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Foreword from the auditor-general

The South African Constitution envisaged that citizens
will live in cities, towns and settlements where they
have access to clean water, sanitation, electricity,
refuse services, and good roads and infrastructure.

A country where their elected representatives in
council will ensure that the rates and taxes they pay
and the funds provided by national government for

basic services and infrastructure development are

accounted for and used for their intended purpose.

S adly, this is nof the lived reality of most citizens
in the country. Local government is characterised
by accountability and service delivery failures, poor

govemnance, weak instituional capacity, and instability.

As a chapter @ institution, my office has a role to play
in sfrengthening our constitutional democracy, which
aims to improve the quality of life of all citizens. Ve
do this through our audits of local government, which
give us unique insights info the failures, successes and
challenges in local government and those that support
them in national and provincial government. Armed
with these leamnings, we can confribute to much-needed
improvement in local government by sharing our insights
widely, making recommendations, and advocating for
commitment by leadership at all levels of government to
play their part.

The information and insights presented in this flagship
publication of my office are aimed at empowering

the new administration and all role players in the
accountability ecosystem to focus on those issues that will
enable good financial and performance management,
compliance with legislation as well as service delivery
by municipalities. This report also highlights the progress
we have made in implementing the enhanced mandate
granted fo us by the amendments to the Public Audit Act.
We report on the material irregularities identified, the

progress made by municipal leadership towards resolving

them, and the instances where we had to invoke our new

powers of enforcement when we were not taken seriously.

As an office, we are committed to doing our part fo instil

a culture of performance, accountability, transparency and
infegrity in local government, which will ultimately result in
a better life for the people of South Africa. Only through
accountability and enforcement can we build public trust in
local government.

( )
| firmly believe that courageous, ethical,
accountable and citizen-centric leadership is
needed fo turn the tide in local government.

That is why the theme of this general report

is Capable leaders should demonstrate

change by strengthening transparency and
accountability. y

Lastly, | wish to thank the audit teams from my office and
the audit firms that assisted with the auditing of local
government for their diligent efforts in helping us fulfil
our constitutional mandate, and for the manner in which
they continue fo sfrengthen cooperation with government
leadership. | also wish to thank the leadership of all

municipalities for working with us during the audit process.

mﬂm 1Sfo6l 2022

Tsakani Maluleke
Auditor-General
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SECTION 01

SECTION O1

INTRODUCTION

The South African Constitution envisages a local government system that provides services to

communities in a sustainable manner, promotes social and economic development, and enables a

safe and healthy living environment. This system is designed to be a democratic and accountable

government for local communities, allowing communities and community organisations to be involved

directly in the matters of local government through public participation processes.

he country’s aspirations to improve the quality of life

of all citizens should be most evident at municipal
level through the provision of water, sanitation, electricity,
refuse services, roads and infrastructure, as well as
through enabling economic development. Unfortunately,
this is not the case.

Low levels of frust and public frustration at the lack of
service delivery and financial mismanagement are high.
The frustration finds expression in a number of ways, from
service delivery profests fo citizens opting out of public
services in favour of providing their own services or using
private services. Citizens have also resorted fo litigating
against municipalities for failure to deliver services.
Businesses are moving out of municipal areas with poor
service delivery, resulting in increased unemployment
and a loss of municipal revenue in those areas.

In 2021, the Department of Cooperative Governance
reported that 4 municipalities were dysfunctional.
This dysfunction is rooted in poor governance, weak
insfitutional capacity, poor financial management,
corruption and political instability. In June 2017, eight
municipalities were under administration or provincial

infervention. By June 2021, 23 municipaliies were

under administration or provincial intervention, which
further increased to 33 municipalities by February 2022.
This means that these municipalities had become so
dysfunctional that national and/or provincial government
had fo step in fo fry and resfore governance, financial
management and service delivery. Administrators are
then appointed by the national and/or provincial
government fo manage and oversee the day-o-day
running of these municipalities.

Over the term of the previous administration, we were
consistent in our messages about the progressive

and sustainable improvements required to prevent
accountability failures in local government and to

deal with them appropriately when they do occur.

We emphasised the need to strengthen the basic
financial and performance management disciplines
and to safeguard and maintain municipal assefs and
infrastructure to prevent mismanagement, fransgressions,
non-performance, fraud and financial loss. Unfortunately,
these issues persist. Our message was always directed
to leadership, imploring them to turn the tide in local
government — as encapsulated in the theme of our
2019-20 general report, Ethical and accountable
leadership should drive the required change.
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This general report reflects on the municipal audit
oufcomes over the term of the previous administration
and provides insight and information from our audits of
the 202021 financial year. It presents a nottobemissed
opportunity for the new administration to leamn from the
successes and failures of the past and heed our call

fo actfion to fransform local government and improve

people’s lives.

We have a vision, shared by many, for this
new administration to make significant strides
towards instilling a culture of performance,
accountability, transparency and integrity in
local government. This is what the Constitution
envisaged: municipalities that perform by
delivering services and are transparent about
their level of performance and management
of municipal finances, which in turn will
enable these municipalities to be accountable
to the communities they serve. Above

all, communities want to see their elected
representatives and municipal officials act
with integrity — being honest, ethical and

incorruptible, and complying with legislation. e~

Our role is to audit every municipality and municipal
entity in the country, report on what we have found,
and share the insights to strengthen transparency and
enable accountability. This is especially significant

it one considers that municipalities and municipal
entities were responsible for an estimated expenditure
budget of R509 billion in 2020-21. It is not merely

a matfer of compliance for us but a genuine effort to
ensure improvement and enforce accountability where
it is lacking.

As part of our reporting, we inform councils

of the quality of the financial statfements and
performance reports, the status of compliance

with key legislation and any material iregularities
identified. We specifically report to the councils as
they are responsible for approving the budget and
performance plans; inyear monitoring; and using

the financial statements and performance report to
determine whether the municipality achieved its service

INTRODUCTION

delivery objectives, used the budget as infended

and is in a good financial position. The council

also plays a significant role in investigating and
dealing with irregular, unauthorised, and fruitless and
wasteful expenditure; fraud and corruption; and any
fransgressions and non-performance by the municipal
manager and senior management. The accountability
processes for municipal administration lie squarely
within the domain of the council.

When a municipality receives a clean audit opinion,

it means that its financial statements and performance
report give a fransparent and credible account of ifs
finances and ifs performance against the fargets that
had been set. In other words, these accountability
reports present a reliable picture of that municipality’s
performance — whether good or bad. This enables the
council and everyone with an interest in the municipality
— particularly communities, community organisations,
and those in national and provincial government who
need to oversee the municipality's performance and
provide the support it needs to succeed — to judge

how the municipality is doing and take action where
necessary. A clean audit opinion also means that the
municipality complied with the important legislation that
applies to it and, where transgressions did occur, they
were rare or not material.

A clean audit is not always an indicator of good service
delivery and does not always correlate directly to the
lived experience of all the communities in @ municipal
area. However, we have seen that municipalities with
institutionalised controls and sysfems to plan, measure,
monitor and account for their finances and performance,
and to stay within the rules, often also have a solid
foundation for service delivery. VWhen this is the case,
municipalities can focus on ensuring the delivery of
quality services fo all of their residents.

Through our audits, we also do work on areas that can
confribute significantly fo the success of a municipality,
such as financial health, infrasfructure development
and maintenance, the confrol environment (including
information technology confrols), procurement and
confract management, consequence management, and
aspects of environmental management. We recently
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SECTION 01

infroduced realtime audits as well = with one of the
first focusing on the financial management of local
government's covid-19 initiatives, which culminated in a

special report tabled on 30 June 2021.

Through our expanded mandate, and the ensuing
material irregularities in particular, we have enriched
our insights and strengthened our ability to influence
and enforce performance, accountability, transparency
and integrity in local government. In response fo the
material irregularities we identified, municipalities

are faking acfion to recover losses, prevent further
losses and harm through strengthening internal
confrols, and effect consequences for transgressions.
We do not hesitate o use our enforcement mandate
it material irregularities are not responded fo with

the required seriousness and urgency. We included
recommendations in the audit reports and the auditor-
general invoked her additional powers of referral and
remedial action.

Ultimately, however, the municipal manager (supported
by senior management] is responsible and accountable
for the finances and performance of a municipality. This
responsibility requires the establishment of insfitutionalised

Accountability ecosystem

management practices and disciplines as a foundation
for planning, budgeting, financial management, asset
management and service delivery. For example,

if there are no plans for the maintenance of municipal
infrastructure, money will not be allocated in the budget
fo fund maintenance, the projects will not be executed,
and the infrastructure will deteriorate until it can no
longer support service delivery — and even cause

harm to communities. VWe found this state of affairs af
municipaliies with repeatedly disclaimed audit opinions,
as detailed in section 2.7.

The audit committee and infernal audit unit play an
important role in providing the municipal manager with
an independent view of the effectiveness of municipal
confrols and processes. As mentioned above, the
council is the executive and legislative authority of the
municipality.

But a municipality does not function in isolation — it is
part of a bigger system of government. The Constitution
requires national and provincial government to support
and strengthen the capacity of local government.
Active citizenry is also crucial to ensure that municipal
leadership is accountable to communities.

MUNICIPAL PUBLIC
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ALIJ\|13|T LIJ\INH' COUNCIL  ACCOUNTS COMMITTEE
D B PREMIER'S ~ COOPERATIVE
MAYOR AND PROVINCIAL ~ OFFICE  GOVERNANCE  TREASURY
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The success of local government rests on the ability of this
whole accountability ecosystem to work together: for all
role players to not simply operate within their silos, but to
function collaboratively with an awareness of how their
respective roles influence and affect each other.

This report is therefore not infended for only local

govemnment leaders; it is equally important for

INTRODUCTION

national and provincial leadership and community
organisations. We have engaged with many role
players to share our insights from the audits and we
remain encouraged and positive about the commitments
they have made to play their part in improving local
government. VWe will monitor the implementation,
effectiveness and impact of these commitments over the

term of the new administration.

This report summarises our key messages covering the following areas (with the defail we used fo include in

previous editions now being available on our website):

1. We report on the state of local government over the term of the fourth administration, dealing with:

» Audit outcomes and material irregularities
» Financial reporting

» Financial health

» Information technology confrols

» Service delivery — planning and reporting

»  Service delivery — municipal infrastructure

» Service delivery — impact at disclaimed municipalities

»  Procurement and payment fransgressions and risks

»  Accountability and consequences

2. We reflect on the contributions of key role players in the accountability ecosystem and share our

recommendations and the commitments made as a call to action

3. We report on the state of local government in each of the nine provinces

4. We share information on the audits we performed and explain the numbers used in the report

In support of greater fransparency that will enable accountability, our website — for the first time — now also

includes the following information, covering each municipality, district and province in the country:

» Audit outcomes and information per municipality
» Key information on audit outcomes per district

» An overview of audit outcomes and recommendations per province

» A report on the material irregularities identified at municipalities and the status of these material iregularities
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SECTION 02

SECTION 02

STATE OF LOCAL GOVERNMENT

2.1 Audit outcomes and material
irregularities

Audit outcomes

Audit outcomes are based on the audits we perform
on the quality of financial statements and performance
reports as well as on compliance with key legislation.

The outcomes fall info the following categories:

1. Afinancially unqualified opinion with no findings
(clean audit) means the municipality:

» produced quality financial statements free of
material misstatements (in other words, errors or
omissions that are so significant that they affect
the credibility and reliability of the financial
statements)

» produced quality performance reports that
measure and report on performance in a
manner that is useful and reliable

» complied with key legislation.

2. A financially unqualified opinion with findings
means the municipality was able to produce quality
financial statements, but struggled fo produce
quality performance reports and/or to comply with
all key legislation.

3. Afinancially qualified opinion with findings means
the municipality’s financial statements contained
material misstatements that were not corrected

before the financial statements were published. The
municipality also had challenges with the quality
of the performance report and/or compliance with
key legislation.

The financial statements of a municipality with

an adverse opinion with findings included so
many material misstatements that we disagreed
with virtually all the amounts and disclosures

in the financial statements. A municipality with

a disclaimed opinion with findings could not
provide us with evidence for most of the amounts
and disclosures in the financial statements. We
were therefore unable to conclude or express

an opinion on the credibility of the financial
statements. Municipalities with adverse and
disclaimed opinions are typically also unable to
provide sufficient supporting documentation for

the achievements they report in their performance
reports and do not comply with key legislation.

The audit outcomes were in a bad state
when the previous administration took over
in 2016-17 and this state has not improved
since then. Some municipalities improved
their audit outcomes, just to regress again in
later years. Overall, only 61 municipalities
now have a better audit outcome than in
2016-17, with 56 now having a worse audit
oufcome.
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Audit outcomes — municipalities

2016-17

STATE OF LOCAL GOVERNMENT

First year of

administration

®

— 30%
2020-21
Expenditure budget
R459 billion
Y Unqualified with Unqualified ® Qualified
no findings (clean) with findings with findings

It is encouraging that there has been a slight increase

in the number of clean audits — 27 municipaliies were
able to maintain their clean audit status throughout the
ferm of the previous administration, while 14 achieved a
clean audit for the first ime and six lost their clean audit
status over the fiveyear period. Clean audits continue to

represent less than a fifth of the local government budget.

Over the term of the previous administration, the
submission of financial statements by 31 August for
auditing worsened from Q0% in 2016-17 to 82% in
2020-21. This not only delays the audit process but also

the accountability processes.

By the date of this report, nine audits had not been
completed as the municipal managers did not submit
the financial statements for auditing by the legislated
submission date. Two of the municipaliies were from
the Northern Cape and seven were from the Free Stafe.
We elaborate further on the worrying trend of lafe
submissions in the Free State in sectfion 4.

We received the financial statements of five of these
municipalifies from March to May 2022 and are

busy with their audits. The financial statements of

10,

-
2% — 10% — 4%

™~
— 20% — 1% — 4% — 1%

Adverse Disclaimed Outstanding
® with findings ® with findings o audits

Kopanong, Maluti-APhofung and Masilonyana in the
Free State and Phokwane in the Northern Cape were
still outstanding by the date of this report. The 2019-20
financial statements of Maluti-APhofung are also sill
outstanding.

We reached out to key role players in the
accountability ecosystem (municipal mayors and
speakers as well as provincial premiers and members
of the executive councils for finance and local
government) fo intervene in the non-submission of
financial statements. VWe also informed the provincial
legislatures, Parliament and the National Treasury.
Our audit leadership further repeatedly engaged with
the municipal managers and chief financial officers of
these municipalities to encourage submission. VWhen
all of this failed, we nofified the affected municipal
managers and the board of a municipal entity that the
non-submission of the financial statements consfitutes a
material irregularity, as the delays in the accountability
processes are causing substantial harm to these
municipalities. The lack of transparency for the use of
funds and the financial position of these municipalities
should not be tolerated by councils, provincial and
national leadership or oversight.
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SECTION 02

We are particularly concerned about the municipalities

that repeatedly received disclaimed audit opinions over

the term of the previous administration. Turn fo section 2.7

for further detail on this concerning situation.

Local government comprises:

»

»

»

Metropolitan municipalities, commonly known as
'metros’, which are large urban complexes with
populations of more than one million people.

They account for the largest portion of municipal
expenditure and serve the highest number of
households and thus most of the citizens in the
country. They were responsible for a budget of
R247,48 billion in 2020-21.

Intermediate cities, which are municipalities with large
budgets (totalling R97,04 billion in 2020-21) and
which also serve a substantial number of households.
Local municipalities, which can be large towns,
small towns or rural areas; and which were
responsible for a budget of R79,08 billion

in 2020-21.

»

»

District municipalities, which perform certain
functions on behalf of municipalities, such as
integrated planning, infrastructure development,
and the provision of electricity and public
transport. A district municipality may or may not
be a water services authority and may provide
financial, technical and administrative support
services fo a local municipality within its area and
fo the extent that it has the capacity to do so. The
2020-21 budget for disfrict municipalities totalled
R35,52 billion.

Municipal entities, which are independent entities,
that perform municipal services on behalf

of a municipality. Their financial statements

are consolidated into those of their parent
municipalities and their audit outcomes are equally
important. This is especially frue in cases where
they are responsible for a significant portion of
the municipal expenditure and service delivery
programmes, particularly in Gauteng. Municipal
entities were responsible for a budget of

R49,58 billion in 2020-21.

Audit outcomes and related information — municipalities and entities

Metropolitan

municipalities

Municipal

entities

District

municipalities

Intermediate

cities

municipalities

Percentage
Movement over of budget Total
administration (R509 billion)  households*

0.0.0,0,0,0; - zo. 0D
~

10% *
7% #

Qualified

Unqualified with
with findings

no findings (clean)

Unqualified
with findings o

™~
16% 5011162
Adverse Disclaimed ® Outstanding
with findings with findings audits

* Household numbers taken from the National Treasury’s local government equitable share data and formula for 2020-21

* Household total for municipal entities is included under metropolitan municipalities

# Household total for district municipalities comprises households under intermediate cities and local municipalities
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Metros and intermediate cities manage twothirds of
the expenditure budget in local government and are
responsible for delivering services to 72% of South
Africa’s households. As they typically have greater
capacity, bigger budgets and can more easily affract
suitably skilled and competent professionals, one would
expect their audit oufcomes to be much better than
those of their smaller counterparts — but sadly this is not
the case. Although 13 of these municipalities improved
their audit outcomes over the term of the previous
administration, nine are now in a worse state.

Disfrict municipalities showed significant improvement
over the same period, but there is still work to be done
— especially as they should be leading by example,
with good audit outcomes. Local municipalities have
the highest concentration of disclaimed opinions and,
as with municipal entities, are now in a worse position
than at the start of the previous administration’s ferm.
This reflects poorly on the support provided by district
municipalities fo their local municipalities and by parent
municipalities (mostly mefros) to their municipal entities.

STATE OF LOCAL GOVERNMENT

Material irregularities

The audit outcomes, coupled with noncompliance

with legislation, reflect the poor state of financial and
performance management in local government. This
situation resulted in material financial losses at some
municipalities, as well as substantial harm where
municipalities were unable to fulfil their mandate and
deliver services to the public. Our audits have for many
years highlighted that not only are irregularities and their
resultant impact not prevented from happening, such
instances are also not appropriately dealt with when they
are identified.

This led to amendments to the Public Audit Act,

which came info effect on 1 April 2019 and gave

us the mandate to report on these matters as material
imegularities and to take action if municipal managers do
not deal with them appropriately.

Definition of a material irregularity and our expanded powers

If the accounting officer/authority does not appropriately deal with the material

Any noncompliance
with, or contravention of,
legislation, fraud, theft or
a breach of a fiduciary
duty identified during an
audit performed under
the Public Audit Act that

resulted in or is likely Material

to result in a material irregularity

financial loss, the misuse
or loss of a material public
resource or substantial
harm to a public sector
institution or the general
public

irregularities, our expanded mandate allows us to:

Refer material irregularities
—e to relevant public bodies for
further investigation

Recommend actions in the

audit report to resolve the

material irregularity
———~—o

Take binding remedial action

for failure to implement the
recommendations

Issue a certificate of debt
o for failure to implement the
remedial action if financial loss

was involved
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SECTION 02

The amendments were meant to establish @
complementary enforcement mechanism to strengthen
public sector financial and performance management so
that these material irregularities can be prevented, or can
be dealt with appropriately if they do occur.

The overall aim of our expanded mandate is to:

»  promote better accountability

» improve the profection of resources

» enhance public sector performance and encourage
an ethical culture

» ultimately, strengthen public sector insfitutions to
better serve citizens.

Roles and responsibilities in material irregularity process

Accounting officer and authority

Have a legal obligation to prevent all
irregularities and take action if it

did occur

AGSA

¢ Identify irregularities that could .
have significant impact on auditee’s
finances, resources and delivery

*  Notify accounting officer/authority so
they can take appropriate steps in
terms of legislation timeously

To strengthen the
accountability
mechanisms in the
public sector

By safeguarding and recovering resources, money

saved or recovered can be redirected towards service
delivery. We issue nofifications of material irregularities to
encourage the sustainability of auditees so that they can

work fowards service delivery.

Our expanded mandate did not change the role and
responsibilities of accounting officers and authorities or
the oversight and monitoring roles of the mayor and the
council to prevent and deal with iregularities, such as
non-compliance, fraud, theft and breaches of fiduciary
duty. Through the material irregularity process, we

strengthen them in this role.

Oversight and executive authority

Oversight and monitoring roles
remain unchanged

AGSA

By reporting material irregularities, we
highlight most material matters and
provide information to assist oversight
and monitoring roles

¢ Give space to accounting officer/
authority to take required actions
to deal with material irregularities
before using our additional powers

Success is: swift action by accounting officer/authority to resolve material irregularities and prevent recurrence
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Everyone in the accountability ecosystem has a crucial
role to play. Our role is to nofify and report on material
imegularities, as we are doing. Preventing and resolving
material iregularities are the responsibility of accounting
officers and authorities. Councils, provincial leadership,
oversight and national government also have their role
fo play and should seize the opportunity to confribute to
an improved local government. We include our call to
action fo councils in section 3.

In this third year of carrying out our enforcement
mandate in local government, we expanded our work
significantly by implementing the process at more
municipaliies (94 in 2020-21, compared to 57 in
2019-20 and nine in 2018-19).

There has been a shift at municipalities:

from a slow response to our findings and
recommendations over the years to attention
now being paid to what we report as
material irregularities and actions being
taken to resolve these. Sfeadi/y there has
been a change in behaviour from inaction

to action by municipal managers. Where
municipal managers were not responsive and
did not take action, we used our enforcement
mandate to take further action.

Where municipal managers respond to our nofifications
with commitment and workable plans to implement
appropriate action to resolve the material iregularity,
the intended impact of the Public Audit Act amendments
is achieved — the objectfive was not to issue certificates

STATE OF LOCAL GOVERNMENT

of debt but to enable corrective action to resolve the
material irregularity. A material irregularity is resolved

if all steps have been taken to recover financial losses
or fo recover from substantial harm, when further

losses and harm are prevented through strengthening
infernal controls, when there are consequences for the
fransgressions (which include disciplinary processes|
and, if applicable, the matter has been handed over to
a law-enforcement agency.

The impact achieved by the material irregularity process
is evident from the actions faken by municipal managers
fo resolve the material irregularities that resulted in, or is
likely to result in, financial loss. These include:

» Addressing incorrect billing of municipal services,
resulting in increased revenue.

» Preventing financial losses even before it took
place.

» Improving systems, processes and controls and the
safeguarding of assefs as well as making payment
arrangements fo prevent any further financial losses.

»  Recovering financial losses or busy recovering
financial losses.

»  Stopping supplier contracts where money was
being lost.

» Handing over matters to law-enforcement agencies.

»  Identifying responsible officials and insfituting
disciplinary processes.

On the next page we look at some of the material
imegularities that have been fully resolved or are in the
process of being resolved.
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Examples of impact achieved

»

»

»

»

»

»

»

Corrected billing (fully resolved): Nelson Mandela Bay (Eastern Cape| did not charge inferest

in 2018-19 on debtors in arrears who had entered info longterm payment arrangements with the
municipality, resulting in a financial loss of R11,2 million. The system deficiency was corrected and from
February 2020 monthly interest is being charged.

Corrected billing (fully resolved): uMzinyathi (KwaZulu-Natal] corrected the problems around interest
erroneously not being charged on long-outstanding debt, which resulted in a financial loss of at least
R2,6 million being prevented.

Prevented financial loss (fully resolved): Emalahleni (Mpumalanga) did not make payments to a supplier
on fime, resulting in inferest of R8,59 million being charged. The municipal manager engaged with the
supplier, resulting in the interest being reversed and thus preventing the loss. Confrols were also put in
place to ensure the timeous payment of the supplier to avoid further interest charges.

Prevented further financial loss (fully resolved): Financial losses in 2019-20 as a result of late payments
to Eskom by Newcastle (KwaZulu-Natal) were resolved through the municipal manager entering info

a debt and repayment agreement with Eskom, suspending future interest charges. Controls were also
implemented fo priorifise the payment of Eskom accounts, resulting in no further losses as a result of
interest charges in 2020-21.

Prevented further financial loss (fully resolved): Late payments to the South African Revenue Service by
Newcastle (KwaZuluNatal) and Ngwathe (Free State), resulting in penalties and interest, were resolved
by improving payment controls to ensure that statutory payments are made in fime.

Contract stopped, disciplinary steps taken and matter handed over to law-enforcement agencies (busy
being resolved): Rustenburg (North West) entered info a contract for the provision of automated fleet

and fuel management solutions during June 2018. The scope of work was extended during the price
negotfiation and items that were not part of the competitive bidding process, were included at higher than
marketrelated prices. Disciplinary steps were taken against the responsible officials, who either resigned
or were dismissed. The confract with the service provider was terminated in August 2019, based on @
high court order, fo prevent further financial loss. The matter has also been referred to the Hawks and
legal action has been insfituted against the supplier to recover the financial loss.

Disciplinary processes, recovery and preventing further losses (busy being resolved): The City of
Johannesburg (Gauteng) incorrectly taxed gratuity payments fo employees as severance benefit payments
between 2014 and 2017. This resulted in the municipality having to pay an additional R?,2 million in
employee tax and R6, 3 million in penalties and inferest charged by the South African Revenue Service.
The officials responsible for the incorrect calculation have been referred to the council’s disciplinary
board, the money overpaid to existing and former employees is in the process of being recovered, and
arrangements have been made for training by the South African Revenue Service fo prevent a recurrence.

By 15 April 2022, we were dealing with 185 material iregularities af various stages in the process. We estimate

the tofal financial loss of these material iregularities fo be R3,9 billion, R1,6 billion of which was money lost by
municipalities that had invested in VBS Mutual Bank.
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Nature of material irregularities

. (10) (2) 2
Procurement —/
Non-compliance in procurement processes Uneconomical Payment for goods or services not
and payment resulting in overpricing of goods and procurement resulting in received / of poor quality /
services procured or appointed overpricing of goods not in line with contract or to
supplier not delivering and services procured ineligible beneficiaries

®
®

Resource

management Assets not safeguarded Loss of investments Inefficient use of resources
resulting in loss - no/limited benefit derived from
money spent

O,
O,

Revenue
management Revenue Debt
not billed not recovered
— @ 0
Interest and —/
Ifi Eskom, water boards, lenders Payroll and value-added tax returns not
penalties and suppliers not paid on paid on time or incorrectly calculated
time resulting in interest resulting in South African Revenue Service

interest and penalties

Fraud and non- ®

O,
)

compliunce Suspected fraud Non-compliance
resulting in loss resulting in penalties

Harm to

O,
S,

generql public Non-compliance with environmental Landfill site mismanagement
legislation resulting in pollution of resulting in harm to public
water resources

®
O,

Harm to public
- Full and proper records not kept as Non-submission of
sector institution evidenced by repeat disclaimed financial statements
opinions resulting in substantial harm

to municipalities
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These material irregularities emerged in areas that
were not complex, but in which auditees should have
basic disciplines and processes in place - to procure
af the best price, to pay only for what was received
and derive the infended benefit from the money spent,
fo make payments on time, fo recover revenue owed
fo the state, fo safeguard assets and investments, to
prevent fraud, and to comply with legislation.

Poor record keeping and financial management
disciplines also resulted in substantial harm fo
municipalities that have repeatedly received disclaimed
audit opinions, as this affected their ability to deliver
services to communities in a financially sustainable
manner. In the past year, we also for the first time raised
material irregularities where significant weaknesses in
infrastructure and environmental management resulted in
pollution that caused harm to the general public.

In section 2.9, we share the status of the material
irregularities and how we have used our enforcement
mandate, while section 3 includes recommendations to
the new councils on their role. Throughout this report,
we also provide examples of the material irregularities
we have identified, their impact and whose
responsibility they are.

2.2 Financial reporting

The municipal council uses financial statements to

call the municipal manager to account and to make
financial and related service delivery decisions.
Creditors, banks and rafing agencies use them to
defermine how much risk there is in extending debt fo a
municipality, and the public uses them to see how well
the municipality is using the rates and faxes collected
to provide services. Financial stafements are a key
instrument for accountability.

Financial reporting does not only happen at the end
of the year but also takes place during the year in the

form of quarterly reports to councils and treasuries.
These reports are used for decision making and to
monifor spending, revenue generation and the use of
conditional grants.

Municipal managers are responsible for credible and
reliable in-year financial reports and for quality year-
end financial statements that can be relied upon by the
users of such financial statements. Municipal managers
are supported by finance unifs led by chief financial
officers, internal audit units and audit committees,
consultants, and coordinating departments.

Overall, the average vacancy rate of the finance

unit at municipalities was 20%, while chief financial
officers were in their position for an average of

45 months. The salary cost for finance units fotalled
R10,41 billion in 2020-21. Internal audit units at
Q3% of municipalities and audit committees af

96% of municipalities reviewed the prepared financial
statements, while national and provincial coordinating
departments deployed specialist advisors to support
finance units and provided tools to help ensure that
financial reporting was credible. In addition, local
municipalities can ask district municipalities to provide
additional support for financial reporting. Financial
reporting consultants have become permanent features
in municipalities’ financial reporting processes,

with the cost of these consultants amounting to

R1,26 billion in 2020-21. The cost of consultants

doubled over the term of the previous administration.

When combining the money spent on finance unifs
and consultants, it is clear that financial reporting
carried a substantial price tag in 2020-21 of just
over R11,67 billion.

Despite all of these resources and support, the key
management confrols of municipalities were not
adequate to prevent material misstatements in the
financial statements.
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Status of key financial management controls and quality of financial statements before and after auditing

Proper record keeping Daily and monthly
controls

28% 42% 30% 26% 35% 39@
64 98 70 61 81 90

In-year and year-end Review and monitor

reporting compliance

~ ~

14%  42%) 44% 13%  35%) 52%
33 97 102 31 81 120

® Good ® Of concern @ Infervention required

4 A

Despite us reporting shortcomings and
providing recommendations over the years
as well as numerous and costly national and
provincial initiatives and interventions, the
poor status of key financial management
controls shows that municipalities have not
yet mastered financial reporting — 75% of
municipalities were not able to submit quality

financial statements for auditing.

If we had not identified the material misstatements and
allowed for corrections, only a quarter of municipalities
would have produced financial statements that were
reliable enough for the council and other decision
makers fo use. In total, 79 municipalities (32%) relied
on the external audit process to identify misstatements,
which allowed them to obtain an unqualified audit
opinion. But this resulted in increased audit fees — a
situation that could have been avoided.

The following were the main areas misstated in the
financial statements of those municipalities with modified
opinions (in other words, those with qualified, adverse

or disclaimed opinions|:

» Receivables (27%): Municipalities did not know
the correct amount due to them (receivables) and
whether they were still entitled to receive the amounts
due. In some cases, the value of the receivables

recorded was not accurate.

Before audit After audit

62 186 141 107

» Property, infrastructure and equipment (27%):
Municipalities could not properly account for their
assefs because asset registers were not updated
with assets purchased, under construction, disposed
of, stolen or vandalised. In some cases, the value of

the assefs recorded was incorrect despite the use of
consulfanfs.

» Irregular expenditure (27%): Municipalities did
not report all irregular expenditure that should have
been reported in their financial statements. In some
cases, the amount of the irregular expenditure
reporfed was incorrect.

» Revenue (27%): Municipdlities did not have
adequate documentation fo support the revenue
billed: and not all of the revenue that should have
been billed to residents for services rendered had
been billed. In some cases, amounts billed for
services rendered were recorded incorrectly.

»  Expenditure (25%): Municipalities did not have
adequate documentation fo support the expenditure
reported. In some cases, they did not record all the
expenditure that should have been recorded.

The poor quality of the financial statements submitted
for auditing does not bode well for the credibility of
municipalities” in-year financial reporting, as it means
that decisions, analyses and monitoring could be based

on unreliable information.
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The ineffective use of consultants for
financial reporting

Financial reporting consultants cost local government
R5,31 billion over the term of the previous
administration and 70% of municipalities used

consultants for every year of the term.

The National Treasury issued a circular to municipalities
in 2016 dealing with cost containment, requiring
municipal managers fo only appoint consultants if

a gap analysis confirmed that the requisite skills or
resources are not available fo perform the work. It also
reminded municipalities of the legislated requirements
fo closely monitor confracts and the importance of
transferring skills. The responsibility for the effective use
of financial reporting consultants lies with the municipal
manager and the chief financial officer.

In 2020-21, only 7% of municipalities used consultants
to bridge a vacancy gap and 62% appointed
consultants fo provide skills that the finance unit did not
have. The remaining 31% used consultants because of
both a lack of skills and a vacancy gap. The inability
of these municipalities to master credible financial

reporting means that they appoint consultants year

Reasons consultants were not effective

affer year without ensuring that skills are transferred

to municipal staff; hence, what was infended to be a
shortferm solution, confinues indefinitely. In total, 79%
of municipalities reappointed consultants used in the

previous year.

Most of the 2020-21 consultant costs of R1,26 billion
were used for asset management services (34%),
followed by the preparation or review of financial
statements (2/%), and tax services (2/%). Consultants
appointed for asset management services were rarely
used for complex accounting matters, but rather for
basics such as the recording and valuation of assets,
which are the fundamentals of good asset management.

The expected benefits of using consultants o enable
quality financial stafements were not always apparent.
The financial statements submitted for auditing by

121 (59%) of the municipalities that used consultants
had material misstatements in the areas in which the
consultants did work. Even after corrections, 41% had
modified opinions, including three municipalities with
adverse opinions and 18 with disclaimed opinions.
We share our observations on the use of financial
reporting consultants at municipalities with disclaimed
opinions in section 2./.

Inadequate / lack of records and documentation 55
® Poor project management 26

e Work of consultants not adequately reviewed 20

e Consultants appointed too late 13

o Consultants did not deliver 7
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Inkosi Langalibalele (KwaZulu-Natal) was again disclaimed in 2020-21 despite consultants having been

used each year during the term of the administration. After the amalgamation of uMtshezi and Imbabazane

fo form Inkosi Langalibalele, significant challenges in the credibility of the financial records (such as the

accuracy of fake-on balances) were not addressed due to a lack of records and inadequate skills. Although

the finance unit was fully staffed, staff still did not have adequate skills — this despite the continued use of

consultants and the appointment of an administrator since 2016-17. In 2020-21, the salary cost of the

finance unit was R13,95 million and the municipality paid R28,35 million to financial consultants.

Late appointment of consultants

Nguthu (KwaZulu-Natal) appointed consultants only on 29 June 2021 for the 30 June 2021 yearend,

despite the finance unit vacancy rate of 28% and the contract of the chief financial officer being terminated.

The municipality again received a disclaimed audit opinion, as sufficient time was not afforded to the

consultants throughout the year fo fry and improve the audit outcome.

At seven municipalities (6%) (one each in the Eastern
Cape, North West, Northern Cape, Limpopo and
KwaZulu-Natal as well as two in Mpumalangal,
consultants were not effective because they did not
deliver the required services. For example, consultants
made adjusiments fo the accounting records that could
not be supported or their work contained errors, and
they could thus not produce financial statements without
any material misstatements — the task for which they
were appointed. Municipalities paid these consultants
a fotal of R78,8 million.

We find it concerning that consultants were not
effective in the remaining 94% of instances, as
municipalities did not provide adequate records,
appointed consultants too late, or did not effectively

manage consultants. VWhere municipalities did

not review the work of consultants, they effectively
outsourced their responsibilities. In these cases,
consultants continue fo accept appointments despite it
being unlikely that they will add value to municipalities.
The ethical code for professional accountants requires
them to evaluate threats such as questionable financial
reporting practices that might influence ethical
principles before accepting any engagements. We
plan to engage with consultants and the profession on
ethical implications after the tabling of this report.

We are pursuing material irregularity nofifications at
municipalities where the ineffective use of financial
reporting consultants resulted in material financial

losses.
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2.3 Financial health

Municipalities cannot continue to operate and provide
services if financial health concerns remain. Yet local
government finances remain under severe pressure due
fo non-payment by municipal debtors, poor budgeting
practices, and ineffective financial management.

Our assessment of the financial health of

230 municipalities and 18 municipal entities based on
their financial statements showed increasing indicators
of a collapse in local government finances and
continued deterioration over the term of the previous
administration. At 22 municipalities and one municipal
entity, the financial statements were not even reliable
enough for us o analyse because of disclaimed or

adverse audit opinions.

Status of financial health — overall and breakdown per municipal category

_ Overall Metropolitan

municipalities

:j" R494 bn

R248 bn Municipal entities R49 bn

R81 bn R281 bn R133 bn
36 134 78

o)) () @) @070

|

Intermediate cities R94 bn

\ -
14% 3:@ 53%) COCR 6% @ 3@ (10 (20

21? @ ls? (OGO 2%

R52bn R151bn R45bn
1 5 2

District municipalifies :[: R32 bn

S
(22) = OO

R1bn R45bn R3bn
2 14 2

Local municipalities R71 bn
\
18% 50%) 32%) (1210 (4@

R13bn R31bn R50bn R2bn R18bn RI12bn R13bn R35bn R23 bn
5 17 16 7 24 10 21 74 48
® Number of auditees ® Expenditure budget ® Good ® Of concern ® Infervention required Mavement over

administration

The financial health of metros is particularly conceming, as they serve the largest segment of the population and

account for more than half of the local government expenditure budget.

QLS

The City of Tshwane (Gauteng), City of Johannesburg
(Gauteng), City of Ekurhuleni (Gauteng), City of

Cape Town (Western Cape) and Nelson Mandela
Bay (Eastern Cape) were all downgraded to below
investment grade by 30 June 2021. The downgrades
put pressure on some of the mefros fo raise funding

for capital expenditure, and they had to use infernal
savings from operational budgets to fund shortfalls.
Most of the metros were put on review for further
downgrades by the creditrating agencies, meaning that
they could plunge deeper into sub-investment territory if
economic conditions worsen.

As cash-strapped consumers fall behind on paying
municipal rates and taxes, creditrating agencies are
flagging an increased concern around the likelihood

of metros being unable to meet their debt payments

or source cash from capital markets to meet future
obligations due to falling revenues. The debt of metros
that is unlikely to be recovered in full ranged from

53% to 88%. Although some of these mefros have cash
reserves, ifs further use fo make up revenue shortfalls
will reduce the mefros’ capacity to meet future debt

obligations as they fall due.
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Financial health trends

The financial position of 28% of South
Africa’s municipalities is so dire that there is
significant doubt whether they will be able to
continue operating as a going concern in the

near future. °

Municipalities with going concern problems

NORTH WEST

City of Matlosana (5)
Mahikeng* (5)
Magquassi Hills (5)
Tswaing* (5)
Mamusa (4)

Naledi* (4)

GAUTENG

J administration.

Sedibeng (5)
Rand West City (5)
Emfuleni* (4)
West Rand* (4)
City of Tshwane (3

Kgetlengrivier* (3)
Moses Kotane (3)
Rustenburg (3)

NORTHERN CAPE

Dikgatlong (5)
Magareng (5)
Gamagara (5)
Ga-Segonyana (5)
Kamiesberg (5)
Khai-Ma (5)
Thembelihle (5)
Ubuntu (5)
Emthanijeni (4)
Richtersveld (4)
Siyathemba (3)

— G

WESTERN CAPE °

Cederberg (1)
2020-21 was first year of disclosure

L EASTERN CAPE
Amathole* (5)

King Sabata Dalindyebo (5)

Kou Kamma (5)
Makana* (5)
Raymond Mhlaba (5)
Amahlati (4)

Enoch Mgijima* (4)
Inxuba Yethemba (4)
Dr Beyers Naudé (2)

&

—

STATE OF LOCAL GOVERNMENT

N This effectively means that such municipalities do not
have enough revenue to cover their expenditure and
that they owe more money than what they have. Many
of these municipalities have been in this dire financial

position multiple times over the ferm of the previous

LIMPOPO

Mopani (5)

Thabazimbi (5)
Modimolle-Mookgophong (5)
Musina (4)

Ba-Phalaborwa (1)

2020-21 was first year of disclosure

MPUMALANGA

Emalahleni* (5)
Lekwa* (5)
Msukaligwa* (5)
City of Mbombela (5)
Dipaleseng (4)
Thaba Chweu* (4)
Govan Mbeki* (2)

KWAZULU-NATAL

Mpofana* (5)
Ulundi (5)
uThukela* (5)

Ugu (4)

Msunduzi* (3)
uMkhanyakude* (3)
Newcastle (3)

FREE STATE

Xhariep (5)
Letsemeng (5)
Mangaung* (5)
Tswelopele (5)
Matjhabeng (5)
Dihlabeng (5)
Phumelela (5)
Moghaka (5)
Ngwathe (5)
Setsoto (5)

® Number of years with going concern problems

* Under administration / provincial intervention - Mahikeng, Tswaing, Naledi and Kgetlengrivier were put under administration after 30 June 2021
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The main source of revenue for most municipdlities is the
rates and taxes paid by property owners and consumers
of municipal services (what we call ‘'own revenue'). The
problem with own revenue is that municipal consumers
(including government institutions) are not paying what
they owe — this has been a trend for many years and

has been made even worse by the economic downturn
caused by the covid-19 pandemic. This means that while
a municipality's revenue might look healthy on paper, the
money does not reach the bank.

We esfimate that only 36% (R109,64 billion) of own
revenue was recoverable, and it took municipalities an
average of 213 days fo collect amounts due to them. In
2020-21 alone, municipalities wrote off R41,28 billion
in debt because it was never paid to them.

Material irregularities: revenue management

Municipalities therefore offen depend on the money
they receive from national government in the form of
an equitable share to stay afloat. This amounted to

R8O, 26 billion in 2020-21, which is a substantial

increase from the previous year's R67,83 billion.

While the economic downturn does affect revenue
collection, municipalities do not always play their

part either. Not all revenue owed is billed and poor
debt collection practices are common. In addition to
highlighting these concerns through audit findings, we
also issued material irregularity notifications where
municipalities were suffering material financial losses as
a result of revenue owed not being billed or debt not

being collected.

» Buffalo City (Eastern Cape) did not bill a number of customers for water services provided during

2019-20, resulting in a likely financial loss of R?,6 million. This was caused by a number of control

deficiencies, including a lack of integrated processes and systems between the municipality’s

directorates as well as delays in updating systems and registers that linked water meters per property.

The deficiencies were addressed and billing commenced from 2020-21. The municipal manager also

launched an investigation fo identify the responsible officials and institute disciplinary action.

»  Money owed fo the City of Matlosana (North West) by the fresh produce market was not collected

due to a lack of infernal controls. Investigations performed by the municipality identified the officials

responsible for the fransgressions, resulting in disciplinary processes, dismissals and potential legal action

fo recover the losses. The likely financial loss since 2017-18 adds up to R43,3 million.

With limited cash in the bank, municipalities prioritise
the payment of salaries and councillor remuneration,
which totalled R113,66 billion in 2021 — 60% of the
estimated recoverable own revenue and equitable
share allocation. They then use what is left to pay
municipal suppliers, including Eskom and the water
boards, which are essential for the supply of basic
services. At some municipalities, refurns and payments
to the South African Revenue Service are also
delayed, and there are even municipalities that do not

fransfer their employees’ contributions to their pension

funds.

Despite the requirement that creditors be paid within
30 days, 85% of municipalities took longer than

30 days to pay their creditors and just over half

(51%) took much longer than Q0 days to do so. On
average, it took municipalities 240 days to pay their
creditors, compared to 139 days in 2016-17. The
late payments affect the cash flow of local government
suppliers, which is in sharp contrast with the
objectives of stimulating the economy and supporting
especially smaller businesses. Due to these late
payments, suppliers and contractors stop delivering to
municipalities, resulting in projects not being complefed
and performance objectives not being achieved.
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Eskom and the water boards are in the difficult situation
of being required fo continue delivering services despite
non-payment. The arrears (including interest) payable

to Eskom and the water boards by municipalities
amounted to R25,37 billion and R13,29 billion,

respectively.

The directors’ report included in the Eskom annual
financial statements for the year ended 31 March 2021
states the following:

»  The top 20 defaulting municipalities constitute 81% of
fofal gross municipal overdue debt.

»  Atofal of 43 active payment agreements were in place
with defaulting municipalities at yearend; however,
only 10 of these agreements were being honoured and
the interruption of supply remains a last resort. Eskom
has been interdicted from interrupting supply to various
defaulting municipalities.

»  Eskom lost two appeals to interrupt supply to two
municipalities as the Supreme Court of Appeal concluded
that the dire situation these municipalities faced obliged
the national and provincial governments to infervene, in

terms of the Constitution.

Further adding fo these financial woes, is local
government losing billions of rand each year because
of interest and penalties. In 2020-21 alone, the fruitless

Material irregularities: interest and penalties

STATE OF LOCAL GOVERNMENT

and wasteful expenditure resulting from interest and
penalties tofalled R1,22 billion. We issued material
imegularity noftifications where municipalities were
suffering material financial losses as a result of such
inferest and penalties.

While we acknowledge that many municipalities
are in financial distress, they do collect money for
electricity services and receive funding from natfional
government fo subsidise electricity for indigents, but
the Eskom accounts remain unpaid because these
funds are used for other purposes. To influence an
improvement in municipal policies, processes and
arrangements with Eskom, we issued 22 material
irregularities on inferest payments (financial losses)
as a result of non-payment of Eskom accounts. In
response, some municipalities such as Newcastle
(KwaZulu-Natal) and Emthanijeni (Northern Cape)
entered info repayment agreements with Eskom, while
others such as King Sabata Dalindyebo (Eastern
Cape) ringfenced electricity revenue to pay only
Eskom. Some municipalities undertook projects to
replace faulty electricity meters, including Letsemeng
(Free State); correct debtors accounts, including
Mpofana (KwaZulu-Natal); and review indigent
registers, including Thaba Chweu [Mpumalangal.
Some municipalities, such as Madibeng (North West),
even seftfled the whole amount.

»  Ntabankulu (Eastern Cape) did not make payments to a pension fund as instructed by a court judgement,

resulting in interest of R5,3 million.

» Matjhabeng (Free State) did not pay over employee pay-as-you-eam deductions within seven days affer

the end of the month to which they relate, as required by the Income Tax Act, resulting in penalties of

R1,9 million and inferest of RO,6 million.

Despite the limited money available, we sfill find that
municipalities do not diligently and carefully manage
their funds. An indicator of the poor management

of funds is the R1,96 billion in fruitless and wasteful
expenditure incurred by 193 municipalities in 2020-21.
Over the term of the previous administration,

R14,13 billion in expenditure was fruitless and wasteful.

In 2020-21, 64% of municipadlities incurred unauthorised
expenditure fotalling R20,45 billion, of which

R13,25 billion was for non-cash items (we explain

what this is in the next paragraph). This means that
municipalities spent money that the council had not
provided for in the approved budget or the spending did

not meet the conditions of a particular grant.
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Municipalities” budgets make provision for items that do
not involve actual cash inflow or outflow. These ‘non-
cash items’ include accounting enfries such as reducing
the value at which assets are reflected in the financial
statements (asset impairments) and providing for other
types of potential financial losses. This is not actual
expenditure, but rather an accounting requirement

that lets municipalities assess the frue value of their
assefs (such as equipment or debtors). Municipalities
must correctly budget for these non-cash items to show
their frue financial state and plan for the inevitable
replacement of assets. The unauthorised expenditure
related to non-cash items was caused by poor budget
management.

By yearend, almost half of all municipalities (47%)

owed credifors more money than they had available in
the bank, as municipalities continued to spend money
they did not have. The total deficit in local government
amounted to R6,63 billion and the expenditure of

55 municipalities (26%) exceeded their revenue at year
end. As a result, municipalities were using the next year's
budget to cover the current year's expenditure. This is
evident from the fact that current liabilities were more than
50% of the 2021-22 budget at 29% of municipalities.
This means that the 2021-22 budget will pay for
spending that had already taken place in 202021

and prior financial years. In all likelihood, the cycle will

In May 2021, the finance minister responded to issues raised by the community and placed lekwa
(Mpumalanga) under infervention through section 139(7) of the Consfitution. A financial recovery plan

continue unless municipalities receive additional revenue,
which is highly doubtful given the prevailing economic
conditions and the overall economic outlook.

Municipalities should ensure that they are able to deliver
services based on available resources, but they continue
fo promise a level of service delivery and projects they
cannot fund, and fo submit budgets to the council that
balance but are effectively based on money that they
will not be able to bring in {unfunded budgets). As a
result, the spiral of non-delivery continues, the impact of
which is felt directly by the communities and businesses
the municipalities serve — particularly when it comes to
inadequate access to basic services and the lack of
economic development. This also places pressure on

the country’s finances overall, which we can ill afford.
Municipalities must be prudent with the limited resources
available and make the right choices to prioritise the
communities they serve. Most importantly, municipalities
need to develop and implement sustainable strategies to
remain financially viable and ensure continuing service
delivery.

It is encouraging that when communities raise their
concerns about some of the financially distressed
municipalities that sfruggle to deliver services to residents,
national or provincial government infervenes by, among
others, developing credible financial recovery plans.

was prepared by the National Treasury and approved by the finance minister in October 2021.

The detailed plan included timelines for each planned activity, which was divided into three phases:

the rescue phase, primarily focusing on restoring the cash position of the municipality; the stabilisation

phase, expanding on the financial indicators to be monitored and emphasising key governance and

institutional issues to be addressed simultaneously; and the sustainability phase, to ensure that indicators

are developed fo give effect to the long-term financial sustainability of the municipality. This approach was
designed to ensure that financial recovery is not only achieved but also — more importantly — that progress is
institutionalised and sustained within the municipality. We are already seeing some promising signs that the
plan is being implemented and is having a positive impact. The plan will also go a long way in responding
fo the material irregularity we raised at this municipality in response to its repeatedly disclaimed opinion.

Such credible strategies should be replicated at other struggling municipalities as part of bigger insfitutional building
processes fo ensure that municipalities are properly equipped fo sustainably address financial management and
governance weaknesses. The National Treasury and provincial treasuries are well positioned to support municipalities

with their financial recovery strafegies through capacity-building programmes.
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2.4 Information I'echnology relating fo areas such as information technology
controls governance, system-related controls, information security,

disaster recovery, information technology projects, and

Municipalities process crifical business fransactions information fechnology contracts and licences.

and financial information using information systems.

Our role is o assess the confrol environment supporting Information feChnO/Ogy governance

these systems to determine if there are any risks of

unauthorised access to the systems and data, whether Information technology governance is an element

we can rely on the confrols for audit purposes, of corporate governance, aimed af improving the

and whether municipalities are deriving value from overall management of information technology and

their investment in information and communication deriving value from the investment made in technology.

technology. Good governance enables municipalities to manage
information fechnology risks effectively and fo ensure that

Over the years, we have identified significant control information fechnology activities are aligned to overall

weaknesses in local government's information systems business objecfives.

Status of information technology governance over term of previous administration

39 43 39
20 20 ﬂ 23 » 15
g7] g
2020-21 2019-20 2018-19
32 39
18 20 ‘ I 20
15
2017-18 2016-17
® Good ® Of concern @ Infervention required

Information fechnology governance improved at 10 municipalities and regressed at four over the term of the previous
administration. Three-quarters of the 79 municipalities where we performed the assessment had ineffective governance

processes.

Impact: Ineffective information technology governance processes led o control environments that were vulnerable fo
abuse or misuse, runaway information fechnology projects that completely exceeded budget and time fargets, and

expenditure that was not justifiable, leading to value not being derived from the investments made in technology.

A few municipalities have implemented effecfive governance processes over time, franslafing into a good confrol
environment, including the City of Cape Town (Western Cape) and the City of Mbombela (Mpumalangal.
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System-related controls
Many local government systems process critical information and data that should support key business operations and
financial management processes. These systems are used to process large volumes of dafa which, in principle, should

make local government more efficient and economical.

Status of system controls over term of previous administration
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System controls were ineffective or inadequate to ensure the integrity of the information processed by the systems of

Q4% of the municipalities we audited.

Impact: Local government, especially metros and large municipalities, continued to spend large sums of money on
new and advanced sysfems fo sfreamline their processes. But as a result of significant weaknesses in these systems, we
had to perform additional procedures around the fransactions and data processed by such systems. In addition, these

systems were vulnerable to misuse, abuse and fraud.
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Information security

Information security measures are crifical o ensure that information systems used by local government are not
vulnerable to cyberattacks and to prevent staff from performing unauthorised system activities.

Status of information security over term of previous administration
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Out of 79 municipdlities, 68 (86%) had ineffective security controls.

Impact: Hackers were successful in exploiting the security weaknesses at some of the municipalities where we rated
information fechnology security as weak. This resulted in some key local government services not being available for a
prolonged period of fime and, in some cases, hackers demanding ransom.

Security weaknesses were successfully exploited, demonstrating the need for the
new administration to pay special attention to the strengthening of cybersecurity
controls

» The City of Tshwane (Gauteng) was hacked in December 2019 and the mefro was defrauded of
R53 million meant for pension contributions. We notified the municipal manager of this material
irregularity — investigations and prosecution are ongoing, with R23, 1 million having been recovered to
date. The system weaknesses have also been addressed.

» The City of Johannesburg (Gauteng) was hacked in October 2019 and the hackers demanded a
ransom. This resulted in the mefro shutting down several customerfacing systems, including the metro’s
website, esservices and billing system as a precautionary measure. Operations were negatively affected
and cusfomers could not transact on e-services or log queries via the call centre or customer service
centres.

»  Sol Plaatie (Northern Cape) was hacked in 2016-17 and the hackers demanded a ransom. In 2018-19,
hackers again compromised municipal systems, resulting in supplier banking details being changed and
R2,7 million being paid into the incorrect bank account.
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Information technology projects

Information technology projects, especially system implementation projects, are noforious for not meeting time, cost
and/or business expectations.

Status of information technology projects in 2020-21

We reviewed 17 information technology implementation or system acquisition projects at 15 municipalities. At nine
municipaliies (60%), 11 of the projects (64%) did not meet time, cost, quality or business expectations. The value of
the projects was R1,92 billion.

Impact: Poorly managed projects resulted in municipalities incurring costs that could have been avoided.

Projects that were poorly managed

» The City of Johannesburg (Gauteng] spent R713 million on a SAP upgrade. The project was delayed
significantly due to the imminent implementation of the Municipal Standard Chart of Accounts and the
metro therefore did not derive the intended value from the project.

» The City of uMhlathuze (KwaZulu-Natal) spent R266 million on SAP implementation. As a result of
project delays, the fofal project budget increased by R184 million to R276 million and the municipality
continued fo use legacy systems with limited functionality. This impeded management's ability to rely on
system reports for financial reporting.

»  Msunduzi (KwaZulu-Natal) spent R129 million on SAP implementation and experienced project delays.
As a result, the tofal project budget increased by R189 million to R279 million. The municipality is re-
implementing the SAP system to align configurations according to business requirements, which have
changed as a result of the project delays.
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Information technology contracts and licences

As in all other areas of a municipality’s operations, information technology confracts and licensing agreements are
important as they outline the responsibilities of the parties to the contract to protect both the municipality and the
supplier and to minimise risk.

Status of information technology contracts and licences in 2020-21

23

2020-21

We selected 38 confracts to audit af 29 municipalities and found that 10 contracts [26%) af six of them (21%) were
not concluded in the best interest of the municipality as the intended value was not received.

Impact: Municipalities paid for software licences they did not need, resulting in expenditure that could have been
avoided.

Information technology contracts concluded and licences purchased but full
benefit was not derived from the money spent

» The City of Johannesburg (Gauteng) spent R76 million towards mainfenance and support on software
licences as part of the SAP upgrade project mentioned earlier. Because the project was delayed, this
could result in some of the licences not being used. A specialist will further assess the extent of non-usage
in the next financial year.

» Nelson Mandela Bay (Eastern Cape) procured R15 million worth of software licences but used only
1 000 of the 4 000 licences purchased.

» The City of Tshwane (Gauteng) accrued R25 million towards maintenance and support for software
licences that were not fully utilised as the payments were based on more than the required number of
licences.

» The City of Ekurhuleni (Gauteng) started implementing the Oracle HRMS system in 2017. The metro
contracted for software licences valued at R3,5 million, but project delays may result in the licences not
being used. The metro also paid R1,5 million for Payday software licences that were not used.
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2.5 Service delivery — planning and
reporting

Llocal government's delivery failures are not surprising
if one considers municipalities” poor financial

management and weak financial health and the sfafe
of their infrastructure. But most telling is municipalities’

inability to plan for, and report on, their performance.

At the start of each new administration’s term,
municipalities establish an integrated development plan
to inform all of their planning, budgetfing, management
and decision making, which can then be revised

annually as required. Unique to local government is that

the public participates in the process as a way
to ensure that their needs will be met over the

five-year ferm.

Municipadlities are further required to plan in defail

for what they must deliver every year and over the
ferm of the administration. They do this in their service
delivery and budget implementation plan to ensure
proper alignment between the infegrated development
plan and the budget. They then account for whether
they managed fo achieve their targets in their annual
performance report so that the council can call them
fo account and the public can see progress against
the commitments made. Good planning, inyear
performance management, monitoring, and reporting
that is useful and reliable, are crucial for achieving
the service delivery commitments made by the

administration.

Every year, we audit specific service delivery
information fo determine whether the information in
the performance reports is useful and reliable enough
fo enable the council, the public and other users of
the reports fo assess the municipality’s performance.
When we raise material findings on municipalifies’
performance reports, this means they generally
struggled fo:

» align their performance reports to the predetermined
objectives to which they had committed in their
infegrated development plan and service delivery

and budget implementation plan

» sef clear performance indicators and targets to
measure their performance against the objectives
report reliably on whether they have achieved their
performance farges.

Quality of performance reports before and after audit

— municipalities

After audit

Before audit

Khai-Ma (Northern Cape|, Ubuntu (Northern

Capel, Renosterberg (Northern Cape) and Tswaing
(North West] did not prepare performance reporfs,
which meant that there was no transparency on, or
accountability for, their performance. It further does
not bode well for service delivery that 74% of the
244 municipalities that prepared performance reports

submitted poor-quality performance reports for auditing.

Although there are performance management and
reporting frameworks that clarify definitions and
standards for performance information, including

the requirements for infegrated structures, sysfems

and processes to manage performance information,
most municipalities did not have adequate systems to
collate and report on their performance information.
Performance management and reporting requirements

were also not properly applied.

The poorly prepared performance reports and
significant activity to make corrections in response
fo the audit also raise questions about the credibility
of in-year reporting and the effectiveness of
performance reporting throughout the year. Poor
moniforing and corrective action throughout the year
confribute to municipalities being unable to achieve
their performance targets or reliably report on their
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performance. Councils and oversight bodies (such as municipal public accounts committees) also use inyear
reporting for monitoring purposes; without reliable information, their monitoring process will be ineffective.

Opinions on performance reports — overall and breakdown per municipal category
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The most prevalent material findings on these performance reports at municipalities were that the information
provided was not reliable (42%). In other words, either we had proof that the achievement as reported was not
correct, or we could not find evidence to support the reported achievements. This means that fewer achievements
than reported could have been atfained or that the reported achievements might not have taken place at all.

At 40% of municipalities, the indicafors and targets used to plan and report on achievements were not useful. This
means that what was reported had little relevance to the municipalities” original commitments in their planning
documents, and anyone attempting fo establish whether the commitments had been honoured would struggle to

getf a credible answer from the report.
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The main reason for the unreliable performance reports
was that manual processes were used to gather data,
which are prone to human error that may not be
defected and corrected in time. VWhen municipalities do
not have credible data and information, it also reduces
their ability fo plan for service delivery, respond to any
challenges that could arise, and to make decisions.
For example, if a municipality cannot reliably measure
the number of households that has access to sanitation
facilities, the municipality may end up with either too
few or too many sanitation facilities.

The indicators of some municipalities did not cover all
communities, which made it easier for them to report
good achievements. For example, Knysna (Western
Cape) did not report on access to sanitation for
households from informal setlements, which make up a
significant percenfage of households in the municipal
area. In such instances, the performance report might
reflect that targets had been achieved when, in reality,
basic services were not provided fo all citizens.

Municipalities have similar objectives to be achieved
and services to be delivered, such as providing
water and electricity and maintaining roads. One

would then expect local government to use consistent

B merros

Public participation in the development of integrated
development plans remains a pivotal aspect of the
performance planning process in local government,
and gives communities an opportunity fo influence the
strategic course and direction of the municipality fo
ultimately benefit the people it serves. These processes
took place at metros even when covid-19 restrictions
were in place by, for example, using social media
platforms.

We acknowledge that not all concerns of citizens can
be addressed in the integrated development plan —
mefros need fo priorifise services based on the available
budget. Community needs do not always fall within the
mandate of the metro, such as Eskom-related functions.

performance indicators for planning and reporting;
however, this is not the case. This makes it very
difficult to compare the performance of municipalities
and for national and provincial government to monitor
and report on government programmes. Although
there is a framework for performance reporting, it
provides some leeway for municipalities to decide

on what they want fo measure and how they want to
measure if.

This resulted in some municipalities measuring what
was done (input) and not what was delivered [output]
or what was achieved (outcome). The Department of
Cooperative Governance is responsible for providing
additional guidance and providing support to enable
a consistent approach at municipalities, but the
department has made litle progress in this area. The
National Treasury, being responsible for supporting
mefropolitan municipalities, fook steps to address this

problem at metros.

Below we look at the impact of this initiative and
discuss other findings related to service delivery

at metros. We provide insight info how even the
wellcapacitated metros struggle with planning and
reporting on service delivery.

This often leads to dissatisfaction with the level of

delivery by metros if they do not provide adequate
feedback.

The intent of public parficipation was not consistently
realised, however, as some metros did not achieve the
fargets sef for service delivery indicators. For example,
the City of Tshwane (Gauteng) reported a zero
achievement for three indicators relafing to the provision

of water, sanitation and construction.

In addition, the reports of civil society organisations
should be a key input to the planning processes of
metros to ensure that the needs of communities are
appropriately responded to. We also consider these
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reports for risk assessment purposes and to obtain
insights info how communities experience metro
service delivery. Where the reports of civil society
organisations were relevant fo indicators contained in
planning documents, we found that most mefros met
these considerations.

As briefly mentioned earlier, the National Treasury
reviewed, rafionalised and streamlined the planning
and reporting requirements for metros in response fo the
challenge of inconsistent planning and reporting and
a lack of focus on outcomes. The National Treasury
intfroduced common indicators on which all metros
should report from 2018-19, but implementation has
been slow. Only the City of Ekurhuleni (Gauteng) and
eThekwini (KwaZuluNatal) have fully implemented
the requirements, while the other six metros are
implementing them in a phased approach.

The benefits of this inifiafive have not been realised
yet. There were sfill significant inconsistencies, as
some metros did not include the common indicators in
their planning documents, while others included only
selected indicators. Some metros also treated and
applied outcome indicators differently for planning and
reporting. The implementation challenges were mainly

due to a lack of supporting systems and processes.

Some metros did their planning and reporting ‘off the
books'. In other words, they did not include all of their
indicators in their planning documents and annual
performance report, despite reporting to the National
Treasury quarterly and annually on the indicators. By
excluding these indicators from the annual performance
report, they were then not subjected fo an audit of their
reliability. This also affected the accountability and
moniforing processes of the council, as the decisions
they made during the year were not based on complete
information and reflective of the needs of citizens.

We have observed that there is a correlation
between a good performance management
system and service delivery but that

the correlation weakens if the incorrect
performance measures and targets are

managed. o /

STATE OF LOCAL GOVERNMENT

For example, the City of Cape Town (Western Cape)
has received consistently good audit opinions on
performance reporting, yet this does not translate
info decent service delivery to all residents within the

mefropolitan area.

This illustrates shortcomings in the planning and initial
seffing of indicators and targets in the respective
infegrated development plans and service delivery

and budget implementation plans. So, for example,
performance reporting indicators might measure
performance based on the number of taps installed, but
not whether the taps installed are actually working —
which is a service delivery matter.

Where metros are getting it right, the impact is also
felt by the community. The City of Ekurhuleni (Gauteng)
received a clean audit outcome for the second

year in a row, with no material findings on their
performance planning and reporting. VWe audited

the indicators relating fo water and sanitation and
found that the good achievements reported were
reliable and that the metro was responsive fo concerns
raised by citizens. To illustrate, the metro prioritised
problems highlighted during the public participation

processes relafing fo flooding due to dilapidated

infrastructure, included these in the service delivery

and budget implementation plan, and achieved the

fargefs in this regard [e.g. the metro constructed 60

stormwater systems against the farget of 28). Also

worth mentioning is that the metro overachieved on

the farget fo resolve 85% of water and sanitation

complaints within 48 hours — 90% of waterrelated

complaints and 87% of sanitation-related complaints

were resolved within 48 hours.

Weaknesses in mefro performance planning and
reporting not only affect service delivery and reliable
reporting but reduce the council’s ability fo monitor and
make meaningful contributions to the achievement of
the promises made fo communities in the integrated
development plan. Coordinating departments (treasuries
and cooperative governance departments] and national
delivery departments (e.g. the Department of Water
and Sanitation) also do not have consistent and reliable
information fo properly plan, monitor and report on

service delivery by mefros.
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2.6 Service delivery - municipal projects, they are offen underspent, mostly because
ian'OSfI'UCfU re of poor project management. For instance, the metros

had fo return R235,82 million in unspent infrasfructure

. . f from th t i I t t
Municipal infrastructure plays a key role unds [from the urban sefflements development gran

in supporting service delivery. A lack

of infrastructure and the inadequate
maintenance of infrastructure not only
negatively affect service delivery, but often
also cause harm to communities and the

and the public fransport network grant) to the National
Treasury, with funding of a further R70,72 million from
the mentioned grants possibly having to be refurned if
the National Treasury does not approve the rollover of
these funds.

environment. e ’ Money was also not always spent in accordance with
We reported on weaknesses in infrastructure projects the grant framework.

and inadequate maintenance and management of

infrastructure assets throughout the term of the previous The underspending and inappropriafe spending of
administration. We further included these areas in the these grants mean that valuable infrastructure assets
work we did as part of the reakHime covid-19 audits. meant for service delivery are not maintained and

Yet we continue to identify the same issues year planned projects are not delivered. This leads to a
after year — which is especially concering as one deterioration in the quality of services delivered to

of the key initiatives in the South African Economic citizens, who continue to be frustrated with inadequate
Reconstruction and Recovery Plan is aggressive service delivery.

infrastructure investment.

In our audits, we paid specific attention o infrastructure

In support of this initiative, national government delivery across the project life cycle, focusing on

provides infrasfructure grants to municipalities to enable 517 key municipal projects, including water and
infrastructure development and maintenance. Although sanifation services, road consfruction, and recreational
these grants are sorely needed fo finance infrastructure facilities. Read on to see what we found.

The planned completion dates were not achieved at some infrastructure projects.

A project at uMkhanyakude (KwaZulu-Natal) for the refurbishment and upgrade of wastewater works,

with an original completion date of June 2018, was significantly delayed for more than 41 months.
The project was still incomplete by February 2022. The delays were caused by inadequate planning,
poor milestone monitoring and a lack of qualified project managers to monitor and oversee project
implementation. This meant that 3 280 households did not have access to much-needed sanitation facilities.
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We reported non-compliance with supply chain management regulations at some projects. Inadequate procurement

and payment practices, uncompetitive and unfair procurement processes as well as inadequate contract

management remained prevalent. In some instances, payments were approved for work that had not been done,

while other payments exceeded the market value of the infrastructure assets.

JB Marks (North West) embarked on a project o construct a flood-ine water canal. The municipality

did not exercise adequate care by ensuring that the project was adequately budgeted for and that

sufficient funds were available to finance the project fo its complefion. This lack of careful planning resulted

in the municipality commencing with construction of the flood-ine canal and incurring expenditure, only

fo later abandon the project due to a lack of funds. During the period that the project was effectively

abandoned, the work done up to July 2017 deteriorated to such an extent that all work had to be redone.

We notified the municipal manager that this constitutes a material irregularity. The lack of maintenance on

the flood-ine canal after commissioning resulted in continued infiliration of sewage, which adversely affected

the environment and the health of citizens.

Municipalities incurred fruitless and wasteful expenditure because they did not pay contractors on time.

At Buffalo City (Eastern Cape), a bulk regional sewage project for Bisho, King William's Town and
Zwelitsha incurred inferest of R2,5 million due to unpaid payment certificates. The mefro incurred @

further R1,2 million in contractor standing time costs as they submitied drawings and other information late,

as well R655 402 because the contractor claimed for abnormal weather conditions without supplying

proper proof.

The value of infrastructure assets that should

be maintained and safeguarded totalled

R491,70 billion. Municipalities need to budget for
repairing and maintaining these assefs based on
their annual asset maintenance plan. The National
Treasury dictates that municipalities should spend at
least 8% of the value of infrastructure assets on the
repair and maintenance of those assefs. However,
the total spending on repairs and maintenance across
all municipalities amounted to R16,82 billion, which
is only 3% of the value of infrastructure assets. It is
particularly concerning that nearly half (40%) of all
municipalities spent 1% or less on repairing and
maintaining their infrastructure assets.

One of the most misstated areas in the financial statements
was infrastructure assets. In these cases, municipalities did
not have credible and reliable data for managing their
infrastructure assets. This is despite municipalities spending
more on consuliants for asset management services than
on any other financial service.

The lack of maintenance by municipalities resulted

in lower service level standards, excessive costs for
replacing or upgrading infrastructure and equipment,
and an increasing risk of mechanical breakdowns. It
also posed a risk to the health of citizens and harm to
the environment. Turn fo section 2.7 to see what we
found in this regard at municipalities with repeatedly
disclaimed audit opinions.

Citizens have the right to clean drinking water and
proper sanifation, making the provision of water a

key service delivery area for municipalities. Yet this
scarce and valuable resource is not properly managed.
An acceptable norm for water distribution losses is
between 15% and 30%, with anything above 30%
indicating that water infrastructure is not being well
managed. The average water loss across the country
above the 30% norm stood at 50%. Altogether, 84% of
the 114 municipalities that are water services providers
incurred water disfribution losses totalling R?,82 billion.

Some municipalities disclosed water losses in kilolitres
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instead of rand values, while other municipalities did
not disclose water losses at all.

Apart from scarce water resources potentially being
wasted, the water losses add fo the significant amounts
that are payable to the water boards but that cannot
be billed to consumers to earn revenue. This confributes
fo ongoing cash flow problems and further delays the
provision of quality services to communities.

r N
Our environmental inspections of wastewater
treatment plants at selected municipalities
confirmed that the neglect o