44

Tsolwana

Financially unqualified with findings

Qualified

Qualified

Adverse

Disclaimer

45

Umzimvubu

Financially unqualified with findings

Qualified

Adverse

Disclaimer

Disclaimer

Financially unqualified with findings

Financially unqualified with findings

New municipal entity

New municipal entity

New municipal entity

Municipal entities
46

Alfred Nzo Development Agency

47

Amathole Economic Development Agency

Financially unqualified with findings

Financially unqualified with no findings

Financially unqualified with findings

Financially unqualified with findings

New municipal entity

48

Blue Crane Route Development Agency

Financially unqualified with findings

Qualified

Qualified

New municipal entity

New municipal entity

49

Buffalo City Development Agency

50

Joe Gqabi Economic Development Agency

51
52

Financially unqualified with findings

Financially unqualified with findings

Financially unqualified with findings

Financially unqualified with findings

New municipal entity

Financially unqualified with no findings

New municipal entity

New municipal entity

New municipal entity

New municipal entity

Kouga Development Agency

Financially unqualified with findings

Financially unqualified with findings

Financially unqualified with findings

Financially unqualified with findings

New municipal entity

Mandela Bay Development Agency

Financially unqualified with findings

Financially unqualified with findings

Financially unqualified with findings

Financially unqualified with findings

New municipal entity

53

Nkonkobe Economic Development Agency

Financially unqualified with findings

New municipal entity

New municipal entity

New municipal entity

New municipal entity

54

Ntinga O R Tambo Development Agency

Qualified

Qualified

Qualified

Qualified

New municipal entity

55

Port St. Johns Development Agency

Disclaimer

New municipal entity

New municipal entity

New municipal entity

New municipal entity
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ANNEXURE 3: Assessment of auditees’ key controls at the time of the audit

118

P

C

F

P

C

F

P

10 Elundini
11 Emalahleni
12 Engcobo
13 Gariep
14 Great Kei
15 Ikwezi
16 Ingquza Hill
17 Inkwanca
18 Intsika Yethu
19 Inxuba Yethemba
20 Joe Gqabi District
King Sabata
21
Dalindyebo
22 Kouga
23 Kou-Kamma
24 Lukhanji
25 Makana
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C

F

P

C

F

P

C

F

P

C

F

P

C

F

P

C

F

P

C

F

P

C

F

P

Audit
committee

Chris Hani District

F

Internal
audit

9

C

Risk
management

Camdeboo

P

Movement

Cacadu District

8

F

IT system
controls

7

C

Governance

Compliance

Buffalo City Metro

P

Reporting

6

F

Processing
and reconciling
controls

Blue Crane Route

C

Proper record
keeping

Baviaans

5

P

Movement

4

F

IT
governance

Amathole District

C

Action plans

Amahlati

3

P

Policies and
procedures

2

F

Financial and performance management

HR
management

Alfred Ndzo District

Oversight
responsibility

1

Effective
leadership
culture

Auditee

Movement

No.

Leadership

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

F

P

C

F

P

C

F

P

Audit
committee

Internal
audit

Movement

IT system
controls
C

Risk
management

Governance

Compliance

Reporting

Processing
and reconciling
controls

Proper record
keeping

Movement

IT
governance

Policies and
procedures

Action plans

Financial and performance management

HR
management

Oversight
responsibility

Auditee

Effective
leadership
culture

Movement

No.

Leadership

C

F

P

C

F

P

C

26 Maletswai
27 Matatiele
28 Mbhashe
29 Mbizana
30 Mhlontlo
31 Mnquma
32 Ndlambe
Nelson Mandela
33
Metro
34 Ngqushwa
35 Nkonkobe
36 Ntabankulu
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37 Nxuba
38 Nyandeni
39 O R Tambo District
40 Port St. Johns
41 Sakhisizwe
42 Senqu
Sundays River
43
Valley
44 Tsolwana
45 Umzimvubu
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F
46

47

48

49

50
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51

52

53

54

55

P

C

F

P

C

F

P

C

F

P

C

F

P

C

F

P

C

F

P

Alfred Ndzo
Development
Agency
Amathole
Economic
Development
Agency
Blue Crane Route
Development
Agency
Buffalo City
Development
Agency
Joe Gqabi
Economic
Development
Agency
Kouga
Development
Agency
Mandela Bay
Development
Agency
Nkonkobe
Economic
Development
Agency
Ntinga O R Tambo
Development
Agency
Port St. Johns
Development
Agency
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committee
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Movement
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C
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Processing
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controls
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Movement

IT
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Policies and
procedures

Action plans
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Oversight
responsibility

Auditee

Effective
leadership
culture

Movement

No.

Leadership

C

F

P

C

F

P

C

ANNEXURE 4: Auditees with key findings on supply chain management
Auditee

Limitation on
planned scope of audit of
awards

Awards to employees and
councillors or other state
officials

Awards to close family
members of employees and
councillors

Uncompetitive or unfair
procurement processes

Inadequate contract
management

Inadequate SCM controls

Metropolitan municipalities
Buffalo City Metro
Nelson Mandela Metro
District municipalities
Alfred Nzo District
Amathole District
Cacadu District
Chris Hani District
Joe Gqabi District
O R Tambo District
Local municipalities
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Amahlati
Baviaans
Blue Crane Route
Camdeboo
Emalahleni
Engcobo
Gariep
Great Kei
Ikwezi
Ingquza Hill
Inkwanca
Inxuba Yethemba
King Sabata Dalindyebo
Kou-Kamma
Kouga
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Auditee

Limitation on
planned scope of audit of
awards

Awards to employees and
councillors or other state
officials

Lukhanji
Makana
Maletswai
Mbhashe
Mbizana
Mhlontlo
Mnquma
Ndlambe
Ngqushwa
Nkonkobe
Ntabankulu
Nxuba
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Nyandeni
Port St. Johns
Sakhisizwe
Senqu
Sundays River Valley
Tsolwana
Umzimvubu
Municipal entities
Alfred Nzo Development Agency
Amathole Economic Development Agency
Blue Crane Route Development Agency
Kouga Development Agency
Mandela Bay Development Agency
Nkonkobe Economic Development Agency
Ntinga O R Tambo Development Agency
Port St. Johns Development Agency
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Awards to close family
members of employees and
councillors

Uncompetitive or unfair
procurement processes

Inadequate contract
management

Inadequate SCM controls

ANNEXURE 5: Three root causes of poor audit outcomes in local government
No.

Auditee

Type

1

Alfred Nzo District

DM

2

Amathole District

DM

3

Cacadu District

DM

4

Chris Hani District

DM

5

Joe Gqabi District

DM

6

O R Tambo District

DM

7

Amahlati

LM

8

Baviaans

LM

9

Blue Crane Route

LM

10

Camdeboo

LM

11

Elundini

LM

12

Emalahleni

LM

13

Engcobo

LM

14

Gariep

LM

15

Great Kei

LM

16

Ikwezi

LM

17

Ingquza Hill

LM

18

Inkwanca

LM

19

Intsika Yethu

LM

20

Inxuba Yethemba

LM

21

King Sabata Dalindyebo

LM

22

Kouga

LM

23

Kou-Kamma

LM

24

Lukhanji

LM

25

Makana

LM

26

Maletswai

LM

27

Matatiele

LM

28

Mbhashe

LM

29

Mbizana

LM

30

Mhlontlo

LM

31

Mnquma

LM

32

Ndlambe

LM

1. Officials in key positions do not have the
minimum competencies and skills

2. Lack of consequences for poor performance
and transgressions

3. Political leaders are not taking the AGSA's
message seriously and are not taking
ownership of the key controls

123

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

No.

Auditee

Type

33

Ngqushwa

LM

34

Nkonkobe

LM

35

Ntabankulu

LM

36

Nxuba

LM

37

Nyandeni

LM

38

Port St. Johns

LM

39

Sakhisizwe

LM

40

Senqu

LM

41

Sundays River Valley

LM

42

Tsolwana

LM

43

Umzimvubu

LM

44

Buffalo City Metro

MM

45

Nelson Mandela Metro

MM

1. Officials in key positions do not have the
minimum competencies and skills
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2. Lack of consequences for poor performance
and transgressions

3. Political leaders are not taking the AGSA's
message seriously and are not taking
ownership of the key controls
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