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Introduction 

The purpose of this report is to provide the Standing Committee on Public Accounts (SCOPA) with an overview of the audit outcomes and internal 
control deficiencies that have prevented the municipality from attaining the desired audit outcome, i.e. financially unqualified with no material 
findings on legislation and predetermined objectives (also known as a ‘clean audit outcome’). Below is the summary of the 2017-18 audit outcomes 
and the status of material findings reported under predetermined objectives and compliance with legislations.  

 

The figure that follows provides a pictorial summary of the audit results and our key messages on how to improve the audit outcomes with the 
focus on the following: 

 Status of the audit outcomes 

 Status of the level of assurance provided by key role players 

 Status of the drivers of internal controls 

 Status of risk areas  

 Root causes to be addressed 
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Overall audit outcome graphic 
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Overall Message 

1. The audit opinion remained as a disclaimer opinion on the audit of financial statements, with material findings on performance information and 
compliance with laws and regulations although the municipality was afforded the opportunity to submit an adjusted set of financial statements 
during the audit. The stagnation in the overall audit outcome is due to the lack of response to effectively address the root causes for the 
findings raised and also lack of consequence for poor audit outcomes. 

2. Sustainable systems and processes were not introduced and implemented during the year for the recording, reconciling and reporting of 
transactions and balances in the financial statements. The financial statements were prepared internally and were of poor quality; they 
contained numerous basic accounting and numerical errors that could reasonably have been prevented had due care been exercised. 

3. The outcome for performance management remained negative but an adverse opinion was expressed versus a disclaimed opinion in the prior 
year as information was available although it did not support the reported performance.  

4. Non-compliance with legislation remains a major concern and the municipality is unlikely to improve the audit outcomes if the root causes for 
material non-compliance findings is not addressed. Various repeat findings were identified relating to poor quality of financial statements 
submitted, lack of systems for expenditure management, asset management, human resource management and, procurement and contract 
management. In addition, the audit identified that there is lack of actions taken and consequence management implemented relating to 
unauthorised, fruitless and wasteful expenditure which was incurred in the prior years. The assessment of the root cause for non-compliance 
with laws and regulations further indicates that there is lack of review and monitoring by senior management, a lack of oversight from 
leadership and no regards for compliance with laws by officials of the municipality. 

5. The municipality has governance structures with suitably skilled individuals that have an understanding of the improvements required to 
achieve a clean administration. However, the effectiveness of the audit committee as an assurance provider was impacted by the municipality 
and leadership’s inability to act on the recommendations made by the audit committee. 
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Audit opinion history 
 

  Clean audit opinion: Financially unqualified opinion with no findings on PDO and compliance 

  Financially unqualified opinion with findings on PDO and compliance 

  Qualified audit opinion (with findings)  

  Disclaimed/adverse audit opinion 

 

DESCRIPTION Movement 17-18 16-17 15-16 

Audit opinions     

Disclaimed audit opinion       

Predetermined objectives(PDO’s)     

KPA2: Basic service delivery and infrastructure development      

 

Summary of qualification areas, root causes and recommendations 

Financial Statement qualification areas 

1) Receivables from exchange and non-exchange transactions 

Finding  Root cause Recommendation 

 Age analysis do not agree to the amount as per 
financial statements. 

 Debtors existence could not be confirmed. 

 

 

 

 Lack of review of financial statements. 

 Reconciliation are not done on a regular 
basis. 

 Non implementation of debt collection 
policies. 

 Reconciliation between the age analysis and 
financial statements were should be done to 
reflect corrections made to debtors with regards to 
prior years. 

 Debtor accounts should be cleaned up to ensure 
it includes physical addresses and that one 
account exist per address, all consumer that do 
not pay should be handed over for debt collection. 
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2) Cash and cash equivalents 

Finding  Root cause Recommendation 

Invalid items on bank reconciliations. Bank reconciliations are not properly reviewed 
and suspense accounts are not cleared. 

 Bank reconciliations should be reviewed to ensure 
it is accurate and reconciliation items should only 
be transactions that did not go through the bank 
yet.  

 Suspense accounts should be followed up and 
cleared on a regular basis. 

 

3) Investment property 

Finding  Root cause Recommendation 

Methods and significant assumptions applied in 
determining the fair value of investment property not 
disclosed. 

Lack of review of financial statements.  GRAP disclosure checklist provided by National 
Treasury should be used to ensure disclosure on 
the financial statements are correct. 

 

4) Payables from exchange transactions 

 

Finding  Root cause Recommendation 

 Listings submitted do not agree to the financial 
statements. 

 Not all payables recorded. 

Lack of review of financial statements.  Review of financial statements to supporting 
documents.  

 Utilising of the creditors module.  



 

MFMA 2017/18 

   6 

5) Operating lease liability 

Finding  Root cause Recommendation 

 Incorrect calculation of the operating lease expense 
on a straight-line bassis over the lease term. 

 Amounts per financial statements do not agree to 
invoices and lease agreements. 

Lack of review of calculation and financial 
statements. 

 

 Review of calculation of rental smoothing as per 
GRAP standard. 

 Review of financial statements to supporting 
documents. 

 

6) Service charges 

Finding  Root cause Recommendation 

 Correction of revenue from prior year recognised in 
current year. 

 Documents to support the service charges not 
submitted. 

 Lack of review of journals to supporting 
documents. 

 Documents to transactions not submitted 
timeously. 

 

 Review of journals to supporting documents to 
ensure the correct date, amount and 
classification. 

 Delegation of an audit controller to reconcile 
information requested and submitted as well as a 
proper filing system to ensure all original 
documents can be retrieved and submitted in the 
agreed timeframe. 
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7) Interest received 

Finding  Root cause Recommendation 

Documents to support the interest received not 
submitted. 

Documents to transactions not submitted 
timeously. 

Delegation of an audit controller to reconcile 
information requested and submitted as well as a 
proper filing system to ensure all original documents 
can be retrieved and submitted in the agreed 
timeframe. 

 

8) Property rates 

Finding  Root cause Recommendation 

Tariffs charged differs from tarrifs approved by council. Inadequate review of billing system.  Billing system to be reviewed to ensure correct 
property types and tariffs are uploaded.  

 

9) Bulk purchases 

Finding  Root cause Recommendation 

 Documents to support the bulk purchases not 
submitted. 

 Expenditure not recorded on accrual basis. 

 Documents to transactions not submitted 
timeously. 

 Accounting system not updated timeously. 

 Delegation of an audit controller to reconcile 
information requested and submitted as well as a 
proper filing system to ensure all original 
documents can be retrieved and submitted in the 
agreed timeframe. 

 Utilising of the creditors module. 
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10) Other operating expenses 

Finding  Root cause Recommendation 

 Payments to fictitious suppliers and unauthorised 
debit orders and credit card payments was not yet 
corrected. 

 Incorrect classification of expenditure. 

 Expenditure recognised in incorrect period. 

 Documents to support the operating expenses not 
submitte. 

 

 Lack of adequate systems that detect and 
prevent fraudulent activities on expenditure 
payments. 

 Accounting system not updated timeously. 

 Proper review of transactions and exception 
reports not done. 

 Documents to transactions not submitted. 

 

 Review of exception reports should be done on a 
regular basis. 

 Creditors bank details should be captured in a 
main data file and editing should be limited to 
delegated officials. Proper password control to 
ensure accountability for changes can be 
establish. 

 Utilising of the creditors module and updating and 
reviewing of the accounting system on a regular 
basis.  

 Delegation of an audit controller to reconcile 
information requested and submitted as well as a 
proper filing system to ensure all original 
documents can be retrieved and submitted in the 
agreed timeframe. 

11) Debt impairment 

Finding  Root cause Recommendation 

Age analysis used to calculate debt impairment do not 
agree to the amount as per financial statements. 

Reconciliation are not done on a regular basis. Reconciliation between the age analysis and financial 
statements were should be done to reflect corrections 
made to debtors with regards to prior years. 
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12) Cash flow statement 

Finding  Root cause Recommendation 

Cash flow statement does not balance. 

Calculation on the cash flow incorrect. 

 Bank reconciliations were not properly 
performed.  

 Lack of review of financial statements. 

 Bank reconciliations should be reviewed to ensure 
it is accurate and reconciliation items should only 
be transactions that did not go through the bank 
yet.  

 Review of financial statements to supporting 
documents. 

 

13) Statement of comparison of budget and actual amounts 

Finding  Root cause Recommendation 

 Amounts disclosed as final budget amounts and 
actual amounts for the period did not agree to the 
adjustment budget and the accounting records. 

 Explanations for some material variances between 
the actual and budgeted amounts not disclosed. 

 

 Lack of review of financial statements. 

 

 Review of financial statements to supporting 
documents.  

 

14) Commitments 

Finding  Root cause Recommendation 

 Commitments recognised on contracts that expired. 

 Amounts as per commitment register differ to 
amounts per contract/payments. 

Registers are not prepared and updated on a 
regular basis. 

Registers should be updated on a regular basis and 
not only at year end for financial statement purposes. 
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15) Contingencies 

Finding  Root cause Recommendation 

Differences noted between contingency register and 
financial statements. 

 Registers are not prepared and updated on a 
regular basis. 

 Lack of review of financial statements. 

Registers should be updated on a regular basis and 
not only at year end for financial statement purposes. 

 

16) Prior period errors 

Finding  Root cause Recommendation 

 Incomplete disclosure of note. 

 Supporting documents not submitted. 

 Lack of review of financial statements. 

 Documents to transactions not submitted 
timeously. 

 

 GRAP disclosure checklist provided by National 
Treasury should be used to ensure disclosure on 
the financial statements are correct. 

 Delegation of an audit controller to reconcile 
information requested and submitted as well as a 
proper filing system to ensure all original 
documents can be retrieved and submitted in the 
agreed timeframe. 
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17) Unauthorised expenditure 

Finding  Root cause Recommendation 

Calculation of overspending not submitted.  Documents to transactions not submitted 
timeously. 

 

 Delegation of an audit controller to reconcile 
information requested and submitted as well as a 
proper filing system to ensure all original 
documents can be retrieved and submitted in the 
agreed timeframe. 

 Review of financial statements to supporting 
documents. 

 

18) Irregular expenditure 

Finding  Root cause Recommendation 

Additional irregular expenditure identified by the 
auditors. 

Decentralized procurement process. 

 

Controls should be implemented to ensure all 
procurement documents are submitted to SCM 
devision and action should be taken against officials 
that do not follow the correct procurement procedures. 

 

19) Fruitless and wasteful expenditure 

Finding  Root cause Recommendation 

 Additional fruitless and wasteful expenditure 
identified by the auditors. 

 Expenditure disclosed that do not meet the 

 Incorrect capturing of invoices. 

 Definition not applied to irregular 
expenditure. 

Utilising of the creditors module and updating and 
reviewing of the accounting system on a regular 
basis. Reviewing of invoices to ensure it is captured 
against the correct accounts. 
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Finding  Root cause Recommendation 

definition.   Ensuring the definitions as per regulations are 
applied. 

 

20) Distribution losses 

Finding  Root cause Recommendation 

Could not recalculate the losses.  Inadequate billing system. 

 Incorrect capturing of bulk purchases. 

 Debtor accounts should be cleaned up to ensure 
an adequate billing system is in place. 

 Utilising of the creditors module and updating and 
reviewing of the accounting system on a regular 
basis. 

 

21) Aggregation of immaterial uncorrected misstatements 

Finding  Root cause Recommendation 

 Unreconciled differences noted between VAT 
returns and financial statements. 

 Unreconciled differences between inventory records 
and financial statements. 

 Supporting documents for prepayments not 
submitted. 

 Lack of review of financial statements. 

 Inadequate inventory management. 

 Lack of compliance with policies and 
procedures. 

 

 Review of financial statements to supporting 
documents and reconciling differences. 

 Controls to be implemented over inventory 
movement especially damaged, old and 
redundand stock. 

 Monitoring of compliance with policies and 
procedures. 
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Predetermined objectives qualification areas 
 
KPA2: Basic service delivery and infrastructure development 
 

Finding  Root cause Recommendation 

 Reported strategic objectives not consistent with 
planned objectives. 

 Reported targets not consistent with planned targets. 

 No evidence submitted to confirm measures taken to 
improve the performance. 

 Indicators and targets not well defined and specific. 

 Reported achievement do not agree to the supporting 
evidence. 

 Evidence not submited to support the reported 
achievement. 

 Lack of review of reported information to 
planning information and supporting 
evidence. 

 Review of the indicators and targets in the SDBIP 
to ensure this is aligned to the mandate and 
powers and functions of the municipality. 

 Development of standard operating procedures 
that set out how each indicator would be 
measured, monitored and reported. 

 Quarterly reports to be reviewed and targets 

reported for each quarter to be validated. 
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Key focus areas  

The table below provides an extract of the municipality’s performance broken down into specific key areas. The colour attached to each area 
represents the severity of the concerns noted within the key area.  

    Good – minor issues noted and reported 

 In progress – resolution of concerning issues raised is in progress 

 Intervention required – matters raised require urgent attention 

 

Quality of 

submitted 

financial 

statements 

  The quality of the submitted financial statements was poor, even after the municipality was afforded the opportunity to submit 
an adjusted set of financial statements during the audit. Basic accounting errors were identified which could have been 
prevented had reasonable due care been exercised. 

 

Quality of 

submitted 

annual 

performance 

reports 

  Although the quality of the submitted annual performance report was better than the prior year, the records that was 
submitted in order to support the reported performance was contradicting and an adverse opinion was therefore expressed. 
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Supply chain 

management, 

and 

unauthorised, 

irregular as well 

as fruitless and 

wasteful 

expenditure 

  Various repetitive findings were identified: 

o Goods and services procured without price quotations or inviting competitive bids. 

o Quotations accepted from prospective providers not on the list of accredited prospective providers. 

o Quotations accepted from and contracts awarded to bidders without declaration of interest. 

o Preference point system not always applied, preference points not allocated and calculated correctly, awards made to 
bidders that did not score the highest points.  

o Awards made based on functionality criteria that were not stipulated in the original invitation for bidding. 

o Bid documentation of commodities designated for local content and production did not stipulated the minimum 
threshold. 

o Contracts extended or modified without approval. 

o Persons in service of the municipality whose close family members had interest in contracts awarded, failed to 
disclose the interest. 

o SCM role players whose close family members, partners or associated had an interest in contracts, participated in the 
process relating to the contract. 

 Not all fruitless and wasteful expenditure identified and disclosed by the municipality due to the incorrect classification of 
interest on invoices. 

 

Vacancies and 

stability, 

competencies, 

management 

of consultants 

and 

consequence 

management 

  Although the municipality appointed a full time CFO and MM, the challenges of the municipality was too much to address in 
one year and as their attention was focused on all areas, no progress has been made. Both the CFO and MM left the 
municipality before the audit was completed. 

 The consultants were not fully utilized as the financial statements were prepared in-house. There is an over-reliance on 
consultants to prepare the registers and reconciliations at year end. As a result, sustainable systems and processes were not 
introduced and implemented during the year for the recording, reconciling and reporting of transactions and balances. 

 Consequence management was not implemented and poor performance and repeat transgressions were not dealt with. 
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Status of 

records  

 

  The status of records review was scheduled for end of March 2019, however could not be performed as the regularity audit 
was still underway. The municipality is still in the process of addressing the audit findings and no progress on the audit action 
plan has been made. 

 

 

Summary of common root causes to be addressed 

1. Lack of adequate review of financial statements to ensure it is supported by the accounting records. 
2. Reconciliations are not prepared and reviewed by the adequate level of management on a timeous basis and are done for compliance 

purposes only. 
3. Management do not address internal control weaknesses identified by internal and external auditors and the action plan is not monitored 

to ensure findings are not repeated. 
4. Lack of consequences for poor performance and transgression as there are no recovery of irregular and fruitless and wasteful 

expenditure. 

Conclusion 

The municipality has structures of governance committees with suitably skilled role players with an understanding of the improvements required to 
achieve a clean administration. However, the effectiveness of these committee’s / role players as an assurance provider is impacted by the 
municipality and leadership’s ability to act on the recommendations made by these committees. 

It is therefore critical that the root causes highlighted above are addressed to ensure good governance and an improvement in the overall audit 
outcomes. 

 

 


