


X

‘I YEARS

1911-2011

LOCAL GOVERNMENT 2010-11




SECTION 4: DRIVERS OF AUDIT OUTCOMES

This section of the general report identifies the drivers of audit outcomes under the
following headings:

e Significant deficiencies in auditees” systems of internal control and the
drivers thereof (section 4.1)

e Effective human resource management as driver of audit outcomes
[section 4.2)

® Information technology management as driver of audit outcomes (section
4.3)
The role of audit committees in promoting clean administration (section 4.4)
Effective municipal public accounts committees (MPACs| as a key element
of financial oversight at municipal level (section 4.5)

e Assessment of impact of key role players on audit outcomes (section 4.6)

4.1 Significant deficiencies in auditees’ systems of internal control

4.1.1 Responsibility for maintaining effective systems of internal control and
overall status

A key responsibility imposed by the MFMA on accounting officers and other
municipal officials is to implement and maintain effective and efficient systems of
internal control. The implementation of effective inferal control enables reliable
financial and performance reporting and compliance with laws and regulations and
helps the auditees fo achieve service delivery objectives and sustain and improve
performance.

®  The leadership should set the fone from the top regarding the importance
of internal controls and expected standards of conduct. The confrol
environment is the foundation for all other components of infernal control
and provides discipline, process and structure.

*  Aisk assessment should be conducted to establish what control activities
are required fo ensure achievement of the control objectives. The
availability and communication of accurate and complete information
are required to carry out day-to-day internal control activities. Ongoing
monitoring of activities is necessary to ascertain whether internal controls
are present and functioning as designed.

As part of the audit the auditee’s system of internal controls is assessed to
determine its effectiveness in ensuring reliable financial and performance
reporting and compliance with laws and regulations, which in turn will
result in a clean audit. A limited assessment is conducted on a quarterly
basis to alert the management, municipal manager and mayor to corrective
actions required, while a more detailed assessment is conducted as part
of the final audit to identify significant control deficiencies which impacted
negatively on the audit outcomes. The assessments are provided fo
leadership in the format of a dashboard.

For purposes of focusing corrective action, the principles of the different
components of internal control have been categorised under leadership,
financial and performance management and governance. These are the
drivers of internal control.

The overall assessment that follows is based on significant deficiencies identified
in internal control which resulted in material misstatements in financial and
performance reports and in findings on non-compliance with laws and regulations.
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Figure 31: Overall assessment of drivers of internal control The status of the infernal control elements underlying leadership, financial and
performance management and governance and movements in the implementation

thereof is presented in the following section. The status of the drivers of internal
control as they pertain fo the financial statements, performance reporting and
01011 3% compliance with laws and regulations is presented and commented on in sections
- 2.2, 2.3 and 2.4 of this report.
& 4.1.2  Movement in implementation of drivers of internal control
2009-10 %
The table that follows summarises the movements from the prior year and comments
on key identified issues that impacted on the existence or effectiveness of the drivers
E of infernal controls. The ratings used are as follows:
g 001 31%
153
g . No significant control deficiency Control deficiency being addressed . Infervention required
g
= 200910 3%
74
01011 3%
&
2009-10 35%
All auditees
¥ Good 1 Causing concern  [ntervention required

The combined predominance of confrols that were ‘in progress’ and those where
‘intervention’ is required clearly indicates that established drivers of internal control
is not yet a norm in local government. Although there has been a marginal overall
improvement in some provinces, other provinces did not make any significant
progress during the year under review, with the result that the overall movement
showed litfle improvement in the sfatus of drivers.
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Table 26: Overview of drivers of internal control

Driver no. 1: Leadership

2010-11

Provide effective leadership based on a culture of honesty, ethical business practices and good governance,
profecting and enhancing the interests of the enfity. 20510

The improvement in some provinces and deterioration /stagnation in the audit outcomes of others is a direct result of the tone set from the top and commitments made by municipal leadership comprising mayors, councillors and municipal managers. Effective
leadership should be evident from their active monitoring of the performance, quality of work and outputs of key officials and their fimeous action in instances of poor performance. Leadership should further set the tone through timeous action in instances of
confravention of laws and regulations and municipal policies as well as failure to fulfil statutory dufies.

Many mayors made themselves available to meet with the AGSA on a quarterly basis to discuss the status of controls and have taken ownership of the control assessments. Although the frend has been positive since last year, mayors have to date failed to exercise the

level of oversight that was committed to in response to the previous year's audit outcomes and during the door-to-door visits in some provinces. During the AGSA's inferactions with mayors in the past, the respective roles and responsibilities of the mayor, the municipal
manager and the chief financial officer were clearly outlined, while any remaining uncertainty was removed as to the role that mayors have to fulfil to ensure that the municipalities move towards improved audit outcomes.

The awarding of contracts to councillors and senior municipal officials further eroded the control environment at some auditees.

2010-11 28%

Exercise oversight responsibility regarding financial and performance reporting and compliance and related infernal confrols. 10 =

Many councils, executive mayors and municipal managers have not taken full ownership of the key control document and satisfied themselves that identified areas of internal control weaknesses receive the required level of attention. Further, councils and executive
mayors do not call for regular financial and performance reports and subject them to intense interrogation.

Council and executive mayors do not periodically review progress made by municipal management in addressing external audit findings.

Council does not periodically seek the findings and views of audit committees and internal audit on internal control and risk management and monitor the implementation of recommendations by the audit committee and internal audit with a view to remedial action.

Timeous action appears not fo be taken by council in instances of identified non-compliance with laws and regulations or failure by management and staff o perform statutory dufies.

37%

2010-11

Implement effective human resource management to ensure that adequate and sufficiently skilled resources are in place
and that performance is monitored. 10910

. No significant control deficiency Control deficiency being addressed . Infervention required

LOCAL GOVERNMENT 2010-11

75




X

‘I YEARS

1911-2011

Driver no. 1: Leadership (continued)

Establish and communicate policies and procedures to enable and support understanding and execution of infernal control objectives, mon

processes and responsibilities. 20910

Appropriate policies and procedures are fundamental elements of an effective internal control environment that supports good governance and produces clean administration. Policies and procedures to address areas of risk, achieve desired control objectives and guide
the operations of the entity still require improvement at some 35% of audifees.

These policies and procedures should extend to reliable reporting of performance information and enable compliance with lows and regulations.

2010-11 34% 31%
Develop and monitor the implementation of action plans to address infernal control deficiencies. ; =
2009-10 34% 37%

At some 105 auditees repeat qualifications, slow progress in addressing the prior year's audit findings on predetermined objectives, and repeat instances of non-compliance with laws and regulations indicate that leadership did not adequately monitor progress in the
effective implementation and follow-up of action plans to improve the audit outcomes. Action plans need to address all three facets of audit outcomes, namely qualifications, findings on reporting against predetermined objectives and findings on compliance with laws
and regulations.

76
* Some 31% of action plans to address 2009-10 audit qualifications and other findings had only been partially implemented, which accounts for the lack of significant improvement in audit outcomes for the year under review.

o Less than 40% of action plans drafted by auditees following the 2010-11 audits are assessed as being appropriate o address audit findings to improve the audit outcomes. Their implementation, however, needs to be monitored throughout the year against set
milestones.

*  Audit committees, MPACs and internal audit should play an important monitoring role in this regard.

2010-11 32%

Develop and monitor the implementation of action plans to address inernal control deficiencies in the IT environment. Establish an T
governance framework that supports and enables the business, delivers value and improves performance. 20910

. No significant control deficiency Control deficiency being addressed . Inervention required
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2010-11

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. 20910

o When documents supporting the financial statements and other information are requested during the audit process, many auditees produce these only after a significant delay. There were auditees that were not able to supply documentation that supports the
information in the financial statements or the report on predetermined objectives due to inadequate document management systems. This basic requirement for effective interal control systems remains an ongoing challenge at 34% of the auditees.

o At the time of the audit, some 27% of the auditees had inifiated a process to address this weakness whilst 34% required leadership intervention fo resolve the mater.

2010-11 30% 30%

Implement controls over daily and monthly processing and reconciling of transactions.

2009-10 3% 3%

Adherence to basic financial controls throughout the financial year, i.e. daily processing of fransactions, monthly reconciliation of accounts, the timeous clearing of suspense accounts and confinuous review thereof, should be acfively monitored by management in order to
achieve improved audit outcomes.

2010-11

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

2009-10

o Although the number of auditees that obtained financially unqualified audit reports increased in some provinces, the quality of the financial statements submitted for auditing was still not adequate, as evidenced by the increase in the material misstatements identified
and corrected during the audit. During the year under review there was a deterioration in the accuracy of the financial statements and supporting information, from 85% material corrections required in 2009-10 to 91% in the current year.

This is linked to the skills and experience of CFOs who failed to adequately monitor and review the information submitted by their support staff.

o Similarly, the production of quality information on performance against predetermined objectives is a priority and must be evaluated and monitored at appropriate leadership levels to enable quality decision-making and service delivery to meet commitments made to
the communiies.

These reports also need to be reviewed by intemal audit and audit committees for reliability.

e The high number of auditees still needing to improve in their performance reporting is due to the failure to implement adequate systems of collecting, recording and reporting on performance information and to monitor compliance with regulations relating to
predetermined objectives effectively and confinuously.

o At the time of the audit, 34% of auditees had action plans to develop systems and procedures that would produce accurate, complete and reliable information, whilst 35% required intervention by leadership in order for this process to occur.

. No significant control deficiency Control deficiency being addressed . Inervention required
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Driver no. 2: Financial and performance management (continued)

201011

Review and monitor compliance with applicable laws and regulations.

2009-10 4%

e Internal control procedures to prevent unauthorised, irregular, and fruitless and wasteful expenditure (UIF) require significant improvement af most auditees.

o Municipal leadership (mayors, municipal managers and CFOs) need to pay urgent attention o procurement and confract management, whilst council should scrutinise the awarding of tenders.
o Atthe time of the audit, 34% of auditees were in the process of developing monitoring mechanisms to ensure compliance with laws pertaining to performance information, whilst 47% required intervention by leadership in order for this process to be effective.

e Although many auditees do have policies and procedures in place to monitor compliance with laws and regulations, monitoring should take place af more frequent intervals, such as on a monthly basis, by dedicated /designated staff members with a view to detecting,
or preferably preventing, non-compliance. The infroduction of compliance checklists will give management some assurance that controls are achieving the required level of adherence.

2010-11 3%

Design and implement formal controls over IT systems to ensure the reliability of the systems and the availability, accuracy and
profection of information and to address application systems susceptible o compromised data integrity (information systems). 20910

78

. No significant confrol deficiency Control deficiency being addressed . Inervention required
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Driver no. 3: Governance

2010-11 30%

Implement appropriate risk management activities to ensure that regular risk assessments, including consideration of IT risks and fraud
prevention, are conducted and that a risk strategy to address the risks is developed and monitored. 20910

3%

The high level of threats to security of data and the rapid recovery of data and computer processing ability in the event of a natural or man-made disaster has remained unchanged at 98% of auditees. Performing annual risk assessments in the IT environment s a
fundamental management responsibility which very few auditees adequately discharged during the year under review.

e The risk assessment processes must inform the work plans of infernal audit and the agendas of audit committees, which are essential elements in the review of the design and implementation of sound infernal controls to achieve good governance and accountability in
respect of financial reporting and information on performance against predetermined objectives/service delivery.

2010-11 3%

Ensure that there is an adequately resourced and functioning infernal audit unit that identifies internal control deficiencies and

recommends corrective action effectively. 200910 1

A welfunctioning and resourced infernal audit unit is crucial for maintaining internal control over financial reporting, reporting against predetermined objectives and adherence to lows and regulations.

e Intemal audit units existed at 91% of auditees. Annual infenal audit coverage plans tended to assign a low priority to confirming the integrity of performance information and auditing compliance by their organisations with applicable lows and regulations.

Ensure that the audit committee promotes accountability and service delivery through evaluating and monitoring responses fo risks oo
and providing oversight of the effectiveness of the internal control environment, including financial and performance reporting and
compliance with laws and regulations.

35%

200910 35%

* Toimprove audit outcomes, audit committees and intemal audit units need to review financial statements submitted for audit, and ensure that measures have been implemented to correct the previous year's audit findings, and also monitor the action plans to correct
audit findings.

*  Internal audit and audit committees should focus in particular on confirming the credibility of information and ratings in quarterly dashboard reports.

. No significant control deficiency Control deficiency being addressed . Infervention required
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4.2 Effective human resource management as a specific driver of Table 27: Summary of key findings

audit outcomes
S O s —

*  The higgest challenge for local government is to attract and retain qualified
competent persons across all areas of administration. High vacancy levels and key
positions being vacant for long periods were identified at auditees across all the
provinces.

e Municipalities are generally less favoured as a potential employer by skilled
professionals as a result of the poor image of local government. The compensation
is often lower than in the private sector, while the remoteness and poor working
conditions, especially in rural municipalities, are obstacles in atfracting these
professionals needed to turn local government around.

*  Anumber of initiatives have been infroduced at national and provincial level to
fund the appointment of financial personnel and to promote and implement a
graduate internship programme, but they are not yet producing the desired results.

*  The vacandies at the level of municipal manager and senior management have
the biggest impact on the audit outcomes. Officials are directed fo act in these
positions until the vacancies are filled, but at 21% of the auditees it was noted
that the acting periods were longer than the accepted benchmark of six months.
When a person acts in a position, they tend not to take on the full responsibility,
functions and powers of the post, with a lower commitment to the deliverables as
a result of the temporary nature of the position.

e The impact of the local government elections in the past year cannot be
discounted. The mayor and councillors changed, but an unfortunate reality is that
it also affected the positions of the municipal manager and the senior managers.
The instability before and after elections means more acting persons and vacancies
that are not filled timeously, which in turn impacts negatively on the financial
management and service delivery and the tunaround initiatives and commitments.

Effective human resource (HR) management is a key driver 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 offen idenfify a lack of capacity as the root cause of audit outcomes.

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

Figure 32: Summary of HR management weaknesses

Management of vacancies

Performance management 73% and acting positions

80

Competencies of key personnel 2%

Management of vacancies and acfing
positions

34%
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Key findings

The complexities in local government, the challenges experienced and the high
expectations of the public demand that key personnel af municipalities have

the skills, experience and capacity to assume and fulfil their responsibilities and
exercise their functions and powers. The reforms in financial and performance
management have also resulted in a higher level of competency requirements than
in the past for accounting officers, CFOs, senior managers, SCM officials and other
financial officials.

The audit outcomes, failures in service delivery and the high demand for
consultants and for support from national and provincial governments, however,
are indicative of an environment where the persons appointed in these posts do
not have the competencies required. This has been identified as a weakness at
over 70% of the auditees.

The root cause of this is two-pronged — people are appointed who do not have the
competencies, while current employees do not keep up with the changing local
government environment through ongoing fraining and development.

Itis unfortunately a reality that too many councils have appointed managers who
might belong to the right party, but have no skills and experience for the job. The
inability to attract the right calibre of person also inevitably leads to positions being
filled with unsuitable persons.

There is, however, an opportunity o turn around the situation in the upcoming
years through implementation of the municipal regulations on minimum
competency levels. The regulations define the minimum competency levels of
accounting officers, CFOs, senior managers, SCM officials and other financial
officials. It provides for a phasing-in period for persons currently in those positions
to obtain the minimum competency level through academic studies and experience
and by addressing any gaps in competencies through training and development.
The phasing-in period ends on 1 January 2013. As from that date, these positions
may not be filled by persons who do not meet the minimum competency levels.
The recent amendments made to the MSA go further by declaring any such
appointments at municipal manager level null and void. It also provides for a
defined appointment process of municipal managers which includes monitoring
and infervention by the MEC for local government. These important amendments
which came into effect in July 2011 also prohibit the appointment of municipal
managers or senior managers who hold political office in a political party.

Performance management

Key findings

Inadequate performance management of accounting officers and employees and
a lack of consequences due to poor performance is at the root of many of the
failures of local government and was identified in most of the provinces.

The controls and performance objectives of the municipalities do not filter through
to the performance contracts of municipal officials in order to direct their daily
operations. Lack of discipline, an absence of commitment fo serving the public
interest and non-udherence to the code of conduct for municipal officials were
identified as root causes by national, provincial and oversight role players and

are echoed in the experiences of the public af some municipalities. When officials
are not held accountable for their actions, a perception can be created that these
results are acceptable and tolerated. This could make even those officials that are
giving their best under trying circumstances despondent.

In order to improve the performance and productivity of municipal officials,
leadership should set the tone by implementing sound performance management
processes, evaluating and monitoring performance and consistently demonstrating
that poor performance has consequences.

The disciplinary regulations for senior managers effective from April 2011 provide
mechanisms and procedures for managing misconduct of municipal managers and
senior managers. The implementation of these regulations will provide a further
opportunity for councils and municipal managers to demonstrate their commitment
to accountability.

Conclusion

There have been many initiatives at national and provincial level to address the
human resource weaknesses in local government, but there has been limited
success. A coordinated and focused approach is needed to ensure that the many
programmes, commitments and action plans of different stakeholders succeed.
The implementation of the lafest legislative reforms will also require a new level

of collaboration, especially by freasuries, SALGA and the departments of local
government at national and provincial level. Without these partnerships and
commitment by the auditee’s political and administrative leaders, the situation will

not improve.
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4.3 IT management as a specific driver of audit outcomes 4.3.2  Andlysis of identified IT control weaknesses

Municipalities rely on [T systems to perform their statutory financial management, Due to the complexity of the IT control environment, T control weaknesses cannot
reporting and administrative functions. The information processed and stored on be fixed over a short period. The weaknesses were categorised info three modules,
IT systems is vital to the accuracy and reliability of the financial and performance namely confrol design, control implementation and control operating effectiveness.

information used by management for planning, monitoring and reporting.
At minimum, municipalities should have controls designed by management to

4.3.1 Overview of IT systems management/information technology employed address risks identified in the IT environment; this is the first level towards a control

by municipalities environment. When adequate controls have been designed, management needs
fo ensure that these controls are implemented; this is the second level towards a

One hundred and ninety-one audited municipalities and municipal entities utilise controlled environment. The third, final and desired stage is for management fo

57 different financial and payroll systems. These range from offthe-shelf packages ensure that [T controls are operating effectively to mitigate risks consistently and in @

(computer packages bought) to customised systems (computer packages bought sustainable manner. This is illustrated in the following figure:

and modified). The management and support of these systems fake place

independently, with each municipality managing its own systems with litfle or no Figure 33: IT control levels

support apart from the system vendors.

The following figure illustrates how the support provided differs from one province fo
- the next.

Figure 32: IT management roles and responsibilities (municipalities) Operating
effectiveness

- Implement governance processes
- Implement security management controls

Implementation
- Implement user access controls

- Implement IT service continuity controls

- Actively participate in the district ICT Forums

1 N

T
=

Level 1

Management to
designed IT
controls

_
Provincial CoGTA District Provincial 4.3.3 Summary of overall identified weaknesses in the management of
municipalities treasuries - fion technol
_ Northern Cape information technology
- Free State - Northern Cape - Free State
- KwaZulu-Natal - Free State - KwaZulu-Natal IT management of financial systems was evaluated at 174 municipalities and
- Limpopo - Mpumalanga

18 municipal entities within the provinces. Key areas in the management of IT
where weaknesses were identified are summarised in the following figure.

CONSOLIDATED GENERAL REPORT ON THE AUDIT OUTCOMES OF



Figure 34: Summary of IT control weaknesses and the rate of addressing reported weaknesses

IT Governance

Security management

User access management

IT service continuity

171 auditees tested 94%

11 auditees tested SS%I

d d 17 auditees tested 88% I
d d 1[1I74] 16 auditees tested 81% I
d d 71 18 auditees tested 94% |

¥ Municipalities

I Municipal entifies

Drivers of
IT control
weaknesses

IT governance Security User access IT service
management management continuity

® (ontrol design ™ Conirol implementation ™ Control's operating effediveness

The rate at which manangement addressed reported IT control weaknesses can be summarised as follows:

Design of controls

The majority of municipalities are sfill in the process of designing key IT controls to ensure effective and efficient IT management within the municipalities.

Implementation of controls

Although some of the municipalities have adequately designed key controls, they are sfill experiencing difficulties in implementing these IT controls effectively.

Operating effectiveness of controls

While a slight improvement was noted in user account management in that adequately designed confrols were implemented, management should confinue to monitor such

implementation fo ensure that the controls operate effectively throughout the year.
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Following the 2009-10 audits, management undertook to address identified
weaknesses in their IT environments. The sfatus of honouring such commitments as
defermined during the 2010-11 audits is reflected in the following figure.

Figure 35: Status of management commitments implemented to address

IT weaknesses
IT governance 3 75% | 20% 33%
Security management %) 69% 4% 12% -
User access control 1% 74% 25% 29%
IT service continuity  ¢§ 74% 100%
 Completed | progress H ot started

There has been some progress in addressing the previous year's findings, although

the majority of municipalities did not fully address the commitments. Significant
weaknesses are summarised in the table that follows.

LOCAL GOVERNMENT 2010-11
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Table 32: Summary of significant IT weaknesses of the 2010-11 financial year

Significant IT weaknesses

*  There is no IT governance framework to address the lack of IT risk
management and strategic alignment of IT with business and structures to
actively monifor service performance by infernal and external providers.

IT focus areas

IT governance

User account management °

o There are no service level agreements (SLAs) between the municipalities and

e Municipalities do not monifor the services rendered by service providers.

*  No memorandum of understanding between the district/ local municipalities
with regard to IT services provided by the district municipalities.

* [T security policy has not been documented and approved by management.

o No person is assigned the responsibility for information security at the district
municipality and their local municipalities.
and approved.
Key monitoring or review of user access profiles and review of administrators
have not been performed.

e Backup and retention procedures have not been formally documented and
approved by management.

e Backups have not been monitored nor have they been periodically tested and

the vendors supporting their financial systems.

Lack of formally documented patch management procedures.
e User account management procedures have not been formally documented
e Formal access requests have not been used to manage user accounts.

are not kept or retained at an off-site facility.




4.3.4  Root causes of deficiencies in information management and recommended

way forward for key role players

Root causes of the slow pace in addressing identified and reported weakness in the
management of information technology include the following:

e [Tis still not recognised by management as a strategic priority. This is
evident in the strategic positioning, reporting lines and oversight of IT af
the municipalities, where IT staff mostly report to the Director: Corporate
Services and not to the accounting officer. Furthermore, this has resulted
in the lack of implementation and monitoring of commitments made by
leadership.

e Overreliance on IT consultants. This is exacerbated by the lack of SLAs to
manage these consultants and ensure fransfer of skills.

Lack of IT skills and experience within municipalities.

Lack of management commitment on T matters, as some municipalities did

not provide management comments on findings raised in the previous year.
® In addition, the IT managers of the different municipalities have different

qualifications and do not operate or perform at the same levels.

® lack of funding at municipalities.

A way forward for key role players to achieve the effective and optimal use of
information technology is recommended next.

Figure 37: Outline of the way forward for key role players in the management of
information technology by local government.

Working group on
municipalities' IT
systems

Provincial CoGTA

Office of the Premier

District municipalities

Municipalities

IT environment with adequate controls to mitigate risks over financial systems

e

It has been established that municipal management started to implement T controls
during the 2010-11 financial year. Fresh commitments to address the root causes
of IT weaknesses have been received from most of the municipalities, and oversight
structures should monifor progress as part of the Operation clean audit drive.
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4.4 Role of audit committees in promoting clean administration Figure 39: Correlation between findings related to audit committees and internal
audit and audit outcomes (150 auditees)

In terms of the MFMA an audit committee must be established by all auditees. Audit

committees must serve as an independent governance structure whose function

is fo play an oversight role regarding the systems of infernal 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/her

responsibiliies, with the ultimate aim of achieving the organisation’s objectives. 55%
42%
4.4.1  Impact of audit committees on local government audit outcomes
63
Effective audit committees and internal audit units with an appropriate focus on 2% 7%
financial reporting, service delivery reporting and compliance can significantly 0% 56 0%
promote the affainment of desired audit outcomes. As depicted below, there S
is a discemible correlation between compliance findings in respect of audit -
committees and/or internal audit and the 2010-11 audit outcomes in that audit
committees and internal audit units that do not, at a minimum, fulfil their legislated
responsibiliies are in part to blame for auditees not obtaining clean audit reports. Audit Internal audit Both Adverse/ Qualified Financially
committees only avdit disclaimed unqualified
86 only committees with findings

and internal audit

Non-compliance relating to audit committees and infernal audits as reported in
audit reports included the following matters: no internal auditing of performance
measurements; non-existence of a performance audit committee; lack of or
inadequate evaluation/advice or reporting by internal audit on internal controls,
accounting, risk and loss control; failure by audit committee to meet at least four
times during year; lack of review by audit committee of the adequacy, reliability
and accuracy of financial reporting and information and lack of audit committee
review of annual financial statements.
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The figure that follows depicts the assessed effectiveness of audit committees for the

period under review.

Figure 40: Assessed effectiveness of audit committees (all auditees)

Audit committee in place

Compliant with legislation

Impact on audit outcome

Inferaction with executive

i Yes HNo

4.4.2 Recommended positioning and role of audit committees in
local government

It is clear from the above that audit committees in local government are not yet
operafing at the desired level of effectiveness. The way to promote effective
inferaction and exchange of reporting and internal controlrelated information

between infernal audit units [via audit committees), executive mayors and councils is

recommended in the following figure.

Figure 41: Role of audit committees in assessing and reporting on governance,
risk management and control at auditees

Executive

Reporting by Council
municipality/
municipal entity

Other users

Audit committees ensuring
credibility of information
and monitoring
implementation of
recommendations

information
Moniforing

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 to execute this responsibility

effectively, vital decisions relating to funding, accountability and service delivery will

be based on information that may be inaccurate, incomplete and unreliable.
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4.5 Municipal public accounts committees as a specific driver of
audit outcomes

4.5.1  Overview of the legislated role of MPACs

The establishment and functioning of a municipal public accounts committee
(MPAC) at each municipality, or a shared committee for smaller municipalities, is a
relatively new and evolving concept. If implemented and operating as infended, the
MPAC will be one of the most critical role players and success factors in municipal
oversight and governance to ensure a positive impact on audit outcomes.

An MPAC, which is established in terms of section 79 of the Municipal Structures
Act, performs an oversight function on behalf of council and is not a duplication of
other committees of council, such as the finance committee or the audit committee. It
will undertake and manage similar functions and responsibilities for municipalities as
undertaken by the Standing Committee on Public Accounts ([SCOPA) in the national
and provincial legislatures.

The figure that follows illustrates the intended role of MPACs in municipal oversight
and governance.

Figure 42: Position of MPAC within the council

|
MPAC
AUDIT
COMMITTEE

EXCO
[ |
Technical
. . Corporate/ HR _
Finance committee e commlttegl other
committee
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An MPAC is not responsible for policy formulation or prioritisation of matters and
reports directly to council through the Speaker of the municipality and interfaces
with the other committees of council through the Speaker, where relevant. In short,
the primary functions of the MPAC include the following:

e Consider and evaluate the content of the annual report and make
recommendations fo council when adopting an oversight report on the
annual report.

*  Review information relafing to past recommendations made in the annual
report. This relates to current in-year reports, including the quarterly, mid-
year and annual reports.

®  Examine the financial statements and audit reports of the municipality and
municipal entities and consider improvements on previous statements and
reports.

*  Evaluafe the extent to which the recommendations of the audit committee
and the Auditor-General have been implemented.

® Promote good govemnance, fransparency and accountability in the use of
municipal resources.

4.5.2  Status of establishment and functioning of MPACs and their impact on
audit outcomes

The establishment of MPACs within the municipalities has been slow but the process
has gained momentum of late, as depicted in the following figure.




Figure 43: Status of establishment of MPACs
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MPACs have not had the desired impact on audit outcomes and clean
administration in local government due to their late esfablishment. It has, however,
gained momentum subsequent fo the 2010-11 audits. There is a very long way to
go before MPACs will achieve their intended oversight effectiveness and impact on
audit outcomes. Provincial leadership and oversight structures are encouraged fo
support the establishment and work of these committees.

4.5.3 Recommended way forward for effective MPACs

In order to enhance the effectiveness of MPACs, address the challenges highlighted
in this report and move towards a best practice governance structure at individual
municipal level, provinces should address all (nof just some| of the components
depicted in the following figure.

Figure 44: Key elements to improving the impact of MPACs on audit outcomes

+ MPAC hearings should be prioritised to ensure that

Timeous hearings and monitoring and review is conducive to the reporting
resolutions timelines of municipalities and in a rapid response to audit 89
committees.
—
Resolutions on financial + Resolutions should not only deal with purely financial

matters but should deal with financial management, PDO

management, repqrtlng e reporting and compliance for the committee to be truly
PDO and compliance effective.

it . ; « The role players within the municipality should submit
Mon'tor'nfg of |r|n;t>llementat|on quarterly reports to MPAC on the implementation of its
ot resolutions resolutions.

« A closer relationship with the portfolio committees is
Interaction with Executive required to ensure coordination of resolutions and the
monitoring thereof.

+ New MPAC members should undergo a thorough induction
session where all the concepts contained in the audit report
are explained.

+ The AGSA is committed to enhancing the understanding of
its reports and will assist with this process where
considered necessary.

Training and capacity building
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Along with the implementation of recommended enhancements to the drivers of internal control, improvements to these elements will accelerate the rate of improvement in
local government audit outcomes.

More effective monitoring by provincial executive leadership and coordinated oversight (assessed in section 4.6] of key areas where assistance is required will be important
for the achievement of the targets of Operation clean audit.

4.6 Assessment of impact of key role players on audit outcomes

The table that follows is an assessment of the impact that key national and provincial role players had on the current year's audit outcomes. It is based on the impact of
commitments, action plans and initiatives in response fo the prior year's audit outcomes.

Table 29: Assessment of impact of national and provincial role players on the audit outcomes

Areas of focus where support/infervention was required

. . . . Turnaround IT HR Use of Municipalities under
Role players Supply chain management | Predetermined objectives | Financial management A Governance structures
plans controls management consultants administration

National executive leadership
(DCOGTA, National Treasury,

DPSA, The Presidency)
National legislative oversight
( NA-NCOP, portfolio
committees)

« NN - ENESECAEES - KNI - - K ¢
(Premir, MECLocal | Kz | 1P [T kv | e [ w o [EEEEIEEES « BEEE o Il » a0 v w g e
e FATAAREEE « MACE « EEEE -« EEIEAraCICARanE « « I « KA

Coordinated provinisl IO Fs | P [ n fS n i n EC n K - 6P E( n s o E( n
(Prov‘i)r:’;(rlslislh;nding - L - KZN KZN KZN I-P KZN LP KZN mp KZN

KZN
anfizsurlrinl | we | Ne (T8 NC | NW | wC [ NC | W[ WC | NC we | e we | Ne we e Ol NC | NW | wC
Speakers Forum)
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
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As is evident from the audit outcomes presented in this general report, the activities
and interventions of role players have had limited impact. The assessment of ‘'no
significant identified impact’ does not imply that no efforts were made by the role
players, but illustrates that the impact on the audit outcomes is not yet evident.

Provincial role players do have a number of inifiatives and inferventions aimed
af improving audit oufcomes, some of which directly target the eight focus areas
assessed above. These include the following:

Establishing Premiers” Coordinating Forums that seek ways fo address
auditees’ financial management issues.

Facilitating the establishment of MPACs.

Facilitating training for municipal officials on supply chain management.
Assisting with the establishment of audit committees and internal audit units
at auditees.

Supporting municipalities fo develop fraud prevention plans and monitoring
implementation.

Supporting the initiation of preliminary investigations and referrals of serious
allegations.

National role players likewise have a number of initiatives and interventions. These
include the following:

Convening Provincial AccountantGeneral Operation Clean Audit
Steering Committees to provide guidance on accounting matters and the
implementation of the Municipal Finance Improvement Programme to make
available financial and other resources to municipalities.

Drafting key regulations such as the minimum competency requirements for
municipal officials, the aim of which is to ensure that only officials with the
appropriate qualifications and experience are appointed to key positions
within municipalities.

Facilitating the training of municipal officials and councillors in financial
management-related matters.

Arranging for fraining of municipal accounting staff on accounting matters.
Providing funding for the filling of vacant municipal posts.

Facilitating and participating in the establishment of various forums to
discuss matters affecting the administration and financial management of
municipalities.

Some plans and interventions were initiated in previous years and have since been
further developed, but their impact may only be evident in future audit outcomes.
Better coordination of plans and initiatives by all role players and continuous
maintaining will improve their impact.

Defails of specific new commitments secured and existing,/prior year's commitments
confirmed during February to April 2012 are outlined in secfion 5 of this report.
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SECTION 5: COMMITMENTS BY KEY ROLE PLAYERS

This general report concludes by providing defails of commitments received from national and provincial leadership and other role players in response fo the 2010-11
audit outcomes. The AGSA's continuing initiafives to encourage clean administration are summarised and other important current and emerging matters relating to local

government are outlined.

5.1 Commitments by key role players subsequent to the 2010-11 audits to improve audit outcomes

Between February 2012 and the date of this report the AGSA engaged national and provincial role players on all nine specific focus areas where their contributions to
improve audit outcomes could be further enhanced. Responses and commitments emanating from these interactions and roadshows in the provinces are outlined below.

Table 30: Commitments and actions by national role players

Outline of national role players’ commitments/ proposed action plans March 2012

The Presidency - Monitoring and Evaluation Unit

The Presidency will facilitate the refinement and approval of the refined delivery agreement with national DCOG and other
contributing departments, cimed infer alia at strengthening the administrative and financial capability of municipalities. The
specific commitments made by these entifies in the delivery agreement to improve audit outcomes will be monitored by

DPME by means of the Programme of Action (PoA). The specific outputs fo be monitored include the following:

(i) Facilitating the appointment of municipal public accounts committees (MPACs) at municipalifies

(ii) Assisting with the development of action plans to address the prior year's audit outcomes, particularly policies and
processes within high-risk areas such as procurement (SCM) and assef management

(iii) Where practical, assisting with the establishment of infernal audit functions

(iv) Assisting with Improved revenue management and reduction of overspending on operational costs and
underspending on capital costs

(v) Developing regulations to map out competency riteria for critical management and technical posts, such as municipal

manager, chief financial officer, technical services manager and human resource manager

(vi) Developing a long-range human resource plan to ensure the sustainable supply of key skills required af municipal level

Develop an ‘Outcome 9 dashboard” to facilitate the tracking of progress and reporting and as a fool for facilitating
deliberations at both the technical and ministerial implementation forums.

Focus areas targeted by commitments and action plans

Supply chain
management
Predetermined
objectives
Financial
management
Turnaround plans
HR management
Use of consultants

CONSOLIDATED GENERAL REPORT ON THE AUDIT OUTCOMES OF

Municipalities under
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Governance
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Focus areas targeted by commitments and action plans

Outline of national role players’ commitments/ proposed action plans March 2012

mnagement
Predetermined
objectives
administration
Governance
structures

Supply chain
Financial
management
Turnaround plans
HR management
Use of consultants

Department of Cooperative Governance and Traditional Affairs

Ten district municipalifies (including local municipalities) will be supported to improve on the
Municipal Infrastructure Grant non-financial performance monitoring and reporting.

Provide support fo 30 municipalities on credit control and debt management measures and
provide support to 30 municipalities to implement the Municipal Infrastructure Grant.

3 | Develop draft document on ICT support for municipalities.

1. Regulations for senior managers will be gazetted and rolled out.

96 2. Assess and report on the impact of fixed-term confracts of municipal managers on municipal
counils.

3. Support 70 municipalities to develop and implement recruitment and refention strategies.

4. Monitor 30% of municipalities to fill vacancies in terms of the Municipal Structures Act.

5. Develop a national framework on the professionalisation of local government.

1. In partmership with relevant stakeholders, remaining municipalities will be assisted to establish
the MPACs, and municipalities will be assisted fo improve the functionality of MPACs by way of
training inifiatives.

2. Roll out training of audit committees.

3. Assess and evaluate the number of existing ethics committees, and conduct fraining.

Regulate and monitor the implementation of the Municipal Property Rates Act.

With a view to combating corruption and promoting ethics and integrity, fo create a number of
partnerships and coordinate investigations.

CONSOLIDATED GENERAL REPORT ON THE AUDIT OUTCOMES OF



Focus areas targeted by commitments and action plans

Outline of national role players’ commitments/ proposed action plans March 2012

Supply chain
management
Predetermined
objectives
Financial
management
Turnaround plans
IT controls
HR management
Use of consultants
Municipalities under
administration
Governance
structures

National Treasury

Technical assistance will be provided to municipalities through the Municipal Finance Improvement
Programme (MFIP) in a more structured and focused manner.

The Financial Management Grant framework (FMG) was refined to augment resources of
municipalities in addressing financial management reforms. More than R400 million was
transferred during 2010-11.

This allocation was used by municipalities to support the appointment of financial personnel,
to implement the graduate infernship programme covering more than 1 500 intems in various
disciplines of financial management, and to support the development of plans and implement
corrective measures to address financial reforms and audit findings. More than

1150 officials were also trained in various aspects of financial management.

Continue to build capacity and skills in municipalities by infroducing further service providers
offering the formal minimum competency courses for finance officials. Make available addifional
resources from the LGSETA and Skills Fund to support smaller municipalities to train municipal
officials.

Provide financial advisory support to at least 67 municipalities as part of the MFIP inifiative.

This support is conditional upon municipalities adopting a support plan, establishing a steering
committee made up of the mayor or councillor for Finance, the municipal manager and CFO fo
ensure effective leadership monitoring and that corrective action is taken to sustain the reforms
that are being supported. This support is also coupled with a skills development plan to up-skill
municipal officials.

A Guide for CFOs and a Guide for the Establishment and Functioning of Municipal Public Accounts
Committees will be published in the third quarter of 2017 and issued to all municipalities. Training
and awareness sessions, in collaboration with SALGA, were offered fo all new councillors after the
2011 elections.

Special fraining sessions were held in conjunction with Department of Cooperative Governance
with municipal officials and councillors serving on Municipal Audit Committees and MPACs

to improve oversight in municipalities. Further training focused on budgeting, SCM and
implementation of GRAP.
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Focus areas targeted by commitments and action plans

Outline of national role players’ commitments/ proposed action plans March 2012

Supply chain
management
Predetermined
objectives
Financial
management
Turnaround plans
IT controls
HR management
Use of consultants
Municipalities under
administration
Governance
structures

SALGA

n Workshops will be held on guidelines for successful ICT governance.

In partnership with the INCA Capacity Building Fund, a Municipal Finance Portfolio Training
Programme will be developed and rolled out to train councillors in all aspects of budgeting,
financial reporting and oversight.

An assessment will be conducted on the functioning of municipal infernal audit units and qudit

committees with the aim of strengthening this important oversight strucure.

Adoption of municipalities: supporting municipalities with expertise in financial management.

SALGA will continue the inifiative of adopting struggling municipalities with the aim of developing
98 targeted support and improving their audif outcomes.
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Focus areas targeted by commitments and action plans

Outline of national role players’ commitments/ proposed action plans March 2012

Supply chain
management
Predetermined
objectives
Financial
management
Turnaround plans
IT controls
HR management
Use of consultants
Municipalities under
administration
Governance
structures

Association of Public Accounts Commitees (APAC)

n Visits to the leadership of municipalities with both good and poor 2010-11 audit outcomes.
Advocate for compliance with MSA reports: (i) annual performance reports and (ii) reports by

MECs on the performance of municipalities, as well as MFMA reports relating fo the timeous
submission for audit of annual financial statements. A report will be produced in this regard.
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Table 31: Commitments and actions by provincial executive leadership

Focus areas targeted by provincial role players’ commitments and action plans

Outline of provincial executive leadership commitments/ proposed action plans March 2012

Supply chain
management
Predetermined
objectives
Financial
management
Turnaround plans
IT controls
HR management
Use of consultants
Municipalities under
administration
Governance
structures

Provincial leadership (Premier, MEC Finance, MEC Local Government)
Standardise IT system for local government and implement adequate [T policies and procedures. Follow up on progress
. S e GP LP
made in addressing IT findings in conjunction with its infernal audit function.
Conduct skills audits.
A skills audit will be conducted with regards o incumbents of key positions. = 0
CoGH?TA and provincial freasury WI!| play greater role in supporting local government in areas of financial management, P P P P P P P
compliance and performance reporting.
!mprovm.g the uymlgblllty of quul'lty supporting documentation to support financial statements and management £ P RPN P S S S S
information (guidelines and monitoring).

Review of status of action plans KN 1P
Provincial leadership will review the status of the quality, implementation and monitoring of the municipalities” action {5, AN IE RS AE WC " S, WC WC S, [PWC  WC WC [P WC
plans - especially on those municipalities that have confinuous disclaimer, adverse and qualified audit opinions.

Strengthening capacity o implement Operation lean audit strategy at all levels of leadership, monitoring of strategy GP LP NC, GPLPNC, GPLPNC, GPLPNC, GPLPNC, GPLPNC, GPNC, GPNC, GP LPNC
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against milestones and quarterly reporting on activities of Operation Clean Audit Committegs. W(C WC 6 WC WC W(C WC W(C WC

Compliance monitoring EC 6P EC 6P

Continuous compliance monitoring through the use of a simplified compliance checklist that covers all the critical K,ZN ©ECKIN K’ZN !

requlatory requirements.

Councillors and municipal staff fraining ECFS,  ECFS, S N £S NG

Training of all staff and new councillors (including mayors and municipal managers), specifically on their role KZN, NC, ~ KIN, NC, e FS,NC S, NC ‘o FS,NC FS,NC  FS, NC
T . . L : NC, NW NW

clarification /oversight role in so far as it pertains to finance and infrastructure. NW NW



Focus areas targeted by provincial role players’ commitments and action plans

Outline of provincial executive leadership commitments/ proposed action plans March 2012

management
Predetermined
objectives
Governance
structures

Supply chain
Financial
management
Turnaround plans
IT controls
HR management
Use of consultants
Municipalities under
administration

MEC Finance, MEC Local Government

Perform a readiness assessment to determine what municipalities should do
to manage and assist municipalities with the implementation of performance EC, WC
management systems.

Dashboard assessments

Monitoring of trends in financial qnd peﬁormunce management .thrqugh use of KN ECRS KN EC KN K TS i i EC KON
quarterly dashboard assessments is a proactive approach that will highlight early

warnings of areas that require intervention and prevent regression.
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Focus areas targeted by provincial role players’ commitments and action plans

Outline of provincial executive leadership commitments/ proposed action plans March 2012

Predetermined
objectives
Governance

structures

Supply chain
management
Financial
management
Turnaround plans
IT controls
HR management
Use of consultants
Municipalities under
administration

Provincial treasuries

Provincial treasury will assist municipalities to establish functional internal audit units m
and oudit committees.
Provincial treasury will assist municipalities in determining specifications for the s
tender process of appointing consultants.
Training session on the SCM regulations and putting measures in place to adhere to 6P LP P P P
SCM regulations.
Monitoring of provincial clgun.uudn strategy . - KN KN KN (N
Monthly CFO forums, monitoring of provincial clean audit strategy against milestone,

. . : : . [P [P LP LP
and hosting of monthly operation dean audit committee meetings.

KIN KIN KIN KIN KIN
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Outline of provincial executive leadership commitments/ proposed action plans March 2012

SALGA and executive mayors

Interaction with municipal governance structures
Strengthening of governance structures and quarterly engagement with audit
committees” chairpersons on the effectiveness of intemal controls, quality and

credibility of financial statements and internal audit.
All municipalities to assess capacity /competency levels of CFOs fo perform to
expectations of role and to strengthen capacity-building initiatives.

Supply Ichain
management

GP P

Predetermined
objectives

GP LP

LP

Focus areas targeted by provincial role players’ commitments and action plans

Financial
management
Turnaround plans
HR management
Use of consultants

GP LP GP P GP LP GP P GP

kS, P LP LP FS, [P NW
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Table 32: Commitments and actions by provincial oversight structures

Focus areas targeted by provincial role players’ commitments and action plans

Outline of coordinated provincial oversight commitments/ proposed action plans March 2012

Supply chain
management
Predetermined
objectives
Financial
management
Turnaround plans
HR management
Use of consultants
Municipalities under
administration
Governance
structures

Speaker
The Municipal Finance Group Committees will assist municipalities to develop
commitments which are specific, measurable, achievable, relevant and fime bound, MP MP MP MP MP MP
and follow up on the implementation thereof.
The legislature will engage the AGSA to assist with the follow-up of provincial SCOPA £, NC NC £, NC NC FS, N NC NC

Mp Mp

resolufions.

Quarterly meetings with the provincial oversight group
The Speaker will convene quarterly meetings with the provincial oversight group,

o : . : KIN KIN KIN KIN
consisting of the chairpersons of local government-elated oversight committees, to

104
monitor areas identified which hinder the achievement of results.

CONSOLIDATED GENERAL REPORT ON THE AUDIT OUTCOMES OF



Outline of coordinated provincial oversight commitments/ proposed action plans March 2012

Supply chain
management
Predetermined
objectives
Financial
management
Turnaround plans
HR management
structures

Portfolio committee - CoGTA

Portfolio committee will analyse and visit all municipalities with adverse, disclaimed
and qualified audit opinions and follow up with Finance regarding SCOPA resolutions.

. Provincial Speakers Forum/ Joint oversight committee to be established to monitor
2

EC EC KIN

EC, FS, KIN,  EC, FS, KIN,
MP,NC, NW,  MP,NC, NW,
W(C WC

FS, KIN, MP,
NG, NW, WC

EC,FS,NW,  FS,MP.NC,  FS, MPNC,  FS, MP NC,
WC NW, WC NW, WC NW, WC

FS, KIN, MP,

oversight role of councils and the legislatures. Councils will provide oversight reports NC. W W

MP, NW, WC

on a fimely basis. Oversight visits to be conducted at municipalities.
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Focus areas targeted by provincial role players’ commitments and action plans

Outline of coordinated provincial oversight commitments/ proposed action plans March 2012

Supply chain

management

administration
Governance
structures

Financial
management
Turnaround plans
IT controls
HR management
Use of consultants
Municipalities under

Predetermined
objectives

SCOPA and APAC
T C T Tl i o sl GEW GBI REN G CRD
; ¢ VP / NC NW.WC  NC NW,WC  NC, NW, WC e NG NW,WC  NC NW,WC NG NW WC =™ ™ N Nw W

provincial CoGTA on roles and responsibilities of MPAC members.

Will conduct quarterly public hearings at district level and promote public
2 o FS FS
participation.
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5.2 AGSA initiatives to encourage clean audits

Listed below are some of the key inifiatives the AGSA has embarked on fo
promote public secfor accountability and encourage the process of improving audit
outcomes and attaining clean audits. Included are outlines of solutions already
developed or currently under development for challenges highlighted in this report.
These include the mitigation of IT risks, assistance with fraud risk assessment,
improving oversight effectiveness and development of a municipal performance
assessment tool. The AGSA offers these to national and provincial structures to co-
author and implement upon the release of this report.

“ Outline of AGSA initiatives

The AGSA leadership interacts af least on a quarterly basis with the political and
administrative leadership at provincial and municipal level. These inferactions
L OESTREla GE are sed to share insights relating fo risks and confrols with a view to creating a
administrative leadership deeper understanding of the audit outcomes and messages. Interactions are also
extended to provincial legislative oversight and the National Council of Provinces
to share insights and enable improved oversight of local government.
The AGSA embarked on provincial stakeholder interactions with all municipalities
after the 2011 election. These stakeholder interactions focused on empowering
the newly elected leadership by sharing with them the roles and responsibilities
of all oversight bodies and the importance of creating an environment of
accountability, using only credible information for monitoring purposes.

The AGSA further embarked on provincial roadshows to engage with the
provincial leadership, municipalities and councils where the audit outcomes, the
root causes that gave rise to the audit outcomes and the recommended way
forward to improve on the audit outcomes were explained.

Auditees have been sensitised to the importance of implementing and
maintaining key controls around financial and performance management
and compliance with laws and regulations. The key controls are assessed on
a quarterly basis and their status is also shared with the mayor, council and

Quorterly interactions on status of municipal managers as part of the quarterly interactions.
key controls

During the key control visits, the AGSA teams secure commitments on what
would be done to improve going forward and these commitments are then
monitored. The message was conveyed that leadership should now take
ownership of the key confrols and maonitor them on a continuous hasis.

Outline of AGSA initiatives

Auditees were again offorded the opportunity to restate and adjust their financial
and performance information submitted for audit when material misstatements
were detected. It is important, however, that the auditees take ownership of their
financial and performance processes and not rely on the AGSA to identify errors.

There have been numerous inferactions with auditees in respect of requirements
relating to the reporting of performance information. The awareness sessions
were also extended to oversight and provincial leadership.

The AGSA participates on a regular basis in a number of forums and committees
to raise perfinent issues that may affect audit outcomes and to enable the forums
in executing their oversight role. These include:

Promoting understanding of PDO
requirements

o Provincial coordinating committee overseeing the implementation of

Operation clean audit

Speakers” forums

Internal audit forums

Quarterly MFMA coordination forums

Provincial Accountant-General forums

Working sessions towards the conceptualisation of a municipal performance

assessment tool

Weekly meetings take place between the AGSA, Accounting Standards Board
()BT GTEEIES and National Treasury to highlight and address any emerging fransversal matters

{CORRE TSI that could affect the audit outcomes. On a quarterly basis, a high-level meefing,

Board chaired by the Auditor-General personally, takes place to address significant

matters affecting the audit outcomes.

During the 2010-11 financial year, the Auditor-General embarked on door-fo-

door visits in KwaZulu-Natal and will again embark on a door-fo-door visit to

municipalities in the Eastern Cape to inferact with the political and administrative

leadership of municipalities, reconfirming their understanding of the drive towards

clean administration and previous commitments made. The Auditor-General also

visited all the metros and municipalities with clean audit reports during the year

under review.

LOCAL GOVERNMENT 2010-11
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Otline of AGSA iaifiatives 5.3 Other current and emerging matters that require attention

o The AGSA was involved in the TCF working committee driven by NT, SALGA
and COGTA to share insights and provide guidance in respect of one of their
objectives, which is to ensure the adequacy of the controls for the financial
systems and business processes of local government.

LOOIRONTEESIBTIRIS ©  Insights were shared with SALGA and COGTA in the development and S . '

risks and controls implementation of an IT governance framework for municipalities. The draft *  Financial sustainability of auditees

In addition to the matters highlighted in the preceding sections of this report, the
following current and emerging issues require affention from municipal leadership,
provincial executive and oversight structures, as well as provincial and national role
players:

IT governance framework for local government has been derived from the *  Material losses incurred and material impairment of assets
qovernmentwide IT governance framework developed by the DPSA. e Continued material underspending of votes and/or conditional grants
o The AGSA collaborated with the NT in building internal audit capacity fo ®  Accounting, legislative and other changes that may impact on future audit
conduct IT audits at municipalities. oufcomes.
o The AGSA is developing tools to enhance auditees” ability for ongoing These matters are outlined in the sections that follow.
self-assessment and the identification of the risk of fraud, corruption and
maladministration. 5.3.1 Financial sustainability of auditees

o On request the AGSA proactively identifies potential conflicts of interest,
based on available data, before major contracts are awarded by auditees

Stakeholders involved in the oversight of local government have committed

to and in some cases already embarked on more coordinated and infegrated

QTR RSO oversight interventions. The AGSA will continue to share insights that may
oversight structures contribute to and enable more effective oversight, as part of its supporting role fo

those charged with the oversight of local government, including NCOP structures,

provincial legislatures, and MPACs.

Many municipalities and municipal entities are experiencing difficulty in susfaining
a healthy financial position. Matters giving rise to these concerns include poor
debt collection, increasing liabilities due to delayed payment of creditors, and the
inability to fund operations and the maintenance of infrastructure. Detailed below
are some matters which are highlighted for consideration in this regard. Reporting
on this area of concern will be expanded further in the general report of 2011-12.
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Concerns regarding the ability fo fund ongoing operations or being financially
sustainable were identified at 81 (27%) auditees [2009-10: 74 (22%)]. The
following figures and table depict the extent of such concerns and the main reasons
for such concems.
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Figure 45: Number of auditees with financial sustainability concerns

81
74

2
18

| s |

2010-11

2009-10

Number of auditees with financial sustainability concerns

M Municipalities

2010-11

Number of auditees with
financial recovery plans

I Municipal entities

2010-11

Number of municipal entities
placed under administration
(Section 139 of MFMA)

The Eastern Cape had the highest number of auditees (17) with identified

immediate financial sustainability concerns, while Limpopo and the VWestern Cape

had the lowest number of auditees (1) with such concems.

High capacity
municipalities
(including

Medium
capacity
municipalities

Status of financial
sustainability issues

Remained with no identified /
immediate financial sustainability
issues

Prior year's financial sustainability
issues addressed

Auditees with no identified/ immediate
financial sustainability issues

Retained idenfified/ immediate
financial sustainability issues from
prior year

Newly identified auditees with financial
sustainability issues

Auditees with identified,/ immediafe

0, 0,
financial sustainability issues Ui =

Total number of auditees

reported on

Low capacity
municipalities

Municipal
entities
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auditees
reported on

27%

27%

109



X

‘I YEARS

1911-2011

Figure 46: Reasons for funding and financial sustainability concerns at auditees 5.3.2  Material losses incurred and material impairment of assets

The defails of material losses and asset impairments, as disclosed in the financial
statements of auditees for the year ended 30 June 2011, are depicted below.
While these types of losses are not necessarily planned, they do occur in the
Number of auditees with funding normal course of business. However, reasonable care should be taken to minimise
concerns and effectively manage such losses.

Auditees with identified/ immediate funding concerns - 81 (27%)

41

(14%) Figure 47: Provincial analysis of material losses incurred and impairment of assets

R 622 million
Eastern Cape R 1 474 million

Free State R 3 050 million

R 2 419 million

Gauteng 5 million

R 1110 million

KwaZulu-Natal R 1 440 million

R 23 million

110 Auditees with no identified/ immediate funding concerns - 219 (73%) Limpopo
R 641 million
Mpumalanga 492 million
T . ; ; Northern Cape R 364 million
Number of municipalities with funding concerns relating to: R 442 million
bl o : North West i
High reliance on grants/ own revenue generated not sufficient to cover operating costs (57) R 406 million

Serious challenges being experienced in the recovery of consumer debtors (34) R 1796 milion
Western Cape
No cash for unspent grants (24) million
Debt collection problems (41) ® Material losses = Material impairment of assefs
Current liabilities exceed current assets (31)
N0 Other significant financia challenges™ (22) Further details of material losses and impairments are as follows:
* Other significant financial challenges indlude: Material losses

Mumicpalities comot pay crediiors wihen ey are due, due 7o cash How challenges; fave significant net bank overdharts; Electrici d er | tfor 94% of all rerial | ith th
Jave a pooy/ hegative 10 of assers readly comvernidle 1o cash compared o debis; and fhave redeemed all Hheir investments, ec r_'C”y an Wq _er 0sses5 accoun .Or ° OO all material 1osses, wi ?
fience 1o long:term assets remain, remainder comprising bad debts writtlen off (3%) and losses on the valuation of

inventory and property, plant and equipment (3%).
Of the 81 auditees with identified financial sustainability concerns, 33 (41%)

. B . e Water losses are mainly affributable to ageing infrastructure, unmetered
obtained financially unqualified reports.

areas in the informal setlements, storage and disfribution sysfems.
e FElectricity losses are mainly attributable to technical losses, ageing
infrastructure, illegal connections and tampering with meters.
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The figure that follows depicts the two-year trend in material losses incurred by auditees.

Figure 48: Material losses incurred

R 7.7 billion

2010-11

R 3,6 billion

2009-10

Number of auditees

2010-11

\

2009-10

The figure that follows depicts the two-year frend in material impairments incurred
by auditees.

Figure 49: Material impairment of assets (write-down in value of assets)

R 10,3 billion

R 2,9 billion

2010-11 2009-10

Material impairment of assets

The impairment of accounts receivable is due to poor collection of debtors and
comprises a significant proportion (99%) of material impairments. The other portion
is affributable to impairment of investments and plant and equipment.

Number of auditees

2010-T1 2009-10
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5.3.3 Material underspending of votes and/or conditional grants Figure 51: Provincial analysis of material underspending of votes or

conditional grants
Fifty-four municipalities {22%) [2009-10: 43 {13%]] underspent their votes and/or

conditional grants for the year ended 30 June 2011, as depicted in the following
two figures. This underspending, which is not an economic saving, is an indicator
of poor financial management, which often results in lack of service delivery and Eastern Cape
other functions such as mainfenance of infrastructure. Contributing factors are lack of
capacity and delays in the SCM processes. Free State

R 223 million
R 356 million

R 96 million
Figure 50: Material underspending of votes or conditional grants

R 361 million

Gauteng R 417 million

KwaZulu-Natal | l R 263 million
Mpumalanga Bl R 95 millon

North West .
R 3,7 hillion _ R 215 million

112 R 1477 million

Western Cape
R 1,5 billion

M Material underspending of vote i Material underspending of conditional grant

2010-11 2009-10
* Only amounts in excess of R50 million are depicted. The number of auditees is reflected on the bars of

the graph.
Number of municipalifies

5.3.4 Recommended action in response to financial sustainability concerns,
\ losses and underspending

It is recommended that the provincial freasuries, the Departments of Local
Government and the Offices of the Premiers increase their efforts to jointly assist
municipalities to prepare and monitor action plans in order fo address their
sustainability issues and infrasfructure spending.

These actions plans should address:

® the fimely collection of outstanding debtors, which includes billing practices
2010-11 2009-10 and follow-up
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® improvement of SCM processes to facilitate infrasfructure maintenance and
additions

e effective management of the spending of grants to improve and address
service delivery shortcomings.

535

financial year

Accounting, legislative and other changes expected in the 2011-12

The following matters are expected to have an impact across local government in
the 201 1-12 financial year. Measures should be implemented to ensure that these
matters do not impact negatively on audit outcomes in the provinces.

Accounting Standards of
matters GRAP

Area of change

Summary of expected changes

The current standards of GRAP have been gradually 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
medium-capacity 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. However, at
the time of publication of this report, the 2012-13 financial year will be upon
auditees and the following new GRAP standards will be applicable:

*  GRAP 21: Impairment of non-cash-generating assets

* GRAP 23: Revenue from non-exchange transactions (Taxes and transfers)
*  GRAP 24: Presentation of budget information in financial statements

*  GRAP 26: Impairment of cash-generating assets

e GRAP 103: Heritage assets

*  GRAP 104: Financial instruments

Itis especially important o note the implementation of GRAP 24, which may
have an impact on the presentation and disclosure of the financial statements.

Area of change Summary of expected changes

SCM legislation

Minimum
competency
levels for
municipal officials

The revised preferential procurement regulations came into effect on 7
December 2011. The most significant changes were the introduction of BBBEE
certificates and the requirement for evaluation of functionality.

Municipalities and municipal entities should ensure that their policies and
procedures are in compliance with these regulations to avoid any regression in
terms of compliance findings.

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

This means that the requirements are not yet applicable for the financial year
2011-12 (financial period ending 30 June 2012). However, municipalifies wil
need fo start aligning their recruitment policies to the regulations and putting
measures in place to ensure that they comply with the requirements by 1
January 2013.
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GLOSSARY OF KEY TERMINOLOGY USED IN THE REPORT

Accounts payable/accruals/liabilities

Accounts receivable (debtor)

Adverse audit opinion

Asset
Asset impairment
Balance sheet

Carrying valve

Cash flow

Commitment (financial)

Comparative figures

Consolidated financial statements

Contingent liability

Current assets

Disclaimer of audit opinion

Financial and performance management

Money owed by the entity to those who have supplied goods and services. .
Money owed to the entity by those who have received goods or services from the entity.

The financial statements contain misstatements that are not confined to specific amounts or the misstatements represent a
substantial portion of the financial statements.

Any item belonging to the entity, which may constitute property, plant, cash or debtors.
The reduction in value of an asset below its normal realisable value
Summary of an entity’s financial status, including assets, liabilities and equity.

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.

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

This represents the cost of goods and services to be received in the next year in respect of which the entity has already 117
entered into an agreement fo purchase.

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

Financial statements that reflect the combined financial position and results of a municipality and those of municipal entities
under its control.

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

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.

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.

Management of resources in order to achieve the financial and service delivery obijectives 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

General ledger

Covernance

Information technology (IT)
IT governance

IT service continuity

[T security management

IT user access management

Internal control (key confrols)

Inventory
Irregular expenditure

leadership

Material finding

X

‘I YEARS

1911-2011

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.

A record of all financial transactions undertaken by an entity.

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
oufcomes.

Computer systems used for recording and reporting financial and non-financial transactions.

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

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.

Controls preventing unauthorised access to the networks, operating systems and application systems that generate and
prepare financial information.

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 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.

Goods held for resale or for internal use.
Expenditure incurred without complying with applicable laws and regulations.

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.

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

Misstatement
Modified opinion
Payroll

Pervasive findings

Property, plant and equipment
Qualified audit opinion
Reconciliation

Reporting against predetermined
objectives (PDOs)

Residual valve

Root causes

Supply chain management

Transversal findings

Unauthorised expenditure

Useful lives

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.

Incorrect or omitted information in the financial statements or annual performance report.
Qualified, adverse or disclaimer of opinion.
A list of employees and their wages.

Findings that are not confined to specific items in the reported information or that represent a substantial proportion of the
reported information.

Includes land, buildings, leasehold improvements, equipment, furniture, fixtures, delivery trucks, vehicles, etc. that are
owned by the entity.

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.

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

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

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 shortterm fix.

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

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

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.

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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339 | Moses Kotane Development Agency
343 | Knysna Economic Development Agency

338 | Moretele Development Agency
340 | Rustenburg Water Services Trust
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