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REVIEW OF NORTH-WEST MUNICIPALITIES

1. Introduction

The AG's reported very bleak results shown by a regression in the audit outcomes of
municipalities for the financial year ending June 2018. Accountability is deteriorating shown by
regression in audit outcomes (63 municipalities regressed and only 22 improved); 21
municipalities submitted their financial statements late and financial statements of eight were still
outstanding by 31 January. Irregular expenditure remains high at R25,2 billion although it
decreased slightly from R29,7 billion’.

2. North-West Municipalities

All the four municipalities received disclaimers consecutively for the past three years. Only
Bojanala is not under administration. The three local municipalities: LekwaTeemane, Madibeng
and Mamusa were placed under administration in May 2019

Table 1: North-West Municipalities

'None

Disclaimer . Disclaimer

Disclaimer Disclaimer Disclaimer “Section 139 (1)(b)

Disclaimer Disclaimer  Disclaimer ' Section 139 (1)(b)
'Disclaimer  Disclaimer  Disclaimer  Section 139 (1)(b)

In North West, 20 out of 22 municipalities had deteriorating audit performance in terms of the
audit outcomes of 2016/17 financial year. Twelve out of the 22 North West municipalities are in
serious financial distress and of which 8 received disclaimers in audit outcomes. Previous Section
139 interventions in five municipalities have not yielded results®.

The audit outcomes of North-West municipalities were the worst since 2012/13. The regression
indicates that municipalities did not address issues raised by the AG and there was lack of political
will to effect consequences®. The AG noted that the audit environment became hostile with many
municipalities contesting the findings, coupled with pushbacks and threats to auditors. Political
instability and the tone set by leadership did not create a conducive environment. Due to the poor
state of financial management, the province intervened in eight municipalities.

TAG, 2019. MFMA 2017-18
2 Mkhize, Z. 2018. Address by Minister of COGTA
¢ Ibid
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3. Unauthorised, irregular, fruitiess and wasteful expenditure

The PFMA identifies three types of improper expenditure specifically, irregular expenditure,
unauthorised expenditure as well as fruitless and wasteful expenditure. Irregular expenditure is
defined as expenditure other than unauthorised expenditure incurred in contravention of or that is
not in accordance with the requirements of applicable legislation. Although irregular expenditure
does not constitute mismanagement but it occurs when expenditure occurred contravened laws
and regulations. Fruitless and wasteful expenditure is expenditure incurred in vain which could
have been avoided if reasonable care was exercised.

Figure 2: Unauthorised; irregular, fruitless and wasteful expenditure
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3.1 Bojanala

The municipality had no CFO for the majority of the year. Finance staff lack the appropriate
competencies. There is an over reliance on consultants due to instability in senior management

positions, particularly the municipal manager and CFO. Consequence management was not
implemented.

Supply chain management is an issue which led to the municipality incurring unauthorized,
irregular, fruitless and wasteful expenditure. Non-compliance with supply chain management
process led to irregular expenditure. The situation got worse in July such that workers were not
paid salaries in July 2019 (see attached newspaper clips)

The AG also states that the quality of financial statements submitted were poor. The effectiveness
of the audit committee as an assurance provider is hampered by the leadership’s inability to act on
recommendations made by the audit committee. The AG also indicated that all assurance levels

such as MPACs, municipal councils, internal audit, senior management and executive mayor
provides limited assurance.

The AG had the following concerns:-
- Poor record keeping;
- Performance reports were not useful and reliable;
- There was disregard for laws and regulations;

Research Unit | Page 3 of 7



3.2 Madibeng

Madibeng has a history of corruption and maladministration. There were SIU investigation dating
back to 2010. Even in 2014, there were serious cases of maladministration.

This municipality, there were a lot of issues including threats and intimidation of auditors.
Unauthorised, Irregular expenditure, fruitless and wasteful expenditure is very high. Documents
were missing relating to procurement and contract management resulting in consequence
management not done. The municipality invested R60 million into VBS.

The municipality owes ESKOM R428 million. Madibeng invested R31 million of their conditional
grant. Non compliance with legislation is a major concern. Repeat findings were identified relating
to poor quality of AFS, lack of systems for expenditure management, asset management and
procurement and contract management.

Governance structures such as the audit committee and internal audit has capacity but the
recommendations were not implemented.

The newspapers reported a contract to lease 50 vehicles for R17 million a month. (see attached
paper)
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3.3 Lekwa Teemane

The municipality has a long history of corruption and maladministration with no consequence
management. The AG raised many issues relating to its audit. Lekwa Teema had vacancies in
senior management positions such as the CFO, therefore relied on consultants. The internal
audit and audit committee was not effective although it has people who have skills and can
assist the municipality in dealing with issues raised by the AG. The recommendations of the
audit committee were not implemented.

The financial health of the municipality is concerning. Current liabilities exceed current assets
by R249, 1 million. Creditors were not paid for more than 120 days instead of the 30 days
according Section 65(2)(e) of the MFMA.

The disclaimer was due to areas such as lack of supporting documents, lack of review by
management of the municipality. Non-compliance with legislation remains a major concern.
There is lack of consequence management relating to unauthorized, irregular, fruitless and
wasteful expenditure.
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