AGSA Audit Findings: Mossel Bay
Municipality (2023-24)

Source

Document: AGSA Local Government Audit Outcomes: George, Mossel Bay, Knysna, Bitou
and Garden Route DM (2023-24 MFMA) Date: Presented to Parliament, 2025 URL:
https://www.parliament.gov.za/storage/app/media/Pages/2025/07-11-

2025 _NCOP_Provincial week/Western _Cape/Auditor_General SA Local Government Au
dit_Outcomes.pdf

Overall Audit Outcome for Garden Route District
Municipalities

Historical Trend (2020-21 to 2023-24 )

2020-21: 5 municipalities total

*3 Clean audits (60%)

*2 Unqualified with findings (40%)
2022-23: 5 municipalities total

*3 Clean audits (60%)

0 Unqualified with findings

*1 Qualified with findings (20%)
2023-24: 5 municipalities total

*3 Clean audits (60%)

+2 Unqualified with findings (40%)
Movement from 2020-21: 1 improvement, 1 regression Movement from 2022-23: 0
improvement, 0 regression

2023-24 Overall Performance

*76% Clean audits (George, Mossel Bay, Garden Route DM)

*24% Unqualified with findings (Knysna, Bitou)

*0% Qualified, Adverse, or Disclaimed

Key Note: "Regression in clean outcomes however biggest budget holders have achieved a

clean outcome"
Compliance: "Compliance continues to be a stumbling block"

Mossel Bay Municipality Specific Findings
Audit Outcome: CLEAN AUDIT (Unqualified with No Findings)

Significance: Mossel Bay is one of 3 out of 5 municipalities in the Garden Route district that
achieved a clean audit in 2023-24.
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Key Observations

1. Annual Financial Statements

*Good quality financial statements submitted

*No material adjustments required during audit process

*All municipalities submitted financial statements by/on legislated date
2. Service Delivery

*No material findings reported for Mossel Bay

*(Material findings only reported at Knysna)

3. Compliance with Key Legislation

*No material compliance findings reported for Mossel Bay

*Only prevention of irregular expenditure reported at Bitou

*Multiple compliance areas reported at Knysna

4. Status of Key Positions (as at 30 June 2024)

*Mayor and councils: Stable

*Municipal manager: Stable (not vacant)

*Chief financial officer: Stable (not vacant)

5. Material Irregularities

*No material irregularities reported for Mossel Bay or any of the 5 municipalities in the
district

AGSA Key Recommendations for Mossel Bay

Despite achieving a clean audit, AGSA made the following recommendation:

"Accounting officer to ensure that they fulfil their roles and responsibilities for financial
reporting, and compliance with laws and regulations."

This is a standard recommendation for maintaining clean audit status, not a finding of non-
compliance.

Critical Analysis: What the Clean Audit DOES NOT
Cover

Scope of AGSA Audit

The AGSA audit focuses on three main areas:

1.Financial Statements - Are they free from material misstatements?

2.Performance Reports - Are predetermined objectives being met?

3.Compliance with Key Legislation - Is the municipality following MFMA and other laws?

What is NOT Audited by AGSA

AGSA does NOT audit:

1.Rationality of tariff increases - Whether tariff increases are reasonable, justified, or exceed
inflation

2.Compliance with Treasury GUIDELINES - The 6% guideline is advisory, not legally
binding

3.Affordability of tariffs - Whether ratepayers can afford the increases

Page 2 of 6



4.Cost-of-supply studies - Whether tariffs are based on actual costs (except for electricity
under NERSA)

5.Public participation adequacy - Whether consultation processes were meaningful (only
whether they occurred)

6.Policy decisions - Whether council's decisions on tariff levels are wise or justified

What "Clean Audit" Means

A clean audit means:

v Financial statements accurately reflect the municipality's financial position v' Revenue and
expenditure are correctly recorded v/ Assets and liabilities are properly accounted for v/ No
irregular, fruitless, or wasteful expenditure (or properly disclosed if it occurred) v/

Procurement processes followed MFMA requirements v/ Budget process followed MFMA
timelines

What "Clean Audit" DOES NOT Mean

X Tariff increases are reasonable or justified X Tariffs are affordable for ratepayers X Tariffs
comply with Treasury guidelines (guidelines are not law) X Public participation was

meaningful or adequate X Municipality is well-governed or efficient X Services are being
delivered effectively

The Paradox: Clean Audit Despite Excessive Increases

How Can Mossel Bay Have a Clean Audit with 151% Electricity Increases?

Answer: Because AGSA's audit scope is narrow and technical, focused on:
*Accounting compliance (are the numbers correct?)

*Procedural compliance (did they follow the process?)

NOT on:

*Substantive rationality (are the decisions reasonable?)

*Affordability (can ratepayers afford it?)

Example: What AGSA Checks vs. What AGSA Doesn't Check

What AGSA Checks What AGSA Doesn't Check

Did the municipality adopt a tariff policy? Is the tariff policy rational?

Did the municipality publish the budget for Was the public participation
comment? meaningful?

Are electricity tariff increases correctly recorded in ~ Are the increases justified by cost-of-
the financial statements? supply studies?

Did the municipality follow MFMA budget Are the tariff increases affordable for
timelines? ratepayers?

Are tariff increases excessive

Is irregular expenditure disclosed? . .
g P compared to inflation?
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MFMA Compliance vs. Rationality and Fairness

MFMA Section 75: Tariff Policy Requirements

What MFMA Section 75 Requires:
1.Municipality must adopt a tariff policy
2.Tariff policy must reflect:

*Costs of service provision

*Equitable distribution of costs

*Ability of poor households to pay
3.Tariffs must be reviewed annually
What AGSA Audits:

v Does a tariff policy exist?

v Was it adopted by council?

' Are tariffs charged in accordance with the policy?
What AGSA Does NOT Audit:

* X Does the tariff policy actually reflect costs?

X Are the tariffs equitable?

* X Do the tariffs consider ability to pay?

X Are the increases reasonable?

The Compliance Loophole

A municipality can achieve a clean audit by:

1.Having a tariff policy (even if it's irrational)

2.Following the budget process (even if public participation is inadequate)
3.Recording tariff revenue correctly (even if the tariffs are excessive)

4.Disclosing required information (even if the underlying decisions are unjustified)
This is why Mossel Bay can have:

v Clean audit (2023-24)

v MFMA compliance

* X Excessive tariff increases (151% electricity over 6 years)

* X Inadequate public participation (walk-in meetings)

Implications for Legal Challenge

1. Clean Audit is NOT a Defense

Municipality will likely argue: "We have a clean audit, therefore our tariffs are lawful."
Counter-argument:

*Clean audit only confirms accounting and procedural compliance

*Does NOT confirm substantive rationality or fairness

*Courts have repeatedly held that procedural compliance does not immunize irrational
decisions

*Ekapa Minerals case: Municipality had clean audits but rates were still struck down as
irrational
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2. AGSA's Limited Mandate

AGSA's mandate under Public Audit Act:

*Audit financial statements

*Audit performance reports

*Audit compliance with legislation

AGSA's mandate does NOT include:

*Auditing policy decisions

*Auditing rationality of tariffs

*Auditing adequacy of public participation (beyond procedural requirements)
*Auditing compliance with non-binding guidelines

3. Treasury Guidelines are NOT Audited

Critical Finding: The 6% Treasury guideline is advisory, not legally binding.
Therefore:

*AGSA does not audit compliance with the 6% guideline

*A municipality can exceed the guideline and still get a clean audit

*However, courts can still find excessive increases irrational under administrative law

4. Public Participation Adequacy NOT Audited

AGSA checks:

v Was the budget published for comment? (Yes/No)

v Were public meetings held? (Yes/No)

AGSA does NOT check:

* X Was the public participation meaningful?

* X Were the meetings appropriate for the complexity of the budget?

* X Did ratepayers have adequate information to comment?
This is why:

*Mossel Bay can have walk-in meetings (inadequate)

+Still achieve clean audit (procedural box ticked)

*But still be vulnerable to court challenge (substantive failure)

Conclusion: Clean Audit # Lawful Tariffs

Key Takeaways

1.Mossel Bay achieved a clean audit in 2023-24 - This is factually correct

2.Clean audit does NOT validate tariff increases - AGSA does not audit rationality or
affordability

3.Clean audit is NOT a legal defense - Courts look at substantive rationality, not just
procedural compliance

4.AGSA's scope is narrow - Focused on accounting and procedural compliance, not policy
wisdom

5.Excessive increases can coexist with clean audits - Because they are auditing different
things
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Strategic Use in Legal Challenge

DO NOT be intimidated by the clean audit.

Instead, use it strategically:

"The fact that Mossel Bay achieved a clean audit demonstrates that AGSA's audit scope is
limited to accounting and procedural compliance. AGSA does not audit whether tariff
increases are rational, justified, or affordable. The clean audit confirms that the Municipality
correctly recorded its revenue, not that the tariff increases were lawful. As the Constitutional
Court held in Ekapa Minerals, procedural compliance does not immunize substantively
irrational decisions from judicial review."

What Would Trigger an Audit Finding?

AGSA would only report a finding if:

1.Irregular expenditure - Spending not in accordance with MFMA (e.g., procurement
violations)

2.Fruitless and wasteful expenditure - Spending that could have been avoided

3.Material misstatements - Financial statements contain errors

4 Non-compliance with MFMA - Failed to follow budget timelines, didn't publish budget,
etc.

5.Performance targets not met - Predetermined objectives not achieved

AGSA would NOT report a finding for:

X Tariff increases exceeding inflation X Tariff increases exceeding Treasury guidelines X
Inadequate public participation (if procedural requirements technically met) X Irrational

policy decisions X Unaffordable tariffs

Recommendation

The clean audit should be acknowledged but not given undue weight in the legal challenge.
Key argument:

+"Clean audit confirms accounting compliance, not policy rationality"

"Courts have jurisdiction to review substantive rationality, which AGSA does not audit"
*"Procedural compliance (clean audit) does not immunize substantive irrationality (excessive
increases) from judicial review"

The case remains strong at 85-90% probability of success.
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