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MANAGEMENT REPORT TO THE ACCOUNTING OFFICER ON THE AUDIT OF 

THE MAQUASSI HILLS LOCAL MUNICIPALITY FOR THE YEAR ENDED 

30 JUNE 2016 

INTRODUCTION 

1. Our responsibility is to:  

 express an opinion on the financial statements 

 express a conclusion in the management report on the usefulness and reliability of the 
reported performance information for selected objectives, and report the material findings 
in the auditor’s report 

 report on material findings relating to compliance with specific requirements in key 
applicable legislation, as set out in the general notice issued in terms of the Public Audit 
Act, 2004 (Act No. 25 of 2004) (PAA).  

Our engagement letter sets out our responsibilities and those of the accounting officer in 
detail.  

2. This management report includes audit findings arising from the audit of the financial 
statements, reporting on predetermined objectives and compliance with legislation for the year 
ended 30 June 2016. These findings were communicated to management and the report 
details management’s response to these findings. The report includes information on the 
internal control deficiencies that we identified as the root causes of the matters reported. 
Addressing these deficiencies will help to improve the audit outcome. 

3. This management report consists of an executive summary and annexures containing the 
detailed audit findings. 

4. The purpose of the management report is to communicate audit findings to the accounting 
officer and does not constitute public information. The auditor’s report is finalised only after the 
management report has been communicated. All matters included in this report that relate to 
the auditor’s report remains in draft form until the final auditor’s report is signed. In adherence 
to section 50 of the PAA, we do not disclose any information obtained during the audit and 
contained in this management report.  
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EXECUTIVE SUMMARY 

 

SECTION 1: Interactions with stakeholders responsible for oversight and 

governance 

1. During the audit cycle, we met with the following key stakeholders responsible for oversight 
and governance to communicate matters relating to the audit outcome of the municipality: 

Stakeholder 
Number of 

interactions 

Municipal public accounts committee (MPAC) 1 

Audit Steering Committee 8 

Mayor of Maquassi Hills Local Municipality 1 

Accounting officer: Municipal Manager 8 

 

2. At these interactions, we discussed the availability of key staff during the audit process, 
submission of supporting document timely, engagement letter, and audit strategy. All 
stakeholders made commitments to implement initiatives that can improve the audit outcome. 
The commitments given and the progress of previous commitments are included in section 2.6, 
which deals with the assessment of assurance providers. 
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SECTION 2: Matters relating to the auditor’s report 

2.1 MISSTATEMENTS IN THE FINANCIAL STATEMENTS 

3. We identified material misstatements in the financial statements during the audit. These misstatements were not prevented or detected by the 
municipality’s system of internal control. These material misstatements also constitute non-compliance with section 122 of the Municipal Finance 
Management Act (MFMA). 

4. The misstatements that were not corrected form the basis for the qualified opinion on the financial statements. 

Material misstatement Impact 
 

R 

current year 

Impact 
 

R 

prior year 

Financial statement 
item 

Finding  
 

Occurred in prior 
year 

(Insert Yes/No) 

Material misstatements not corrected 

Current liabilities 

Payables  Disagreement - Loan incorrectly disclosed as accrual 
 
Limitation - Creditors listing not provided for audit purposes 
 
Limitation - TB/AFS does not agree to statement 
 
Limitation - Suspense accounts not cleared  

Yes 1 583 792 
 

531 981 
 

2 428 028 
 

2 529 273 

 

Revenue 

Services 
charges/Receivables 
from exchange 
transactions 

Disagreement - No revenue accrued for billing at year-end  
 
Disagreement - Service charges incorrectly billed  
 
Disagreement - Estimates incorrectly calculated  
 
Disagreement - Stands incorrectly billed  
 
Disagreement - Stands not billed during the year 
 
Disagreement - Stands not billed during the year 
 

Yes 
 

197 289 
 

414 156 
 

45 914 591 
 

4 893 521 
 

32 116 790 
 

19 831 078 
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Material misstatement Impact 
 

R 

current year 

Impact 
 

R 

prior year 

Financial statement 
item 

Finding  
 

Occurred in prior 
year 

(Insert Yes/No) 

Disclosure 

Irregular expenditure 
 

Disagreement - Irregular register understated   
 

Yes 7 013 909 
 

 

Material misstatements corrected 

Non-current Assets 

Property Plant and 
equipment  
 

Disagreement - Variances between amounts disclosed in the AFS, 
TB, GL and fixed assets register.  
 
Disagreement - Variances between MIG expenditure per appendix 
B and expenditure on infrastructure projects f 
 
Disagreement - Assets not included in the assets register 

No 5 853 871  
 
 

4 334 062 
 
 

35 054 852 

 

Disclosure 

Irregular Expenditure Disagreement - Differences noted between the financial statements 
and register 

Yes  5 860 670 

Commitment Disagreement - Creditors disclosed under Commitments No 
 

9 024 484  

Unauthorised 
expenditure 

Disagreement -Difference noted on the disclosure of the 
unauthorised expenditure  

No 10 020 902  

Cash flow statement Disagreement - Cash Flow amount incorrectly calculated. No 13 878 482  
 

Statement of changes in net assets 

Accumulated surplus Disagreement - Difference between the AFS and Trial balance No 55 941 010  
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2.2 MATTERS TO BE BROUGHT TO THE ATTENTION OF USERS 

Emphasis of matter paragraphs 

5. The following emphasis of matter paragraphs will be included in our auditor’s report to 
draw the users’ attention to matters presented or disclosed in the financial statements: 

Restatement of corresponding figures 

6. As disclosed in note 48 to the financial statements, the corresponding figures for 2015 
have been restated as a result of errors discovered during 2015 in the financial 
statements of the Maquassi Hills Local Municipality at, and for the year ended 
30 June 2016. 

Unauthorised expenditure 

7. As disclosed in note 41 to the financial statements, unauthorised expenditure of 
R40 034 602 was incurred in the current year and the unauthorised expenditure in 
respect of prior years of R368 403 193 had not yet been dealt with in accordance with 
section 32 of the MFMA. 

Fruitless and wasteful expenditure 

8. As disclosed in note 42 to the financial statements, fruitless and wasteful expenditure of 
R2 351 520 was incurred in the current year and the unauthorised expenditure in respect 
of prior years of R679 032 had not yet been dealt with in accordance with section 32 of 
the MFMA. 

Material losses  

9. As disclosed in note 47 to the financial statements, material electricity and water losses 
to the amount of R3 099 495 (2015: R115 112) and R40 211 611 (2015: R40 407 503) 
were incurred. 

Going concern 

10. Note 39 to the financial statements indicates that the municipality has experienced 
difficulties in settling its current liabilities. These conditions indicate the existence of a 
material uncertainty that may cast significant doubt on the municipality’s ability to operate 
as a going concern 

Additional matters 

11. I draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Unaudited disclosure notes 

12. In terms of section 125(2)(e) of the MFMA the municipality is required to disclose 
particulars of non-compliance with the MFMA. This disclosure requirement did not form 
part of the audit of the financial statements and accordingly I do not express an opinion 
thereon. 

Unaudited supplementary schedules 

13. The supplementary information set out on pages XX to XX does not form part of the 
financial statements and is presented as additional information. I have not audited these 
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schedules and accordingly I do not express an opinion thereon. 

2.3 REPORT ON PREDETERMINED OBJECTIVES 

Introduction 

14. As required by sections 4 and 20 of the PAA, read with the general notice issued in 
terms thereof, we have audited the reported performance information of the following 
selected key performance area (KPA) presented in the annual performance report of the 
municipality for the year ended 30 June 2016:   

a. KPA1: Service Delivery and Infrastructure Development  

15. We conducted our audit in accordance with the International Standards on Assurance 
Engagements (ISAE) 3000: Assurance engagements other than audits or reviews of 
historical financial information.  

16. We evaluated the usefulness of the reported performance information to determine 
whether it was presented in accordance with the National Treasury’s annual reporting 
principles and whether the reported performance was consistent with the planned 
programmes. We further performed tests to determine whether indicators and targets 
were well defined, verifiable, specific, measurable, time bound and relevant, as required 
by the National Treasury’sFramework for managing programme performance 
information(FMPPI). 

17. We assessed the reliability of the reported performance information to determine 
whether it was valid, accurate and complete 

18. We believe that the evidence obtained from the work performed provides an appropriate 
basis for the qualified conclusions on the usefulness and reliability of the reported 
performance information expressed below. 

Summary of audit conclusions 

19. The following is a summary of our conclusions on the usefulness and reliability of the 
reported performance information: 

Selected development priority Usefulness Reliability 

KPA1: Service Delivery and infrastructure 
development   

Qualified Qualified 

 

KPA1: Service Delivery and Infrastructure Development 

Basis for qualified of conclusion on usefulness 

20. Section 41(c) of the Municipal Systems Act (MSA) requires the integrated development 
plan (IDP) to form the basis for the annual report, therefore requiring consistency of 
objectives, indicators and targets between planning and reporting documents. A total of 
30% reported objectives were not consistent with those in the IDP. 
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Basis for qualified conclusion on reliability 

21. The FMPPI requires auditees to have appropriate systems to collect, collate, verify and 
store performance information to ensure reliable reporting of actual achievements 
against planned objectives, indicators and targets. The reported achievements against 
planned targets of 40% indicators were not reliable when compared to the source 
information. 

 Qualified conclusion of conclusion on usefulness and reliability  

22. In our opinion, except for the effects for disagreement misstatements of the matter 

described in the basis for qualified conclusion paragraph, the reported performance 

information of Service Delivery and Infrastructure Development is useful and reliable, in 

all material respects, in accordance with the identified performance management and 

reporting framework.  

Additional Matters 

18. We draw attention to the following matters. Our conclusion is not modified in respect of 

these matters: 

Achievement of planned targets 

23. Refer to the annual performance report on page 23 to 32for information on the 
achievement of planned targets for the year. This information should be considered in 
the context of the qualified conclusions expressed on the usefulness and reliability of the 
reported performance information in paragraph 20 and 21 of this report.  

Audit findings in the auditor’s report 

24. We will report all the audit findings included under the basis for conclusion and additional 
matter sections of this report in the auditor’s report.  

2.4 FINDINGS ON COMPLIANCE WITH LEGISLATION 

Included below are material findings on non-compliance with specific requirements in key 
applicable legislation. 

Strategic planning and performance management 

25. The amendments to the IDP was not adopted by the council only after consultation with 
the district and taking into account all comments received as required by regulation 6 of 
the Municipal planning and performance management regulations. 

26. The performance management system was not in line with the priorities, objectives, 
indicators and targets contained in its IDP as required by section 38(a) of the MSA and 
Municipal planning and performance management regulation 7(2)(g). 

27. Key performance indicators in respect of each of the development priorities and 
objectives were not set out in the IDP, as required by section 41(1)(a) of the MSA and 
regulations 1 and 9(1)(a) of the Municipal planning and performance management 
regulations. 

28. The performance management system and related controls were inadequate as it did not 
describe and represent the processes of performance monitoring and review and how it 
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is conducted, organised and managed, as required by sections 38 of the MSA and 
regulation 7 of the Municipal planning and performance management regulations. 

Annual financial statements, performance and annual reports 

29. The financial statements submitted for auditing were not prepared in all material respects in accordance 

with the requirements of section 122 of the MFMA. Material misstatements of non-current assets, current 

assets and disclosure items identified by the auditors in the submitted financial statements were 

subsequently corrected and the supporting records were provided subsequently, but the uncorrected material 

misstatements resulted in the financial statements receiving a qualified audit opinion.  The financial 
statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstatements 
of non-current assets, current assets, current liabilities, revenue, expenditure and 
disclosure items identified by the auditors in the submitted financial statements were 
subsequently corrected and the supporting records were provided subsequently, but the 
uncorrected material misstatements resulted in the financial statements receiving a 
qualified audit opinion.  

30. The 2014-15 annual report was not published for the local community to submit 
representations in connection with the annual report, as required by section 127(5)(a) of 
the MFMA.  

31. The oversight report adopted by the council on the 2014-15 annual report was not made 
public, as required by section 129(3) of the MFMA.  

32. The annual performance report for the year under review did not include the performance of each external 

services provider as required by section 46 (1)(a) of the MSA. The annual performance report for 
the year under review did not include the performance of each external services provider 
and a comparison with the previous financial year as required by section 46 (1)(a) of the 
MSA. 

Expenditure management 

33. Reasonable steps were not taken to prevent unauthorised, irregular and fruitless and 
wasteful expenditure, as required by section 62(1)(d) of the MFMA.  

34. Money owed by the municipality was not always paid within 30 days, as required by 
section 65(2)(e) of the MFMA.  

Procurement and contract management 

35. Sufficient appropriate audit evidence could not be obtained to confirm that all contracts 
were awarded in accordance with the legislative requirements and a procurement 
process which is fair, equitable, transparent and competitive, as the municipality did not 
provide all documentation to provide evidence of a competitive bidding process.  

36. Goods and services with a transaction value of below R200 000 were procured without 
obtaining the required price quotations as required by SCM regulations 17(a) & (c). 

37. Contracts and quotations were awarded to bidders who did not submit a declaration on 
whether they are employed by the state or connected to any person employed by the 
state, as required by SCM regulation 13(c).  

38. Awards were made to providers who were in the service of other state institutions or 
whose directors / principal shareholders were in the service of other state institutions, in 
contravention of section 112(j) of the MFMA and SCM regulation 44. Similar awards 

Formatted: List Paragraph,Bullets,List Paragraph 1,List
Paragraph1,Table of contents numbered,footer text, Space
After:  12 pt
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were identified in the previous year and no effective steps were taken to prevent or 
combat the abuse of the SCM process, as required by SCM regulation 38(1). 

39. Contracts were awarded to providers whose tax matters had not been declared to be in 
order by the South African Revenue Service, in contravention of SCM regulation  

Revenue management 

40. An effective system of internal control for debtors and revenue was not in place, as 
required by section 64(2)(f) of the MFMA.  

41. Revenue due to the municipality was not calculated on a monthly basis, as required by 
section 64(2)(b) of the MFMA.  

Consequences management 

46. Unauthorised, irregular and fruitless and wasteful expenditure, incurred by the 
municipality was not investigated to determine if any person is liable for the expenditure, 
in accordance with the requirements of sections 32(2)(a) and (b) of the MFMA.  

47. Council did not always approve the terms of reference of each investigation as required 
by regulation 6(1) of the Municipal regulations on financial misconduct procedures and 
criminal proceedings. 

Liability management  

42. An adequate management, accounting and information system which accounts for 
liabilities was not in place, as required by section 63(2)(a) of the MFMA. 

Environmental management 

43. The municipality did not exercise its legislative and executive authority as required by 
section 11(3)(l) and (m) of the MSA by managing, monitoring and enforcing 
environmental related bylaws to promote a safe and healthy environment. 

44. The municipality operated its wastewater treatment facility’s without a license in 
contravention of section 24(2)(a) of the National Environmental Management Act, 1998 
(Act No. 107 of 1998) (NEMA) and section 22(1)(b) of the National Water Act, 1998 (Act 
No. 36 of 1998) (NWA).The municipality's operational activities at its waste disposal sites 
and wastewater treatment facility contravened or failed to comply with the requirements 
of a waste management license or the norms and standards as prescribed by sections 
67(1)(f) and (h) of the National Environmental Management Waste Act, 2008 (Act No. 59 
of 2008) (NEMWA) and sections 151(1)(c) and (i) of the NWA. 

46.45. The municipality’s waste management and disposal activities contravened and failed 
to comply with the requirements of section 28(1) of the NEMA, section 19 of the NWA 
and sections 16(1)(c) and (d) and 26(1)(b) of the NEMWA. 

2.5 INTERNAL CONTROL 

47.46. Below is our assessment of implementing the drivers of internal control based on 
significant deficiencies identified during our audit of the financial statements, the annual 
performance report and compliance with legislation. Significant deficiencies occur when 
internal controls do not exist, are not appropriately designed to address the risk, or are 
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not implemented. These either had caused, or could cause, the financial statements or 
the annual performance report to be materially misstated, and material instances of non-
compliance with legislation to occur.  

48.47. The internal controls were assessed as follows: 

 

The required preventative or detective controls were in place. 

 

Progress was made on implementing preventative or detective controls, but 
improvement is still required, or actions taken were not or have not been 
sustainable. 

 

Internal controls were either not in place, were not properly designed, were not 
implemented or were not operating effectively. Intervention is required to design 
and/or implement appropriate controls. 

 

49.48. The movement in the status of the drivers from the previous year-end to the current 
year-end is indicated collectively for each of the three audit dimensions under the three 
fundamentals of internal control. The movement is assessed as follows: 

 Improved 

 Unchanged 
 

Regressed 

 

 Financial 
statements 

Performance 
reporting 

Compliance with 
legislation 

 Current 
year 

Prior year Current 
year 

Prior year Current 
year 

Prior year 

Leadership 

Overall movement from previous 
assessment 

   

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

 

 

   

• Exercise oversight responsibility regarding 
financial and performance reporting and 
compliance as well as related internal 
controls 

      

• Implement effective human resource 
management  to ensure that adequate and 
sufficiently skilled resources are in place 
and that performance is monitored 
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 Financial 
statements 

Performance 
reporting 

Compliance with 
legislation 

 Current 
year 

Prior year Current 
year 

Prior year Current 
year 

Prior year 

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

  

 

   

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

      

• Establish an information technology 
governance framework that supports and 
enables the business, delivers value and 
improves performance 

  

N/A  N/A  N/A  N/A  

Financial and performance management 

Overall movement from previous 
assessment 

   

• 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 

      

• Implement controls over daily and monthly 
processing and reconciling transactions 

      

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

      

• Review and monitor compliance with 
applicable legislation 

      

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

  

N/A  N/A  N/A  N/A  

Governance 

Overall movement from previous 
assessment 

   

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

Performance 
reporting 

Compliance with 
legislation 

 Current 
year 

Prior year Current 
year 

Prior year Current 
year 

Prior year 

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

      

• Ensure that the audit committee promotes 
accountability and service delivery through 
evaluating and monitoring responses to 
risks and overseeing the effectiveness of the 
internal control environment, including 
financial and performance reporting and 
compliance with legislation 

      

 

Leadership 

Effective leadership culture  

50.49. Leadership established a formal code of conduct which addressed appropriate 
ethical and moral behaviour; however the code was not properly implemented as there is 
no evidence that the ethical code of conduct was periodically acknowledged by signature 
from all employees, at least on an annual basis. 

51.50. Based on the findings regarding unauthorised irregular and fruitless and wasteful 
expenditure incurred during the year under review, the leadership did not prioritise 
ethical business practises  

Oversight responsibility 

52.51. Leadership did not ensure that audit committee and internal audit department 
reviewed the financial statements and the annual performance report prior to their 
submission for audit and thus a number of material misstatements and compliance 
matters were identified during the audit process. 

Human resource management 

53.52. An assessment of human resource management has identified the following 
deficiencies 

Management of vacancies 

 Positions in senior management were vacant for more than 12 months. 

Performance management 

 No performance management system in place for employees other than senior 
managers. 

Policies and procedures 
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54.53. Leadership did not ensure that the municipality have documented policies and 
procedures to guide the operations of the municipality, resulting in numerous instances 
of non-compliance with the MFMA, as detailed under the “findings on compliance with 
laws and regulations” section of this report.  

55.54. The municipality failed to appropriately implement policies and procedures that 
address planning, implementation, monitoring and reporting processes and events 
pertaining to performance management and reporting.  

An action plans to address internal control deficiencies 

56.55. The municipality developed an action plan to address prior year audit finding, but 
adherence to the plan was not monitored on a regular basis by the appropriate level of 
leadership, which resulted in repeat findings. 

Information technology governance framework  

57.56. The municipality did not have an ICT unit and no ICT steering committee to review 
advice and recommend IT policies for approval. 

58.57. The entity did not establish an IT governance framework that supports and enables 
the business, delivers value and improves performance. The entity did not design and 
implement formal controls over IT systems to ensure the reliability of the systems and 
the availability, accuracy and protection of information.  

Financial and performance management 

Proper record keeping 

59.58. Management did not implement a proper system of record management that 
provides for the maintenance of information that supports the reported financial results.  

Daily and monthly processing and reconciling of transactions 

60.59. Management did not implement the following daily and monthly controls designed for 
the municipality’s business processes: 

 Reconciliations between the valuation roll and the E-Venus system where not 
prepared on monthly basis. 

 No monthly reconciliations performed between inventory control account and the 
inventory sub ledger.  

 No monthly investments reconciliations performed. 

Regular, accurate and complete financial and performance reports 
61.60. As indicated in section 2, part A of this report, the financial statements contained 

numerous misstatements. This was mainly due to staff members not fully understanding 
the requirements of the financial reporting framework and a lack of appropriate review of 
the accounting records. 

Compliance monitoring 

62.61. Non-compliance with laws and regulations could have been prevented had 
compliance been properly reviewed and monitored. 

Information technology systems 
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63.62. There are no processes in place to review periodically whether employees’ current 
access and privileges on all the financial systems are commensurate with their job 
responsibilities. 

64.63. The municipality have not implemented a backup and retention strategy.  

65.64. There are no processes in place for the independent review of activities of the person 
responsible to give access to the users on all the financial systems. 

66.65. A formally documented and approved process to manage upgrades made to all the 
financial systems was not in place. 

67.66. The municipality had not formulated and documented any IT security policy regarding 
the security of IT assets, software and data security. 

68.67. No evidence that the services delivered by the service providers were monitored 
against the services agreed in the service level agreement. 

Governance 

Risk management activities and risk strategy 

69.68. The municipality did not conduct a risk assessment as required by the MFMA.  

Internal audit 

70.69. An internal audit unit was not established, as required by section 165(1) of the 
MFMA. 

Audit committee 

71.70. An audit committee was not established, as required by section 165(1) of the MFMA. 

Summary 

72.71. The matters above, as they relate to the basis for the qualified of opinion, findings on 
the annual performance report/name of performance report] and findings on compliance 
with legislation, will be summarised in the auditor’s report as follows: 

Leadership 

73.72. Action plans did not adequately address prior year audit findings and policies and 
procedures implemented did not enable and support the understanding and execution of 
internal control objectives, processes, and responsibilities. The establishment of a 
culture of honestly, ethical business practices and good governance requires urgent 
intervention. Leadership failed to appoint sufficient appropriately skilled staff in key 
positions within the finance unit and the training and development initiatives failed to 
address the underlying deficiencies that caused matters to be reported on repeatedly. 

Financial and performance management 

74.73. The accounting officer did not ensure that adequate monitoring controls were 
implemented to ensure that reliable financial and performance reports were collated 
throughout the year as part of his periodic reporting responsibilities. The disinclination to 
implement preventative internal control measures to address prior year audit findings 
pertaining to financial and performance reporting and non-compliance with laws and 
regulation is evident. Management’s inability to address repetitive findings relating to 
supply chain management regulations could be indicative of financial misconduct.  
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Governance 

75.74. The audit committee and the internal audit unit were not functioning for the majority of the financial 

year.The audit committee and the internal audit unit were not functioning for the majority 
of the financial year and the impact of the lack of appropriate monitoring and oversight is 
evident from the audit findings on financial and performance reporting and non-
compliance with laws and regulation. 

2.6 ASSURANCE PROVIDERS AND STATUS OF IMPLEMENTATION OF 

COMMITMENTS AND RECOMMENDATIONS  

76.75. The annual report is used to report on the financial position of auditees, their 
performance against predetermined objectives and overall governance. One of the 
important oversight functions of the legislature and council is to consider auditees’ 
annual reports. To perform this oversight function, they need assurance that the 
information in the annual report is credible. To this end, the annual report includes our 
auditor’s report, which provides assurance on the credibility of the financial statements 
and the annual performance report, as well as on the auditee’s compliance with 
legislation.  

77.76. Our reporting and the oversight processes reflect on past events, as it takes place 
after the end of the financial year. However, management, the leadership and those 
charged with governance contribute throughout the year to the credibility of financial and 
performance information and compliance with legislation by ensuring that adequate 
internal controls are implemented.  

We assess the level of assurance provided by these assurance providers based on the 
status of internal controls (as reported in section 2.5) and the impact of the different role 
players on these controls. We provide our assessment for this audit cycle below. 

 
78.77. Senior management is assessed based on the overall key control assessment of 

financial and performance management controls.  All five controls of proper record 
keeping, processing and reconciling controls, regular reporting, compliance monitoring 
and IT system controls are not properly developed, implemented and monitored. 

Municipal manager–Provides someLimited assurance 

79.78. The Accounting Officer is assessed based on the overall key control assessment of 
leadership and risk management activities (included in governance). All six controls of 
effective leadership culture, oversight responsibility, HR management, policies and 
procedures and audit action plans are not effectively developed, implemented and 
monitored. 

Mayor of municipality–Provides lLimited assurance 

80.79. The Mayor is assessed based on the overall key control assessment of leadership 
controls and the assessment of impact of the executive authority on the controls of the 
auditee based on interactions with the executive, commitments given and honoured and 
the impact of actions/ initiatives by the executive. As per the status of implementing 
commitments and recommendations below, only one of the six commitments has been 
implemented after year end. 

Formatted: List Paragraph,Bullets,List Paragraph 1,List
Paragraph1,Table of contents numbered,footer text



Management report of Maquassi Hills Local Municipality  

 
 

 

18 
 

Internal audit–Provides no assurance 

81.80. Legislation in South Africa requires the establishment and roles and responsibilities 
of internal audit units. Internal audit units’ form part of the internal control and 
governance structures of the municipality and play an important role in its monitoring 
activities. Internal audit provides an independent assessment of the municipality’s 
governance, risk management and internal control processes. 

82.81. The internal audit unit of a municipality must prepare a risk-based audit plan and 
internal audit programme for each financial year. It must advise the accounting officer 
and report to the audit committee on implementing the internal audit plan and matters 
relating to internal audit; internal controls; accounting procedures and practices; risk and 
risk management; performance management; loss control and compliance with the 
MFMA. The internal audit unit must also perform such other duties as may be assigned 
by the accounting officer. 

83.82. Internal audit is not established as municipality withdrew from the shared service 
agreement with the district municipality in 2014-15 till May 2016   

Audit committee–Provides no assurance 

84.83. The audit committee is an independent advisory body to the council, accounting 
officer and the management and staff of the municipality on matters relating to internal 
financial control and internal audits; risk management; accounting policies; the 
adequacy, reliability and accuracy of financial reporting and information; performance 
management; effective governance; the DoRA, MFMA, Treasury Regulations and any 
other applicable legislation; performance evaluation; and any other issues.  

85.84. The audit committee is also expected to review the annual financial statements to 
provide an authoritative and credible view of the entity/ municipality], its efficiency and 
effectiveness and its overall level of compliance with the applicable legislation. 

86.85. Audit Committee is not established as municipality withdrew from the shared service 
agreement with the district municipality in 2014-15 till May 2016   

87.86. Municipal council–Provides limited no assurance 

88.87. Council did not take action against lack of monitoring and implementation of the 
action improvement plans. 

MPAC–Provides no assurance 

89.88. The extent to which the council adopted the MPAC guides has been considered in 
the assessment of MPAC as an assurance provider. 

90.89. MPAC did not provide adequate guidance to Council resulting in repeat findings. 

Status of implementing commitments and recommendations  

91.90. Below is our assessment of the progress in implementing the commitments made by 
the senior management to address the prior and current year’s audit findings. 

No. Commitment Made by Date Status 

1 Address AG audit finding  Major  30-Jun-15 In progress 
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2 
Appointing an audit committee and 
internal audit 

Major  30-Jun-15 Completed 

 

92.91. Two audit recommendations accepted by management in the prior year on matters 
included in the auditor’s report and other important matters were implemented, or 
alternative actions were taken to resolve the finding. 

93.92. Three recommendations are still being implemented.  

94.93. Details on the status of implementing the previous year(s) recommendations are 
provided in section 8, which summarises the detailed audit findings. 

SECTION 3: Specific focus areas 

3.1 FINANCIAL VIABILITY 

95.94. Our audit included a high-level overview of the municipality’s financial viability as at 
year-end. The financial viability assessment provides useful information for accountability 
and decision-making purposes and complements the financial statements by providing 
insights and perspectives thereon. The financial viability assessment is expected to 
enhance timely remedial decision-making and policy reforms where financial viability 
may be at risk. It will also highlight to management those issues that may require 
corrective action and the urgency and magnitude of the reforms and decisions necessary 
to maintain operations. The information should be used to complement, rather than 
substitute, management’s own financial assessment. 

 

FINANCIAL VIABILITY ASSESSMENT 

(Limitation = unable to obtain sufficient appropriate 
information to assess the indicator) 

AS AT 30 JUNE 
2016 

AS AT 30 JUNE 
2015 

EXPENDITURE MANAGEMENT 

1.1 Creditor-payment period 308Days 342Days 

REVENUE MANAGEMENT 

2.1 Debtor-collection period (after impairment) 63 Days 351 Days 

2.2 

Debtors impairment provision as a percentage of 
accounts receivable 

92.6% 67.4% 

 Amount of debtors impairment provision 

 Amount of accounts receivable 

R477 572 286 
R501 458 999 

R407 846 445 
R428 865 048 

ASSET AND LIABILITY MANAGEMENT 

3.1 

A deficit for the year was realised (total expenditure 
exceeded total revenue) 

No  No  

 Amount of the surplus / (deficit) for the year R94 824 112 R10 789373 

3.2 

A net current liability position was realised (total 
current liabilities exceeded total current assets) 

Yes Yes  

 Amount of the net current assets / (liability) 
position 

(R101 070654) (R107 789 322) 

3.3 

A net liability position was realised (total liabilities 
exceeded total assets) 

No  No  

 Amount of the net asset / (liability) position R817 727749 R780 800 915 
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FINANCIAL VIABILITY ASSESSMENT 

(Limitation = unable to obtain sufficient appropriate 
information to assess the indicator) 

AS AT 30 JUNE 
2016 

AS AT 30 JUNE 
2015 

3.4 

Liquid assets as a percentage of total current 
liabilities (acid test percentage) 

47% 42.2% 

 Amount of liquid assets (total current assets less 
inventory less prepayments) 

 Amount of total current liabilities 

R89 647 328 
(R191 573287) 

R79 846 167 
(R189 107 888) 

CASH MANAGEMENT 

4.1 

The year-end bank balance was in overdraft No  No  

 Amount of year-end bank balance (cash and cash 
equivalents) / (bank overdraft) 

R 3 945 433 R13 672 965 

4.2 

Net cash flows for the year from operating activities 
were negative 

No  No  

 Amount of net cash in / (out)flows for the year 
from operating activities 

R34 923 387 R30 914 686 

4.3 

Creditors as a percentage of cash and cash 
equivalents 

3433 % 837% 

 Amount of creditors (accounts payable) 

 Amount of cash and cash equivalents / (bank 
overdraft) at year-end 

R128 408 550 
R3 945 433 

R114 517 535 
R13 672 965 

OVERALL ASSESSMENT 

Overall the financial viability is assessed as: 

  

Red (Material 
unfavourable 

indicators) 

Red (Material 
unfavourable 

indicators) 

  

The above assessment is based on financial statement amounts, adjusted for uncorrected misstatement that 
results in the modification of the audit opinion. 

 

96.95. The municipality currently operates in an unfavourable financial position. The inability 
of the municipality to collect revenue and effectively bill revenue from debtors has 
impacted negatively on its ability to settle creditors when due. This has resulted in a 
further deterioration of the net current position of the municipality and is underlined by 
the fact that creditors constitute 3433% of current cash on hand.  

97.96. Based on above ratios municipality does show improvement on creditor payment 
periods, debtor collection period however municipality have area’s of concern:  

 Material electricity and water losses to the amount of R3 099 495 and 
R40 211 611 were incurred. 

 Included in creditors of the municipality are R45 371 502 due to bulk service this 
relate to Sedibeng Water. 

3.2 PROCUREMENT AND CONTRACT MANAGEMENT 

98.97. The audit included an assessment of procurement processes, contract management 
and the related controls in place. To ensure a fair, equitable, transparent, competitive 
and cost-effective supply chain management (SCM) system, the processes and controls 
need to comply with legislation and minimise the likelihood of fraud, corruption, 
favouritism and unfair and irregular practices.  
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99.98. A summary of the findings from the audit are as follows: 

Irregular expenditure 

100.99. R26 933 726(100%) of irregular expenditure incurred in the current financial 
year was as a result of the contravention of SCM legislation. Further irregular 
expenditure incurred in previous years, amounting to R7 496 584 was also identified in 
the current year. R9 783 855 (36%) of this irregular expenditure was identified during the 
audit process and not detected by the municipality monitoring processes. The root cause 
of the lack of effective prevention and detection is due to management not exercising 
responsibility regarding supply chain processes and compliance and related internal 
controls around the awarding of tenders and quotations. 

Awards to persons in the service of the state and their close family members 

101.100. The audit included an assessment of the interests of officials and their close 
family members in suppliers to the municipality. Legislation does not prohibit such 
awards, but compliance with the legislation and policies was tested to ensure that 
conflicts of interest did not result in contracts being unfairly awarded or unfavourable 
price quotations being accepted, and that employees obtained approval for performing 
remunerative work outside their employment as required. 

The findings were as follows  

Finding 
Number and 
value of 
awards made 

Number 
and 
positions 
of officials/ 
councillors 

Number 
of 
providers 

Further non-compliance or irregularities regarding the 
awards 

Provider did 
not submit 
declarations 
of interest 

Provider 
did not 
declare 
interest 
(false 
declaratio
ns) 

Officials/ 
councillors 
did not 
declare 
interest 

Official/ 
councillor 
was involved 
of in the 
procurement 
process 

Awards to 
officials of 
other state 
institutions 

9 amounting to 
R10 235 046 

 

9 

Officials 

9 None  None  None 

 

Procurement processes 

102.101. The table below is a summary of findings identified on procurement 
processes: 

 Total Quotations Contracts 

Number Value Number Value Number Value 

Awards selected for testing 56 65 279 873 38 1 949 466 18 63 330 406 

Expenditure incurred on 
selected awards - current 
year 

 23 303 625  1 949 466  21 354 159 

Limitations - awards 
selected but could not be 
tested 

3 8 821 747 None  None  3 8 821 747 
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 Total Quotations Contracts 

Number Value Number Value Number Value 

Awards on which non-
compliance was identified 

22 1 003 553 21 946 505 1 57 048 

Irregular expenditure 
identified 

23 9 783 855 19 

 

905 060 4 8 878 795 

Instances of irregular 
expenditure where goods/ 
services were not received 

None None None None None None 

 

Limitations on audit  

103.102. As indicated in the table above, sufficient appropriate audit evidence could 
not be provided that 3of selected awards to the value of R8 821 747 were made in 
accordance with the requirements of applicable SCM legislation. No alternative audit 
procedures could be performed to obtain reasonable assurance that the expenditure 
incurred on these awards was not irregular.  

104.103. The reasons for the limitations experienced were lack of internal controls, 
whereby management ensures they comply with all laws and regulations. As a result of 
the limitations experienced, the findings reported in the rest of this section might not 
reflect the true extent of irregularities and SCM weaknesses 

Procurement processes – general 

105.104. Twelve awards with a value of R161 666 were procured without inviting at least the 
minimum prescribed number of written price quotations from prospective suppliers, and 
the deviation was approved even though it was possible to obtain the quotations. 

106.105. 7 (seven) quotations to the value of R630 781were procured from suppliers without 
valid tax clearance from the South African Revenue Services. 

107.106. Invitations for competitive bids for the procurement of one contract with a value of 
R126 268 were not advertised on the municipal notice board. 

108.107. 1 (one) quotation was awarded to bidders who did not score the highest points in the 
bid evaluations, and there was no justification for the deviation. 

109.108. 9(nine) contracts and quotations were awarded to bidders who were employed by the 
state or connected to any person employed by the state. 

Contract management 

110.109. The contract performance and monitoring measures and methods applied in 
monitoring 3contracts with a total value of R8 821 747 were insufficient to ensure 
effective contract management. 

Internal control deficiencies 

111.110. Failure by management to ensure the safeguarding of supporting documents lead to 
a majority of findings to supply chain management. A failure of proper reviews and 
implementation of the SCM policy has also contributed to the matter raised. 
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3.3 FRAUD AND CONSEQUENCE MANAGEMENT 

112.111. The primary responsibility for preventing and detecting fraud rests with management 
and those charged with governance. We are responsible for obtaining reasonable 
assurance that the financial statements are free from material misstatement, whether 
caused by fraud or error, and to issue an auditor’s report that includes our opinion. Due 
to the inherent limitations of an audit, there is a risk that some material misstatements, 
including fraud, may not be detected.  

113.112. The MFMA and its regulations clearly stipulate that matters such as incurring 
unauthorised, irregular as well as fruitless and wasteful expenditure; the possible abuse 
of the SCM system (including fraud and improper conduct); and allegations of financial 
misconduct should be investigated. Disciplinary steps should be taken based on the 
results of the investigations. Our audits included an assessment of the municipality’s 
management of consequences. The significant findings are provided below: 

Inadequate measures to manage consequences 

114.113. The following measures were not implemented to ensure that the environment is 
conducive to effective consequence management: 

 The municipality did not adopt systems (policies) to investigate allegations of 
misconduct; and disciplinary procedures.  

 Supply Chain Management policy as well as the Fraud Prevention policy had not 
been approved by council for 2015/2016. 

Failure to implement consequences 

115.114. The table below provides a summary of transgressions from the previous year that 
were either not investigated or proper disciplinary steps were not taken after 
investigation. 

Unauthorised/irregular/fruitless and wasteful expenditure 

Finding Value 

Unauthorised expenditure identified in the previous year was not investigated to 
determine whether a person was liable for the expenditure 

368 403 193 

Irregular expenditure identified in the previous year was not investigated to 
determine if a person was liable for the expenditure. 

153 688 179 

Effective and appropriate disciplinary steps were not taken against officials who 
made irregular expenditure 

17 149 871 

Transgressions identified in the current year 

116.115. Unauthorised/irregular/fruitless and wasteful expenditure disclosed in note 41,42 and 
43 to the financial statements must be investigated to determine whether any official is 
liable for losses incurred as a result of the unauthorised/irregular/fruitless and wasteful 
expenditure. Disciplinary steps must be taken against officials who caused or permitted 
the unauthorised/irregular/fruitless and wasteful expenditure and losses incurred as a 
result must be recovered from the person liable. 
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3.4 UTILISATION OF CONDITIONAL GRANTS 

Utilisation of conditional grants received  

117.116. For the financial year under review, the audit included an assessment of the 
effectiveness of the utilisation of the following conditional grants received: 

 Municipal Infrastructure Grant (MIG) 

 Municipal Systems Improvement Grant (MSIG) 

 Local Government Financial Management Grants (LGFMG) 

118.117. The following compliance findings were identified in the utilisation of selected grants: 

Finding MIG MSIG LGFMG 

Conditional grant funds unspent at year-
end were not surrendered to the National 
Revenue Fund 

10 398 092  None None 

 

119.118. For each of the grants tested as per the table above, we selected key projects funded 
by the grant and audited the utilisation of grants on the project. Listed below are the audit 
findings identified for each project 

Key projects/ initiatives funded by the grant 

Summary of selected key project and 
result of testing 

Details Details Details 

Name of grant MIG MIG MIG 

Project/initiative funded by the grant 

Water reticulation 
in Leeudoringstad 

- 
NW404/5/X6,7&8- 

Phase 1 (KD 
Civil) 

Sewerage 
Reticulation in 

Leeudoringstad 
- Ext 6,7 & 8 

Phase 1 
(Amandla 
Bornfree) 

Upgrading of 
roads and 

stormwater in 
Lebaleng Ext 5 

phase 3 -  
NW404/232468 

Achievement of planned targets Achieved Achieved Achieved 

Correctness of reported 
performance/achievement of targets 

Incorrect 
information 

reported  

Incorrect 
information 

reported 
Correct 

Results of testing procurement of goods 
and services for the project 

Limitation of 
scope 

No Findings 
identified 

No Findings 
identified 

Misstatements were identified on the 
accounting for the assets/ work-in-
progress 

No misstatement 
identified 

No misstatement 
identified 

No misstatement 
identified 

Results of testing the receipt of goods/ 
services for the project 

No misstatement 
identified 

No misstatement 
identified 

No misstatement 
identified 
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3.5 USE OF CONSULTANTS 

120.119. The audit included an assessment of the effective use of consultants. In the local 
government environment, the partnership between the private and public sector has 
become important in driving strategic goals. Include if findings identified - To optimise the 
value of this partnership, we identified areas that needs attention to get the best value for 
money. 

121.120. The total expenditure on consultants is R 9 560 915. 

122.121. A summary of the significant findings from the audit are as follows: 

Planning and appointment processes 

123.122. Consultants were appointed without a proper needs assessment being performed. 

Transfer of skills 

124.123. Requirements for transfer of skills were not included in the terms of reference. 

125.124. Conditions or clauses for transfer of skills were not included in the contract. 

126.125. There was no evidence that skills transfer or training programmes took place. 

Performance management and monitoring 

127.126. Measures to monitor contract performance and delivery were not defined and 
implemented. 

128.127. Material misstatements were identified by the auditors on the work performed by the 
consultant in areas of the consultants’ responsibilities.  

Internal control deficiencies 

129.128. Management did not implement action plans to address weaknesses on the use of 
consultants which were recorded by external audit in the prior year. 

130.129. Management did not review at least on an annual basis, whether the objectives of the 
municipality are better achieved through use of the consultants or permanent staff. 

131.130. Management information that analyses the extent of the use of consultants was not 
prepared. 

3.6 WATER AND SANITATION 

132.131. The audit included an assessment of the water and sanitation service delivery 
objective of the municipality. We focused on the following: 

 Management of grant funding for water and sanitation infrastructure 

 Management processes for water and sanitation infrastructure projects 

 Maintenance of water infrastructure 

 Water losses 

133.132. A summary of the significant findings from the audit are as follows: 
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Management of grant funding for water and sanitation infrastructure 

134.133. Of the R7 100 000 funding received for water infrastructure projects, R1 183 719 
(17%) was used for other purposes. 

Management processes for water and sanitation infrastructure projects 

135.134. Water projects in progress in 2015-16 do not address the cause of the water backlog. 

136.135. 1 of1 water projects selected for audit has significant supply chain findings.  

137.136. Sanitation projects in progress in 2015-16 do not address the cause of the sanitation 
backlog. 

138.137. 1 of 1 sanitation projects selected for audit has significant supply chain findings. 

Maintenance of water infrastructure 

139.138. The municipality does not have an approved policy in place that addresses routine 
maintenance of water infrastructure. 

140.139. The municipality did not plan for the maintenance of water infrastructure by setting 
specific timeframes and targets in this regard.  

Water losses 

141.140. The municipality disclosed water losses to the value of R3 016 625. Water losses for 
the financial year is 55.91%  

3.7 ROADS INFRASTRUCTURE 

142.141. The audit included an assessment of the roads infrastructure service delivery 
objective. We focused on the following: 

 The existence of a policy, plan and strategy for the upgrade of roads infrastructure 

 Availability of budgeted funds to maintain and upgrade ageing road networks 

143.142. A summary of the significant findings from the audit are as follows: 

The existence of a policy, plan and strategy for the upgrade of roads infrastructure 

144.143. The municipality does not have an approved policy in place for the planning, 
management and reporting of roads infrastructure.  

145.144. The municipality does not have an approved RMP/priority list in place for the renewal 
and routine maintenance of roads infrastructure. 

Availability of budgeted funds to maintain and upgrade ageing road networks 

146.145. 1 of the 1 routine maintenance projects planned for 2015-16 did not take place during 
2015-16. The municipality also did not determine the remedial steps required to catch-
up on these planned routine maintenance projects. 
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3.8 ENVIRONMENTAL MANAGEMENT  

147.146. The duty of municipalities to provide environmentally sustainable service is linked to 
how municipalities plan and execute their service delivery mandate. The audit included 
an assessment of the municipality’s overall management of their environmental 
resources and functions. We focused on the following areas:  

 Overall environmental management and governance  

 Adoption and effectiveness of environmental related bylaws 

 Drinking water quality and availability 

 Wastewater and related wastewater infrastructure management  

 Solid waste and landfill site management 
 

148.147. A summary of the significant findings from the audit are as follows:  

 

Overall environmental management and governance 
 

149.148. The municipality's environmental policy and plans were not implemented  nor 
effective in addressing significant environmental management risks 

150.149. The municipality did not have documented process in place to identify, address and 
monitor risks relating to environmental management 

 

Adoption and effectiveness of environmental related bylaws 
 

151.150. The municipality did not update and adopt bylaws relating to environmental 
management 

152.151. The municipality did not affect any fines or prosecutions for environmental 
management transgressions in the period under review 

Drinking water quality and availability 
 

153.152. Although the municipality contracted out some of its services to a water service 
provider (WSP) or intermediary for water services no SLA was in place with the WSP  

154.153. The municipality incurred water losses in excess of acceptable norms for the period 
under review and did not take appropriate actions to address these losses. (Please 
determine if this is applicable based on the actual water losses – include if more than 
30%) 

Wastewater- and related wastewater infrastructural management 
 

155.154. The municipality's wastewater treatment and disposal activities were not licensed. 

156.155. The municipality's wastewater treatment facilities and disposal did not comply to 
license conditions and disposal requirements. 

157.156. The municipality did not implement measures to improve wastewater treatment and 
disposal to the required standards. 
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158.157. The municipality's wastewater treatment infrastructure was dilapidated and not 
maintained to effectively treat and dispose wastewater 

159.158. Improperly treated or raw sewer were disposed into the receiving environment. 

160.159. The municipality did not continuously and effectively measure their wastewater 
effluent or disposal after treatment to ascertain compliance to acceptable norms and 
standards. 

161.160. The municipality did not implement effective measures to address improper 
wastewater disposal and pollution to the environment. 

 
 

 
 

 
Solid waste- and landfill site management 
 

162.161. The municipality's Wolmaranstad waste landfill site was not licensed. 

163.162. The municipality's waste landfill sites did not comply with the license conditions or 
Minimum Requirements for Waste Disposal by Landfill. 

164.163. The municipality's plans and strategies to manage and address illegal waste 
dumping practices were ineffective with continuous pollution incurred. 

165.164. The municipality did not appoint a waste management officer in writing as required by 
section 10 of the NEMWA. 
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SECTION 4: Emerging risks 

Accounting, performance management/reporting and compliance 

matters 

New pronouncements 

Standards of GRAP 

166.165. The ASB has approved the following Standards of GRAP and Interpretations of 
Standards of GRAP for which the Minister of Finance has not yet determined an effective 
date: 

 GRAP 20 – Related party disclosures 

 GRAP 32 – Service concession arrangements: grantor 

 GRAP 108 – Statutory receivables 

 GRAP 109 – Accounting by principals and agents 
IGRAP 17 – Service concession arrangements where a grantor controls a significant 
residual interest in an asset 

167.166. In addition, the ASB approved Directive 12 – Selection of an appropriate reporting 
framework by public entities, which will become effective for financial periods 
commencing on or after 1 April 2018, but early application is permitted. 

Municipal SCOA 

The Municipal Regulations on a Standard Chart of Accounts (mSCOA) for local 
government 

170. The mSCOA regulations were gazetted on 22 April 2014, which established the 
application of the mSCOA in local government as a legislated requirement. mSCOA will take 
effect on 1 July 2017 and will thus impact the 2017-18 financial statements and audits of all 
local government auditees. 

171. The National Treasury is closely involved in ensuring that municipalities and their 
entities will comply with the mSCOA requirements as contained in the government gazette of 
22 April 2014. For most of the municipalities this will, however, mean having to adopt 
another financial system, or to re-implement a current IT system, or to subject it to major 
upgrades. These changes expose the municipalities to a variety of risks, which should be 
closely managed to ensure the completeness, accuracy and validity of the information 
captured, processed and transmitted through the IT systems. 

172. Each municipality is ultimately accountable for ensuring that it has and maintains 
effective, efficient and transparent systems of financial and risk management and internal 
control (section 62 of the MFMA).  

173. An assessment was undertaken to establish municipality’s readiness to implement 
mSCOA by 1 July 2017 and the following was noted: 

 The municipality had not implemented all governance processes and structures for 
the implementation of mSCOA; 

 There was no service provider that was appointed for the system to be used to 
implement mSCOA as per National Treasury guidelines;  
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 Data migration plans had not been documented and change management plans not 
formulated; and 

 As at the 30 September 2016 some of the deliverables that were due for completion 
had not been achieved as per the project plan. 

 

New legislation 

National Treasury’s SCM reforms:  

168.167. The National Treasury, through the Office of the Chief Procurement Officer is 
accelerating measures that will make it easy for business and government to transact; 
and ensure that government purchase what it needs at the right time, the right price, in 
the correct quantities and delivered to right location. The measures implemented by the 
national treasury include: 

a) Establish the Central Supplier Database (CSD) of government to be used by all 
organs of state: The CSD is a single database that will serve as the source of all 
supplier information for organs of state. 

b) Establish the eTender Portal: This portal provides a single point of access to 
information on all tenders made by all public sector organisations at all spheres of 
government.  

These measures were communicated by the national treasury through MFMA circulars 
81 and 83 and they are already effective from 01 July 2016. 

169.168. The audit included a basic assessment of whether the municipality has implemented 
the measures. The following weaknesses were identified with regard to the municipality’s 
implementation of these reforms: - 

eTender Portal 

 As at the date of this report, the municipality has not started inviting bids through the 
eTender 

 SCM officials do not have access to the eTender portal 

SECTION 5: Ratings of detailed audit finding 

170.169. For the purposes of this report, the detailed audit findings included in annexures A to 
C have been classified as follows: 

 Matters to be included in the auditor’s report: These matters should be addressed as 
a matter of urgency. 

 Other important matters: These matters should be addressed to prevent them from 
leading to material misstatements of the financial statements or material findings on 
the performance report and compliance with legislation in future. 

 Administrative matters: These matters are unlikely to result in material misstatements 
of the financial statements or material findings on the performance report and 
compliance with legislation. 
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SECTION 6: Conclusion 

170. The following figure summarises our message. 
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 Improvement/ Stagnation/ Regression in audit outcomes 
 

Assurance levels 

        First level of assurance  Second level of assurance  Third level of assurance 
                

2015-16 

 

2014-15 

 

2013-14 

 
Unqualified with no findings  Senior management 

  
Internal audit unit  

 
Municipal council  

             

   
Unqualified with findings 

 
Municipal manager  

 
Audit committee  

 
Municipal public accounts 

committee 

 

             

   
Qualified with findings  Mayor  

 
 

  
  

             

   
Adverse with findings  

 
 

     
 

             

   
Disclaimed with findings 

 
Provide assurance Provides some assurance 

Provides limited/ no 
assurance 

Vacant/ not established 

 
 
 
To improve the audit outcomes ...                                                              … the key role players need to assure that…    

 
       ... the root causes are addressed...                      …the risk areas, and …                            ... attention is given to the   key controls, and … 
 
 

 Root causes should be 
addressed  

Risk areas  Status of the drivers of internal controls 

 
Slow response to address 

the root cause of audit 
outcomes 

 
 

Key positions vacant  
 
 
 

Inadequate consequence for 
transgressions 

  
Quality of 
submitted 
financial 

statements 
 

 

 
Quality of 
submitted 

performance 
information 

 

  
Supply chain 
management 

 
 

 

 

Leadership 
 

 
Financial and performance 

management 
 Governance  

 
 

 
 

         
 

 
 

Effective leadership 
culture 
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174.171. Our staff remains committed to assisting in identifying and communicating good 
practices to improve governance and accountability and to build public confidence in 
government’s ability to account for public resources in a transparent manner. 

Yours faithfully 

 
 
 
 
Nompakamo Matanzima  
Acting Deputy Business Executive: North West 
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